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Abstract: Insurance functions as a core pillar of household financial planning, cushioning families against the financial fallout of
death, illness, accidents, and loss of property. Despite decades of expansion in India's insurance industry, the country's insurance
penetration continues to lag behind what its population size and economic growth would suggest; Government of India figures
placed insurance penetration at 3.7% for 20242025 (Government of India, Press Information Bureau, 2025).

This paper explores the principal forces shaping insurance penetration in India, with particular attention to income, education,
financial literacy, insurance awareness, affordability, financial inclusion, trust, demographic profile, and digital access. Drawing on
secondary sources and existing literature, prior research indicates that a household's economic standing and social position strongly
shape its likelihood of holding insurance, and that awareness, access to financial services, and product understanding play an equally
decisive role. Relying on desk research and a structured literature review, the paper argues that raising financial awareness,
designing more affordable and comprehensible products, building consumer trust, and widening access to insurance services
together offer the most promising route to higher penetration.
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INTRODUCTION

Insurance exists to soften the financial blow of unforeseen events. Households buy life, health, motor, and property cover,
among other products, precisely because the timing and scale of such events cannot be predicted. Beyond the individual household,
insurance also underpins broader economic activity by allowing businesses to transfer and manage risk rather than absorb it directly.

India's insurance market carries considerable untapped potential: a large population, a growing middle class, rising incomes,
and an increasingly sophisticated financial sector. Even so, penetration remains modest. Government of India data placed the figure
at 3.7% for 2024-2025, with insurance density at roughly US$97 per person (Government of India, Press Information Bureau,
2025).

Insurance penetration measures the ratio of premium income to gross domestic product, while insurance density captures
premium spending per capita. Together, these two indicators serve as the standard yardsticks used to gauge how developed a
country's insurance sector is.

Several forces determine where penetration eventually settles. Income decides whether a policy is affordable at all; education
and financial literacy shape how well a person grasps what a policy actually offers; and awareness, trust, access to financial services,
and the fit between available products and household needs all feed into the final purchase decision.

Making sense of these forces matters because it points toward broader insurance coverage and toward a larger share of the
population being able to rely on insurance as genuine financial protection.

NEED FOR THE STUDY

Insurance is neither equally accessible nor equally understood across Indian society. Some households simply cannot stretch
their budget to cover a premium; others may not see the benefit clearly enough, or may not trust the institutions selling the product.

This gap is especially pronounced in India given how large a share of the workforce operates in the informal economy, often
with income that varies from month to month. Rural and semi-urban households compound the problem further, since they typically
have thinner access to insurance agents and formal financial institutions than their urban counterparts.

A clearer picture of what drives — and what blocks — insurance uptake can help insurers build more appropriate products and
give policymakers a firmer basis for interventions that widen access.

OBJECTIVES OF THE STUDY
This study sets out to:

1. Conceptualize and contextualize insurance penetration within the broader framework of India's evolving financial
ecosystem.
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2. Identify and critically examine the principal economic, social, and financial determinants that shape insurance penetration
in India.

Evaluate the influence of income and educational attainment on households' propensity to adopt insurance.

Assess the extent to which financial literacy and insurance awareness contribute to informed insurance decision-making.
Investigate how financial inclusion facilitates broader and more equitable access to insurance products.

Analyze the interplay between affordability and consumer trust in driving sustained insurance demand.

Examine the transformative role of digital technology in expanding insurance accessibility and improving service delivery.

© N o 0 M~ w

Propose evidence-based, actionable strategies for strengthening insurance penetration across India.

REVIEW OF LITERATURE

Researchers have approached insurance demand from a number of angles, and their combined findings offer a solid starting
point for this study.

Kakar and Shukla (2010)

In their study of life insurance ownership among Indian households, Kakar and Shukla (2010) applied logistic regression to
household-level data and found that income, education, occupation, and asset holdings were each linked to the likelihood of owning
a life insurance policy. Households in a stronger economic position were, on the whole, more inclined to buy insurance. Their
findings underline how central economic standing and education are to any study of insurance demand in India.

