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ABSTRACT 

This study analyses the relationship between financial literacy and the use of 

financial products in Namibia.  The objectives of the study were: to examine 

the determinants of financial literacy as well as examine the effects of financial 

literacy on the use of financial products in Namibia.  This study was important 

because it provides financial institutions and policy makers with an insight on 

how to promote financial literacy and the use of financial products in Namibia. 

The data used in this study were sourced from the Namibia Financial Inclusion 

Survey of 2017. The study employed the ordinary least squares (OLS) model to 

estimate the determinants of financial literacy and the probit model, and an 

instrumental variable probit (IV Probit) to examine the impact of financial 

literacy on the use of financial products. The study focused on individuals aged 

16 years and older, the legal age that allows individuals to own formal financial 

products in Namibia. The results suggest that age, gender, location, formal 

education, access to television, participation in household financial decisions, 

access to mobile phone and being a member of a savings club significantly 

influences the level of financial literacy. The study found that a one index point 

increase in financial literacy increases the probability of having a savings 

account by 96%age points and the probability of having a bank account by 

89%age points. For the individual measures of financial literacy, the results 

suggest that a unit index point increase in financial attitude, financial 

knowledge, and financial awareness increases the probability of having a saving 

account by 32, 15 and 55 percentage points and the probability of having a bank 

account 21, 41, and 16 percentage points, respectively. Similarly, a one index 

increase in financial literacy increases the probability of having access to credit 

by 52%age points and the probability of having access to insurance by 89%age 

points. For the individual measures of financial literacy, a unit index increase in 

financial attitude, financial knowledge, financial confidence, and financial 

awareness increases the probability of having access to credit by 17, 20 and 11 

percentage points and the probability of having access to insurance by 27, 45 

and 15 percentage points, respectively. The study recommended that the 
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Government of Namibia, in conjunction with the Financial Literacy Initiative as 

well as various stakeholders and experts, should work on developing a national 

policy on financial literacy. 
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CHAPTER 1: INTRODUCTION 

1.1 Background of the Study 

There is consensus that the financial sector plays a pivotal role in the economic 

growth and development of a country as it encourages both savings and 

investments (Brown & Graf, 2013). A well-developed and efficient financial 

sector reduces the cost and risk of producing and trading goods and services, 

making an important contribution to raising the standards of living. Therefore, 

making financial services or products easily accessible to all is a way of 

ensuring economic growth.  

Through competition and the advantages of an efficient financial sector, 

financial markets have increasingly provided new financial products and 

services (Lusardi and Mitchell, 2014). The growing number of financial 

instruments suggests that individuals and businesses need to enhance their 

management responsibility on how to borrow, save and invest (Sevim et al., 

2012; Lusardi and Mitchell, 2014). Many new financial products are complex 

and difficult to understand, especially among the less educated and financially 

illiterate consumers. Hence, financial literacy is essential for consumers in 

making the appropriate and needed financial decisions.  

 

Financial literacy is the ability of individuals to process economic information 

and make informed decisions about financial planning, wealth accumulation, 

debt, and pensions (Lusardi and Mitchell 2014). Hence, financial literacy is a 

combination of awareness, knowledge, skill, attitude, and behaviours of 
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individuals necessary to make sound financial decisions and achieve financial 

well-being (Christelis et al., 2010). Sound financial literacy policies thus create 

awareness of the availability of financial products, their benefits and how they 

can be accessed (Cole et al., 2011). While the importance of sound financial 

knowledge in the utilisation of financial products and services is widely 

acknowledged, surveys consistently show that the level of financial literacy is 

relatively low even in many advanced economies (Organisation for Economic 

Co-operation and Development, (OECD), 2016). This is particularly a problem 

in many third world countries where access and use of financial products and 

services are still low. In many cases, consumers make financial decisions with 

little understanding and have difficulties finding easy-to-understand 

information or do not actively seek information at all (Smith & Stewart, 2009). 

 

In the global context, studies show that financial literacy is very low in 

developing countries. Using experimental data from Indonesia and India, Cole 

et al. (2011) found that financial literacy positively influences the demand for 

financial services. The study demonstrates that financial literacy increases the 

probability of opening a bank or savings account. Sevim et al. (2012) estimate 

the effect of financial literacy of Turkish financial consumers on the borrowing 

behaviour of individuals. The authors found that individuals with higher 

financial literacy were less likely to exhibit excessive borrowing. This suggests 

that policy efforts to increase financial literacy may have important implications 

in preventing excessive borrowing. Doi et al. (2014) used a field experiment 

and found that financial literacy is an important determinant of financial 



3 

 

decision-making among farmers in Rwanda. Murendo and Mutsonziwa (2017) 

found that financial literacy is an important determinant of individual saving 

decisions in Zimbabwe. 

 

The OECD (2013) report emphasised that developing countries, particularly 

African countries, should invest in improving the level of financial literacy of 

their citizens. That is, there is the possibility of improving the level of financial 

literacy among the most vulnerable parts of the African population. There are 

several reasons justifying the implementation of well-designed financial 

education initiatives in Africa, including the need for higher financial inclusion 

and appropriate use of financial products. Also, the need to better manage 

personal/household resources and to start and develop entrepreneurial activities 

(OECD, 2013). 

 

Evidence suggests that financial literacy is linked to financial behaviours, 

including borrowing, saving and investments decisions of individuals (Jappelli 

and Padula, 2013; Lusardi and Mitchell, 2014). For example, interacting 

effectively with financial service providers and making sound financial 

decisions increases the probability of hedging against financial and economic 

risks, thereby improving individual or household wellbeing. According to the 

OECD (2013), financial education can help to reduce the demand-side barriers 

to financial inclusion. Improved financial literacy can increase awareness of 

products and services, as well as confidence and ability in using them. In turn, 

this can help to promote the demand for formal financial products and services.  



4 

 

To be effectively included in financial markets, consumers need not only to 

have access to safe and regulated financial products but also to be aware of their 

existence, understand their terms and conditions and be able to compare 

products to choose those facilities most appropriate for their needs. Consumers’ 

lack of knowledge and experience with financial issues may put them in a 

disadvantaged position with respect to banks, microfinance institutions, and 

informal lenders, thus increasing the probability that they become victims of 

fraud or abuse.  

In light of the foregoing, financial education can also foster effective financial 

inclusion by making consumers aware of their rights and the ability to better 

avoid scams and abuse from unscrupulous financial sector providers. For this 

reason, enhancing the financial knowledge of individuals has been recognised 

as a public policy option for improving financial decision-making and thus 

welfare (Huston, 2010; Lusardi and Mitchell, 2014). For example, to promote 

the level of financial inclusion in developing countries, financial literacy 

training and intervention programs have been cited as essential. 

 

 To validate these arguments, researchers in recent decades have focussed on 

examining financial literacy and its implications on financial behaviour and 

well-being (Lusardi and Mitchell, 2007; Cole et al., 2011; Sevim et al., 2012; 

Jappelli and Padula, 2013; Karlan et al., 2014; Gaudecker, 2015). For instance, 

Jappelli and Padula (2013) found that financial literacy is strongly correlated 
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with wealth and Cole et al. (2011) found that financial literacy is a strong 

determinant of the use of financial products and services.  

While there is vast evidence on the impact of financial literacy on financial 

behaviour (Lusardi and Mitchell, 2007; Bucher-Koenen and Lusardi, 2011; 

Jappelli and Padula, 2013; Landerretche and Martinez, 2013; Gaudecker, 2015), 

that there is an upsurge of such evidence in some developing countries (Cole et 

al., 2011; Sevim et al., 2012; Doi et al., 2014; Karlan et al., 2014; Murendo and 

Mutsonziwa, 2017). The growing literature in developing countries is limited, 

as the majority of these studies did not consider the independent role of the 

different measures of financial literacy on the financial behaviour of individuals 

and households.  

Murendo and Mutsonziwa (2017) cited that due to preference heterogeneity of 

individuals, there is needed to disaggregate the analysis further to understand 

the effects of financial literacy on financial behaviour. This study contributes to 

the literature by disaggregating financial literacy and estimating their effects on 

the use of financial products. The study also disaggregates the analysis into 

gender and location to account for the possible preference heterogeneity.  

 

The limited availability of evidence of financial literacy and the use of financial 

products in many developing countries has been attributed to the lack of 

comprehensive and reliable data (Murendo and Mutsonziwa, 2017). However, 

the upsurge in Global Financial Inclusion databases and Financial Inclusion 

Surveys makes it possible to unpack the role of financial literacy on financial 
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decisions of individuals in many developing countries that are characterised by 

low financial inclusion and poor financial institutions.  

This study used the Financial Inclusion Survey for Namibia to contribute to the 

growing evidence of financial literacy in Africa. The study contributes to the 

literature in the following ways: First, the study examines the determinants of 

financial literacy with the aim of understanding the segments of the population 

that required specific interventions. Second, the study investigates the effect of 

financial literacy on the use of financial products to promote the choice of 

profitable financial products by consumers. Finally, the analysis of the effect of 

financial literacy on financial decisions is further disaggregated to understand 

the location and gender-specific effects of financial literacy on financial 

behaviour.  

1.1.1. Financial literacy and financial inclusion in Namibia. 

The level of financial inclusion has increased remarkably in recent years in 

Namibia. For example, the country has a high percentage of banked individuals. 

This suggests that Namibia has a sound financial system, with over 78% of its 

population financially included and is ranked 4th in SADC in terms of financial 

inclusion (NSA, 2017). Importantly, the increase in the banked population has 

largely emerged from low-income earners who tend to live in rural areas.  

The Financial Literacy Initiative (FLI, 2013) found that 60 percent of 

Namibians had bank accounts, which was slightly higher than the level 

observed in South Africa and East Asia and Pacific (EAP) regions. Similarly, 
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Global Findex (2014) finds a relatively high percentage of individuals with 

accounts at financial institutions (58 percent vs 69 percent in South Africa and 

51 percent in LAC). However, Namibians are not making sufficient use of the 

vast formal financial products and services available in the financial market 

(NSA, 2017).  

Increased financial inclusion has been driven by transactional and savings 

products with relatively low usage of credit, insurance, bonds, stock markets, 

medical aid, microfinance and unit trusts. The 2017 Namibia Financial 

Inclusion Survey shows that only 30% of those who participated in the survey 

had insurance cover. Regarding banking financial products, close to 48% have 

savings accounts. However, with less use of other banking financial products 

such as fixed deposits (8.1%), credit cards (8.3%), debit orders (7.8%), personal 

loan accounts (3.7%), money market accounts (1.4%) and foreign currency 

accounts (0.6).  

 

The Namibia Financial Capability Survey (NFCS, 2017) suggests that the use 

of financial products is determined by the capability of consumers to access 

such products. The survey indicated that there are factors such as level of 

income, behaviour, age, generation, geographical location, employment status 

and knowledge of the financial products. The survey indicates that the majority 

have challenges in accessing some financial products due to lack of income, 

employment and knowledge of financial products.  
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The NFCS (2017) measures the Namibian financial literacy index based on 

Huston (2010)’s four dimensions of financial literacy. The four dimensions 

include money basics - which include the time value of money, purchasing 

power, and personal financial accounting concepts; inter-temporal transfers of 

resources between time periods; borrowing – bringing future resources into the 

present by means of credit cards, personal loans, and home loans. Also, 

investing – saving present resources for future use by means of savings 

accounts, investment accounts, mutual funds and protecting resources – by 

means of insurance or risk management techniques. Based on these indicators, 

Namibia scored 53.7% (money basics), 15.2% (Intertemporal Transfers - 

Borrowing), 35.57% (Intertemporal Transfers - Investing) and 18.8% 

(protecting Resources) on financial literacy (NFCS, 2017).  

