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Abstract
Financial literacy can be critical to reducing poverty, but limited evidence exists on the mechanisms of change. Guided by the 
financial capability framework, this study examines the direct effects of financial literacy on poverty and the indirect effect 
through financial inclusion and entrepreneurship, using data from wave 5 of the InterMedia Financial Inclusion Insights 
Program for Kenya, Tanzania, and Uganda. We also examined how the relationships differ by gender and locality. Overall, the 
endogeneity-corrected results suggest that an increase in financial literacy is associated with a 6.9% decrease in poverty. We 
found that entrepreneurship and financial inclusion act as mechanisms of change through which financial literacy decreases 
poverty, with the findings differing by gender and locality. These findings point to the poverty-reducing effect of financial 
literacy, mainly in Tanzania, followed by Kenya and Uganda. The results contribute to understanding how financial literacy 
and poverty interact and can inform contextually relevant interventions and policies.
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Introduction

Before the COVID-19 pandemic, sub-Saharan Africa (SSA) 
was making positive strides in poverty reduction, shrinking 
the number of people living in extreme poverty from 56% 
in 1990 to 34% in 2018 (World Bank, 2020). The prolonged 

COVID-19 pandemic has eroded these poverty reduction 
gains (UNCTAD, 2021). Financial literacy (i.e., financial 
knowledge and skills) is critical to reducing poverty (World 
Bank, 2018). Two potential pathways by which financial 
literacy could contribute to poverty reduction are its ini-
tial influence on financial inclusion (i.e., access to finan-
cial systems and services) and entrepreneurship. However, 
scant evidence exists on these pathways within the financial 
literacy-poverty reduction literature (Askar et al., 2020; 
Engelbrecht, 2008; Faboyede et al., 2015). Even further, 
persistent gender disparities in financial literacy that may 
affect these pathways are understudied. This study fills these 
knowledge gaps by addressing the following research ques-
tions: (a) What is the effect of financial literacy on poverty? 
(b) What pathways transmit the effects of financial literacy 
on poverty? and (c) To what extent do the effects and path-
ways depend on gender and locational differences? Empiri-
cal insights into these questions could help shed light on how 
financial literacy could be integrated into poverty reduction 
strategies and policies to help reduce poverty in SSA.

Financial literacy in SSA is suboptimal. A recent global 
study found that financial literacy in SSA remains low at 
32% compared to 52% in high-income countries (Fanta 
& Mutsonziwa, 2021). In some SSA regions, such as 
East Africa, the financial literacy level is even lower. For 

 * Isaac Koomson 
 i.koomson@uq.edu.au ; koomsonisaac@gmail.com

 David Ansong 
 ansong@email.unc.edu

 Moses Okumu 
 okumu@illinois.edu

 Solomon Achulo 
 a.solomonhadi@wustl.edu

1 Centre for the Business and Economics of Health, The 
University of Queensland, St Lucia, QLD, Australia

2 School of Social Work, University of North Carolina 
at Chapel Hill, Chapel Hill, NC, USA

3 School of Social Work, University of Illinois 
at Urbana-Champaign, Champaign, IL, USA

4 Brown School, Washington University in St. Louis, St. Louis, 
MO, USA

5 Network for Socioeconomic Research and Advancement 
(NESRA), Accra, Ghana

http://orcid.org/0000-0002-2929-4992
http://orcid.org/0000-0002-4624-3337
http://orcid.org/0000-0003-2555-3077
http://orcid.org/0000-0002-6190-528X
http://crossmark.crossref.org/dialog/?doi=10.1007/s40609-022-00259-2&domain=pdf


94 Global Social Welfare (2023) 10:93–103

1 3

instance, only 38% of Kenyans, 34% of Ugandans, and 
40% of Tanzanians are financially literate (Klapper et al., 
2015). East Africa has the highest mobile money penetra-
tion rate (i.e., the most popular fintech product in SSA) due 
to its role as the global hub for mobile money transactions 
(GSMA, 2019). Mobile money account ownership rates in 
Kenya (73%), Uganda (51%), and Tanzania (39%) are some 
of the highest in SSA (Demirgüç-Kunt et al., 2018). In these 
economies, the mobile money ecosystems have progressed 
beyond basic payment systems to sophisticated structures 
that provide savings, credit, insurance, and other services 
(Koomson, Martey et al., 2022). Although the region boosts 
of an impressive financial technology (fintech) revolution 
and start-ups, the low financial literacy is empirically puz-
zling, especially in contexts with high poverty rates such 
Kenya (37.1%), Uganda (41.5%), and Tanzanians (49.4%; 
World Bank, 2020). To address this evidence gap, there is a 
need to understand how financial literacy can be leveraged 
as a policy tool to address the rising poverty in East Africa.