Chakrabarti and Shankar (2015)

Using data drawn from the National Family Health Survey, Chakrabarti and Shankar (2015) investigated the drivers of health
insurance penetration in India. Wealthier households were more likely to hold health cover, and exposure to information through
media outlets was similarly linked to higher enrollment. The study points to financial capacity and awareness as two forces that
work together in shaping insurance adoption.

IIMB Management Review (2021)

A study published in IIMB Management Review (2021) tracked changes in insurance status across 34,855 rural and urban Indian
households, examining what led some households to gain coverage and others to lose it. Income and socio-economic position again
emerged as significant drivers, and the study additionally found that financial inclusion — banking relationships in particular —
was tied to greater insurance coverage among rural households. This suggests that access to formal financial services can make it
considerably easier for a household to obtain and retain insurance.

Eling and Jia (2017)

Reviewing the microinsurance literature, Eling and Jia (2017) identified cost, poor understanding of products, low trust, and
concerns about product quality as recurring barriers to adoption. Their review is particularly relevant here because low-income
households often face several of these obstacles simultaneously rather than in isolation.

Financial Literacy and Financial Planning (2015)

A study on financial literacy and planning behaviour in India (2015) found a clear link between financial knowledge and the
quality of financial-planning decisions people make; better-informed individuals appeared more capable of navigating financial
products sensibly. The implication for insurance is straightforward: understanding financial risk and grasping the purpose of
insurance both shape whether someone ultimately buys a policy.

Recent Research on Health Insurance (2025)

More recent work examining socio-economic influences on health insurance uptake among older adults in India (2025)
reinforces the point that insurance participation varies considerably across groups depending on their socio-economic
circumstances.

Summary of the Literature

Taken together, these studies converge on a consistent set of drivers: income, education, wealth, financial inclusion, awareness,
financial literacy, affordability, and trust recur throughout. Even so, most individual studies confine themselves to a single insurance
type or a narrow set of variables, leaving room for a study that considers economic, social, financial, and technological factors side
by side.

RESEARCH GAP

The literature reviewed above offers a great deal of insight into insurance demand in India, but each study tends to focus on a
specific slice of the picture — life insurance, health insurance, financial literacy, or household income — typically taken one at a
time.

What is missing is a more integrated view, one that weighs income, education, awareness, financial literacy, financial inclusion,
affordability, trust, and digital access together rather than separately. This paper attempts exactly that: bringing these strands
together to build a broader account of why insurance penetration varies as much as it does across India.
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FACTORS AFFECTING INSURANCE PENETRATION

Income

Income is arguably the most basic determinant of insurance demand — households with more disposable income are simply
better placed to absorb the cost of a premium. For lower-income households, insurance tends to sit behind more immediate needs
such as food, housing, education, and healthcare. The upshot is that the sheer ability to pay has a direct bearing on whether a
household ends up holding a policy at all.

Education

Education sharpens a person's ability to interpret financial products and weigh future risk, both of which matter when deciding
whether to buy insurance. Educated individuals also tend to have better access to formal employment and financial services more
broadly, which indirectly increases their exposure to insurance products in the first place.

Financial Literacy

Financial literacy is the capacity to understand and act sensibly on financial information. In the context of insurance, it helps
people make sense of premiums, policy benefits, exclusions, coverage limits, claim procedures, and policy duration. Where financial
knowledge is thin, insurance products can look needlessly complicated, which in turn discourages purchase.

Insurance Awareness

Awareness is a distinct hurdle from income: plenty of people who could afford insurance simply do not appreciate why they
need it. Awareness campaigns can close this gap by helping people connect specific insurance products to the specific risks those
products are meant to cover.

Affordability

Cost weighs particularly heavily on lower-income households. Where premiums feel out of step with household income, people
are inclined to put off buying insurance altogether or to settle for coverage that falls short of their actual needs. Products priced
sensibly, with coverage that matches what people can realistically afford, are therefore likely to draw in a wider base of buyers.