While these surveys (NFIS, 2017, NFCS, 2017, World Bank, 2016) and studies 

(Shaanika, 2018, and Hasheela 2013) provide detailed information on the level 

of financial inclusion in Namibia, the researcher could not identify any study 

that investigated the impact of financial literacy on the use of financial 

products.  It is against this background that this study seeks to analyse the issue 

of financial literacy and the use of financial products/services in Namibia.  

    1.2 Statement of the problem 

The increased growth in financial services provided by the financial market 

presents opportunities to consumers and businesses (World Bank, 2012). The 

current global business world is dynamic and provides various financial 
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services, some of which have high returns than others within a short period 

(Brown, & Graf, 2013). The financial markets are complex, offering both 

banked and non-banked services. The recent trends show that some consumers 

have turned to non-banked financial products such as cryptocurrency, pyramid 

businesses, forex trading and any financial product that promises a high return 

(Campbell, 2016). For example, investments in securities such as 

cryptocurrency and forex trading are legit but are high risk, hence requiring 

people with adequate knowledge on the nature of the investment (Schlomit, 

2018).  

Thakur and Banik (2018) pointed out that cryptocurrency is difficult to 

understand, and people who are not well knowledgeable on how digital money 

operates are at risk of losing all their investments. They also added that due to 

limited information, the system is more vulnerable to fraudsters and scammers. 

According to their study, Thakur and Banik (2018) indicated that Mt. Gox, the 

world’s largest bitcoin exchange went offline in January 2014 and it was never 

seen again by the owners of 85,000 bitcoins.  

 

There is a high level of financial inclusion in Namibia, with 78% of individuals 

having at least a savings bank account (NSA, 2017). However, the same report 

indicates that only 23.8% of Namibians have access to other financial products 

such as commodities, securities, stock markets, trust accounts and insurance. 

The limited use of other formal financial products other than savings could be 

partly attributed to a lack of financial knowledge. Using the Houston (2010) 
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Financial Literacy Index, Namibia’s financial level stands at 53.7% (money 

basics), 15.2% (Intertemporal Transfers - Borrowing), 35.57% (Intertemporal 

Transfers - Investing) and 18.8% (Protecting Resources) (NFCS, 2017).  

Results show that the majority of Namibians are knowledgeable on money 

basics but have little knowledge on other financial products such as borrowing, 

investing and protecting their resources. Lower financial knowledge and skills 

may result in wrong and costly financial decisions and lead to a higher level of 

over-indebtedness.  While such wrong financial decisions can be attributed 

partly to a lack of financial knowledge, there is no formal evidence on the role 

of financial literacy in the use of financial products and services in Namibia.  

This study contributes to this evidence gap by analysing the relationship 

between financial literacy and the use of financial products in Namibia.  

1.3 Objectives of the study 

The main objective of this study is to analyse the relationship between financial 

literacy and the use of financial products and services in Namibia. Specifically, 

the study seeks to: 

➢ Examine the determinants of financial literacy in Namibia 

➢ Examine the effect of financial literacy on the use of financial products 

in Namibia 

1.4 Hypotheses of the study 

H0a:  Individual socioeconomic and demographic factors have no significant 

effect on the level of financial literacy in Namibia 
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H1a:  Individual socioeconomic and demographic factors have a significant 

effect on the level of financial literacy in Namibia 

 

H0b:  Financial literacy has no significant effect on the use of financial 

products in Namibia    

H1b:  Financial literacy has a significant effect on the use of financial products 

in Namibia 

1.5 The significance of the study 

The primary goal for this study is to provide new empirical evidence on 

financial literacy and the use of formal financial products in Namibia, in the 

process contributing to global evidence. Unlike in many countries, the level of 

financial inclusion is high (78%) in Namibia, yet the level of usage of profitable 

financial services is very low relative to the level of financial inclusion. In 

addition to the low level of usage of some formal financial products, little is 

known on the determinants of financial literacy and the role of financial literacy 

in financial behaviour in Namibia. Evidence on what explains the level of 

financial literacy and financial decisions in such an economy provides useful 

information for development agencies seeking to influence financial behaviour. 

A similar study was conducted by Kunovskaya (2010) who examined the 

influence of financial literacy on the use of financial services in Russia. The 

study used secondary data from the Nationwide Financial Literacy survey and 

the results indicated that financial literacy does affect the use of financial 

services. However, these results cannot be replicated in Namibia due to 



12 

 

demographic and geographic environments hence, the important to contact this 

study. In Namibia, (Shiwayu, 2019) analysed the determinants of financial 

inclusion in Namibia, using the NFIS (2017) report adopted in in this study for 

data. It emerged that financial literacy is one of the determinants of financial 

inclusion. However, the study did not explain the relationship between financial 

literacy and the use of financial products in Namibia. Therefore, this study 

helps to cover the literature gap and contributes to the literature by 

disaggregating financial literacy and estimating its effects on the use of 

financial products. The study also disaggregates the analysis into gender and 

location to account for the possible preference heterogeneity. The findings from 

this study provide financial institutions and policy makers with insight into how 

they can promote financial literacy and the use of financial products in 

Namibia. This study is of importance to researchers, for it contributes to the 

growing evidence on financial literacy and the use of financial products. 

1.6 Limitations of the Study  

This study could not consider all aspects of the financial literacy of consumers 

and all types of formal financial products due to the limited or unavailability of 

information and data. For example, the study could not measure the financial 

literacy and understanding of participants on financial products such as 

bonds/securities, stock markets, commodities, and derivatives as they were not 

included in the Namibia Financial Inclusion Survey used in the study. However, 

it is important to note that such limitation does not undermine the contribution 

of this study, and it is recommended that future surveys include such variables.  
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1.7 Delimitation of the study 

The study is restricted to individuals aged 16 years and older. The study used 

secondary data (Namibian financial inclusion survey) that was collected by the 

Namibia Statistics Agency (NSA) between 2015 and 2016. The survey is a 

national representation of individuals aged 16 years and older, the legal age to 

own a bank account in Namibia, implying the findings can be generalisable. 

1.8 Organisation of the Thesis 

The remainder of the study is organised as follows: Chapter Two presents the 

literature review, which discusses relevant literature, from the motives and 

theoretic considerations to empirical studies. Chapter Three provides the 

research methods, which include a discussion of the data used, the empirical 

strategy used and ethical considerations. Chapter Four discusses the empirical 

results, that is, an analysis and discussion of the study. Chapter Five concludes 

and summarises what the study sought to achieve, what it found and where it 

diverges or converges from existing evidence. It goes further to make 

recommendations and suggests possible areas for further research. Literature 

cited in the study is listed under ‘References’, while relevant additional 

information to this study is listed under the Appendices. 

1.9 Summary 

This chapter introduced the topic and the subject to be studied. It provides the 

reader with the background of the study and the problem that prompted the 

need for the research. The objectives of the study were also provided. The main 
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objective of this study is to analyse the relationship between financial literacy 

and the use of financial products and services in Namibia. In the next chapter, 

the researcher reviews literature from various authors and researchers related to 

this study. Related theories were also reviewed.   
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CHAPTER TWO: LITERATURE REVIEW 

2.1. Introduction  

This chapter presents a review of relevant and related literature on the 

relationship between financial literacy and the use of financial products. The 

chapter discusses the meaning of the various terminologies relating to financial 

literacy and financial products. It also discusses the theoretical and empirical 

literature on financial literacy and financial behaviour.  

2.2. Meaning and Overview of Financial Literacy  

Financial inclusion is gaining the attention of many stakeholders, including 

financial institutions, government agencies, consumers, and international bodies 

(Organisation for Economic Co-operation and Development (OECD), World 

Bank and other organisations). For this reason, there is a growing concern about 

the role of financial literacy in promoting financial inclusion. This study 

addresses some of these concerns by examining the effects of financial literacy 

on the use of financial products in Namibia. Thus, several definitions of 

financial literacy have been highlighted in the existing literature.  

 

The term financial literacy refers to the ability of an individual to make 

informed judgments and decisions regarding the use and management of money 

(Australian Securities and Investment Commission (ASIC), 2003; Noctor et al., 

1992; Godsted and McCormick, 2007). It can be extended as “enabling people 

to make informed and confident decisions regarding all aspects of their 
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budgeting, spending and savings and their use of financial products and 

services, from everyday banking through to borrowing, investing and planning 

for the future” (Ray Morgan, 2003).  

According to Worthington (2006), financial literacy can be defined broadly or 

narrowly. A broad definition adopts an understanding of economics and how 

economic conditions and circumstances affect household decisions. A narrow 

definition focuses on basic money management tools such as budgeting, saving, 

investing and insurance (Gallery et al., 2011).  

The President’s Advisory Council on Financial Literacy in the US (PACFL, 

2008) defines financial literacy as the ability to use knowledge and skills to 

manage financial resources effectively for a lifetime for one’s financial well-

being. It is the knowledge of basic economic and financial concepts, as well as 

the ability to use that knowledge and other financial skills to manage financial 

resources effectively for a lifetime of financial well-being.  

Financial literacy skills enable individuals to navigate the financial world, make 

informed decisions about their money and minimise their chances of being 

misled on financial matters (Beal and Delpachitra, 2003; Commonwealth Bank 

Foundation, 2004b). It refers to the set of skills and knowledge that allows an 

individual to make informed and effective decisions through their 

understanding of finances (Institute of Economic Affairs, 2012). Financial 

literacy has been described as the ability to make use of financial education 

(Wiener et al., 2005). It includes the ability to discern financial choices, discuss 



17 

 

money and financial issues without discomfort, plan for the future, and respond 

competently to life events that affect everyday financial decisions, including 

events in the general economy (Parrish and Servon, 2006, p. 71).  

As observed by Hogarth (2002), there is a consistent theme running through 

most definitions of financial literacy, including:  

• Being knowledgeable, educated and informed on the issues of money 

and assets, banking, investments, credit, insurance, and taxes.  

• Understanding the basic concepts underlying the management of money 

and assets (e.g., the time value of money in investments and the pooling 

of risk in insurance).  

• Using that knowledge and understanding to plan and implement 

financial decisions.  

Based on these definitions, it is evident that financial literacy is related to the 

following terms: personal finances, financial education, and financial 

capability. These are core issues highlighted by different authors that have 

provided explanations on financial literacy, and the empirical review in this 

study focuses on these issues. 

2.3 Empirical Literature Review 

This section reviewed the empirical literature on the relationship between 

financial literacy and the use of various financial products. Clancy et al. (2011) 

examined the relationship between financial education and savings outcomes in 

Individual Development Accounts (IDAs). The data was obtained from 14 IDA 
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programs that are part of the American Dream policy Demonstration (ADD) 

across the United States; 2,364 participants aged 13-72 were selected, 80% 

being female. A Heckman two-step regression was used to analyse the data. 

One regression was run with Average Monthly Net Deposit (AMND) as the 

dependent variable, and the other was run with deposit frequency as the 

dependent variable.  

The first step of the Heckman two-step regression predicts exit from the IDA 

program (and thus a high likelihood of a low opportunity for attendance for 

financial education). The second step predicts the savings outcome measure for 

those participants who did not exit, controlling for length of participation and a 

wide range of other factors that might affect AMND and deposit frequency. The 

results showed that a few hours of general financial education increases the 

level of saving, although the effects may diminish or reverse as hours increase. 

