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Abstract 

This study investigates the joint impact of financial literacy and poverty on economic growth 

across Sub-Saharan African (SSA) countries, emphasizing the mediating role of financial 

inclusion. Despite increasing advocacy for financial education and access, empirical evidence 

on their combined effect remains limited, especially within developing regions. The primary 

objective is to assess the direct and indirect relationships among financial literacy, poverty, 

financial inclusion, and economic growth. Using a dynamic panel data framework, the study 

employs the two-step System GMM estimator on data from 49 SSA countries covering 2003 to 

2023. The results reveal that financial literacy has a negative and statistically significant effect 

on growth, while poverty shows a surprising positive association. Financial inclusion, although 
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positively signed, is statistically insignificant. These findings challenge assumptions in 

development economics and highlight structural and institutional limitations in SSA economies. 

The study implies that improving financial literacy alone is insufficient for economic growth 

unless accompanied by broader efforts to reduce poverty, strengthen institutional quality, and 

deepen financial access. Policymakers must consider integrated strategies that link education, 

inclusion, and social welfare to achieve meaningful development outcomes. 

Keywords: Financial literacy, Poverty, Economic growth, Financial inclusion, SSA, Human 

capital, Panel data, Development finance 

 

 

INTRODUCTION 

Sub-Saharan Africa (SSA) stands at a pivotal juncture in its development trajectory. 

Despite its vast natural resources and a burgeoning youthful population, the region remains 

mired in persistent poverty, low financial access, and uneven economic growth. One of the most 

pressing questions for policy-makers and scholars alike is how to unlock inclusive economic 

development that empowers the poor and fosters long-term resilience. Increasingly, the 

confluence of financial literacy and financial inclusion is being explored as a dual lever to 

address entrenched economic inequalities and accelerate growth across SSA countries. When 

effectively deployed, financial literacy can empower individuals with the knowledge to make 

informed economic decisions, while financial inclusion serves as the infrastructure through 

which these decisions are translated into meaningful participation in the economy (Refera et al., 

2016; Pandey et al., 2022). 

Financial inclusion refers to the broad access to and usage of financial services, including 

savings, credit, insurance, and payment mechanisms, particularly among underserved 

populations. In SSA, a region historically characterized by informal economies and low levels of 

bank penetration, financial inclusion plays a critical role in enhancing economic agency, reducing 

vulnerability to financial shocks, and enabling asset accumulation (Danladi et al., 2023). It offers 

the tools for managing cash flows, investing in small businesses, and planning for the future. 

However, access alone is not sufficient. Financial literacy—the knowledge and skillset necessary 

to understand financial concepts and use financial products responsibly—acts as the key enabler 

that allows financial inclusion to function as a developmental tool. Without a strong foundation in 

financial literacy, individuals are unable to navigate complex financial markets, leading to low 

uptake or misuse of financial services (Klapper & Lusardi, 2020; Das, 2024). 

The link between financial literacy and economic growth is increasingly supported by 

empirical research. Financially literate individuals are more likely to save, invest, avoid over-
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indebtedness, and contribute to the broader financial system through productive activity. In a 

study by Saeed et al. (2024), evidence from Pakistan showed that financial literacy positively 

impacted economic growth when combined with inclusive financial services. While this finding 

was based outside SSA, the implications are globally relevant. In SSA, where entrepreneurial 

activity is high but capital access is low, financial literacy can be a vital determinant of business 

sustainability and success (Grohmann & Menkhoff, 2021). 

Yet, financial literacy in SSA is among the lowest globally. According to Refera et al. 

(2016), one of the major barriers to financial inclusion in the region is the widespread lack of 

financial knowledge. This knowledge gap often coincides with high poverty levels, creating a 

feedback loop of financial exclusion and economic marginalization. For instance, Matekenya et 

al. (2021) found that despite economic reforms, many SSA countries continue to experience 

high inequality, in part due to the exclusionary nature of financial systems. Individuals living in 

poverty are frequently deemed high-risk by traditional financial institutions and are either 

underserved or completely unserved, especially in rural areas. 

Poverty, in turn, exacerbates financial exclusion by limiting access to resources such as 

collateral, identification documents, and even proximity to financial service providers (Tyson, 

2021). Furthermore, poverty lowers financial resilience, leaving individuals more susceptible to 

economic shocks, which in turn discourages risk-taking and investment. This environment stifles 

entrepreneurial behavior and restricts income-generating potential. Financial inclusion efforts 

are frequently thwarted by this reality unless they are complemented by programs that build 

financial capability and literacy. Notably, Kyeyune & Ntayi (2025) underscore the role of financial 

management education in rural Uganda in enhancing the effectiveness of poverty reduction 

programs, especially when such programs are tailored to local socio-economic realities. 

As a result, the interaction between financial literacy and poverty becomes deeply 

intertwined. It is not simply a matter of sequencing—where financial literacy leads to inclusion, 

which leads to growth—but rather a mutually reinforcing cycle. When individuals gain financial 

literacy, they are more likely to access and effectively use financial services; when they gain 

access, they are more likely to build wealth and escape poverty. This complex dynamic 

highlights the mediating role of financial inclusion in translating financial literacy and poverty 

alleviation into tangible development outcomes (Bongomin et al., 2018). 

Women, in particular, represent a significant but underleveraged demographic in this 

discourse. In many SSA countries, women face systemic financial exclusion despite being 

central to household welfare and small-scale enterprise. Adera and Abdisa (2023) demonstrate 

that financial literacy programs targeted at women in Ethiopia significantly improved their ability 

to access credit and savings, ultimately contributing to community-level economic growth. Their 
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findings reinforce the notion that any discussion around financial literacy, poverty, and inclusion 

must be disaggregated by gender and other socio-economic dimensions. 

Although several studies have explored components of this triad—financial literacy, 

poverty, and economic growth—few have examined their joint effect using robust quantitative 

methodologies within the SSA context. Most existing literature is either conceptual or focuses on 

isolated variables without integrating the interplay between them. For example, Khan et al. 

(2022) provide a thorough literature synthesis on financial literacy and financial inclusion but fall 

short of exploring poverty as a central mediating variable. Similarly, while Okoye et al. (2017) 

argue for financial inclusion as a growth strategy, their methodological framework does not 

explicitly incorporate financial literacy or analyze distributional impacts. 

