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Health sector reform is defined as sustained, purposeful change to improve the efficiency, equity
and effectiveness of the health sector. Any change is not reform. Changes that affect at least two
of the elements namely; health financing, expenditure, organization regulation and consumer
behavior justify to be called as health sector reforms. Suggested reforms before introduction
must undergo a feasibility and implementation analysis which includes the following
components: implementability, political feasibility and political controllability. Health sector
reforms in India were a direct outcome of the economic reforms post 1991. Economic reforms
sought to achieve rapid economic development. It was thought that this effect would trickle down
to health sector, which did not happen. Opening up of markets resulted in expansion of private
health sector in India which largely remains unregulated. Even though evidence was available
that market based health sector reforms were not able to achieve equity, it was pursued. Many
states in India went for loan under the structural adjustment programme of the World Bank. User
fee was introduced and free medical care was revoked. These changes in health financing only or
donor driven changes that were non purposive are not health sector reforms in true sense.
Decreased health spending, with decreased public health spending, inefficient expenditure of
public spending, poor primary and secondary health care, high out of pocket expenditure, user
fees, unregulated private sector and low financial protection all have led to failure of primary
health care which has been replaced by market based health sector reforms. Market based health
sector reforms need a human face to them. Changes in financing methods coupled with changes
in health system organization and management with ongoing public sector reforms are effective
health sector reforms.
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Introduction: Health Sector Reforms

Reforms are inevitable part of a developing and
progressive sector. The same applies to the health
sector with the prevailing fiscal crunch forcing the health
sector to reform in order to deliver in an effective,
efficient and equitable manner. Cassels in 1997 defined
reforms as ‘Fundamental rather than an incremental
change, which is sustained rather than one off and also
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purposive’. Hence, any change is not reform.

According to Berman, health sector reform is defined
as a ‘sustained, purposeful change to improve the
efficiency, equity and effectiveness of the health sector’.
It is also defined by Cassels as ‘defining priorities,
refining policies, reforming institutions through which
policies are implemented’(Health Sector Reforms in
India).The types of reforms can also be divided into
those that are based on changes in financing methods,
changes in health system organization and
management, public sector reform (Health Sector
Reforms in India) (Table 1). Another way of classifying
reforms is: structural, programmatic, organizational and
institutional reforms (Block et al., 2009).



Table 1. Type of Reforms
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Changes in financing
methods

User charges

Insurance

Community financing schemes

Stimulating private sector growth
Increased resources to health sector

Changes in health | Decentralization
system organization

and management

Contracting out of services
Reviewing the public-private mix

Public sector reforms

Downsizing the public sector

Productivity improvement

Introduction of competition

Improving geographic coverage

Increasing role of local government

Targeting role of public sector through packages of essential services

The Control Knobs in Health Reforms

In order to achieve the population level performance
goals, five control knobs have been identified namely;
financing, payment, organization, regulation and
behavior (Roberts et al.,2004). Increase in efficiency,
quality and access can be achieved by altering these
control knobs leading to the ultimate population target
of good health status, consumer satisfaction and risk
protection. According to Hsiao, changes that affect at
least two of these element namely; health financing,
expenditure, organization regulation and consumer
behavior justify to be called as health sector reforms.
Health financing refers to the mechanisms for raising
the money that funds the activities in the sector.
Payment or Expenditure refers to the methods of
transferring this money to the health care providers.
This includes budgets, fees and capitations.
Organization refers to the mechanisms affecting the mix
of health care providers, their roles and how they
operate within and among themselves. These
mechanisms include measures leading to alteration in
competition, decentralization and direct control of
providers making up government service delivery.
Regulation includes the use of coercive measures
affecting the providers, insurance companies and
patients. Behavior includes the efforts to influence the
individual to act in relation to health and health care,
including both patients and providers.

Implementation of Health Reforms

Reform is a cyclical process. It does not end with itself.
The cycle of problem definition, diagnosis,
implementation, policy development, political decision,
evaluation and problem definition is repetitive in nature
(health reform cycle / policy cycle) (Roberts et al.,
2004). Any reform is not a one-time solution. Problem
definition and availability of resources change with time.

