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Abstract: This paper investigates effects of financial literacy on individual choices among formal financial services,
informal financial services, and complete financial exclusion in Kenya. The study employed cross-sectional analysis using
FinAccess national surveys 2009 and 2013 for 6,598 and 6,449 individuals, respectively. Multinomial probit regressions show
that financial literacy is a strong predictor of individual demand for financial services. Financial literacy scores increases with
increasing level of formality and average performance on financial literacy tests is generally lower than those reported in
extant studies for developed countries. The findings suggest importance of policy efforts to promote financial literacy to
expand individual access to formal financial services. To our knowledge this is the first paper in developing countries context
to use both objective and self-reported measures of financial literacy and its role in individual choices among different

financial access strands.
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1. Introduction

This study investigates effects of financial literacy on
financial access in Kenya. Recent literature reveals that
financial literacy embodies consumer’s ability to process
economic information in order to make informed financial
decisions [1, 2, 3], thus making it imperative in financial
development policy agenda. The concept of financial access
encompasses credit, savings, payment, insurance and other
risk-management services [4, 5]. Access to financial services is
of interests due to its impacts on development outcomes such
as household welfare and economic growth [6, 7, 8]. Low
access to formal financial services in Kenya mirrors pervasive
problem in Sub-Saharan Africa where only one in five
households has access to formal financial services [8]. The
classifications of formal or informal depend on extent to which
financial service providers are regulated. Formal financial
products are supplied by institutions supervised by regulatory
agencies while informal financial products are provided by
institutions operating outside legal framework [9, 10].

Recent literature demonstrates importance of financial
literacy in individual economic choices such as retirement
planning and savings behaviour [11, 3, 12]. At macro level
countries with higher financial literacy have higher savings

rate [13]. While the dynamics of individual access to formal
financial services in Kenya is rapidly improving as a result of
payment services driven by m-pesa’; access to savings, credit
and insurance remain low at 58%, 29% and 17%,
respectively [14]. With over 50% of adult population in
Kenya demonstrating low levels of financial literacy [14], its
possible effects on individual economic decisions is of policy
concern. Among the individuals using any form of financial
services in Kenya, only one-third use services provided by
formal financial institutions supervised by regulatory
agencies, notably the Central Bank of Kenya; Insurance
Regulatory Authority; Capital Market Authority; Retirement
Benefit Authority; and Sacco Societies Regulatory Authority
[14]. Kenya’s agenda to expand household access to formal
financial services is anchored in the national development
blueprint, Vision 2030. Perceptively, formal financial
accessibility is a strategic vehicle of raising the ratio of
private savings to gross domestic product from 14% to 26%
[15]. Moreover, loss of savings through informal financial
services is high, making its use undesirable [16]. It is
therefore of interests to investigate potential role of financial
literacy in individual choice among use of formal financial
services, informal financial services, and total financial
exclusion.
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Extant empirical studies show discrepancies between self
reported (subjective) measures of financial literacy and actual
performance (objective measures) on financial literacy scores
[3]. However, limited empirical evidence exists on potential
effects of the two measures of financial literacy on
individuals’ financial access choice in the context of three
financial access strands: formal, informal and complete
financial exclusion. This study utilizes multinomial probit
regressions for both self-reported measures of financial
literacy and actual performance on financial literacy test. The
results suggest that both measures of financial literacy are
important predictors of access to financial services.

2. Literature Review
2.1. Theoretical Literature

As suggested in recent review of literature [3] little
attention has been given to advancement of theory on
acquisition and deployment of financial literacy. However,
insights can be borrowed from existing theories of financial
exclusion. Among the traditional theories on financial
exclusion include credit rationing theory [17]; and the
behavioural and institutional analysis views [18]. Credit
rationing theory suggests that financial institutions ration
credit largely due to adverse selection and incentive problems
even in situations where the borrower is willing to pay higher
interest rates. Rising interest rates potentially increase the
riskiness of loan portfolio either by discouraging safer
borrowers or inducing borrowers to invest in risky projects
[17]. Viewing information asymmetry as an increasing
function of financial illiteracy and corroborating it with
Akerlof’s perspectives on market for lemons [19], theories on
information asymmetries form foundation for role of
financial literacy in financial access. Recent review of
literature confirms that less financially literate individuals are
prone to making financial errors [3] and borrow at high costs
[20] which may require relatively higher monitoring costs.
Credit rationing theory however views financial exclusion
problem from supply perspectives and is limited to credit
markets.

