© 2026 IJRAR March 2026, Volume 13, Issue 1 www.ijrar.org (E-ISSN 2348-1269, P- ISSN 2349-5138)

IJRAR.ORG E-ISSN: 2348-1269, P-ISSN: 2349-5138

INTERNATIONAL JOURNAL OF RESEARCH AND
% ANALYTICAL REVIEWS (IJRAR) | URAR.ORG
An International Open Access, Peer-reviewed, Refereed Journal

SUSTAINABILITY IN HEALTH INSURANCE
IN INDIA

1Vini Valsan N, ? Prof.Chacko Jose P.

1 Research Scholar (Part-Time), 2Former Principal and Professor of Economics
! Department of Economics
tUniversity of Calicut,Dr.John Matthai Centre,Aranattukara, Thrissur.
2st.Aloysius College,Elthuruth. Thrissur,Affiliated to University of Calicut,Kerala, India.

Abstract : Health insurance in India has grown rapidly over the past two decades, driven by regulatory reforms, rising healthcare
costs, and increased awareness. However, the long-term sustainability of the sector remains a critical concern. This paper examines
the financial, operational, and social dimensions of sustainability in India’s health insurance system. It analyzes key challenges such
as rising medical inflation, low penetration, adverse selection, fraud, and regulatory gaps, while also exploring policy interventions
and future strategies for building a resilient and inclusive system.
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Introduction

Health insurance plays a crucial role in ensuring financial protection against rising healthcare costs. In India, the sector has evolved
significantly since the establishment of the Insurance Regulatory and Development Authority of India (IRDAI) in 1999, which
liberalized the market and encouraged private participation. Despite strong growth, sustainability remains a concern due to structural
inefficiencies, uneven coverage, and cost pressures.

Objectives of the study

The main objectives of this study are:

1. To examine the concept and importance of sustainability in the Indian health insurance sector.
2. Toanalyze the financial, social, and operational dimensions of sustainability in health insurance.

Review of Literature

A review of existing literature highlights various perspectives on sustainability in health insurance, focusing on growth patterns,
challenges, and policy interventions.

Several studies emphasize the role of regulatory reforms in shaping the Indian health insurance market. Research on the Insurance
Regulatory and Development Authority of India highlights that liberalization has significantly increased private sector participation,
improved product diversity, and enhanced competition. However, these studies also point out persistent issues such as low
penetration and uneven distribution of coverage.

Scholars have identified rising medical inflation as a major concern for sustainability. Studies show that increasing healthcare costs,
combined with provider-induced demand, have led to higher claim ratios and reduced profitability for insurers. This aligns with
findings that cost escalation is one of the primary drivers of premium increases in India.

Research on public health insurance schemes such as Ayushman Bharat suggests that government intervention has significantly
improved access to healthcare for economically weaker sections. However, literature also highlights challenges related to
implementation, fraud control, and integration with private insurance systems.
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Several authors have examined the issue of low insurance penetration and the “missing middle.” These studies argue that a large
portion of India’s population remains uninsured due to affordability constraints and lack of awareness. This gap weakens risk
pooling and affects the overall sustainability of the system.

Concept of Sustainability in Health Insurance

Sustainability in health insurance refers to the ability of the system to function effectively over the long term while balancing
economic efficiency with social responsibility. It ensures that health insurance mechanisms remain stable, inclusive, and capable of
meeting the evolving healthcare needs of the population without compromising future viability.

In practical terms, a sustainable health insurance system must achieve several critical objectives. First, it must maintain financial
viability by ensuring that insurers can cover claims, manage risks, and remain solvent over time. Without financial stability, the
system cannot survive or expand. Second, it should provide affordable and equitable access to healthcare services, ensuring that
individuals across different income groups can obtain adequate coverage without facing financial hardship. Third, it must support
the delivery of quality healthcare services, as insurance is meaningful only when it leads to effective and timely medical care.
Finally, the system must be adaptable to changing demographic patterns, such as an aging population, and epidemiological
transitions, including the rise of chronic and lifestyle-related diseases.To better understand sustainability, it can be analyzed through
three key dimensions:

1.FinancialSustainability

This dimension focuses on the economic strength of the insurance system. It involves maintaining a balance between premium
income and claim outflows, ensuring profitability, and safeguarding the solvency of insurers. Efficient risk pooling, accurate pricing,
and cost control mechanisms are essential to prevent financial strain and ensure long-term continuity.

2.SocialSustainability

Social sustainability emphasizes inclusivity and fairness. A sustainable system should extend coverage to all sections of society,
including low-income and vulnerable populations. It aims to reduce disparities in access to healthcare and minimize out-of-pocket
expenditures, thereby promoting equity and social welfare.

3.OperationalSustainability

Operational sustainability relates to the efficiency and effectiveness of the system’s functioning. This includes streamlined
administrative processes, transparent governance, quick claim settlements, and the use of technology to improve service delivery.
Strong operational systems help reduce fraud, enhance customer trust, and improve overall performance.