Guided by the financial capability framework (Ansong 
et al., 2020; Sherraden, 2013; Sherraden & Ansong, 2013), 
this study tests the link between financial literacy and poverty. 
The financial capability framework posits that when individu-
als and households are financially literate and have an enabling 
environment where they can easily access and utilize financial 
services and products, then they can improve their livelihoods 
and well-being (Ansong et al., in press; Ansong et al., 2020; 
Sherraden, 2013). Individuals and families who are financially 
literate make sound financial management decisions, resulting 
in more efficient consumption and increased accumulation of 
both financial and durable assets (Atkinson & Messy, 2013).  
Evidence points to financial literacy’s direct influence  
on poverty through increased food and non-food household 
consumption (Dinkova et al., 2021), an essential indicator of 
poverty (Askar et al., 2020; Faboyede et al., 2015; Meyer & 
Sullivan, 2012; World Bank, 2001). This suggests that finan-
cial literacy can assist individuals in escaping poverty through 
increased asset building.

Financial literacy can directly or indirectly influence 
poverty through financial inclusion and entrepreneurship 
pathways (see Fig. 1). Evidence shows that financial lit-
eracy may affect financial inclusion (access and utilization 
of beneficial financial services) and shape entrepreneurial 
practices and choices (Awaworyi, Churchill & Marisetty, 
2020; Koomson et al., 2020a; Koomson & Danquah, 2021; 
Timbile & Kotey, 2022). First, the financial inclusion path-
way suggests that financial literacy can reduce vulnerability 
to poverty through its positive effect on beneficial financial 
products and services (Koomson et al., 2020a; Timbile & 
Kotey, 2022). The World Bank (2018) recognizes finan-
cial literacy as a key driver to achieving universal financial 
access. The extant literature also shows that financial lit-
eracy significantly enhances financial inclusion (Atkinson & 

Messy, 2013; Calcagno & Monticone, 2015; Klapper et al., 
2013; Koomson et al., 2020b). Second, the entrepreneur-
ship pathway suggests that financial literacy can contribute 
to poverty reduction through its potential role in enhancing 
entrepreneurship. For instance, Saptono (2018) found that 
an increase in financial literacy is associated with a 9.8% 
increase in entrepreneurship skills among Indonesians. Simi-
larly, Oseifuah (2010) and Burchi et al. (2021) found that 
financial literacy enhances entrepreneurship intentions and 
how entrepreneurs grow their businesses. Entrepreneurs play 
a significant role in poverty reduction in Kenya (Misango & 
Ongiti, 2013), and China (Si et al., 2015). Financial fragility 
can impede entrepreneurship because financial constraint 
is considered one of the most significant barriers to entre-
preneurship in emerging economies (Daniels et al., 2016; 
Peprah & Koomson, 2015). Financial fragility emanating 
from lower levels of financial literacy can decrease asset 
accumulation and household consumption. This implies 
that if financial literacy is misapplied, it might worsen pov-
erty through the above-mentioned pathways. We use data 
from three East African countries—Kenya, Tanzania, and 
Uganda—to empirically examine the financial inclusion and 
entrepreneurship pathways.

The study also explores gender differences in the effect of 
financial literacy on poverty, which is currently unexplored 
in emerging economies (Klapper et al., 2015). Gender’s role 
is particularly amplified through the stack and persistent 
gender differences in the two mediators—financial inclu-
sion and entrepreneurship—linking financial literacy and 
poverty. For instance, wide gender gaps exist in entrepre-
neurship in Kenya (15%), Tanzania (7.05%), and Uganda 
(11.5%). Similarly, gender differences in financial inclusion 
persist in Kenya (8%), Tanzania (9%), and Uganda (13%). 
These gender differences may even be wider for individu-
als living in rural vs. urban areas. Individuals living in 
rural areas may be held back by restrictive social norms, 
especially women who face multiple barriers in navigating 
financial services and entrepreneurship opportunities. These 
discriminatory laws, social norms, locality disparities and 
lack of gender-responsive financial infrastructure affect the 
financial literacy-poverty relationship (Ansong et al., 2020; 
Calcagno & Monticone, 2015; Murendo & Mutsonziwa, 

Fig. 1  Pathways from financial literacy to poverty
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2017; Okumu et al., 2021). This study’s pursuit of gender- 
and location-disaggregated analyses in financial literacy will 
provide further knowledge on the extent to which gender and 
locality either strengthen or weaken the financial inclusion 
and entrepreneurship pathways. This evidence will inform 
gender- and location-specific interventions and policies, fos-
tering greater consideration of known disparities.