The behavioural view relaxes the assumption of consumer
rationality; suggesting consumers may borrow from informal
sources such as money lenders at relatively higher interest
rates [18]. Such irrational behaviours can be linked to
consumer’s level of access to information [21]. Moreover,
viewing financial literacy as a form of human capital [3]
requires utility maximizing individuals to evaluate
alternatives and shun high costs and risky financial services.
Institutional analysis view assumes the consumer is rational
but argues that changing institutional environments
constrains access to financial services, either through
deteriorating purchasing power of the consumer or through
physical access as financial institutions relocate to profitable
regions [18]. The principal demand side factors linked with
institutional analysis originate primarily from increasing
income inequality while supply side factors may result from

market liberalization that incentivise financial institutions to
shut unprofitable branches [18]. Thus, institutional view
largely suggests role of budget constraints limiting consumer
affordability of financial services. Another strand of theory
related to the institutional analysis view is the high cost view
[18] and argues that because formal financial services
involve high fixed costs and hence expensive, low income
individuals seek alternative credit and saving services [12].
When the gains from formal financial services is less than
associated transactions costs [4] a rational consumer will
chose informal financial services or may even decide to be
completely excluded.

The acquisition of financial literacy can be viewed as an
endogenous decision that takes the form of investment in
human capital [3]. This perspective allows wus to
conceptualize financial literacy as stock of individual’s
welfare enhancing investments in skills. Though in the
seminal work of human capital theory, acquisition of training
and skills is postulated to foster wage growth [22] in the
context of financial literacy, investments in human capital
can be viewed in terms of return enhancing decision such as
better performing savings and borrowing choices [3] for a
utility maximizing individual.

2.2. Empirical Literature

Increasing complexity of financial products and the need
for individuals to play more active role in personal finance
motivated early research on assessment of household
financial literacy levels and its role in economic decisions
[23, 24, 3]. The recent global financial crisis has further
amplified policy and research interests in the competency of
consumers to assess risks inherent in increasingly complex
financial products. The development of research on effects of
financial literacy on individual economic decisions is
relatively documented in developed countries compared to
emerging and developing economies [25, 3, 12] possibly due
to these developments. Higher financial literacy enhances
savings accumulation [26, 27, 12, 28, 1, 24, 11, 29, 30].
Higher financial literacy is also associated with greater
wealth accumulation, higher probability of investing in stock
market [29] and greater portfolio diversification [31]. Less
financially literate households borrow at higher interest rates
[20]; and are less likely to participate in formal financial
systems [29].

The interests in the field was extended to emerging
economies through field experiments in Indonesia and India
where it was established that financial literacy stimulates
demand for bank accounts [12]. Thus, growing evidence
motivates policy agenda of enhancing financial literacy.
Heterogeneity of financial literacy across countries and
among segments of populations within countries has also
attracted interests. Recent literature shows that male
respondents demonstrate higher competency on financial
literacy tests than female counterparts [32, 33]. Possible
explanations for the observations in gender differences can
be linked to specialization within households with majority
of women acquiring financial literacy late in their life-cycle
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[34]. Other studies have found that the young and the old
demonstrate lower levels of financial literacy [3]. Cross-
country analysis shows that countries with generous social
security systems are characterized by lower levels of
financial literacy while those with higher share of urban
population and well developed human capital such as formal
education demonstrating higher levels of financial literacy
[23]. While literature reveals substantial mismatch between
objective and subjective measures of financial literacy [3] the
extent to which they differ in terms of impacts on economic
decisions or factors contributing to the mismatch is not well
documented.

