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Abstract
Behavioral economics responds that individuals frequently do not act rationally in the economic 
logic. This research specifies a review of behavioral economics and shows the use in health care 
to improve individuals’ decisions and demand for health insurance. The purpose of this study 
is to examine the factors of consumer behavior that impact their perception of health insurance 
and their willingness to purchase health insurance. The data collection is performed through 
an internet survey with the use of a self-administered questionnaire comprising ranking 
and Likert scale questions. Data has been reduced using a random mapping supplementary 
method. The original accuracy final dimensionality is sufficiently large and thus only 100 
sample sizes have been used. The data was analyzed through different descriptive statistical 
tools and structural equation modeling was used to show the causal relationship between 
the identified variables. Most of the identified factors were expected to significantly impact 
the consumer’s willingness to purchase. Among the factors, the most important factor was 
found to be the consumer’s perception which was found to have a significant mediation role 
on features of the policy, attributes of the company, and governmental role. Also, there was 
found to be a significant mediation role of individual background on the relationship between 
personal perception and willingness to purchase health insurance. In conclusion, insurance 
companies and the government should take a joint initiative in conducting awareness programs 
on risk management through health insurance. The existing health insurance products should 
be redesigned focusing on the perpetual factors that increase the likelihood of willingness to 
purchase. The government should actively monitor insurance practitioners to control as well 
as innovate suitable, adequate, and affordable health insurance plans.

Key Words: Behavioral economics, Consumers, Rational decision, Health-insurance, & 
Willingness to demand.
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1. INTRODUCTION
A consumer must give up preferably consumption of anything, and in the case of 
health insurance, that objectively is the premium payment. Although the nature of the 
premium payment is both consumers and economists, what is not clear is the nature of 
the benefits that consumers receive in return. This represents the central objective and 
the challenge to health insurance theory. An actuarially fair health insurance contract 
is therefore purchased because the utility gained from the additional income before 
sickly exceeds the utility lost from paying the premium if the consumer remains 
healthy (Nyman, 2014).

Different economic issues linked to the economic effects of social health insurance to 
health care financing and health insurance may support or hamper the achievement of 
health objectives. As resources are scarce, they mustn’t be spent on care that has little 
effect on the achievement of the main goals of health policy. There are strong positive 
effects on macroeconomic and health investments that are important for economic 
growth (Normand, Weber, Carrin, Doetinchem, Mathauer, Adlung, & Schmidt, 2009). 

The demand for healthcare comes from the desire of the consumer to gain good health. 
Most people prefer being healthy to being sick. Another factor that makes health care 
different from most other goods and services is that it is simultaneously an investment. 
The money consumer spends on being healthy today will also benefit the consumer 
in the future. Another key characteristic of health care is that demand is relatively 
inelastic (Babalola, 2017).  

Assuming economic theory describes consumer’s demand desire to pay a price for 
goods or services. Marshallian demand approach defined by Babalola (2017) “…other 
things held constant, a rise in the price of a good or service will reduce demand and 
a decrease in the price of a good or service will increase demand”. The perspective of 
economics is that the choice to buy insurance encompasses the desire to insure against 
the risk of suffering a loss. The utility theory assumes that individuals are rational and 
display a reasonable degree of risk aversion. They are additionally forward-looking 
which means that they can reflect on events in the near and far future and decide, 
therefore (Suter, Duke, Annette, Joshi, Rzepecka, Lechardoy, Hausemer, Wilhelm, 
Dekeulenaer, & Lucica, 2017). 

Nepal has made notable progress in improving the population’s o. However, the 
overall progress in health outcomes masks the significant equity gap that continues 
to persist. Many citizens still face several financial, socio-cultural, geographical, and 
institutional barriers to accessing quality health care services (NHRC, 2018). In total 
health status, only 61.8% of Nepalese have access to health facilities within a 30-minute 
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radius. Constant decrement in the health budget over the last 5 years shows that Nepal 
has to find new ways to improve the health sector. (Mishra, Khanal, Karki, Kallestrup, 
Enemark, 2015). In February 2015, the Government of Nepal formed a Social Security 
Health Development Committee, a legal framework to start implementing the Social 
Health Security Scheme, which is a social health insurance scheme that aims to ensure 
an increase in access, utilization, and quantity of health services and to increase the 
financial protection by promoting pre-payment and risk pooling in the health sector. 
It started with three districts in 2015- Baglung, Kaili, and Illam. As of the fiscal year 
2015/16, implemented in 15 out of 38 districts which was the set target, with a countable 
average of 5% population enrolled and it is aimed to reach 100% within 2030. Similarly, 
Gandaki Province, in June 2020, announced that it is set to provide health insurance 
coverage to all citizens of the province within the next three years. In line with this, Rs. 
20 million has been allocated by the provincial government for the same.

The people of the Kathmandu valley belong to the well opportune people of Nepal 
and in the valley itself, the medical bills are skyrocketing. Yet, all the forms of 
insurance payments with no saving component are taken as a financial burden by 
the people. Therefore, with the need of making people aware of the advantages that 
health insurance brings about, it has become essential to study their behavior when it 
comes to health insurance. The ambition of this research is to survey the consumer’s 
decision-making from the perspective of rationality economics and willingness to 
demand health insurance policy.