Therefore, guided by the financial capability framework, 
the current study examines the direct effects of financial 
literacy on poverty and the indirect effect through finan-
cial inclusion and entrepreneurship, using data from three 
East African countries—Kenya, Tanzania, and Uganda. 
We also examine how gender and locality may affect the 
relationships. To achieve these objectives while produc-
ing consistent results, we address the endogeneity problem 
associated with financial literacy (Calcagno & Monticone, 
2015; Fernandes et al., 2014; Lusardi & Mitchelli, 2007; 
Murendo & Mutsonziwa, 2017).

Data, Variables, and Model Specification

The secondary data employed in this paper is from Wave 5 
(2017) of the InterMedia Financial Inclusion Insights (FII) 
Program (InterMedia, 2017). Although the FII program was 
carried out in different years across 12 emerging economies, 
we use data for Kenya, Tanzania, and Uganda because these are 
the only countries in East Africa with wave 5 data. The FII data 
contains information on respondents aged 15 and above, corre-
sponding to the age cut-off used in the Global Findex database 
(Demirgüç-Kunt et al., 2018). Apart from data on respondents’ 
ownership and use of financial productions, the FII data also 
contains information on financial literacy, financial well-being, 
entrepreneurship, poverty, demography, and response to shocks. 
The surveys used a two-stage stratified cluster sampling design 
(InterMedia, 2017). The dataset included 3129 households in 
Kenya, 3060 in Tanzania, and 3001 in Uganda. The samples 
were reduced to 3111 households in Kenya, 3048 in Tanzania, 
and 2985 in Uganda after accounting for missing observations 
in the key variables and the covariates.

Financial Literacy

We use a set of seven questions on financial literacy from the 
InterMedia FII Program’s questionnaire (InterMedia, 2017). 
The questions sought to determine respondents’ financial 
knowledge across basic numeracy, risk diversification, infla-
tion, interest rates, and compound interest. For each respond-
ent, a correct response is assigned the value 1, while a wrong 
response is given the value 0 (Klapper & Lusardi, 2020; 
Murendo & Mutsonziwa, 2017). From the seven questions, we 
generate an additive financial literacy score that ranges from 0 
to 7. Higher scores represent higher levels of financial literacy.

Poverty

The poverty measure used in the InterMedia FII program 
is the progress out of poverty index (PPI) (InterMedia, 
2017), which uses a standard set of 10 easy-to-answer ques-
tions to estimate consumption-based poverty rates for each 
household included in pro-poor programs (Schreiner, 2017). 
Examples of the PPI questions which revolve around dep-
rivations in asset ownership, materials for roofs and walls, 
education, and employment include, “What is the main 
source of lighting fuel for the household? What is the high-
est grade that the female head/spouse has completed?” The 
responses to the ten questions are converted to a probability 
that the respondent's household is below the national poverty 
line and other globally recognized poverty lines. The PPI 
scores range from 0 to 100, with 0 representing the poor-
est households and 100 representing the wealthiest house-
holds. The PPI scores are converted to determine whether a 
respondent’s household lives below the poverty line of $2.50 
per day (Chua et al., 2012; InterMedia, 2017). For the binary 
poverty variable, 1 denotes living below the poverty line and 
0 above the poverty line (i.e., “1 = Poor”; “0 = Non-poor”).

Empirical Model

We employ a Probit model to estimate the association 
between financial literacy and poverty since poverty is cap-
tured as a binary variable. The model for obtaining our pre-
liminary results is specified in Eq. (1).

where Povij is a binary variable for the poverty status of 
household i in country j .  FLij is a continuous variable rep-
resenting the financial literacy score for household head i in 
country j; and X is a vector of control variables considered 
as other poverty determinants in extant studies (Awaworyi 
Churchill & Marisetty, 2020; Koomson & Danquah, 2021; 
Koomson et al., 2020a). These variables include age, gender, 
education, household size, location, mobile phone owner-
ship, marital status, and religion. �j captures country-specific 
fixed effect while � is a random error term.