Clark and D ’Ambrosio (2012) evaluated the effects of seminars in providing 

financial information that would assist individuals in the retirement planning 

process using a pre-test, post-test survey. Their empirical analysis is based on 

information obtained in three surveys: participants completed the first survey 

prior to the start of a seminar, a second survey at the end of a seminar and a 

third survey several months later. Respondents were asked whether they had 

changed their retirement goals or revised their desired levels of retirement 

income following attendance at a seminar. They find changes for both 

retirement goals and stated savings behaviour, particularly for women. The 
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study concluded that exposing workers to retirement seminars does influence 

their desire to save. 

Lusardi (2013) used survey data to examine the impact of attending retirement 

seminars on savings behaviour among older households in the American Health 

Retirement Survey (HRS). Data was collected through questionnaires from the 

Rand ALP in a survey of respondents aged 18 and above recruited by the 

University of Michigan. The study found positive effects on saving behaviour, 

suggesting that those with lower financial education have low initial savings.  

Bernheim and Garrett (2013) use a household survey to analyse the effects of 

employer-based financial education on the use of financial products of 

employees in general and for retirement in the US. Data were collected from a 

nationally representative sample of respondents between ages 30-49. Their 

cross-sectional analysis finds positive correlation between educational 

programs and the use of financial products, with sufficient controls to suggest 

that the relationship is causal.  

Nyamhute and Monyoncho (2018) conducted a case study on the effects of 

financial literacy on the personal financial management of employees of finance 

and banking institutions. The population of the study consisted of financial 

institutions listed on the Nairobi Securities Exchange (NSE). Data were 

obtained from a sample of 192 employees using structured questionnaires. This 

sample was divided into two, with one sample targeting employees with 

financial knowledge while the other sample targeted employees without a 
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financial background. SPSS was used to analyse the data. Likert scale questions 

were used in the research instrument. The results of the study showed that one 

can still practice financial management behaviour whether they are financially 

literate or not; this is due to the availability of other channels of acquiring 

financial knowledge. The results of the study also showed a significant 

difference in the behaviour of the financially literate versus the financially 

illiterate. The student t-test gave a p-value of 0.029086 which implies that 

financially literate people were in a better position to apply the principles of 

proper financial management at the 5% level of siginificance. 

Kibui (2013) performed a cross-sectional descriptive survey to determine the 

relationship between financial literacy and the use of financial products among 

youths in the Konoin constituency, Kenya. A total of 250 participants were 

selected using the random sampling technique. Data was collected using non-

structured and structured questionnaires and analysed by regression analysis 

and descriptive statistics. The findings showed that there is a direct relationship 

between financial literacy and the use of financial products. Olima (2013) 

investigated the effects of financial literacy on personal access to financial 

services of the employees of the Kenya Revenue Authority (KRA); 100 

employees were selected from a target population of 2,000 respondents. 

Primary data was collected using semi-structured questionnaires. Analysis of 

quantitative data was done using descriptive statistics and multiple regression 

analysis. The findings of the study indicated that financial literacy impacts 

personal access to financial services positively. 
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Njehia (2014) explored the effect of financial literacy on personal investment 

decisions among the employees of Mumias Sugar Company in western Kenya 

and determined the level of financial literacy among the employees. The study 

used primary data collected from semi-structured questionnaires. Two hundred 

employees were selected from a target population of 2000 employees using a 

random sampling technique. The data were analysed using regression analysis 

and descriptive statistics, mean correlation, standard deviation, and percentages. 

The findings revealed that most of the employees of Mumias Sugar Company 

had a good background in financial knowledge. Generally, it was observed that 

the employees employed their financial knowledge and skills to make sound 

investment decisions. 

2.3.1 Relationship between financial literacy and financial decision-making 

There is vast evidence that suggests that financial literacy influences financial 

decision-making (Brown, 2009; Katarachia & Konstantinidis, 2014; Lusardi, 

2010, 2011; Lusardi & Mitchell, 2013, 2014). Additionally, other studies 

examined the relationship between financial education and financial decision-

making (Eugster, 2013; Lusardi and Mitchell, 2007, 2011c; Lusardi and 

Tufano, 2008, 2009; Lusardi and Scheresberg, 2013; Moore, 2003; van Rooij, 

Lusardi and Alessie, 2011). These studies have documented a strong positive 

correlation between financial literacy and financial decisions. For example, 

Eugster (2013) found a positive correlation between financial literacy and 

individuals’ readiness to participate in a risky asset market. 
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Moore (2003) found that financially knowledgeable individuals and households 

are more likely to make informed decisions to avoid consequential predatory 

lending practices than the financially illiterate. The study surveyed two 

participatory groups, the “victim pool” and the focus group and established that 

the victim pool was more likely to exhibit a higher rate of risky, negative, and 

non-productive behaviours than the focus group. The victim pool was 

considered the less financially educated group.  

The decision to create wealth through stock market participation and retirement 

contributions is shown to be a function of financial enlightenment (Lusardi and 

Mitchell, 2007, 2011c; Van Rooij, Lusardi, & Alessie 2011). Lusardi and 

Mitchell’s (2007, 2011c) and Van Rooij et al., (2011) studies confirmed that 

being financially enlightened increases the probability of participating in the 

stock market and promote better retirement planning behaviours. 

Different measures of financial literacy have been found to have a positive 

influence on the ability to make financial decisions (Huston, 2010; Massimo 

and Ornella, 2011). However, Massimo and Ornella (2011) cited that some 

previous studies failed to establish a strong correlation between financial 

literacy and financial decision-making. Massimo and Ornella (2011) thus 

argued that socio-demographic features, financial maturity, practical experience 

from daily use of financial products, and the amount and quality of information 

available at the time of decision making are important for better financial 

decisions.  
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Huston (2010) questioned the positive correlation between financial literacy 

and financial behaviour, arguing that while financial literacy can be a good 

predictor of financial behaviour outcome, other behavioural tendencies such as 

impulsiveness, unusual preferences, and unexpected circumstances may reverse 

this relationship. Evidence indicates that the level of financial literacy tends to 

vary with education and income levels (Lusardi, Michaud, & Mitchell, 2011), 

but some consumers with high education and income levels tend to be ignorant 

about financial issues than their counterparts (OECD, 2006). 

2.3.2 Financial Literacy and Financial Efficiency  

Financial literacy results in financial efficiency (Capuano and Ramsay, 2011). 

Financial efficiency refers to the use of financial products and investing without 

waste and unnecessary cost. Financial efficiency includes selecting the best 

valued financial products or services at the lowest possible price. Financial 

efficiency is achieved by comparison shopping, an attribute of financially 

literate consumers. Comparison-shopping leads to savings by purchasing the 

best value products.  

The European Commission (2010) noted that people who understand financial 

issues make better choices of financial services for their needs. They are less 

likely to purchase products they do not need, be tied into products they do not 

understand, or take risks that could drive them into financial difficulty. 

Financial literacy prevents people from making poor consumer decisions 

(Grable and Joo, 1998). Increasing financial literacy is a way to financially 

empower people and improve their quality of life (Knapp, 1991; Voydanoff, 
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1990). Thus, when people gain more knowledge and more positive attitudes 

toward money, they make better decisions, saving resources and improving 

their livelihood (Knapp, 1991).  

2.3.3 Financial Literacy and Participation in the Financial Markets  

Financially literate consumers have been seen to possess more financial 

products and be productive investors (Capuano and Ramsay, 2011). Thus, 

limited financial market participation or inertia may be a consequence of low 

level of financial literacy. Van Rooij et al. (2007) finds that people with low 

levels of financial literacy are significantly less likely to hold shares and stocks.  

Financial literacy does not only enhance participation but also encourages 

sound investment strategies such as diversification. The assumption is that 

financial illiteracy causes anxiety when dealing with financial products. 

Accordingly, financially illiterate people avoid financial products which are 

perceived to be difficult to understand. That is, the optimal approach for a 

person who is financially illiterate is to abstain from market participation and 

avoid purchasing costly products or borrowing.   

A financially literate consumer is more confident when making decisions about 

finance, thereby increasing participation in the market. Consumers benefit from 

investment in financial products because their stock of financial knowledge 

allows them to increase the returns on their wealth (Jappelli and Padula, 2013). 

Financial literacy can influence the types of products selected and the types of 

investments made. The fast-moving nature of financial markets means that 



25 

 

individuals who understand product features and market environments are best 

placed to make informed decisions about their financial needs.  

2.3.4 Financial Literacy and Use of Quality Products  

According to Capuano and Ramsay (2011), Alessie et al. (2011), Worthington 

(2006) and Braunstein and Welch (2002), financially literate consumers are 

more financially efficient. That is, financially literate individuals are more 

likely to seek and purchase better, cheaper, and more appropriate financial 

products and services. Knowledge of consumer rights and contracts also allows 

consumers to evaluate products more carefully and, as a result, demand more 

from suppliers.  

Hall (2008) promotes the view that financial literacy bolsters market discipline, 

which is the collective consumer influence on institutional financial behaviour, 

making these institutions “more likely to operate in a safe, sound and efficient 

manner”. As a result, better-informed consumers are collectively able to 

influence the ways that financial institutions are managed and thus reward those 

institutions which offer better quality products and services at the best value.  

2.3.5 Financial Literacy and Financial Inclusion  

Greater financial knowledge allows members of society who are otherwise 

excluded from the mainstream financial sector to get the opportunity to use 

financial products and services (Capuano and Ramsay, 2011). Financial literacy 

provides the understanding required to access specific financial products, which 

allows people to borrow and become financially active. The European 
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Commission (2010) notes that those who have received some form of education 

on financial matters are far more likely to be engaged with the mainstream 

financial industry and not rely on informal, costly and higher risk fringe 

providers. It can encourage citizens, even those on low incomes, to plan and 

save some of their incomes.  

2.3.6 Dangers of being Financially Illiterate  

Those with low level of financial literacy are likely to make costly financial 

planning decisions. A study by Schlomit (2018) finds that 30% of people in the 

lowest quartile of financial literacy thought they had a fixed-rate mortgage 

when in fact, they had an adjustable rate. In their work, Lusardi and Tufano 

(2008) find that people with lower debt literacy end up paying higher fees and 

generally have higher borrowing costs. People fail to make correct decisions 

because they have not received sound personal financial education (Hira, 1993; 

O'Neill, 1993).  

Financial literacy deficiencies can affect an individual's or family's day-to-day 

money management and ability to save for long-term goals such as mortgage 

decisions, seeking higher education, or financing retirement. In addition, those 

with low financial literacy are more likely to have problems with debt (Lusardi 

and Tufano, 2009) and are also less likely to participate in the stock market 

(Van Rooij et al., 2007) and less likely to choose investment products with 

lower fees (Hastings and Tejeda-Ashton, 2008).  
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Financially illiterate people are less likely to accumulate wealth and manage 

wealth effectively (Stango and Zinman, 2007; Hilgert, Hogarth, and Beverly, 

2003) and less likely to plan for retirement (Lusardi and Mitchell, 2006, 2007a, 

2009). Youths with limited financial knowledge have increased financial 

difficulties that continue into later years (Danes and Hira, 1987; Hira, 2002). 

Chen and Volpe (1998) find that students with less financial knowledge had 

more negative opinions about finances and made more incorrect financial 

decisions. Having a low level of financial knowledge limits the ability of 

individuals to make informed decisions (Jorgensen, 2007). Thus, the 

consequences of financial illiteracy cannot be downplayed since it has negative 

effects on both the individual consumers and the nation. 