2. LITERATURE REVIEW
Goel, (2014) examines the barriers to health insurance and separates them into variables 
that provide a strong perception of the major hurdles in buying health insurance. 
Analysis of the data assumed the magnitude of the different perceptions that people 
had about health insurance and its simple percentage-based analysis possessed 
general acceptability. Likewise, in Adhikari and Gahatraj, 2019 there is a significant 
association between health insurance with socio-demographic, health-related factors, 
and awareness level was also studied and highly significant. A consumer Demand 
for Insurance chooses between two insurance options. Define wi as a consumer’s 
willingness to pay for plan a relative to plan b. Denote a consumer’s true value for 
plan a relative to plan b as vi. The research findings define true value as the ex-ante 
willingness to pay for a consumer with no information frictions or behavioral biases 
(Chandra, Handel, & Schwartzstein, 2018).  

Behavioral economics could suggest whether consumers would respond better to a 
subsidy on the first product or a tax on the second product. By taking advantage of 
insights into how people really behave and translating that into policy interventions, 
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behavioral economics has a critical role to play in improving health and health care 
(Rice, 2013). Health economics and outcomes researchers generally measure value 
using the tool of Cost-effectiveness analysis. Consumers making decisions about the 
purchase of private health insurance or out-of-pocket spending may vary in their 
objectives and preferences. The findings of a research result by Garrison, Pauly, Willke, 
and Neumann, (2018), they will choose different health plans that have different 
willingness to pay for there was a return to the use of the cost-per-quality- adjusted 
life-years and so different cost-effectiveness thresholds. 

The most influenced factor for purchasing health insurance was to avail comprehensive 
coverage provided by insurers for which respondents were given the highest 
preference (1st) followed by some modifications in policy options provided by insurers 
of public and private companies (2nd). Gajula (2019), Bansal, Goel, Shewtank, Singh, 
Abhishek, Singh, Anurag Ambroz, Goel, Anil K., Naik, Chhoker, & Goel, Shelesh 
(2015) examine the awareness level of the people and find out their perceptions 
regarding their willingness to join and pay for health insurance. The latest research 
revealed that financial literacy does not necessarily translate to insurance literacy, 
and only a more specialized education can improve insurance literacy. The research 
findings that consumers’ insurance literacy is quite low. The study revealed that there 
is a significant difference in the level of insurance literacy, trustful belief, and attitude 
toward insurance between the two groups of individuals who are having insurance 
and not having groups (Weedige, Ouyang, Gao & Liu, 2019). 

Health policy makers’ decisions are influenced by the subjective manner in which they 
individually process decision-relevant information rather than on the objective merits 
of the evidence alone. As such, subsequent health policy decisions do not necessarily 
achieve the goals of evidence-based policymaking, such as maximizing health 
outcomes for a society based on valid and reliable research evidence (McCaughey & 
Bruning (2010).

How do these theoretical assumptions tell us everything about the actual world? In 
the absence of empirical work, it is challenging to say. The market they focused most of 
the analysis, that for insurance, is probably not competitive; whether the used model 
may partially explain this fact is practically unfeasible to say (Rothschild & Stiglitz, 
1976). The tentative logical reasoning is deductive-hypothetical to understanding 
the consumers’ perception in Kathmandu city, how far they are interested in buying 
health insurance, and the factors that affect their perception which in turn affect 
their willingness as well as their ability to buy. Moreover, those numerous studies 
were descriptive. Further, along with identifying the factors affecting the consumers’ 
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perception levels and willingness to purchase health insurance, the causal relationships 
among the factors are also needed to be measured and analyzed. 

3. DATA AND METHODOLOGY
3.1. Measurement Theory
Measurement theory specifies the latent variables to be measured. Generally, there are 
two different ways to measure unobservable variables. One approach is referred to as 
reflective measurement, and the other is a formative measurement (ξ = Y1X1 + Y2X2 + 
Y3X3 + Y4X4 + ζ). Constructs Individual Background (IB) and Personal Perception (PP) 
in Exhibit 3.1 are modeled based on a formative measurement model. The directional 
arrows are pointing from the indicator variables (IB1 to IB3 for IB and PP1 to PP4 
for PP) to the construct, indicating a causal relationship in that direction (Coltman, 
Devinney, Midgley, & Venaik, 2008; Hair, Hult, Ringle, & Sarstedt, 2017; Eboli, 
Forciniti, & Mazzulla, 2017). 

In contrast, Government Regulation (GR), Features of Policy (FP), Attributes of 
Company (AC), and Willingness to Purchase (WP) in the Exhibit are modeled based 
on a reflective measurement model. With reflective indicators, the direction of the 
arrows is from the construct to the indicator variables, indicating the assumption 
that the construct causes the measurement of the indicator variables (X1 = λ1ζ + δ1, 
X2 = λ2ζ + δ2, X3 = λ3ζ + δ3, Xn = λ4ζ + δn). The approach to modeling constructs (i.e., 
formative vs. reflective and multi-items vs. single items) is an important consideration 
in developing path models (Coltman, Devinney, Midgley, & Venaik, 2008; Hair, Hult, 
Ringle, & Sarstedt, 2017; Eboli, Forciniti, & Mazzulla, 2017). 

