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Abstract

Public health expenditure is widely recognized as a central determinant of economic development, particularly
in emerging and rapidly industrializing regions. In subnational economies such as Karnataka, public
investment in health plays a dual role: it safeguards population well-being and strengthens human capital
essential for sustained economic growth. The period after 2020 marks a structural turning point shaped by the
COVID-19 pandemic, fiscal restructuring, welfare expansion, and technological transformation in service
delivery. This paper analyses trends in health expenditure in Karnataka after 2020 and examines their
relationship with economic development indicators such as labour productivity, poverty reduction,
infrastructure development, and regional equity. By assessing budget allocations, revenue and capital
expenditure patterns, policy reforms, and institutional innovations, the study evaluates whether health
financing aligns with inclusive and sustainable growth objectives. The paper argues that while absolute health
spending has increased post-2020, the relative share within total state expenditure remains moderate,
potentially constraining long-term developmental impact. Strengthening primary healthcare systems,
increasing capital investments, and improving fiscal efficiency are critical to ensuring that health expenditure

functions as a driver of economic transformation.
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Introduction

Health and economic development are deeply interlinked. Economic growth generates resources for improved
health systems, while robust health systems enhance productivity and human capital formation. In developing
and emerging economies, public health expenditure is not merely a welfare commitment but a strategic

investment in long-term growth.

Karnataka occupies a distinctive position within India’s federal structure. It is one of the most economically
dynamic states, characterized by a thriving technology sector, expanding industrial base, and rising
urbanization. Cities like Bengaluru have emerged as global hubs for information technology and
biotechnology. However, rapid economic transformation has also generated demographic, environmental, and
health-related challenges. Urban congestion, lifestyle diseases, regional disparities, and uneven access to

healthcare services underscore the need for sustained public health investment.

The COVID-19 pandemic in 2020 exposed structural vulnerabilities in health systems across India. Karnataka
faced shortages in hospital beds, oxygen supply chains, and rural healthcare infrastructure during peak waves.
The pandemic prompted emergency fiscal responses and temporarily elevated health expenditure. However,
the post-pandemic period required recalibration of fiscal priorities amid competing demands such as social

welfare guarantees, infrastructure development, and debt servicing.

This paper examines the trajectory of health expenditure in Karnataka after 2020 and evaluates its implications

for economic development. It addresses the following research questions:

1. How has public health expenditure in Karnataka evolved after 2020 in terms of scale, composition, and
prioritization?

2. What is the relationship between health spending and economic development indicators in the state?

3. Are current fiscal patterns sufficient to support inclusive and sustainable growth?

4. What policy measures are required to enhance the developmental impact of health expenditure?

By integrating fiscal analysis with development theory, the paper situates Karnataka’s experience within

broader debates on subnational governance and human capital formation.

Theoretical Framework: Health Expenditure as Developmental Investment

a. Health in Growth Theory

Modern economic growth theory recognizes health as a core component of human capital. Classical growth
models emphasized capital accumulation and labor expansion, but endogenous growth theories incorporate
knowledge, education, and health as drivers of productivity. A healthy workforce contributes to higher output,

innovation capacity, and economic resilience.
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Improved health outcomes reduce absenteeism, enhance cognitive performance, and extend working life

expectancy. In states like Karnataka—where knowledge-intensive industries dominate—the economic returns

to health investment may be particularly high.

b. Public Finance and Social Sector Allocation

From a public finance perspective, government budgets reflect political priorities and fiscal constraints. State-
level health expenditure in India typically covers primary healthcare, hospitals, disease control programs,

medical education, and public health administration.

The allocation of health spending relative to total expenditure indicates its perceived priority. However, both
the quantity and composition of spending matter. High revenue expenditure without adequate capital
investment may sustain operations but fail to expand capacity. Conversely, capital investment without

sufficient operational funding may lead to underutilized infrastructure.

c. Health Expenditure and Inclusive Growth

Inclusive growth requires equitable access to essential services. In India, high out-of-pocket health expenditure
often pushes households into poverty. Public investment in health reduces catastrophic expenditures, protects

savings, and enhances economic stability.

In Karnataka, disparities between urban and rural districts highlight the need for redistributive health financing

mechanisms to promote balanced development.

Overview of Karnataka’s Economic Context After 2020

Karnataka’s economy is among the largest in India in terms of Gross State Domestic Product (GSDP). The
state’s economic structure is service-dominated, with strong contributions from information technology,

manufacturing, pharmaceuticals, and startups.

After the pandemic-induced contraction in 2020-21, Karnataka experienced a relatively rapid recovery.
Growth rebounded due to resilient export-oriented services and digital industries. However, recovery was

uneven across sectors and regions.