2.4 Theoretical Framework   

The theoretical paradigm mostly used by researchers when studying financial 

decisions and how resources are managed is the systems theory (Goldsmith, 

2005). Systems theory looks at the input, throughput, output, and feedback in a 

flow chart model. Financial management is a concept grounded in human 

ecology and utility theories which are quite related to family resource 

management theory, which is embedded in the systems theory (Bubolz and 

Sontag, 1993). This study adapted the family resource management theory to 

understand and appreciate the financial literacy level of the participants and 

how their financial knowledge shapes their financial decisions, opinions, and 

practices.  The Social Learning Theory postulated by Bandura (1977) is used to 

complement the family resource management theory.   
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According to Goldsmith (2005) family, resource management theory was 

advanced by Deacon and Firebaugh (1981) as a management process with an 

orientation where management is “the process of using resources to achieve 

goals”. The four steps in the family resource management model explain how 

people make financial decisions and develop financial behaviours. The steps are 

inputs, throughputs, outputs, and feedback loop, as depicted in Figure 2.1.  

These steps are explained in line with how they fit the model designed for this 

study.   

 

 Figure 2.1: Family Resource Management Model  

Source: Jorgensen (2007)  

2.4.1 Inputs   
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The first phase of the family resource management model, which is the input 

stage, depicts the resources the individual has at any given time (Goldsmith, 

2005; Hayhoe, Leach, Allen, & Edwards, 2005). These resources include 

demands, values, attitudes, knowledge (including financial knowledge) and 

personal characteristics needed for sound decision-making, including making 

the right decision among alternatives financial products and services. Among 

these is financial knowledge which is a basic resource needed for sound 

personal financial practices. Thus, financial literacy is critically examined as an 

input for this study.    

2.4.2 Throughput   

The second phase of the model is throughput, where decisions are made based 

on the resources available to the individual. Throughputs include planning, 

implementing, decision-making, communicating, and using resources 

(Goldsmith, 2005). In this study, the throughput phase reflects the financial 

opinions, decision making and personal financial management practices of 

individuals because it epitomizes the use of resources (financial knowledge) 

from the inputs phase.   

 2.4.3 Output   

Output, which is the third phase, looks at whether the preferred goal was 

achieved.  It is the recognized outcome that emanates based on the decisions 

made by the individual (Jorgensen, 2007). According to Rice and Tucker (1986, 

p.65) “the final output is the satisfaction or dissatisfaction with the quality of 
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life produced by the solutions generated in response to demands and resource 

inputs”.  Longitudinal data is required to measure outputs (Jorgensen, 2007). 

Since this study is cross-sectional rather than longitudinal, the outputs phase is 

excluded.  

2.4.4 Feedback   

The feedback loop is the fourth stage. Rice and Tucker (1986) posit that 

feedback is incessantly used in all phases of the resource management system. 

Feedback ensues once there is an imbalance in the individual’s life (Hayhoe et 

al., 2005 and Goldsmith, 2005). This can be as a result of goals not being 

achieved and feedback relays to input by means of increased knowledge. The 

fresh resources offered allow the process to occur again as the individual uses 

the new resources to make decisions with the expectations of a better output 

that ensures equilibrium and satisfaction with the output (Goldsmith, 2005). 

This phase is excluded from this study since it requires the use of longitudinal 

data to measure it (Jorgensen, 2007).  

2.4.5 Determinants of the Financial Knowledge Model 

The first objective of this study is to examine the determinants of financial 

literacy, and this requires one step back of the family resource management 

theory presented in Figure 2.1. The one-step help highlight the determinants of 

inputs listed in the family resource management model, the determinants of 

financial literacy in the case of this study (see Figure 2.2). Based on the social 
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learning theory, exposure characteristics were included as part of the 

determinants of financial knowledge.  

The social learning theory posits that learning is a cognitive process that takes 

place in a social context and can occur purely through observation or direct 

instruction, even in the absence of motor reproduction or direct reinforcement. 

The social learning theory helps to explain how people acquire financial 

knowledge through environmental influences (family influence, financial 

inclusion, individual and residential characteristics). These variables are 

important since many people learn through social interaction. According to 

Bubolz and Sontag (1993), family, school, church, and media all shape the 

knowledge of individuals.  

 

Figure 2.2: Model of the Study – Financial Literacy Impact Model  

Source: Hayhoe et al. (2005) 
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2.5 Summary 

This chapter reviewed the literature on financial literacy and the use of financial 

products. The study started by providing an overview of financial literacy. This 

was followed by compiling and reviewing empirical studies related to the topic. 

Literature on the relationship between financial literacy and the use of financial 

products was also reviewed. The dangers of financial illiteracy were also 

discussed, and it concluded by outlining the theoretical framework that will 

guide the study. The next chapter presents the methodology that was used to 

collect and analyse data. 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter presents the methods used in analysing the stated objectives. It 

presents the empirical model, definition and measurement of variables, sources 

of data and data analysis. The study employs different methodological 

approaches, the ordinary least squares (OLS) model, the Probit model, and a 

variable instrumental technique. The OLS model enabled the researcher to 

obtain estimates of the determinants of financial literacy, whereas the Probit 

and instrumental variable techniques were used to examine the effects of 

financial literacy on the use of financial products and services. 

3.2 Data Type and Sources 

The study used secondary data from the Namibian Financial Inclusion Survey 

(NFIS) of 2017. The 2017 NFIS is the only latest national dataset known to date 

to provide detailed information on financial literacy and the use of financial 

services in Namibia. This is a national representative survey data-set collected 

by the Namibian Statistics Agency (NSA) and funded by the Bank of Namibia 

and the World Bank Group. The survey is designed to provide information on 

individual and household characteristics, financial knowledge, access and use 

of financial services.  

The survey considered individuals aged 16 years and older. This is the legal age 

that allows individuals to own formal financial products in Namibia. A three-
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stage stratified sampling procedure was used in the data collection process. In 

the first stage, individuals were classified according to their Constituencies of 

residence. In the second stage, households were selected from each 

constituency, and in the third stage, eligible individuals that have resided in the 

selected household for at least 6 months prior to the survey were selected. The 

survey used the Constituency enumeration areas (EAs) created during the 2011 

Population and Housing Census.  

Data was collected from 151 constituencies selected from all the 14 regions of 

Namibia. A sample of 2,114 households was drawn from these constituencies. 

Power allocation procedures were adopted to distribute the samples across the 

regions so that the smaller regions get adequate samples. The survey collection 

information on the measures of financial literacy, adoption and use of financial 

products, individual and household socioeconomic and demographic 

characteristics. 

3.4 Measurement of Financial Literacy and Financial Products 

3.4.1 Financial Products 

The focus of this study is to investigate the effects of financial literacy on the 

adoption and usage of financial products. The study employed several measures 

of financial products and services. This includes the decision to savings, 

ownership of a bank account, access to credit and insurance. The saving 

decision is binary and equivalent to one if an individual saved when they could 

and zero otherwise. However, savings cannot only be regarded as a simple 
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binary outcome since individuals have the options or an array of products to 

choose from, which can be saving with formal financial institutions such as a 

bank and micro-finance institutions and informal savings in unregistered 

financial institutions (Dupas and Robinson, 2013; Karlan et al., 2014; Klapper 

and Singer, 2014). Thus, saving portfolios as a dependent variable is specified 

in three levels: (a) none; (b) formal savings and (c) informal savings (Klapper 

and Singer, 2014; Murendo and Mutsonziwa, 2017). Regarding bank account 

ownership, access to credit and insurance, they are all dummy dependent 

variables recorded as one if an individual had each of them at the time of the 

survey (Table 3.1).  

3.4.2 Financial Literacy 

Several definitions of financial literacy have been used in literature; however, 

these definitions can be summarised to represent the ability of individuals or 

households to obtain, understand and evaluate information required to make 

future and best possible financial decisions (Huston, 2010; Despard and Chowa, 

2014; Fernandes et al., 2014). Based on the data used and financial literacy 

literature, a series of questions have been used to measure financial literacy. 

The questions provide information on individual financial attitude, financial 

confidence, financial awareness, and financial knowledge (Table 3.1).  

The questions on financial attitude measured by perception of finances were 

based on how individuals manage money daily.  A total of six questions were 

used to understand the extent to which individuals track their income and 
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expenditures. The response to each question was coded on a scale of one if the 

individual strongly disagreed; to five if the individual strongly agreed. Based on 

these six questions, a composite score measuring financial attitude was 

constructed using the Min-Max rescaling transformation presented in Equations 

3.1 and 3.2. 

The questions on the knowledge of different financial products were used to 

measure the level of financial knowledge of individuals. A total of twelve 

financial products listed in Table 3.1 were used to track the level of financial 

knowledge of individuals. The response to each question was coded on a scale 

of one if the knowledge was rated very poor and ten if very good. Based on 

these twelve financial products, a composite score measuring financial 

knowledge was constructed using the Min-Max rescaling transformation.  

Perception of financial matters was measured using nine questions that capture 

the extent to which individuals’ belief in financial planning and in making 

provisions for the future. The responses are measured using a coded scale of 

one if strongly disagreed, and five if strongly agreed. A composite score 

measuring perception on financial matters was constructed using the Min-Max 

rescaling transformation based on these nine questions.  

Financial confidence, measured by perception of saving and awareness of 

financial terms, is based on six questions, coded as one if strongly disagreed 

and five if strongly agreed. Based on these questions, a composite score 
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measuring financial confidence was constructed using the Min-Max rescaling 

transformation.  

Table 3.1: Description of variables used in the analysis 

Variables  Description 

Age Age of individual in years 

Gender 1: if the individual is male and 0: otherwise 

Household size Number people residing in the household 

Education 1: if at least secondary education and 0: otherwise 

Household monthly 

income 

Household per capita income (monthly) in N$ 

Location 1: if the individual is from an urban area and 0: otherwise 

Marital status 1: if the individual is married and 0: otherwise 

Radio 1: if household own radio and 0: otherwise 

Television 1: if household own television and 0: otherwise 

Mobile phone 1: if individual own mobile phone and 0: otherwise 

Saving club 1: if a member of a savings club and 0: otherwise 

Distance 1: if less than an hour to financial service and 0: otherwise 

Financial decision 1: participate in household financial decisions and 0: otherwise 

Measures of financial literacy  

Financial attitude 

(perception of finances 

index) 

You like to be in control of your finances and money matters. You 

consider yourself organised when it comes to managing money. It is easy 

to keep up with your financial commitments. Dealing with finances is 

stressful. How frequently do you keep a record of the money you get? 

How frequently do you keep a record of your spending? 

Financial knowledge 

(knowledge of financial 

products index) 

On a scale of 1 to 10, individuals are asked to rate their knowledge of the 

following products: banking, life insurance, short term insurance, medical 

aid fund, pension fund, provident fund, investment, friendly society, unit 

trust, micro lender, saving bank and mobile money.  

Financial matters 

(perception of financial 

matters index) 

When you buy something on credit, you find it more expensive than you 

first thought. You avoid borrowing money if you can. If you borrow 

money, it is okay to pay a little later than agreed. It is okay to borrow to 

pay outstanding debt. Have an idea of the amount of interest to pay when 

you borrow money. Being able to borrow when in need is important than 

the amount to pay. It is better to have debt than to sell something to pay it. 

You buy things even if you cannot afford them. You would rather buy 

something on credit than wait to save enough money to buy the item you 

want. You are impulsive in terms of spending money. When you get 

money, do you plan how you are going to spend the money to make sure 

that it lasts until you get money again? 

Financial awareness 

(perception about saving 

index)  

You will go without certain things to be able to save. You believe that 

you have to save for difficult times, even with low income. You believe it 

is better to save where your money is safe than to take risks to make 

more. You consider yourself a saver rather than a spender. You often have 

to spend more money than what you have available. Better to keep your 
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saving than used to pay off debt. 

