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ABSTRACT 

The study aimed at assessing to what extent financial inclusion is related to poverty and 

determine whether it can be used as an indicator to monitor poverty levels at the household level. 

The main data source was the National FinAccess household 2016 survey. The main analysis 

was done using SPSS statistical tools primarily, cross tabulations, logistical regressions and the 

Principal Component Analysis (PCA). Financial inclusion in Kenya has changed over the years 

and this is tracked approximately every three years by the government of Kenya. The financial 

inclusion levels have changed from 2006 with 58.8% of adults financially included then to 

82.2% in 2016 and these vary across different demographics and socio-economic groups. The 

measure of financial inclusion is directly measurable in a simple manner and is done at least 

every three years. Financial inclusion, just like poverty, is a multidimensional measure. The 

study focused on three key financial indicator measures – access, usage and quality. There was a 

clear difference in access and usage indicators among the different wealth levels but no clear 

difference in the quality related financial inclusion indicators. The most important indicators 

identified were awareness of terms, usage of financial services especially mobile money and use 

of future oriented services – insurance, savings and pensions.  Different models were generated 

to determine how the models could predict the level of poverty as well as determine their purity. 

The models can be used as poverty proxies because they are significantly associated with 

financial inclusion or exclusion variables. They would also act as good proxies as no single 

indicator can be used, being multi-dimensional in nature. For the financial indicators to work 

better, they need to take into consideration other variables of the population such as level of 

education, age, location and gender.  The association is still stronger even when control variables 

are included. The financial inclusion factors can act as good discriminators between poor and 

non-poor. National poverty studies in most developing countries like Kenya are done after a long 

period, almost after a decade. These in most cases leave policy makers, researchers, the private 

sector and development practitioners with no option but to use outdated information. National 

financial inclusion studies, which are easier and less costly to undertake, are being undertaken 

more frequently and can be used as proxy poverty indicators. However, more needs to be studied 

to determine which would be the most ideal indicators to use including exploring the welfare 

aspect of financial inclusion which was excluded from the study.  
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CHAPTER ONE:  

INTRODUCTION 

1.1 Background of the study 

Poverty manifests itself in various forms, it is multidimensional and is also complex in nature 

making its definition and tracking difficult. There is no one way to define it in a manner that will 

explain all the aspects of poverty. Some people think of poverty as lacking of material things, 

others consider the lack of freedom and spiritual well-being as well as having your civil rights 

and lack of nutrition to be include in the poverty definition. (Mariara et. al., 2004). The World 

Bank has defined extreme poverty to be persons who are living US$1.25 or less per day while 

those living in moderate poverty as those who survive on less than $2 a day. In 2008, the World 

Bank estimated that 25.7% of the population were extremely poor and 49.5% of the population 

lived in moderate poverty (UNDP 2010).  For a long time, poverty has been associated with 

income but this too is difficult to define and must be carefully and precisely elaborated. Most 

estimations leave out resources such as assets, income obtained in kind and subsidies provided 

by public services and employment (UNDP 2006). Most Poverty Reduction Strategy Papers 

(PRSP) similarly recognise that poverty is multi-dimensional. Poverty is defined to include 

reduction of income and deprivation of the human basic needs and rights, and the lack of access 

to assets that drive productivity, including social infrastructure and access to markets.  

Poverty reduction has been a major development agenda worldwide for years. At several 

workshops and meetings, leaders have restated and reconfirmed their agreement that poverty 

should be reduced and ultimately eradicated. Various strategy papers and development 

programmes have been written and implemented to tackle poverty.  

Financial Inclusion is a major objective for many developing nations in the recent past. Many 

researches have been undertaken to assess the link between financial exclusion and poverty. 

Financial inclusion can widely be defined as providing financial services at affordable costs to 

the disadvantaged and low-income communities. Financial exclusion is when these services are 

not available or affordable. According to the Bank Association of South Africa (BASA) website, 

“Financial inclusion is the access and usage of a broad range of affordable, quality financial 
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services and products, in a manner convenient to the financially excluded, unbanked and under-

banked; in an appropriate but simple and dignified manner with the requisite consideration to 

client protection. Accessibility should be accompanied by usage which should be supported 

through the financial education of clients” (BASA, 2016). Financial inclusion initially focused 

on having more people using banking services in the developing nations like Kenya access 

financial services through other types of financial providers such as Savings and Credit Co-

operative (SACCO), mobile money transfers (MMT) and saving groups (SGs). These could be 

formal or informal financial services.  

Financial inclusion has become important in the development circles in the last 10 years, 

becoming a key policy objective for donors and governments. According to the study ‘Finance, 

Inequality and the Poor’ by the World Bank (Beck et al. 2007), financial development boosts 

incomes of the poorest quintile disproportionately and may reduce income inequality.  It noted 

that about 40% of the long-term impact of financial development on the income growth of the 

poorest quintile is due to the reduction in income inequality, while the other 60% is because of 

the impact of financial development on collective economic growth (Beck et al. 2007).  

Furthermore, financial development is linked to the reduction of the population living on less 

than a dollar day (Beck et al. 2007). Financial inclusion impacts on the economic growth of a 

country by enabling localised development. This does occur by providing communities and 

individuals access to financial services such as loans, credit and insurance, allowing them to 

engage in gainful economic activities. In turn, this can empower the people to provide for 

themselves and their families, and to save and invest some of what they earn.  

Globally, Kenya continues to be recognised as one of the leading countries in Africa and indeed 

the world in financial inclusion which is growing. The recent Brookings, Financial and Digital 

Inclusion Project (FDIP), Kenya is ranked first among 21 emerging economies in enabling 

access to and usage of financial services among those excluded from formal finance (Lewi et al. 

2015). Kenya has already made significant progress over the last decade in strengthening its 

formal regulatory structure.  Reforms have targeted the major pillars of the formal financial 

system, banks, insurance companies and capital markets, bringing legislation and regulation in 

line with international standards and building the capacity of the regulators (FSD Kenya, 2016). 

Over the past ten years Kenya’s progress in relation to financial access has been impressive. 
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Overall financial inclusion stood at 58.8 per cent in 2006 and is currently at 82.4 per cent in 

2016. Formal financial inclusion has nearly trebled (16 million Kenyan adults), and exclusion is 

down by more than a half compared with 2006 in the same duration (CBK, FSD Kenya and 

KNBS 2016). The major cause of this expansion in outreach has been the explosive growth of 

mobile money, and the extraordinary success of the Mobile Network Operator (MNO) 

Safaricom’s M-Pesa money transfer system. The regulatory environment when M-PESA was 

created allowed Safaricom to innovate and experiment, despite it being an MNO and not a 

prudentially regulated financial institution.  Nevertheless, the increase of access to the banking 

system has also been impressive.  Over the same period bank access has almost tripled from just 

15% in 2006 to over 42% in 2016.  The growth has been driven by a combination of reworking 

product offers and expanding retail networks, both making banks more accessible to lower-

income segments. Expansion in retail points of presence was accomplished first by simply 

establishing more branches but more recently using agents.  The recent closer integration 

between the mobile money channel and banks with solutions such as M-Shwari, Equitel and 

KCB M-Pesa was an important driver of growth in access to the banking system between 2013 

and 2016 (FSD Kenya, 2016). 

Financial inclusion has been closely associated with poverty reduction and it would be valuable 

to see if it can be used to track poverty. The measure of financial inclusion in Kenya is done 

regularly by the government compared to the measure of poverty, the Kenya Integrated 

Household Budget Survey (KIHBS) which is done after approximately 10 years. It is also more 

straight forward and less costly to do financial inclusion studies compared to the poverty studies. 

The government needs to regularly track its progress in poverty reduction both locally and 

internationally and if financial inclusion can be used as a proxy poverty indicator, it will go a 

long way in putting in check development efforts of the country.  

1.2 Problem statement 

Despite the strides Kenya has made in terms of financial access in the past 10 years, the level of 

poverty in Kenya remains very high, with almost half of the population living below the poverty 

line. The 2005 Kenya Integrated Household Budget Survey (KIHBS) found that 46.4% of the 

Kenya population lived below poverty level (KNBS, 2006), while 2009 population census using 
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the Small Area Estimation (SAE) reported 45.2 percent living below the poverty level (KNBS, 

2015). 

Many of the studies undertaken aimed at determining the impact of financial services on poverty 

provide mixed evidence (Banerjee, Duflo, Glennerster, and Kinnan 2010 and 2014; Crépon, 

Devoto, Duflo, and Parienté 2011; Karlan and Zinman 2011; Angelucci, Karlan, and Zinman 

2013). 

There is thus insufficient data to provide a comprehensive view of the impact from changes in 

financial inclusion over the last decade.  The best evidence available derives from either specific 

study of tools or qualitative demand-side analysis looking in detail at the financial lives of the 

poor.  The former has certainly found some areas of impact – such as use of mobile money and 

savings tools.  However, the scale of the impact found has rarely been transformational in the 

way expected.  A recent study in three market landscapes in Kenya shows that many financial 

tools have made little impact on investment (Johnson 2015, forthcoming).   

The study seeks to examine whether financial inclusion indicators can be used to measure and 

monitor poverty levels at the household level.  