As indicated in previous studies that have analyzed the link 
between financial literacy and various welfare outcomes, finan-
cial literacy is endogenous, and failure to address it will produce 
biased estimates (Calcagno & Monticone, 2015; Fernandes et al., 
2014; Lusardi & Mitchelli, 2007; Murendo & Mutsonziwa, 2017; 
Van Rooij et al., 2011). In previous studies, the endogeneity 
problem has been resolved using the average level of financial 
literacy within one’s region/province (Calcagno & Monticone, 
2015; Fernandes et al., 2014; Murendo & Mutsonziwa, 2017), 
parents’ or siblings’ financial experience (Van Rooij et al., 2011), 
or background knowledge in economics or business (Lusardi & 

(1)Pr
(
Povij|Xij

)
= �FLij + �Xij + �j + �ij
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Mitchelli, 2007) in a two-stage least squares (2SLS) or instru-
mental variable (IV) regression. Consistent with these studies 
(see, e.g., Calcagno & Monticone, 2015; Fernandes et al., 2014; 
Murendo & Mutsonziwa, 2017), we resolve the endogeneity in 
this study using an IV-Probit model in which the average finan-
cial literacy among a respondent’s neighbors (outside their house-
holds) is employed as an instrument. Unlike previous studies, we 
do not generate the overall mean level of financial literacy within 
respondents’ neighborhoods. However, we apply the leave-out 
mean approach, which generates the average neighborhood 
level of financial literacy for each respondent by excluding the 
household the respondent belongs. This approach helps avoid any 
potential problem of violating the exclusive restriction condition 
which can render the instrument invalid.

Apart from the IV-Probit method, we test for consistency 
in findings by applying the Lewbel (2012) 2SLS method used 
widely in the literature to address endogeneity (Koomson & 
Awaworyi Churchill, 2021; Koomson & Danquah, 2021). 
Table 5 presents the description and summary statistics for all 
variables included in the analysis.

Mediation Analysis

We also investigated the potential roles of entrepreneurship and 
financial inclusion as potential pathways via which financial lit-
eracy influences poverty. We use a two-step process to confirm 
whether these variables are significant pathways in line with previ-
ous studies (Kofinti et al., 2022; Koomson & Awaworyi Churchill, 
2021; Koomson & Danquah, 2021). Entrepreneurship is measured 
using a binary variable, where 1 refers to self-employment and 0 
if otherwise (Nikolaev et al., 2020; Peprah et al., 2015). Financial 
inclusion is measured using a multidimensional approach that cuts 
across three dimensions: account ownership, access to credit, and 
insurance ownership. After obtaining the multidimensional finan-
cial inclusion score, we applied a cut of 0.5 to obtain a binary 
measure of financial inclusion where 1 is assigned to a household 
head whose financial inclusion score is greater than 0.5 and 0 if 
otherwise (see, e.g., Koomson & Danquah, 2021; Zhang & Posso, 
2019). In the second step, we independently include the potential 
mediators as additional control variables and note how the coef-
ficient of financial literacy reacts. If any of them is a mediator, 
its inclusion should result in the shrinking of the magnitude of 
the coefficient of financial literacy, or it must become statistically 
insignificant.

Results

Preliminary Results

This section reports preliminary estimates for the rela-
tionship between financial literacy and poverty in Table 1. 

Overall, these results suggest that financial literacy is 
significantly associated with poverty reduction in East 
Africa. Results for all countries are displayed in Column 
1, while Columns 2 to 4 report estimates for Kenya, Tan-
zania, and Uganda, respectively. Specifically, we see in 
Column 1 that a unit increase in financial literacy is asso-
ciated with a decrease in the probability of being poor by 
2.3% points. At the country level, an increase in finan-
cial literacy is linked to a decrease in the probability of 
being poor by 2.3% points in Kenya, 2.1 in Tanzania, and 
1.3 in Uganda. Although our analyses depict an inverse 
relationship between financial literacy and poverty, these 
Probit estimates can be biased because financial literacy 
has been identified as inherently endogenous. We resolve 
the endogeneity problem in the “Financial literacy” sec-
tion using an IV-Probit model, which employs an external 
instrument.

The significant results of the control variables in Col-
umn 1 indicate a positive relationship between the house-
hold head’s age and poverty. Female heads, the educated, 
those who own mobile phones, and urban residents are 
less likely to be poor. Also, those married, separated, or 
divorced are more likely to be poor than those who have 
never married.