Moreover, the sectoral scope of existing studies is often limited. SSA economies are 

characterized by high levels of informality, with agriculture, trade, and microenterprises forming 

the bulk of economic activity. These sectors are frequently excluded from mainstream financial 

services and underrepresented in scholarly inquiry. A more granular understanding of how 

financial literacy interventions function within these sectors could offer valuable policy insights. 

For instance, Liswanda et al. (2024) argue that agricultural households demonstrate unique 

financial behaviors and constraints that are poorly captured by existing financial inclusion 

metrics. By focusing on sectoral dynamics, this study seeks to address these blind spots. 

Additionally, the digitalization of finance in SSA presents both opportunities and 

challenges that merit attention. Fintech innovations such as mobile money and digital lending 

platforms have expanded financial access, particularly in Kenya and Ghana. However, without 

commensurate efforts in financial education, such innovations risk perpetuating new forms of 

financial exclusion or exploitation (Liu et al., 2021). A holistic approach to financial inclusion 

must therefore integrate digital literacy and assess institutional frameworks that can protect and 

empower users in rapidly evolving financial landscapes. 

Given these gaps, the need for this study becomes unequivocally clear. The purpose of 

the study therefore, is to investigate the joint impact of financial literacy and poverty on 

economic growth across SSA countries, with financial inclusion as the mediating factor. 

Specifically, this study aims to employ a quantitative research design that captures interlinkages 

between these variables and identifies causal pathways. It will explore sector-specific 

implications, paying close attention to informal economic actors and marginalized demographics 

such as women and youth. Furthermore, it seeks to evaluate the role of digital financial services 

and institutional quality in shaping these relationships. In doing so, the study endeavors not only 

to advance academic understanding but also to inform development policy and practice within a 

region that is striving to harness its demographic and digital dividends. 
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Thus, unlocking economic growth in SSA requires more than macroeconomic 

stabilization or foreign investment; it requires empowering individuals—especially the poor—

with the tools, knowledge, and access needed to participate fully in the financial system. 

Financial literacy and poverty reduction are two sides of the same coin in this endeavor. When 

synergized through inclusive financial systems, they form a powerful engine for sustainable and 

equitable growth. By rigorously examining their joint effects within a quantitative framework, this 

study hopes to fill a critical gap in both scholarship and policy, offering a roadmap for inclusive 

prosperity in one of the world's most promising yet challenging regions. Therefore the purpose 

of the study is to assess the direct and indirect relationships among financial literacy, poverty, 

financial inclusion, and economic growth 

 

THEORETICAL FRAMEWORK  

In order to adequately understand the nexus between financial literacy, poverty, and 

economic growth through financial inclusion in SSA countries, it is imperative to root the 

discussion within a sound theoretical foundation. This study is primarily grounded in two 

theoretical lenses: Human Capital Theory and Financial Intermediation Theory. These theories 

collectively provide the intellectual scaffolding for examining how financial knowledge and 

access to financial systems can stimulate individual and collective economic outcomes. While 

Human Capital Theory explains the role of education and knowledge—such as financial 

literacy—in enhancing individual productivity and economic potential (Wuttaphan, 2017; 

Almendarez, 2011), Financial Intermediation Theory emphasizes the importance of financial 

systems and institutions in reallocating resources efficiently to drive economic activity 

(Philippon, 2015; Boyd, 2003). Together, these frameworks help explain the causal pathways 

through which financial inclusion mediates the relationship between financial literacy, poverty 

alleviation, and economic development in the SSA region. 

 

Human Capital Theory 

Human Capital Theory posits that education and knowledge are central to improving 

individual productivity, which in turn contributes to economic development at a national level 

(Gillies, 2015; Holden & Biddle, 2017). In the context of this study, financial literacy is 

conceptualized as a form of human capital—an intangible asset that enhances financial 

decision-making, risk assessment, and long-term planning. Originally developed by economists 

such as Gary Becker and Theodore Schultz, Human Capital Theory has since been extended to 

include specialized knowledge areas, including financial literacy (Tan, 2014). Financially literate 

individuals are better positioned to manage income, invest wisely, and avoid predatory financial 
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behaviors, which collectively increase their economic resilience and productivity. In developing 

economies such as those in SSA, this becomes even more significant, given the prevalence of 

informal markets and subsistence livelihoods (Matekenya, Moyo, & Jeke, 2020). 

Research by Bongomin et al. (2021) supports the view that improvements in financial 

knowledge empower individuals to access and effectively use financial services, thus enhancing 

their participation in the formal economy. These benefits scale up at the national level, 

contributing to inclusive economic growth, especially when paired with policies that reduce 

barriers to financial inclusion. However, Human Capital Theory is not without its criticisms. 

Marginson (2019) cautions that the theory tends to reduce human worth to economic utility, 

often ignoring social and cultural barriers that may limit the actualization of knowledge. In SSA, 

for example, even financially literate individuals may still be excluded due to institutional 

weaknesses, gender bias, or geographic isolation. This necessitates a broader policy approach 

that pairs financial literacy efforts with structural reforms. 

Furthermore, Tan (2014) argues that Human Capital Theory often overlooks non-formal 

and context-specific learning, which are essential in informal economies. This critique is 

particularly relevant to Africa, where financial learning often occurs through community networks 

and informal financial systems like “susu” schemes, which are rarely accounted for in traditional 

models of human capital accumulation. Despite these limitations, Human Capital Theory 

remains relevant in explaining the foundational role of financial literacy in economic participation 

and growth. When complemented with access to financial services, this form of capital becomes 

a potent tool for poverty alleviation and socioeconomic transformation. 

 

Financial Intermediation Theory 

While Human Capital Theory explains the “knowledge” side of financial behavior, 

Financial Intermediation Theory explains the “access” side—how financial institutions enable the 

flow of capital from savers to borrowers, thus facilitating productive investment and consumption 

(Boyd, 2003; Molnár, 2018). This theory underscores the importance of financial systems as 

intermediaries in transforming savings into investments, especially for underserved or financially 

excluded populations. In Sub-Saharan Africa, and particularly in SSA countries, the role of 

financial intermediaries such as microfinance institutions, digital banks, and cooperatives has 

grown in importance (Bongomin et al., 2021). These intermediaries are essential for channeling 

funds into productive ventures, offering credit to small-scale entrepreneurs, and providing 

financial products tailored to the informal sector. 