3.2. Structural Theory
Relating to the structural theory that constructs and the path shows the relationships 
between the structural models. The location and sequence of the constructs are based 
on theory or the researcher’s experience and accumulated knowledge. When path 
models are developed, the sequence is from left to right. The variables on the left side 
of the path model are independent, and any variable on the right side is the dependent 
variable. Moreover, variables on the left are shown as sequentially preceding and 
predicting the variables on the right. However, variables may also serve as both the 
independent and dependent variables (Coltman, Devinney, Midgley, & Venaik, 2008; 
Hair, Hult, Ringle, & Sarstedt, 2017; Eboli, Forciniti, & Mazzulla, 2017).
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3.3. Conceptual Framework
Formative and reflective path models are diagrams used to visually display the 
hypotheses and variable relationships that are examined when structural equation 
modeling (SEM) is applied. Structural inner model of formative and measurement 
model reflective (including latent variable) measurement of exogenous and indigenous 
variables (Eboli, Forciniti, & Mazzulla, 2017) is Exhibited in 3.1.

Exhibit 3.1: Structural Model: Rational Decision and Willingness to Purchase

3.4. Operational Characterization of Variables
IB: This is the latent variable which refers to the attributes of the individual that play 
a determining role on h/is perception pose a barrier are also one of the determining 
factors on the perception and willingness of an individual. Since it is formative, it 
has the following indicators: IB1: purchase health insurance policy according to their 
income level and availability of funds, IB2: consumers subscribe to health insurance 
according to recommendations from their family and friends, and IB3: the formal 
education they have on the purpose of health insurance makes them buy health 
insurance.

PP: The individual’s proclivities concerning health insurance are an important 
consideration in their willingness to subscribe to a health insurance policy. It is an 
indicator of how people are willing to acquire health insurance. In this research, it is 
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tested whether personal perception is predicted by different factors namely: Individual 
Background, Features of policy, Attributes of Insurance companies, and Governmental 
Contribution. It is a formative latent variable and its indicators are PP1: positive 
attitude toward health insurance plays a significant role, PP2: awareness about the 
purpose and benefit of health insurance, PP3: insurance companies are honest and 
trustworthy, PP4: With health insurance, obtain a sense of security and PP5: not prone 
to any health risks to buy health insurance.

FP: Features of the policy refer to the characteristics that the health insurance policy 
possesses which is also a reflective latent variable and its indicators are: FP1: the health 
insurance policy that is chosen has comprehensive coverage, FP2: acquire a health 
insurance policy due to its reliability and flexibility, FP3: the saving component in their 
health insurance policy makes them acquire the particular policy and FP4: willing to 
purchase health insurance as the services from the linked hospitals are satisfactory.

AC: It is also a reflective latent variable that denotes the attributes along with the 
services provided by the insurance companies that offer health insurance policies 
which have the following indicators: AC1: the accessibility of insurance companies 
makes them acquire health insurance, AC2: willingness to purchase health insurance 
policy as long as it has easy and hassle-free claim settlement process, AC3: approachable 
agents and staffs encourage the consumer to buy health insurance and AC4: subscribe 
to the company where someone knows works.

GR: It is the final reflective latent variable that denotes the contribution of the 
government which is also an important consideration in an individual’s perception of 
health insurance. Its indicators are GR1:  government subsidies in purchasing health 
insurance motivate people to buy health insurance, GR2: subscribe to health insurance 
as there is governmental regulation in health insurance, GR3: willing to purchase 
health insurance as there is governmental support to health insurance companies.

WP: Willingness to purchase refers to the intention of the individuals to purchase 
health insurance or not. It is a reflective latent construct and has the following 
indicators: WP1: likely to purchase health personal insurance plans, WP2:  the value of 
health insurance and want to purchase as soon as possible, WP3:  knowledge of how 
a health insurance plan is better than a savings account or other safety property and 
WP4:  predict, given the chance, and will purchase a health insurance plan in future.
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Data
This research is made using qualitative data on a five-point measurement of scale. The 
one end is assigned to one extreme of the attitude continuum and the five to the other; 
this should be done consistently for each of the statements which are included in the 
scale (Likert, 1932). A self-administered questionnaire comprising various selections 
to order to collect information about the consumer perception of health insurance. The 
appropriate examination is a combination of methods, with conducting the qualitative
method of study.

The data is representation non-data adaptive. Nearby 5000 data have been collected 
from Kathmandu valley. Collected data is showing the inner similarity between the 
mapped vectors follows closely the inner outcome of the original vectors. In the text the 
mining context, data is demonstrated the document classification accuracy obtained 
after the dimensionality has been reduced using a random mapping supplementary 
method. It is better than the original accuracy if the final dimensionality is sufficiently 
large and thus only 100 sample sizes have been used (100 out of 5000). 

Model Specification
In this study, we used the PLS-SEM model to analyze the support. PLS-SEM model 
undertaking to perform the several latent constructs are measured by several indicators 
as confirmatory analysis (Weedige, Ouyang, Gao, & Liu, 2019). 