Endogeneity‑Corrected Results

This section employs the average financial literacy score 
among respondents’ neighbors as an instrument in an 
IV-Probit regression and presents the results in Table 2. 
Expectedly, the first stage estimates show that the higher 
the level of financial literacy in a respondent’s neighbor-
hood, the higher the respondent’s own level of financial 
literacy (Calcagno & Monticone, 2015; Fernandes et al., 
2014; Murendo & Mutsonziwa, 2017). The F-statistics are 
above the threshold of 10, which implies that the instru-
ment is not weakly associated with financial literacy 
(Stock & Yogo, 2002). Furthermore, the instrumented 
results are all greater than the preliminary results, sig-
nifying that the endogeneity related to financial literacy 
biased the preliminary estimates downwards. Based on 
the biasedness of the preliminary results, the endogeneity-
corrected estimates are our preferred estimates. Specifi-
cally, we observe in Column 1 that an increase in financial 
literacy reduces poverty by 6.9% points across all coun-
tries. When disaggregated by countries, a unit increase 
in financial literacy is associated with a decrease in the 
probability of poverty by 5.9% points in Kenya, 6.7 in 
Tanzania, and 4.2 in Uganda. Our findings suggest that 
improved financial literacy can be employed as an effec-
tive policy strategy for reducing poverty. This finding 
supports those of Askar et al. (2020) and Faboyede et al. 
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(2015), who have shown that financial literacy is capa-
ble of aiding in the reduction of poverty. However, our 
study focuses on East Africa, which has become home to 
emerging financial technologies with improved financial 
literacy as a corollary. Comparatively, respondents in Tan-
zania are most likely to experience the strongest effect of 
financial literacy on poverty reduction, followed by Kenya 
and Uganda, respectively.

Location and Gender Dimension

In this section, we report location-specific results to explore 
the differential effects of financial literacy on poverty for 
rural and urban residents. In Table 3, we report the results 
for the rural sample in Panel B and see in Column 1 that, 
overall, a unit increase in financial literacy is associated with 
a decrease in the probability of being poor in a rural area 

Table 1  Financial literacy and 
poverty (Probit results)

Robust standard errors in parentheses 
* p < 0.1; ** p < 0.05; *** p < 0.01; ME, marginal effects

(1) (2) (3) (4)
Full Kenya Tanzania Uganda

Poverty (0/1) ME ME ME ME

Financial literacy  − 0.023***  − 0.023***  − 0.021***  − 0.013*
(0.005) (0.006) (0.005) (0.008)

Age 0.001  − 0.005 0.001 0.003
(0.002) (0.003) (0.002) (0.004)

Female  − 0.037***  − 0.082***  − 0.014  − 0.097***
(0.013) (0.017) (0.014) (0.025)

Education (Base = Polygamy)
Primary  − 0.167***  − 0.258***  − 0.109***  − 0.110***

(0.023) (0.029) (0.029) (0.035)
Secondary  − 0.403***  − 0.472***  − 0.208***  − 0.291***

(0.025) (0.032) (0.031) (0.041)
Tertiary  − 0.624***  − 0.626***  − 0.261***  − 0.475***

(0.041) (0.052) (0.046) (0.092)
Household size 0.033*** 0.107*** 0.069***  − 0.149***

(0.003) (0.005) (0.004) (0.008)
Rural 0.287*** 0.144*** 0.133*** 0.306***

(0.014) (0.019) (0.013) (0.027)
Mobile phone  − 0.262***  − 0.127***  − 0.071***  − 0.439***

(0.015) (0.020) (0.015) (0.026)
Marital status (Base = Never married)
Polygamy 0.163*** 0.084** 0.037 0.156***

(0.027) (0.034) (0.031) (0.047)
Monogamy 0.062***  − 0.046**  − 0.014 0.165***

(0.016) (0.021) (0.016) (0.031)
Divorced/Separated/Divorced 0.054** 0.127*** 0.029 0.269***

(0.023) (0.031) (0.023) (0.040)
Religion (Base = no religion)
Christianity  − 0.127  − 0.072  − 0.171*  − 0.385**

(0.081) (0.091) (0.100) (0.172)
Islam  − 0.127 0.075  − 0.185*  − 0.544***

(0.082) (0.096) (0.100) (0.175)
Traditional Africa  − 0.354* 0.021 — —

(0.195) (0.137) — —
Hinduism/Buddhism  − 0.300** —  − 0.422**  − 0.497**

(0.125) — (0.174) (0.210)
Country fixed effects Yes No No No
Observations 9149 3111 3048 2985
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Table 2  Financial literacy and 
poverty (IV-Probit results)

Note: FL, financial literacy; Standard errors in parentheses
* p < 0.1; ** p < 0.05; *** p < 0.01

(1) (2) (3) (4)
Poverty (0/1) Full Kenya Tanzania Uganda

Pane A: Full sample
Financial literacy  − 0.069***  − 0.059***  − 0.067***  − 0.042***

