



A STUDY ON PUBLIC HEALTH CARE EXPENDITURE AND ECONOMIC GROWTH IN INDIA
Abstract: Good health is both an intrinsic human right and a catalyst for economic development. A healthy population contributes to higher productivity, improved labor participation, and enhanced human capital formation. India, however, remains one of the countries with the highest out-of-pocket (OOP) health expenditures, with nearly 89.2% of medical treatment costs borne by individuals (World Health Organization, n.d.). The National Health Policy (2017) reports that approximately 63 million people fall into poverty annually due to health-related expenditures. Despite economic expansion, India’s public spending on health remains close to 1.3% of GDP, far below global benchmarks. This paper examines public healthcare expenditure trends, their implications for economic growth, and how inadequate health investment hinders inclusive development in India.
Introduction

 Health care expenditure is a critical determinant of social welfare and economic performance. Modern growth theories emphasize the role of human capital—particularly health—in enhancing productivity and supporting long-term development. Countries with healthier populations tend to outperform others in terms of labor efficiency, innovation capacity, and economic output (Bhargava et al., 1990). In India, however, sustained increases in GDP have not been matched by proportional rises in public health investment. Constitutionally, health is a state subject under Entry 6 of the State List, giving state governments the primary responsibility for public health, sanitation, and hospital administration. Yet both central and state governments share financial responsibilities for healthcare through national health missions, centrally sponsored schemes, and fiscal transfers. This multilevel framework often produces disparities in health investment across states, influenced by fiscal capacity and political priority (Deepak Kumar et al., 2014). Despite these institutional arrangements, India’s overall health expenditure remains below 4% of GDP, with government expenditure among the lowest globally. This underinvestment has facilitated an excessive dependence on out-of-pocket payments, which account for nearly 90% of total health spending (World Health Organization, n.d.). High OOP burdens force many households to forgo or delay necessary treatment, borrow money, or sell productive assets, resulting in long-term economic and social consequences. The National Health Policy (2017) indicates that millions fall into poverty each year due to healthcare costs, highlighting the pressing need for equitable and financially protective health systems. Rapid demographic changes, epidemiological transitions, and the increasing burden of non-communicable diseases further strain India’s health system. While per capita health expenditure increased modestly over the past decade, the improvements are insufficient to address structural gaps in infrastructure, workforce distribution, and service quality. Recognizing these challenges, the National Health Policy aims to raise public health spending to 2.5% of GDP by 2025. Achieving this target requires stronger governance, transparency, and resource allocation efficiency.
Given these challenges, understanding the link between health expenditure and economic growth is vital. Empirical evidence shows a strong positive association between investment in health and economic performance in both developed and developing countries (Ke Xu et al., 2008; Wang, 2007). This study contributes to the discourse by examining India’s public health expenditure trends and their significance for economic growth and human development.
Review of Literature
Rajeshkumar and Nalraj (2010) examined the causal relationship between healthcare expenditure and economic growth across four Indian states using annual data from 1991 to 2010. Their findings indicated a strong correlation between public health expenditure and economic growth in all states studied, suggesting the presence of undirected causality from government spending to economic performance. Their results highlight the economic significance of public investment in health services.
Ke Xu et al. (2008) analyzed the determinants of health expenditure across developing countries using panel data from 143 nations over the period 1995 to 2008. Their study revealed substantial variation in health spending among countries, ranging from less than 5% to as high as 15% of GDP. They found that, after controlling for other factors, health expenditure generally does not grow faster than GDP. The study further concluded that there is no significant difference in spending levels between tax-based and insurance-based financing systems. Another important finding was that external health aid often reduces domestic government health expenditure. They also noted that government spending and out-of-pocket payments follow different trajectories, and that the pace of health expenditure growth differs according to countries’ levels of economic development.
Bhargava et al. (1990) investigated the effects of health indicators—particularly adult survival rates (ASR)—on economic growth in both developed and developing countries between 1965 and 1990. Their analysis demonstrated that higher ASR significantly improves economic performance, especially in low-income countries. They also found GDP thresholds beyond which ASR had little effect on growth. The authors argued that additional measures of health, such as disease prevalence and cognitive functioning, are important to maintaining a skilled labor force, further reinforcing the role of health in economic production. They emphasized the need for more comprehensive epidemiological data to better understand the long-term relationship between health and economic growth.
Seshaiah et al. (2016) studied the impact of general government expenditure on GDP growth in India from 1980–1981 to 2015–2016 using regression analysis. Their results showed that most categories of government expenditure positively and significantly influenced GDP growth, except for foreign direct investment (FDI) growth. They concluded that raising developmental expenditures—especially in infrastructure—is essential for sustaining higher economic growth.
Deepak Kumar et al. (2014) assessed the impact of macroeconomic policies on public health expenditure in India during the post-liberalization period from 1990 to 2014. Analyzing data from 15 major Indian states, they found that state revenue and central government transfers constituted the primary sources of public health financing. While non-tax revenue and direct taxes showed no short-term impact on health expenditure, both demonstrated positive long-term effects. Their findings suggested that improving revenue collection, expanding the tax base, and efficiently utilizing central grants would help create fiscal space for greater public investment in healthcare.
Wang (2007) examined data from 31 countries between 1986 and 2007 to explore the bidirectional relationship between healthcare expenditure and economic growth. Panel regression results showed that increases in health expenditure stimulate economic growth; however, economic growth tends to reduce the rate of health expenditure growth. Quantile regression analysis further indicated that in countries with low economic growth, increases in health expenditure may actually reduce growth.
Elmi and Sadeghi (2009) investigated the relationship between economic growth and health expenditure in developing countries from 1990 to 2009. Their findings confirmed that income is a major determinant of health expenditure in the long run. The study also supported the health-led growth hypothesis, suggesting that improvements in population health contribute positively to economic development.
Ak (2012) explored the long-term causal relationship among health expenditure, economic growth, and life expectancy in Turkey. The study found no evidence of a long-term relationship between the variables, although it did show that health expenditure and economic growth share a one-way causal relationship. These results demonstrate that country-specific factors can influence the degree to which health spending affects growth.

