


 

 

 

  

THE INDIVIDUAL DEMAND FOR PRIVATE HEALTH INSURANCE 

IN MALAYSIA 

 

 

 

 

By 

ARPAH ABU BAKAR 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Thesis Submitted to Othman Yeop Abdullah 

Graduate School of Business, Universiti Utara Malaysia 

in Fulfillment of the Requirement for the Degree of Doctor of Philosophy 



 

iv 

 

Permission to Use 

 
In presenting this thesis in fulfillment of the requirements for a postgraduate 

degree from Universiti Utara Malaysia, I agree that the University Library may 

make it freely available for inspection. I further agree that permission for 

copying of this thesis in any manner, in whole or in part, for scholarly purpose 

may be granted by my supervisor or in his absence, by the Dean of Othman 

Yeop Abdullah Graduate School of Business. It is understood that any copying 

or publication or use of this thesis or parts thereof for financial gain shall not be 

allowed without my written permission. It is also understood that due 

recognition shall be given to me and to Universiti Utara Malaysia for any 

scholarly use which may be made of any material from my thesis.  

 

Request for permission to copy or to make use of the materials in this thesis, in 

whole or in part, should be addressed to: 

Dean of Othman Yeop Abdullah  

Graduate School of Business, 

Universiti Utara Malaysia,  

06010 Sintok, 

Kedah, Malaysia. 

 

 



 

v 

 

Abstract 

The main purpose of this study is to determine the factors that affect the 

individual decision to purchase health insurance and the level of coverage 

purchased. In addition, this study attempts to profile the policyholders and 

compare this against the profile of non policyholders, and also estimates the 

price elasticity of health insurance demand. A model to predict the likelihood of 

purchasing health insurance is also proposed. The thesis was developed based 

mainly on the Utility Theory, Prospect Theory and Bounded Rationality Theory. 

The dataset was obtained from the National Health and Morbidity Survey III. 

The two major analytical tools employed were logistic regression and the 

Heckman two-stage estimator. Due to the multicollinearity problem, the dataset 

were split into salaried and non-salaried individuals and were analyzed 

separately. The results revealed that the likelihood of health insurance purchase 

among the salaried individuals was higher if the individual’s income and 

education were higher, and if the individual was a female, was a non-Muslim, 

was a civil servant, as well as if the individual was more risk averse, while the 

effect of age was nonlinear. The results also showed that those who were older, 

earned higher income, female, non-Muslims, had high out-of-pocket costs for 

health care tended to seek a higher amount of coverage. Individuals were less 

likely to purchase health insurance when the price increased and the price 

elasticity was relatively low indicating that a high subsidy would be needed to 

induce purchase. Given individual characteristics, the models were found to be 

useful in predicting individual’s likelihood in purchasing health insurance for 

both the salaried and non salaried individuals. The findings offer useful inputs 

for insurance industry players and policy makers on various issues, including 

health care financing in Malaysia. 
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Abstrak 

Tujuan utama kajian ini adalah untuk menentukan faktor yang mempengaruhi 

keputusan individu membeli insurans kesihatan dan tahap perlindungan yang 

dibeli. Di samping itu, kajian ini menganalisis profil pemegang polisi insurans 

kesihatan dan menganggar keanjalan harga permintaan insurans kesihatan. 

Model untuk meramal kebarangkalian pembelian insurans kesihatan juga 

dicadangkan. Tesis ini dirangka berdasarkan Teori Utiliti, Teori Prospek dan 

Teori Rasionaliti Terbatas. Data diperolehi daripada Tinjauan Kebangsaan 

Kesihatan dan Morbiditi III. Analisis menggunakan dua kaedah utama iaitu 

Regresi Logistik dan Penganggar Dua-Tahap Heckman. Data dibahagikan 

kepada individu yang bergaji dan individu yang tidak bergaji. Hasil kajian 

menunjukkan kebarangkalian membeli insurans kesihatan adalah lebih tinggi di 

kalangan individu berpendapatan tinggi dan tahap pengajian tinggi, wanita, 

bukan Islam, pekerja kerajaan, dan individu yang lebih bersikap pengelak risiko 

manakala kesan umur adalah tidak linear. Kajian juga menunjukkan individu 

berpendapatan tinggi, lebih tua, wanita, bukan Islam dan mempunyai kos 

perubatan sendiri yang tinggi membeli insurans kesihatan dengan tahap 

perlindungan yang lebih tinggi. Di samping itu, kebarangkalian membeli 

insurans kesihatan akan meningkat jika harga polisi insurans dikurangkan 

namun keanjalan harga sangat rendah. Ini bermaksud, subsidi yang sangat 

tinggi mungkin diperlukan untuk menggalakkan pembelian insurans kesihatan. 

