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Private Entry into Health Insurance: What does it
mean for India?

The passage of the Insurance Regulatory and Authority (IRDA) Bill by the Indian
Parliament marks the latest phase in the move towards privatization of the insurance
business in India, including that of health insurance. Up till now, the provision of
various types of insurance has been under the exclusive control of the public sector
governed by the Life Insurance Act of 1956 and the General Insurance Acts of 1971
and 1972. However, with the IRDA Bill, insurance companies that have foreign paid-
up equity holdings of less than 26% will be able to undertake insurance business in
India, provided that their paid-up equity capital exceeds Rs 1 billion in the aggregate
and satisfies certain other conditions. 1

The private corporate sector has, understandably, been enthused by this develop-
ment. Several large health care providers and international insurance companies have
already positioned themselves to enter the market as soon as it is open to the private
sector and the story is similar for their potential Indian partners. Global insurance
giants such as Cigna and Aetna have entered into pacts with Indian companies and
domestic firms are actively carrying out epidemiological mappings of the Indian
population, investing in hospitals and conducting market surveys. One private
consulting firm estimates that the health insurance market will grow to five times its
current levels by the year 2005.2

In contrast to the hectic activity in the corporate sector, the government appears to
have been lethargic in anticipating developments, at least as far as health insurance
is concerned. For instance, the IRDA Bill contains no reference whatsoever to the
health sector or to health insurance. Nor is health mentioned in the nearly 175 pages
of the Insurance Act of 1938, an amended version of which will come into force with
the enactment of the IRDA Bill, and is presumably included under the category of
'miscellaneous insurance business'.' This is broadly reflective of the policy environ-
ment in India, where health insurance continues to be neglected.

Is this nonchalance justified? The apparent lack of attention to health insurance in
Indian government documents may reflect a somewhat sanguine view of the function-
ing of markets in health care provision, insurance and elsewhere. In fact, the entry of
the private sector into health insurance is no guarantee of improved outcomes in terms
of commonly accepted goals of health policy, such as protection against financial
risks associated with sickness, containment of costs of care, improved quality and an
equitable sharing of the burden of ill health. In this piece, I point out that the
international experience with expanded private insurance coverage is not necessarily
adverse, but requires that markets where insurance and health care are purchased and
sold ought to be properly regulated-the appropriate regulations must exist and be
effectively implemented. I conclude that the regulatory authority as currently envis-
aged in the IRDA Bill is insufficient for the purpose, because it may not have
jurisdiction over certain classes of existing regulation and also because it may not be
in a position to introduce new legislation that is needed.

Consider first the likely magnitude of increased private health insurance coverage
since this will impact on other goals of health policy. It is hardly open to question that
private provision of insurance will result in increased coverage of individuals
voluntarily seeking insurance protection in India. However, it should be kept in
perspective that voluntarily purchased health insurance schemes introduced by the
General Insurance Corporation (GIC), e.g. Mediclaim and fan Arogya, covered no
more than 0.2% of the Indian population in 1995-96, nearly 10 years after their
introduction.' One might expect the private sector to do better than GIC-with better
advertising and by offering a greater range of insurance products-but the results are
unlikely to be spectacular. Even if there is a five-fold increase in overall coverage, it
would barely amount at most to 1% of the population being covered by private health
insurance! Moreover, this expansion will be concentrated in urban areas, given that
more than 95% ofGIC's existing health policies are held by urban residents, and this
despite a social mandate to meet community needs.



4 THE NATlONAL MEDICAL JOURNAL OF INDIA VOL. 13, NO.1, 2000

Mechanisms to 'guide' the expansion of insurance into rural areas as provided
under the IRDA Bill may well further slow down the pace of expansion of insurance
coverage if returns are not high enough.