Statement of the Problem
Despite India’s considerable economic progress over the past decades, public investment in healthcare has remained disproportionately low, resulting in chronic underfunding, inadequate infrastructure, and high out-of-pocket expenditure. With government health spending still below 1.3% of GDP, millions of households incur catastrophic financial burdens when accessing care, and approximately 63 million people fall into poverty annually because of medical expenses (National Health Policy, 2017). This mismatch between economic growth and health investment raises concerns about the inclusiveness and sustainability of India’s development path. Although health is a critical input in enhancing productivity and human capital, the country’s public health expenditure has not kept pace with rising population needs and disease burdens. This gap necessitates a thorough investigation into whether existing spending patterns are sufficient to improve health outcomes and support sustained economic growth.

Objectives of the study

1. To examine the growth and trends of public health expenditure in India.

2. To analyze how health expenditure contributes to improved health outcomes and economic growth..

Methodology

This study is based entirely on secondary data gathered from reliable and authoritative sources. Government publications such as the Statistical Abstracts of India, Ministry of Health and Family Welfare reports, National Health Accounts, National Accounts Statistics, Census of India documents, and NITI Aayog reports provide essential data on health expenditure, demographic characteristics, and macroeconomic trends. Additional insights are drawn from the World Health Organization and World Bank databases for international comparisons. 
Table 1

Public expenditure on Health- International comparison

Public expenditure on Health as % of GDP across World Income Groups- 2022

	Countries
	% of GDP

	High income countries
	5.8

	Upper middle income countries
	4.0

	Lower middle income countries
	2.4

	Low income countries
	1.2

	India
	1.0


Source: Global Health Expenditure Database. WHO(2022)

Table 1 compares public health expenditure as a proportion of GDP across global income groups in 2022. High-income countries spend an average of 5.8% of GDP on public health, while upper-middle-income countries allocate 4.0%, and lower-middle-income countries spend 2.4%. Low-income countries spend just 1.2%. India’s expenditure stands at 1.0%, which is not only below the global average of 3.8% but also lower than the average for lower-middle-income economies. This comparison highlights India’s relatively low fiscal commitment to public health despite being categorized as a lower-middle-income country. The data underscore the need for significantly higher public funding to meet basic health system requirements and close the gap with global norms.
Table 2

Public expenditure on health as % of GDP among countries with significant UHC service coverage – 2015