Dengan adanya maklumat individu, model-model kajian ini didapati berguna 

untuk meramal kebarangkalian individu membeli insurans kesihatan untuk 

kedua-dua kumpulan individu bergaji dan tidak bergaji.  Dapatan kajian ini 

menawarkan input berguna kepada pihak industri insurans dan pembuat dasar 

berhubung beberapa isu termasuk pembiayaan penjagaan kesihatan di Malaysia. 

 

Katakunci: Permintaan, Insurans Kesihatan, Teori Utiliti, Teori Prospek



 

vii 

 

 
Acknowledgements 

First and foremost, I would like to thank Allah for giving me the strength to 

complete this thesis. And after too many years, many thanks are due to many 

people. To my supervisors, Associate Prof Dr Angappan for his profound 

insights, endless patience and tremendous guidance and efforts; and to Prof 

Dato' Dr Syed Mohamed Aljunid for his critical views, excellence and 

wonderful supports throughout this process. I also would like to thank Dr 

Shamzaeffa, Dr Azahadi and Balkhis for their support in the data gathering and 

analysis stage. 

I am grateful to my colleagues at UUM for their confidence in me and 

to my friends at UNU-IIGH for the enjoyable moments and learning experience. 

A special dedication goes to Dr Nursofiza for her never lasting mentoring and 

companion.  

I also thank Universiti Utara Malaysia for the financial support and the 

Institute for Public Health for assistance in the data gathering stage. I would 

like to thank the Director General of Health, Malaysia for his permission to use 

the data from National Health and Morbidity Survey III and publish this thesis. 

Finally, my deepest gratitude to my husband and my parents for their 

supports; my daughters, Athirah, Alyssa, Nur Aisyah, Ain Assyifa’ and my 

sons, Aliff and Afiq for their patience and sacrifices.  

 

 



viii 

 

 
TABLE OF CONTENTS 

 

 

 

 

 PREFACE  

  Certification of Thesis Work ii 

  Permission to Use iv 

  Abstract v 

  Abstrak vi 

  Acknowledgement vii 

  Table of Contents viii 

  List of Tables xi 

  List of Figures xiii 

 

 

 

1.0 INTRODUCTION 1 

 1.1 Introduction 1 

 1.2 Background of the Study 4 

  1.2.1 Health Insurance 5 

  1.2.2 Health Insurance Industry in Malaysia 7 

  1.2.3 The Malaysian Health Care System and Health Care 

Financing 

11 

  1.2.4 Health Care Financing around the World 18 

 1.3 Problem Statements 26 

 1.4 Research Questions 32 

 1.5 Research Objectives 32 

 1.6 The Importance of the Study 33 

 1.7 Structure of Thesis 35 

 

 

 

2.0 LITERATURE REVIEW 37 

 2.1 Introduction 37 

 2.2 Theories Related to Decision Making 38 

  2.2.1 Expected Utility Maximization Theory 38 

  2.2.2 Prospect Theory 46 

  2.2.3 Bounded Rationality Theory 53 

  2.2.4 Theory of Reasoned Action 55 

 2.3 Past Empirical Studies on Health Insurance Demand 57 

  2.3.1 Income Effect on Health Insurance Demand 59 

  2.3.2 The Effect of Socio-Demographic Factors on Health 

Insurance Demand 

65 

  2.3.3 The Effect of Health Status and Health Utilization on 70 



ix 

 

Health Insurance Demand 

  2.3.4 The Effect of Health Care Providers’ Quality on Health 

Insurance Demand 

71 

  2.3.5 The Price Elasticity of Health Insurance Demand 72 

  2.3.6 The Factors that Affect the Amount of Health Insurance 

Coverage 

74 

 2.4 Chapter Conclusion 77 

    

 

 

 

 