Combined index for 

financial literacy 

This is the average of financial attitude, financial knowledge, financial 

matters, and financial awareness indices. 

Dependent Variables 

Bank account 1: if the individual owns a bank account and 0: otherwise 

Access credit 1: if the individual has access to credit and 0: otherwise. 

Insurance 1: if the individual has insurance and 0: otherwise 

Saving account 1: if the individual has a saving account and 0: otherwise 

Formal savings 0: no saving, 1: informal savings and 2: formal savings 

This study uses the composite scores for financial attitude, financial knowledge, 

financial matters, and financial confidence independently to estimate their 

separate effects on the use of financial products. The study further uses the 

questions of financial attitude, financial knowledge, financial matters and 

financial confidence to construct a composite index (score) for financial 

literacy.  

The Min-Max rescaling transformation is used to construct the composite index 

for financial literacy. The method decomposes each variable into an identical 

range between zero and one, with a score of one being the worst outcome for a 

specific question and a score of five or ten, depending on the question being the 

best outcome. In this study, the questions of financial attitude, financial matters 

and financial confidence in Table 3.1 are coded one if strongly disagreed, and 

five if strongly agreed, and the questions for financial knowledge are coded one 

if very poor knowledge and ten if very good knowledge. According to Yoon 

(2012), the scaling procedure ultimately subtracts the minimum value (𝑋𝑚𝑖𝑛) 

and divides by the observed difference between the maximum value (𝑋𝑚𝑎𝑥) and 

the minimum value (𝑋𝑚𝑖𝑛), as illustrated as follows: 
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𝐶𝑖 =
𝑋𝑖 − 𝑋𝑚𝑖𝑛

𝑋𝑚𝑎𝑥 − 𝑋𝑚𝑖𝑛
                                                            (3.1) 

With this approach, differentially scaled questions of financial literacy can be 

standardized into indices. The questions used in computing the financial 

literacy indices are presented in Table 3.1. This approach has been used by 

several scholars to aggregate variables and create composite scores (Bernard 

2007; Cutter et al. 2010; UNDP, 2014). To free the questions from assuming 

their initial measurement units, the indices generated were standardized 

between 0 and 1. Since there are more than one question for each of the 

different measures of financial literacy, the standardization is obtained by 

calculating the average values of the different questions as follows: 

𝐹𝐼𝑖 =
∑ 𝐼𝑛𝑑𝑒𝑥𝐴𝑖

𝑛
𝑖=1

𝑛
                                                    (3.2) 

Where 𝐼𝑛𝑑𝑒𝑥𝐴𝑖 is the question(s) that makes up a given index, and 𝑛 is the 

number of questions in each measure of financial literacy. The composite 

indices ranges were between 0 and 1, with high values denoting a higher level 

of financial literacy.  

3.5 Estimation Strategy 

3.5.1 Determinants of Financial Literacy 

This study employs the Ordinary Least Squares (OLS) to estimate the 

determinants of financial literacy. This estimation approach chosen is dictated 

by its suitability and applicability to the objective, theory and the structure or 
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nature of the dependent variable. The financial literacy indices are continuous 

and can be estimated by OLS specified as follows: 

𝐹𝑙𝑖𝑡 =  𝛽0 + 𝛽𝑖𝑋𝑖 + 𝜀                                        (3.3) 

Where 𝐹𝑙𝑖𝑡 is the composite score for financial literacy, 𝑋𝑖 is a vector of factors 

influencing the level of financial literacy and 𝛽𝑖 is a vector of parameters to be 

estimated. The selection of the determinants of financial literacy is strictly 

based on literature and data availability. These variables include the quadratic 

for age, household size, household income, gender, location, education, marital 

status, participation in the household financial decision, access to information 

(radio, television and mobile phone), saving club membership and distance to 

nearest financial institutions (See Table 3.1 and studies by Jappelli and Padula, 

2013; Murendo and Mutsonziwa, 2017). 

3.5.2 The Effect of Financial Literacy on Adoption and Use of Financial 

Products 

The decision to adopt a formal financial product is represented by the binary 

response variable 𝐹𝑝𝑑𝑡 defined as a function of financial literacy and a vector 

of explanatory variables  𝑋𝑖, by the following model: 

𝐹𝑝𝑑𝑡 =  𝛽0 + 𝜑𝐹𝑙𝑖𝑡 + 𝛽𝑖𝑋𝑖 + 𝜀                                        (3.4) 

Where 𝐹𝑝𝑑𝑡 is a dummy variable measuring whether an individual has a given 

formal financial product or not. 𝐹𝑙𝑖𝑡 is financial literacy, and 𝜑 measures the 
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effect of financial literacy on a given financial product. 𝑋𝑖 is a vector of factors 

influencing the level of financial literacy and 𝛽𝑖 is a vector of parameters to be 

estimated.  

Evidence suggests that the incentives to invest in financial literacy may affect 

the relationship between financial literacy and the use of financial services 

(Fernandes et al., 2014). This suggests the possibility of endogeneity between 

financial literacy and the use of financial products, and thus, the estimated 

effect of financial literacy on the use of financial products requires an 

estimation technique that accounts for potential endogeneity (Murendo and 

Mutsonziwa, 2017). A number of studies have used an instrumental variable 

(IV) estimation approach to estimate the impact of financial literacy on 

financial behaviour and purge the potential biased (Lusardi and Mitchell, 2014; 

Murendo and Mutsonziwa, 2017).  

Therefore, this study estimates as per Equation (3.4) using an instrumental 

variable probit (IVprobit) regression.  While finding an appropriate instrument 

is a challenge in empirical research, the literature suggests the use of an average 

regional financial literacy as an instrument for financial literacy (Fernandes et 

al., 2014; Murendo and Mutsonziwa, 2017). In this study, both the probit and 

the IV probit are used to estimate the impact of financial literacy on financial 

behaviour.  

Average financial literacy at regional level is used as an instrument for financial 

literacy in the IV probit model. A Wald test for exogeneity suggests the 
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existence of endogeneity of financial literacy with respect to financial 

behaviour in many of the specifications (Table 4.4). As indicated earlier, saving 

portfolios as a dependent variable is specified in three levels: (a) none; (b) 

formal savings and (c) informal savings and is estimated using a multinomial 

logit model (Klapper and Singer, 2014; Murendo and Mutsonziwa, 2017). 

The selection of the independent variables is based on existing literature 

(Klapper and Singer, 2014; Prina, 2015; Murendo and Mutsonziwa, 2017) and 

data availability. These variables include the quadratic for age, household size, 

household income, gender, location, education, marital status, participation in 

the household financial decision, access to information (radio, television and 

mobile phone) and distance to nearest financial institutions. Finally, the 

variance inflation factors (VIFs) are used to test for multicollinearity between 

the explanatory variables.  

3.6 Research ethics 

The research endeavoured to respect professional integrity. The study 

acknowledged all sources and avoided plagiarism. Furthermore, the data used 

in the study was not distorted, fabricated or falsified in any manner. 

3.7 Summary 

This chapter detailed the methodology the researcher used to collect data. It 

started by defining the research approaches that were used, which are the 

ordinary least squares (OLS) model and the Probit model. The chapter also 

highlighted the sources of data that was used in this study which is the 
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Namibian Financial Inclusion Survey (NFIS) of 2017 report. The chapter 

further explained the data analysis methods as well as describing the ethical 

considerations taken. The next chapter presents and discusses the results of the 

data collected from NFIS. 

CHAPTER FOUR: RESULTS AND DISCUSSIONS 

4.0 Introduction  

The focus of this study was to examine the relationship between financial 

literacy and the use of formal financial products in Namibia. This chapter 

presents the results and their interpretations in line with the intended purpose of 

the study, following the methodology laid out in Chapter 3. The first part of this 

chapter presents the descriptive statistics of the key variables used in the 

analysis. The second and third part of the chapter presents the results of the 

probit and the instrumental variable (IV) probit analysis for the different 

measures of financial literacy and formal financial products identified in the 

literature and data used. 

4.1 Descriptive statistics 

Table 4.1 presents summary statistics of the key variables used in the study. 

The table provides the mean, standard deviation and estimates of the student t-

test for differences in mean characteristics by saving status. Four key indicators 

of formal financial products, including ownership of a formal bank account, 

formal savings account, access to credit and insurance, are used as dependent 

variables.  
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The main independent variable is financial literacy and is classified into 

financial attitude (perception of finances), financial knowledge (knowledge of 

financial products), financial confidence (perception of financial matters) and 

financial awareness (perception about saving). The indicators of financial 

attitude, financial knowledge, financial confidence, and financial awareness are 

used to construct financial literacy indices (see Table 3.1)   

Table 4.1: Descriptive statistics of variables used 

    Mean by saving status 

Variable Description Mean Std. Dev. Saved Not save Diff 

Age Age of respondent (years) 38.76 16.34 39.4 35.9 3.50*** 

Household size Number of individuals 4.147 3.014 4.09 4.44 -0.35** 

Monthly income Household per capita income (monthly) 3,487 45,450 3977 769 3208 

Gender Gender of respondent (male =1) 0.432 0.495 0.44 0.42 0.02 

Location Location of individual (urban = 1) 0.470 0.499 0.46 0.50 -0.04 

Marital status Individual is married (married = 1) 0.331 0.471 0.35 0.26 0.08*** 

Education Secondary education and above 0.644 0.479 0.65 0.61 0.05** 

Radio Household own radio (dummy) 0.293 0.455 0.30 0.27 003 

Television Household own television (dummy) 0.382 0.486 0.40 0.31 0.08*** 

Mobile phone Individual own mobile phone 0.884 0.320 0.90 0.82 0.08*** 

Saving club Membership in savings club 0.022 0.147 0.03 0.01 0.02** 

Distance Less than 1 hour to financial services 0.618 0.486 0.63 0.57 0.05** 

Financial decision Making financial decisions in household 0.425 0.494 0.43 0.41 0.01 

Financial attitude Perception of finances index 0.487 0.152 0.46 0.39 0.06*** 

Financial knowledge Knowledge of financial products index 0.249 0.219 0.50 0.43 0.07*** 

Financial confidence Perception of financial matters index 0.455 0.111 0.26 0.18 0.08*** 

Financial awareness Perception about saving index 0.588 0.143 0.46 0.45 0.004 

Financial literacy Combined index for financial literacy 0.445 0.098 0.61 0.51 0.10*** 

Dependent variables    

Bank account Individual has an account with the bank 0.700 0.458 0.76 0.46 0.30*** 

Access credit Individual has access to credit 0.111 0.314 0.13 0.05 0.08*** 

Insurance Individual has insurance services 0.299 0.458 0.33 0.17 0.16*** 

Financial products Have other formal financial products 0.232 0.422 0.26 0.09 0.17*** 

Saving account Individual own a saving account 0.817 0.387    

Informal saving Savings in the informal financial 

institutions 

0.203 0.403    

Formal saving Savings in a formal financial institution 0.624 0.485    

*, **, *** indicates that the corresponding mean differences (diff) are significant at 10%, 5% 

and 1% level respectively 

The results in Table 4.1 depict that the average age of individuals in the sample 

is 39 years, and on average, there are 4 members in each household. The 

average monthly household income per capita is N$3,487, and 43% of the 
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respondents are males. About 47% of the individuals reside in urban areas, 33% 

are married, and 64% have completed secondary education. Over 29% of the 

individuals have radio access, and 38% have access to television. The majority 

of individuals in the sample own a mobile phone (88%), live near a financial 

institution (62%), and less than half (43%) are involved in household financial 

decisions. Concerning the use of financial products, about 82% have a saving 

account, 62% in a formal financial institution compared to 20% in an informal 

financial institution. About 70% have an account with the bank, and only 11% 

and 30% have access to credit and insurance services, respectively.  