	Countries
	% of GDP

	Sweden
	9.2

	France
	8.7

	Denmark
	8.7

	Belgium
	8.6

	Netherlands
	8.6

	Switzerland
	8.5

	Norway
	8.5

	USA
	8.5

	UK
	7.9

	Austria
	7.8

	Canada
	7.7

	Iceland
	7.0

	Italy
	6.7

	Portugal
	5.9

	Luxemburg
	5.0

	Republic of Korea
	4.2

	Brunei Darussalam
	2.5

	Singapore
	2.2


National health profile 2018

Table 2 presents public health expenditure as a percentage of GDP among countries known for strong Universal Health Coverage (UHC) systems. Countries such as Sweden (9.2%), France (8.7%), and Denmark (8.7%) allocate high levels of public spending, reflecting their comprehensive health service delivery. Even countries like the United States, United Kingdom, and Canada maintain expenditures between 7.7% and 8.5%. On the lower end, Singapore spends only 2.2%, despite having efficient health outcomes due to alternative financing mechanisms. The table illustrates that most countries achieving high UHC coverage spend significantly more than India’s 1%, emphasizing the relationship between strong public funding and high-quality health services.
Table 3

Trends in Public expenditure on health

	Year
	Public expenditure on health(crores)
	population
	GDP
	Percapita public expenditure on health (Rs)
	Public expenditure on health as a percentage of GDP

	2009-10
	72536
	117
	6477827
	621
	1.12

	2010-11
	83101
	118
	7784115
	701
	1.07

	2011-12
	96221
	120
	8736039
	802
	1.10

	2012-13
	108236
	122
	9951344
	890
	1.09

	2013-14
	112270
	123
	11272764
	913
	1.00

	2014-15
	121600.23
	125
	12433749
	973
	0.98

	2015-16
	140054.55
	126
	13764037
	1112
	1.02

	2016-17
	2.13,119
	128
	15253714
	1397
	1.4

	2017-18
	243388
	129
	16751688
	1657
	1.28


Source; national health account cell, ministry of health and family welfare

Table 3 shows a steady rise in India’s public health expenditure, growing from ₹72,536 crores in 2009–10 to ₹243,388 crores in 2017–18. Per capita public health expenditure also increased from ₹621 to ₹1,657 over the same period. However, public health expenditure as a percentage of GDP fluctuates only slightly, ranging from 0.98% to 1.40%, indicating limited progress in increasing the share of health in the national budget. Although there is an upward trend in absolute expenditure, the modest rise in GDP share indicates that health spending is not growing proportionately with the economy. Thus, India continues to underinvest in health relative to its economic capacity.
Table 4

 Trends in Centre state Share (%) in total public expenditure on health
	Year
	Centre
	State

	2009-10
	64
	36

	2010-11
	65
	35

	2011-12
	65
	35

	2012-13
	67
	33

	2013-14
	66
	34

	2014-15
	67
	33

	2015-16
	69
	31

	2016-17  RE
	71
	29

	2017-18 BE
	63
	37


Source: national health accounts cell, ministry of health and family welfare

Table 4 displays the proportion of public health expenditure contributed by the central and state governments. From 2009–10 to 2016–17, the central share increased from 64% to 71%, while the state share declined from 36% to 29%. This pattern points toward increasing fiscal centralization in the health sector, with states becoming more dependent on central transfers. In 2017–18 (BE), the trend temporarily reverses, with the centre’s share falling to 63% and the state share rising to 37%. Overall, the data suggest that states’ independent investment in health is weakening, which has implications for decentralized planning and responsiveness to local health needs.
Table 5

Composition (%) of Total Public Expenditure on Health in 2015-16

	Items
	Percentage

	Medical and Public Health
	78.7

	Family welfare
	12.6

	Others
	8.8


Source: National Health Accounts cell, ministry of health and family welfare

According to Table 5, Medical and Public Health services account for the largest share of public health expenditure at 78.7%, reflecting a dominant focus on curative and institutional services. Family Welfare programs represent 12.6%, while Other Expenditures account for 8.8%. The distribution signifies that although family welfare services are funded, the majority of government resources go toward general medical and hospital services. This pattern suggests the need for greater investment in preventive, promotive, and reproductive health components that have long-term benefits.
Table 6