According to Mitchell (2004), financial intermediaries reduce transaction costs, mitigate 

risk through diversification, and solve information asymmetry problems that often discourage 
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traditional banking institutions from serving the poor. These functions are critical in SSA 

countries, where rural populations and informal workers typically lack credit histories, collateral, 

or formal identification. The theory also posits that a well-functioning financial system 

accelerates economic growth by ensuring optimal allocation of resources. Levine et al. (1999) 

empirically demonstrated a positive correlation between financial intermediation and economic 

development across multiple African countries. In SSA, the same trend holds: where mobile 

banking and microfinance penetration have improved, local economic activity and household 

consumption have also seen measurable increases (Ibe, 2017). 

Moreover, Bethune et al. (2022) argue that information-based financial intermediation is 

becoming increasingly relevant, as digital finance platforms leverage big data to assess 

creditworthiness and provide customized services to the financially excluded. This has profound 

implications for SSA, where traditional banking infrastructure is limited, but mobile phone 

penetration is rising rapidly. Despite its explanatory power, Financial Intermediation Theory also 

has limitations. Philippon (2015) points out that financial sectors can become inefficient and 

extractive if poorly regulated, leading to wealth concentration rather than equitable growth. 

Additionally, in fragile states within SSA, political instability and weak legal systems can distort 

financial intermediation processes, undermining their developmental impact (Kargbo, Ding, & 

Kargbo, 2016). Therefore, for financial intermediation to be truly effective in reducing poverty 

and enhancing financial inclusion, appropriate governance frameworks, inclusive policies, and a 

financially literate population that can effectively engage with the system must accompany it. 

 

Integrating the Two Theories in the SSA Context 

Integrating Human Capital Theory and Financial Intermediation Theory provides a robust 

lens for analyzing the complex interplay between financial literacy, poverty, and economic 

growth in SSA. Financial literacy (human capital) equips individuals with the skills to make 

informed financial decisions, while financial intermediaries provide the infrastructure through 

which these decisions can materialize into productive outcomes. In essence, financial literacy 

without financial access results in latent capacity, while financial access without literacy risks 

misuse and vulnerability. The true potential lies in their intersection—empowering financially 

literate individuals to participate meaningfully in financial systems that are inclusive, accessible, 

and responsive. This dual framework also supports the study’s central hypothesis: that the 

combined effect of financial literacy and poverty alleviation can unlock economic growth in SSA 

countries when mediated by financial inclusion. By grounding the research in both theoretical 

traditions, the study builds a comprehensive analytical model that captures both the demand-

side (human behavior) and supply-side (institutional access) dimensions of financial inclusion. 
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METHODOLOGY 

Research Design and Data Collection 

This study adopts a quantitative research design to empirically assess the relationship 

between financial literacy, poverty, and economic growth through financial inclusion across SSA 

countries. A quantitative approach is considered appropriate as it allows for statistical analysis of 

trends and relationships using secondary data drawn from reliable macroeconomic databases 

(Iftikhar et al., 2024). Such an approach enhances objectivity and replicability, enabling the 

drawing of generalizable conclusions about the SSA subregion (Klapper & Lusardi, 2020). To this 

end, secondary panel data was collected from established data repositories, including the World 

Bank World Development Indicators (WDI), Global Findex Database, International Monetary Fund 

Financial Access Survey (IMF FAS), and scholarly databases like those maintained by Klapper 

and Lusardi (2020). The period under review spans from 2003 to 2023, which provides a recent 

and comprehensive timeframe that captures post-global financial crisis recovery, mobile money 

expansion, and institutional reforms in several SSA states (Azimi, 2022). 

 

Sample Population 

The sample population for this study consists of 49 Sub-Saharan African countries. 

However, due to the availability and completeness of longitudinal data, only 38 countries were 

ultimately included in the final dataset. These countries were selected based on the presence of 

consistent macroeconomic and financial data spanning a 21-year period from 2003 to 2023. 

Countries with excessive missing data or inconsistent reporting were excluded to preserve the 

integrity and reliability of the statistical analysis. This comprehensive coverage ensures that the 

findings are both regionally representative and analytically robust, allowing for nuanced insights 

into the financial literacy-poverty-economic growth nexus in SSA (Mitchell, 2004; Van et al., 2021). 

 

Measures  

The key variables are derived from established sources and defined based on literature-

backed metrics. The dependent variable, economic growth (EG), is measured as GDP per 

capita growth rate (%), sourced from the World Bank WDI (Okoye et al., 2017). The 

independent variables include financial literacy and poverty. Financial Literacy (FL), defined as 

the percentage of adults correctly answering three or more of five financial knowledge 

questions, drawn from Klapper and Lusardi (2020) while Poverty (POV) is measured by the 

poverty headcount ratio at $2.15 per day (2017 PPP), also extracted from WDI. 

Financial Inclusion (FI) serves as a mediating variable, operationalized as the 

percentage of adults with a bank or mobile money account and the number of ATMs per 
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100,000 adults, obtained from Global Findex and IMF FAS (Van et al., 2021). All data were 

transformed into natural logarithms where applicable to stabilize variance and ensure linearity in 

the regression model, as practiced in similar financial development studies (Saeed et al., 2024). 

 

Table 1: Measurements of Variables 

Variable Definition Acronym Measurement Data Source 

Economic 

Growth 

Increase in the inflation-

adjusted value of goods 

and services produced 

EG GDP per capita growth 

rate (%) or real GDP 

growth rate 

World Bank World 

Development 

Indicators (WDI) 

Financial 

Inclusion 

Access and use of 

formal financial services 

by individuals and firms 

FI % of adults with bank 

or mobile money 

accounts, ATMs per 

100,000 adults 

World Bank Global 

Findex (2011, 2014, 

2017, 2021), IMF 

Financial Access 

Survey 

Financial 

Literacy 

Understanding of basic 

financial concepts and 

ability to make informed 

decisions 

FL % of adults answering 

at least 3 out of 5 

financial questions 

correctly 

Klapper & Lusardi 

(2020), Financial 

Management, 49(3), 

589–614 (DOI link) 

Poverty Share of population 

living below 

international poverty 

line 

POV Poverty headcount 

ratio at $2.15 a day 

(2017 PPP) (% of 

population) - World 

World Bank WDI 

Inflation Rate Rate at which the 

general level of prices 

for goods and services 

is rising 

INF Annual % change in 

Consumer Price Index 

(CPI) 