In essence, sustainability in health insurance is not limited to financial performance alone; it is a comprehensive concept that
integrates economic stability, social equity, and operational efficiency to ensure the system remains robust and responsive over time.

Key Challenges to Sustainability

The sustainability of health insurance in India is affected by multiple structural, financial, and operational challenges. These issues
not only impact insurers but also influence accessibility, affordability, and public trust in the system.

1.Rising Healthcare Costs and Medical Inflation

One of the most significant threats to sustainability is the rapid rise in healthcare costs, often exceeding global averages. Medical
inflation in India is driven by factors such as increased use of advanced medical technologies, rising hospital charges, and higher
demand for quality healthcare services.

A critical concern is the tendency of some hospitals to charge higher prices for insured patients, a practice often referred to as
“provider-induced inflation.” This leads to inflated treatment bills, which in turn increases the claim burden on insurers. As a result,
insurers are compelled to raise premiums, reducing affordability for policyholders and limiting wider participation in health
insurance.

2. High Claims Ratio and Profitability Issues

The claims ratio, which represents the proportion of premiums paid out as claims, is a key indicator of an insurer’s financial health.
In India, this ratio often approaches or exceeds sustainable profitability levels.High claim payouts, coupled with an increasing
frequency of claims, place significant pressure on insurers’ margins. Even though premium collections have grown, profitability
remains weak due to inefficiencies in risk pooling, inaccurate pricing models, and rising healthcare costs. This imbalance threatens
the long-term financial sustainability of the sector.
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3.Low Penetration and the “Missing Middle”

Despite growth in the health insurance market, penetration remains relatively low. A large segment of the population—often referred
to as the “missing middle”—falls between two extremes: they are not eligible for government-sponsored schemes and cannot afford
private insurance policies.This gap reduces the size and diversity of the risk pool, which is essential for spreading risk effectively.
A smaller risk pool leads to higher premiums and limits the overall stability and sustainability of the insurance system.

4.Claims Settlement Issues and Trust Deficit

Efficient and transparent claims settlement is crucial for maintaining consumer confidence. However, the sector has witnessed a rise
in complaints, particularly related to claims processing.Common issues include rejection of claims on technical grounds, delays in
settlement, and partial reimbursements. Such experiences create a trust deficit among policyholders. When consumers lose
confidence in the system, they are less likely to renew policies or recommend insurance to others, thereby affecting long-term
participation and sustainability.

5. Fraud and Operational Inefficiencies

Fraudulent practices, including false claims and inflated billing, significantly increase operational costs for insurers. At the same
time, the lack of standardized data systems and limited digital integration contribute to inefficiencies in claims processing and
monitoring.Although efforts are being made to introduce advanced fraud detection mechanisms, these systems are still evolving.
Without strong operational controls and technological support, fraud and inefficiency will continue to undermine sustainability.

6. Regulatory and Structural Challenges

The regulatory environment in India, while essential for consumer protection, can sometimes be complex and burdensome. Frequent
regulatory changes, compliance requirements, and lack of uniformity in performance metrics create challenges for
insurers.Additionally, issues such as mis-selling of policies and lack of transparency in terms and conditions further complicate the
system. Inconsistent indicators, such as varying methods of calculating claim settlement ratios, make it difficult for consumers to
make informed decisions and weaken overall market discipline.

7.Limited Data and Risk Assessment Issues

Accurate data is critical for effective risk assessment and pricing in health insurance. However, India faces a shortage of reliable
and comprehensive healthcare data, particularly in outpatient (OPD) services.

This lack of data makes it difficult for insurers to assess risks accurately, especially for emerging areas such as mental health and
chronic diseases. Consequently, insurers may either overprice policies or exclude high-risk individuals, leading to adverse selection.
Over time, this undermines both inclusivity and financial stability.

Role of Government and Regulation

The government plays a vital role in addressing these challenges and ensuring the long-term sustainability of the health
insurancesector.

1. Initiatives by the Insurance Regulatory and Development Authority of India

The Insurance Regulatory and Development Authority of India has introduced several measures to strengthen the sector,
including:

e Standardization of insurance products and policy terms to improve transparency
e Monitoring and improving claim settlement practices

e Promoting digital health ecosystems to enhance efficiency and data availability

These initiatives aim to create a more stable, transparent, and consumer-friendly insurance environment.
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2.Public Health Insurance Schemes
Government-sponsored schemes such as Ayushman Bharat play a crucial role in expanding coverage and improving affordability.

These schemes aim to:

e Increase insurance coverage among economically vulnerable populations
e Reduce out-of-pocket healthcare expenditure
e Improve access to essential healthcare services

However, challenges remain in integrating these public schemes with private insurance systems to create a unified and sustainable
healthcare financing framework.