(0.007) (0.011) (0.013) (0.010)
Household head variables Yes Yes Yes Yes
Country fixed effects Yes No No No
First stage
Average FL among neighbors 0.894*** 0.908*** 0.834*** 0.924***

(0.022) (0.039) (0.041) (0.038)
F-statistic of first stage 1613.08 553.48 407.51 595.77
Observations 9149 3111 3048 2985
Pane B: Rural sample
Financial literacy  − 0.055***  − 0.066***  − 0.027*  − 0.036***

(0.009) (0.015) (0.014) (0.012)
Household head variables Yes Yes Yes Yes
Country fixed effects Yes No No No
First stage
Average FL among neighbors 0.892*** 0.902*** 0.838*** 0.941***

(0.026) (0.049) (0.049) (0.043)
F-statistic of first stage 1134.42 340.32 296.31 482.71
Observations 6128 1912 2059 2155
Pane C: Urban sample
Financial literacy  − 0.114***  − 0.056***  − 0.154***  − 0.064***

(0.011) (0.019) (0.018) (0.020)
Household head variables Yes Yes Yes Yes
Country fixed effects Yes No No No
First stage
Average FL among neighbors 0.902*** 0.934*** 0.831*** 0.894***

(0.043) (0.063) (0.080) (0.082)
F-statistic of first stage 452.23 216.06 105.70 116.02
Observations 3003 1197 983 823
Pane D: Male sample
Financial literacy  − 0.074***  − 0.063***  − 0.086***  − 0.045***

(0.012) (0.021) (0.022) (0.017)
Household head variables Yes Yes Yes Yes
Country fixed effects Yes No No No
First stage
Average FL among neighbors 0.847*** 0.790*** 0.771*** 0.938***

(0.035) (0.061) (0.067) (0.058)
F-statistic of first stage 579.88 165.86 130.58 257.97
Observations 3450 1165 1162 1120
Pane E: Female sample
Financial literacy  − 0.065***  − 0.060***  − 0.056***  − 0.039***

(0.008) (0.013) (0.016) (0.013)
Household head variables Yes Yes Yes Yes
Country fixed effects Yes No No No
First stage
Average FL among neighbors 0.926*** 0.998*** 0.870*** 0.912***

(0.029) (0.049) (0.052) (0.050)
F-statistic of first stage 1036.42 405.20 275.84 334.70
Observations 5699 1946 1885 1865
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by 5.5% points. Also, an increase in financial literacy by a 
unit is related to reductions in the likelihood of poverty by 
6.6%, 2.7%, and 3.6% points in the rural areas of Kenya, 
Tanzania, and Uganda, respectively. In Column 1 of Panel 
C, we observe that a unit increase in financial literacy gener-
ally decreases the probability of being poor in an urban area 
by 11.4% points. From Columns 2 to 4, we see that a unit 
increase in financial literacy is associated with a decrease in 
the probability of poverty by 5.6% points in urban Kenya, 
15.4 in urban Tanzania, and 6.4 in urban Uganda. Overall, 
financial literacy has a bigger poverty-reducing effect in 
urban than rural areas. The bigger poverty-reducing effect 
of financial literacy among urban residents is consistently 
established in Tanzania and Uganda, except in Kenya, 
where financial literacy reduces poverty more among rural 
households.

Gender-wise, we report results for the male and female 
subsamples, respectively, in Panels D and E of Table 3. In 
Column 1 of Panel D, we find that, across all countries, a 
unit increase in financial literacy is associated with 7.4% 
points decrease in the probability of poverty among male-
headed households. Our overall results in Column 1 of Panel 
E show that an increase in financial literacy by a unit is 
linked to 6.5% points decrease in the probability of poverty 
among female-headed households. Comparatively, these 
results show that financial literacy reduces poverty more 
among male- than female-headed households. The greater 
effect of financial literacy in reducing poverty among male-
headed households is consistent across all the sampled 
countries.

Robustness Checks

In this section, we check for consistency in our endogeneity-
corrected estimates using the Lewbel (2012) 2SLS method and 
present the results in Table 6. We employ the Lewbel method, 
combining external and internally generated instruments. The 
results from the Lewbel regression for all countries in Colum 

1 show that, overall, an increase in financial literacy reduces 
poverty by 5.6% points. For specific countries, a unit increase 
in financial literacy is associated with a decrease in the prob-
ability of poverty by 6.7%, 5.5%, and 3.5% points, respectively, 
in Kenya, Tanzania, and Uganda. Consistent with existing lit-
erature, the Lewbel results, which correct for endogeneity, are 
greater than the Probit estimates but lower than the IV-Probit 
results (Awaworyi Churchill & Marisetty, 2020; Koomson & 
Danquah, 2021). This implied that the poverty-reducing effect 
of financial literacy is consistent across different endogeneity-
correcting models.