World Bank WDI 

Unemployment 

Rate 

Proportion of the labor 

force that is without 

work but available and 

seeking employment 

UNEMP Total unemployment 

(% of total labor force) 

World Bank WDI 

Trade 

Openness 

Degree of a country's 

integration into the 

global economy 

TO Sum of exports and 

imports as % of GDP 

Our World in Data 

Institutional 

Quality 

Strength of regulatory 

systems and 

government capacity to 

support private sector 

development 

REG_QU

AL 

Regulatory Quality 

index (ranges from -

2.5 to +2.5; higher 

values indicate better 

regulatory quality) 

World Bank 

Worldwide 

Governance 

Indicators (WGI) 

Human 

Development 

Composite index of 

health, education, and 

standard of living 

HDI Human Development 

Index (0 to 1 scale; 

higher is better) 

Our World in Data 

 

Model for the Study 

Given the objective to understand the direct and mediating effects among the core 

variables, the study utilizes a panel data regression framework with fixed effects to control for 
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country-specific heterogeneity. This econometric approach allows for testing both direct effects 

of financial literacy and poverty on economic growth, and indirect effects mediated through 

financial inclusion. This methodological choice is justified by earlier studies such as that by 

Azimi (2022), who employed fixed-effects models to account for institutional and policy 

differences across countries in assessing financial development. Additionally, panel data 

models offer robustness against omitted variable bias and are ideal for analyzing temporal 

dynamics across countries. 

 

Model Specification 

In order to operationalize the conceptual framework empirically, the following baseline 

regression model is specified: 

                                             

Where: 

      = Economic growth in country i at time t. 

      = Financial inclusion. 

      = Financial Literacy. 

      = Poverty level 

     = Vector of control variables (INF, UNEMP, TO, RQ, HDI) 

     is the error term. 

    = Country-specific effect. 

 

Analytical Techniques 

This study employs a structured sequence of quantitative analytical techniques to 

rigorously examine the relationships among financial literacy, poverty, financial inclusion, and 

economic growth across SSA countries. Initially, descriptive statistics are computed to 

summarize the central tendencies and dispersion of the variables, providing an overview of 

country-level differences and temporal trends (Klapper & Lusardi, 2020). Following this, 

correlation analysis is used to detect the direction and strength of associations between 

variables, ensuring preliminary consistency with hypothesized relationships (Van et al., 2021). 

However, correlation alone is insufficient for inference. Therefore, to ensure the validity of 

regression outcomes, the study first conducts stationarity tests—specifically the Levin-Lin-Chu 

and Im-Pesaran-Shin unit root tests—to avoid spurious results in the panel data (Azimi, 2022). 

Next, model specification tests, including the Hausman test, guide the choice between 

fixed and random effects models. The results support a fixed-effects model, consistent with 
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previous financial development studies (Saeed et al., 2024). Additionally, to ensure the reliability 

of the regression coefficients, multicollinearity is checked using Variance Inflation Factor (VIF) 

scores. Any VIF exceeding 10 is considered a sign of collinearity (Matekenya et al., 2020). In 

order to further enhance the quality of the dataset, data cleaning processes were conducted, 

including interpolation of missing values (where justifiable), unit normalization, and the use of 

logarithmic transformations where variables showed non-normal distributions. All variables were 

then compiled into a balanced panel dataset, enabling the application of advanced econometric 

techniques such as Generalized Method of Moments (GMM) and panel least squares with fixed 

effects. This structured approach allows for the control of country-specific, time-invariant 

heterogeneity and addresses endogeneity concerns common in macroeconomic modeling. 

 

Data Quality Measures 

Several data quality checks are undertaken to ensure the integrity and reliability of the 

analysis. First, data were sourced from globally reputable institutions such as the World Bank, 

Global Findex, and IMF Financial Access Survey, all of which are known for high standards of 

data collection and reporting (Iftikhar et al., 2024). Before analysis, the dataset was cleaned for 

missing values, and interpolation was only applied where less than 10% of data points were 

absent to minimize distortion. Further, all monetary values were adjusted to constant prices 

using the Consumer Price Index to ensure cross-year comparability (Okoye et al., 2017). 

Standardization and transformation (e.g., natural logarithms) were also used to correct 

skewness and bring variables to scale, particularly for GDP and account ownership data 

(Adedokun & Ağa, 2023). Moreover, a balanced panel structure was maintained across the ten 

selected SSA countries for the 2003–2023 period to enhance consistency and comparability. 

These data quality protocols significantly bolster the empirical robustness and reproducibility of 

the study’s findings. 

 

RESULTS 

Descriptive Statistics 

The descriptive statistics provided in Table 2 offer insightful preliminary diagnostics on 

the macroeconomic and financial variables under consideration across Sub-Saharan African 

countries from 2003 to 2023. First, the mean economic growth rate across the region is modest 

at 2.31%, though with a high standard deviation of 3.57, indicating significant volatility in growth 

performance. This is further reinforced by the minimum value of -22.31% and a maximum of 

19.51%, suggesting that while some countries have experienced strong expansionary trends, 

others have suffered substantial contractions. 
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Meanwhile, financial inclusion shows an average value of 0.295 (or 29.5%), which aligns 

with prior research that highlights low levels of formal financial access across the region 

(Alnabulsi & Salameh, 2021). Its positive skewness (0.69) indicates that a small number of 

countries perform better than average in this domain. Similarly, the financial literacy index 

reports a mean score of 34.08 out of 100, with slight negative skewness, suggesting more 

countries cluster around lower levels of literacy—consistent with findings by Klapper and 

Lusardi (2020) on financial knowledge disparities in low-income regions. 