Extant research has also established that control variables
including socio-economic, demographic and geographical
factors affect incidences of exclusion from formal financial
services. Being female [35, 36], having low income [37, 12,
36] and distance from bank branches [4] increase incidence
of exclusion from formal financial services. On the other
hand being older [38, 35, 18] and acquisition of higher levels
of formal education increases incidence of access to formal
financial services [39, 40, 37, 38, 35, 41, 42, 18].

3. Methodology

3.1. Conceptual Framework

Demand for financial services is driven by economic
factors including price and income; as well as non-economic
factors such as financial illiteracy and socio-cultural factors
[43]. Within the budget constraints, tastes and preferences
such as inter-temporal choice and liquidity requirements
shape the demand curve [44]. An individual purchases
financial product if the marginal utility exceeds marginal
costs; that is: u;(financial product) - p;> 0 where p represents
discounted costs of financial products such as transaction
fees, borrowing costs, and loan maturity where liquidity
constraints exists [45]. Following extant studies [43], we
hypothesize two demand curves, one solely driven by
economic factors such as price and income (D); and the other
driven by a combination of economic factors and financial
illiteracy (D*). Thus we have D = f(X) - D* = f(X, financial
illiteracy) > 0; where X is a vector of economic factors.
Consumer access to information and product features can
shift demand for a product [45, 21] which can be viewed as a
direct impact on utility. Further evidence demonstrates that
less financially literate individuals borrow at high costs and
make more financial errors [20] such that p; increases,
possibly due to more monitoring by a utility maximizing
individual. Demand can therefore be viewed as an increasing
function of income but a decreasing function of price and
financial illiteracy; thus creating a possibility whereby actual
demand is lower than potential demand attributable to
economic factors [43].

3.2. Econometric Model

We use a discrete choice model derived in a random utility
model framework. The discrete choice model assumes

individuals maximize utility in making choice decision [46,
47]. The basic framework is that an individual n faces J
alternatives with each choice providing certain level of
utilities known to the decision-maker. An individual makes
choice i iff up; >u,; Vj#i [47]. We however do not
observe the utility provided by each alternative, but instead
observe some characteristics of the alternatives and the
decision-maker. We thus categorize the choices into three
financial access strands: formal, informal and financially
excluded. The definition of financial access strand varies
with country depending on structure of the financial sector.
To facilitate comparison with similar studies in other
countries, definition of formal access strand [48] was adopted
but commercial banks, PostBank, non-insurance companies,
Savings and Credit Cooperative Societies (SACCOs) and
Microfinance Institutions (MFIs) were categorised together
as formal. Ongoing reforms in Kenya to formalize SACCOs
and MFIs necessitate their categorization as formal
institutions for brevity of analysis. On the other hand we
group ASCAs, RoSCAs? and other informal groups as
informal financial services. Individuals lacking access to at
least informal services are categorized as excluded. In
situations where a respondent uses multiple services that rank
at different access strands, the most formal access strand
classification is assigned [49, 39]. Thus, each respondent is
placed in a single and mutually exclusive category of
financial access strand dependent on most formal financial
service they use.

On the basis of these categorizations, alternative with the
highest pay-off (utility) is chosen and we only observe the
alternative that is chosen. If individual n makes choice j in
particular, then we assume that utility u;; is the maximum
among j utilities. The statistical model is driven by the
probability that choice j is made, which is Prob (u,; > uy;)
for all other i # j alternatives. Category j is chosen if the
underlying latent y;; is highest for j, that is

y; = {y,-* = max[yj, y3, ¥3]
' 0 othersise

We assign 1 for formal financial services; 2 for informal
financial services; and 3 for financially excluded category.
We then run three multinomial probit regressions. In the first
case, we use an index of self reported measures of financial
literacy as the explanatory variable of interest, using the 2009
survey data. In the second and third regression we use ability
to solve basic numeracy and interest rates problems,
respectively using the 2013 survey data. The self reported
measures of financial literacy were not available in the 2013
data set to facilitate use of single data set, or to facilitate
comparison.