The reflective measurement model
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The formative measurement model,
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The structural model:

Direct effect analysis,
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Mediation effect analysis,

λ λ ε
λ λ ε
λ λ ε

= + +
= + +
= + +

3

4

5

PPWP ZWP

GRFP AICFP

PPWP IBWP

WP PP Z
FP GR AIC
WP PP IB

Were,

X = PP, AIC, IB, GR, FP

Z = FP, GR, AIC 

ε = the respective error terms

λ = the path coefficient for respective path.

Structural Equation Modelling
Structural Equation Modeling (SEM), analysis is preferred to perform parameter 
evaluation (measurement model) and hypothesis testing (structural relationship) of 
a casual model. This study tests the measurement model and the structural model 
and additionally, to test the significance of the path coefficients and loadings, a 
bootstrapping (resampling = 500) method is used.

The structured model is assessed s a measurement model, which involves the 
assessment of the coefficient of determination, R2, the blindfolding-based cross-
validated redundancy measure Q2 as the statistical significance and relevance of 
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the path coefficients. Performing the PLS-SEM algorithm to assess the hypothesized 
relationships between constructs. 

4. RESULT AND DISCUSSION
4.1. Socio-economic Statistics
Involving the total respondents, fifty-one percent were male and fifty-nine percent 
were female. Resulting age group classification seventy-four percent were 20-29 
age, 7% were 30-39, 3% were 40-49 and 16% were 50% aged. Seventy-two percent 
of respondents were married and 28 % were single. In the structure family, 67% 
were nuclear and 33% were in a joint family. Twenty-three % of respondents have a 
school education and 77% of respondents have a college degree education. Employee 
respondents were 40% Business and self-employed were 45% and 15% were retired 
from the job. Eighteen % of respondents’ monthly income was 20 to 40 thousand, 
31% of respondents’ monthly income was 41 to 60 thousand and 49 % of respondents’ 
monthly income was above 60 thousand.

Presenting consumer’s decision-making from the perspective of rationality economics, 
21% were not rational, 64% were rational and decide to demand policy and only 15% 
were rational but not decided to demand the policy. Likewise, 23% respond ready to 
demand, 21 % do not respond to a willingness to demand a health insurance policy. 
66% responded were waiting to change policy and fulfilled privacy policy conditions.

4.2. Descriptive Statistics
The statistical value of bipolar scale measurement (part-a) factors that impact consumer 
behavior towards health insurance is presented in the following statistical result 11 
factors are loading for latent variable factors that impact consumer behavior towards 
health insurance. The average mean value of measured variables is about 73% and the 
maximum % of mean statistics is 80.2 %. The percent of mean indicates to positive and 
27% data considered to be the error. The average mode value is about 5 and indicates 
the totally agreed. The average value of Std. The deviation is 0.98 means that there is 
fewer deviation measured variables.

There are five factors that are loading for latent variable factors that impact consumer 
behavior towards health insurance. The average mean value of measured variables 
is about 73% and the maximum % of mean statistics is 80.2 %. The percent of mean 
indicates positive and 27% of data is considered to be an error on an average. The 
average mode value is about 5 and indicates the totally agreed. The average value of 
Std. The deviation is 0.98 means that there is fewer deviation measured variables.
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The next latent variable is a willingness to purchase the policy. Eleven measured 
variables were included. The average mean value of measured variables is about 79.3% 
and the maximum % of mean statistics is 86.6 %. The percent of mean indicates very 
good positive results and 11.7% of data is considered to be an error. The average mode 
value is about five and indicates the total agreed to the statement. The average value of 
Std. The deviation is 1.1 indicating there is less deviation between measured variables.

4.3. Assessment of the Measurement Model
In this study, there are four reflective latent constructs, the Governmental Role, 
Willingness to Purchase, Attributes of the Company, and Features of Policy. In Table 
4.1 reliability and validity test is exhibited. 

Table 4.1: Cronbach Alpha, rho-A, Composite Reliability, and Average Variance 
Extracted (AVE)

Construct Indicator Loadings AVE Composite 
Reliability Cronbach’s Alpha rho-A

Willingness to 
Purchase

WP1 0.998
WP2 0.757 0.753 0.924 0.891 0.924
WP3 0.62
WP4 0.867

Features of 
Policy

FP1 0.809
FP2 0.79 0.638 0.875 0.81 0.831
FP3 0.788

FP4 0.749

Attributes of 
Company

AC1 0.764
AC2 0.873 0.833 0.586 0.739 0.854
AC3 0.791

AC4 0.711

Governmental 
Role

GR1 0.723
GR2 0.914 0.8 0.923 0.875 0.891

GR3 0.876

The composite reliability varied from 0.80, Cronbach’s alpha 0.83, Average Variance 
Extracted (AVE) from 0.63, and rho-A 0.83 which were above the preferred value of 
0.5. All numeric values proved that the model was internally consistent. 
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In the reflective constructs, the discriminant validity of the measurement model is 
assessed using Fornell and Larcker method and loading and cross-loading criteria. 
Fornell and Larcker criteria require the square root of the AVE to be higher than the 
correlations of any other latent variables for reflective latent constructs. The empirical 
results presented in the Table show that there is a discriminant validity between all 
constructs. Additionally, loading and cross-loading criteria require an indicator’s 
loading with its construct to be higher in all cases higher than all of its cross-loading 
with other constructs and the empirical results are exhibited in Table 4.2 and Table 4.3 
verification this. 

