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Abstract 

The present paper attempts to estimate the level of out of pocket health care expenditure in major fifteen Indian 

states on the basis of population. In the present paper, if a household spends more than 20 percentage of their total 

budget share on medical expenditure, then they are experiencing catastrophe. Based on this the paper examines the 

financing pattern of out of pocket expenditure and tries to estimate the cost of effective health care insurance in 

India. We find that many people in the economy are witnessing out of pocket expenditure and financial catastrophe 

due to the sudden health shocks and most of the households are financing the health care expenditure out of their 

current income. The findings also reveals that each states faces a very high amount as medical expenditure and the 

amount of insurance offered by the government is really insufficient and it fails to satisfy the financial needs of 

people for their treatment. Findings suggests that it is essential to work the public health care system more 

efficiently and the number of health care centers wants to be increased irrespective of the sectors. Because the 

vulnerable sections of the society are more likely to experience financial catastrophe due to illness. The paper also 

attempts to estimate the cost of an effective insurance program in India. The findings shows only a very lesser 

people are enjoying the fruits of insurance throughout the selected states. And finally the present paper also analyse 

that if the state is providing a hundred percentage insurance coverage to people then how much state want to 

contribute as a percentage of its Gross State Domestic Product (GSDP). The findings suggests a large portion of its 

GSDP want to invest in its health sector to achieve the objective but which is a herculean task for a developing 

country like India. 
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1. Introduction:  

             India is the second most populous country with more than 1.3 billion residents which simply shows that 

India is rich in terms of its human resources. The human resource of any country act as a precious resource if the 

individuals are skilled, efficient and healthy. Thus health is an important aspect in both economic and social point 

of view. Various indices like Human Development Index take heath as an important parameter in their ranking. 

Providing equal health facilities to all irrespective of their financial abilities is an important objective of every 

nation. But reality is quite different from this ideal situation. People are facing difficulties to meet their health care 

expenditures. Still the consequences of sudden health shocks and the financial burden associated with this remains 

an important problem among the policy makers. Health policies are not only concerned with improving the health 

status of population but also with protecting households from financial catastrophic of illness. Out of pocket 

expenditure can be defined as the expenditure spent by households out of their pocket rather than any other health 

insurance coverage. This out of pocket expenditure become catastrophic when the out of pocket expenditure 

disrupts standard of living of the households. In literature, catastrophic expenditure is defined as that level of out of 

pocket health expenditure which exceeds some fixed proportion of households’ capacity to pay. (Rema Pal)  

Obviously health can be treated as an economic good as well as a private good. In such a situation like this out of 

pocket health expenditure plays its vital role. Because those households who can’t bear the health care expenditure 

will simply got excluded from the consumption of health care facilities which ultimately leads to the inefficiency in 

both economic and social scenario. Sixtieth round of NSSO data shows that outpatient care is more impoverishing 

than inpatient care in both urban and rural areas. If we are taking catastrophic out of pocket health expenditure is 

made from households’ health payment budget share, then we can see that the budget share is drastically deviating 

among different income groups. High income groups are having a higher share of health payment budget share 

compared to that of low income classes. Seventy first NSSO report highlights that average expenditure incurred on 

a case of hospitalization by households belonging to quantile classes of monthly per capita consumer expenditure 

widely considered to reflect the level of living of the households. It is seen that expenditure incurred on 

hospitalization was broadly positively linked to with the levels of living irrespective of type of expenditure (that is 

medical expenditure or other expenditure). The relationship is stronger in urban areas than in rural areas. These 

reports simply showing that out of pocket health expenditure is highly correlated with the living standard of people.  

Due to the huge balance of payment crisis, Government of India adopted new economic policy which consisting 

ideas of liberalization, privatization and globalization. Privatization simply means less role to government sectors in 

all aspects. As a result of this health sector also privatized. Due to privatization marketization of health care started 

to happen. This raise question of equity, cost and universal access of health care. Poor may denied from quality 

health care system due to these marketization. And they also lack adequate insurance coverage which ultimately 

forcing them to avoid the treatment. As a country like India which still faces a mass poverty, marketing healthcare 

possess its huge implication and it act as a challenge of UHC (Universal Health Coverage). According to World 

Health Organization, UHC means “ensuring that everyone, everywhere can access essential quality health services 
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without facing financial hardship.” As a part of strengthening the concept of UHC the Government started various 

policies and programs like providing health insurance to poor namely AYUSHMAN Bharath health insurance. But 

the sufficiency of allocated funds to the implementation of such programs is a big question to a country like India 

which is facing huge poverty in one side even reflects a satisfactory growth rate on the another side. Thus 

privatization of health care lead to catastrophic out of pocket expenditure to most of the households in India.  

