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Abstract The rapid ageing of India’s population, in conjunction with migration out of rural
areas and the continued concentration of the working population in the informal sector, has
highlighted the need for better economic security arrangements for the elderly. Traditional
family ties that have been key to ensuring a modicum of such security are beginning to fray, and
increased longevity is making care of the elderly more expensive. As a result, the elderly are at
increased risk of being poor or falling into poverty. In parallel with its efforts to address this
issue, the Government of India and some of the Indian states have initiated an array of
programmes for providing some level of access to health care or health insurance to the great
majority of Indians who lack sufficient access. Formal-sector workers have greater social
security than those in the informal sector, but they only represent a small share of the workforce.
Women are particularly vulnerable to economic insecurity. India’s experience offers some
lessons for other countries. Although there is space for private initiatives in the social security
arena, it is clear that most such efforts will need to be tax-financed. The role that private
providers can play is substantial, even when most funding comes from public sources, but such
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activity will face greater challenges as more individuals seek benefits. India has also shown that
implementation can often be carried out well by states using central government funds, with a set
of advantages and disadvantages that such decentralization brings. Finally, India’s experience
with implementation can offer guidance on issues such as targeting, the use of information
technology in social security systems, and human resource management.
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Introduction
Population ageing is most often associated with European countries (especially Italy) and Japan.
Less well-known are the ageing populations of Eastern Europe and the Russian Federation. Even
more removed from common discussion is the fact that India, the People’s Republic of China,
and many other developing countries are also undergoing rapid population ageing. The
transformation of India’s age structure is coming soon, and it will be dramatic. As we discuss
below, the much greater share of the elderly in India’s population will be coming at a time when
new trends may upend the country’s longstanding reliance on strong family ties to ensure the
care and well-being of the elderly.
India’s elderly potentially face significant economic insecurity. And in part because of the
uncertainty imposed by the risk of major health expenditures, India’s population as a whole also
has reason to worry about their economic fortunes. With the great majority of Indians working in
the informal sector, government social protection programmes most often do not reach those
most in need. Women face specific disadvantages in ensuring their economic security, as do
migrants between Indian states.
A discussion of the potential solutions to the problem of economic insecurity in India may best
begin with a brief look at India’s ageing population.
India is getting older
The share of India’s population aged 60 or older has risen gradually from 5 per cent in 1950 to
7.5 per cent in 2010. That share is projected to climb to 20 per cent by 2050, representing more
than 300 million people (see Figure 1).
Figure 1. India’s elderly population is growing rapidly
2

Factors underlying the ageing of India’s population include a falling fertility rate and increasing
longevity. Life expectancy at birth rose from 38 years in 1950 to 64 years in 2010 (see Figure 2).
While this is not nearly as high as the average in developed countries (78 years), it is similar to
the average for the developing world (66 years) and is projected to rise another decade by the
middle of the century.
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Figure 2. Life expectancy in India is rising at a good pace

Trends affecting the economic security of India’s elderly
As India’s population ages, concerns about the economic security of the elderly naturally come
to the fore. Traditionally, families have been the core source of economic support for people as
they age, but new developments are calling into question the strength of such support and its role
in the future.
First, for several reasons, family ties are beginning to fray. Internal migration of working-age
people has led to some workers living far from their parents. The fragmentation of land has led to
fewer children living with their parents, thus undermining the power that co-residence
traditionally conveyed to the elderly. More broadly, there has been a diminished tendency to live
in multigenerational family units. Urbanization, among other factors, has led to delayed and
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reduced childbearing, meaning that intergenerational spacing has increased. 2 Compounding this
set of changes are changing social expectations regarding intra-familial obligations. Another
possible change could take place, although it has not yet: with an increased share of Indians
living in cities, women might enter the labour market in greater numbers, as they find greater
opportunities for paid employment. Working outside the home would decrease their ability to
care for ageing parents (although it might increase their capacity to provide their parents with
financial assistance). So far, however, the female labour force participation rate has not increased
in India (or in Asia as a whole) (World Bank, 2009).
Second, increased longevity has made taking care of the elderly more expensive. Indians,
particularly those living in cities, now typically have a longer non-working period at the end of
life than was true in the past. Personal savings help in this situation, but they are not usually
sufficient; other sources of income, as we discuss below, are also often inadequate.
These factors and trends combine to increase the risk that non-poor elderly will fall into poverty.
In the remainder of this article we describe the nature of the financial insecurity that India’s
elderly face, emphasizing that old-age outcomes result from income and expenditure shocks and
economic opportunities throughout people's lives. We assess the major government initiatives
that address economic security for Indians at different stages of the lifecycle. Finally, we
highlight the potential lessons that India’s experience with these programmes holds for other
developing countries that are contemplating similar initiatives.
The nature of insecurity
In the absence of support from the government and external organizations, income protection in
old age is a function of several factors. First, it depends on how long an individual lives in
retirement. Second, it depends on earnings during working years. Provided earnings are
sufficient to allow for savings when working, and provided suitable avenues to invest such
savings exist, individuals may be able to ensure adequate levels of post-retirement incomes.
Third, financial support from the immediate and extended family, particularly children, can be an

