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Abstract

Traditionally, development economics has analyzed various institutions in developing countries and
designed policies based on the assumption of ”poor but rational” individuals. However, with the recent
development of theoretical and empirical studies in behavioral economics, the design of poverty reduction
programs has been promoted by taking into account the irrational decision-making of the poor. This paper
focuses on microfinance (microsavings, microcredit, and microinsurance) as one such program, and reviews
recent research based on behavioral economics. In particular, we will focus on the issue of present bias, since
saving, borrowing, and insurance purchase all involve decision making between different points in time, and
argue the importance of program design that incorporates a moderate level of commitment. Since insurance is
a financial service to deal with risk, we will also examine insurance purchase decisions from the standpoints of
prospect theory and probability weighting function.
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