2. Defining catastrophic out of pocket health expenditure:  

                  Different literatures defines catastrophic out of pocket expenditure differently. In the present paper we 

follows the definition given by Rema Pal in her article titled “Analysing Catastrophic OOP Health Expenditure in 

India: Concepts, Determinants and Policy Implications.” Rema Pal in her paper defines catastrophic out of pocket 

health expenditure on the basis of consumption of necessities. According to Rema Pal, catastrophic health 

expenditure is one which reduces the non-health expenditure to a level where household is unable to maintain 

consumption of necessities. 

Following Rema Pal, in our study, we takes the threshold level of twenty percentage to determine catastrophe. That 

is if a household spends more than twenty percentage of their total budget share on medical expenditure, then that 

household experiences catastrophe. Because spending more than twenty percentage of total budget on medical 

expenditure will definitely affect the consumption of necessities and it becomes catastrophe.  

 

3. Data Sources:  

               We use data collected in 71st round of socio economic survey conducted by NSSO during January to 

June 2014 which spans a period of six months is used for this study. This nationwide survey consists of 36480 

households from the rural area and 29452 households from urban area. And this study classifies each states into 

percentile groups by their usual consumption expenditure. First percentile group represents the people who are very 

rich and the second percentile group consisting people they are also rich but less than the first category, the third 

group are middle income and the fourth group consisting poor. 

The variables of interest for our study are out of pocket health expenditure by households and consumers’ usual 

consumption expenditure in a month which is the sum total of monetary values of all goods and services usually 

consumed by the households  on domestic account during a month. Consumers’ usual consumption expenditure 

includes usual expenditures for households’ purposes, purchased value of any durables purchased by the last one 

year (monthly expenditure obtained by dividing by 12). If any household consumption (usually) from wages in 

kind, home grown stock, free collection was there, then the approximate monthly value of the amount usually 

consumed in a month was imputed. Binomial Logit is used to define the determinants of OOP health expenditure. 
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4. Econometric methodology:  

                      We used Binomial Logit model for the specification of determinants of catastrophic out of pocket 

health expenditure. By doing so we do estimates the probability of incurring catastrophic health expenditure and 

determines the extent of the effect of independent variables that are under consideration on the dependent variable. 

In the present paper, the chance of occurrence of out of pocket health expenditure than reference category is 

estimated by using the odds ratio. 

Here the variable under consideration are out of pocket health expenditure as dependent variable and takes other 

five variables as explanatory. These explanatory variables includes education level of the households, social group, 

usual consumer expenditure and finally the cooking methods. It is important to note that usual consumer 

expenditure we takes as a proxy to household income because of the unavailability of data on households’ income. 

In the absence of data on income the best variable which reflects the economic wellbeing of the society is 

consumer’s expenditure on essential goods. Thus it is an important economic variable which determines the chance 

of happening out of pocket health expenditure. In particular we includes education of the household as another 

independent variable because literature shows a negative correlation between level of education and probability of 

occurrence of out of pocket expenditure. For instance Rema Pal (2012) shows that education reduces the chance of 

occurrence of OOP. We considers cooking methods used by the household as another independent variable. It can 

be considered as an indicator of wellbeing of households and affects the health risk. Use of unsafe cooking method 

will lead to illness. And we are interested to examine whether there exists any relation between the social group of 

the households and probability of occurring out of pocket health expenditure. In order to analyse these we includes 

social groups namely Scheduled Cast (SC), Scheduled Tribe (ST) and Other Backward Classes (OBC) as regressors 

in our estimation model.  

One can say that health care spending differs across different regions. So we carry out our analysis for rural and 

urban sectors separately.  

5. Empirical findings:  

                    Our analysis shows that the people belongs to fourth percentile (poorest section of the society) 

experiences out of pocket health expenditure across every states. Whereas the richer section are very less likely to 

experiences the same. The empirical analysis reveals that more than half of country’s poor population are suffering 

OOP health expenditure which adversely affects their standard of living and quality of life. Along with this there 

exists a large scale disparity in average medical expenses across different states. The reason behind these type of 

larger disparities are the differences in the pervasiveness of health care institutions and the type of health care units 

that are avail there. Some states have less availability of health providers on the one side and on the other side there 

are plenty of health care institutions but people who can’t pay will get excluded from it and the affordable people 

want to pay a comparatively higher amount as medical bill. The sector wise analysis of our study shows that both 

medical and non-medical expenditure in rural areas are comparatively lower than that of the urban sector.  
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Next we analyse the major sources of financing health care expenditure by different groups of people in the 

country. The major source of financing are mainly classified into five groups namely household income or saving, 

borrowing, sale of physical asset, contributions from friends and relatives and other sources. We find that in the 

case of rural households, the first and foremost source of financing is savings or sale of assets. The people belongs 

to poor category are mainly depends on household income or past savings as a major source of financing which 