3.3. Data and Data Sources

The study utilized data for the Finaccess 2009 and 2013
surveys [50, 51] for adult individuals who are 18 + years.
The FinAccess surveys are individual-level surveys to
understand socio-economic and geographic barriers to
financial inclusion and exclusion [52, 14]. The surveys
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capture access to both formal and informal financial services.
The sampling was undertaken by the Kenya National Bureau
of Statistics (KNBS) while the field work was conducted by
two market research companies; TNS-RMS for the 2013
survey and Synovate for the 2009 survey. Both surveys used
cluster stratified probability sampling. In the first stage
clusters were selected to facilitate representation at national
level [52, 14]. In the second stage households were selected
within each cluster; while the in the third stage individuals
were selected from households using KISH grid to randomly
select a respondent aged 16 + years®. The 2009 survey
achieved 6,598 completed interviews [52] while the 2013
survey achieved 6,449 completed interviews [14].
Respondents below the age of 18 were excluded from the
analysis because of legal age restrictions to enter into binding
legal arrangements with financial institutions. Financial
institutions require identification documents such as national
identity cards and respondents below the age of 18 usually
lack such documents.

3.4. Variable Definitions and Measurements

For the first regression for which we use the 2009 dataset,
financial literacy is computed as an index from a set of 16
questions used to assess self-reported knowledge about
financial concepts and products. The scores were awarded as
follows: 1 = have never heard of the concept or product; 2 =
have heard of the concept or product but does not understand
what it means; 3 = have heard of the concept or product and
knows what it means. The financial literacy index thus ranges
between zero (for reporting ‘never heard of the concept or
product’ for all the 16 items) and 48 (reporting ‘have heard
and knows what the concept or product means’ for all the 16
items). The concepts include savings account, insurance,
interest rate, shares, cheque, collateral, ATM card, credit
card, budget, investment, inflation, leasing, pension,
mortgage, pyramid schemes, and credit bureaus.

The 2013 survey included two questions that investigated
the ability of the respondent to answer two financial
calculations correctly. The numeracy question is posed as
follows: “You are in a group and win a promotion or
competition for Ksh. 100,000. With five of you in the group,
how much do each of you get?” The second question on
interest rate is posed as follows: “You take a loan of Ksh.
10,000 with an interest rate of 10% a year. How much
interest would you have to pay at the end of the year?” In
both questions the responses are recorded as “correct”,
“incorrect”, or “don’t know”.

Control variables include a continuous age variable,
income as proxied by respondent’s total monthly
consumption expenditure, a binary region variable (1 =
urban, 0 = rural), categorical variable for proximity to reach
nearest bank branch to proxy for distance to formal financial
institutions (1 = Less than 30 minutes; 2 = 30 minutes -
lhour; 3 = 2-3 hours; 4 = 4-5 hours; 5 = 6 + hours), a dummy
gender variable (1 = male; 0 = female), and a categorical
education variable (1 = No formal education; 2 = primary
education; 3 = secondary education; 4 = tertiary education).

For numeracy and interest rate literacy variables, correct
answer is coded 1, zero otherwise.

