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Abstract: This study investigated the effect of financial literacy on the improvement 
of financial inclusion in Nigeria (study of selected small and medium enterprises in 
Abakaliki metropolis. The specific objectives were: examine the effect of financial 
knowledge on financial inclusion in small and medium enterprises in Abakaliki 
metropolis; to investigate the effect of financial experience on financial inclusion in 
small and medium enterprises in Abakaliki metropolis; and to find out the effect of 
financial skill on financial inclusion in small and medium enterprises in Abakaliki 
metropolis. The ordinary least squares (OLS) technique was employed to estimate 
the parameters. The findings indicate that Southeast Nigeria: there is significant 
effect of financial knowledge on the improvement of financial inclusion in Small 
and medium enterprises in Southeast Nigeria; financial experience has significant 
positive effect on the improvement of financial inclusion in Small and medium 
enterprises in Abakaliki metropoli; and financial skills have significant positive 
effect on the improvement of financial inclusion in Small and medium enterprises 
in. Based on the outcome of the various tests carried out and the hypothesis 
evaluated, the study makes the following recommendations: Banks should develop 
a mechanism (expansion of financial education facilities) to educate to expand the 
financial knowledge of their SME customers; Banks in Southeast should conduct 
account opening programme specifically for small and medium holder business to 
expand their experience of financial products and improve their financial inclusion; 
and there is need for banks to develop synergy that will produce in-bank or in-
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business skill training for small holder businesses on financial account reporting 
and budgeting.

Keywords: Financial Inclusion, Financial Skill, Financial Knowledge, Financial 
Experience

INTRODUCTION

Background of the Study

Financial inclusivity has deeply permeated policy and academic space, 
lending credence to its role in financial development and overall economic 
growth and development. The emphasis on financial inclusion is hinged on 
data and empirical studies which evidence that a large number of people 
are excluded from the financial space. As submitted by Klapperand and 
Lusardi (2020) it is obvious that there are certain groups which do not have 
(full) access to financial services, and these groups tend to have less financial 
literacy. According to Grohmann and Menkhoff (2020) financial exclusion 
refers to groups with low socio-economic status who have problems to 
properly manage their financial affairs. This may mean that people do 
not save for retirement or do not have access to loans at traditional banks. 
In developing economies, financial inclusion is often even more basic by 
aiming to improve access to formal financial services for large parts of the 
population. Here, the simplest empirical measure of financial inclusion is 
whether a person owns any kind of a formal financial account. Knowing 
the determinants of financial inclusion is a necessary condition to formulate 
policy. 

On the relationship between financial literacy and financial inclusion, 
some micro studies such as Klapper and Lusardi (2020) show descriptive 
evidence that there is a link between financial literacy and financial 
inclusion. Using the Global S&P Financial Literacy Survey they show 
that non-account owners have lower financial literacy levels than account 
owners. However, this describes a relationship and does not say much about 
potential causality. A link between financial literacy and financial inclusion 
has mostly been studied in individual micro settings. These studies mostly 
conduct randomized controlled trials (RCTs). Thistype of studieshave the 
advantage that causality is clear and that the effect of financial education 



The Effect of Financial Literacy on the Improvement of Financial Inclusion in Nigeria  | 3

on financial behavior can be established without bias. Financial literacy has 
been suggested to largely drive financial inclusivity. 

Financial Literacy is viewed as a critical element for encouraging 
financial inclusion, consumer protection and ultimately, financial solidness 
and capability especially among young people (CBN, 2015), Cohen and 
Nelson, 2011; Johnson and Sherraden 2009).Financial literacy has many 
objectives differ depending on perspective, but in each case can contribute 
to better financial decisions, and in the end improve welfare (Kaiser & 
Menkhoff, 2017). Majorly, the role of financial literacy is to enable and ease 
access to formal financial services. If individuals use formal financial services, 
they are regarded as being financially included. Despite this role however, 
many people especially in the developing economies (Nigeria inclusive) who 
do not have access to even the most basic of financial services. Demirgüç-
Kunt (2018) estimates that world-wide there are almost two billion people 
who do not have access to any financial accounts, and thus are financially 
excluded at this most basic level 