have a very high impact on their consumption and ultimately lead to financial catastrophe. The richer sections are 

mainly depending on borrowings to finance the expenditure than the other three groups. Then we extents our 

analysis into the major determinants of out of pocket health expenditure and financial catastrophe. The analysis 

suggests that education helps to reduce the chance of occurrence of out of pocket expenditure and the catastrophe 

associated with this. The category wise analysis shows that households belong to OBC category have a higher 

probability for the occurrence of out of pocket health expenditure than other categories. Along with this our 

analysis suggests that use of safe and clean cooking methods plays a vital role in reduction of the health 

expenditures. By summarizing we find that less educated people, vulnerable sections of the society, people uses 

unsafe cooking methods have a higher chance to become catastrophic. This findings suggests that there is a strong 

need to subsidise health care services for the vulnerable sections of the society and spreading of education among 

people. Along with this the government should provide more subsidized clean and safe cooking fuels to rural as 

well as urban poor to reduce the incidence of catastrophe.  

After this we estimate the cost of an effective insurance program in India. Along with this our interest extends to 

estimate the total health expenditure that is actually incurring for different states for one third of population and half 

of the population and it also estimating the amount of insurance people are receiving at present. The results states 

that people in every state faces a very high amount of health expenditure. The sharp increase in health expenditure 

is happening due to the privatization of the health care system. Many people are approaching private health care 

centers for treatment which sharpens the health expenditure and put them into catastrophe. Surprisingly our study 

reveals that none of the state have an insurance coverage of at least 50 percentage of its average total health 

expenditure. Even though the government provides many insurance programs to the people, still it is not satisfying 

their needs and many people are facing financial catastrophe due to some sudden health shocks. So this part of our 

analysis implies that the prevailing insurance programs of the government is really inadequate in every aspect and it 

lacks coverage also. So it suggests to increase the penetration of health insurance program throughout the country. 

Finally we analyse the cost of an insurance program and the required percentage of Gross State Domestic Product 

(GSDP) which ensures hundred percentage of coverage. The analysis shows that every state wants to spend a lion 

portion of their GSDP to make such a dream come true and which is currently unattainable for a developing country 

like India.  

6. Discussion:  

                      The present paper mainly discuss about the OOP health expenditure among people. The findings 

summarize that many people in the economy are witnessing out of pocket health expenditure and financial 
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catastrophe due to the sudden health shocks.  People wants to pay a large amount as medical expenditure 

accompanied with some amount of non-medical expenditure also. Next we examine the methods of financing these 

sudden expenses. The financing methods we considered was households’ current income or savings, sale of 

physical asset, borrowings, contributions from friends and family members and other sources.  As per the findings, 

most of the Indian households seeing current income as a main source of financing the health payments. Some 

richer classes in the rural area make payment by sale of their physical assets like land.  Where some of the urban 

rich are concentrated on borrowings as a source to meet such expenditures. Among these various sources the most 

important one is the current income of the households which reduce the consumption of essential goods and thereby 

put under catastrophe.  

Then we analyse the major determinants of out of pocket expenditure by using binomial logistic regression model. 

We take some economic and social variables under consideration. And examined the role of these variables in 

incidence of out of pocket health expenditure and financial catastrophe. Betterment of some variables like 

education, cooking methods can reduce the chance of occurring out of pocket health expenditures as the result says. 

And finally, we extent the analysis in finding the cost of implementation of an efficient insurance program in the 

country. For this purpose we analyse the total health spending of different states. We analyzed the state level 

expenditure on health care for 25% of people and for 50% of its people. As our analysis shows each states are 

facing a very high amount as medical expenditure. After that we focused into the amount of insurance received by 

people in these same states. It was a surprising result that people are not receiving even half of their total spending 

on health care. These findings suggests that an actively penetrating insurance program is essential to the entire 

country.  

Our results needs to be interpreted with possible limitations of the study. Firstly, the data do not include travelling 

expenses of households associated with getting the treatment. That is why, the cost of illness may get 

underestimated. 

Secondly, we don’t get any information about the health status of households from this data base. The health status 

of households is a vital variable in determining the catastrophic out of pocket health expenditure.  

Nonetheless, our analysis has many policy implications. The increasing amount of health care spending by people 

can be reduced if the public health care system stars working with more efficiency and the number of health care 

centers are increased irrespective of sectors. Government’s health care policies should target equally to urban and 

rural areas. Because the analysis of the study shows that urban poor are experiencing an out of pocket health 

expenditure than the rural poor even though the difference is slight. It will be better if the government come with 

feasible insurance programs with increasing penetration and policies to avoid financial catastrophe. But it is not 

feasible to give a hundred percentage insurance to all the people in the country because it requires a larger spending 

as we saw in the analysis part. Thus a complete insurance protection to all the people in the country is not feasible 

with the current scenario of Indian economy.  
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