The state government simultaneously faced:

Revenue shortfalls during lockdowns
e Increased health and welfare spending
e Expanding social guarantee schemes
e Infrastructure commitments

e Rising debt burdens
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This fiscal context shapes health expenditure decisions in the post-2020 period.

Trends in Health Expenditure After 2020
a. Aggregate Health Expenditure

Following the pandemic, Karnataka increased its absolute health expenditure. Emergency allocations during
2020-21 supported hospital expansion, procurement of medical equipment, vaccination drives, and oxygen

infrastructure.

Subsequent budgets incorporated some pandemic-era reforms into routine allocations. However, health
expenditure as a percentage of total state spending has generally remained between approximately 4% and 6%

in recent years.

While this represents moderate prioritization, it falls below aspirational benchmarks recommended by various

policy experts advocating greater investment in public health.
b. Revenue Expenditure

Revenue expenditure accounts for the bulk of health spending. This includes:

e Salaries for doctors, nurses, and health workers
e Procurement of medicines
e Maintenance of hospitals and primary health centres

e Public health campaigns

Post-2020 increases in revenue expenditure reflect higher staffing needs, expanded insurance reimbursements,
and ongoing vaccination programs. However, rising salary obligations may crowd out funds for innovation

and expansion.
c. Capital Expenditure

Capital expenditure includes construction of new hospitals, upgrading district facilities, procurement of

diagnostic equipment, and digital infrastructure investments.

During the pandemic, capital spending temporarily increased to address emergency needs. However, sustained
long-term capital growth has been less consistent. Infrastructure gaps persist in rural districts, particularly in

specialist care and advanced diagnostics.

The imbalance between revenue and capital spending raises concerns regarding long-term capacity building.
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Health Infrastructure and Service Delivery Reforms

a. Primary Healthcare Strengthening

Primary health centres form the backbone of preventive and community-based care. Karnataka expanded
initiatives to modernize these centres, integrate digital records, and strengthen drug supply chains.

Preventive services such as maternal health programs, immunization campaigns, and non-communicable

disease screening received increased attention post-2020.

b. Insurance Expansion and Financial Protection

State-supported insurance schemes expanded coverage for tertiary and specialty treatments. Increased

approvals for oncology and critical care procedures indicate expanded access to advanced healthcare services.

Such financial protection mechanisms reduce household out-of-pocket expenditure and mitigate poverty risks.

c. Digital Transformation

Telemedicine platforms, electronic health records, and data-driven governance improved monitoring and

efficiency. Digitalization helps bridge rural access gaps and enhance accountability in service delivery.

Economic Development Implications

a. Labour Productivity

Improved health outcomes enhance workforce participation and productivity. Karnataka’s competitive

advantage in IT and biotech sectors depends heavily on skilled and healthy labor.

Reduced morbidity contributes to sustained economic output and innovation capacity.

b. Poverty Reduction

Public health expenditure reduces catastrophic medical expenses. Insurance coverage expansion and public

hospital upgrades lower financial vulnerability among lower-income households.

c. Regional Equity

Targeted interventions in tribal and rural areas aim to reduce spatial disparities. However, sustained

investment is necessary to achieve balanced development.
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Challenges and Structural Constraints

a. Fiscal Limitations

Competing demands on the state budget limit rapid health expenditure expansion. Welfare commitments and
infrastructure projects reduce fiscal flexibility.

b. Rising Non-Communicable Diseases

Urbanization and lifestyle changes increase long-term health burdens, raising fiscal pressures on public

systems.

c. Workforce Shortages

Rural and remote districts face shortages of specialists and trained medical personnel.

Comparative Perspective

Compared to some other Indian states, Karnataka’s health spending share is moderate. However, given its

economic capacity, greater allocation could accelerate human development outcomes.

Investing in preventive care and infrastructure may yield high returns given the state’s demographic and

economic profile.

Policy Recommendations

Increase health expenditure to at least 7-8% of total state expenditure.
Expand capital investment in underserved districts.
Strengthen preventive healthcare programs.

Improve fiscal transparency and monitoring systems.

o~ D

Integrate health planning with economic policy strategies.

Conclusion

Health expenditure in Karnataka after 2020 reflects both progress and constraints. While absolute allocations
have risen and innovative reforms have been introduced, the relative share of health within the state budget

remains moderate.

To fully leverage health expenditure as a driver of economic development, Karnataka must prioritize long-
term capital investment, preventive care, and equitable distribution of resources. A resilient health system is
essential not only for social welfare but also for sustaining economic competitiveness in an increasingly

knowledge-driven economy.
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