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Macro View                                                          

India confronts inadequate healthcare infrastructure with mere 6% share in global hospital beds and 8% 

share in doctors viz a viz 20% share of the global disease burden (Source: FICCI and E&Y). India is 

reemphasizing the evolution of healthcare sector which anticipates ~23% revenue CAGR over 2015-20 to 

reach $280 billion. Hospitals have big ~73% share in the Indian Healthcare Industry.  

 
Source: Narayana Hrudalaya 2016-17 Annual Report 

Private healthcare players deliver over 70% of healthcare services in India. Private sector’s share in 

hospitals alone is estimated at 74% while its share of hospital beds is estimated at 40%. At the end-of 

2015, the size of the private hospital market in India was assessed at $81 billion and estimated to have a 

CAGR of 24.2% during 2009-2015. Private players continue to invest significantly in this sector due to 

historical under-investment, ample demand and prevalence of favorable dynamics which are expected 

to sustain the demand for healthcare.  

 
Source: Apollo Hospitals 2016-17 Annual Report
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Porter’s Five Forces Analysis on Indian Healthcare Facilities Industry 
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Business Economics 

1. Capital Intensive: With soaring real-estate prices in tier-1 cities, large capital is needed to build a 

new hospital through Greenfield project. Businesses require high annual CAPEX for general 

maintenance of existing medical equipments and up gradation as new equipments with better 

technology are innovated.  

 

2. Huge Operating Leverage: Think of a 500 bed hospital with 400 presently occupied by patients. 

Bulk of revenue generated from patient in 401st bed will flow to bottom line as higher fixed costs 

remain constant with lower variable costs like doctor’s service fee, medical consumables, etc for 

the marginal patient.  

 

3. Economies of Scale: Big opportunity for economies of scale for large scale hospital operators to 

negotiate lower prices and better terms from suppliers (medical devices, consumables, drugs, 

etc.) and be more efficient with larger volume. 

 

4. Brand, Stickiness, Pricing Power: The most important thing for the patient needing a heart 

surgery will be to get the surgery done by the best doctor in the country. Cost would be the last 

thing on their mind. This gives pricing power to some extent to credible and branded hospitals in 

terms of private rooms and other higher category of services. Credibility makes patients stick for 

any future need.  

 

5. Recession Proof & Evergreen: People are always going to need healthcare service with aging 

population and changing disease profile.   

 

6. Low to negative working capital need: Patients paying out of their pocket are given very short 

window to settle their accounts once service is provided in the hospital. Since only ~17% of 

Indian population is covered by any kind of health insurance, out-of-pocket spends are major 

portion of total healthcare spend. This makes low to negative working capital business model as 

suppliers are made to wait longer than receivables are received. It will be interesting to see in 

future how businesses are coping with increasing working capital requirements as more people 

are covered by health insurance and lower out-of-pocket spends.  

 

7. Gestation period for new hospitals: Generally it takes up to 3-4 years of time for a new hospital 

to mature and generate enough occupancy rates to become EBITDA positive. Until then because 

of huge fixed costs, it will report losses which may depress consolidated profitability. Capital 

return ratios can get muted in short term if capital deployed gets bloated up in to new hospitals. 
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Future Growth Levers 

1. Supply gap: India will need 6 -7 lakhs of additional beds over next 5-6 years indicative of an 

investment opportunity of $25-30 billion. Bulk of new supply will come from private players 

providing huge opportunity up for grabs. As per 2015 PwC report, it is estimated that India will 

need to add 3.6mn beds over the next 2 decades to address the existing as well as the growth in 

population.  

 

2. Aging population: Nearly 8% of the population was above the age of 60 years in 2011. This 

proportion is expected to climb to 12.5% by 2026. Aging population will keep health care 

demand in-tact in future. 

 

3. Increase in health insurance coverage: As per IRDA, nearly 21.6cr people have health insurance 

coverage in India (as of 2013-2014), accounting for only 17% of the total population. As more 

people get covered, healthcare demand should only increase from current levels. 

 

4. Positive Changing Demographics: Rising income levels, increasing penetration of health 

insurance, increasing bed count of hospitals across multiple clusters of the country should keep 

healthy demand for private healthcare service providers.  

 

5. Increasing Medical Tourism: As per recent study by KPMG report, the size of the medical 

tourism market was estimated to be around $3.6 billion in 2015 which is expected to reach 

$10.6 billion by 2019 representing a CAGR of 30%.  

 

What can go wrong? 

1. Talent Crunch: India produces one of the world’s largest numbers of doctors and other clinical 

talent, while it faces the worst clinical talent crunch at home. Currently, the country has only 0.7 

doctors and 1.7 nurses available per thousand populations. WHO recommendation is 1 doctor 

and 1.7 nurses per thousand population. The picture is even grim in specialty and super 

specialty where there is only one seat for every 5 MBBS doctors.  

 

2. Increasing competition in tier-1 cities: Most of the new supply of hospital beds by existing 

players is coming in tier-1 cities. This may lead to players compromising on margins in order to 

gain market share in competitive areas. 

 

3. Damaging government regulations: With effect from the financial year ending March 31, 2018, 

tax incentives have been reduced resulting in an increase in the effective tax rates for hospital 

businesses. Since fiscal 2011, hospitals benefitted from the tax deduction given in respect to 

capital expenditure incurred on setting up new hospital projects. Curbing of stent pricing by the 

government significantly affected tertiary hospital’s revenues by 3%-4% y-o-y impacting 

profitability. Any such moves by government can prove detrimental to the industry sentiments 

to grow and add more medical infrastructure.    



Indian Healthcare Delivery Sector: Understanding Industry & Opportunity 

 

5 
 

 

What qualities are needed in the business to thrive over long-term?  

1. Low Cost Provider: Businesses with a vision that can balance best quality healthcare service at 

low cost for all and provide decent return on invested capital. A business model where all 

stakeholders benefit from it. 

 

2. Asset Light & Creative Partnership Models: If outright purchase of land and building new 

hospital is costing a fortune – businesses which will stick to scaling through Asset Light & 

Creative Partnership Models will grow swiftly keeping a healthy balance sheet. Businesses that 

design creative partnership models like revenue share, public-private partnership, managed 

hospitals, etc. will thrive more than businesses that load up debt for outright purchase. It costs 

roughly one-fifth to set-up a bed in Asset Light model vs outright purchase. 

 

Disclaimer: I am not recommending to Buy, Sell, or Hold any businesses mentioned in this document. I 

want to get better understanding of Indian Healthcare Industry and Healthcare public businesses of 

India. The goal of this document is to summarize my findings for easy future reference. I am sharing it so 

that anyone interested to know more about the Indian Healthcare industry can benefit from it. I have 

taken a small tracking position in Narayana Health in last two weeks.    
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