3.5. Test of Financial Literacy Endogeneity

Despite efforts to enhance financial access through
enhanced financial literacy, questions still linger on possibility
of endogeneity biases [53]. Individuals who lack financial
access may also be financially illiteracy due to measurement
error and underlying unobservables [25]. To evaluate the
possibility of endogeneity, we use the number of household
income earners as an instrument for self reported measures of
financial literacy. The choice of the instrument is motivated by
social learning as a means for financial literacy acquisition
[54]. We assume financial experience of other household
members to be exogenous with respect to a respondent’s
actions to belong to a particular financial access strand which
is driven by individual utility maximization. However,
financial experiences of other household members create an
environment where one is exposed to financial literacy through
social interactions [54]. We lack additional or alternative
excluded instrument with the available data set. The 2013
survey does not include the number of household income
earners, and for lack of an alternative instrument variable, we
are not able to test for endogeneity. Recent survey of literature
shows that instrumental variable estimates are generally larger
than non-instrumented estimates [3] possibly indicating
underestimation of the effects by the latter. A shortcoming of
prior studies that use instrumental variable estimates is that
they do not report if they tested for presence of endogeneity.
Recent survey of literature provides excellent summary of
extant studies that have used instrumental variables [3]. Use of
instruments in the absence of endogeneity can however worsen
the results [55].

To test for endogeneity, we use two-stage residual
inclusion (2SRI), also known as control function approach. In
the first stage, we regress financial literacy index on both
included and excluded instruments. In the second stage, we
include the first stage residual as an additional explanatory
variable in the structural regression. For non-linear models
the Two-Stage Residual Inclusion (2SRI) produce superior
consistent estimates compared to the Two-Stage Predictor
Substitution (2SPS) in addressing endogeneity [56]. The
coefficient of the first stage residual in the structural
regression was insignificant, implying there is no sufficient
evidence of endogeneity problem. Thus, we run the
regression without using instrumental variable.

Some insights on quality of the instrumental variable
worth mention. The partial R* and F-Statistics of the
excluded instruments in the first-stage estimation are
important indicators of quality of the instrumental variable
estimates and should therefore be reported [55]. The partial
R’ and F-statistic are obtained by partialling out the included
instruments [55]. The partial F-statistic is a reliable measure
of instrument relevance if there is only one endogenous
variable while Shea’s partial R is designed to account for
multiple endogenous regressors [57]. As a rule of the thumb,
if the standard R* is high and the Shea’s partial R” is low,
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instruments lack sufficient relevance [58, 59]. The partial R?
and F-statistic using the number of household income earners
as instrument are respectively 0.38% and 15.34. The partial
F-statistic in the first-stage regression is high (15.34) and
exceeds the recommended value of 10 [60] indicating that the
instrument is sufficiently correlated with the suspect
endogenous variable. The coefficient of household income
earners is positive and significant at 5% significance level in
the first stage regression.

4. Results and Discussions
4.1. Descriptive Statistics

Table 1 shows summary statistics for financial literacy
across the formal, informal and excluded categories. It is
notable that the mean of the financial literacy declines with
decreasing level of formality. For the 2009 survey individuals
with formal financial access have a mean financial literacy
index of 39.07 while those who are excluded have least
financial literacy index of 27.80. However, the standard
deviation of financial literacy index across the access strands
increases with decreasing level of formality, an indication of
increasing disparities of financial literacy among those who
are financially excluded. Similar observations are made for
the 2013 survey, for both numeracy and interest test scores.
Comparing numeracy and interest literacy, scores on the
latter are generally low across the three categories. While
70% of the respondents answered numeracy question
correctly, only 53% correctly answered the question on
interest rate. Only 43% of the financially excluded
individuals correctly answered the question on interest rate,
compared to 58% for numeracy test.

Table 1. Summary statistics.

Access Strand Frequency Mean Standard Deviation

Summary statistics for financial literacy index, 2009

Formal 2,706 39.07 7.54
Informal 1,720 29.34 7.93
Excluded 1,903 27.80 8.79
Total 6,329 33.04 9.60
Summary Statistics for Numeracy Literacy, 2013

Formal 2,130 0.84 0.37
Informal 975 0.65 0.48
Excluded 2,056 0.58 0.49
Total 5,161 0.70 0.46
Summary Statistics Interest Literacy, 2013

Formal 1909 0.65 0.48
Informal 802 0.44 0.50
Excluded 1658 0.43 0.49
Total 4,369 0.53 0.50

Data source: Finaccess (2009a) and Finaccess (2013b)