On how financial literacy is measured, Dewi,Febrian, Effendi, Anwar, 
and Nidar (2020) has provided empirical support. They measured financial 
literacy to include financial knowledge, financial experience, and financial 
skills. According to them, financial knowledge refers to people’s levels of 
understanding of various components of financial markets and products, 
such as numeracy, assets, debts, savings and investments, value of money, 
inflation, compounding interest, and risk diversification. Financial 
experience is the actual reality of owning a financial product or sharing 
experiences of financial product ownership with others. Hogarth and Hilgert 
(2002) revealed that financial knowledge is worthless if it is not applied 
(experience), and that financially literate people had experience to bridge 
between knowledge and skills. Financial skills according to Priyadharshini 
(2017) relate to an individual’s ability to make financial decisions based on 
information to minimize the possibility of becoming entangled in financial 
problems.

Statement of the Problem

While there are few studies on financial literacy and business performance 
for example Olubanjo and Olayinka (2019); to the knowledge of this study, 
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there are no studies on the effect of financial literacy on financial inclusion 
of small and medium enterprises in Abakaliki metropolis. 

The problem of financial exclusion in Nigeria is diverse ranging from 
issues that are purely structural in nature to inability to execute technical 
competence relating to finance. Inadequate financial knowledge, experience 
and poor financial skills have been identified as limiting factorsto financial 
inclusivity in Nigeria especially in small and medium enterprises. Since 
the recent mandatory introduction of monetary policies in Nigeria aimed 
at boosting financial inclusion (CBN 2011), it has become imperative to 
study how financial literacy and inclusion boost entrepreneurial growth 
considering firm size and location in Nigeria. 

Evidence shows that many of the financially excluded lack knowledge 
about basic financial terms and features of available financial products in 
developing countries (Berg and Zia, 2017). Despite the efforts towards 
ensuring the Nigerian economy is deepened by way of financial education, 
small businesses in the country are still faced with several financial problems 
(Njoroge, 2013). As a result, this study examined the influence of financial 
literacy and financial inclusion in selected small and medium enterprises in 
Abakaliki metropolis Nigeria. 

Previous studies have considered various issues regarding financial 
literacy and financial inclusion. For instance, Iriobe and Iriobe (2017) 
researched on financial literacy and financial inclusion for entrepreneurship 
development in Nigeria, OECD (2006) and Fox, Bartholomae and Lee 
(2005) discussed their importance in economic development; Kerr 
and Nanda (2009) reviewed literature on the financial constraints and 
entrepreneurship; while Johnson andSherraden (2009) highlights the need 
to move from financial literacy to access to finance. Few have considered the 
effect of financial literacy on the financial inclusivity of small and medium 
enterprises in an economy where access to finance for small businesses is still 
a major challenge.This study hopes to provide answer to the question, ‘what 
effect does financial literacy have in improving financial inclusion in SMEs 
in Abakaliki metropolis Nigeria? 

Again, Studies, including Inoue and Hamori (2016), Intermedia (2016), 
and EFInA (2017), have identified lack of financial services knowledge, 
awareness, experience and skills among others, as key inhibitors to formal 
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financial services access. Particularly, lack of knowledge about mobile 
money (an innovative and cost-effective channel of accessing financial 
service digitally via mobile phones) was reported as the main reason for low 
utility among most small businesses. Thus, interventions such as financial 
literacy and awareness programmes are therefore likely to improve access to 
financial services.

Objectives of the Study

The broad objective of this study is to investigate the effect of financial 
literacy on the financial inclusion in Nigeria; study of small and medium 
enterprises in Abakaliki metropolis, Ebonyi State. The specific objectives 
are:

1.	 To examine the effect of financial knowledge on financial inclusion 
in small and medium enterprises in Abakaliki metropolis

2.	 To investigate the effect of financial experience on financial inclusion 
in small and medium enterprises in Abakaliki metropolis

3.	 To find out the effect of financial skill on financial inclusion in 
small and medium enterprises in Abakaliki metropolis.