1.3 Research question 

To what extent can financial inclusion be used as an indicator to monitor poverty levels at the 

household level?  

1.4 Study objectives 

1.4.1 General objective 

The general objective of the study is to assess to what extent financial inclusion is related to 

poverty and determine whether it can be used as an indicator to monitor poverty levels at the 

household level.  

1.4.2 Specific Objectives 

1. To determine the association between financial inclusion indicators and poverty. 

2. To determine if financial inclusion can be used as poverty indicator or a poverty proxy 

indicator. 
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1.5 Justification of the study 

Financial inclusion has been taking a centre role in the development arena as a major contributor 

to decreasing poverty levels in the past decade. Kenya’s financial inclusion has been growing 

and is very high compared to many countries worldwide. However, despite the strides made, 

almost half of its population lives below the poverty line. This study aimed to assess to what 

extent financial inclusion has on poverty, hence can be used as an indicator to monitor poverty 

levels. These financial inclusion indicators can be simply and easily estimated compared to other 

known poverty measures thus can be used to assess the extent to which programmes on financial 

inclusion are improving on indicators of welfare (poverty).  

Gauging the effect of financial sector development on poverty is important not only for 

academics and development actors, but also for policy makers who must prioritize among several 

policy agendas to help their countries out of poverty and develop. Euagaric, M., Beck, T. and 

Hoseini, M., (2013) argue that even if the impact on poverty of finance impact has been 

established, policy makers have a choice among various policies, including those that focus on 

deepening the financial system, such as judicial and regulatory reforms, and policies that target at 

financial inclusion, such as microcredit or increasing branches (Ayyagari et al, 2013). 

Understanding the means through which financial sector development affects poverty levels is 

thus critical for policy formulators in aligning goals to support the improvement of the 

livelihoods of the poor.  

 

According to the Maya Declaration on Financial Inclusion of 2011, “an important aim of 

financial inclusion is lifting less privileged people and the rural poor out of poverty by helping 

them build better and more dignified lives” (AFI, 2011). Financial inclusion intersects with 

several key Sustainable Development Goals (SDGs), adopted in September 2015 as part of the 

2030 Agenda for Sustainable Development. These goals “call for action by all countries, poor, 

rich and middle-income to promote prosperity while protecting the planet.” (UN, 2016).  Among 

the SDGs closely connected to financial inclusion are objectives to: end poverty; achieve gender 

equality; “promote inclusive and sustainable economic growth, employment, and decent work 

for all” (a goal that is particularly germane to financial inclusion); and reduce inequality within 

and among countries. Thus, financial inclusion, if is a good poverty indicator can be used to 
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monitor efforts to reach the key targets associated with the SDGs as countries implement the 

2030 Agenda.  

1.6 Scope and limitation of the study 

This studypaper analysed data at the national level and where necessary, especially for 

comparisons in inclusion and poverty levels, different regions were used. Only a few facets of 

poverty were explored related to education, possession of household assets, dealing with shocks 

and psychological capital (hope, resilience, optimism). Wealth quintiles, derived from the data 

were used and formed a core basis for the analysis. The concept of poverty being 

multidimensional made it challenging to isolate the various webs of poverty. However, it was 

difficult to measure the effect of all the aspects of poverty hence the reason why the study was 

limited to only four key aspects of poverty which are all interrelated. Financial inclusion has four 

facets/aspect – Access, Usage, Quality and Welfare. This study was limited to Access, Usage and 

Quality. The aspect of welfare was left out as the data would not have exhaustively provided this 

measure. The survey was primarily administered at the individual level hence the level of 

analysis is limited to this. 

 



7 | P a g e  

 

CHAPTER TWO 

LITERATURE REVIEW 

1.7 Introduction 

This chapter presents the related literature on the study. The chapter is presented under the 

following sections: Background perspective of financial development as a route to reducing 

poverty, financial inclusion and poverty interrelationships, the conceptual framework and the 

operational framework.  

1.8 Financial inclusion and  poverty interrelationships 

Financial inclusion has become a subject of considerable interest among development partners, 

policy makers, researchers, and other stakeholders. In several international forums, such as the 

Group of Twenty (G-20), financial inclusion has become key in their reform agenda. About two-

thirds of regulatory and supervisory agencies in several countries are now charged with 

enhancing financial inclusion locally. According to the World Bank, some 50 countries have set 

formal targets and goals for financial inclusion (World Bank 2014). In Kenya, the financial 

inclusion target by 2017 is to have 90% of adults financially included (GOK, 2013). This 

heightened interest indicates a better understanding of the importance of financial inclusion for 

both economic and social development. It reflects a growing recognition that access to financial 

services has a critical role in reducing poverty, improving shared prosperity, and supporting all-

inclusive and sustainable development. The interest also derives from a growing recognition of 

the large gaps in financial inclusion (World Bank 2014).  

The importance of financial inclusion is seen worldwide with Africa alone having more than 600 

active financial sector projects being carried out by various donors. Early financial deepening 

attempts focused on increasing savings to stimulate investment and support emerging economies 

to develop faster and steer poverty reduction. Evidence to support the effectiveness of the 

savings approach has been mixed. This was quickly overtaken by the global microfinance drive, 

which promoted the benefits of direct delivery and provision of financial service to the poor. 

According to KPMG, “many financial inclusion supporters now agree that direct access to 

finance services can improve individual livelihoods amongst the poor by enabling them to 
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manage scarce resources more efficiently, thereby smoothing consumption and protecting 

against economic shocks” (KPMG, 2012, p. 1).  

According to the Maya Declaration on Financial Inclusion of 2011, a key aim of financial 

inclusion is to lift the poor out of poverty by supporting them to build better and more dignified 

lives (AFI, 2011). Financial inclusion programmes should be designed in such a manner that help 

the poor communities engage in meaningful businesses that have the potential to grow. For 

instance, an intervention offering reasonable credit to small scale farmers can encourage a farmer 

to shift from labour intensive farming to more efficient farming such as using machines resulting 

in greater outputs increasing the farmers’ income impacting on the agriculture value chain. This 

would benefit the wider population. Financial inclusion comprises access, quality, usage and 

welfare as summarised in figure 2.1. as defined by (the World Bank, 2015, p.3). 

 

Figure 0.1: Various facets of financial inclusion 

Source: Finance for All: Promoting Financial, World Bank, 2015 

In Kenya, formal financial services refer to financial services that are one, used through 

prudentially regulated service providers, supervised by independent statuary agencies such as the 

Central Bank of Kenya (CBK), Capital Markets Authority (CMA), Insurance regulated Authority 

(IRA), Retirement Benefits Authority (RBA) and SACCO Societies Regulatory Authority 

(SASRA), two, used through service providers that are subject to non-prudential oversight by 

government departments/ministries with focused legislations or statuary agencies such as the 
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National Social Security Fund (NSSF), National Hospital Insurance Fund (NHIF) and Postbank 

or third, financial services used through providers that are legally registered and/or operate 

through direct government interventions such as hire purchase companies, Development 

Financial Institutions (DFIs) and non-deposit taking SACCOs. On the other hand, informal 

financial services are not subject to regulation, but have a relatively well-defined organizational 

structure. These include Accumulating Savings and Credit Association (ASCAs), chamas, 

Rotating Savings and Credit Associations (ROSCAs), shopkeeper/supply chain credit, employers 

and moneylenders/shylocks. Financially excluded individuals only use financial services through 

family, friends, neighbours or keep in secret places (CBK, FSD Kenya and KNBS 2016).  

According to a presentation given by the World Bank at a conference in Brazzaville, Congo on 

Financial Inclusion and Growth in 2015, “financial inclusion can be a key driver of economic 

growth and poverty alleviation, as access to finance can boost job creation, reduce vulnerability 

to shocks and increase investments in human capital. Without inclusive financial systems, 

individuals and firms need to rely on their own limited resources to meet their financial needs 

and pursue promising growth opportunities. From a policy perspective, greater financial 

inclusion also holds the promise of potentially making other policies more effective and efficient. 

Half of the world’s adult population does not have an account at a formal financial institution. 

Extreme disparities in access to and usage of formal financial services exists across and within 

countries” (World Bank 2015). The figure 2.1 shows some impacts of financial services on 

individuals and households.  

 

Table 0.1: Impact of various financial services on the society 

Source: Finance for All: Promoting Financial Inclusion (World Bank, 2015, p.4)  
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Financial inclusion is critical in achieving inclusive growth and it is a prerequisite for sustainable 

economic growth and development. Technology is an effective opportunity for integrating the 

excluded population into the financial mainstream and it should be harnessed. It can enable the 

provision of a different types of services ranging from depositing money into various 

government initiative to availing micro loans and insurance.  UNICTRAL noted that uneven and 

inequitable growth in India has resulted in the exclusion of 51 percent of its population, an 

estimated 560 million people, from formal sources of financial services. This is identified as a 

key cause of poverty, together with illiteracy (UNICTRAL, 2010). 