The average financial literacy score is 0.45. The average score for the different 

measures of financial literacy is 0.49 for financial attitude, 0.25 for financial 

knowledge, 0.46 for financial confidence and 0.58 for financial matters. A 

disaggregated financial literacy assessment is performed to gain insight into the 

relationship between financial literacy and savings decisions.  

The study briefly reviews evidence of financial literacy by saving status. 

Individuals that saved have, on average, a financial literacy index of 0.61, 

which is significantly higher compared to the index score of 0.51 for those who 

did not save. The mean difference is statistically significant for all the different 

measures of financial literacy. The results suggest that individuals with higher 

financial literacy are more likely to save than those with the low level of 

financial literacy.  
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The mean difference for explanatory variables by saving status suggest that 

individuals with favourable socioeconomic status are more likely to save 

relative to those with an unfavourable socioeconomic status. On average, 

individuals who save reside in households with relatively more access to radio 

and television. There are also significant differences with respect to age, marital 

status, educational level, saving club membership, ownership of a mobile phone 

and distance to the nearest financial institution. Older individuals, better-

educated individuals, members of a savings club, those with better access to 

radio, television, and financial institutions, and those who are married are more 

likely to save. Individuals who save are more likely to have a bank account, 

savings account, access to credit and insurance.  

4.2 The Determinants of Financial Literacy 

The OLS regression estimates for the different measures of financial literacy 

are reported in Table 4.2. In Column 1 an index that combines all indicators of 

financial literacy (financial attitude, financial knowledge, financial confidence, 

and financial awareness indicators) is used as the dependent variable. In 

Column (4) to (5) estimates of the individual measures of financial literacy such 

as financial attitude (perception on finances), financial knowledge (knowledge 

of financial products), financial confidence (perception of financial matters) and 

financial awareness (perception about savings) are respectively used as the 

dependent variable.  

The coefficient of age squared is negative, suggesting that the level of financial 

literacy increases with age but at a decreasing rate. Thus, older individuals have 
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a low level of financial literacy. Men have a high level of financial literacy 

relative to their female counterparts. This is in line with previous evidence that 

found women and the elderly to have a lower level of financial literacy (Jappelli 

and Padula, 2013; Murendo and Mutsonziwa, 2017). Those living in urban 

areas have higher financial literacy than their counterparts in rural areas. Thus, 

to enhance the level of financial literacy in Namibia, policies should target 

women and individuals living in rural areas. 

Table 4.2 Determinants of financial literacy – OLS regression 
Variables (1) (2) (3) (4) (5) 

Age 0.003*** 0.003*** 0.003** 0.001 0.004*** 

 (0.001) (0.001) (0.001) (0.001) (0.001) 

Age squared -

0.000*** 

-

0.000*** 

-

0.000*** 

-0.000** -

0.000*** 

 (0.000) (0.000) (0.000) (0.000) (0.000) 

Household size -0.001** -

0.004*** 

-0.000 0.001 -0.002* 

 (0.001) (0.001) (0.002) (0.001) (0.001) 

Household per capita income -0.000 -0.000* -0.000 0.000 0.000 

 (0.000) (0.000) (0.000) (0.000) (0.000) 

Individual is male 0.014*** 0.018** 0.024*** 0.008 0.008 

 (0.004) (0.007) (0.009) (0.006) (0.007) 

Urban residence 0.036*** 0.053*** 0.059*** 0.010 0.020** 

 (0.005) (0.009) (0.010) (0.007) (0.009) 

Individual is married -0.003 -0.002 -0.006 0.005 -0.010 

 (0.005) (0.009) (0.010) (0.007) (0.009) 

Secondary education 0.025*** 0.022** 0.079*** -0.000 0.000 

 (0.005) (0.009) (0.011) (0.007) (0.009) 

Household has radio -0.004 -0.016** 0.005 0.007 -0.010 

 (0.004) (0.008) (0.010) (0.006) (0.008) 

Household has television 0.029*** 0.028*** 0.068*** 0.018** 0.003 

 (0.005) (0.009) (0.011) (0.007) (0.009) 

Access to mobile phone 0.014** 0.015 0.045*** -0.004 0.000 

 (0.007) (0.013) (0.015) (0.010) (0.013) 

In a saving club 0.036*** 0.072*** 0.082*** -0.004 -0.006 

 (0.013) (0.024) (0.028) (0.018) (0.024) 

Distance to financial institution -0.010** -0.014* 0.004 -0.006 -

0.024*** 

 (0.005) (0.008) (0.010) (0.007) (0.008) 

Participate in household financial 

decisions 

0.014*** 0.009 0.011 0.016** 0.021** 

 (0.005) (0.008) (0.010) (0.006) (0.008) 

Have a bank account 0.021*** 0.011 0.042*** 0.015** 0.016* 

 (0.005) (0.010) (0.011) (0.007) (0.010) 

Have a credit account 0.023*** 0.015 0.041*** 0.018* 0.016 

 (0.007) (0.013) (0.015) (0.010) (0.013) 

Have insurance 0.031*** 0.029*** 0.083*** 0.000 0.012 
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 (0.005) (0.009) (0.011) (0.007) (0.009) 

Have a saving account 0.041*** 0.043*** 0.017 0.010 0.092*** 

 (0.006) (0.010) (0.012) (0.008) (0.010) 

Have other formal financial products 0.023*** 0.026*** 0.096*** -0.012* -0.017* 

 (0.005) (0.009) (0.011) (0.007) (0.009) 

Constant 0.277*** 0.318*** -0.048 0.403*** 0.435*** 

 (0.015) (0.028) (0.033) (0.021) (0.028) 

Observations 1,471 1,471 1,471 1,471 1,471 

R-squared 0.414 0.188 0.460 0.056 0.091 

Note: Robust standard errors in parenthesis. Estimates of the determinants of financial literacy 

are presented in Columns (1) to (5). In Column (1), an index for all indicators of financial 

literacy (financial attitude, financial knowledge, financial confidence, and financial awareness 

indicators) are used while Column (4) to (5) present estimates for the individual measures of 

financial literacy such as financial attitude (perception on finances), financial knowledge 

(knowledge of financial products), financial confidence (perception of financial matters) and 

financial awareness (perception about savings) respectively. *, **, *** indicates the 

corresponding coefficients or marginal effects are significant at 10%, 5% and 1%, respectively. 

With regards to education and access to television, educated individuals and 

those who own televisions have higher levels of financial literacy. A number of 

studies have reported education attainment and access to television as 

significant and positively correlated with financial literacy (Murendo and 

Mutsonziwa, 2017; Bucher-Koenen & Lusardi, 2011). Those who participate in 

household financial decisions, those with a mobile phone and those in a saving 

club have a higher level of financial literacy than their respective counterparts. 

However, it is surprising that those close to a financial institution have lower 

levels of financial literacy.  

Access to formal financial products is important in explaining the level of 

financial literacy. For instance, those with bank accounts, saving accounts, 

access to credit and insurance and other formal financial products have higher 

levels of financial literacy. This suggests that as people start using financial 

products, they become more familiar and knowledgeable about them through 

learning by doing, thereby increasing the level of financial literacy. 
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Table 4.3 reports the marginal effect estimates of the effect of financial literacy 

on the use of the financial product. The marginal effect estimates are obtained 

from a probit model. Estimates of bank account and saving account ownership 

are presented in Panel A. The results suggest that financial literacy increases the 

probability of using formal financial products. A one index point increase in 

financial literacy, financial attitude, financial knowledge, and financial 

awareness increases the probability of having a saving account by 96%, 32%, 

15% and 55% , respectively. A one index point increase in financial literacy, 

financial attitude, financial knowledge, financial confidence, and financial 

awareness increases the probability of having a bank account by 89%, 21%, 

41%, 16% and 26%, respectively. 

Table 4.3: Marginal effect estimates of financial literacy on use of financial 

products 
 Have a saving account Have a bank account 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Panel A: Own a bank and saving account 

Financial 

literacy 

0.96**

* 

    0.89**

* 

    

 (0.12)     (0.13)     

Financial 

attitude 

 0.32**

* 

    0.21**

* 

   

  (0.07)     (0.07)    

Financial 

knowledge 

  0.15**

* 

    0.41**

* 

  

   (0.06)     (0.06)   

Financial 

confidence 

   0.13     0.16*  

    (0.09

) 

    (0.09

) 

 

Financial 

awareness 

    0.55**

* 

    0.26**

* 

     (0.06)     (0.09) 

Observation

s 

1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 

Panel B: Access to credit and insurance 

 Have access to credit Have insurance 

Financial 

literacy 

0.52**

* 

    0.89**

* 

    

 (0.08)     (0.12)     

Financial 

attitude 

 0.17**

* 

    0.27**

* 

   

  (0.05)     (0.07)    

Financial   0.20**     0.45**   
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knowledge * 

   (0.04)     (0.05)   

Financial 

confidence 

   0.12*     0.07  

    (0.07

) 

    (0.09

) 

 

Financial 

awareness 

    0.11**     0.15** 

     (0.06)     (0.07) 

Observation

s 

1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 

Note: Robust standard errors in parenthesis. Estimates of financial literacy on saving decisions 

and bank account ownership are presented in Panel A; Columns (1) to (5) and (6) to (10), 

respectively. Estimates of financial literacy on access to credit and insurance are presented in 

Panel B; Columns (1) to (5) and (6) to (10), respectively. In each column, individual and 

household covariates including the quadratic of age, household size, household per capita 

income, gender and location of the respondent, marital status, education, access to radio, 

television and mobile phone, member of saving club, distance to the nearest financial institution 

and participation in the household financial decision. *, **, *** indicates the corresponding 

coefficients or marginal effects are significant at 10%, 5% and 1%, respectively. 

 

Estimates of the effect of financial literacy on access to credit and insurance are 

presented in Panel B of Table 4.3. The results show that a one index increase in 

financial literacy, financial attitude, financial knowledge, financial confidence, 

and financial awareness increases the probability of having access to credit by 

52%, 17%, 20%, 12% and 11%, respectively. In addition, a one index point 

increase in financial literacy, financial attitude, financial knowledge, and 

financial awareness increases the probability of having access to insurance by 

89%, 27%, 45% and 15%, respectively. Estimates of other individual and 

household determinants of use of financial products are presented in Table A1 

and A2 of the appendix. 

The results of the instrumental variable (IV) Probit are reported in Table 4.4. In 

all specifications, financial literacy has a positive and significant effect on the 

use of formal financial products. Because of the possible endogeneity between 

financial literacy and the use of financial products, estimates from the Probit 
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models are likely to be biased. There is the possibility of reverse causality 

between financial literacy and financial products since those who use financial 

products acquire financial knowledge (Murendo and Mutsonziwa, 2017; 

Fernandes et al., 2014; Bucher-Koenen & Lusardi, 2011). Thus, the financial 

literacy estimates are biased upward. Other potential sources of endogeneity 

include omitted variables and measurement errors in the financial literacy 

indicators.  

