
Essential Innovations in Indian Health systems 
by 
 

Amrita Agarwal, Diva Dhar, Nachiket Mor and Saurabh Sharma1 

 
India has made considerable progress in improving the health of its population in the last few 
decades. Today, a child is almost three times less likely to die before completing five years of life, and 
a mother is half as likely to die while giving birth, compared to 19902. India has eradicated polio and 
maternal tetanus and established itself as a credible, and cost-effective manufacturer for medicines, 
supplying over 20% of the world’s generics and about half the vaccines sold globally3. These are 
significant achievements but the challenges that remain are formidable. Nearlya million children still 
die before their first birthday4 and infectious diseases, such as malaria and tuberculosis, have still not 
been eliminated.Nearly 40% of children grow up undernourished and around 7% of households fall 
below the poverty line each year5due to health shocks and high out-of-pocket (OOP) expenses, 
estimated to be around 62% of national total health expenditures6. 
 
While at around 4%of GDP, the country as a whole spends enough money on healthcare7, unlike 
many other countries such as China or South Africa,India has kept tax-based funding for healthcare 
essentially static at around 1% of GDP8. Using its limited tax-resources, India has built a modest-sized 
health delivery system owned bythe government which is, in large part, focused on reproductive 
health and the control of infectious diseases. In recent years, instead of focusing only on supply-side 
improvements, the government has also been using itsmodest tax resources to allocate small 
amounts, ranging from 0.01% of GDP (for the Rashtriya Swasthya Bima Yojana)9 to 0.08% of GDP 
(for the National Health Protection Mission), towards tax-funded demand-side schemes10which allow 
low-income consumers to have greater choice in the secondary and tertiary care facilities they wish to 
access.  The bulk of healthcare, however, continues to be provided by the private sector and by 
informal providers, and is paid for by patients themselves on an out-of-pocket basis at the time of 
seeking care. 
 
It is clear that the much-needed improvements in health outcomes and health-related impoverishment 
in India will not come now from increasing total health expenditures significantly beyond the recent4-
5%11level.Other Asian countries, such as Sri Lanka, Bangladesh, and Thailand,with comparable or 
lower levels of health spending, have achieved better health outcomes than India12, albeit in different 
situations.Even within India, it is not always the case that the states with the highest per-capita health 
expenditures necessarily have the best outcomes13. Altering thestructure and dynamics of the entire 
healthcare system (and not just the portion owned and operated by the government)with the 
deployment of carefully designed tools and mechanisms to address healthcare market failures, will be 
key to achieving better health outcomes in India. Changes will be needed broadly in two broad areas 
of Indian health systems: (a) financing and (b) provisioning. 
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Financing 
 
Public financial management is an important area where reform is required in order to ensure stronger 
expenditure tracking, better planning, and timely and flexible flows of government funds. This will help 
improve the current low levels ofutilization by the government-owned healthcare delivery system. 
These levels vary widely across the country, and in states such as Uttar Pradesh and Bihar, the 
utilization of National Health Mission (NHM) funds from the central government have consistently 
remained below 45%14. There are several factors which explain these low levels of utilization. For 
example, in 2017-18, states had received only 50% of approved budgets by the third quarter of the 
financial year15. Such delays affect utilization and are further compounded by additional lags. For 
example, after receiving funds from the central government, the state treasury can take an additional 
three months to eventually disburse money to the state health society.   
 
To address this issue, certain steps can be taken: 
 

a. Identifying and addressing the root causes of these delays can facilitate thetimely 
disbursement of these funds and ensure both greater levels of utilization and better health 
outcomes.   

b. Additionally, the proactive use of the Ways and Means Advances16 facility made available to 
the state governments by the Reserve Bank of India can help smoothen the flow of funds to 
the state health societies particularly if there are cyclical delays in the receipt of funds from 
multiple sources.   

c. The large number of line-items in the state health budgets also introduces a considerably 
degree of rigidity in the manner in which these funds can be used, thus affecting both 
utilization levels and health outcomes. A reduction in the number of line items, as a first step, 
followed by a gradual move to a block grant focusing on outputs and outcomes rather than 
detailed supply side controls, would represent a fundamental reform of the system which 
would be consistent with global best practice in this regard.   