In light of extant empirical work, performance on interest
rate scores is lower compared to developed countries though
the questions were not formulated exactly the same*. For
instance, in the US 67.1% of the respondents correctly
answered questions on compound interest [3] while in
Netherlands 84.8% correctly answered the question [61]. In

Japan 70.5% correctly answered question on interest rate [62].
4.2. Regression Results

In this section we present multinomial probit regression
marginal effects, using ‘excluded’ category as the base
outcome. Version 13 of Stata was used for the analysis. The
result shows that both objective and subjective measures of
financial literacy are strong predictors of financial access.
The marginal effects for financial literacy for formal
financial access are statistically significant (p<0.01) for the
three regressions. For the first regression, a unit increase in
financial literacy index increases the probability of access to
formal and informal financial access by about 8% and 2%
higher respectively, compared to the financially excluded
category. The relatively lower magnitude for informal access
strand compared to the base outcome reflects decreasing
level of financial literacy with decreasing level of formality.
For the numeracy question, individuals who correctly scored
on the test have about 47% and 8% higher probability of
access to formal and informal financial services, relative to
the base outcome. For the interest question, individuals who
correctly scored on the test have about 21% higher
probability of access to formal financial services, relative to
the base outcome. The results are consistent with growing
international evidence linking financial literacy to important
economic decisions such as borrowing, saving and retirement
planning behaviours [3]. The results suggest the need for
promoting financial literacy policies as a strategy for
lowering financial exclusion among the adult population.

The control variables also significantly affect choice of
access strands. The coefficient of age is positive and being
older increases the probability of formal access across the
three regressions. This is consistent with extant literature [38,
35, 18]. Being older by one year increases the probability of
access to formal financial services by 2% for self reported
financial literacy, and about 1% for both numeracy and
interest literacy, compared to the excluded category. Younger
individuals are more likely to self exclude, choosing to
consume their financial resources rather than defer them for
future consumption [38]. From the perspective of formal
financial institutions, these findings have important
implications in terms of products that induce younger
individuals defer current consumption in favour of future
consumption. Efforts to develop youth development accounts
at early age to inculcate savings culture are imperative in
increasing younger individuals’ access to financial services.
Access to formal financial services at younger age is critical
for accumulating savings and building stock of credit
information over lifecycle. However, being older by one year
increases informal access by 0.8% higher for self reported
measures, compared to the base category.

The marginal effect for income is also statistically
significant (p<0.01) for formal and informal categories. Such
resource exclusion has implications for intervention policies
aimed at removing households from poverty. The marginal
effect for region is positive and statistically significant for the
formal outcome and being urban increases probability of



International Journal of Business and Economics Research 2016; 5(1): 10-18 15

access to formal financial services by 16.6% higher for self
reported measures, compared to the base outcome.
Intriguingly, for the third regression, being urban lowers
formal access by about 13%. The result can be explained by
inclusion of SACCOs and MFIs in formal access strand.
SACCOs and MFIs are dominant in rural areas [63]. Being
rural or urban does not affect the choice of being informal or
excluded. However, this contrast with prior studies which
finds that while region does not affect access to formal
financial services, being rural significantly lowers likelihood
of being completely excluded through semi-formal and
informal services [35]. This is attributable to historical
dominance of agricultural-based SACCOs in rural areas [35].
The contrast in effect of region on formal financial access
could be due to their inclusion of another region variable,
province [35], which may have had dominating effects”.

The marginal effect for gender is also significant with

regards to demand for formal and informal categories using
self reported measures. Male individuals are however less
likely to be formally and informally included. This is
surprising and contrasts prior findings [35], but can be
explained by inclusion of SACCOs and MFIs in formal
category in line with ongoing institutional reforms. Women’s
higher access to informal financial services is linked to their
historical dominance of informal groups such as ROSCAS
and their strong social ties [63]. Education is also important
determinants of demand for financial services, suggesting
importance of human capital development. Individuals with
formal education are generally more likely to be formally and
informally included. Proximity to formal financial
institutions is also important determinant of financial access.
Those who spend longer hours to reach formal institutions
are more likely to be excluded.