2. Some changes are having the opposite effect. For example, in urban areas in particular, high housing prices, along
with the informal nature of some real estate transactions, have ensured that the older generation continues to own the
family home – resulting in the younger generation still living with their parents and being beholden to them.
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effective substitute for inadequate personal resources of the elderly. Some of this support may
also take the form of bequests of financial and physical assets from relatives, especially parents.
Finally, the elderly could continue to work beyond their planned retirement age.
The simple lifecycle story outlined above is complicated by four factors. The first is the
unpredictability about the length of life post-retirement. Even if individuals save enough to
ensure consumption smoothing in an expected sense, their actual consumption may fall short of
requirements if they live too long; or they may end up with unconsumed resources if they die too
soon. The second has to do with uncertainty about earnings and income, including the likelihood
of individuals’ being unemployed or underemployed during their working years and volatility in
returns to savings. Income uncertainty (but not inadequacy) may cause risk-averse individuals to
save too much relative to efficient levels. Risk aversion may also lead individuals to work in
occupations and investments that yield lower (if safer) returns (Morduch, 1995). Third,
irrespective of age, a serious illness or death in the immediate (or even the extended) household
to which an individual belongs has the potential of seriously undermining the long-term
economic prospects for that individual. This may involve not only lower savings when health
expenses are paid for out-of-pocket, but additional consequences such as children being pulled
out of school, caregivers taking time away from work, or lower nutritional intake, resulting in an
adverse impact on their long-term economic circumstances. In the case of the elderly who fall ill
and finance their own care, they may have fewer resources left over to support the remaining
years of their life. Finally, individuals may have self-control problems that prevent them from
saving sufficiently (Barr and Diamond, 2009).
Applying the lifecycle framework to India
The expected number of years lived in India by individuals aged 60 or older has increased
dramatically in the last few decades. In 1970, the average Indian at birth could expect to live to
about 50 years, and individuals who reached age 60 could only expect to live an additional 9
years (Visaria, 1999). However, recent estimates from the Sample Registration System (SRS)
suggest that, in 2010, an average Indian at birth can expect to live for about 64 years, and life
expectancy at age 60 is closer to 20 years (Registrar General of India, 2009). With those aged 60
or older representing nearly 8 per cent of the total population, a figure expected to increase
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sharply in future years, a significant portion of the Indian population will require income support
for an average of 20 years per person.
The number of years lived need not be a challenge from the standpoint of income protection, if
earnings levels are sufficient, if the duration of working life can be extended, or if there are
mechanisms by which any savings accrued during an individual’s productive working years can
be effectively invested to yield adequate income following exit from the workforce. However,
the vast majority of India’s elderly face challenges on all of these fronts. More than 90 per cent
of India’s workforce is employed in the informal sector, a proportion that has remained more or
less unchanged over the last two decades even as India has experienced rapid economic growth
(Unni, 2002); and nearly one-fifth of the workers in the Indian informal sector, the “working
poor”, have earnings that are insufficient to move their households above the poverty line. Large
numbers of people have earnings that lie just above the poverty line, with little room for saving
for retirement (Sastry, 2007). In addition, some individuals are unable to work for reasons of
health and disability and therefore end up living in poverty. Even if adequate savings were
available, opportunities for investment appear to be limited. Consider the reach of formal
financial institutions in rural areas, where 70 per cent of Indians currently live (down from 80 per
cent in 1970). Recent survey data suggest that despite substantial improvements in access over
time, as many as 60 per cent of rural households do not have bank accounts and an even greater
proportion cannot access credit from banks (Basu and Srivastava, 2005). In addition, among
savers in India who do have such access, there is a tendency to rely on commercial bank deposits
that yield low but stable returns (less than 10 per cent of households have any savings invested in
capital markets). This conservative savings behaviour is possibly a reaction to the volatility in
Indian stock markets (Asuncion-Mund, 2007).
Support from family members remains a linchpin of old-age income security in India. More than
75 per cent of all Indian elderly live with their children, and the proportion is even higher (in
excess of 90 per cent) if we limit our attention to the elderly with children who are alive. A high
proportion of this group also relies on their children for financial support (Pal, 2004). However,
long-term economic and demographic developments are likely to undermine this support system.
India’s total fertility declined from 5.3 in 1970 to 2.7 in 2008 and currently all states in Southern
India have fertility rates at or below replacement levels. With further decreases in fertility
forecast for the future, the resulting increase in the elderly dependency ratio (the ratio of the
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elderly to the working-age population) suggests that future working-age adults will find it
difficult to financially support their older family members (Ministry of Health and Family
Welfare, 2009; ESA, 2009). These changes will likely go hand in hand with the migration of
working-age populations, usually from rural to urban areas in search of better economic
opportunities, often leaving elderly dependants behind. Indeed, there is some evidence that the
proportion of the elderly is greater in India’s rural population than in the urban population
(Visaria, 1999; Deshingkar and Akter, 2009). This need not mean an immediate and
corresponding decline in financial support from children, but it does indicate a weakening of the
ties that underpin such support.
Risks relating to the number of years lived following retirement and earnings carry special
resonance in the Indian context. Support from the family is an important way to address these
risks, especially if a bequest is likely to be provided, or other forms of mutual exchanges are
involved. With declining family-based support systems, a key mechanism to address uncertain
lifetimes is likely to be an annuity. Unfortunately, the Indian annuity market is still quite
underdeveloped. This is not surprising since, until 1999, the Indian insurance market was in the
hands of two government monopolies – the General Insurance Corporation and the Life
Insurance Corporation – and did not offer much by way of innovative or consumer-oriented
products. Although the variety of insurance products and the number of firms offering such
products has surged in recent years with the elimination of the public-sector insurance monopoly,
the likelihood of adverse selection is likely to limit the expansion of private annuity markets.
Moving to income risks, there is no formal unemployment insurance in India, although there are
insurance mechanisms for the agricultural sector, such as agricultural price supports. Publiclyprovided crop insurance is also available although it faces high administrative costs and limited
demand given that the vast majority of Indian cultivable land holdings are small (Venkatesh,
2008). These offer little comfort, however, to low-skilled casual workers (including agricultural
labourers and marginal farmers) in the informal sector who have neither stable earnings
opportunities, nor sufficient remuneration while working (Sastry, 2007).
Increased exposure to financial risks from ill health will continue to pose a serious risk to the
immediate and future economic well-being of Indian households, whether or not they include the
elderly, given that much of the health spending in India is out-of-pocket (Government of India,
2009; Krishna, 2007). Households with the elderly are, however, particularly at risk, both
8

because of their greater likelihood of becoming ill and because they are likely to require more
intensive care. Data from a recent household survey show that annual per capita out-of-pocket
health spending in India was almost four times as high among the elderly (INR 2,890) as among
members of working-age groups (INR 770) (authors’ calculations, based on National Sample
Survey data from the 60th round). Available evidence also indicates that financial risks from ill
health have increased over the last two decades, particularly for poorer households. Table 1
shows that between 1987 and 1996, out-of-pocket spending for outpatient visits and
hospitalization stays increased at a slower rate than total consumption spending per capita (our
proxy for income) for the poorer groups in the population. However, the situation changed
dramatically between 1996 and 2004, with out-of-pocket expenses for hospitalization stays
increasing sharply among the poorer groups to almost equal (or exceed) total spending per capita
in 2004.
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Table 1. Trends in out-of-pocket expenditure on health services in India, by expenditure quintile,
in INR (Indian rupees)
Year

Urban
Poorest 20%

Rural
Middle 20%

Richest 20%

Poorest 20%

Middle 20%

Richest 20%

Per outpatient visit
1987

58

80

110

60

76

96

1996

126

173

252

121

161

227

2004

231

288

482

213

243

338

1987

801

933

1,781

653

784

1,059

1996

864

2,031

8,182

1,052

1,506

5,305

2004

4,705

7,717

16,910

4,071

5,034

8,375

Per hospital stay

Total (health+non-health) expenditure per capita
1987

1,000

1,796

4,532

760

1,211

1,497

1996

2,848

5,293

12,624

2,093

3,424

6,744

2004

4,967

9,293

24,676

2,997

5,091

10,926

Source: Authors’ calculations, based on National Sample Survey data, for 1987, 1996 and 2004.