Various studies worldwide have attempted to determine the impact of financial inclusion on 

poverty. In a study undertaken by the World Bank from India, Ayyagari, M., Beck, T. And 

Hoseini, M., 2013, used national-level data from India from 1983 to 2005 to determine whether 

financial deepening had any effect on rural poverty. They found that financial deepening reduced 

poverty rates especially among the rural self-employed population. It also noted an increase in 

inter-state migration from rural areas into the tertiary sector in urban areas which is in line with 

financial deepening being driven by credit to the tertiary sector. This finding suggests that 

financial deepening contributed to poverty reduction in the rural areas through fostering 

entrepreneurship and driving geographic-sectoral migration (Ayyagari et al, 2013) 

The Focus Note of April 2014 (Cull, Robert, Tilman Ehrbeck, and Nina Holle. 2014), a monthly 

publication by CGAP compiled various case studies summarising evidence of financial inclusion 

impact at various levels of the economy (microeconomic, local, and macroeconomic levels).  The 

compilation takes impact to mean those effects that could be traced to specific interventions 

otherwise they would have not occurred. These were obtained from randomized control trials 

(RCTs) or quasi-randomized impact evaluations. Country panel data comparisons were done for 

the macroeconomic level analysis. 

“Most of the studies provided mixed evidence on the impact of microcredit on important 

measures of household welfare such as an increase in consumption or income in poor households 

over the typically relatively short time horizon studied” (Banerjee, Duflo, Glennerster, and 

Kinnan 2010 and 2013; Crépon, Devoto, Duflo, and Parienté 2011; Karlan and Zinman 2011; 

Angelucci, Karlan, and Zinman 2013). 
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Findings from the Spandana study in 2013 in Hyderabad undertaken by Banerjee, Duflo, 

Glennerster, and Kinnan which goes back to borrowers after 3 years did not find long term 

evidence of improvements in major welfare indicators including education, health and women’s 

empowerment. However, a study in Mongolia found large impacts on eating more and healthier 

food when families participated in group loans (Attanasio et al. 2011).  

In South Africa, the expansion of access to consumer credit increased borrower well-being.  

There was increased income and consumption of food. The decision making within the 

household improved and on the other hand, the borrowers’ status in the community improved, as 

did their overall health and outlook on prospects and position. However, borrowers tended to 

experience more stress (Karlan and Zinman 2010).  

A study of Compartamos borrowers in Mexico by Angelucci, Karlan, and Zinman 2013 did not 

find major effects on household consumption and expenditures. Nevertheless, it did find that “… 

the results paint a generally positive picture of the average impacts of expanded credit access on 

well-being: depression falls, trust in others rises, and female household decision-making power 

increases” (Karlan et al pg. 16). Studies in India, Morocco and Mongolia also saw a reduction in 

the spending on temptation goods, such as tobacco. The CGAP focus note of 2014 (Cull, Robert, 

Tilman Ehrbeck, and Nina Holle. 2014) cautions that “…when interpreting results from the 

experiments described here is the heterogeneity of effects across subjects. For subjects that do 

not own businesses, microcredit can help their households manage cash-flow spikes and smooth 

consumption. Access to microcredit can also lead to a general increase in consumption levels as 

it lowers the need for precautionary savings. By contrast, for business owners, microcredit can 

help investments in assets that enable them to start or grow their businesses. In some cases, 

short-term declines in household consumption coincide with investment during the set-up and 

growth phases for microbusinesses. Researchers are in fact confirming that access to credit does 

benefit businesses…” (Cull et al., 2014, p.3).  

There is evidence in Mongolia and Bosnia that microcredit spurred new business creation as well 

as benefitting existing microbusinesses in Mongolia (Attanasio et al. 2011; Augsburg, de Haas, 

Harmgart, and Meghir 2012). However, another study in the Philippines did not find similar 

effects. From the compilation by CGAP (Cull, Robert, Tilman Ehrbeck, and Nina Holle. 2014), 

“…Studies found positive effects on a variety of indicators, including the income of existing 
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businesses (India, the Philippines, and Mongolia), business size (Mexico), and the scale of 

agricultural activities and the diversification of livestock (Morocco). In addition, access to 

microcredit increased the ability of micro entrepreneurs to cope with risk (the Philippines and 

Mexico). These findings are more remarkable when one considers that most of these studies 

investigate the effects of credit simply being offered to the treatment group, rather than the 

effects of actual credit uptake and usage. The results of studies on the impact of savings are more 

consistently positive than those for credit, although there are fewer of these studies. Savings help 

households manage cash flow spikes and smooth consumption, as well as build working capital. 

According to researchers, for poor households without access to a savings mechanism it is more 

difficult to resist immediate spending temptations. When mechanisms for high-frequency, low-

balance deposit services are available, they seem to benefit the poor.” (Cull et al., 2014, p.3 and 

p.4). 

The CGAP paper did review additional studies from Kenya (Cull, Robert, Tilman Ehrbeck, and 

Nina Holle. 2014) “…A randomized evaluation in rural western Kenya found that access to a 

new commitment savings service enabled female market vendors to mitigate the effect of health 

shocks, increase food expenditure for the family (private expenditures were 13 percent higher), 

and increase investments in their businesses by 38–56 percent over female vendors without 

access to a savings account (Dupas and Robinson 2013). However, a parallel study with male 

rickshaw drivers in the same town did not show similar welfare impacts. Another Kenya study 

that looked at the impact of simple informal health savings products found an increase in health 

savings by at least 66 percent accompanied by very high take-up rates. When using a 

commitment savings product, investments in preventative health went up by as much as 138 

percent (Dupas and Robinson 2013). The authors found that earmarking for health emergencies 

increased people’s ability to cope with shocks. The study underlines the importance of health 

savings and investments in preventative health in reducing poor people’s vulnerability to health 

shocks…” (Cull et al., 2014, p.3 and p.4). In Malawi, positive effects on business investment, 

increased expenditures, and crop outputs were observed through commitment savings (Brune, 

Giné, Goldberg, and Yang 2013). Access to a commitment savings account among female adults 

resulted in their empowerment in the Philippines. The women reported increased decision-

making resulting in a shift toward durable household goods supporting them (Ahsraf, Karlan, 

and Yin 2010).  
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Insurance is a financial service that can also support poor households manage shocks and 

mitigate any unforeseen or foreseen risks. Studies in both India and Ghana of weather-based 

index insurance indicated a strong positive impact on farmers driven by the assurance of better 

returns motivating farmers to shift from subsistence to cash crops which in most cases are riskier 

(Cole, et al. 2013; Karlan, Osei-Akoto, Osei, and Udry 2014). Insured farmers in Ghana 

purchased more fertilizers, planted on more land, hired more farm-hands resulting to higher 

yields and income leading to fewer missed meals and less missed school days for the children 

compared to the non-insured farmers. In a paper written by Sarah A. Janzen and Michael R. 

Carter, 2013 on a study on the impact of microinsurance on consumption smoothing after a 

drought, based in Kenya found that index insurance was very important in dealing with the 

negative impacts caused by natural disasters. The paper noted that when communities are faced 

with serious drought, farmers with insurance sold fewer assets (minus 64 percent), they missed 

fewer meals (minus 43 percent), and they were less dependent on any form of food aid and 

assistance (minus 43–51 percent and minus 3–30 percent respectively) (Carter and Janzen, 

2013). According to (Dalal, De Bock, Gelade and Matul, 2013), “Vulnerability to risk and the 

lack of instruments to cope with external shocks adequately make it difficult for poor people to 

escape poverty. The still limited impact evidence to date is focused on relatively few insurance 

products, but suggests that micro insurance could be an important mechanism for mitigating risk. 

However, demand and uptake—even when offered for free in the context of these evaluations—

is strikingly low…” (Dalal et. al., 2013). The key barriers for uptake of financial services such as 

the lack of trust and liquidity constraints need to be addressed for micro insurance to work for 

the poor. 

On the few randomized evaluations on the impact of payments and mobile money there are two 

key patterns that stand out - mobile money reducing households’ transaction costs and mobile 

money improve the household’s ability to share risk. Jack and Suri (2014) examined the impact 

of these in Kenya. Through analysis of nonexperimental panel data, they found that M-PESA 

(mobile money provided by Safaricom) users could adequately absorb large negative income 

shocks including severe illness, job loss, livestock death, and various harvest or business failure, 

without any reduction in household consumption. By contrast, the consumption for households 

that had no access to M-PESA fell on average 7 percent in response to a major shock. As the key 

underlying mechanism, the researchers identified an increase in remittances received both in 
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number and size and a greater diversity of senders. M-PESA was also observed to facilitate the 

growth of risk-sharing among social networks of friends and family. Two other studies 

(Blumenstock, Eagle, and Fafchamps 2012; Batista and Vicente 2012) also noted increased 

willingness to send remittances because of access to mobile money; however, they did not 

analyse the impact of this on the welfare of the participants. Among the compilation by CGAP, 

another randomized evaluation of the impact of a cash transfer program delivered via mobile 

phone (Aker, Boumnijel, McClelland, and Tierney 2011) showed “…reductions in both the cost 

of distribution for the implementing agency and the cost of obtaining the cash transfer for the 

program recipient. The recipients’ cost savings resulted in diversification of expenditures 

(including food), fewer depleted assets, and a greater variety of crops grown, especially cash 

crops grown by women. Due to the relative newness of mobile money and product-specific 

issues in conducting welfare impact studies such as disentangling channel and product, it would 

take time until we have a robust evidence base of how payments and mobile money impact the 

lives of poor people…” (Cull et al., 2014, p.5). 