Financial Inclusion and Entrepreneurship 
as Pathways

Per our two-step mediation modeling approach, financial lit-
eracy is significantly associated with entrepreneurship and 
financial inclusion in the first step. The results in Table 3 show  
that financial literacy is associated with increases in entrepre-
neurship (Saptono, 2018), and financial inclusion (Koomson 
et al., 2020b; Koomson, Martey et al., 2022) by 1.3 and 1.9% 
points, respectively. In Panel A of Table 4, we include entre-
preneurship and financial inclusion as covariates and report 
the results in Columns 1 and 2, respectively. In Column 1, we 
see that entrepreneurship and financial inclusion are associated 
with 5.9 and 11.2% points decrease in poverty, respectively. 
The full model preliminary results for comparison are reported 
in Panel B. Since the models which included the mediators 
(see Panel A) have reduced sample sizes, we re-estimate the 
preliminary models without the mediators (see Panel B) to 
ensure the coefficients for comparison are obtained from the 
same sample. This is done to provide adequate grounds on 
which to compare estimates. After including entrepreneurship 
and financial inclusion in the models, we see that the coef-
ficients of financial inclusion in Columns 1 and 2 of Panel 
A have reduced in magnitude compared to those in Panel 
B, which implies that these variables serve as key pathways 
through which financial literacy influences poverty. In other 
words, an increase in financial literacy enhances entrepre-
neurship and financial inclusion, which provides the financial 
resources required for poverty reduction.

Implications and Conclusion

Financial literacy can help reduce poverty in SSA, but 
empirical studies on the causal relationship between finan-
cial literacy and poverty remain limited. To fill the knowl-
edge gap, we use data from three East African countries 
(i.e., Kenya, Tanzania, and Uganda) and apply the IV-Probit 
model to address the potential endogeneity associated with 
financial literacy. We explored the potential mediating roles 
of entrepreneurship and financial inclusion and examined 
how the results vary by subgroups (i.e., gender and locality). 

Table 3  Association between financial literacy and entrepreneurship 
and financial inclusion

Financial literacy; Robust standard errors in parentheses
 * p < 0.1; ** p < 0.05; *** p < 0.01

(1) (2)
Poverty (0/1) Entrepreneurship Financial inclusion

Financial literacy 0.013*** 0.019***
(0.004) (0.004)

Household head variables Yes Yes
Household-level variables Yes Yes
Country fixed effects Yes Yes
Observations 9135 5363
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Overall, financial literacy decreased poverty consistently 
across the three sampled countries, with Tanzania having 
the largest effect compared to Kenya and Uganda. The find-
ings also show that financial literacy’s ability to enhance 
entrepreneurship and financial inclusion is a key mechanism 
through which financial literacy reduces poverty. The pov-
erty-reducing effect of financial literacy is generally greater 
in rural locations and among male-headed households.

Guided by the financial capability framework, our find-
ings show that financial literacy and financial inclusion  
are crucial in policies that address poverty. Ansong and 
et  al., (2020) argue that programs aiming at advanc-
ing the SDG of ending poverty could leverage existing  
social and economic structures and networks to better sup-
port individuals and families to become financially liter-
ate and included (i.e., financially capable). For instance, 
the existing human services workforce at the forefront of 
developing and implementing poverty reduction strategies 
could be trained with financial capability competencies 
to enhance their ability to infuse financial literacy and 
inclusion into their programming. Similarly, strategies for 
incorporating financial literacy training into mainstream 
education systems may also have lasting effects on the 
financial literacy levels of emerging youth, thus potentially 
boosting the effectiveness of poverty reduction tools in the 
sampled countries and across other emerging economies.

Entrepreneurship is critical in alleviating poverty; how-
ever, our findings show that financial literacy is required to 
further shape entrepreneurial practices, as found in other 

studies (Bhatti et al., 2021). Based on our findings on the 
mediating role of entrepreneurship, workforce development 
programs and policies could benefit from the intentional 
infusion of financial literacy training to promote sustainable 
and decent employment (i.e., SDG 1 and 8). In a constantly 
changing financial sector, new entrepreneurs, in particular, 
may need support in understanding the prevailing financial 
system to make sound projections and financial decisions 
for the businesses (e.g., budgeting, credit management, 
analysis-based decision-making, and growing and control-
ling businesses; Jiaton et al., 2021). It is plausible that indi-
viduals with high financial literacy will have the necessary 
financial skills, market knowledge, and finance sources to 
establish and sustain new businesses and thereby accumu-
late resources and improve their purchasing power (SDG 6). 
These improvements could help decrease food insecurity 
(SDG 2) and boost investments in quality education (SDG 
4), good health and well-being (SDG 3), and households’ 
access to clean water and sanitation.