Much of this increase in out-of-pocket health spending can be attributed to a mixture of poor
quality public services, a contraction in government spending on public health services (as a
proportion of GDP) in the 1990s, and limited access to other forms of health insurance, whether
mandated or voluntary (Yip and Mahal, 2008). This has forced individuals, most of whom are
uninsured in India, to rely on health services in the private sector. There is also the likelihood of
income losses owing to premature death and/or days missed at work, although little evidence
exists on this topic in India.
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Old-age income security for Indian women
Old-age income security for women is of particular concern in India, first of all, because women
tend to live longer than men. Currently, Indian women aged 60 can expect to live two more years
than their male counterparts. A more crucial factor, perhaps, is that women in India have lower
labour force participation rates and tend to work for fewer years than men (Sastry, 2007). In
India, as elsewhere, there is also evidence that women tend to rely to a greater degree on
employment in the informal sector and lack access to much of the protection available to formalsector workers, including health insurance coverage, sickness leave, and mandatory old-age
savings (Sastry, 2007; Unni, 2002). In sum, women are less well-placed than Indian men to rely
on earnings during their working years to provide for old-age income security.
To the extent that inherited assets can alleviate income insecurity, it is important to note that
women are also at a disadvantage in terms of ownership of family property through inheritance.
In India, rights to ancestral property are defined as part of religious laws (separately for Hindus,
Muslims, Christians and other groups) that have traditionally discriminated against women. Until
recently, rights to agricultural land were particularly restricted with obvious consequences for the
economic well-being of women in rural areas (Agarwal, 1995; Pandey, 2005). Recently,
however, an amendment to property laws that apply to Hindus has led to girl children being
granted equal rights in ancestral property, including agricultural land. With social norms still
strongly set in favour of male inheritance, it remains to be seen how this will affect women’s
control of (as against ownership) of land. In any event, the law does not affect the situation for
women belonging to non-Hindu groups, who make up about 20 per cent of the population.
Survey data show that among people older than 60 years, the proportion of males reporting
ownership of financial or real assets was nearly 80 per cent higher than among women, although
there is some regional variation in favour of women in southern India (Pal, 2004).
Leaving assets aside, older women in India have less access to other forms of economic support
from their families than older men. While the elderly live primarily with their children in India,
Pal (2004) using survey data for India found that relative to elder widowers who tended to live
with their children, widows lived alone to a much greater extent. With little access to assets and
earnings, it is no surprise that older women, particularly widows, face dire economic
circumstances in India (Drèze and Srinivasan, 1997; Chen, 1998).
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Old-age income security for formal-sector workers in India
Many of the arguments outlined above with regard to income security for the Indian elderly
apply directly to individuals and households that depend on the informal sector for their
earnings. The formal-sector workers – primarily employees in public and private enterprises and
governments at the local, state and central levels – enjoy not only higher earnings on average, but
also benefit from more reliable income, health, disability and sickness benefits, and mechanisms
intended to provide for old-age financial support (Shah, 2006; Cichon and Hagemejer, 2007;
Asher, 2010). Currently some 40-45 million individuals, or about 10 per cent of the working
population, mandatorily contribute to pension and retirement savings schemes for formal-sector
workers. About one-third of these formal-sector workers contribute into one (or both) of two
schemes – the Employees Provident Fund (EPF) and the Employees Pension Scheme (EPS) –
administered by the Employees’ Provident Fund Organization (EPFO). The EPF provides a
lump-sum payment at retirement (usually age 60) and the EPS is a defined benefit scheme that
pays a pension conditional on earnings at the time of retirement and years of service. The scheme
for government employees is a mix of a non-contributory (tax-financed) defined benefits plan
(for employees appointed before January 2004) and a defined contribution plan (National
Pension Scheme – NPS) mandated for all central government employees appointed on or after
January 2004, with matching government contributions. Under the NPS, at the time of maturity a
certain minimum of the cumulative amount in an individual’s account is used to purchase an
annuity (the rest being paid as a lump sum). Traditionally, state government and public-sector
employees were also eligible to participate in the NPS. As of 2009, however, the Indian
government has opened up the scheme (on a voluntary basis) to all Indian citizens, albeit without
any matching contributions (Asher, 2010). Both the EPFO and the administrators of the NPS
have relied on competitive bidding for fund management in recent years, resulting in yields well
in excess of 10 per cent per year and extremely low management fees.
These recent developments mark an important step in ensuring the sustainability of schemes for
old-age pensions among formal-sector workers. However, concerns remain with respect to the
early withdrawal of funds from provident funds in the case of the EPF. Moreover, the defined
benefit scheme under the EPS leaves the EPFO responsible for substantial payouts without
adjustments to factors such as contribution rates, age of retirement, and replacement rates (Asher
2009). These schemes also do not address other key elements of concern highlighted in the
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lifecycle framework – namely insurance against financial risks from ill health, disability,
unemployment, and so forth.
The Employees’ State Insurance Corporation (ESIC) provides many of these benefits (including
health coverage) for employees in private enterprises belonging to the formal sector, including
retirees and dependants, based on contributions. There are currently some 50 million “insured”
persons on the rolls of the ESIC. The state and central governments and public enterprises have
separate schemes to cover their employees against the financial risk of ill health and financial
losses due to sickness and disability. These are usually non-contributory (tax-financed) and the
benefits quite generous, including referrals to high-end facilities in the private sector. The major
challenge in these schemes is the financial burden that is likely to fall upon the various
governments and ESIC as the costs of health care continue to rise.
Summing up
When looked at from a lifecycle perspective, the challenge of ensuring old-age income security
in India requires simultaneously addressing the need for adequate incomes while working,
developing appropriate vehicles for translating savings into productive investments, and
mechanisms to address uncertainty about the length of life and health risks. In the Indian context,
these challenges are particularly serious for workers in the informal sector, who account for
nearly 90 per cent of India’s labour force, especially those workers who are less skilled and have
less access to assets. Women are at special risk in this group, given their disproportionate
presence in the informal sector, shorter work spans, longer life expectancies and limited access to
other assets. In contrast, recent pension reforms and existing medical and other insurance
programmes for India’s formal-sector workers ensure that they have a considerably better
financial outlook for their old age. Even here though, there is a risk of insolvency in some of the
existing defined benefit plans, and increased financial stress arising from health care spending,
driven both by a longer-lived population and technological changes (Mahal et al., 2006; Shah,
2006). All of these risks are underpinned by a family-based support system that is likely to
become less effective in the future.
India’s response to the income insecurity of the elderly: Overview and assessment
The preceding analysis suggests the need for a holistic approach to addressing old-age financial
outcomes. In many respects, this is characteristic of the World Bank’s multi-pillar framework for
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pension systems and reform (Holzmann and Hinz, 2005). The five pillars specifically refer to (a)
an unfunded social pension (the "zero" pillar) supported from budget funds; (b) a mandated
contribution-based defined-benefit (DB) pension with benefits linked to earnings, possibly
financed on a PAYG basis (first pillar); (c) a mandated defined contribution plan (individual
accounts) (second pillar); (d) a voluntary contribution-based plan that could be employer
sponsored, individual accounts, DB or defined contribution (DC) (third pillar) and (e) informal
support systems (fourth pillar). These five pillars are an expansion of the original three-pillar
framework that was introduced in 1994, a model that was particularly suited for the formal sector
and did not take into account the needs of the poorest. The five-pillar framework was thus
created to address the needs of both formal and informal sector workers, as well as the poor,
through different types of pension plans.
The multi-pillar model is attractive in that it maps into specific policy needs. The social pension
pillar (essentially a fixed amount per recipient) serves as a mechanism to protect against old-age
poverty among the chronically poor and marginally non-poor individuals in the informal sector
who may be vulnerable to old-age income insecurity. In contrast, the first and second pillars are
directly addressed to people in the formal sector for whom the major concerns relate to
consumption smoothing and protection against longevity risk. The second pillar also serves as a
mechanism to address concerns about the sustainability of first-pillar DB plans, while ensuring
suitably high replacement rates and addressing concerns about myopia among savers. The third
pillar (which presumably also includes micro-pensions – see below) is intended to attract at least
some of the informal-sector workers along with giving some leeway for individual choice among
formal-sector members of the first and second pillars. Parametric changes in the first and second
pillars (e.g. changes in the retirement age) can contribute to addressing the income security
concerns of retired women. The fourth pillar will help take advantage of the existing norms that
favour family-based support. Moreover, the multi-pillar framework enables risk diversification
as each of the pillars is subject to risks that are not perfectly correlated. The existence of wellfunctioning capital markets is taken as a given, however.
The World Bank’s multi-pillar framework reflects the needs of low-income developing countries
in a way that their original three-pillar framework of the 1990s did not (Casey and McKinnon,
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2009). 3 The multi-pillar framework is incomplete, however, in that it does not explicitly consider
other elements of social protection that have implications for old-age financial security,
specifically mechanisms that address income risk while working and financial risks from ill
health. It is from this extended perspective that we assess India’s recent efforts at addressing
financial security for its elderly, particularly those who derive their earnings from the informal
sector.
Programmes intended specifically for enhancing elderly income and support
In India, mechanisms to support the elderly include, first, social assistance for the elderly, an
effort in which both the central and state governments have been engaged. The central
government launched the National Old Age Pension Scheme in 1995 (renamed recently as the
Indira Gandhi Old Age Pension Scheme) as a part of its national social assistance programme.
This programme aims to provide a pension of INR 200 monthly (USD 4 approx.) for elders
above the age of 65 who belong to poor households. This scheme currently covers roughly 16
million elderly. Poor elderly women are also eligible to receive subsidized food-grains under an
alternative scheme, also financed by the central government. There are, in addition, pension
schemes for "freedom fighters" and disabled individuals, which end up helping the elderly even
though they are not age-restricted. A major challenge with these schemes is weak targeting of the
poor, which is usually based on some combination of a survey-based definition of poverty and
community identification of the poor. Significant fraud has been noted in cases of the freedom
fighter scheme (Rajan, 2007).
Another targeting issue identified in assessments of the Indira Gandhi Old Age Pension Scheme
is the difficulty of determining the age of a person, particularly in rural areas. This problem is