Yesterdays reform can be today’s problem based on
current scenario, priorities and resources at hand. One
must understand the role of politics in reforms. Politics
has to be embraced and reforms have to be decided
considering the political situation and the possible
repercussions. Hence, the need for the suggested
reforms to undergo a ‘feasibility and implementation
analysis’. These are also called as the ‘Screening tests
for health sector reforms’. The components of this
analysis are; implementability, political feasibility and
political controllability (Roberts et al., 2004).

Implementability includes the social and institutional
prerequisites to support a proposed intervention. Smart
reformers will not presume that an idea of a country will
work in another country. Often, the most radical reforms
are in the least equipped countries (Bjorkman, 2004).
The concept of ‘window of opportunity’ should be kept
in mind by the reformers. Anticipation of the political
decision making and the mood in the ruling party,
combined with effective advocacy gives any reform a
good chance of being implemented, yet the outcome is
not always certain. Reformers, hence, need to embrace
politics, not shun it. A final consideration in reforms is
political controllability. This includes whether the new
arrangement or institutions will be under effective
political control. The general argument is that political
controllability must be there. The reasons being current
efforts into reforms can also become an obstacle
sometime later. Consumers through a democratic
system should have the right to demand and get better
performance form the system. On the other hand, lack
of political controllability, in the long run can be
undesirable. Lack of political controllability, obviously
gives the reformers a chance for reforms to remain
sustained; it also decreases the influence of special
interest groups. This can be of use in short run and a
risky long term strategy. The decision on political
controllability also depends on the local situation
(Roberts et al., 2004)
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Table 2. Performance problems being addressed by reforms

Performance Problem

Health Sector Reform

Failure of Pay clinics and auto finance schemes

Medical relief Societies,
Centers (CHC), Rajasthan

Community Health

BPL patients not receiving benefits

BPL cards in Uttarakhand

Frequent stock out of drugs

Streamlining drug procurement, Tamil Nadu
Medical Services Corporation (TNMSC)

Revenue
expenditure

Total
expenditure
of Centre

Capital
disbursement

N

States, UTs

Capital
expenditure

Loans to

Social
sector

Service
sector

Health sector budget
was not affected

World Bank Loan under Structural Adjustment Programme
(SAP) for Health System Development Project (HSDP)

Figure 1: Distribution of Total Expenditure by Centre

The Concept of ‘Performance Problems

In health sector, certain targets might not be achieved
despite having a system in place for the same. The
performance of the system is hampered because of a
certain problem. Health sector reforms address these
performance problems (Table 2). In addition, reforms
must be addressed to solve those performance
problems for which a politically feasible and effective
policy exists. To summarize: ‘Start with what one want
to accomplish and then see if there is a technically
feasible and politically acceptable way of doing it’
(Roberts et al., 2004).

Origin of Reforms in India

Health Sector reforms in India were a direct outcome of
economic reforms post 1991. Before this, the Indian
economy was committed to socialism with slack foreign
exchange flow. India followed planned economic
development with a strong import substitute orientation.
There was no balance of payment crisis till 1980s owing
to the gulf boom and large worker remittances. With the

oil crisis and an import dependent growth strategy there
was a balance of payment crisis post gulf war in 1991.
During this period, the social indicators too were poor.
India had to go for loan under the Structural Adjustment
Programme (SAP) of the World Bank (Narayana, 2008).
The period also coincided with many other developing
countries going for the World Bank loan. In the mean
time there were two significant documents which later
became the basis for reforms in many developing
countries. One such document was ‘Financing Health
Services in Developing Countries’ in 1987 by the World
Bank. This document was a paradigm shift with respect
to the role of government in health care provision. It
called for introduction of user fee, insurance or other
risk coverage, effective use of non government
resources and  decentralization. The  World
Development Report in 1993, ‘Investing in Health’
advocated the development of ideal environment for
health, increased government spending and promoting
diversity and promotion (Health Sector Reforms in
India). With the fiscal deficit, the centre had to cut its
total expenditure which fell more on the capital
disbursement and the revenue expenditure remained
unaltered (Figure 1). This led to a decrease in the



capital expenditure and decrease in the loans given to
the States and the Union Territories (Narayana, 2008).