Table 4.2: Discriminant Validity: Fornell-Larcker Criterion

Latent
Construct

Willingness to
Purchase

Features of
Policy

Attributes 
of Company

Governmental 
Role

Willingness to
Purchase

0.868

Features of Policy 0.255 0.799
Attributes of Company 0.214 0.649 0.766
Governmental Role 0.590 0.590 0.526 0.894
Individual Background 0.583 0.512 0.657 0.538

Table 4.3: Discriminant Validity-Loading and Cross-Loading Criterion
Latent 
Construct

Indicators Willingness to 
Purchase

Features of
 Policy

Attributes of 
Company

Governmental 
Role

Willingness to
Purchase

WP1
WP2
WP3
WP4

0.879
0.852
0.837
0.903

0.334
0.195
0.130
0.214

0.334
0.143
0.077
0.172

0.326
0.260
0.163
0.280

Features of 
Policy

FP1
FP2
FP3
FP4

0.238
0.254
0.206
0.122

0.804
0.862
0.671
0.844

0.636
0.499
0.350
0.544

0.534
0.538
0.264
0.493

Attributes of 
Company

AC1
AC2
AC3
AC4

0.191
0.175
0.196
0.055

0.560
0.639
0.512
0.004

0.825
0.914
0.870
0.268

0.367
0.529
0.476
0.107

Governmental 
Role

GR1
GR2
GR3

0.272
0.277
0.260

0.450
0.565
0.558

0.399
0.529
0.427

0.842
0.931
0.908

Individual Background and Personal Perception are two formative latent constructs 
and their convergent validity is confirmed when the Variance Inflation Factor (VIF) 
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i. e. collinearity of indicators is higher than 0.2 and lower than 5. For, the formative 
constructs, the measurement model is assessed by testing Indicator collinearity 
through, VIF and through the statistical significance and relevance of indicator weights 
which are exhibited in Table 4.4.

Table 4.4: Statistical Significance and Collinearity Statistics of Indicator Weights

Latent Construct Indicator Weight T Statistics P-Value VIF
Personal Perception PP1 0.683 3.719 0.000 1.859

PP2 0.497 3.482 0.001 1.281
PP3 0.467 3.453 0.001 1.372
PP4 0.424 2.218 0.027 1.660
PP5 0.219 2.121 0.038 1.043

Individual Background IB1 0.782 8.447 0.000 1.084
IB2 0.318 2.010 0.042 1.039
IB3 0.390 2.990 0.003 1.101

All of the dictators are statistically significant at a 5% level and all of the VIF values are 
lesser than 3. Therefore, using the statistics the measures in the study have sufficient 
convergent and discriminant validity.

4.4 Model Fit 
The structural model computed the measurement model, which involves the 
assessment of the coefficient of determination, R2, the blindfolding-based cross-
validated redundancy measure Q2 as the statistical significance and relevance of the 
path coefficients exhibited in Table 4.5. Performing the PLS-SEM algorithm to assess 
the hypothesized relationships between constructs. The significance of the path 
coefficient is examined by performing bootstrapping 500 resamples. 

Table 4.5:  Model Fit for Endogenous Latent Construct

Endogenous Latent Construct Adjusted R2 Q2

Attributes of Company 0.463 0.384
Features of Policy 0.671 0.402
Governmental Role 0.456 0.391
Personal Perception 0.697
Willingness to Purchase 0.456 0.574

To assess the sample model fit, the adjusted R2 values of the endogenous latent 
variable of the path model are examined using the PLS algorithm option. The R2 of 
Attributes of Company is 0.463 which indicates that all the predictors explained 46.3% 
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of the variance in Attributes of Company. Similarly, the R2 of Features of Policy is 0.671 
which indicates that all the predictors explained 67.1% of the variance in Features 
of Policy. Likewise, the R2 of Governmental Role is 0.456 which indicates that all the 
predictors explained 45.6% of the variance in Governmental Role.  Additionally, the R2 
of Personal Perception is 0.697 which indicates that all the predictors explain 69.7% of 
the variance in Personal Perception. Lastly, the R2 of Willingness to Purchase is 0.456 
which indicates that all the predictors explained 45.6% of the variance in Willingness 
to Purchase. All of these indicators are considered moderate.

The R2 values as a criterion of predictive accuracy, to test the predictive power of the 
model, the predictive relevance Q2 is used to measure out-of-sample predictive power. 
All the Q2 values are considered above 0, which indicates that the model’s predictive 
relevance for the endogenous constructs was supported. As a relative measure of 
predictive relevance, the R2 values of our model indicate that all exogenous constructs 
had considerable predictive relevance i.e. R2 > 0.35. Since R2 is a measure of predictive 
relevance for constructs having a reflective measurement, the R2 for Personal Perception 
is empty. 