3. A much broader World Bank conceptual approach to meeting the social protection needs of individuals in lowincome developing countries is the Social Risk Management (SRM) framework (Holzmann and Jørgensen, 2000),
which has been defined as having the dual roles of protecting basic livelihood and promoting risk taking. The
concept recognizes the different capacities and needs of individuals to manage lifecycle risk and incorporates three
strategies for dealing with risk (prevention, mitigation and coping) and three levels of risk management (informal,
market-based, public). The SRM framework has been criticized for placing too much emphasis on the role of
“coping”, which is not, in fact, a tenet of risk management but a measure of its absence (McKinnon, 2002).
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particularly acute for Hindu girl children who traditionally did not inherit property in India so
that the incentive for recording their birth date officially is correspondingly lower.
In recent years, micro-pension schemes for workers in the unorganized sector have emerged.
Two prominent examples of these voluntary schemes that rely on small (but periodic)
contributions into individual accounts are the one for members of the Self Employed Women’s
Association (SEWA), in collaboration with the Unit Trust of India, and one for unorganizedsector workers in Rajasthan (the Vishwakarma scheme) that also involves a co-contribution by
the state government (Shanker and Asher, 2009). The contributions in the SEWA scheme are
managed by a mutual fund organization, whereas, in the latter case, the government of Rajasthan
provides a fixed rate of return. Recently, the government of Andhra Pradesh introduced the
Abhaya Hastham scheme directed towards poor women belonging to self-help groups. This
scheme involves both the government and the individual contributing INR 30 per month each
into an individual account, with accumulated funds converted into a pension upon reaching age
60 (Government of Andhra Pradesh, 2009). The government of Madhya Pradesh is introducing a
similar scheme. Micro-pension schemes, with government co-contributions, are a relatively new
phenomenon in India, and offer an interesting template for effective targeting of pensions to the
poor given the extensive publicity and the involvement of NGOs and self-help groups. They also
offer a model for public and private sector cooperation – with micro-pension products for both
Andhra Pradesh and Madhya Pradesh being developed by a consortium of an asset management
company, SEWA Bank, and the Invest India Economic Foundation (Prasad, 2009).
The recent changes to the National Pension Scheme (intended initially for government
employees) that allow for any Indian to contribute, opens up another avenue for savings for old
age in the informal sector, although the threshold for minimum contributions is significantly
higher than in existing micro-pension schemes. Other contributory schemes, on a limited scale
and of an older vintage, also exist for specific worker groups in India, such as beedi workers and
workers in the fishing industry (Rajan, 2007). The main difficulty with these contributory
schemes, particularly voluntary schemes, is the need not only for mechanisms that enable the
collection of small contributions on a frequent basis, but also the ability to track individual
accounts and identify individuals, particularly in the informal sector where jobs are often of short
duration and migration across regions common. Some of these problems are likely to be
overcome with the development of a unique identification card/number for each Indian, a process
16