In the meantime, there were policy shifts in the five
year plans. The eighth five year plan proposed revoking
of free medical care and encouraged initiatives with
private sector. The ninth five year plan emphasized the
need to increase the involvement of voluntary, private
organizations and the self-help groups and ensure inter-
sectoral coordination. It also placed the need to enable
Panchayati Raj Institutions (PRI) in planning and
monitoring of health programmes. The tenth plan, in
addition to the above points, recognized the need to
address the issue of equity and the need to devise a
targeting mechanism by which the population below the
poverty line will have access to subsidized health care
(Health Sector Reforms in India).

Despite the cut in central total expenditure in the form
of capital expenditure, health sector remained relatively
protected. There was increase in absolute spending on
health post economic reforms, though the central health
spending as a percent of GDP remained stagnant. The
cut fell more on the service sector. As 50 % of the
States’ debt is to the Centre, total expenditure remained
stagnant post 1991. The Interest of payment rose (as a
percent of GDP); there was a decrease in discretionary
spending. Spending on public health and water,
sanitation decreased post economic reforms. Hence,
the states had to go for loans form World Bank under
the Structural Adjustment Programme. Seven states
went for the Health System Development Project
(HSDP) as a part of the structural adjustment
between1994-97. Though the health system
development project recognizes the need to increase
the public spending on health, the public spending as a
share of total spending decreased. The decline in
spending on public health water and sanitation was
milder in the reforming states. Fifteen percent of the
cost of health system development project had to be
borne by the states, which already had scarce
resources. The loan came with a pre-condition that
65% of loan had to be used for strengthening of
hospitals, institutions and purchasing equipment.
Hence, the states couldn’t use this money exclusively to
improve primary health care.

Despite health being a state subject, tax resources
are largely controlled by the centre. The planning and
finance commission gives money to the states, but
there is no mention in the constitution on the fixed
proportional spending on health. The states with
decreased central grant, submitted the most promising
budget with the assurance of increasing health sector
spending, privatization, introduction of user fee and
decentralization. The HSDP was used by reforming
states as a tool for leveraging external financing
(Narayana, 2008). Structural adjustment pushed the
states to cut health sector investments, opening up of
medical care to private sector, introduction of user fee
and private investments in public hospitals (Qadeer,
2000), therefore revoking free and affordable health

Shewade and Aggarwal 121

care. Health sector spending remained stagnant with
increase in health inequity.

Economic reforms sought to achieve rapid economic
development, overall increase in productivity with free
access to market, eliminate poverty and finally leading
to improved standard of living (Health Sector Reforms
in India). It was thought that this effect would trickle
down to health sector, which did not happen (Qadeer,
2000). Even though evidence was available that market
based health sector reforms were not able to achieve
equity, it was pursued (Bennett et al 1994). These
changes in health financing only or donor driven
changes that were non purposive are not health sector
reforms in true sense.

Effect of Market based Health Sector Reform in
India

Market Oriented Pursuit of Equity

For perfect competition in the market there has to be no
barrier to entry and exit; the goods must be
homogenous throughout the market; and there must be
large number of buyers and sellers with complete
information across buyers and sellers. In this scenario,
price of the goods tends to decrease as the producers
become price takers. The opposite of perfect
competition is monopoly, in which the producers
become the price fixers. In the health sector there are
barriers to entry and exit, goods are not homogenous
throughout, there are limited number of sellers and
there is lack of information among the buyers i.e., the
patients. In such a scenario, perfect competition is
difficult to achieve and it is not possible to attain health
sector equity which is market driven. One can argue
that opening up of market has increased competition
among the private sector, but the counter point is that
post economic reforms, corporate hospitals have
blossomed who cater to a different set of people,
leaving the general population to the private
practitioner.