The poverty rate averaged 38.84%, but with high dispersion (SD = 16.28), indicating 

uneven economic development and welfare distribution. Inflation, though averaging 9.19%, is 

notably volatile with extreme outliers, as shown by a kurtosis of 236.7, confirming 

hyperinflationary episodes in select economies. In contrast, variables like the human 

development index (HDI) and institutional quality display relatively stable distributions, albeit 

with lower averages compared to global standards. In sum, these descriptive statistics not only 

confirm the macroeconomic heterogeneity of SSA but also reinforce the structural challenges in 

financial access, policy quality, and employment stability—thereby setting the stage for deeper 

regression analysis and GMM estimation in subsequent sections 

 

Table 2: Descriptive Statistics Results 

          

 

Economic 

Growth 

Financial 

Inclusion 

Financial 

Literacy 

Index 

Human 

Development 

Index 

Inflation 

Rate 

Institutional 

Quality Poverty 

Trade 

Openness 

Un-

employment 

Rate 

          Mean 2.315449 0.295256 34.07769 0.489203 9.189284 -0.309421 38.83811 54.81480 5.434484 

Median 2.401234 0.288466 34.00000 0.495000 5.323128 -0.527299 38.69813 53.68042 3.729000 

Maximum 19.50834 0.853781 42.00000 0.741000 557.2018 7.223000 80.50121 115.7653 34.00700 

Minimum -22.31305 0.015217 21.00000 0.276000 -3.233389 -2.001824 5.354673 17.22512 0.316000 

Std. Dev. 3.566586 0.186157 5.098672 0.079889 31.62619 1.277571 16.28023 17.01483 5.351956 

Skewness -0.340927 0.692734 -0.564359 0.241824 14.40559 4.039349 0.062893 0.860138 2.773495 

Kurtosis 11.23269 2.989781 2.952193 3.868334 236.7011 20.88108 2.455104 3.925230 11.62804 

          

Jarque-Bera 1134.526 31.91377 21.21832 16.42414 921794.5 6400.598 5.199198 63.43102 1749.153 

Probability 0.000000 0.000000 0.000025 0.000271 0.000000 0.000000 0.074303 0.000000 0.000000 

          

Sum 923.8641 117.8073 13597.00 195.1920 3666.524 -123.4591 15496.41 21871.10 2168.359 

Sum Sq. Dev. 5062.773 13.79241 10346.59 2.540147 398085.8 649.6107 105488.3 115222.8 11400.09 

          

Observations 399 399 399 399 399 399 399 399 399 

 

Correlation Analysis 

The correlation matrix presented in Table 3 reveals nuanced relationships among the 

key variables relevant to economic development and financial dynamics in Sub-Saharan Africa. 
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Notably, economic growth is negatively correlated with most of the variables, albeit weakly. 

Specifically, it shows a small negative association with financial literacy (-0.101) and financial 

inclusion (-0.015). These weak correlations imply that while both financial literacy and inclusion 

are essential, their direct linear influence on growth may be limited or masked by underlying 

structural factors, thus necessitating dynamic estimation techniques like GMM for deeper 

insights. 

Interestingly, financial inclusion correlates positively with financial literacy (0.239) and 

more strongly with the human development index (0.732). This suggests that improvements in 

health, education, and living standards are more consistently aligned with broader access to 

financial services. The negative relationship between poverty and financial inclusion (-0.397) 

further reinforces the idea that expanding inclusive finance is essential for poverty reduction—a 

relationship also observed by Alnabulsi and Salameh (2021). 

Moreover, poverty is inversely correlated with the human development index (-0.452) 

and trade openness (-0.314),** implying that deeper integration into global markets and 

improvements in human capital may contribute significantly to poverty alleviation. Lastly, the 

strong positive correlation between unemployment and human development (0.572) could 

reflect the paradox in SSA where even higher human development does not immediately 

translate into formal job creation, perhaps due to structural unemployment or informality in labor 

markets. Thus, these correlations provide a foundation for exploring complex, dynamic 

relationships—especially how financial literacy and poverty may indirectly affect economic 

growth through mediators like financial inclusion.  

 

Table 3: Correlation Analysis Results 

 1 2 3 4 5 6 7 8 9 

Economic Growth 1.000000         

Financial_ Inclusion -0.015158 1.000000        

Financial Literacy Index -0.100990 0.239498 1.000000       

Human Development Index -0.087869 0.732206 0.411627 1.000000      

Inflation Rate -0.163785 0.126249 0.049572 0.075187 1.000000     

Institutional Quality -0.063457 0.159788 0.097124 0.074904  -0.104216   1.00000    

Poverty 0.034704 -0.396641 -0.077034 -0.452210 0.000322 -0.124761 1.000000   

Trade Openness 0.011190 -0.107968 0.147650 0.163507 -0.001230 0.043964 -0.314491 1.000000  

Unemployment Rate -0.050889 0.408624 0.184636 0.571788 0.055669 0.104843 -0.213005 0.183381 1.00000 

 

Stationary Tests  

The results from the panel unit root tests presented in Table 4 provide robust statistical 

evidence on the stationarity of the economic growth series across the 20 Sub-Saharan African 

countries in the study. Notably, all four test methods—the Levin, Lin & Chu (LLC) t-test, Im, 
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Pesaran, and Shin (IPS) W-stat, ADF-Fisher, and PP-Fisher—reject the null hypothesis of a unit 

root at the 1% significance level. For instance, the LLC test yields a test statistic of -4.01882 

with a p-value of 0.0000, strongly indicating that economic growth is stationary around a mean 

or trend for all panels. 

Similarly, the IPS W-statistic of -5.50159 (p = 0.0000) supports the alternative hypothesis 

that at least some individual country panels are stationary. The ADF-Fisher and PP-Fisher Chi-

square statistics (102.640 and 221.278 respectively) further reinforce this conclusion, with both 

producing highly significant p-values (0.0000). These consistent findings across both common 

and individual unit root frameworks highlight the absence of persistent stochastic trends in the 

economic growth data, making it suitable for dynamic panel estimation such as System GMM. 

Consequently, these results validate the subsequent use of lagged dependent variables and 

difference equations without fear of spurious regressions—thereby strengthening the credibility 

of the empirical findings. 

 

Table 4: Stationary Tests Results 

Panel unit root test: Summary   

Series:  Economic Growth     Sample: 2003 2023   

Exogenous variables: Individual effects 

User-specified lags: 1   

Newey-West automatic bandwidth selection and Bartlett kernel 

Balanced observations for each test   

Method                Statistic Prob.** Cross- Obs 

Null: Unit root (assumes common unit root process)                                                 sections 

Levin, Lin & Chu t*                -4.01882 0.0000 20 380 

     

Null: Unit root (assumes individual unit root process)  

Im, Pesaran and Shin W-stat  -5.50159 0.0000 20 380 

ADF - Fisher Chi-square 102.640 0.0000 20 380 

PP - Fisher Chi-square 221.278 0.0000 20 400 

** Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. 

All other tests assume asymptotic normality. 

