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Abstract

This study investigates the behavioral barriers affecting the adoption of micro-insurance products among low-income
households in Wayanad, Kerala. Despite the availability of governmentsponsored and privately offered micro-
insurance schemes, the uptake among vulnerable populations remains dismally low. Through a mixed-methods
approach combining structured surveys, behavioral games, and in-depth interviews, this research identifies psychological
impediments such as risk misperception, low trust in financial institutions, temporal discounting, and financial
illiteracy. The study proposes a behavioral segmentation model and suggests evidence-based interventions rooted in
behavioral economics. These findings provide a foundation for designing more effective, culturally sensitive, and trust-
building insurance initiatives tailored to rural Indian communities.
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1. INTRODUCTION

Micro-insurance is designed to protect low-income individuals against specific perils in exchange for
regular premium payments proportionate to their income. However, despite the conceptual attractiveness
and policy backing, uptake remains disappointingly low in several parts of rural India, including
Wayanad. Wayanad is characterized by tribal settlements, agrarian distress, and poor access to formal
financial infrastructure. The term "invisible wall" metaphorically captures the psychological and structural
constraints that impede insurance adoption.

This study explores the behavioral and cognitive dimensions of these barriers. Drawing upon behavioral
economics, the research examines how irrational perceptions, heuristics, and biases prevent rational
decision-making regarding insurance. It aims to offer insights into micro-insurance design and
dissemination strategies tailored for rural and low-income communities.

2. LITERATURE REVIEW

2.1 Micro-Insurance Landscape in India India's micro-insurance ecosystem includes public schemes like
PM]JJBY, PMSBY, and RSBY and private offerings from microfinance institutions and NGOs. Despite
efforts, coverage among the poorest remains inadequate due to lack of awareness, affordability issues, and
distribution inefficiencies.

2.2 Behavioral Economics and Financial Decisions Traditional economic theories assume rational
behavior. In contrast, behavioral economics reveals that people often act irrationally due to cognitive
biases (Wagner et al 2025). Concepts like loss aversion, present bias, and status quo bias have been widely
documented in insurance contexts.

2.3 Barriers to Insurance Uptake Several studies identify non-monetary barriers: distrust in insurers,
misperception of risk, overreliance on informal coping mechanisms, and lack of understanding of policy
terms. Cultural factors, low digital literacy, and past negative experiences also reinforce these behaviors

(San 2024).
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3. METHODOLOGY
3.1 Study Area and Sample The study was conducted in rural and tribal regions of Wayanad district. A
sample of 150 low-income households was selected using stratified random sampling.
3.2 Data Collection Tools
e Structured questionnaire (Likert scale)
e Behavioral games (lottery and risk assessment tasks)
e Focus group discussions
e Semi-structured interviews
3.3 Data Analysis
Quantitative data were analyzed using SPSS, including descriptive statistics, chi-square tests, and cluster
analysis. NVivo was used for thematic analysis of qualitative data. Key metrics included frequency of each
behavioral barrier, correlations with demographic variables, and persona segmentation based on response
patterns.
3.4 Ethical Considerations
All participants gave informed consent. Data were anonymized, and confidentiality was maintained.
4. Results and Discussion
4.1 Demographic Profile
e 61% of respondents were female.
e Average household income was INR 5,000-8,000/month.
74% belonged to Scheduled Tribes.
87% had no formal financial education.
Only 9% had prior experience with insurance schemes.
4.2 Behavioural Barriers Identified
Barrier % Affected Description
Poor understanding of
insurance concepts.

Low Financial Literacy 80%

Distrust in insurers due to past
fraud or unfulfilled claims.

Lack of Trust 72%

Belief  that  insurance s
Risk Misperception 68% unnecessary or that misfortunes
won't happen.

Temporal Discounting 50 Preference for immediate cash
(0)

over future protection.

Source: Primary Data
Table 1: Behavioral Barriers to Micro-Insurance Uptake in Wayanad (Bar Chart)
4.3 Cross-tabulation Analysis
e Trust issues were more prominent among respondents above 45 years (x2=6.23, p<0.05).
¢ Female respondents showed significantly higher temporal discounting tendencies.
¢ Risk misperception was high across all income levels, but especially in tribal communities (74%).

SPSS Output Tables:

Table 2: Chi-Square Test - Age vs Trust
Value df Asymp. Sig. (2-sided)
6.23 2 0.044

Table 3: Chi-Square Test - Gender vs Temporal Discounting
Value df Asymp. Sig. (2-sided)
5.87 1 0.015

Table 4: Chi-Square Test — Tribal Status vs Risk Misperception
Value df Asymp. Sig. (2-sided)
7.14 2 0.028
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Table 5: Chi-Square Test - Education vs Understanding of Insurance
Value df Asymp. Sig. (2-sided)
10.56 3 0.014

These results reinforce the influence of sociodemographic variables on behavioral barriers to insurance
uptake.
4.4 Behavioural Personas (Cluster Analysis)

Behavioral Cluster Personas
Financial Literacy Tha Skaptic
The Fatalist
The Opportunist

sk Pesrcespaeln < Troast

Temporal Discounting

Figure 2: Showing the Cluster Analysis
Using K'means clustering, the following segments were identified:

e The Skeptic (35%): Moderate knowledge, high mistrust. Needs local validation.

e The Fatalist (28%): Believes in destiny, indifferent to financial planning.

e The Opportunist (37%): Positive toward insurance but constrained by income and

misinformation.

4.5 Qualitative Narratives
"We are healthy now. Why think of hospitals?"
"We paid last year. No one came when we asked for help."
Themes from interviews included cultural beliefs, memory of past denial, and stories of misinformation.
Women expressed more openness to insurance if explained through familiar terms and in vernacular
language.
4.6 Thematic Map
Using keyword centrality and density mapping (Callon values), trust emerged as a motor theme. Temporal
discounting was identified as an emerging issue with low density but rising relevance. Risk misperception
remained a basic but under-addressed area.

T Thaematic Map: Baehavioral Barriers to Micro-Insurance Uptake
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Figure 3: Showing Thematic Map of Behavioural Barriers
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5. Recommendations
1. Community Trust Models: Use Self-Help Groups or trusted intermediaries.

2. Nudging Techniques: Opt-out insurance enrolment and default plans.
3. Seasonal Premium Collection: Link premium cycles to agricultural cycles.
4. Gamified Awareness Programs: Leverage village theatre, role-play, and mobile-based modules.
5. Behavioural Framing: Frame insurance as "protection for children" rather than "safety against
death."
6. CONCLUSION

Behavioural and psychological factors form a major portion of the 'invisible wall' obstructing micro-
insurance adoption. Financial education alone is insufficient unless paired with trust-building, contextual
framing, and choice architecture rooted in behavioural science. This study contributes a data-driven
behavioural segmentation framework and calls for context-specific interventions.
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