In summary, various paths to financial inclusion have been attempted and studied. These include 

increasing savings as a means of smoothening consumption, provision of microfinance and credit 

for business, access to formal financial institutions, provision of micro insurance and increase in 

remittances. These have provided mixed findings with some showing long term impacts on 

poverty while others displaying short term impacts. With Kenya being a global leader in 

financial inclusion due to the mobile technology revolution the question is why this inclusion has 

not impacted positively on the wellbeing of most Kenyans. There is thus need to examine to 

what extent financial inclusion can be used as a poverty indicator informing the financial 

deepening agenda.   

1.9 Conceptual framework 

Available literature on financial inclusion provide varying definitions of the concept. Several 

studies define the concept in terms of financial exclusion largely relating to the broader context 

of social and economic inclusion. For instance, Leyshon (1995) highlights the exclusion of some 

groups and individuals from accessing formal financial system. Sinclair (2001) focuses on the 

inability to access necessary financial services in an appropriate form. Amidžić, Massara, and 

Mialou (2014) and Sarma (2008) define financial inclusion as an economic state where 
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individuals and firms are not denied access to the basic financial services. This study will adopt 

the definition provided by Sarma (2008) which views financial inclusion as a process that 

ensures the ease of access, availability, and usage of financial services of everyone in a 

community. This looks at 3 of the proposed facets of financial inclusion. Unlike the definition of 

Amidžić, Massara, and Mialou (2014), the advantage of Sarma’s (2008) definition is that it 

builds the concept of financial inclusion based on several dimensions, including accessibility, 

availability, and usage, all of which can be explored separately.  

Poverty is described by the World Bank, 2014 as “not having enough today in some dimension 

of well-being”. According to the Participatory Poverty Assessment surveys (PPAs), “poverty is 

hunger, lack of shelter; sickness and being unable to see a doctor (afford medical care). Poverty 

can also be defined as not being able to go to school, not knowing how to read, not being able to 

speak properly. Poverty is not having a job and fear for the future, living one day at a time. 

Poverty is losing a child to illness brought about by malnutrition and unclean water. Poverty is 

powerlessness, lack of representation and freedom.” (World Bank, 2014).  

The National Welfare Monitoring Survey (NWMS) considers “the material well-being 

perception of poverty in which the poor are defined as those members of society who are unable 

to afford minimum basic human needs, comprised of food and non-food items. As suggested by 

Haughton and Khandker (2008), well-being can be defined, and measured, through different 

approaches…” (Haughton et al., 2008). The first measure of poverty sees well-being as the 

ability to have command over commodities. Poverty is measured through this conventional 

approach by the identification of different thresholds that define which level of income, or 

consumption expenditures, distinguishes the poor from the non-poor. The second measure on the 

other hand sees well-being as the inability of people to consume certain type of goods, like food, 

or health, or education. According to this approach, a non-monetary measurement of poverty (for 

instance, in terms of nutrition or literacy) should be performed along with the monetary one. The 

third more general approach to well-being is the one postulated by Amartya Sen (1987), who 

identifies poor individuals as those who lack the capability to function in a society. In other 

words, poverty emerges when people do not have adequate income, education or health, but also 

freedom of speech or self-confidence. Under this perspective, poverty is a multidimensional 
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phenomenon, which must be tackled from many angles (e.g. not only raising income, but also 

providing education, empowerment, etc.). 

Understanding the different measures of poverty and how they link with financial inclusion, can 

provide an important basis to determine the impact of financial inclusion on poverty. From a 

methodological perspective, the “monetary approach” to poverty consists of the identification of 

thresholds or “cut-offs”, known as poverty lines. These thresholds are defined using households’ 

welfare indicators such as income or expenditures. The World Bank distinguishes between 

“absolute poverty lines” and “relative poverty lines”. While the latter are defined through within-

countries comparison (that is, considering the income or consumption distribution in a country), 

the former rather correspond to a standard definition of poverty, conceived as the inability for the 

individual to meet his or her basic needs. The absolute poverty lines are normally based on 

estimates of the resources, primarily food, which enables households to meet their basic needs. 

To this end, individuals living below “$1 a day” are assumed to live in absolute poverty. This 

research will use poverty using all three definitions. Wellbeing can be looked at in various 

dimensions all of which are interrelated as illustrated in figure 2.2.  

 

Figure 0.2:The Web of poverty's disadvantages 

Source: “Poverty in focus” downloaded from “UNDP http://www.ipc-

undp.org/pub/IPCPovertyInFocus9.pdf” 

The study will specifically look at education, possession of household assets, dealing with 

shocks and psychological capital (hope, resilience, optimism) and how these are influenced by 

financial inclusion.  
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Figure 0.3:Development as good change - from ill-being to well-being 

Source: “poverty in focus” downloaded from “UNDP http://www.ipc-

undp.org/pub/IPCPovertyInFocus9.pdf” 

The measurement of the effect or impact of any financial inclusion initiatives can be done 

through building up ideal indictors. The ideal indicators must contain data on the access to 

(supply of) and the use of (demand for) financial services as well as the extent of their coverage 

and penetration. These are summarised in figure 2.1.  

It will be necessary to measure the availability and actual use of accounts, payment services, 

micro credit and insurance for poor households. The second aspect is about understanding the 

constraints or the barriers for financial inclusion and the development of indicators for assessing 

the same. Another relevant dimension is reviewing transactional data on credit, deposits, 

remittances, etc. This is important to determine the effectiveness of the financial inclusion 

initiatives. Simply opening of accounts without ensuring transactions dents the intended 

beneficial impact of the financial inclusion measures.  
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Figure 0.4: Exclusion and inclusion rates in Kenya by sub-region 

Source: FinAccess 2016 Headline Report 

 

Figure 0.5:Headcount Index: Percentage of individuals below poverty line in counties 

 Source. Exploring Kenya’s Inequality: Pulling Apart or Pooling Together? KNBS, SID 

The FinAccess 2016 survey findings provide various possibilities in which financial inclusion 

can affect poverty as already been indicated in figure 2.4 and 2.5 above showing the disparities 

in the regional distribution of inclusion levels in Kenya. Formal inclusion is over 70% in most 
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parts of the country, with formal inclusion in western and coastal regions slightly lower. The 

northern parts of the country face higher levels of financial exclusion, up to about 52%. The 

national average for the country is 75.3% (FinAccess 2016, CBK, FSD Kenya and KNBS, 2016). 

In terms of sex disparities, formal inclusion is higher among men than women with half of the 

men being formally included compared to women with only 35% formally included. 47% of men 

use banks while for women it is 31%. The same trend is observed in the use of mobile financial 

services (MFS) with 76% of men having a registered mobile money (MM) account compared to 

67.5% of women. Only when it comes to informal services and microfinance institutions/banks 

(MFI/MFB) usage do we see higher usage among the women than men. 51% of women belong 

to informal groups compared to 31% of men while in MFI/MFB usage, 4.5% of women are 

involved compared to only 2.6% of men using them. 

The FinAccess 2016 report further shows that in terms of rural and urban comparisons, the gap 

between the two continues to rise over the past 10 years since 2006. Exclusion in rural areas is 

about double that of urban areas at 22%. The urban exclusion rate is 9.5% down from 42.8% in 

2006. Rural exclusion was 40.7% in 2006. Use of banks in urban areas is 57.7% while in rural 

areas it is 27.3%. This difference is also reflected in the use of mobile financial services where 

urban usage is at 83.5% compared to 64.4% in rural areas. Informal usage slightly varies 

between urban and rural at 43.8% and 40.1% respectively. 

When it comes to wealth quintiles, exclusion for the poorest is high at 42% compared with the 

overall national level average of 17.4%. By contrast, 95% of the wealthiest quintiles are formally 

included. The usage of all types of financial service providers increases with wealth, especially 

for the formal providers, where a big gap between the top quintile and the rest exists. However, 

informal providers are widely used by all wealth bands. Annex 1 table summarising the 

frequencies of financial inclusion indicators by wealth quintiles to determine their relevance and 

adoption for the study. There is disparity in terms of poverty levels as far as the indicators of 

financial inclusion are concerned. The control variables were selected from these. 

Summary  

For financial inclusion to be meaningful to the low-income population, the financial system 

should deliver real value to them. Financial inclusion shall comprise; access, quality and usage in 
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this study. The financial services should be affordable, useful and trusted. When the financial 

services are made available and affordable to users, it is expected that there will be more usage 

of these services as they are meeting the financial needs of the target population. If these are 

achieved, the low-income population’s welfare should be improved and their poverty levels 

reduced. Sustainable improvements in the lives of the lower income communities in terms of 

growth, resilience and quality of life should then be observed, if indeed financial inclusion can 

impact on this. The study aims at determining to what extent financial inclusion can be used as a 

poverty indicator. The poverty dimensions studied here are; education, possession of household 

assets, dealing with shocks and psychological capital (hope, resilience, optimism).  

1.10 Operational framework 

In terms of actual measurement, the study used financial inclusion data to determine the level of 

accessibility (what population is accessing financial solutions?) Availability (what financial 

solutions are available to the selected population?) Usage (how often are they using these 

financial solutions and for what purpose?)  