Privatization

The private sector is the major provider of health care in
India, but with a price. The decrease in public spending
on health as a share of total spending (post structural
adjustment) and opening up of the market was a fertile
ground for private sector to invest in diagnostics and
therapeutics. In the context of organization (one of the
five control knobs), it is worth mentioning that private
sector is largely unregulated in India. It came under the
purview of Consumer Protection Act (COPRA) 1986. Of
various regulations in place, this was the only one that
included the patient perspective. The private sector was
considered as ‘contract service’ unlike before where it
was in the purview of ‘personal service’. The const-
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Figure 2: Health Expenditure (PPP$) in India and selected countries in 2005

(Kumar et al 2011)

raints for COPRA were that there was no data on
providers, no standards in place. It was petitioner’s
responsibility to prove negligence and it being a highly
technical field, there was a scope for subjectivity.
COPRA while hearing cases in the consumer forum
sought medical expert opinion. Those who were able to
garner it, tended to win cases (especially doctors).
There were certain desirable effects of COPRA 1986
which included increased awareness; increased
concern for quality and information flow. The
undesirable effects were increase of cost of care and
diagnostics, as well as inappropriate care (Bhat, 1996).
This made private health care unaffordable to majority
of the population. ‘Willingness to pay’ has been taken
as granted for ‘ability to pay via privatization.
Privatization is not the only answer to strengthen health
care delivery system in India (Aggarwal, 2008).

Financing of Health Care in India

Health expenditure: Expenditure or payment is one of
the five control knobs of health sector reforms. In India,
the per person total expenditure in health, in purchasing
power parity $ (2005) is 100$. It amounts to 6% of total
expenditure. This is half of Sri Lanka’s and one third of
China and Thailand’s total expenditure on health. Low
overall health expenditure is further compounded with
low public spending. This is despite the increase in
income and tax collections. From 1993-94 to 2004-05
the per person increase (at 1993-94 prices) in income,
tax collection and public health expenditure is 67%,
82% and 48% respectively (Kumar et al., 2011). The
increase in public health expenditure is less than the
increase in the financing. Public spending on health as
a percentage of GDP in India, China and Sri Lanka is
0.95%, 1.82% and 1.89% respectively. In India, public
health spending is 22% and out of pocket expenditure is
71% of the total health spending. India’s public health
expenditure (PPP$ 2005) is 22% of Srilanka, 16% of
China and less than 10% of Thailand (World Health

Statistics 2008) (Figure 2).

User fee: It is an alternate financing mechanism
which is widely used in developing countries. Financing
is one of the control knobs of health sector reforms. The
maximum cost recovery that can be expected in health
sector is not more than 15-20%. It is 3% for India. It has
been used to increase revenue and supposedly
decrease frivolous and costly use of health services
(Creese and Kutzin, 1997). The problem with user fee is
that it is not reviewed. There is weak administrative
mechanism to manage user fee. Difficulty in targeting
the poor for exemption and constraints to retention of
funds at the facility are the other issues with user fees
(A Comparative Review of Health Sector Reform in
Four States: an Operational Perspective). Its overall
effect has been decrease in resource utilization (Creese
and Kutzin, 1997). Over a period of time, facilities tend
to cater to those who can give user fee, with the being
neglected. It must not be introduced with the narrow
focus on revenue generation. In this context, mere
reform in financing cannot be termed as health sector
reform. User fee is an example of how reform is a
cyclical process. After their introduction, it was realized
that certain conditions must be met before cost
recovery mechanisms are put in place.

J Retention at collecting facility and protocols in
place for its use.

J Methods to revise fees

. System to identify below poverty line families so

that they are not affected

Financial Protection: There has been a slow increase in
financial protection in the form of insurance, be it social,
community or private. According to NFHS 3, 10% of the
Indian households are covered under any form of
insurance. The reason for the slow increase being 93%
of population is in unorganized sector and 77% of the
population is poor and vulnerable (National Commission
for Enterprises in the unorganised Sector). There are
very few studies on Community based health insurance,
in addition there is little information on impact
(Devadasan et al., 2006).
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Table 3: Proportion of Patients Quoting Poor Efficiency in India 2004-05

Rural (%) Urban (%)
Not satisfied by Govt. doctor or facility 41 45
Large distance 21 14
Non availability of services / facilities 30 26
Private providers for OPD care 78 81
Private providers for in-patient care 58 62

IFailure of PIIC*

+ Cutin soft sector budget
« Inefficient allocation

Replaced by HSR**

+ Bascd on market forees

Poverty trap

* Most OCP" in Tndia for
primary cars throngh privats

Health Inequity

* Primary Health Care
A Qut Of Pocket expenditure

**Health Sector Reforms

Figure 3. Demise of Aima Ata Declaration (Hall et al 2003, Margaret et al 2001)