Emerging Trends Supporting Sustainability

The Indian health insurance sector is undergoing significant transformation, driven by technological advancements, data
integration, and a shift in healthcare delivery models. These emerging trends are playing a crucial role in enhancing efficiency,
reducing costs, and improving long-term sustainability

1. Digitalization and InsurTech

Digitalization has become a key driver of change in the insurance industry. The rise of InsurTech has enabled insurers to streamline
operations and improve customer experience through online platforms and automated processes.Technologies such as artificial
intelligence (Al) and machine learning are increasingly being used for underwriting, allowing insurers to assess risks more
accurately and efficiently. In addition, digital tools have significantly improved claims processing by reducing paperwork,
minimizing human errors, and speeding up approvals. Advanced analytics also help in detecting fraudulent claims, thereby reducing
unnecessary financial losses.Overall, digitalization enhances operational efficiency, lowers administrative costs, and strengthens the
financial sustainability of insurers.

2.Data-Driven Healthcare

The integration of data into healthcare and insurance systems is another important trend supporting sustainability. Initiatives like
the National Health Authority’s National Health Claims Exchange are aimed at creating a centralized and standardized data-sharing
ecosystem.Electronic Health Records (EHRs) further contribute by providing accurate and comprehensive patient information. This
enables insurers to make informed decisions regarding pricing, risk assessment, and claims management.With better data
availability, insurers can improve pricing accuracy, reduce information asymmetry, and enhance overall efficiency. This not only
benefits insurers but also leads to fairer premiums and better services for policyholders.

3. Preventive and Value-Based Care

Traditionally, health insurance has focused on covering treatment costs after illness occurs. However, there is a gradual shift toward
preventive and value-based care.Preventive care emphasizes early detection and lifestyle management to reduce the incidence of
diseases. At the same time, value-based care links insurance reimbursements to the quality and outcomes of healthcare services
rather than the volume of treatments provided.This approach helps in controlling healthcare costs, improving patient outcomes, and
ensuring that resources are used efficiently. In the long run, it reduces the overall financial burden on both insurers and policyholders.

Strategies for Sustainable Health Insurance

To ensure long-term sustainability, a combination of policy reforms, operational improvements, and collaborative efforts is required.

1. Strengthening Risk Pooling

A strong and diverse risk pool is essential for the stability of any insurance system. Expanding the coverage base by including more
individuals—especially from underserved segments—helps distribute risk more evenly.Encouraging mandatory or semi-mandatory
health insurance can further enhance participation and reduce adverse selection. A larger risk pool allows insurers to maintain
affordable premiums while ensuring financial stability.
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2. Cost Regulation in Healthcare

Controlling healthcare costs is critical for maintaining affordability. Standardizing hospital pricing and treatment protocols can help
prevent excessive billing and reduce variability in costs.Additionally, improving the negotiation power of insurers with healthcare
providers can lead to better pricing agreements and cost efficiencies. Effective cost regulation benefits both insurers and consumers
by keeping premiums under control.

3. Improving Claims Management

Efficient claims management is central to building trust and ensuring operational sustainability. Faster claim settlements reduce
customer dissatisfaction and improve the overall experience of policyholders.Transparency in claims processes—such as clear
communication of policy terms and reasons for claim decisions—can further enhance trust. Streamlined procedures and digital
platforms can significantly improve the speed and accuracy of claims handling.

4. Enhancing Financial Literacy

A major challenge in India’s health insurance sector is the lack of awareness and understanding among consumers. Many
policyholders are not fully informed about coverage details, exclusions, and claim procedures.Improving financial literacy through
awareness campaigns and educational initiatives can help consumers make informed decisions. It also reduces the chances of mis-
selling and misunderstandings, thereby strengthening the credibility and sustainability of the system.

5. Public-Private Partnerships

Collaboration between the public and private sectors can significantly enhance the effectiveness of health insurance systems.
Government schemes such as Ayushman Bharat can be integrated with private insurance offerings to expand coverage and improve
service delivery.Public-private partnerships allow for better utilization of resources, improved infrastructure, and wider reach. By
leveraging the strengths of both sectors, these partnerships can create a more inclusive and efficient healthcare financing system.

Future Outlook

The future of health insurance in India appears promising, with strong growth potential driven by rising awareness, economic
development, and technological advancements. However, achieving long-term sustainability will depend on addressing existing
structural challenges.Key factors that will shape the future include improved risk management practices, stronger and more adaptive
regulatory frameworks, and significant expansion in coverage across all segments of the population. The adoption of advanced
technologies and data analytics will further enhance efficiency and decision-making.Despite positive growth trends, sustainability
cannot be achieved without comprehensive structural reforms. If issues such as cost escalation, low penetration, and operational
inefficiencies persist, financial sustainability may remain a challenge. Therefore, a balanced approach combining innovation,
regulation, and inclusivity is essential to ensure that the sector grows in a stable and sustainable manner.
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