that is currently underway (Yadav, 2010). The use of smart cards with biometric information and
mobile banking services with extensive village outreach are likely to lower the cost of such
interactions considerably. Some Indian states already have programmes that transfer social
assistance benefits to the poor using this mechanism (Mohan, 2008).
For the formal sector, as discussed earlier, recent developments have included reforms to the
existing pension schemes for government employees, with the launch of the National Pension
Scheme (NPS). For central government employees hired on or after January 2004, mandated
employee contributions of 10 per cent are matched with a 10 per cent government contribution,
and the funds managed by professional fund managers. Individual account holders choose to
invest their funds across different types of assets. No withdrawal is allowed until retirement and
some minimum portion of the accumulated funds (at retirement) must be invested in an annuity.
In addition, there is a voluntary tier, where employees (and other Indians) can choose to invest
on their own. The scheme has also experienced rapid uptake by state governments for their
employees. Innovative features of the scheme include professional management of funds, with
the manager being chosen through a competitive process. This has resulted in administrative
costs that are less than 0.1 per cent of funds managed, significantly less than the market average
of 2-3 per cent. Another useful feature of this scheme is a “default” option, should an account
holder fail to allocate their assets. This helps to address questions relating to individuals’ ability
to make informed choices on asset allocation of the contributed funds (Barr and Diamond, 2009).
Not included under the coverage of the NPS are personnel of the defence forces and employees
in formal-sector firms. Defence force personnel are covered by a separate defined benefit scheme
and non-government employees in the formal sector are covered by the EPF and the EPS,
referred to earlier. Again, recordkeeping has been a major difficulty for the EPFO, with paper
records being the norm. According to one recent estimate, the actual number of active members
under the administration of EPFO is about 40 per cent of the existing records, which are usually
not updated to reflect deaths or movements across jobs (Shah, 2006). A more fundamental
problem with EPFO is that firms that offer returns to contributions that exceed those offered by
EPFO can opt out of the system, thus limiting the risk pool. A similar issue hampers the social
health insurance programme for employees of formal-sector firms (see below).
In addition to programmes focused on pensions and provident fund payouts, there have been
recent efforts to lend support to family-based support for the elderly. There is, in fact, a long
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history in India of state legislation being used as a device to induce children to take care of their
elderly parents, including the Hindu Adoption and Maintenance Act of 1956 and the Code of
Criminal Procedure (Rajan, 2007). However, the effectiveness of such programmes has been
questionable, as reflected in several reports on the abandonment of the elderly by their adult
children (Pandey, 2007). In an effort to remedy these concerns, in 2007, the Indian parliament
enacted the Maintenance and Welfare of Parents and Senior Citizens Act that obligates children
(and in some cases relatives) of needy older individuals to provide financial support to the latter,
failing which the former could even be jailed (Government of India, 2007). To seek to avoid the
long delays characteristic of Indian courts, “Maintenance Tribunals” have been set up by
individual state governments to implement the Act outside the purview of any civil court in
India. Given its recent enactment, little is known about its effectiveness, although there have
been some reports of delays in its implementation at the state level (Sood, 2010).
Programmes intended to enhance incomes for informal-sector workers
India has experienced rapid economic growth in the last two decades, the result of a mix of
reform-minded policies, a demographic transition that has led to rapid growth in its working-age
population, and greater global economic integration. However, a continued concentration of the
workforce in the informal sector has left large numbers of individuals without the employment
protection available to formal-sector employees. As seen above, a significant number of workers
in the informal sector do not earn enough to lift, and then keep, their households out of poverty.
One major area of government activity in the effort to promote productive employment in the
informal sector has been the provision of subsidized micro-credit, particularly in rural areas. This
is reflected in Reserve Bank of India regulations that tie commercial banks to allocating at least
40 per cent of their business to “priority areas” at low rates of interest, the growth of state-owned
regional rural banks lending at subsidized interest rates, and public-sector institutions such as the
Small Industries Development Bank, the Rashtriya Mahila Kosh and the National Bank for
Agriculture and Rural Development (NABARD) that refinance lending activity in rural areas and
the small-scale and micro-sector (Planning Commission, 2007). NABARD also functions as a
regulatory authority for microfinance institutions in rural areas. Rapid economic growth has
fuelled a corresponding growth in banking business and in micro-credit, and by some estimates
there may be as many as 20 million micro-credit borrowers (Miller, 2006). Plagued by years of
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losses and low uptake, there has been an increasing tendency among commercial and
government-owned banks to work with self-help groups (SHGs) and non-governmental
organizations (NGOs) in an effort to address problems of moral hazard and adverse selection
among borrowers. There is some evidence that loan repayment rates are considerably greater
when banks partner with SHGs or NGOs (Planning Commission, 2007). Overall though,
informal lending institutions (e.g. money lenders) continue to account for a significant portion of
loans, owing to their extensive outreach and ability to lend for consumption purposes (Basu and
Srivastava, 2005).
Alongside efforts to expand credit, the government has sought to provide subsidized insurance
against certain risks. For instance, crop insurance is provided at heavily subsidized rates, most
recently under the auspices of NABARD, but the experience has not been particularly promising:
insurance uptake has been low, and claims ratios (ratio of claim payouts to premium collections)
have been as high as 500 per cent, suggesting that the premiums have not been grounded in
sound actuarial calculations, a problem that also exists in the health insurance sector. In addition,
given the high transactions costs of operating crop insurance for small farmers, this has not been
an attractive proposition for the insurer. There has been some discussion to move to “weather
insurance” as a mechanism to address the difficulties of administering crop insurance – indeed,
some private insurers are moving in this direction (Venkatesh, 2008).
Perhaps the most significant recent effort to enhance incomes in the informal sector is the
Mahatma Gandhi National Rural Employment Guarantee Scheme (NREGS) launched in 2006,
which guarantees employment of 100 days annually to any rural household that has individuals
ready and willing to work in activities that involve physical labour; the programme provides a
wage of INR 100 per day. The scheme builds on previous programmes, including the
Maharashtra Employment Guarantee Scheme (launched in the 1970s) and the National Food for
Work Programme. The programme has grown rapidly since its launch in 2006-2007, with the
number of person-days of employment rising from 0.9 billion in 2006-2007 to 2.9 billion in
2009-2010. A number of concerns have been raised about poor targeting, corruption and delays
in providing statutory employment, but existing evaluations suggest that the programme has
benefited the rural poor, particularly women, who have been a significant proportion of the
beneficiaries under the programme (Dey, 2010; Drèze and Khera, 2009; Jha et al., 2009).
Innovative aspects of the programme include self-targeting (any rural household can apply for
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employment under the programme), transparency (detailed records are available online for every
works programme), and considerable oversight by village governments (panchayats) and NGOs.
There are other ways in which government interventions have sought to enhance incomes among
members of working-age groups. Recent changes in Hindu laws of inheritance may well increase
access for working-age women to productive assets, including agricultural “income support” for
workers and survivors: land. There is direct financial support in the form of a lump-sum grant
from the national government for poor families that lose their breadwinner (National Family
Benefit Scheme), and starting in 2009, a new scheme was introduced that provides INR 200 per
month to widows aged 40-64 living in below-poverty line households. Other forms of support
have included subsidies for housing under the so-called Indira Awas Yojana to poor and lowcaste households. These appear to have been well-targeted, but are characterized by high levels
of corruption and delays in the transfer of funds to beneficiaries (Srivastava, 2004). Government
benefits are also available through food subsidies provided by the government, although once
again, India’s subsidized public distribution system has faced considerable criticism on account
of high leakage to non-poor households, and the low quality and limited variety of food items
distributed (Srivastava, 2004). Government subsidies for school education in rural areas (such as
under the Sarva Shiksha Abhiyan) can also be considered as activities intended to enhance
earning opportunities for households in rural areas.
Programmes protecting against the financial risks of ill health
It is estimated that no more than 15 per cent of India’s population has access to formal health