 
A related area of financing reform is linked to how state governments allocate and disburse funds to 
district, block, and village level health facilities.  Research indicates that much of the allocation 
happens on a historical basis17, without clear links to the actual requirements at these facilities and 
regions, leading to the build-up of surplus cash-balances in some places and persistent shortages in 
others.   There is need for considerable improvement in this process as well, including, potentially, the 
introduction of annual zero-based budgeting18.  
 
The Reserve Bank of India, by allowing existing banks to appoint business correspondents, and, more 
recently, giving licenses to a number of Payments Banks and Small Finance Banks, has facilitated the 
opening of bank accounts and withdrawal of cash.  To take full advantage of this development, state 
governments would need to complete the automation of their payment-system back-ends and move 
entirely over to a process of timely bank-account based disbursements for all their payments.  This 
move would improve both the tracking and utilization of all available government funds.  
 
Another area of financing reforms is related to the reduction in the total quantum of funds being spent 
on an out-of-pocket basis by individuals at the time when they need health care.  Fortunately, while 
the total quantum of pooled funds is low, health financing design in India already has all the 
components necessary to address this concern.  The principal ingredients include taxation, which is 
currently at a little over 1% of GDP, Employee State Insurance Scheme (ESIS) (0.06% of GDP)19, 
voluntary insurance (0.14% of GDP)20, and Out-of-Pocket expenditure at point-of-service (~2.5-3% of 
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GDP)21.  To increase the total quantum of pooled funds, the following measures could be 
implemented:  
 

a. Increasing tax-financing to 2.5% of GDP by 2025, as already articulated in the National Health 
Policy22, with 0.20% of GDP being added each year from now would be an important first 
step. 

b. Building ESIS through better collections and an expansion of its mandate to include all formal-
sector employees and not just blue-collar workers, could easily means its value rises up to 
0.50% of GDP over the next several years23.  

c. Additionally, allowing families and groups such as the numerous, well-diversified self-help-
groups of women, to buy-into the recently announced National Health Protection Mission24, so 
that they can benefit from all of the high-quality purchasing apparatus being set up the 
government, could lead to a sizable increase in voluntary insurance, which could rise as high 
as 1% of GDP. 

 
With these three changes, aggregate pooled financing could then rise to 4% of GDP thus ensuring 
that point-of-service expenditures by Indians falls to 1% of GDP and well below a third of total health 
expenditures, considerably reducing the health-expenditure related impoverishment of Indian 
families25 and helping improve health outcomes.  
 
Provisioning  
 
Healthcare in India is provided both by the government and the private sector.  However, as 
discussed earlier, despite an adequate amount of money being spent on health by the country as a 
whole, access to healthcare remains poor, as do health outcomes.  This relates both to the poor 
design of the healthcare provision architecture and the low levels of efficiency at which healthcare 
facilities function, both within the private and public sectors. Reforming the provision of healthcare can 
bring about considerable change in health outcomes even at the current low levels of pooled 
expenditure. It could even facilitate an increased level of prepayment and pooling by consumers as 
their confidence grows in the ability ofthe health system to deliver. 
 
The government’s tax-financed expenditure on healthcare,at around 1% of GDP, is spent mostly on 
the government-owned health systemfocusing on the control of infectious diseases and reproductive 
health. This modest sum should still be adequate to demonstrate qualityoutcomes in these two focal 
areas, even in poor states.  However, as a recent study on basic intrapartum care finds,public primary 
facilities are weak in both rural and urban areas, especially in the poorest states such as UP and 
Bihar with the worst health outcomes, and suffer from insufficient facility readiness, low provider skill 
and clinical management capacity.26 The study also finds underutilization and inefficiency in many 
government-owned facilities, which suffer from low monthly delivery volumes despite the high 
investment at this level.27 
Making improvements in government-owned health systems even for just these two sets of 
conditions, would require a number of steps to be taken both at the fundamental design as well as 
implementation levels. A couple of recommendations are noted below. 
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a. One suggestion, for example, would be toregionalize obstetric care28 and quality improvement 
in high-volume facilities with strong referral linkages from lower facilities29 instead of 
attempting to improve the performance of all the lower-level facilities in these areas of 
healthcare30.   

b. A deeper reform direction would be to move away from departmental approaches towards 
delivering healthcare by creating high capacity Public Sector Units (PSUs) at the state level 
which would receive all the health-related finances (from the state as well as under the 
National Health Mission) and be responsible for all the government-owned health facilities 
and personnel. These PSUs would be free to then rationalize the system of provision as they 
see fit, but would be held accountable for outcomes in their regions. These PSUs would 
operate under the oversight of the state health ministries, much as Bharat Heavy Electricals 
Limited and the National Thermal Power Corporation operate under the broad oversight of 
their respective central ministries.   Most countrieswith large government ownership of 
healthcare, have created similar government owned entities that function independently from 
the health department on a day-to-day basis and operate under, what is referred to as, a 
‘purchaser-provider split’ arrangement3132. 