Table 2. Multinomial Probit Regression Marginal Effects.

2009 FinAccess Survey 2013 FinAccess Survey
Self reported financial literacy (1) Numeracy literacy (2) Interest literacy (3)
VARIABLES formal informal formal informal formal informal
sl Gy 0.0795%** 0.0195%** 0.469%*** 0.0756 0.210%** -0.0958
(0.00431) (0.00423) (0.0680) (0.0694) (0.0657) (0.0713)
A 0.0219%** 0.00822*** 0.0102%*** 0.000780 0.00945*** -0.000248
Be (0.00198) (0.00187) (0.00152) (0.00170) (0.00165) (0.00185)
Income 2.69e-05%** 4.24e-06 4.20e-05%** 2.42e-05%** 4.13e-05%** 2.41e-05%**
(2.75¢-06) (3.34¢-00) (3.24¢-00) (3.49¢-06) (3.40e-06) (3.67¢-06)
R 0.166%* -0.0179 -0.0996 0.0627 -0.132* 0.0287
(0.0757) (0.0797) (0.0650) (0.0708) (0.0705) (0.0779)
syt 50 e ot -0.140%* 0.176%* -0.174%* 0.0136 -0.107 0.0824
’ (0.0691) (0.0697) (0.0684) (0.0725) (0.0745) (0.0800)
Tisrdhattis 59 loms -0.332%** 0.144* -0.465%** -0.0665 -0.560%** -0.0712
(0.0882) (0.0839) (0.113) (0.113) (0.126) (0.126)
et (5 s -0.567%** -0.286 -0.783* -0.0448 -1.009** 0.226
(0.207) (0.175) (0.414) (0.359) (0.477) (0.392)
Brorsintive (5 hogis -1.582%** -1.051%** -0.779 -0.460 -1.092* -0.749
’ (0.287) (0.192) (0.485) (0.458) (0.562) (0.532)
Gender: Male -0.164%** -0.506%** 0.0311 -0.528*** 0.0808 -0.492%**
(0.0591) (0.0595) (0.0590) (0.0655) (0.0640) (0.0717)
Doy By 0.762%** 0.552%** 0.617*** 0.435%** 0.804*** 0.486***
(0.0961) (0.0820) (0.130) (0.125) (0.145) (0.137)
Sinstfon Seaudng 1.101%** 0.196* 1.187%** 0.408*** 1.353%** 0.424%**
(0.118) (0.111) (0.137) (0.135) (0.151) (0.147)
ittt ety 1.529%** -0.397* 2.261%** 0.511%** 2.43]%** 0.495**
(0.182) (0.239) (0.180) (0.203) (0.193) (0.217)
Constant -4.154%** -1.217%%* -1.734%** -0.942%** -1.608*** -0.826%**
(0.183) (0.164) (0.156) (0.155) (0.172) (0.170)
Observations 6,094 6,094 4,796 4,796 4,067 4,067
Data source: Finaccess (2009a) and Finaccess (2013b) *** p<0.01, ** p<0.05, * p<0.1 Standard errors in parentheses
services. Individuals who are financially excluded

5. Conclusion

Access to financial services plays important role in
individual development outcomes by smoothening
consumption and easing credit constraints. This study has
established that financial literacy, as measured by both self-
reported measures and actual performance on test scores, are
strong predictors of financial access in Kenya. Individuals
with access to formal financial services demonstrate higher
literacy scores compared to those using informal financial

demonstrate least financial literacy scores. The findings
suggest that to realize financial access for majority of the
individuals in Kenya, public policy should aim at enhancing
financial literacy to complement price reduction
interventions. Given that individuals who are financially
excluded demonstrate least financial literacy scores, more
policy efforts should be geared towards this segment of the
market. Future research can extend current work by
evaluating cost-effective options for delivering financial
literacy programs; as well as investigating factors
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to discrepancies between objective and

subjective measures of financial literacy.
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