insurance, be it in the form of social health insurance (the so-called Employees’ State Insurance
Scheme – ESIS) through contributions paid by the employee and the employer, private health
insurance, or informal-sector insurance schemes. Some employers, such as the armed forces and
Indian Railways, offer their own subsidized health services to their employees. In principle,
Indians (including those lacking insurance) can access subsidized health services provided by the
public sector. However, by almost all accounts, public-sector health facilities in India offer care
of poor quality (as reflected in long waiting times, high rates of absenteeism, particularly in
primary care facilities in rural areas, and the unavailability of medicines). The poor quality of
health services is the result of a mix of factors, including (until recently), declining public-sector
health spending, low salaries, and a variety of organizational characteristics that limited
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transparency and accountability (Yip and Mahal, 2008). The social insurance scheme (ESIS) in
India has also come under severe criticism for poor-quality health facilities.
The large numbers of the poor and individuals working in the informal and the agricultural
sectors in India has motivated a number of innovative schemes to address the health-financing
related concerns of these groups. Given that the provision of health services in India is primarily
a provincial responsibility, one way in which this has occurred is in the form of provincial
government-led initiatives. At the same time, the large amount of financial resources controlled
by India’s central government implies that it is often the driver of major initiatives.
Thus, in 2005, the government of India embarked on the “National Rural Health Mission”
(NRHM) aimed at trebling the public sector’s contribution to health (as a proportion of GDP) by
2012 via expenditures on personnel, health facilities, health insurance programmes and so forth,
in collaborations with provincial governments (Gill, 2009; Yip and Mahal, 2008). With funding
provided by the NRHM, state governments have encouraged women to give birth in institutional
settings, irrespective of whether these are in the private or public sector. Apart from
organizational changes, the national government has sought to directly increase the number of
health personnel and other resources available in rural areas under its NRHM through increased
financing, and hiring from within villages where the services are to be delivered as a way to
address absenteeism. Although a major goal of the NRHM is to enhance maternal and child
health, its goal of improving rural health service delivery, including in secondary care facilities,
ought to protect individuals against the financial risks of ill health. This enormous exercise –
there are 565,000 villages in India – is still ongoing, although the major challenge appears to be
the adequacy of training imparted to these personnel. A recent evaluation of the scheme by the
Planning Commission (Gill, 2009) suggests considerable variation in performance across states,
with the poor states lagging behind in the utilization of funds and service delivery quality.
Change in government regulations allowing for entry of private insurers has been another means
by which the government has sought to promote health insurance coverage in the country. As
part of the regulatory framework, introduced in 1999, permitting private firms to offer insurance
products in the Indian market, all such firms were required to issue a certain proportion of their
policies in the rural sector. This strategy has not proved particularly effective. According to the
most recent estimates of the Insurance Regulatory and Development Authority of India (IRDA),
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private health insurance coverage does not exceed one per cent of the Indian population. In an
effort to expand their reach into rural/informal-sector groups, some insurance companies have
brought together representatives of large groups of informal-sector workers to provide insurance
coverage for hospitalization expenses to group members, such as SEWA. This mechanism of
promoting insurance has the advantage of addressing problems of adverse selection that might
otherwise hamper the viability of the insurance pool. These efforts have been confined, however,
to unstable relationships with a few large organizations. Moreover, the coverage available under
the health insurance packages provided in these arrangements is limited, owing to the small
amounts that individuals members can pay, and hardly adequate to be considered as catastrophic
insurance.
In some cases, insurance coverage to individuals in the informal sector has been directly
provided by organizations of which they are members. A particularly large scheme that covers
more than one million individuals is the Yeshasvini Cooperative Farmers Health scheme in the
Indian province of Karnataka (Radermacher et al., 2005). The scheme insures members of
farmers’ cooperatives, covering them against the risk of expensive medical surgery. The scheme
relies on both contributions from members of cooperatives as well as subsidies from the
government. The funds collected in this manner are managed by a third party administrator
responsible for paying out claims, maintaining records, approving claims and so forth. The
scheme has been able to attract several good-quality private hospitals to provide the necessary
surgical interventions covered by the insurance package as “network” hospitals. The organization
has faced difficulties with ensuring the re-enrolment of members. It is also apparent that such
schemes (along with private insurance) currently address the needs of only a small portion of
informal-sector employees and rural households in India.
Recently, a number of tax-financed insurance schemes have emerged in several Indian states.
The best known of these is the Rajiv Arogyasri scheme in the state of Andhra Pradesh. Begun
initially as a pilot project in 2007, the scheme has been scaled up to all districts in the state,
encompassing individuals living below the poverty line, which has been liberally defined to
include some 64 million people (out of a total population of roughly 80 million) in the state. The
scheme is managed as an autonomous entity (under the overall supervision of the state
government) and is fully tax-financed. There is a network of over 200 approved, high-quality
public and private hospitals to which enrolled individuals can access, following referral by a
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primary health centre, their first contact point. Owing to its large purchaser status, the state
government has negotiated favourable rates for a large range of inpatient and surgical
interventions with hospitals. Network hospitals are also expected to undertake routine health
check ups and health promotion visits and initiatives in rural areas. An ambulance network to
transport patients to hospital complements the Arogyasri scheme. Innovative features of the
scheme include the use of call centre technology to ensure rapid response time to emergencies.
Another important benefit of the scheme has been the development of software for maintaining
electronic medical records of an extremely large group of potential beneficiaries. A recent
evaluation suggests that the scheme has significantly reduced the financial burden of ill health on
the poor (Rao and Kadam, 2009). A major area of concern, however, is the financial viability of
the programme. Indeed, the state government recently requested additional funds from the
central government for the scheme, a request that was turned down.
Another large scheme financed primarily by India’s central government is the Rashtriya
Swasthya Bima Yojana (RSBY). The scheme is intended to cover all below-poverty line
individuals/households in India. Although “poverty line” is not defined as liberally as under the
Arogyasri scheme, this would still amount to some 280-300 million Indians. Currently coverage
extends to about 40 million people. Under the auspices of the Indian Ministry of Labour, the
scheme involves the central government (and smaller contributions from state governments)
paying premiums to insurers on behalf of the poor, who are identified by local governments and
by proxy means tests. The insurers are responsible for issuing a “smart card” to the poor in order
for the latter to access designated types of care at empanelled public and private hospitals.
Annual coverage is a maximum of INR 30,000 (about USD 650). The smart cards are also
expected to create a medical history for their holders and serve as a useful device to monitor
health spending by insurers. The scheme is currently being rolled out in different states of India.
Although no systematic evaluations are as yet available, there is some anecdotal evidence of
supplier-induced and inappropriate use of health services under the scheme (personal
communication with Nishant Jain, Consultant to the Ministry of Labour, Government of India).
Lessons for other countries in the region
India’s experience with interventions to address income security for the elderly and the nonelderly population offers a number of interesting insights to policy-makers in the region,
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particularly from countries that have similar characteristics: namely, a significant informal
sector, considerable regional and cultural diversity within country, a resource-constrained
environment (despite its recent rapid growth) and large numbers of poor people. To be sure, one
might argue that its democratic political structure permits (and creates demand for) a more open
discussion at the decision-making table; but equally it can be argued that the poor have less
influential lobbies, and may be “too patient” with the system (Drèze and Sen, 1995). Another
area where India may be more advantageously placed than some of the other less well-off
countries is in terms of its capacity to design and implement programmes, although again,
relative to the size of the country, such capacity is limited, particularly in the public sector.