Financial Inclusion

Financial inclusion opens the door to formal financial services — bank accounts, digital payments, savings instruments, and
insurance among them. People already connected to the formal financial system tend to find it easier to access insurance products,
a dynamic that matters especially in rural areas, where banking networks often double as the main channel through which insurance
reaches customers.

Trust

Trust sits at the heart of any insurance transaction, since customers are effectively paying premiums today in exchange for a
promise of support if and when something goes wrong. Complicated policy language, slow or inconsistent claim settlement, and a
general lack of transparency all chip away at that trust. Clearer communication and more reliable customer service, by contrast,
tend to build confidence in insurers over time.

Demographic Factors

A household's insurance needs shift with age, family size, marital status, and number of dependents. A person supporting several
dependents, for instance, is likely to place greater weight on life insurance, while older individuals tend to lean more heavily toward
health-related coverage.

Rural and Urban Differences

Access to insurance is not evenly spread across urban and rural India. Urban residents generally have an easier time reaching
insurance offices, agents, banks, digital services, and financial information more broadly. Rural households, by contrast, often
contend with weaker accessibility, lower awareness, and less predictable income — although expanding banking networks and
digital platforms are gradually narrowing that gap.

Digital Technology

Digital platforms have reshaped how insurance is sold and serviced, letting customers compare policies, make payments,
complete paperwork, and file claims without visiting a branch. Digital access clearly makes insurance more convenient, though
digital literacy and internet connectivity remain preconditions that not every household meets equally.

RESEARCH METHODOLOGY

This study relies chiefly on secondary data and a structured review of the existing literature. Material was drawn from reports
of the Insurance Regulatory and Development Authority of India, Government of India publications, academic journals, research
papers, World Bank publications, and other relevant sources within the financial sector. The approach taken here is descriptive and
analytical, aimed at identifying the principal factors shaping insurance penetration rather than testing them statistically.

A natural next step would be a primary-data study built around a structured questionnaire administered to individuals or
households, allowing variables such as income, education, financial literacy, awareness, affordability, trust, and digital access to be
tested using appropriate statistical methods.
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PROPOSED CONCEPTUAL FRAMEWORK
The relationships among these variables can be represented as a sequence of conditions leading toward insurance adoption:

Income — Education — Financial Literacy — Insurance Awareness — Financial Inclusion — Affordability — Trust —

Digital Accessibility — Insurance Adoption / Insurance Penetration

This framework treats insurance penetration as the outcome of overlapping economic, social, behavioural, and financial
conditions rather than the product of any single variable acting alone.

MAJOR FINDINGS FROM THE LITERATURE
Drawing the review together, several broad conclusions emerge:

1. Insurance ownership rises consistently with income and broader economic well-being, confirming that affordability operates
as a threshold condition rather than a peripheral concern.

2. Education strengthens households' capacity to interpret financial products and evaluate risk, translating into more deliberate
and confident insurance decisions.

3. Financial literacy acts as a bridge between awareness and action, converting abstract knowledge of risk into concrete
purchasing behaviour.

4. Despite rising incomes nationally, low awareness continues to constrain demand, suggesting that penetration gaps are as
much informational as they are financial.

5. Affordability disproportionately constrains lower-income and informal-sector households, many of whom forgo coverage
even when they understand its value.

6. Financial inclusion, particularly access to formal banking channels, functions as a gateway that meaningfully widens
insurance reach, especially in rural India.

7. Trust operates as a quiet but decisive factor — weak claim-settlement experience and opaque policy terms erode demand
even where affordability and awareness are not limiting factors.

8. Persistent rural-urban disparities in access, awareness, and financial infrastructure continue to produce what is effectively a
two-speed insurance market within a single country.

9. Digital technology is emerging as an equalizing force, gradually narrowing distribution gaps by making comparison,
payment, and claims processes more accessible.

10. Ultimately, insurance penetration is not the product of any single determinant but of a dynamic interplay among economic
capacity, financial understanding, institutional trust, and infrastructural access.