 
Just as there are challenges being faced by government-owned healthcare systems there are equally 
severe challenges for the privately-owned ones. Where there are clearly outstanding healthcare 
providers in the private sector such as Narayana Health and Aravind Eye Hospital, the private 
provider landscape in India is extremely fragmented, with the bulk of care being provided by small, 
individual care providers, hospitals, and often directly by pharmacies. Till date, there has been no 
architecture or planning to enable aggregation and oversight of the private sector in India. A strong 
set of,regulatory and purchasing interventions to ensure a floor for quality and a ceiling for price (and 
cost) is needed, which can be enforced in this fragmented setting in a practical manner. Some of 
these interventions would include: 
 

a. Positioning a strong National Health Protection Mission as a bench-mark price-setter33 and as 
a design partner of the Insurance Regulatory and Development Authority (IRDA), to exert a 
strong disciplining effect on the market both on the quality of care and its costs.  

b. Introduction of a strong hospital licensing process based on aCertificate of Need34 to prevent 
over-supply incertain areas and to direct provision to areas which are under-served.  

c. Developing a comprehensive price-control mechanism would be another strongly beneficial 
and practical intervention. In healthcare pricing, it is indeedthe case that all high-quality health 
systemsexert control on all healthcare prices and put limits on markets using multiple 
mechanisms35 to restrictthe manner in which market forces are allowed to operate in an 
unfettered manner3637.   
 
 

Most of the reform ideas discussed thus far are likely to have a beneficial impact on the price, 
accessibility, and quality of hospital based care. However, primary care is an equally important aspect 
of healthcare, which also needs urgent attention.  Within primary care, the existing government-
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owned health system already has a well-established field force, comprising full-time auxiliary nurse-
midwives and part-time community health workers, to offer door-step care and counselling related to 
reproductive health and infectious disease control.  Despite the narrow remit, the range of tasks to be 
performed by this field force is already stretched to the limit and there is an urgent need for 
technology-driven initiatives and other reforms to improve their efficiency and effectiveness. There are 
many such tools and techniques already available, such as CAS, Kilkari and Mobile Academy, but 
their adoption has been slow and variable.  
 
However, outside of reproductive health and infectious disease control, particularly in the field of 
chronic disease and cancer, there is a virtual absence of high quality primary care in most parts of the 
country.  Given the paucity of pooled funds and the very large quantum of funds required for 
comprehensive primary care, unfortunately offering free (or negatively priced) primary caredoes not 
seem like a feasible option to pursue over the next decade, although it is the only sustainable way to 
address the challenges of hyperbolicity. The risk of attempting to do so prematurely is that it will 
compete with urgent reproductive health and infectious disease priorities. It could delay the 
achievement of critical mortality and morbidity goals on those fronts, potentially without even making a 
small dent in the large and growing chronic disease burden.  
 
At this stage, the only real possibility appears to be to enable the fragmented, but qualified, existing 
private healthcare providers, including formally qualified practitioners of the Indian Systems of 
Medicine (ISM)38. They could be allowed to offer a wider range and better quality of primary care 
services than they currently do, and charge ‘reasonable’ fees so that their prices they reflect only their 
marginal costs and not their full costs. In the case of Tuberculosis, the government has built a 
successful model that can become the basis of a wider primary care engagement with the private 
sector39. This will include, software support40, access to advanced training41, free access to advanced 
diagnoses such as the Xpert MTB/RIF test42for patients, free medicines for infectious diseases such 
as TB, free vaccines which are already a part of the UIP43. This can include the development and 
active promotion of an ‘accredited physician’ brand similar to the work done by Janani some years 
ago when they trained, built and promoted their network of Titli/Surya branded practitioners, centres 
and clinics44 with a strong underlying audit and quality control effort. 
 
Conclusion 
 
Financing and Provisioning are both key aspects of any health system, and their careful design and 
implementation are imperative for any high performing health system. The reforms discussed in this 
note could go a long way towards shifting the trajectory of the Indian health system so that over time it 
delivers on the health, financial protection and equity goals that are so necessary for India.   
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