Thus, based on our study findings, we recommend that 
policymakers, educational institutions, and other develop-
ment programs adopt and mainstream the implementation 
of financial capability (i.e., literacy and inclusion) and 
entrepreneurship programs to reduce poverty and improve 
the well-being of people. These financial capability and 
entrepreneurship programs can be included as foundational 
courses for university students. Financial capability cur-
ricula can also be embedded into academic disciplines as a 
core subject or unit.

Table 4  Mechanisms of change 
from financial literacy to 
poverty

Robust standard errors in parentheses
* p < 0.1; ** p < 0.05; *** p < 0.01

(1) (2)
Mediator:
Entrepreneurship

Mediator:
Financial inclusion

Poverty (0/1) Full Full

Panel A: Results for mechanism
Financial literacy  − 0.023***  − 0.028***

(0.005) (0.006)
Entrepreneurship  − 0.059***

(0.014)
Financial inclusion  − 0.112***

(0.020)
Household head variables Yes Yes
Household-level variables Yes Yes
Country fixed effects Yes Yes
Observations 9135 5363
Panel B: Initial results for comparison  − 0.025***  − 0.030***
Financial literacy (0.005) (0.006)
All controls Yes Yes
Observations 9135 5363
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For the informal sector, these combined financial capabil-
ity and entrepreneurship programs can be infused into local-
ized curricula to benefit local groups and informal traders 
such as market women associations. Policymakers should 
take seriously and support initiatives to design and promote 
national financial capability strategies, such as the financial 
literacy week observed in many emerging countries.

The formal financial sector could also do more to 
advance financial literacy. Financial institutions   and 
other key players in the financial industry should consider 
adopting financial literacy as part of their credit programs. 
Rather than waiting to foreclose businesses when they 
fail to pay back the loans, it might be prudent for these 

institutions to provide continuous and on-demand financial 
literacy to all individuals who seek loans to start busi-
nesses. In the coming years, more empirical studies are 
expected to shed light on the connection between financial 
literacy and poverty reduction, encouraging more atten-
tion to be given to making financial literacy a priority in 
Sub-Saharan Africa 

Table 5  Summary statistics

Variable Description Mean Std. Dev

Poor Dummy variable equals 1 if income lived on is less than $2.50 per day 0.535 0.499
Financial literacy score Continuous variable for financial literacy score obtained from all seven questions 3.691 1.465
Age Continuous variable for age of respondent in years 36.029 15.548
Age squared Continuous variable for the squared age of respondent in years 1539.776 1383.064
Female Binary variable equals 1 if respondent is female 0.623 0.485
Primary Binary variable equals 1 if respondent’s educational level if primary 0.508 0.500
Secondary Binary variable equals 1 if respondent’s educational level if Secondary 0.306 0.461
Tertiary Binary variable equals 1 if respondent’s educational level if Tertiary 0.064 0.245
Household size Continuous variable for number of persons in household 3.607 2.218
Rural Binary variable equals 1 if respondent is located in a rural area 0.670 0.470
Mobile phone Binary variable equals 1 if respondent owns a mobile phone 0.664 0.472
Polygamy Binary variable equals 1 if respondent is in a polygamous marriage 0.077 0.266
Monogamy Binary variable equals 1 if respondent is in a monogamous marriage 0.420 0.494
Divorced/Separated/Divorced Binary variable equals 1 if respondent is Divorced/Separated/Divorced 0.149 0.356
Christian Binary variable equals 1 if respondent is Christian 0.799 0.401
Islamic Variables Binary variable equals 1 if respondent is Islamic 0.187 0.390
Traditional Binary variable equals 1 if respondent is Islamic 0.001 0.035
Hinduism/Buddhism/Other Binary variable equals 1 if respondent is into Hinduism/Buddhism 0.004 0.064
Entrepreneurship Binary variable equals 1 if respondent is self-employed 0.304 0.460
Financial inclusion Binary variable equals 1 if respondent’s multidimensional financial inclusion score 

is greater than 0.5
0.269 0.444

Average financial literacy neigh-
bors (postcode)

Average financial literacy score among neighbors within postcode 3.689 0.635

Appendix
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