SUGGESTIONS

Based on the literature reviewed, the following measures could help lift insurance penetration in India:

Invest in targeted, localized awareness campaigns — Move beyond generic advertising toward vernacular-language
communication that links specific everyday risks to the insurance products designed to cover them.

Embed financial literacy into mainstream education and outreach — Integrate basic insurance and risk-management
concepts into school curricula, community programs, and workplace training so that financial literacy becomes a lasting
asset rather than a one-time intervention.

Innovate around affordability — Develop micro-premium, pay-as-you-go, and bundled insurance products tailored to
irregular, informal-sector incomes, rather than expecting a one-size-fits-all product to serve every income group.

Strengthen last-mile rural distribution — Expand bancassurance partnerships, local agent networks, and integration with
existing rural financial-inclusion channels such as self-help groups and microfinance institutions.

Prioritize transparency and faster claim settlement — Simplify policy documentation, publish claim-settlement ratios
prominently, and invest in quicker grievance-redressal mechanisms to build and sustain consumer confidence.

Scale digital and mobile-based insurance platforms — Use vernacular apps, simplified digital KYC, and mobile-first
design to bring insurance within easy reach of first-time buyers in semi-urban and rural markets.

Foster collaboration across regulators, insurers, and fintech players — A coordinated ecosystem approach is more likely
to tackle affordability, awareness, and access together than isolated efforts by any single stakeholder.

CONCLUSION

Insurance penetration in India is shaped by an interlocking set of economic, social, and financial factors. Income, education,
awareness, financial literacy, and access to financial services all bear directly on whether and how people engage with insurance,
while affordability and trust go on to determine whether that engagement is sustained. What emerges from the literature is that
boosting insurance penetration takes more than simply expanding the range of products on offer — people also need to understand
what insurance is for, and to have access to products that fit both their means and their needs. Future research built on primary data
would help clarify how these factors play out differently across India's varied population groups.

[J]NRD2609202 ‘ IJNRD - International Journal of Novel Research and Development (www.ijnrd.org)



https://ijnrd.org/
http://www.ijnrd.org/

INTERNATIONAL JOURNAL OF NOVEL RESEARCH AND DEVELOPMENT (IJNRD)
© 2026 IJNRD | Volume 11, Issue 9, September 2026 | ISSN: 2456-4184 | ]INRD.ORG °"“‘8“““5
REFERENCES

Chakrabarti, A., & Shankar, A. (2015). Determinants of health insurance penetration in India: An empirical analysis. Oxford
Development Studies, 43(3), 379-401. https://doi.org/10.1080/13600818.2015.1057116

Eling, M., & Jia, R. (2017). The demand for microinsurance: A literature review. The Geneva Papers on Risk and Insurance—
Issues and Practice, 42, 514-550.

Factors affecting changes in insured status of rural and urban households: A study over two time periods in India. (2021). 1IMB
Management Review, 33(4), 360-371.

Financial literacy and financial planning: Evidence from India. (2015). Journal of Housing Economics, 27, 4-21.
Government of India, Press Information Bureau. (2025). India's insurance sector: Growth and performance, 2024—-2025.

Health security across the spectrum: Exploring the impact of socioeconomic factors on health insurance uptake in India. (2025).
Aging and Health Research, 5(3), 100244.

Insurance Regulatory and Development Authority of India. (2025). Handbook on Indian insurance statistics 2024—2025.

Kakar, P., & Shukla, R. (2010). The determinants of demand for life insurance in an emerging economy—India. Margin: The
Journal of Applied Economic Research, 4(1), 49-77. https://doi.org/10.1177/097380100900400103

Copyright & License:
3 _“-",Z_ © Authors retain the copyright of this article. This work is published under the Creative Commons
e Attribution 4.0 International License (CC BY 4.0), permitting unrestricted use, distribution, and

EN RD reproduction in any medium, provided the original work is properly cited.

[J]NRD2609202 ‘ IJNRD - International Journal of Novel Research and Development (www.ijnrd.org)



https://ijnrd.org/
http://www.ijnrd.org/
https://doi.org/10.1177/097380100900400103