Table 4.6: Testing of Hypothesis 
Hypothesis Relationship Std. Beta Std. Error t-Value P-Value
H1 PPWP 0.703 0.151 4.644 0.0000
H2 IBWP 0.315 0.156 2.020 0.0440
H3 IBPP 0.562 0.090 6.270 0.0000
H4 IBPPWP 0.386 0.120 3.216 0.0010
H5 GRWP 0.112 0.129 0.862 0.389
H6 ACWP -0.121 0.169 0.714 0.476
H7 FPWP 0.156 0.064 2.440 0.0150
H8 PPGRWP 0.193 0.067 2.859 0.0040
H9 PPACWP 0.234 0.083 2.807 0.0050
H10 PPFPWP 0.131 0.061 2.152 0.0320
H11 GRFP 0.598 0.099 6.029 0.0000
H12 GRACFP 0.262 0.083 2.820 0.0050

Note: IB = Individual Background, PP = Personal Perception, WP = Willingness to Purchase, 
GR= Governmental Role, FP = Features of Policy, and AC = Attributes of Company, Source: 
Bootstrapping, Smart PLS, Online Survey, 2021.
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Path Model with Latent Variables exhibition of path models are diagrams used to 
visually display the hypotheses and variable relationships that are examined the 
structural model with path coefficients and p-values are Exhibited 4.1.

Exhibit 4.1: Structural Model with Path Coefficients and P-Values

In the first instant, looking at the predictors of Willingness to Purchase health insurance, 
the empirical results show that the Individual Background of consumers (β=0.315, p 
< 0.05), Personal Perception of consumers (β=0.703, p < 0.01), and Features of Health 
Insurance Policy (β=0.156, p < 0.05) positively and significantly impacts Willingness 
to Purchase Health Insurance. However, Governmental Role (β=0.112, p >0.05) and 
Attributes of Company (β=-0.121, p >0.05) do not significantly affect the Willingness to 
Purchase consumers on health insurance.

Moreover, Individual Background positively and significantly impacts Personal 
Perception (β=0.562, p < 0.01). Likewise, the Features of Insurance Policy are also 
positively and significantly impacted by Governmental Role (β=0.598, p < 0.01).

Now, looking at the mediating effect of personal perception on the impact of Individual 
Background on Willingness to Purchase, it is seen that Individual Background →  
Personal Perception →  of Willingness to Purchase is significantly mediated by 
Personal Perception towards Health Insurance (β=0.386, p < 0.01).
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Moreover, considering the mediating effect of Attributes of Company on the impact of 
Governmental Role on Features of Policy, it is concluded that Governmental Role →  
Attributes of Company →  Features of Policy are significantly mediated by Attributes 
of Insurance Company (β=0.262, p < 0.01).

In the final analysis, the mediating effect of the different factors namely, Governmental 
Role, Features of Policy and Attributes of Company are assessed on the impact of 
Personal Perception on Health Insurance. Personal Perception →  Governmental Role 
→  Willingness to Purchase is significantly mediated by Governmental Role (β=0.193, 
p<0.01). Likewise, Personal Perception →  Attributes of Company →  Willingness to 
Purchase is significantly mediated by Attributes of Company (β=0.1234, p<0.01). Lastly, 
Personal Perception →  Features of Policy →  Willingness to Purchase is significantly 
mediated by Features of Policy (β=0.131, p<0.05).

Therefore, the supposition about the hypothesis that (H1, H2, H3, H4, H7, H8, H9, 
H10, H11, H12) are supported by the results while H5 and H6 are not supported. 
Personal perception has a significant effect on willingness to purchase health 
insurance. Attributes of the insurance company have a significant impact on personal 
perception of health insurance. Features of policy have a significant impact on personal 
perception of health insurance and the government role mediates the relationship 
between personal perception and willingness to purchase health insurance.

Table 4.15: A Multi-Group Analysis
Path Path Coefficients (No – Yes) P- Value Decision
PPWP -0.141 0.006 Different
IBWP 0.240 0.135 Not Different
IBPP 0.240 0.135 Not Different
IBPPWP -0.104 0.703 Not Different
FPWP 0.296 0.358 Not Different
ACWP -0.207 0.430 Not Different
GRWP -0.177 0.545 Not Different
PPFPWP 0.054 0.605 Not Different
PPACWP -0.054 0.596 Not Different
PPGRWP -0.037 0.884 Not Different

As the result, Multi-Group Analysis (MGA) was performed to test whether there is a 
significant difference between those who have Health Insurance and those who don’t. 
The above results of MGA tabulated in Table 4.4.6 show that the personal perception is 
significantly different between those consumers who already have a Health Insurance 
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Policy and those who don’t have a Health Insurance Policy (β = -0.141, p > 0.05). While 
the difference between possessing and not possessing a Health Insurance policy didn’t 
have a significant impact on the remaining relationships.

Therefore, based on the results from the above analysis, we can conclude that there is a 
significant relationship between consumers’ decision-making from the perspective of 
rationality economics and willingness to demand health insurance policy.