The research also looked at various financial instruments that have been developed and through 

which the poor have been participating, considering the three facets of financial inclusion 

namely; access, quality and usage. The other aspects include poverty indicators that relate to four 

aspects of well-being; education, possession of household assets, dealing with shocks and 

psychological capital.   

“…An indicator is a variable whose value changes from the baseline level at the time an 

initiative began to a new value after the program and its activities have made their impact felt. At 

that point, the variable, or indicator, is calculated again. An indicator is a measurement. It 

measures the value of the change in meaningful units that can be compared to past and future 

units. This is usually expressed as a percentage or a number. Good Indicators must have the 

following qualities. A good indicator must be relevant, objective, available, realistic and specific. 

The characteristics of good indicators must be SMART – Specific, Measurable, Achievable, 

Realistic and Time bound…” (Mnestudiescom, 2016). According to the World Bank, “… good 

poverty indicators should be direct, unambiguous measures of progress, vary across groups, 

areas and over time, have a direct link with interventions, relevant to policy making, consistent 
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with the decision-making cycle, not easily manipulated or blown off course by unrelated 

developments, easy and not too costly to measure, easy to understand, reliable and consistent 

with data available and the data collection capacity…” (World Bank 2016). 

On the other hand, a proxy indicator is a variable that can be used to stand in for an indicator that 

is not easy to measure directly. This could be due to the cost, complexity and/or the timeliness of 

data collection which may prevent a finding from being measured directly. A proxy indicator 

should fit the characteristics of a good indicator (UNDP 2002). 

The study will determine if the characteristics of the financial inclusion indicators meet the 

criteria to be poverty indicators or poverty proxy indicators. The approach that will be adopted 

for the study has been summarised below. 

OPERATIONAL FRAMEWORK – FINANCIAL INCLUSION INDICATORS 

FINANCIAL 

INCLUSION 
DEFINITION 

OPERATION INDICATORS AND THEIR 

MEASUREMENT 

ACCESS  

 Ability to use financial services.  

due to proximity, availability of 

channels  

1. Proximity to financial access points 

2. Availability of financial solutions 

3. Channels for financial  

4. Barriers to access – awareness, trust, cost 

QUALITY 
 The appropriateness of financial 

services 

5. Convenience - 

6. Security – trust,  

7. Consumer protection – loss of money 

USAGE   Actual use of financial services 

8. Products – what products use 

9. Patterns – frequency of use 

10. Behaviours – saving, borrowing behaviour 

 

Table 0.2:Operational framework – financial inclusion indicators 

Source: Modified from the Finance for All: Promoting Financial, World Bank, 2015 



22 | P a g e  

 

 

OPERATIONAL FRAMEWORK – DEFINITION OF POVERTY INDICATORS 

POVERTY DEFINITION 
OPERATION INDICATORS AND THEIR 

MEASUREMENT 

HOUSEHOLD 

POSSESSIONS 

This will look at the assets owned in 

a household, the housing 

characteristics and service 

infrastructure – water access and 

type of toilet. A wealth index is then 

derived for each individual and 

quintiles are derived.  

Wealth quintile – poorest, second poorest, 

middle, second wealthiest and wealthiest. 

INCOME LEVEL 

This will be based on individual 

income and will be given in either 

mean and a cut-off point derived to 

group the levels of poverty. 

Income levels 

EDUCATION AND 

FINANCIAL 

LITERACY  

This is the education level attained 

by the respondent and household 

head. The level of education is a 

good indication of whether one is 

aware and understands the existing 

financial solutions and how these can 

benefit them in future. Individuals 

and households who are financially 

literate are better placed to make 

informed decisions about how they 

will save, borrow or invest. 

None, primary level, secondary level and 

tertiary level. Financial numeracy 

SHOCKS  

The ability to handle shocks and get 

back to normal life. Being resilient 

and able to smoothen consumption.  

Use of insurance 

Having savings 

Ability to access credit 

Sleeping hungry 

Foregoing medicine  

 

ASPIRATIONS AND 

OVERALL LIFE 

OUTLOOK 

The general feeling towards life and 

the self-confidence to look forward 

to it  

Goals in life 

Vulnerability  

Feelings towards life – improved towards life 

Worrying about the future 
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OPERATIONAL FRAMEWORK – DEFINITION OF POVERTY INDICATORS 

POVERTY DEFINITION 
OPERATION INDICATORS AND THEIR 

MEASUREMENT 

Planning for the future 

Table 0.3:Operational framework - definition of poverty indicators 

Source: Derived from FinAccess 2016 survey indicators 

The table below shows the relationship between the indicators for poverty and wellbeing and the 

indicators of financial inclusion  

OPERATIONAL FRAMEWORK – RELATIONSHIP BETWEEN FINANCIAL INCLUSION INDICATORS 

AND POVERTY INDICATORS 

INDICATORS OF 

FINANCIAL 

INCLUSION 

MEASUREMENT 
POVERTY/WELLBEING 

INDICATORS 

 

MEASUREMENT 

A. ACCESS  

1. Distance from a 

financial service 

provider 

Categorical:  Close 

enough to walk, Less 

than KShs 50 and 

more than KShs 50 

Wealth quintile 

 

Categorical: 1 = lowest, 5 = 

Highest 

  

Income levels 

 

Categorical:  

KShs. 0-3000,  

KShs. 3001 – 15000,  

KShs. 15,001 – 30,000 

KShs. 30,001 – 100,000 

Over KShs. 100,000 

  

Education levels Categorical: 

Non, Primary, Secondary 

Tertiary 

  

Numeracy level Categorical: 

High = 3, Medium = 2, Lowest 

= 1 

  Shocks experienced Binary:  1 = yes, 0 = No 

  How deal with shocks Categorical: 
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OPERATIONAL FRAMEWORK – RELATIONSHIP BETWEEN FINANCIAL INCLUSION INDICATORS 

AND POVERTY INDICATORS 

INDICATORS OF 

FINANCIAL 

INCLUSION 

MEASUREMENT 
POVERTY/WELLBEING 

INDICATORS 

 

MEASUREMENT 

Financial instrument, social 

networks, nothing 

  
Ability to access KShs. 

3000 within 3 days 

Binary:  1 = yes, 0 = No 

 

 Most important goal Categorical: 

Education, putting food on the 

table, getting a job 

 

 If financial life has 

improved/remained the 

same/worsened 

Categorical: 

Improved, Remained the same, 

worsened 

2. Uses at least one 

formal or informal 

financial instrument 

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

3. Awareness of financial 

terms 

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

4. Level of trust in 

financial service 

providers 

Categorical: 

Most trusted, least 

trusted 

Same as above Same as above 

B. QUALITY  

5. Most important 

financial instrument 

Categorical: 

Keep most of my 

money, most easily 

accessed, use most 

often, helps me most 

during emergencies 

Same as above Same as above 

6. If experiences 

unexpected charges 

from the financial 

provider 

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

7. If lost money 
Binary:  1 = yes, 0 = 

No 

Same as above Same as above 
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OPERATIONAL FRAMEWORK – RELATIONSHIP BETWEEN FINANCIAL INCLUSION INDICATORS 

AND POVERTY INDICATORS 

INDICATORS OF 

FINANCIAL 

INCLUSION 

MEASUREMENT 
POVERTY/WELLBEING 

INDICATORS 

 

MEASUREMENT 

8. If Registered a 

complaint 

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

9. If have a safe place to 

save money  

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

C. USAGE  

10. Use of different 

financial services – 

banks, mobile money, 

informal groups, 

SACCOs, insurance, 

MFIs. 

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

11. Frequency of use of 

the above mentioned 

financial services 

Categorical: 

Daily, Weekly, 

Monthly, Less than 

once a month 

Same as above Same as above 

12. Use of savings and 

credit 

Binary:  1 = yes, 0 = 

No 

Same as above Same as above 

Table 0.4:Relationship between financial inclusion indicators and poverty indicators 

Source: Derived from the FinAccess 2016 indicators 

The control variables will be age, education, sex and location. These are factors that can 

influence financial inclusion or not. For instance, persons aged under 16 years do not have 

national identity cards hence legally they cannot open bank accounts.  
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CHAPTER THREE  

METHODOLOGY 

1.11 Introduction 

This chapter presents a description of the sources of data, sampling, and data analysis that were 

used in this study to yield the necessary conclusions of the relationship between financial 

inclusion and poverty to determine if financial inclusion can be used as a poverty indicator  

1.12 Sources of data 

The data source was the National FinAccess household survey 2016. This is the fourth survey 

since 2006 undertaken approximately every 3 years with other studies undertaken in 2006, 2009 

and 2013. Reference will be made to the other studies, especially when there is need for trended 

comparisons. The surveys constitute an important tool for providing a better understanding of the 

financial inclusion landscape in line with the financial sector development agenda, as laid out in 

Kenya’s Vision 2030, and a monitoring tool for progress under the government’s Medium Term 

Plan (MTP) for the financial services sector. The surveys contain disaggregated data on key 

market segments, data on drivers of uptake and usage including attitudes, perceptions and needs 

as well as profiling the financial services landscape. The study is carried out by CBK, KNBS and 

FSD Kenya. The data contains variables relevant to the study objectives. These include financial 

product and service usage, awareness, experience and frequency of use, income sources, 

household possessions, key demographics and socio-economic aspects – age, sex, education 

level, number of household members, important life goals, shocks experienced and how deal 

with them, ability to get emergency money within three days, a secure place to keep money and 

distance from financial service providers.  