We believe that the main lessons from the Indian experience that apply to other countries can be
divided into three areas: the appropriate role of the public and private sectors, and the division of
responsibility between the national government and lower levels of government when funding is
provided primarily by the government; the relative roles of tax financing versus contributionbased approaches; and programme implementation (including targeting beneficiaries,
management capacity and evaluation).
The role of public and private sectors and the division of responsibility between different levels
of government
The Indian experience, with both pensions and insurance against financial risks from ill health,
points to the important role that private providers can play, even when substantial financing is
coming from public-sector sources. In the case of the National Pension Scheme (NPS), private
fund managers competed for the right to manage funds contributed by employees and the
government, leading to some of the lowest fund management fees anywhere in the world, while
recently providing an average of 14.5 per cent returns (across the different asset classes). Indeed,
the EPFO (Employees’ Provident Fund Organization) copied the NPS model for the management
of its own funds and achieved much higher returns for its contributors than in any previous year.
Partly as a response to the performance of these funds, there has been a move to transfer funds
under micro-pension schemes in the state of Rajasthan that are currently being managed on a
notional defined contribution (NDC) basis by its government to the fund managers of the NPS
(Shanker and Asher, 2009). Co-contributory micro-pension schemes offer another example with
private sector players being potential managers of funds, developers of products, and distributors
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of payments, and the government as a co-contributor. The private management of tax-financed
health insurance programmes – specifically Arogyasri and RSBY – offers another noteworthy
example. Here, competitive bids were invited from private insurers to manage government funds
(provided on a per capita basis), administer claims and manage health-care provider interactions
with patients, with the balance left over being treated as profit to the insurer. Moreover, the
health insurance funds could be used to pay health-care services received either from empanelled
private or public providers. Other relevant examples of public-sector financing and private
provision exist. Under the Janani Suraksha Yojana (JSY) of the National Rural Health Mission,
private providers have been used to provide maternity services whenever public-sector provision
is unavailable or inadequate. A related scheme, the Chiranjeevi Yojana, launched in Gujarat in
2005, had the state government contracting with private providers for childbirth delivery services
for poor women in return for a fixed payment (McNamee and Acharya, 2009). While no
systematic evaluation exists, this scheme appears to have reduced maternal mortality
significantly. Other examples of health services being contracted out to the private sector in this
type of contracting framework include diagnostic services in some hospitals in Andhra Pradesh,
the empanelment of private providers in government financed insurance schemes, the
management of primary health centers in Karnataka, and a variety of health education
campaigns. And in the micro-credit arena, public-sector commercial banks and refinance
institutions (such as NABARD) have relied on non-governmental organizations, self-help groups
and microfinance institutions to promote lending to small borrowers. The general point is that
even as government financing is used to overcome market failures, autonomy of management of
these funds, private provision (in some cases), and innovative practices can yield efficiency gains
particularly if public-sector capacity in service provision or fund management is inadequate.
There are, however, some areas of longer-term concern, although the experience with many of
these programmes is far too limited to permit corroborating evidence. Specifically, existing
health fund management arrangements may be attractive to private insurers (at current levels of
financial contributions) only if claims rates remain low – in the longer run, these programmes
may end up back on the government’s lap as claims rates rise with population awareness. This
may not be a major issue immediately in light of the present low claims ratios overall under
RSBY or Arogyasri, but it does call for stronger oversight to maintain programme sustainability.
In the case of the Chiranjeevi Yojana scheme, there have been reports of contracted doctors
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seeking to exit the scheme on account of lack of profitability (McNamee and Acharya, 2009).
Fraudulent billing by hospitals is emerging as a problem, although evidence in the context of
Arogyasri and RSBY is unavailable in India (Narayan, 2010). Inadequate regulatory oversight
with respect to health providers is another concern, given the considerable variation in quality
that exists across private providers (Das, Hammer and Leonard, 2008). A related insight from the
Indian case has to do with the effectiveness of public-sector service providers as competitors to
private providers. Efforts to enhance public sector efficiency via promoting autonomy and so
forth are likely to run into challenges from a group – public-sector personnel – who may have
strong interests in maintaining the status quo of job security and limited accountability. This can
turn out to be important when policy-makers seek to introduce competition among providers or
fund managers as a means to promote efficiency in care provision. In general, with a few
exceptions, the public sector has not been able to compete effectively for public funds thus far –
whether in the right to manage pension funds, or as healthcare providers seeking funds from
publicly-financed insurance. Public hospitals in Kerala have been effective in attracting RSBY
funds owing to a more engaged leadership and investments in service quality and infrastructure.
This, however, is not the norm. Moreover, in the longer run, medical personnel in public-sector
health facilities may well be attracted away to the private sector, thus curtailing competition, as
indeed seems to be already happening.
The other set of lessons emerging from the Indian experience relate to the appropriate roles of
the national government and that of the state and lower level governments. In a number of
programmes, the central government has provided financing, technical guidance and overall
vision, but has left the actual implementation of the programme to state governments (e.g. the
national old-age pension scheme, the Indira Awas Yojana, for housing the poor), and some
responsibilities have even devolved to local governments (such as the identification of the
beneficiaries). This is obviously the case for RSBY. In the case of the National Rural
Employment Guarantee Scheme, local governments have important inputs into the design of
specific work programmes and the identification of beneficiaries. The key role of local inputs in
the design of programmes even as the central government remains the main programme funder is
a common theme across several central government-funded programmes, and is in line with
theory on local public goods. Centralized financing and technical support may also help address
inter-regional equity and human resource capacity constraints. Moreover, there has been some
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effort to address moral hazard issues in centre-state fiscal relations – specifically, central
governments have been requesting state governments to match their contributions – which are
mandated under the RSBY programme and “recommended” under the National Old Age
Pensions scheme.
Again, there have been cases of local and political capture of funds; such as under the rural
employment guarantee scheme and the Indira Awas Yojana. Difficulties have also arisen in the
identification of beneficiaries under the different programmes. Moreover, not all state
governments have the oversight capacity to manage private-sector operators or grant funds from
the central government, as is becoming apparent under the National Rural Health Mission (Gill,
2009). This issue is further addressed below.
Financing from general revenues versus other sources of funds
A second feature of the Indian experience (and indeed from many other countries in Asia,
including Thailand and Sri Lanka) is that despite efforts to promote private financing and
mandated contributions to social insurance in the interests of sustainability, any significant
scaling up of programmes that address income insecurity will require significant and continued
reliance on financing from general revenues. This reflects the fact that any significant expansion
of coverage will include large numbers of poor who are unlikely to participate in programmes
that either require voluntary contributions, or programmes that require mandatory contributions.
In India, efforts to enhance private voluntary financing, or mandated contributions, include the
NPS, which has a mandated contributory component, with equal contributions by government
employees and the government (as the employer), and a voluntary component composed solely
of employee contributions for retirement. Recently, the voluntary component of the NPS has
been extended to any individual who seeks to contribute in order to benefit from its professional
fund management. Allowing for entry of private providers in the insurance business (including
life and health insurance) after 1999 and the set up of the Insurance Regulatory and Development
Authority (IRDA) is another example of government efforts to promote voluntary health and life
insurance (including annuities) coverage. These efforts reflect a government policy emphasis
requiring at least the better-off groups to rely on their own contributions, both for reasons of
equity as well as for enhancing programme affordability. In the case of the NPS, government
efforts to introduce employee contributions and individual accounts stemmed also from policy27