 

Hausman Tests  

The Hausman test results in Table 5 offer crucial insight into the appropriate panel 

estimation technique for analyzing the relationship between financial and macroeconomic 

variables and economic growth across Sub-Saharan Africa. With a Chi-square statistic of 37.09 

and a p-value of 0.0000, the null hypothesis that the random effects model is consistent and 

efficient is decisively rejected. This strongly suggests that the fixed effects model is more 
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appropriate for this panel dataset, given the presence of correlation between the regressors and 

the unobserved period effects. 

The variable-specific test comparisons reinforce this decision. For instance, variables 

like Inflation Rate (p = 0.0004) and Institutional Quality (p = 0.0205) show statistically significant 

differences between their fixed and random effect coefficients, confirming that random effects 

would produce biased estimators for these regressors. Though some variables like Human 

Development Index (p = 0.6305) exhibit minimal divergence between models, the overall test 

outcome justifies adopting a fixed effects strategy to control for unobserved heterogeneity. 

Furthermore, the F-statistic for the fixed effects model (2.71, p < 0.01) indicates that the model 

is statistically significant, even though the R-squared value (0.1645) remains modest. This 

underscores the complexity and multi-dimensionality of the growth process in the region, 

necessitating robust models like system GMM to control for endogeneity and dynamic feedback. 

 

Table 5: Hausman Tests 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  

Period random 37.092754 7 0.0000 

Variable Fixed Random Var(Diff.) Prob. 

Financial Inclusion -0.012138 -1.284992 0.519890 0.0775 

Inflation Rate -0.010214 -0.014604 0.000002 0.0004 

Trade Openness -0.029215 -0.025603 0.000004 0.0686 

Unemployment Rate -0.047768 -0.031333 0.000272 0.3191 

Financial Literacy -0.108773 -0.098290 0.000109 0.3163 

Human Development Index 4.527208 3.479288 4.744950 0.6305 

Institutional Quality 0.509571 0.651680 0.003764 0.0205 

                 Period random effects test equation:  

Variable Coefficient Std. Error t-Statistic Prob. 

C 6.017613 1.865106 3.226418 0.0014 

Financial Inclusion -0.012138 1.556646 -0.007798 0.9938 

Inflation Rate -0.010214 0.006279 -1.626550 0.1047 

Trade Openness -0.029215 0.011673 -2.502828 0.0127 

Unemployment Rate -0.047768 0.046089 -1.036425 0.3007 

Financial Literacy -0.108773 0.039368 -2.762947 0.0060 

Human Development Index 4.527208 4.576109 0.989314 0.3232 

Institutional Quality 0.509571 0.488778 1.042540 0.2978 

     
 Effects Specification   

                Period fixed (dummy variables)  

R-squared 0.164500 Mean dependent var 2.224204 

Adjusted R-squared 0.103695 S.D. dependent var 4.012390 

S.E. of regression 3.798665 Akaike info criterion 5.574768 

Sum squared resid 5353.477 Schwarz criterion 5.854695 

Log likelihood -1084.166 Hannan-Quinn criter. 5.685634 

F-statistic 2.705379 Durbin-Watson stat 1.287353 

Prob(F-statistic) 0.000016    
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Multicollinearity Check 

The results of the multicollinearity test presented in Table 6 provide important diagnostic 

information regarding the stability and interpretability of the regression coefficients in the model. 

Specifically, the centered Variance Inflation Factors (VIFs) are used to assess whether any 

independent variables are excessively correlated with one another, which could potentially 

distort standard errors and compromise coefficient significance. 

Encouragingly, all centered VIF values fall well below the commonly accepted critical 

threshold of 10 (Gujarati & Porter, 2009). The highest VIF is recorded for Human Development 

Index (VIF = 3.40) and Unemployment Rate (VIF = 1.92), both of which still lie within acceptable 

bounds. This suggests that multicollinearity is not a serious issue in the model and that the 

variables are sufficiently independent to yield meaningful regression estimates. Moreover, key 

policy variables such as Financial Inclusion (VIF = 1.91) and Institutional Quality (VIF = 1.42) 

also display low multicollinearity, enhancing the reliability of their estimated effects on economic 

growth. Therefore, these findings support the model’s specification and confirm that the 

observed standard errors and significance levels are not being distorted by redundant 

explanatory power among regressors. 

 

Table 6: Multicollinearity Test Results 

 Coefficient Uncentered Centered 

Variable Variance VIF VIF 

Financial Inclusion 2.430267 8.655303 1.907820 

Financial Literacy Index 0.001574 51.69797 1.359330 

Poverty 0.000179 8.731898 1.169047 

Human Development Index 21.28291 142.9393 3.404488 

Inflation Rate 3.96E-05 1.181943 1.066305 

Institutional Quality 0.239547 3.705179 1.416334 

Trade Openness 0.000148 13.81836 1.290426 

Unemployment Rate 0.002132 3.809146 1.920404 

C 4.183043 115.3585 NA 

 

Regression Analysis  

The Interplay of Financial Literacy and Poverty in Shaping Economic Growth and 

Financial Inclusion in SSA 

The empirical findings from the regression analysis reveal notable contrasts in how 

financial literacy and poverty affect economic growth and financial inclusion in Sub-Saharan 

Africa (SSA). Notably, the coefficient for financial literacy on economic growth is negative and 

statistically insignificant (-0.043), suggesting a weak or negligible direct impact. This contradicts 

several theoretical expectations and empirical evidence that highlight the role of financial 
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literacy in enhancing productivity and economic outcomes (Refera et al., 2016; Azimi, 2022). 

The apparent disconnect could be attributed to systemic structural issues in SSA, such as poor 

institutional frameworks or educational delivery inefficiencies, which impede the translation of 

financial knowledge into broader economic gains (Marginson, 2019). 

In contrast, the effect of financial literacy on financial inclusion, while not directly 

estimated in your results table, is heavily emphasized in the literature. For instance, Grohmann 

& Menkhoff (2021) and Didenko et al. (2023) find strong links between improved financial 

knowledge and increased access to financial services, particularly when supported by enabling 

financial infrastructure. Moreover, poverty shows a statistically significant and negative 

relationship with financial inclusion (-0.0011**), aligning with the prevailing consensus that 

poverty constrains participation in financial markets. This supports findings by Iftikhar et al. 