1.13 Sampling 

The FinAccess datasets are the main data source. The survey design is cross-sectional and can 

compare different population groups at a single point in time, allowing comparisons across 

different variables at the same time. The survey sample was designed to achieve a statistically 

valid, nationally representative sample of individuals aged 16 and above. The survey employed a 

three-stage cluster sample design. Stage 1 involved the selection of clusters from the sample 
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frame, stage 2 comprised the selection of households from each cluster and stage 3 was the 

selection of one individual from each household. Sample points “Clusters” were drawn-up based 

on the KNBS national household master sample frame, the National Sample Surveys and 

Evaluation Programme (NASSEP V). The survey interviewee was randomly selected at the 

household level using the Kish grid. A total of 13 domains (Regions) were demarcated according 

to similarities in key geographic, demographic and economic indicators. The target sample size 

for the survey was 10,008 with 8,665 interviews successfully completed representing an 87% 

success rate.  

1.14 Data analysis 

Descriptive analysis was employed for the data analysis using both measures of central 

tendencies and dispersion as well as the use of statistical tools using SPSS for logistical 

regressions and application of Principal Component Analysis (PCA), In this study, the 

independent variable was financial inclusion while the dependent variables were the control 

variables of age, education, location and sex. The chi-square was employed to determine the 

strength of association. The financial inclusion indicators that were used are Access - proximity 

to financial access points, availability of financial solutions, channels for financial services, 

barriers to access – awareness, trust, cost; Quality – convenience, security – trust, consumer 

protection – loss of money and Usage - products – what products are used, patterns – frequency 

of use, behaviours – saving, borrowing behaviour. The poverty indicators are broadly divided 

into education and financial literacy, possession of household assets (wealth quintile), dealing 

with shocks and psychological well-being.   

  



28 | P a g e  

 

CHAPTER FOUR  

Financial inclusion as a poverty proxy indicator: Findings and discussions 

1.15 Introduction 

This section provides a presentation of study results in line with the objectives. The results have 

also been discussed in this section. The analysis will look at the poverty level (income) against 

each control variable (education, livelihood source, area and age) against the selected financial 

inclusion indictor (access, quality and usage). Comments will be made against each observation 

regarding the possibilities of the financial indicator being a poverty indicator. The observations 

will be summarised at the end against the characteristics of a good indicator. These 

characteristics include, direct, unambiguous, vary across groups, vary across areas, vary over 

time, should not be easily manipulated or blown off course by any unrelated developments, 

should be easy and not too costly to measure, should be easy to understand, it should be reliable 

and should be consistent with the data available and the data collection capacity. 

1.16 Profile of the respondents in the survey 

 

Table 0.1: Profile of the FinAccess respondents analysed from the datasets 
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1.17 Financial inclusion status in Kenya from 2005 to 2016 

The rate of financial inclusion in Kenya has been growing from 58.8% in 2006 and 10 years 

later, it has grown to 82.5%. This is a difference of 23.7 points. (Figure 4.1) 

58.8
67.2

74.5
82.5

41.3
32.7

25.4
17.4

2006 2009 2013 2016

Financial inclusion and exclusion in Kenya 2006 -2016 (%)

Financial inclusion Financial exclusion

 

Figure 0.1:Financial inclusion and exclusion in Kenya from 2006 to2016 (%) 

Source: Calculated from the 2006, 2009, 2013 and 2016 FinAccess datasets 

This rate varies among different demographic levels as shown in table 4.2 below 

The level of financial inclusion is highest among the 26 to 55 years old, mainly male. It increases 

with wealth and education in urban areas. High level of financial exclusion is among the rural 

population, the poorest, those with little or no education and the youngest and the oldest 

population. A good indicator should vary over time and show variations among different groups 

and this is as displayed in table 4.2 below. 
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Table 0.2: Financial inclusion and exclusion (%) in 2016 

Source: Calculated from the FinAccess 2016 datasets 

1.18 Financial inclusion indicators against wealth quintiles 

From table 4.3 below, Access as a financial indicator, the poorer quintiles would take longer than 

the wealthier to reach their closest financial service point. Almost all the wealthiest (94%) in the 

population have at least one financial instrument compared to 56% of the poorest quintile. The 

reverse also indicates the same, 6% of the wealthiest do not have a financial instrument 

compared to 44% of the poorest who are excluded. In terms of awareness, the poorest are less 

aware of the financial terms compared to the wealthiest – the wealthier one is, the more aware of 

the financial terms. Distance increases inversely with wealth. See table 4.3 
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Table 0.3:Access financial indicators against wealth quintiles 

 

For Quality related financial indicators, there does not seem to be a clear-cut difference among 

the different wealth quintiles as seen in Table 4.4 below. All wealth quintiles have a relatively 

high score on having a safe place to save money. The wealthiest experience more unexpected 

charges than the other wealth quintiles. They also seem to register more complaints with banks 

compared to those in the lowest wealth quintile. However, the scores of the latter and former are 

relatively low. 

 

Table 0.4: Quality financial indicators against wealth quintiles 

Source: Derived from the FinAccess 2016 datasets 

When it comes to usage indicators, the poorest wealth quintile has the lowest use of financial 

services and solutions. Informal group usage does not vary much among the top four quintiles. 



32 | P a g e  

 

There is a clear distinction in the use of mobile money among the five groups, with the 

wealthiest using it most frequently (daily). The reverse compares the same, the poorest use their 

mobile money accounts less often than the wealthiest. MFI use is low even among the wealthiest. 

The use of Insurance among the wealthiest gaps that of the poorest with 42% while pension use 

gap between the wealthiest and the poorest is 48%. 

 

Table 0.5:Usage financial indicators against wealth quintiles 

 

All the above variables are important (Annex 2) and interrelated at various degrees as can be 

observed in the correlation matrix Annex 3. The highest correlation is between mobile money 

usage and included/excluded (.739) while the lowest correlation has been observed between 

having a safe place to keep money with any of the other variables. Relatively high correlation 

has also been observed between exclusion & inclusion/exclusion, awareness of shares & interest 

and savings usage and informal group usage. Financial inclusion is multidimensional. 

1.19 Ideal poverty proxy indicator determination 

Several financial indicators have been selected to consider their association with poverty. These 

indicators are interrelated. To bring out the strong indicators, the Principal Component Analysis 

(PCA) was applied. The PCA is a method of summarising data showing the principal 

components, the underlying structure in the data. “…The principal components are the directions 

where there is the most variance, the directions where the data is most spread out…” 
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(Dallas,2013). “…The main purposes of a principal component analysis are the analysis of data 

to identify patterns and finding patterns to reduce the dimensions of the dataset with minimal 

loss of information…” (Raschka, 2014). It will be used to select the most useful and identify the 

most important financial inclusion indicators from all the above indicators (Tables 4.3, 4.4 and 

4.5) and identify the common financial inclusion themes (Haynes and Lamb, 2010) 

 

Figure 0.2: Determining components with highest variability: Scree plot: 

An eigenvalue is a number, telling you how much variance there is in the data in that 

direction. In the example above the eigenvalue is a number telling us how spread out the data 

is on the line. A scree plot displays the eigenvalues associated with a component or factor in 

descending order versus the number of the component or factor (the 27 selected financial 

inclusion indicators). The eigenvector with the highest eigenvalue is therefore the principal 

component. There are 7 Eigenvalues (where there is variation in the line graph until it starts 
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straightening). The 7 components that would be needed for the analysis. The factors that 

remain explain negligible proportion of the variability and are thus likely to be unimportant. 

1.20  Categorising the indicators 

The component score co-efficient provides scores within each of the 7 components for each 

of the indicators. The higher the score the stronger the chances that the indicator is a strong 

financial inclusion variable. The components have been classified in a manner that provides 

the expected characteristics. The selection of the characteristics has been guided by the 

highest score in each column (component).   

 

 

Table 0.6: The strength of association of the indicators 

The strongest indicators for component one (1) are associated with the awareness of financial 

terms – awareness of interest, savings account, shares and investments. The strongest 

indicators for component two (2) are financially included and use of mobile money usage, 
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savings usage, distance from financial service points and informal group usage. Components 

three (3) are indicators associated with the awareness of financial terminology whose product 

use is complex. These terms are collateral, inflation and mortgage. For component four (4), 

the strongest association is with insurance for the future. The indicators are pension use, 

insurance, SACCO use and investments. Component five (5) relates to consumer protection 

issues which cover if have lost money in a bank, if ever reported a problem and if 

experienced unexpected charges. These focus on bank users. The key components in 

component six (6) are related to credit. These components are MFI and credit usage. The 

strong variables in the final component seven (7) are if lost money, distance from a financial 

service provider and the frequency of using mobile money services. There is no clear 

classification of these variables. 