5. CONCLUSION
Among the demographic profile of the respondents who represent the consumers 
and prospective consumers of health insurance, they rank personal perception as the 
most important factor that impacts their willingness to purchase health insurance. The 
results show that there is a significant relationship between personal perception and 
willingness to purchase health insurance. The relationship is significantly mediated by 
the governmental role, features of the policy, and attributes of the insurance company. 
The important factor that impacts willingness to purchase health insurance as ranked 
by the consumers is the features of the policy. Nevertheless, ranked as the third and 
fourth important factor impacting willingness to purchase health insurance, there is no 
significant relationship between the governmental role and attributes of the insurance 
company with the willingness to purchase health insurance. This relationship is also 
significantly mediated by the attributes possessed by the insurance company. The 
multi-group analysis shows that there is a significant difference between the impact of 
personal perception on health insurance on willingness to purchase health insurance. 
It is deduced that all of the identified factors have a significant mediating effect on 
the relationship between personal perception and willingness to purchase health 
insurance. 

These findings provide several social, managerial, and governmental implications 
to improve the purchase of health insurance in Kathmandu Valley. The insurance 
industry practitioners carefully consider the factors that impact their willingness to 
purchase health insurance such as features of the policy, attributes of the company, 
and governmental role. The companies should work on building and improving 
their characteristics such as customer service, claim settlement, accessibility keeping 
in mind the perception the consumers build making those attributes their basis for 
determining whether or not to purchase health insurance. Further, the features of 
the policy should be designed and crafted effectively using the help of relevant and 
qualified professionals. The government had better regularly monitor the linked 
hospital and work towards their improvement. 

Isha Tachhekar and Chakra Bahadur Khadka



42

Economic Journal of Development Issues Vol. 29 & 30 No. 1-2 (2020) Combined Issue   

References
Babalola, O. (2017). Consumers and Their Demand for Healthcare. Journal of Health 

& Medical Economics, 3(1:6) 1-3.  https://health-medical-economics.imedpub.
com/consumers-and-their-demand-for-healthcare.pdf.

Bansal, A., Goel, Shewtank., Singh, A., Singh, A., Goel, Anil. K., Naik, S.M., Chhoker, 
V.K. & Goel, S. (2015). A community-based study to assess the awareness 
of health insurance among rural Northern Indian population. International 
Journal of Health System and Disaster Management, 3(1). https://www.ijhsdm.
org/temp/IntJHealthSystDisasterManage3141-372502_102050.pdf.

Bhat, R. & Jain, N. (2006). Factors affecting the demand for health insurance in a micro 
insurance scheme [Working Paper N.07-02], IIM Ahmedabad. https://web.iima.
ac.in/assets/snippets/workingpaperpdf/2006-07-02rbhat.pdf.

Budha, K. B., Adhikari, C., & Gahatraj, N. R. (2019). Perceived Effectiveness of Pictorial 
Health Warning Labels of Tobacco Products and Associated Factors among Smokers 
and Quitters in Kaski District, Nepal. Journal of Health and Allied Sciences, 9(2). 
https://www.jhas.org.np/jhas/index.php/jhas/article/view/126/107.

Chandra, A., Handel, B. & Schwartzstein, J. (2018).  Behavioral Economics and Health-Care 
Markets.  edited by Douglas Bernheim, Stefano DellaVigna and David Laibson.  
https://eml.berkeley.edu/~bhandel/wp/Handbook_Behavioral_Health.pdf.

Coltman, T., Devinney, T. M., Midgley, D. F.; & Venaik, S. (2008). Formative versus 
reflective measurement models: Two applications of formative measurement. 
Journal of Business Research 61,1250–1262. https://ro.uow.edu.au/cgi/
viewcontent.cgi?article=1693&context=infopapers.

Eboli, L. Forciniti, C., & Mazzulla, G. (2017). Formative and reflective measurement models 
for analyzing transit service quality.  Springer-Verlag GmbH Germany, DOI 
10.1007/s12469-017-0168-9.

Enemark, U. (2020). National health insurance policy in Nepal: challenges for 
implementation. Global Health Action. 8 (1). https://eurekamag.com/
research/060/004/060004429.php.

Gajula, S. (2019). Exploration on Consumer’s Perception and Buying Behavior of Health 
Insurance Policies in Hyderabad City. International Journal of Engineering and 
Advanced Technology, 9(5). https://www.ijeat.org/wp-content/uploads/papers/
v9i1s5/A10471291S52019.pdf.

Goel, S. (2014). Health Insurance: An Empirical Study of Consumer Behavior 
in Rohtak District of Haryana. International Journal of Research in 
Management Science & Technology. https://www.researchgate.net/profile/

Consumers’ Decision...



43

Economic Journal of Development Issues Vol. 29 & 30 No. 1-2 (2020) Combined Issue   

Suman,Goel/publication/316351332_Health_Insurance_An_Empirical_
Study_of_Consumer_Behaviour_in_Rohtak_District_of_Haryana/
links/5cbc07e4299bf12097748281/Health-Insurance-An-Empirical-Study-of-
Consumer-Behaviour-in-Rohtak-District-of-Haryana.pdf.

Hair, J. F.; Hult, G. T. M.; Ringle, C. M.; & Sarstedt, M. (2017). A Primer on Partial Least 
Squares Structural Equation Modeling (2nd Ed.). SAGE Publications Ltd. https://
www.researchgate.net/publication/236032728_A_Primer_on_Partial_Least_
Squares_Structural_Equation_Modeling/link/553de5cd0cf2c415bb0f7f5d/
download.