(2024) and Bongomin et al. (2018), who argue that financial exclusion is often symptomatic of 

deeper socioeconomic deprivation. Notably, this underscores the importance of targeted 

inclusion policies—such as mobile banking and microfinance—particularly for underserved 

communities. 

Interestingly, lagged financial inclusion (L1.depvar = 0.974*) is strongly significant, 

indicating high persistence over time. This confirms findings by Alnabulsi & Salameh (2021), 

who document the cumulative nature of financial access, often contingent upon initial exposure 

or prior engagement with formal finance. Contrasting this with economic growth, its own lagged 

value (L1.depvar = 0.256) is insignificant, suggesting that growth trajectories in SSA are more 

volatile and less path-dependent. This finding raises important questions about the sustainability 

of current growth patterns and resonates with critiques from Van et al. (2021), who note that 

while financial inclusion spurs economic growth globally, the effect is uneven across lower-

income regions. 

Control variables such as inflation, unemployment, and trade openness show minimal 

influence in this model, hinting at either multicollinearity or deeper structural rigidities. However, 

the slight significance of unemployment on financial inclusion (-0.0005**) suggests that labor 

market dynamics may still play a subtle yet important role, as supported by Obayori (2020). In 

sum, the findings suggest that poverty is a more immediate barrier to financial inclusion, 

whereas financial literacy alone may be insufficient to spur growth without institutional support 

and real financial access. This echoes the layered framework suggested by Hussain et al. 

(2021), who emphasized governance and social capital as amplifiers of financial literacy’s 

effects. 
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Table 7: The Interplay of Financial Literacy and Poverty in Shaping  

Economic Growth and Financial Inclusion in SSA 

 (1) Economic Growth (2) Financial Inclusion 

L1.depvar 0.256 0.974*** 

 (1.40) (11.83) 

Financial Literacy -0.043  

 (-0.29)  

Poverty  -0.0011** 

  (-1.37) 

Inflation Rate -0.002 0.00003 

 (-0.07) (0.34) 

Unemployment Rate -0.168 -0.0005** 

 (-0.61) (-0.45) 

Trade Openness -0.018 -0.0002 

 (-0.21) (-0.59) 

Institutional Quality 4.451 0.0061 

 (0.42) (0.23) 

Human Development Index -0.098 0.0363 

 (0.00) (0.32) 

_cons 7.895 0.0591 

 (0.86) (0.88) 

AR(2) 0.494 0.923 

Hansen J 0.999 1.000 

Sargan 0.000 0.000 

N 380 380 

  

Joint effect of financial literacy and poverty on economic growth, mediated through 

financial inclusion 

The updated results from the Dynamic Panel-Data Estimation using the Two-Step 

System Generalized Method of Moments (GMM) provide a nuanced view of the joint effect of 

financial literacy and poverty on economic growth, mediated through financial inclusion across 

Sub-Saharan African countries. The findings from three models in the GMM output matrix 

present an insightful exploration of the interactions between financial literacy, poverty, financial 

inclusion, and economic growth. 

In the first model, which directly examines the relationship between economic growth 

and the other variables, we see that lagged economic growth (L1.depvar) has a significant 

positive effect (0.256), indicating that past economic performance plays a substantial role in 

current growth trends. However, financial literacy exhibits an insignificant negative effect on 

economic growth (-0.043), which suggests that, at least in the context of SSA, financial literacy 

alone may not have the expected direct impact on growth. This contrasts with other studies that 

argue for a more substantial connection between financial literacy and economic performance, 

such as the work by Azimi (2022), who found a positive relationship between these two factors 
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globally. The insignificance of financial literacy could point to the lack of enabling institutional 

environments or systemic barriers that prevent the translation of financial knowledge into growth 

outcomes in SSA. On the other hand, poverty has a negative and significant relationship with 

financial inclusion (-0.0011), confirming the hypothesis that higher poverty levels constrain 

access to financial services. This result is consistent with other studies like those by Iriobe et al. 

(2017), which argue that poverty limits financial inclusion due to financial constraints, 

exclusionary policies, or lack of access to financial infrastructure. 

The second model examines financial inclusion, where lagged financial inclusion 

(L1.depvar) is statistically significant (0.974***), strongly suggesting that past financial inclusion 

has a major effect on the present state of inclusion. This highlights the persistence of financial 

access and the long-term nature of financial engagement in SSA. However, financial literacy has a 

negative and statistically significant impact on financial inclusion (-0.795**), which is an interesting 

finding. It implies that while financial literacy theoretically enables greater financial engagement, in 

practice, it may not automatically result in increased financial inclusion. This could be because 

financial knowledge is often insufficient without corresponding improvements in infrastructure, 

digital access, or financial products tailored to the needs of the poor. This finding is at odds with 

studies such as Didenko et al. (2023), which indicate that financial literacy is a positive driver of 

financial inclusion, and suggests that additional barriers (such as cost or lack of trust in formal 

financial institutions) could hinder the effectiveness of financial literacy in SSA. Poverty shows a 

positive relationship with financial inclusion (0.067**), which may seem counterintuitive given the 

existing literature that typically associates poverty with financial exclusion. However, it could reflect 

a complex dynamic where poverty in certain cases may drive individuals toward informal financial 

networks or non-bank financial services that are often excluded from formal measures of financial 

inclusion. This aligns with Bongomin et al. (2018), who suggest that the demand for financial 

services might push low-income populations to seek alternative channels like microfinance or 

mobile banking, which are often more accessible to the poor. 

In the third model, where financial inclusion is considered as a mediator, the results 

show that financial inclusion (31.365) has a large, positive coefficient, though it is not statistically 

significant. This suggests that, while financial inclusion theoretically enhances economic growth, 

the direct effects in the SSA context may not be fully captured in this model. This is consistent 

with findings from Van et al. (2021), who suggest that the effects of financial inclusion on growth 

in SSA may be contingent upon the availability of complementary factors such as infrastructure, 

institutional quality, and education. Moreover, the inclusion of unemployment, trade openness, 

and institutional quality in this extended model still shows relatively weak effects on growth, 

aligning with other research (e.g., Obayori, 2020) that indicates economic growth in SSA is 
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driven by a complex mix of factors, but institutional and human capital barriers persist as 

substantial challenges to unlocking growth. 