1.21 Association of inclusion indicators with poverty 

Logical regression has been used to determine how the different models can predict which 

segment of the population is poor or not poor, the relative importance of each predictor and if 

there are interactions among the predictors. It will also help to determine how good the 

models are at classifying cases for which the outcome is known. Sixteen (16) models have 

been generated through various combinations of the factors with the control variables. The 

control variables are level of education, regions, urban/rural, gender and age. These are listed 

in table 4.7 below.    

The poverty indicator in this analysis is categorised as poor and non-poor. The poor 

comprises the population in the bottom 2 wealth quintiles while the non-poor comprise the 

top 3 wealth quintiles from the FinAccess dataset. This is the dependent variable. 

 

Table 0.7: Dependent variable - poor and non-poor 
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Table 0.8: Variables used in analysis and their coding 

The reference groups have all codes as zero. The reference group for provinces is Northern 

Eastern, for education level, it is tertiary, for age those aged of 61 years (retirees), cluster 

would be urban and the gender female.   

 

Table 0.9: Prediction of the chances of being poor or non-poor 

The percentage correct shows the percentage of the correct prediction of each of the models.  

For instance, for model 1, 69% of the population was predicted correctly with 41.7% poor 
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correctly predicted as poor while 87.3% was predicted as non-poor correctly. Model 1 and 

model 2 have the highest overall correct percentage prediction while model 3 has the lowest 

percentage prediction. The addition of more variables increases the percentage of correct 

classification. 

 

Table 0.10: Relationship among the different variables 

“…The B co-efficient tells about the relationship between the independent variables and the 

dependent variables. A positive correlation coefficient means that as the value of one variable 

increases, the value of the other variable increases; as one decreases the other decreases. A 

negative correlation coefficient indicates that as one variable increases, the other decreases, and 

vice-versa…” (Webster Education, 2016). These levels vary among the different models with 11 

out of the 14 selected variables having a negative B co-efficient.  

“…The Wald statistic is the crucial value because it tells us whether the B coefficient is 

significantly different from 0. If the Wald is significantly different from 0, then we can assume 

that the model is making a significant contribution to the prediction of being poor or non-poor. 
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All the models have values different from 0 but the difference for model 6 has the lowest 

difference…” (Webster Education, 2016) (Table 4.10) 

All the models contain components that are significant. Lowest significance is observed in the 

model 5. The various dimensions of financial inclusion are important and should be considered 

while using it as a proxy poverty indicator. 

1.22 Variations among the various wealth levels 

The 1st three models have been selected to demonstrate the variations among the different wealth 

levels. The first model comprises level of awareness of different financial terms, the second 

model comprises the use of financial services while the third model is about the knowledge of 

complex financial terms. 

 

Table 0.11: Ranking of model 1 against the wealth quintiles 

As the ranking increases from 1 to 5, the number of the poorest increases, with at rank one, 

having 587,176 poorest while at rank 5, there are 2,086,367 of the poorest here. For the 

wealthiest ranks 1 and 2 have 1,887,947 while rank 5 has 120,036 of the wealthiest. Variations 

are observed within the various quintiles. For instance, for the second poorest quintile, those 

ranked 4th are higher than those ranked 2nd. 
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Table 0.12: Ranking of model 2 against the wealth quintiles 

The same applies to the model 2, 11% of the poorest are ranked 1 and almost half of them 

(43.4%) are ranked five. For the wealthiest, 22.7% are ranked 1 while only 6.5% are ranked 5. 

As in model 1, variations within the wealth quintiles are observed. For instance, for the middle 

wealth quintile despite being a general decline in the numbers as the rank increases, rank 2 has 

22% of the middle quintile, slightly higher than those ranked 1. 

 

Table 0.13: Ranking of model 3 against the wealth quintiles 

The same trend is noted also in model 3, higher ranking declines with the wealth quintile. 6.6% 

of the poorest are ranked 1st while 17% are ranked fifth. For the wealthiest it is 46% and 8.9% 
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respectively. There is a general decline in the numbers for the wealthiest as the rank increase. 

But just like the other models above, there is a slight break of the trend. Rank 4 has slightly more 

of the wealthiest than rank 3 instead of the other way around.  

The reaction to the various models varies as can be seen by the different scores obtained for the 

different quintiles as the ranking changes. This indicates that within the wealth quintiles there are 

individuals who have characteristics that are not in line with the quintiles within the specific 

group they are in. For instance, within the wealthiest wealth quintile there are individuals who 

possess the characteristics of the poor.  In addition, the box plots below demonstrate that the 

reaction to the indicator varies with individuals.  

 

Figure 0.3: Box Plot for model 1 

 

Figure 0.4: Box Plot for model 2 
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Figure 0.5: Box plot for model 3 

The box plots confirm that there are outliers in all the selected models. For model one and two, 

these are for the top three wealth quintiles while for the model 3, it is for the bottom two wealth 

quintiles. The indicators are thus not very pure. The median score (dark line in the middle of the 

boxes) is higher among the poorer quintiles. This shows that the level of exclusion is higher 

among these quintiles. 

The dependent variables, age group, marital status (picked because of its importance), age and 

region when tested for whether they have any effect show that these are significant meaning that 

they contribute to whether an individual will be poor or not poor.  

Each aspect in the model is tested to determine if it has any effect. Any term with significance 

values of less than 0.05 are considered to have some discernible effect. Each of the terms 

selected contribute to the effects of the model as shown in table 4.14. 
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Table 0.14: Effect of dependent variables on non-poor or poor 
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CHAPTER 5 

Summary of findings, conclusions and recommendations 

1.23 Introduction 

This section summarizes the findings and basing on the same, presents conclusions and 

recommendations of the assessment. The study aimed at assessing to what extent financial 

inclusion is related to poverty and determine whether it can be used as an indicator to monitor 

poverty levels at the household level. Specifically, it aimed to determine the association between 

the financial inclusion indicator and poverty.   

1.24 Summary of findings 

The assessment proves that financial inclusion could be used as a proxy indicator for poverty. A 

good poverty indicator should be direct, unambiguous measures of progress, vary across groups, 

areas and over time, have a direct link with interventions, relevant to policy making, consistent 

with the decision-making cycle, not easily manipulated or blown off course by unrelated 

developments, easy and not too costly to measure, easy to understand, reliable and consistent 

with data available and the data collection capacity. A proxy indicator should fit the 

characteristics of a good indicator.  

 

Financial inclusion in Kenya has changed over the years and this is tracked approximately every 

three years by the government of Kenya. The financial inclusion levels have increased from 

58.8% in 2006 to 82.2% in 2016. The levels of inclusion vary across different demographics and 

socio economic classifications such as age, region, education levels, wealth quintile and gender. 

The measure of financial inclusion is directly measurable in a simple manner and is done at least 

every three years.  

 

Financial inclusion, just like poverty, is a multidimensional measure. The study focuses on three 

key financial indicator measures – access, usage and quality. The fourth aspect, welfare, was not 

covered as the source for the data for analysis did not have direct measures of welfare. There was 

a clear difference in access and usage indicators among the different wealth levels but no clear 
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difference in the quality related financial inclusion indicators, an indication that indicators 

associated with this may not be good poverty proxy indicators. Each of these three measures 

have several indicators classified under each. The analysis looked at 27 indicators all of which 

were observed to be correlated at different degrees. The highest correlation was noted between 

mobile money usage and included/excluded while the lowest correlation has been observed 

between having a safe place to keep money with any of the other variables. The analysis then 

explored which would be the most useful and important financial inclusion indicators from all 

the 27 indicators and 7 components were derived. Each of these components had distinct 

comparisons. The next step of analysis was to generate different models using the control 

variables of level of education, regions, urban/rural, gender and age. These were used to 

determine how the different models can predict which segment of the population is poor or not 

poor and which of these was the best predictor. The predictions varied among the various models 

but all were significant predictors. It was observed that the more variables were incorporated into 

the models, the stronger the prediction of the level of poverty. 

 

Further analysis was done on the models to determine how pure the models were in predicting 

poverty. Outliers were identified in different models. For instance, within the wealthiest wealth 

quintile there are individuals who possessed the characteristics of the poor. Lastly, it was that the 

different demographics and socio-economic characteristics of the population be tested to know 

whether they influenced whether an individual would be poor or not poor. Specifically, age, 

marital status, level of education and region where they live were selected. They all showed that 

they do contribute to whether an individual will be poor or not poor.  

1.25 Conclusion 

The models can be used as poverty proxies because they possess characteristics that are ideal to 

be indicators. The models are significantly associated with financial inclusion or exclusion 

variables and these can be differentiated. The financial inclusion factors can act as good 

discriminators between poor and non-poor, even though they are not pure as seen by the outliers. 

One who is financially included could mean that one is wealthier or less poor than one who is 

financially excluded. The study noted that for the financial indicators to work better, they would 

need to take into consideration other variables of the population such as level of education, age, 

location and gender.  The association is still stronger even if control variables are included. As 
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no single indicator can be used to determine financial inclusion as the concept is multi-

dimensional the indicator would act better as a poverty proxy indicator as opposed to a direct 

poverty indicator. Financial inclusion in Kenya has been changing over time because of various 

interventions driven by both the public and private sector. A good poverty indicator should have 

a direct link with interventions and relevant to policy making. The demonstration of this was 

beyond the scope of the study but the background information and literature review covered this. 