Composition (%) of public expenditure of states on medical and public health in 2015-16
	Items under medical and public health
	Percentage

	Urban Health Services –Allopathy
	5%

	Urban Health Services – other system of Medicine
	25

	Rural Health Services – other system of medicine
	2

	Medical Education Training and Education
	12

	Public health
	13

	Miscellaneous
	4

	Grand total 
	95828 crores


Source: National Health Accounts cell, ministry of health and family welfare

Table 6 shows that state-level expenditure under medical and public health is dominated by Urban Health Services – Other Systems of Medicine (25%), followed by Public Health (13%) and Medical Education, Training, and Research (12%). Urban Health Services – Allopathy receive 5%, and Rural Health Services – Other Systems of Medicine receive 2%. Miscellaneous spending represents 4% of the total. The data indicate a strong emphasis on urban health services and alternative medical systems, with a relatively lower investment in rural health. Given India’s largely rural population, the spending pattern highlights a potential imbalance in resource allocation.
Table 7

Composition (%) of public expenditure of states on family welfare in 2015-16

	Items
	

	Direction and administration
	6

	Training
	1

	Research and evaluation
	1

	Rural family welfare services
	25

	Urban family welfare services
	2

	Maternity and child health
	12

	Assistance to local bodies
	5

	Other services and supplies
	9

	Tribal area special component plan for

SC component plan
	15

	Other expenditure
	23

	Grand Total
	16713.9 crores


Source: National Health Accounts cell, ministry of health and family welfare

Table 7 reveals that Rural Family Welfare Services receive the highest share of expenditure at 25%, reflecting their importance in India’s demographic and maternal–child health context. Tribal and SC Special Component Plans account for 15%, while Maternity and Child Health receives 12%. Urban family welfare services receive only 2%, indicating a predominantly rural orientation. A significant portion, 23%, falls under “Other Expenditure,” which may include administrative and miscellaneous program costs. The distribution underscores the government’s emphasis on rural and marginalized populations but also points toward the need for clearer categorization and accountability within the "other" category.
Major findings

 1. Health expenditure as a percentage is much higher in the developed countries. High income countries spend 5.2 % of GDP on health, It is 3.8% for upper middle income countries and for India it is only 1 %.. Healthcare spending as percentage to GDP is very low for India. 

2. Public health sector spending by the Central and state governments are low. During the study period Centre’s share of health expenditure out of total expenditure shows an increasing trend while the state contribution on health shows a decreasing trend.

3. There is an increasing trend of the percentage share of public health expenditure to the GDP of the country during the year 2009-10. The percentage share of public health expenditure constituted around 1.12 per cent of the country’s GDP and later during the period of 2015-16 it increased to 1.17.  But there is only a slight increase in the public expenditure in health.

4.  Medical and public health constitutes a major share of health expenditure.

5. Out of the medical and public health urban health services constitutes highest percentage of expenditure. Public health services are relatively more accessible in urban areas.

6. Majority of the share of health expenditure among family welfare goes to the rural family welfare services. 

Based on the findings of the present study, following specific policy recommendations are made

1. Higher allocations and prioritization  of health sector constitute necessary condition for the development of this sector.  The funds allocated must flow into desired channels through governance and effective implementation.

2. There is need to concentrate on health policies in rural areas. Lack of awareness, economic poverty, social disparities lead to underutilization of these services in rural areas. 

3. Health indicators are significantly related to per capita public health expenditure. Hence inorder to improve the health status it is very important that government should raise its expenditure on health sector. In order to achieve WHO’s goal of “Health for All” the target of at least 5 percent of GNP on health sector is essential.

4. Economic policies should concentrate on overall economic development of  poor performing states so as to improve the health status of poor sections

Conclusion

The differences in the availability of health care facilities have largely led to regional disparities.  There is a major issue for rural access to healthcare.  There exists a shortage of infrastructure for health services in rural areas. The dominance of private spending in health sector in India also deny adequate access to the poor.   This in turn has adverse outcomes not only for the affected population but for society as a whole. Both in terms of efficiency and equity, there is no alternative to the public provision of health care.  Increased health spending and reforms in health sector is necessary to solve the key issues such as accessibility, interstate- interregional disparities in health care,  
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