3.0 RESEARCH FRAMEWORK AND METHODS 79 

 3.1 Introduction 79 

 3.2 Research Framework 79 

  3.2.1 Theoretical Model 82 

  3.2.2 Hypotheses 91 

 3.3 Methods 102 

  3.3.1 Data Collection 102 

  3.3.2 Unit of Analysis 106 

  3.3.3 Measurement of Variables 107 

  3.3.4 Examining the Data 118 

  3.3.5 Analyzing the Factors that Affect the Decision to Purchase 

Health Insurance 

120 

  3.3.6 Predicting the Likelihood of a Person Buying Health 

Insurance, Given the Person’s Characteristics 

123 

  3.3.7 Analyzing the Price Effect 123 

  3.3.8 Analyzing the Factors that Affect the Amount of Health 

Insurance Coverage Purchased 

123 

 3.4 Chapter Conclusion 123 

     

 

 

 

 

4.0 RESULTS AND DISCUSSION 125 

 4.1 Introduction 125 

 4.2 Descriptive Statistics 126 

  4.2.1 Summary Statistics of Samples 126 

  4.2.2 Profiles of Policyholders and Non Policyholders 131 

 4.3 The Factors that Affect the Decision to Purchase Health Insurance 142 

  4.3.1 Logistic Regression for Salaried Individuals 145 

  4.3.2 Logistic Regression for Non Salaried Individuals 156 

  4.3.3 Non Significant Variables 157 

 4.4 The Effect of Price on the Demand for Health Insurance 163 

 4.5 The Likelihood of a Person Buying Health Insurance, Given the 

Person’s Characteristics 

168 

  4.5.1 Reduced Form Model for Salaried Individuals 168 



x 

 

  4.5.2 Reduced Form Model for Non Salaried Individuals 172 

 4.6 The Factors that Affect the Amount of Insurance Coverage 

Purchased 

175 

 4.7 Chapter Conclusion 186 

   

 

 

 

  

5.0 CONCLUSIONS AND RECOMMENDATIONS 189 

 5.1 Introduction 189 

 5.2 Conclusion 189 

 5.3 Recommendation 196 

  5.3.1 Benefits to Policymakers and Insurance Industry Players 196 

  5.3.2 Future Research 201 

     

    

 

 

 References 209 

 Appendices 215 

 

 



xi 

 

LIST OF TABLES  
 

 

Table 1.1 Types of MHI and Market Share 8 

Table 1.2 Number of Public and Private Hospitals from 2003 to 2009 12 

Table 1.3 Total Expenditure on Health as % of GDP for Selected 

Countries, estimates for 1998 to 2008 

13 

Table 1.4 Per Capita Total Expenditure on Health (PPP in $), 

Estimates for 1998 to 2008 

13 

Table 1.5 

 

Total Expenditure on Health in Malaysia by Sources of 

Financing (Public vs Private), from 2000 to 2008 

15 

Table 1.6 

 

Total Expenditure on Health in Malaysia by Sources of 

Financing for 2008 

16 

Table 1.7 Ministry of Health Annual Budget and Per Capita Allocation 17 

Table 1.8 

 

Proportion (in %) of Total Expenditure on Health by 

Sources of Financing for Selected Countries, from 2000 to 

2008 

19 

Table 1.9 

 

Out-of-pocket Expenditure (OOP) as a Percentage of Private 

Expenditure on Health for Selected Countries, from 1998 to 

2008 

20 

 

Table 1.10 Private Prepaid Plans (PPP) as a Percentage of Private 

Expenditure on Health for Selected Countries, from 1998 to 

2008 

20 

Table 1.11 Health Care Environment among Selected Countries 23 

Table 3.1  Independent Variables and Supporting Theories and 

Literatures 

85 

Table 3.2  Summary of Predictions 102 

Table 3.3 Types of Health Insurance Policies Owned by the Sample 

Respondents 

107 

Table 3.4 Old Categories for Race and Religion 109 

Table 3.5 Old and New Categories of Types of Occupations 110 

Table 3.6 Risk Attitude Scales for Safety Behaviors 118 

Table 3.7 Individual Respondents’ Relationship with Head of 

Household 

119 

Table 3.8 Descriptive Statistics of the Continuous Variables after 

Transformation 

121 

Table 4.1 Socio-Demographics of Sample 127 

Table 4.2 Descriptive Statistics of the Continuous Variables 129 

Table 4.3 Chi-Square tests for Sample Data vs Population Data 130 

Table 4.4 Profiles of Policyholders and non Policyholders according to 

Gender 

133 

Table 4.5 Profiles of Policyholders and non Policyholders according to 

Religion and Race 

134 

Table 4.6 Profiles of Policyholders and non Policyholders according to 

Education Level 

135 



xii 

 