In addition, Financial inclusion in Kenya is measured regularly by the government of Kenya and 

the measures are easily obtained, simple to measure and are not costly to collect. The study 

looked at three out of four aspects of financial inclusion – Access, Usage and Quality. The 

Welfare aspect was not considered. Out of the 3 aspects analysed, Quality did not come out 

strongly as an indicator to clearly differentiate between being poor or non-poor. 

1.26 Recommendations 

The study has come up with recommendations for policy makers and additional research. 

National poverty studies in most developing countries like Kenya are done after a long period for 

as long as a decade in Kenya, for instance. These in most cases leave policy makers, researchers, 

the private sector and development practitioners with no option but to use outdated information. 

National financial inclusion studies, which are easier and less costly to undertake, are being 

undertaken more frequently and can be used as proxy poverty indicators. These can support the 

government to track its development achievements both locally and internationally such as the 

SDGs more regularly.  

 

However, more needs to be studied to determine which would be the most ideal indicators to use. 

The indicators had several outliers and more understanding of these is important to consider 

before they can be conclusively considered as proxy poverty measure. This study looked at 

various indicators which were picked because they were easily available from the datasets. The 

financial inclusion aspects that were studied were Access, Usage and Quality. The aspect of 

Welfare was not explored and this should be studied deeply to clearly determine the direct 

linkage of financial inclusion to improving the welfare of the population. This will also provide 

more information on how best to group the different levels of poverty. In addition, the aspect of 

quality did not come out strongly as a good discriminator or being poor or non-poor, hence more 
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analysis on this needs to be done to determine if it makes sense to reconsider the inclusion of the 

aspect in using financial inclusion as proxy poverty indicator.  
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ANNEXES 

Annex 1: Indicators of financial inclusion against the wealth quintiles 
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Annex 3: Financial inclusion indicator correlation matrix 

Distance 

from the 

closest 

financial 

service 

point

Include or 

ecluded

Awareness 

of savings 

accounts

Awareness 

of interest

Awareness 

of shraes

Awareness 

of collateral

Awarenes 

of 

Guarantor

Awareness 

of 

investment

Awareness 

of inflation

Awareness 

of pension

Awareness 

of 

mortgage

If have a 

safe place 

to keep 

money

If 

experience

d 

unexpected 

charges 

from the 

bank

If lost 

money in 

the bank

If 

registered a 

complaint 

with the 

bank

If lost 

money on 

mobile 

money Bank usage

Insurance 

usage 

Mobile 

Money 

Usage MFI Usage

SACCO 

Usage

Informal 

Group 

Usage

Savings 

Usage

Credit 

Usage

Investment 

Usage

Pension 

Usage 

Freq of MM 

recoded

ACCESS INDICATORS

Distance from the closest financial service point 1.000 .111 .107 .110 .112 .130 .121 .150 .118 .126 .204 -.065 .000 -.020 .000 .046 .196 .144 .150 .049 .060 .058 .142 .061 .049 .045 .135

Include or excluded .111 1.000 .332 .285 .314 .145 .304 .277 .180 .307 .210 -.194 0.000 0.000 0.000 .015 .413 .280 .739 .126 .204 .415 .642 .374 .173 .065 .059

Awareness of savings accounts .107 .332 1.000 .560 .545 .208 .437 .482 .256 .435 .255 -.169 .001 .005 .001 .042 .323 .223 .372 .094 .174 .180 .364 .202 .130 .064 .134

Awareness of interest .110 .285 .560 1.000 .607 .259 .473 .552 .315 .437 .331 -.168 .010 .006 .007 .048 .335 .254 .336 .108 .189 .146 .321 .208 .155 .072 .157

Awareness of shraes .112 .314 .545 .607 1.000 .243 .459 .544 .310 .429 .340 -.163 .009 -.001 -.004 .059 .338 .266 .354 .113 .199 .166 .342 .217 .165 .076 .161

Awareness of collateral .130 .145 .208 .259 .243 1.000 .325 .329 .492 .295 .443 -.091 .037 -.006 .021 .084 .252 .222 .176 .102 .132 .077 .176 .162 .159 .109 .198

Awarenes of Guarantor .121 .304 .437 .473 .459 .325 1.000 .488 .396 .474 .401 -.169 .024 .002 -.002 .055 .401 .322 .359 .148 .247 .172 .344 .258 .201 .100 .175

Awareness of investment .150 .277 .482 .552 .544 .329 .488 1.000 .415 .484 .448 -.172 .019 .012 .002 .069 .385 .286 .336 .099 .190 .108 .309 .200 .163 .090 .209

Awareness of inflation .118 .180 .256 .315 .310 .492 .396 .415 1.000 .361 .531 -.113 .012 -.016 .024 .061 .318 .280 .227 .090 .192 .046 .205 .189 .168 .150 .202

Awareness of pension .126 .307 .435 .437 .429 .295 .474 .484 .361 1.000 .377 -.150 .006 -.006 .016 .071 .381 .280 .360 .104 .196 .165 .345 .225 .161 .087 .165

Awareness of mortgage .204 .210 .255 .331 .340 .443 .401 .448 .531 .377 1.000 -.110 .036 .017 .033 .060 .406 .358 .271 .097 .246 .067 .260 .189 .221 .153 .252

QUALITY INDICATORS

If have a safe place to keep money -.065 -.194 -.169 -.168 -.163 -.091 -.169 -.172 -.113 -.150 -.110 1.000 -.009 .005 -.005 -.011 -.168 -.111 -.204 -.065 -.075 -.114 -.188 -.112 -.073 -.038 -.064

If experienced unexpected charges from the bank .000 0.000 .001 .010 .009 .037 .024 .019 .012 .006 .036 -.009 1.000 .280 .211 .044 0.000 .012 .000 .007 .009 .029 .001 .005 .046 .011 .009

If lost money in the bank -.020 0.000 .005 .006 -.001 -.006 .002 .012 -.016 -.006 .017 .005 .280 1.000 .244 .057 0.000 -.013 .002 .017 -.012 .008 .001 .002 .016 -.012 -.009

If registered a complaint with the bank .000 0.000 .001 .007 -.004 .021 -.002 .002 .024 .016 .033 -.005 .211 .244 1.000 .036 0.000 -.014 .003 .004 .002 .017 -.001 .010 .010 -.001 .027

If lost money on mobile money .046 .015 .042 .048 .059 .084 .055 .069 .061 .071 .060 -.011 .044 .057 .036 1.000 .092 .087 .020 .017 .064 .048 .062 .046 .042 .056 .112

USAGE INDICATORS

Bank usage .196 .413 .323 .335 .338 .252 .401 .385 .318 .381 .406 -.168 0.000 0.000 0.000 .092 1.000 .470 .448 .184 .314 .190 .558 .319 .250 .145 .333

Insurance usage .144 .280 .223 .254 .266 .222 .322 .286 .280 .280 .358 -.111 .012 -.013 -.014 .087 .470 1.000 .302 .121 .388 .153 .324 .251 .277 .237 .205

Mobile Money Usage .150 .739 .372 .336 .354 .176 .359 .336 .227 .360 .271 -.204 .000 .002 .003 .020 .448 .302 1.000 .139 .205 .280 .516 .270 .163 .073 .067

MFI Usage .049 .126 .094 .108 .113 .102 .148 .099 .090 .104 .097 -.065 .007 .017 .004 .017 .184 .121 .139 1.000 .096 .166 .172 .208 .135 .013 .125

SACCO Usage .060 .204 .174 .189 .199 .132 .247 .190 .192 .196 .246 -.075 .009 -.012 .002 .064 .314 .388 .205 .096 1.000 .115 .291 .246 .327 .198 .154

Informal Group Usage .058 .415 .180 .146 .166 .077 .172 .108 .046 .165 .067 -.114 .029 .008 .017 .048 .190 .153 .280 .166 .115 1.000 .585 .312 .233 .030 .063

Savings Usage .142 .642 .364 .321 .342 .176 .344 .309 .205 .345 .260 -.188 .001 .001 -.001 .062 .558 .324 .516 .172 .291 .585 1.000 .348 .209 .086 .178

Credit Usage .061 .374 .202 .208 .217 .162 .258 .200 .189 .225 .189 -.112 .005 .002 .010 .046 .319 .251 .270 .208 .246 .312 .348 1.000 .238 .092 .137

Investment Usage .049 .173 .130 .155 .165 .159 .201 .163 .168 .161 .221 -.073 .046 .016 .010 .042 .250 .277 .163 .135 .327 .233 .209 .238 1.000 .159 .120

Pension Usage .045 .065 .064 .072 .076 .109 .100 .090 .150 .087 .153 -.038 .011 -.012 -.001 .056 .145 .237 .073 .013 .198 .030 .086 .092 .159 1.000 0.075

Frequency of using mobile mone .135 .059 .134 .157 .161 .198 .175 .209 .202 .165 .252 -.064 .009 -.009 .027 .112 .333 .205 .067 .125 .154 .063 .178 .137 .120 0.075 1.000

perfectly and positively” correlated with itself!

high correlation

Correlation matrix

 