Evidence suggests that the overall bias from the Probit estimation could be 

positive or negative, and thus, an IV estimation technique is required to address 

this potential problem. This study uses mean financial literacy at the regional 

level as an instrument for financial literacy. This has been used by many 

scholars, including Murendo and Mutsonziwa (2017), Fernandes et al. (2014) 

and Bucher-Koenen & Lusardi (2011). In the IV Probit, estimates of the Wald 

test for the majority of the specifications are significant, indicating that 

financial literacy is endogenous, suggesting the need to rely on the IV Probit 

estimates. Some studies did not find evidence of endogeneity or selection of 

unobservable, suggesting that estimates of the Probit regression are likely 

unbiased. However, since the Wald test shows endogeneity for many of the 

specifications in this study, both the Probit and IV Probit are discussed (Table 

4.3 and Table 4.4 for comparisons).  

Table 4.4: IV Probit estimates of the effect of financial literacy on use of 

financial products 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Panel A: Own a bank and saving account 

 Have a saving account Have a bank account 
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Financial 

literacy 

0.89**

* 

    0.84**

* 

    

 (0.10)     (0.12)     

Financial 

attitude 

 0.72**

* 

    0.26**

* 

   

  (0.07)     (0.09)    

Financial 

knowledge 

  0.34**

* 

    0.56**   

   (0.08)     (0.24)   

Financial 

confidence 

   0.40**

* 

    0.24**

* 

 

    (0.07)     (0.09)  

Financial 

awareness 

    0.78**

* 

    0.43**

* 

     (0.12)     (0.11) 

Constant 0.11**

* 

-0.01 -

0.17**

* 

0.06 -0.02 0.21** 0.02** 0.22** 0.17**

* 

0.13** 

 (0.03) (0.04) (0.04) (0.06) (0.06) (0.09) (0.01) (0.09) (0.04) (0.01) 

Wald chi2 47*** 44*** 52*** 58*** 47*** 307**

* 

329**

* 

401**

* 

320**

* 

290**

* 

Wald test 

(endogeneit

y) 

0.01** 0.01** 0.13 0.08* 0.00**

* 

0.20 0.01**

* 

0.25**

* 

0.11 0.39 

Observation

s 

1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 

Panel B: Access to credit and insurance 

 Access to credit  Have insurance 

Financial 

literacy 

0.40**

* 

    0.54**     

 (0.07)     (0.26)     

Financial 

attitude 

 0.19**     0.23**    

  (0.09)     (0.09)    

Financial 

knowledge 

  0.24**

* 

    0.12**

* 

  

   (0.09)     (0.01)   

Financial 

confidence 

   0.14**

* 

    0.40**

* 

 

    (0.03)     (0.11)  

Financial 

awareness 

    0.21**     0.49** 

     (0.09)     (0.25) 

Constant 0.11**

* 

-0.01 -

0.17**

* 

0.06 -0.02 0.21** 0.02** 0.22** 0.17**

* 

0.13** 

 (0.03) (0.04) (0.04) (0.06) (0.06) (0.09) (0.01) (0.09) (0.04) (0.01) 

Wald chi2 47*** 44*** 52*** 58*** 47*** 307**

* 

329**

* 

401**

* 

320**

* 

290**

* 

Wald test 

(endogeneit

y) 

0.01** 0.01** 0.13 0.08* 0.00**

* 

0.20 0.01**

* 

0.25**

* 

0.11 0.39 

Observation

s 

1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 

Note: Robust standard errors in parenthesis. Estimates of financial literacy on saving decisions 

and bank account ownership are presented in Panel A; Columns (1) to (5) and (6) to (10), 

respectively. Estimates of financial literacy on access to credit and insurance are presented in 

Panel B; Columns (1) to (5) and (6) to (10), respectively. In each column, individual and 

household covariates including the quadratic of age, household size, household per capita 

income, gender and location of the respondent, marital status, education, access to radio, 

television and mobile phone, member of saving club, distance to the nearest financial institution 
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and participation in the household financial decision. *, **, *** indicates the corresponding 

coefficients or marginal effects are significant at 10%, 5% and 1%, respectively. 

The IV probit estimates show that financial literacy has a positive and 

significant impact on financial behaviour. The results show that a one index 

point increase in financial literacy increases the probability of saving, owning a 

bank account, accessing credit and insurance by 89%, 84%, 40% and 54%, 

respectively. An increase in financial attitude by one index point increases the 

likelihood of saving, owning a bank account, accessing credit and insurance by 

72%, 26%, 19% and 23%, respectively. An increase in financial knowledge by 

one index point increases the likelihood of saving, owning a bank account, 

accessing credit and insurance by 34%, 56%, 24% and 12%, respectively. 

Generally, IV probit estimates of the different measures of financial literacy 

suggest positive and significant effects, consistent with estimates of the probit 

model. 

In Table 4.5, the study further analyses the gender-disaggregated effects of 

financial literacy on the use of financial products by estimating Equation (3.4) 

separately for the female and male sub-sample. The results show that financial 

literacy has a positive effect on savings and bank account ownership. The 

magnitude of the effects is higher in the male than in the female sub-sample. 

For instance, a one index point increase in financial literacy increases the 

likelihood of saving and bank account ownership by 109% and 96%  for the 

male sample and 85% and 66%  for the female sample, respectively.  A one 

index point increase in financial knowledge increases the likelihood of saving 
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and bank account ownership by 16% and 41%  for the male sample and 13% 

and 35%  for the female sample, respectively.   
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Table 4.5: Marginal effect estimates of financial literacy on use of financial 

products by gender 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Panel A: Male sub-sample 

 Have a saving account Have a bank account 

Financial 

literacy 

1.09**

* 

    0.96**

* 

    

 (0.18)     (0.18)     

Financial 

attitude 

 0.30**

* 

    0.28**

* 

   

  (0.10)     (0.11)    

Financial 

knowledge 

  0.16*     0.41**

* 

  

   (0.08

) 

    (0.09)   

Financial 

confidence 

   0.13     0.18  

    (0.13

) 

    (0.14

) 

 

Financial 

awareness 

    0.61**

* 

    0.28**

* 

     (0.08)     (0.09) 

Observation

s 

652 652 652 652 652 652 652 652 652 652 

Panel B: Female sub-sample 

 Have a saving account Have a bank account 

Financial 

literacy 

0.85**

* 

    0.66**

* 

    

 (0.16)     (0.18)     

Financial 

attitude 

 0.34**

* 

    0.12    

  (0.09)     (0.10)    

Financial 

knowledge 

  0.13*     0.35**

* 

  

   (0.08

) 

    (0.09)   

Financial 

confidence 

   0.12     0.12  

    (0.12

) 

    (0.13

) 

 

Financial 

awareness 

    0.49**

* 

    0.17* 

     (0.09)     (0.09) 

Observation

s 

814 814 814 814 814 814 814 814 814 814 

Note: Robust standard errors in parenthesis. Estimates of financial literacy on saving decisions 

and bank account ownership are presented in Columns (1) to (5) and (6) to (10), respectively. 

Estimates from the male and female sub-sample are presented in Panel A and Panel B, 

respectively. In each column, individual and household covariates including the quadratic of 

age, household size, household per capita income, location of the respondent, marital status, 

education, access to radio, television and mobile phone, member of saving club, distance to 

nearest financial institution and participation in the household financial decision. *, **, *** 

indicates the corresponding coefficients or marginal effects are significant at 10%, 5% and 1%, 

respectively. 

In Table 4.6, the study further analyses the location disaggregated effects of 

financial literacy on financial behaviour by estimating Equation (3.4) separately 
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for the rural and urban sub-sample. The results show that financial literacy has 

a positive effect on savings and bank account ownership. The magnitude of the 

effects is higher among the rural than the urban sub-sample. For instance, a one 

index point increase in financial literacy increases the likelihood of saving and 

bank account ownership by 73% and 71%  for the urban sample and 121% and 

101%  for the rural sample, respectively.  A one index point increase in 

financial attitude increases the likelihood of saving and bank account ownership 

by 23% and 21%  for the urban sample and 39% and 21%  for the rural sample, 

respectively.   

Table 4.6: Marginal effect estimates of financial literacy on use of financial 

products by location 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Panel A: Urban sub-sample 

 Have a saving account Have a bank account 

Financial 

literacy 

0.73**

* 

    0.71**

* 

    

 (0.16)     (0.15)     

Financial 

attitude 

 0.23**     0.21*

* 

   

  (0.10)     (0.09)    

Financial 

knowledge 

  0.09     0.21**

* 

  

   (0.08)     (0.07)   

Financial 

confidence 

   0.02     0.19  

    (0.13)     (0.12

) 

 

Financial 

awareness 

    0.55**

* 

    0.30**

* 

     (0.08)     (0.08) 

Observation

s 

688 688 688 688 688 664 664 664 664 664 

Panel B: Rural sub-sample 

 Have a saving account Have a bank account 

Financial 

literacy 

1.21**

* 

    1.01**

* 

    

 (0.18)     (0.20)     

Financial 

attitude 

 0.39**

* 

    0.21*    

  (0.10)     (0.11)    

Financial 

knowledge 

  0.19*

* 

    0.64**

* 

  

   (0.09)     (0.10)   

Financial    0.25*     0.12  
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confidence * 

    (0.12)     (0.15

) 

 

Financial 

awareness 

    0.54**

* 

    0.16 

     (0.08)     (0.11) 

Observation

s 

772 772 772 772 772 783 783 783 783 783 

Note: Robust standard errors in parenthesis. Estimates of financial literacy on saving decisions 

and bank account ownership are presented in Columns (1) to (5) and (6) to (10), respectively. 

Estimates from the urban and rural sub-sample are presented in Panel A and Panel B, 

respectively. In each column, individual and household covariates including the quadratic of 

age, household size, household per capita income, gender of respondents, marital status, 

education, access to radio, television and mobile phone, member of saving club, distance to the 

nearest financial institution and participation in the household financial decision. *, **, *** 

indicates the corresponding coefficients or marginal effects are significant at 10%, 5% and 1%, 

respectively. 

 

4.3 Summary 

In this chapter, the results and findings of the study were presented and 

discussed. The chapter started by presenting and discussing descriptive 

statistics of the variables used by using means and standard deviations 

computed. It further presented and discussed determinants of financial literacy 

using regression analysis. The marginal effect estimates of financial literacy on 

the use of financial products were also discussed. Using Probit, estimates of the 

effect of financial literacy on the use of financial products using various 

variables such as gender, location, etc., were also presented and discussed. The 

next chapter provides the conclusion and recommendations of the study.     
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CHAPTER FIVE: CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction  

This chapter provides with the conclusion and recommendations of the study. It 

summarizes the preceding 4 chapters as well as providing the summary of 

findings. It also indicates how the study has answered the research objectives. 

5.2 Summary of the study 

Chapter one introduced the topic and the subject to be studied. It provides the 

reader with the background of the study and the problem that prompted the 

need for the research. The objectives of the study were also provided. The main 

objective of this study is to analyse the relationship between financial literacy 

and the use of financial products and services in Namibia. 

Chapter two reviewed the literature on financial literacy and the use of financial 

products. The study started by providing an overview of financial literacy. This 

was followed by compiling and reviewing empirical studies related to the topic. 

Literature on the relationship between financial literacy and the use of financial 

products was also reviewed. The dangers of financial illiteracy were also 

discussed, and it concluded by outlining the theoretical framework that guided 

the study. 

Chapter 3 detailed the methodology the researcher used to collect data. It 

started by defining the research approaches that were used, which are the 

ordinary least squares (OLS) model and the Probit model. The chapter also 
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highlighted the sources of data that was used in this study which is the 

Namibian Financial Inclusion Survey (NFIS) of 2017 report. The chapter 

further explained the data analysis methods as well as describing the ethical 

considerations taken. 