Table 4.7 

 

Profiles of Policyholders and non Policyholders according to 

Marital Status 

137 

Table 4.8 

 

Profiles of Policyholders and non Policyholders according 

Types of Occupation 

137 

Table 4.9 

 

Profiles of Policyholders and non Policyholders according 

Job Category 

138 

Table 4.10 Profiles of Policyholders and non Policyholders according to 

Location of Residence 

139 

Table 4.11 Model 1: Logistic Regression  143 

Table 4.12 VIF for Model 1 144 

Table 4.13 Model 2: Logistic Regression for Salaried Individuals 146 

Table 4.14 Model 3: Logistic regression for Salaried Individuals with 

Safety Behavior 

147 

Table 4.15 Model 4: Logistic Regression for Salaried Individuals with 

Squared Age 

150 

Table 4.16 Classification Table for Model 4 151 

Table 4.17 Model 5: Logistic Regression for Non-Salaried Individuals 157 

Table 4.18 Health Insurance Ownership and Types of Health Insurance 

Purchased 

164 

Table 4.19 Model 6: Logistic Regression for Salaried Individuals and 

Price 

165 

Table 4.20 

 

Model 7: Reduced form Logistic Regression for Salaried 

Individuals 

169 

Table 4.21 Classification Table for Model 7 169 

Table 4.22 Cross Tabulation Health Insurance Ownership and Predicted 

Purchase for Salaried Individuals 

171 

Table 4.23 Chi-Square Test for Actual vs Predicted Purchase for 

Salaried Individuals 

171 

Table 4.24 Model 8: Reduced Form Model for Non Salaried Individuals 173 

Table 4.25 Classification Table for Model 8 173 

Table 4.26 Cross Tabulation Actual Health Insurance Ownership and 

Predicted Ownership for Non Salaried Individuals 

174 

Table 4.27 

 

Chi-Square Tests for Actual vs Predicted Ownership for 

Non Salaried Individuals 

175 

Table 4.28 Heckman Selection Model – Two-step Estimates 177 

Table 4.29 Linear Regression for Factors Affecting Amount of 

Coverage for Salaried Individuals 

179 

Table 4.30 Linear Regression for Factors Affecting Amount of 

Coverage for Non-Salaried Individuals 

184 

Table 5.1 The Profiles of Insured vs Uninsured 191 

Table 5.2 Summary Results for Salaried Individuals 194 

 



xiii 

 

LIST OF FIGURES 
 

 

Figure 2.1 Illustration of the shape of the utility function in Prospect 

Theory 

48 

Figure 3.1 Theoretical Framework for Decision to Buy 80 

Figure 3.2 Theoretical Framework for Amount of Coverage Given 

the Decision to Buy 

81 

  



  

1 

 

 

CHAPTER 1 
 

INTRODUCTION 
 

 

1.1 Introduction 

Private health insurance is one of the sources of funds for financing health 

care apart from direct taxes, public insurance and out of pocket payments. In 

some countries such as the United States, private health insurance is the 

source of funds for medical care for many individuals while in countries like 

the United Kingdom, the people are highly dependence on the public health 

insurance. The public health insurance could be in several forms such as 

mandated social insurance scheme as in the case of Japan or a tax-funded 

health financing scheme as in the case of United Kingdom.  

 

In Malaysia, there is no specific program for public health insurance. 

Nevertheless, health care is highly accessible at the public health institutions 

for a minimal fee. Despite the fact, based on the Central Bank of Malaysia 

annual reports from year 2005 to 2008, the private health insurance business 

has grown significantly (Bank Negara Malaysia, 2005, 2009b). The report 

from the National Health and Morbidity Survey III which is a cross-

sectional survey undertaken in year 2006, indicates that about 18.8% of the 

Malaysian population owned some type of private health insurance (Institute 

for Public Health, 2008).  



The contents of 

the thesis is for 

internal user 

only 
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