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Abstract This study explains the characteristics of micro-insurance based on the theoretical model of
health insurance, such as the low demand of low-income people and the lower demand of higher risk
aversion. In particular, these characteristics contradict the existing insurance theory which states that
the lower the income, the higher the risk aversion, and the higher the demand for insurance. This study
postulates a two-period model focusing on health insurance, contrary to a one-period model assumed
in existing studies. As a result, first, we show that the decrease in income leads to a decrease in the
preventive effort for illness. Second, we offer a model for micro-insurance in which the individual
chooses a partial insurance under an actuarially fair insurance premium, while full insurance is optimal
in existing studies. Third, we also show that the insurance demand decreases when the outlook for the
future improves. Fourth, we finally show that the lack of trust and default risk of the insurer decrease

the insurance demand as risk aversion increases.
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