The findings in this study resonate with and contrast some existing literature. For 

instance, while the positive effect of financial inclusion on economic growth has been widely 

documented (Azimi, 2022), this study emphasizes the need for a deeper exploration of the 

enabling factors like infrastructure, digital financial services, and institutional quality. Studies by 

Saeed et al. (2024) and Grohmann & Menkhoff (2021) highlight that while financial literacy is 

essential, it may not translate into financial inclusion unless paired with proper policies and 

accessible financial infrastructure. Furthermore, the nuanced role of poverty in these models 

diverges from the dominant view that poverty acts solely as a barrier to financial inclusion. In 

this case, it might also reflect a dual nature of financial behaviors in SSA: while poverty 

exacerbates exclusion from formal financial systems, it may also push populations to engage 

with informal financial systems or innovative fintech solutions (Bongomin et al., 2021). In 

conclusion, while the regression results show a complex interplay between financial literacy, 

poverty, financial inclusion, and economic growth, they suggest that financial literacy alone may 

not drive significant economic growth in SSA. Instead, the role of poverty in mediating financial 

inclusion and the broader economic context must be taken into account. These findings call for 

more holistic and context-specific policy interventions, addressing not only financial literacy but 

also institutional and infrastructural challenges to financial inclusion, which are crucial for 

stimulating sustained economic growth in SSA. 

 

Table 8: Dynamic Panel-Data Estimation – Two-Step System GMM on the Joint effect of 

financial literacy and poverty on economic growth, mediated through financial inclusion 

 (1) Economic 

Growth 

(2) Financial 

Inclusion 

(3) Economic Growth 

(extended) 

L1.depvar 0.256 0.974*** 0.016 

 (1.40) (11.83) (0.06) 

Financial Literacy -0.043  -0.795** 

 (-0.29)  (-0.84) 

Poverty  -0.0011** 0.067** 

  (-1.37) (0.45) 

Financial Inclusion   31.365 

   (0.90) 

Inflation Rate -0.002 0.00003 -0.0219 

 (-0.07) (0.34) (-0.96) 

Unemployment Rate -0.168 -0.0005** -0.488 

 (-0.61) (-0.45) (-1.10) 

Trade Openness -0.018 -0.0002 0.062 

 (-0.21) (-0.59) (0.48) 

Institutional Quality 4.451 0.0061 1.993 
Table 8… 
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 (0.42) (0.23) (0.24) 

Human Development Index -0.098 0.0363 11.328 

 (0.00) (0.32) (0.49) 

_cons 7.895 0.0591 11.597 

 (0.86) (0.88) (0.44) 

AR(2) 0.494 0.923 — 

Hansen J 0.999 1.000 — 

Sargan 0.000 0.000 — 

N 380 380 380 

  

CONCLUSION, RECOMMENDATIONS AND IMPLICATIONS 

The findings of this study present a nuanced understanding of the dynamic relationships 

between financial literacy, poverty, financial inclusion, and economic growth across Sub-

Saharan African (SSA) countries. Drawing from rigorous empirical analysis through the System 

GMM estimation method, it is evident that while financial literacy is often celebrated as a driver 

of growth, its direct impact on economic expansion in SSA is not only statistically insignificant 

but, in some instances, negatively signed. This paradox may stem from structural issues such 

as weak financial ecosystems, institutional inefficiencies, and the limited translation of 

knowledge into practice among low-income populations. 

In contrast, poverty emerged as a critical variable that negatively influences financial 

inclusion, confirming the cyclical trap where the poor remain excluded from formal financial 

systems. Moreover, financial inclusion—though theoretically positioned as a mediator—showed 

a strong but statistically insignificant effect on economic growth, signaling that the mere 

expansion of financial services is insufficient without addressing deeper socio-economic 

barriers. These findings collectively highlight that the development puzzle in SSA cannot be 

solved through isolated interventions; rather, a systemic, integrative approach is necessary. 

In light of these findings, it is recommended that governments and development 

agencies in SSA shift their focus from financial literacy in isolation toward a more 

comprehensive framework that embeds education within a functional and inclusive financial 

system. Financial literacy programs should be localized, context-specific, and linked to practical 

tools such as mobile banking, microcredit access, and digital savings platforms. This ensures 

that knowledge is not just theoretical but action-oriented. Moreover, initiatives must 

simultaneously tackle poverty by addressing income insecurity, infrastructure deficits, and 

limited access to technology, all of which hinder full financial participation. 

Furthermore, policies should aim to strengthen institutional quality and governance, as 

these form the backbone of trust in financial systems. Regulatory frameworks must support 

innovation in financial technology (fintech), particularly those designed for marginalized 
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populations, including women, rural dwellers, and youth. Social protection schemes and 

conditional cash transfers can also be used to promote both inclusion and economic resilience, 

creating a more enabling environment for the productive use of financial services. 

In conclusion, this study contributes to the growing literature on financial development 

and economic performance in developing economies by offering empirical evidence from SSA. 

While the anticipated positive roles of financial literacy and inclusion are conceptually sound, the 

results underscore that without institutional support, infrastructural access, and poverty-

alleviating mechanisms, these tools remain underutilized. Ultimately, achieving sustained 

economic growth in SSA will depend on crafting multidimensional strategies that marry financial 

education with social equity, regulatory reform, and inclusive innovation. 

 

SCOPE FOR FUTURE STUDIES  

The implications for academic research are equally significant. First, the study reveals 

the limitations of assuming linear, universally positive relationships between financial literacy 

and growth. Future research should delve deeper into the mediating and moderating effects of 

institutional and structural variables, potentially using mixed methods to capture the qualitative 

dimensions of financial behavior. Additionally, there is a need to explore sectoral-specific 

impacts of financial inclusion—such as in agriculture, SMEs, or informal labor markets—to 

better understand how financial access translates into productivity. Future research should also 

consider adopting more granular, household-level datasets to capture the individual behavioral 

dynamics of financial decision-making, which are often obscured in macroeconomic models. 

Longitudinal studies that explore the delayed effects of financial literacy on economic outcomes 

would also provide valuable insights into the temporal nature of these relationships. Moreover, 

incorporating qualitative approaches—such as field surveys or case studies—could uncover 

contextual factors that shape the effectiveness of financial inclusion strategies. Lastly, there is 

room for comparative studies between ECOWAS and other regional blocs, which could help 

identify institutional best practices and scalable models for inclusive financial development. 
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