makers’ concern about the fiscal impact of defined benefit pension plans for its employees.
Mandated contributions to the EPFO essentially cover employees in the formal sector who tend
to be economically better placed than other segments of the working-age population. Both the
RSBY and Arogyasri health insurance schemes also make some effort to exclude the non-poor.
In the case of the former, this is accomplished through proxy means tests. In the case of the
latter, the exercise takes the form of excluding households that do not possess “ration cards”,
usually given to those with low economic status. Similarly, efforts that have sought to promote
micro-pensions and micro-health insurance by means of regulatory guidelines for insurers aim to
attract contributions by the marginally non-poor for addressing income insecurity. Overall,
programmes relying on private-sector action cover no more than 10-15 per cent of the total
population. This excludes policy measures that penalize children for not supporting their elderly
parents and that promote expanded property rights for women.
These efforts notwithstanding, recent government programmes to address economic insecurity
are financed primarily from general revenues in India. In the case of programmes specifically
directed towards the poor elderly, “social pensions” are the most obvious manifestation of this
tendency to rely on general revenues, whether funded by the central or state governments. Other
examples include government subsidies for housing as well as funds for the massive National
Rural Employment Guarantee Scheme, which is funded entirely out of central government funds.
In the case of health, the RSBY, the National Rural Health Mission and the Arogyasri schemes
are also supported from general revenues. To the extent that India’s recent rapid economic
growth (and consequent expansion in tax revenues) underpins these developments, the sobering
conclusion is that in many low-income countries, significant expansion (or introduction) of
similar programmes (even on a smaller scale to that of India) may well have to be conditioned on
substantial economic progress. That said, the small- or medium-scale expansion of social
protection programmes can potentially help spur the economic growth that is necessary to allow
for larger-scale programmes.
Implementation: Achievements and challenges
The Indian experience also provides a number of insights into the challenges of programme
implementation. First, there is the issue of identifying beneficiaries to whom programmes are
directed – such as the poor and the elderly. India has experimented with a number of different
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programmes to identify the poor and the elderly, such as proxy means assessments based on
household surveys (RSBY), self-targeting (national rural employment guarantee scheme),
identification with the help of local governments (social pensions), occupational and caste
characteristics (Indira Awas Yojana in the case of housing), and whether households to which
individuals belong hold ration cards or not. In general, targeting strategies focused on proxy
means require repeated household assessments to adequately address the dynamic nature of
poverty – specifically, movements into and out of poverty. Similarly, strategies based on
identification by the local government are often characterized by local political capture, with
benefits often going to supporters of the major political parties (Srivastava, 2004). Two
responses that appear to have been more effective in the Indian context are a relatively cheap
option (self targeting as under the employment guarantee scheme) as well as more expensive but
“generous” targeting device used for the Arogyasri scheme that defined all ration-card holders
(80 per cent of the population of Andhra Pradesh) as poor. Another feature of targeting in the
employment guarantee scheme is the public availability of information on all beneficiaries (and
payments received), and thus the possibility for “social audits” involving local communities and
non-governmental organizations.
The difficulty of assessing ages for social pension recipients and ensuring that the intended
“recipients” are not deceased implies that birth and death registration ought to be a priority step
for many developing countries. India’s recent efforts towards creating a unique identification
number for each Indian, which also uses biometric information, constitutes an important step in
this direction.
Second, the use of information technology-based platforms – whether in the form of providing
detailed and publicly-available information on beneficiaries under the employment guarantee
scheme; the creation of smart cards for RSBY that are used to identify beneficiaries, track health
care use and claims (and similar systems for Arogyasri); or the system for tracking fund
contributions, allocations and accumulations in the NPS – is central to the administration of
many of the new schemes being set up in India. This movement away from a paper-based system
is likely to increase transparency and speed up transactions. Thus, under the RSBY and
Arogyasri, claims are processed directly via an exchange of information between the providers of
care and the insurer, with the patient not incurring any out-of-pocket expenditure under this
“cashless” system. Individuals can now allocate their funds to be invested under the NPS online,
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just as in many developed countries. Some states like Andhra Pradesh have also transferred
information on property ownership and registration onto the Internet, thereby enabling speedier
property transactions. By contrast, the EPFO – the organization that manages social insurance
funds – continues with paper-based information, with accompanying delays and beneficiary data
that are out of date. Indeed, the emergence of IT-based platforms is likely to increase the ease
with which contributions and accumulations (or health benefits) can be tracked even as
individuals move across jobs and geographical regions. This is already happening with the
extension of the voluntary component of the NPS to individuals in the informal sector. There has
also been some discussion of extending banking services to rural areas via mobile devices,
reducing the cost of financial transactions in that population segment.
At the same time, India faces a number of difficult challenges with regard to the effective
implementation of its programmes. These include, first, human resources to manage insurance
and other funds. In the case of managers of health insurance, skills related to the design and
implementation of sophisticated payment systems involving the use of DRG (Diagnostically
Related Groups), pay for performance, and global budgets are in short supply. The need for such
capacity is apparent from the recent claims history under the RSBY health insurance scheme that
suggests significant supplier-induced demand for health services (communication with Nishant
Jain, consultant Ministry of Labour, India).
A second major area of concern is the lack of evaluation of many of these innovations. Although
the National Rural Employment Guarantee Scheme has attracted much research attention in
India, much less is known about the effectiveness of programmes such as IAY, NOAPS, RSBY
and Arogyasri. Little is known about the implications of existing payment practices on health
spending under different government-funded schemes. Nor has any systematic analysis been
conducted on the long-term viability of programmes that are in place or being introduced. A
recent sharp cutback in Arogyasri funds for 2010-2011 reflects the need for careful and ongoing
programme assessment. Concerns about the lack of evaluation of the National Rural Health
Mission have been noted elsewhere (Gill, 2009). This state of affairs reflects not just a lack of
political interest in outcomes but also the need for good data. For instance, there is a need to
develop databases on morbidity and mortality outcomes, disease indicators, and socio-economic
indicators.
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Final concluding thoughts
Although not highlighted above, it is important to appreciate that many of the programmes
described above are underpinned by India’s specific political and economic circumstances. The
Arogyasri scheme was the flagship programme of the former Chief Minister of the state of
Andhra Pradesh and an important factor in the landslide win of his party in the last elections.
Indeed, the recent increase in similar programmes in other Indian states may well reflect the
winning politics of health insurance. The Congress party, to which the Chief Minister of Andhra
Pradesh belonged, has also introduced programmes for the less well-off financed by general tax
revenues, such as the employment guarantee scheme, and the various health insurance plans and
the housing scheme. The ongoing rapid economic growth has encouraged these efforts by its
impact on tax revenues that have increased significantly in recent years.
The rising economic inequality that has accompanied India’s economic growth has also fed a
politically-driven demand for social protection programmes. As India’s population continues to
age, the aware public will seek to have such programmes (both in the arena of health insurance
and old-age economic security) cover a greater share of the population. Although the challenge
of doing so will be immense, and most of the funding will necessarily be tax-financed, the
programmes already in place offer a good starting point for expanding social security.
Most broadly, researchers in India and elsewhere might benefit by comparing India’s social
security efforts with those of other countries that have similar per-capita income and labour
market conditions. Such a comparison could yield insights about the design of programmes and
their fiscal sustainability (For a broad study of social protection programmes across Asia, see
Bloom et al., forthcoming 2010).
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