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Retail health plans insure only about 10% of
hospitalisation, so little room for negotiation

Health insurance has become a buzz word, thanks to the Pradhan
Mantri Jan Arogya Yojana that promises to insure 500 million peo-
ple from the lower economic strata, and the insurance regulator’s
renewed focus on it. Tapan Singhel, managing director and CEO,

Bajaj Allianz General Insurance Co. Ltd, talks about how the health

insurance landscape is expected to evolve
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In July this year, the
Insurance Regulatory
Authority of India (Irdai)
setupa workinggroup to
look into standardising
exclusions in health
insurance policies. What
can we expect from it?
Given that health insur-
ance comes with many
caveats, the work of the
committee willmark the
next wave of reform in
health insurance.

First let's look at the way
health insurance has evolved
in India. It was launched in
1986 and tillabout 2006, there
was hardly any development.
But in the last decade, health
insurance has grown substan-
tially and the products have
seen important innovations.
This is driven largely by con-
sumer interest—people have
realised that they need quality
healthcare and insurance
plays an important role in
making that affordable. Even
elsewherein the world, health
insurance hasdeveloped in the
recent past and is monitored
closely. Forinstance, in the US,
there is a cap on how much
profit you can make from
health insurance.

Health insurance is crucial
for quality healthcare whichin
turn is crucial to increase life
expectancy. Hence, there
needstobeaconstant endeav-
our to improve this space.
Also, health insurance is
highly customer sensitive
because the experience is very
personal. Unlike a motor
insurance claim, where you
may be a little dispassionate,
health claims are personal and,
therefore, we need to con-
stantly work towards making
that experience smooth for
customers. This is what one
can expect from the working
group—that it will identify the
areas of confusion and stan-
dardise it. But we need to be

mindful—we can’t standardise
everything because that stifles
innovation.

The committee will also
look atwaysofincluding
newmedical procedures
asaresultof technologi-
cal advancements. There
are some policies that
exclude latest lines of
treatment. Forinstance,
some policies exclude
certaincancer treatment
drugs. Why?

1 feel that health insurance
should be more comprehen-
sive and leeway should be
given to hospitals to include
newer ways oftreatment. This,
of course, impacts pricing, but
we shouldn’t cut corners even
if we are not the cheapest in
the industry. But Ialso feel that
customers need to approach
their health insurance needs
more holistically. A regular
health policy is just the basic
cover that everyone must
have, butoverand above that,
one should go fora top-up plan
thatincreasesthe coverinthe
most cost-effective manner,
and overthat, one should have
a critical illness policy that
pays a lump sum on the diag-
nosis ofa critical illness.

Defined benefit plans like
critical illness plansare benefi-
cial because they give a lump
sum that can be used to sup-
plement income and seek bet-
ter medical care. Because we
areable to control claims, criti-
cal illness plans are cheap.
‘When aperson isinsured then
she gets hospitalised for ail-
ments like diarrhoea and
fever, which she wouldn't do
otherwise. This impacts the
claims ratio, but this is taken
care of in critical illness plans
because we pay a lump sum
against named ailmentsaftera
survival period of 30 days.

Even with the list of exclu-
sions, if you have a combina-
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ofthe group health covers, you
will realise they are as compre-
hensive as PMJAY. That’s
because when you insure a
pool of people, you reduce the
risk ofadverse selectionand so
the coveris wider. A retail pol-
icy, however, runs the risk of
adverse selection. Imagine if
we do away with the waiting
period on pre-existing ail-
ments, then everyone with a
pre-existing ailment will line
up and that will impact our
claims ratio. As it is, the com-
bined ratio (claims ratioor the
ratio of claims incurred topre-
mium collected plus expense
ratio) for retail health insur-
ance is upwards of 100%,
which means we are not mak-
ing any money. Now about
packaged rates. PMJAY is
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tion of indemnity and critical
illness plans, your insurance
will pay for your bills.

You will be providing the
Pradhan Mantri Jan
Arogya Yojana (PMJAY)
coverage in Jammu and
Kashmir and Mizoram.
The coverunder PMJAY
is comprehensive with
very little exclusions. It
also covers pre-existing
ailments. Also, in all the
empanelled hospitals,
treatments ratesare pre-
decided. Why haven’t
insurersbeenabletorep-
licate the model for retail
health?

This is possible because of
the sheer size of PMJAY. It
insures 500 million people so
there is no risk of adverse
selection. If you look at some

impl d on a national
scale and for 500 million peo-
ple; the sheer size gives the
scheme the muscle to enter
into package rates with hospi-
tals. In retail, only about 10% of
hospitalisation is insured, so
where isthe muscle to negoti-
ate rates? But with PMJAY, I
am sure even retail will experi-
ence a cascading effect.

You said the combined

ratio isupwards of 100%

but if we look at the

claims ratio, it's about

76% for retail health

insuranceand in the case

of standalone health

insurers it’s about 58%

for standalone compa-

nies. Does this indicate
anovercharge?

Such low claims ratio is
problematic if the insurer
reports it year-on-year, but
what you are looking at is the
aggregate claims ratioand not
year-on-year claims ratio.
Health insurance, in the initial
years of purchase, will showa
lower claims ratio. That’s
because the waiting period on
pre-existingailments can limit
the claims. So younger insur-
ers or even insurers that are
writing a huge chunk of new
business every year will showa
much lower claims ratio.
Whenyou lookat claims ratio
year-on-year, typically by the
fourth year, the claims ratio
will be well over 90%.

What isavailable in the pub-
lic domain is the aggregate
claims ratio, but toget an hon-
est picture, you have to lookat
the year-on-year claims ratio
of the same pool of business.
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