Poor efficiency

It has been found that 28% of the ailments in rural area
and 20% in urban went untreated. This has increased
between 1994-95 and 2004-05 (Government of India.
National Sample Survey Organization. Household
consumption of various goods and services) At least
half are not satisfied with government doctor or facility.
Health facilities are not accessible especially in the rural
areas. For OPD care, approximately 80% of the
population goes to private providers. For in patient care,
this figure is approximately 60%. There is no significant
difference in rural and urban for both out-patient and in-
patient care (Ministry of Health and Family Welfare,
Government of India) (Table 3). Decreased health
spending, with decreased public health spending,
inefficient expenditure of public spending, poor primary
and secondary health care, high out of pocket
expenditure, user fees, unregulated private sector and
low financial protection all have led to failure of primary
health care which has been replaced by market based
health sector reforms. In India, most of the out of pocket
expenditure is on primary care through private sector
(Hall and Taylor, 2003). Hence, the most affected is the
poor, finally terminating into poverty trap and health
inequity (Margaret et al., 2001) (Figure 3).

Health Sector Reforms in India post Structural
Adjustment

National Rural Health mission (2005-12) has been a
paradigm shift in Indian health sector with a focus on
improving health access, utility and coverage in rural
areas. Of the total budget, the states have to contribute
15% which will increase to 25% after 2012. The target
is to increase public spending on health to 2-3% of
GDP. Financial reforms helped the states to efficiently
spend the budget. Earlier states could not use the
central grant for non salary recurring costs. Post-NRHM
funds could be used in infrastructure to conform to
IPHS standards. Funds are now directly issued to the
State Health Missions. Flexi funds were created for
every level of health care provision. Centrally
Sponsored Innovational Health Cash Transfers was
introduced to increase maternal health care utilization
(World Health Statistics 2008). Governance related
reforms were introduced into health sector.
Decentralization in the form of ‘devolution’ upto district
level led to development of District Action Plans
according to the local needs. Panchayati Raj Institutions
were involved in planning and monitoring. Indian Public
Health Standards, standard treatment guidelines and
quality assurance were additional governance related
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Risk pooling

Regulation of pvt
sector

Taxation

Strengthening of HMIS, Social audits, Community
monitoring, Capacity building, Prioritization, Cost -
effective policy

Effective Decentralization

Effective HSR

Incentive system
to states

Increased public
spending on
health

Figure 4. Way forward for effective health sector reforms (HSR)

reforms. Under structural and financial reforms, the
focus was to strengthen primary health care. Horizontal
integration of all health programmes, which will be
under a common state health society, was introduced to
decrease wasteful health expenditure. Strengthening of
disease surveillance and capacity building were other
structural and functional reforms. In addition,
partnerships with NGOs and private sector were forged
(Health Sector Reforms in India). Various state
innovations in this period can be accessed through the
Policy Reforms Option Database (PROD) website,
being maintained by Central Bureau of Health
Intelligence (CBHI).

Rashtriya Swasthya Bima Yojna (National Health
Insurance Scheme) is the largest medical insurance
scheme launched by the Ministry of Labor and
Employment, in April 2008. The programme envisages
covering all BPL families through smart cards. Upto five
members in a family will be covered under this scheme.
It covers present illness and age is not a restriction.
Despite majority out of pocket payment being on
primary health care in India, only hospital stay is
covered upto Rs 30,000.

Way Forward for Effective Health Sector Reforms

Changes in financing methods coupled with changes in
health system organization and management with
ongoing public sector reforms are effective health
sector reforms. Market based health sector reforms
need a human face to them. Creating open markets is
not the only solution. Donor driven reforms are not
reforms in true sense; rather they have increased the
health inequity. It has been found that economic
development does not always trickle down to health
development.

Any health sector reform is senseless unless attention

is paid to health system strengthening. The scenario
would be similar to ‘Playing Hockey without goal posts’.
Health sector reforms, while trying to answer the
‘performance problem’, must not hide the underlying
system deficit. Public health spending and quality must
be increased with focus on primary and secondary
health care along with regulation of private sector. Risk
pooling mechanisms through single payer systems are
necessary for universal financial  protection.
Decentralization in decision making must be
accompanied with financial decentralization and
capacity building. This effective decentralization is the
way forward (Figure 4).
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