In addressing the issue of cost-containment, irrespective of the nature of the
insurer-public or pri vate-expanded health insurance coverage will tend to increase
health expenditures by lowering the net per unit cost of care to the insured and
increasing the demand for health care. In addition, reimbursement of out-of-pocket
expenses, as under the Mediclaim scheme or external referrals under the Central
Government Health Scheme (CGHS), creates incentives for health care providers to
give a greater level of services to patients, some of which may not be medically
necessary. Around the world, mechanisms have emerged to control increased health
expenditures either through stricter referrals, or control over utilization of care by
setting treatment guidelines, using prospective payment systems or by capping
hospital budgets. The best known example in the private sector is that of managed care
institutions such as health management organizations (HMOs) that restrict insurance
coverage to care provided by specific providers who meet their cost and quality
guidelines. California, the state that experienced the fastest growth in HMOs during
the 1980s, also experienced the slowest growth in health care costs in the same period
relative to other states in the USA. Unfortunately, it is not clear whether managed care
institutions will automatically emerge in the private sector. In the USA, state
legislatures and the medical profession put up stiff resistance to what they considered
'restrictive' practices of HMOs, and it was only after employers were mandated to
offer at least one HMO benefit package to their employees in the early 1980s that such
institutions began gaining in popularity.' In Chile, another country with a significant
presence of private insurance, pure indemnity (or reimbursement-based) health
insurance has remained much more popular than managed care until recently.f

There is extensive literature that documents the poor quality of health care
available to the average individual in India in both the public and private sectors-
be it poorly equipped hospitals, ill-qualified doctors, or misuse of medical technol-
ogyY Private insurance, whether of the indemnity or the managed care type, can
potentially improve the quality of care by making reimbursements or referral
contingent upon qualifications of health care providers and effectiveness of treatment
and generally increasing the rate of return to better treatment. However, this depends
critically on the factors that motivate insurer behaviour. In the absence of well-
implemented guidelines on accreditation, malpractice law, or at least a well-informed
consumer, it will not be in the interest of insurance companies to obtain the best
possible treatment for their clients. In the extreme, an insurance company that follows
careful referral practices and utilization guidelines may be out-competed by another
that allows ostensibly 'free choice' of providers and appears more user-friendly. At
the very least, consumers of insurance ought to be able to compare between
alternative insurance plans in the market, either by mandating a uniform package that
must be offered by all insurers or by access to performance ratings of insurers. In
Chile, the regulatory authority issues regular ratings on insurer performance (per-
sonal communication, A. Ferreiro, Supervisor of Insurance).

The record of private insurance is perhaps least impressive with respect to equity.
Inequity can arise among people of dissimilar economic means if the relatively poor
payout large sums of money as insurance premiums or are unable to afford them at
all and end up paying out of pocket for health expenses. Another form of inequity
arises when people who are relatively more likely to get sick (such as the aged) are
unable to access insurance as insurers find ways to insure only the more healthy
people (risk selection). A recently completed study of the Organization for Economic
Cooperation and Development (OECD) found that private insurance as a means of
financing health care has fairly large redistributive effects across income groups in
countries where it plays a major role, such as Switzerland and the USA.9 In Chile,
private insurers disproportionately insured the young and families with fewer
members in comparison to the public scheme. 10 This may still not mean substantially
heightened inequity in the Indian health sector with its substantial provision of free
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public health facilities. However, it may, if increases in private insurance coverage
and subsequent increased returns to private care are accompanied by a departure of
skilled medical personnel from public facilities used by the poor or to a reduction in
government health budgets used for this purpose. Regulations that address the
problem of risk selection by promoting insurance in groups and creation of uniform
health benefit packages open to all would help, as would measures to improve buyer
negotiating power by forming large bodies coming together for the purchase of
insurance.

In view of the above requirements, can we expect the regulatory structure in India
to deliver? The IRDA does have control over several elements of the nature of
insurance business including financial solvency, premium setting, benefits and
directing business into rural areas and social sectors. What is less clear, given its wide-
ranging responsibilities over all kinds of insurance business, is that it can devote the
kind of careful attention that health insurance reform and regulation has received in
other countries. Even if it could address issues related to the design of uniform
benefits packages, group insurance and the like, it would still have little or no control
over the implementation of regulation relating to the quality of health care provision.
For instance, the accreditation of health facilities and doctors are the responsibilities
of various states and medical councils; and consumer protection laws for patients are
under the jurisdiction of the courts and various consumer commissions. Although this
situation is not unique to India, the poor implementation of quality standards in a
country where nearly half the population cannot read or write would make the task of
the IRDA that much more difficult. Finally, there are areas where new regulation is
needed and for which parliamentary action may be required. For instance, the GIC is
exempt from the provisions of the Monopoly and Restrictive Trade Practices (MRTP)
Act. To the extent that preferential treatment for panel doctors associated with HMOs
can be interpreted as a form of restrictive trade practice, the MRTP Act would hinder
the development of managed care in India, apart from giving GIC an unfair advantage
in the insurance market. All this suggests a turbulent phase in Indian health insurance
markets, at least in the short run.
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