In chapter four, the results and findings of the study were presented and 

discussed. The chapter started by presenting and discussing descriptive 

statistics of the variables used by using means and standard deviations 

computed. It further presented and discussed determinants of financial literacy 

using regression analysis. The marginal effect estimates of financial literacy on 

the use of financial products were also discussed. Using Probit, estimates of the 

effect of financial literacy on the use of financial products using various 

variables such as gender, location, etc., were also presented and discussed. 

5.3 Summary of findings and conclusions 

In recent decades, researchers have focussed on examining financial literacy 

and its implications on financial behaviour and well-being (Lusardi and 

Mitchell, 2007; Cole et al., 2011; Sevim et al., 2012; Jappelli and Padula, 2013; 

Karlan et al., 2014; Gaudecker, 2015). For example, Jappelli and Padula (2013) 

found that financial literacy is strongly correlated with wealth and Cole et al. 

(2011) found that financial literacy is a strong determinant of the use of 

financial products and services.  

While there is extensive evidence on the impact of financial literacy on 

financial behaviour (Lusardi and Mitchell, 2007; Bucher-Koenen and Lusardi, 
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2011; Jappelli and Padula, 2013; Landerretche and Martinez, 2013; Gaudecker, 

2015), there is also an upsurge of such evidence in some developing countries 

(Doi et al., 2014; Karlan et al., 2014; Murendo and Mutsonziwa, 2017). The 

growing literature in developing countries is limited, as most of these studies 

did not consider the independent role of the different measures of financial 

literacy on the financial behaviour of individuals and households. Murendo and 

Mutsonziwa (2017) cited that due to preference heterogeneity of individuals, 

there is needs disaggregate the analysis further to understand the effects of 

financial literacy on financial behaviour.  

This study contributes to the growing evidence of financial literacy using the 

2017 Namibia Financial Inclusion Survey (NFIS). The study contributes to the 

literature in the following ways: First, the study examines the determinants of 

financial literacy with the aim of understanding the segments of the population 

that requires specific interventions. Second, the study investigates the effect of 

financial literacy on the use of financial products to promote the choice of 

profitable financial products by consumers. Finally, the analyses of the effect of 

financial literacy on financial decisions are further disaggregated to understand 

the location and gender-specific effects. The estimation approaches used in this 

study include the Ordinary Least Squares (OLS) Probity Model, the 

Instrumental Variables Probity (IV probit) and the Multinomial Logit Models.  

The results suggest that age, gender, location, formal education, access to 

television, participation in household financial decisions, access to mobile 

phone and being a member of a savings club significantly influences the level 
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of financial literacy. The study further confirms that financial literacy is an 

important determinant of financial behaviour. Consistent with previous studies 

(Doi et al., 2014; Karlan et al., 2014; Murendo and Mutsonziwa, 2017), the 

results indicate that financial literacy increases the probability of saving, having 

a bank account, having access to credit and insurance services. Specifically, a 

one index point increase in financial literacy increases the probability of having 

a savings account by 96% and having a bank account by 89%.  

For the individual measures of financial literacy, the results suggest that a unit 

index point increase in financial attitude, financial knowledge, and financial 

awareness increases the probability of having a savings account by 32%, 15% 

and 55%  and the probability of having a bank account by 21%, 41%, and 16%  

respectively. Similarly, a one index increase in financial literacy increases the 

probability of having access to credit by 52%  and the probability of having 

access to insurance by 89% .  

For the individual measures of financial literacy, a unit index increase in 

financial attitude, financial knowledge, financial confidence, and financial 

awareness increases the probability of having access to credit by 17%, 20% and 

11% and the probability of having access to insurance by 27%, 45% and 15% 

respectively. The instrumental variable (IV) Probit results are consistent with 

estimates from the Probit model, suggesting that financial literacy has a positive 

and significant effect on financial behaviour.  
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5.4 Policy Recommendations 

In conjunction with the Financial Literacy Initiative and various stakeholders 

and experts, the Government of Namibia should work on developing a national 

policy on financial literacy. The policy should provide a framework and a plan 

to improve financial literacy in the short, medium and long term. The policy 

should provide mechanisms through which consumers can obtain sound 

financial education through being financially inclusive. Improved financial 

literacy can promote high financial inclusion. 

Since having a bank account is associated with financial literacy, financial 

institutions have a significant role to play in the quest to improve the financial 

knowledge of people. Financial Institutions should make a conscious effort to 

educate their consumers on basic financial matters. They can provide financial 

tips on their information screens, ATMs, internet banking platforms, and 

mobile messages. They should continually design products that will provide 

incentives to customers to use financial products. The researcher, therefore, 

recommends that consumer rights advocacy groups like the consumer advocacy 

centre, as a matter of urgency, include financial education in their advocacy 

activities. 

Xu and Zia (2012) find that one potentially effective and natural way of 

improving financial literacy in developing countries might be through the 

existing educational system. Therefore, the researcher recommends that the 

educational authorities of Namibia (both secondary and tertiary) should 
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collaborate to add a mandatory course or subject on financial education to the 

course structure of schools from basic school to tertiary level. Financial literacy 

education from the high school level may be the key to improving financial 

decision-making in the population (Cameron et al., 2014). 

5.5 Further Research 

This study analysed the relationship between financial literacy and the use of 

financial products in Namibia. The study could not consider all aspects of 

financial literacy of consumers and all types of formal financial products due to 

the limited or unavailability of information and data. For example, the study 

could not measure participants' financial literacy and understanding of financial 

products such as bonds/securities, stock markets, commodities, and derivatives 

as they were not included in the Namibia Financial Inclusion Survey used in the 

study. Thus, it is recommended that future surveys and studies should include 

such variables. 
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7.0 APPENDICES 

Table A1: Marginal effect estimates of the determinants of the use of financial products 
 Have a Bank account Have a saving account 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Financial literacy 0.89***     0.96***     
 (0.13)     (0.12)     

Financial attitude  0.21***     0.31***    

  (0.07)     (0.07)    
Financial knowledge   0.41***     0.15***   

   (0.06)     (0.06)   

Financial confidence    0.16*     0.13  
    (0.10)     (0.09)  

Financial awareness     0.26***     0.55*** 

     (0.07)     (0.06) 
Age 0.00 0.00 0.00 0.01* 0.00 -0.00 0.00 0.00 0.00 -0.00 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Age squared 0.00 0.00 0.00 -0.00 0.00 0.00 0.00 -0.00 -0.00 0.00 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Household size -0.00 -0.00 -0.01* -0.01 -0.00 -0.00 0.00 -0.00 -0.00 0.00 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
HH per capita income 0.00*** 0.00*** 0.00*** 0.00*** 0.00*** 0.00** 0.00*** 0.00*** 0.00*** 0.00*** 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Individual is Male -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.02 -0.02 -0.02 -0.02 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Urban resident -0.00 0.02 0.00 0.03 0.03 -0.10*** -0.09*** -0.08*** -0.07*** -0.08*** 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Individual is married 0.01 0.01 0.01 0.01 0.01 0.03 0.03 0.03 0.03 0.03 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Completed at secondary 0.15*** 0.17*** 0.14*** 0.18*** 0.18*** -0.01 0.01 0.00 0.02 0.01 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Have access to radio 0.05** 0.06** 0.05** 0.05** 0.05** 0.03 0.03 0.03 0.03 0.03 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Have access television 0.09*** 0.11*** 0.08*** 0.11*** 0.12*** -0.02 -0.00 -0.00 0.01 0.01 

 (0.03) (0.03) (0.03) (0.03) (0.03) (0.02) (0.02) (0.02) (0.02) (0.02) 
Have access to phone 0.19*** 0.20*** 0.18*** 0.21*** 0.20*** 0.02 0.03 0.03 0.04 0.03 

 (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) 

Member of saving club 0.29** 0.33** 0.33** 0.34** 0.35** 0.04 0.06 0.07 0.09 0.09 
 (0.15) (0.15) (0.15) (0.15) (0.15) (0.08) (0.08) (0.08) (0.08) (0.08) 

Distance less than 1 hour 0.07*** 0.07*** 0.06*** 0.07*** 0.07*** 0.03 0.03 0.02 0.03 0.03 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Make financial decisions -0.03 -0.01 -0.02 -0.02 -0.02 0.00 0.02 0.02 0.02 0.01 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Observations 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 

Note: Robust standard errors in parenthesis. Estimates of financial literacy on bank account ownership and saving 

decisions are presented in Columns (1) to (5) and (6) to (10), respectively. *, **, *** indicates the corresponding 

coefficients or marginal effects are significant at 10%, 5% and 1%, respectively. 

 

 

Table A2: Marginal effect estimates of the determinants of the use of financial products 
 Have access to credit Have access to insurance 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Financial literacy 0.52***     0.89***     
 (0.08)     (0.12)     

Financial attitude  0.17***     0.27***    

  (0.05)     (0.07)    
Financial knowledge   0.21***     0.45***   

   (0.04)     (0.05)   

Financial confidence    0.12*     0.07  
    (0.07)     (0.10)  

Financial awareness     0.11**     0.15** 

     (0.05)     (0.07) 
Age 0.01*** 0.02*** 0.01*** 0.02*** 0.02*** 0.01*** 0.01*** 0.01*** 0.01*** 0.01*** 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Age squared -0.00*** -0.00*** -0.00*** -0.00*** -0.00*** -0.00** -0.00*** -0.00*** -0.00*** -0.00*** 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
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Household size -0.00 -0.00 -0.00 -0.00 -0.00 -0.00 -0.00 -0.00 -0.00 -0.00 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

HH per capita income 0.00 0.00 0.00 0.00 0.00 0.00*** 0.00*** 0.00*** 0.00*** 0.00*** 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
Individual is Male -0.00 0.00 0.00 0.01 0.01 -0.03 -0.02 -0.03 -0.02 -0.02 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Urban resident 0.02 0.03* 0.03* 0.04** 0.04** 0.03 0.05* 0.03 0.06** 0.06** 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Individual is married 0.03* 0.03* 0.03* 0.03* 0.03* 0.04 0.04 0.04 0.04 0.04 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Completed at secondary 0.10*** 0.12*** 0.10*** 0.13*** 0.13*** 0.11*** 0.14*** 0.10*** 0.15*** 0.15*** 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.03) (0.03) (0.03) (0.03) (0.03) 

Have access to radio 0.00 0.01 0.00 0.00 0.00 -0.00 0.00 -0.00 -0.00 -0.00 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Have access television 0.09*** 0.11*** 0.09*** 0.11*** 0.11*** 0.08*** 0.11*** 0.08*** 0.12*** 0.12*** 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Have access to phone 0.06 0.08 0.06 0.08 0.08 -0.02 -0.01 -0.03 -0.00 -0.00 

 (0.06) (0.06) (0.06) (0.06) (0.06) (0.04) (0.04) (0.04) (0.04) (0.04) 

Member of saving club 0.02 0.03 0.02 0.05 0.04 0.09 0.11* 0.09 0.14** 0.13** 
 (0.04) (0.04) (0.04) (0.04) (0.04) (0.06) (0.06) (0.06) (0.06) (0.06) 

Distance less than 1 hour 0.05** 0.04** 0.04* 0.04** 0.05** 0.06*** 0.06** 0.05** 0.05** 0.05** 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Make financial decisions 0.00 0.00 0.01 0.01 0.00 -0.04* -0.03 -0.03 -0.03 -0.03 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Observations 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 1,471 

Note: Robust standard errors in parenthesis. Estimates of financial literacy on access to credit and access to 

insurance are presented in Columns (1) to (5) and (6) to (10), respectively. *, **, *** indicates the corresponding 

coefficients or marginal effects are significant at 10%, 5% and 1%, respectively. 
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