Hair, J. F.; Ringle, C. M.; & Sarstedt, M. (2011). PLS-sem: Indeed, a silver bullet. The 
Journal of Marketing Theory and Practice. DOI: 10.2753/MTP1069-6679190202.

Henseler, J., Ringle, C. M., & Sarstedt, M. (2015). A New Criterion for Assessing 
Discriminant Validity in Variance-based Structural Equation Modeling., Journal 
of the Academy of Marketing Science, 43(1): 115-135. https://www.hbs.edu/ris/
Publication%20Files/Handbook_InsuranceForPosting_f0d1865b-b044-4b26-
900d-6d4c74b857fa.pdf.

Likert, R. (1932). A technique for measurement of attitudes. Archives of Psychology, 140, 
5-55, p46. https://www.scirp.org/(S(czeh2tfqyw2orz553k1w0r45))/reference/
ReferencesPapers.aspx?ReferenceID=94974.

Louis P. Garrison, Jr., Pauly, M. V., Willke, R. J., & Neumann, P. J. (2018). An Overview 
of Value, Perspective, and Decision Context A Health Economics Approach: 
An ISPOR Special Task Force Report [2]. Value in health, 21,124 – 130. journal 
homepage: www.elsevier.com/locate/jval.

McCaughey, D., & Bruning, N. S. (2010). Debate Rationality versus reality: the challenges 
of evidence-based decision making for health policy makers. McCaughey and 
Bruning Implementation Science, 5(1-39), 1-13. https://cdn.dal.ca/content/dam/
dalhousie/pdf/schoolofinformationmanagement/Syllabi/INFO%206100_
W15_2014_09_19.pdf.

NHRC (Nepal Health Research Council) (2018). Assessment of Social Health Insurance 
scheme in selected districts of Nepal. Kathmandu, Nepal: NHRC: Author. http://
nhrc.gov.np/wp-content/uploads/2019/04/Health-Insurence-CTP.pdf.

Normand, C. & Weber, A., Carrin, G., Doetinchem, O., Mathauer, I., Adlung, X. C., 
& Schmidt, J. O. (2009). Social health insurance, A guidebook for planning (2nd 
Ed.). VAS, Ludwigstr. 12 d, 61348 Bad Homburg https://www.who.int/health_
financing/documents/shi-guidebook.pdf.

Isha Tachhekar and Chakra Bahadur Khadka



44

Economic Journal of Development Issues Vol. 29 & 30 No. 1-2 (2020) Combined Issue   

Nyman, J. A. (n.d.) Demand for and Welfare Implications of Health Insurance, Theory 
of.  Encyclopedia of Health Economics,1. 159-166.University of Minnesota 
doi:10.1016/B978-0-12-375678-7.00906-8.

Pekerti, A., Vuong, Q. H., Ho, T. M., & Vuong, T. T. (2017). Health Care Payments in Vietnam: 
Patients’ Quagmire of Caring for Health versus Economic Destitution. International 
journal of environmental research and public health, 14(10). https://www.ncbi.
nlm.nih.gov/pmc/articles/PMC5664619/pdf/ijerph-14-01118.pdf.

Rice, T. (2013). The Behavioral Economics of Health and Health Care. The Annual 
Review of Public Health. online at publhealth.annualreviews.org. doi: 10.1146/
annurev-publhealth-031912-114353.

Rothschild, M. & Stiglitz, J. (1976). Equilibrium in Competitive Insurance Markets: 
An Essay on the Economics of Imperfect Information. The Quarterly Journal of 
Economics, 90, (4), 629-649. http://www.jstor.org/stable/1885326.

Shrestha, H.P. (2001). Business Organization and Office Management. Kathmandu: Ratna 
Pustak Bhandar.

Singh, H.B. (2009). Banking and Insurance. Kathmandu: Asia Publication (P) Ltd.

Suter, J.; Duke, C.; Annette, H.; Joshi, A.; Rzepecka, J.; Lechardoy, L.; Hausemer, P.; 
Wilhelm, C.; Dekeulenaer, F. & Lucica, E. (2017).  Study on consumers’ decision 
making in insurance services: a behavioral economics perspective. London Economics, 
Ipsos and VVA Europe. https://ec.europa.eu/info/sites/default/files/finalreport_
en.pdf.

Tripathy, P. Kanungo, S. S. & Roy, S. (2018). Customer Awareness towards Health 
Insurance with Special Reference to Bhubaneswar City. IJRDO-Journal of 
Business Management, 4(3). https://www.ijrdo.org/index.php/bm/article/
view/1861/1725.

WCO (World Customs Organization) Nepal. (2007). Health System in Nepal: Challenges 
and strategic options. WCO Nepal: Author. https://apps.who.int/iris/bitstream/
handle/10665/205257/B0677.pdf.

Weedige, S. S., Ouyang, H., Gao, Y. & Liu, Y. (2019) Decision Making in Personal 
Insurance: Impact of Insurance Literacy, Sustainability; 11, 6795; 2-24. 
doi:10.3390/su11236795.

Consumers’ Decision...