Research Questions

The study will answer the following questions:
1.	 What effect did financial knowledge have on financial inclusion in 

small and medium enterprises in Abakaliki metropolis?
2.	 To what extent did financial experience affect financial inclusion in 

small and medium enterprises in Abakaliki metropolis? 
3.	 To what extent did financial skill affect financial inclusion in small 

and medium enterprises in Abakaliki metropolis?

Research Hypotheses

The following hypotheses are formulated in null norm as tentative answers 
to the research question:

HO1:	 Financial knowledge has no significant effect on financial inclusion 
of small and medium enterprises in Abakaliki metropolis
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HO2:	 Financial experience has no significant effect on financial inclusion 
of small and medium enterprises in Abakaliki metropolis

HO3:	 Financial skill has no significant effect on financial inclusion of 
small and medium enterprises in Abakaliki metropolis.

Scope of the Study

The study has both geographical and sectoral scope. It is focused on 
Abakaliki metropolis, particularly on the business and financial sector of the 
economy. The choice of the time geographical scope is based on the peculiar 
nature of businesses in the location which are bedeviled by low financial 
literacy which makes access to business finance difficult. The choice of the 
SMEs studied is informed by the need to further deepen research towards 
enhancing business development in Ebonyi State as the state economy has 
been placed in the path of economic growth.

Significance of the Study

Studies which focus on financial inclusion are strongly advised. The number 
of unbanked small and medium enterprises (financially excluded) remain 
high and the extension of financial literacy programmes will boost policy 
efforts towards reducing the trend. This study is therefore significant both 
for the government and the monetary authorities as well as industry players 
in the financial and small business sectors.

Limitations of the Study

The study focused only on the small and medium enterprise only in 
Abakaliki metropolis, Ebonyi state and is not therefore studying the entire 
Nigerian economy. However, the limitation of this scope has no potency 
to reduce reliability of the study as the researcher made effort to employ 
strategies to make reliable output from the research.

REVIEW OF RELATED LITERATURE

Conceptual Review

Financial literacy

Financial literacy has been variously defined. Ramakrisman (2011) defined 
financial literacy as the capacity to have familiarity with and understanding 
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of financial market products, especially rewards and risks in order to make 
informed choices. It refers to the ability to make informed judgments and to 
take effective decisions regarding the use and management of money.Rieger 
(2020) defined financial literacy as a person’s competency for managing 
money. In the same vein according to Remund (2010), financial literacy is the 
combination of awareness, knowledge, skill, attitude and behaviour necessary 
to make sound financial decisions and ultimately achieve individual financial 
well-being. Hence, financial literacy becomes a necessary precondition for 
reasonable financial decision making and progress.

Financial Knowledge 

Financial knowledge is a form of literacy in financial matters. Huston (2010); 
Hilgert et al. (2003) defined financial literacy as financial knowledge, with 
this also seen as the basis of appropriate financial decision-making (Lusardi, 
2012b). Previous studies have shown that financial knowledge affects both 
financial behavior (Babiarz and Robb, 2014; Woodyard et al., 2017), 
financial goal (Priyadharshini,2017) and financial decisions (Asaad, 2015; 
Parker et al., 2012). To measure the level of financial knowledge, subjective 
financial knowledge or perceived knowledge and objective financial 
knowledge have been used. 

Subjective financial knowledge is how people perceive themselves in 
terms of what they know and how they would assess their level of financial 
knowledge (Allgood and Walstad, 2013; Babiarz and Robb, 2014; Khan et 
al., 2017; Mishra and Kumar, 2011). Objective financial knowledge is what 
is actually stored in memory and is measured by assessing people’s levels of 
understanding of various components of financial markets and products, 
such as numeracy, assets, debts, savings and investments, value of money, 
inflation, compounding interest, and risk diversification (Lusardi et al., 
2010; Lusardi and Mitchell, 2014). 

Previous studies have revealed that subjective financial knowledge has 
a positive relationship with financial well-being (Riitsalu and Murakas, 
2019; Woodyard, 2013); financial behavior (Allgood and Walstad, 2013; 
Deenanath et al., 2019; Hilgert et al., 2003; Robb and Woodyard, 2011; 
Sivaramakrishnan et al., 2017; Seay and Robb, 2013; Tang and Baker, 
2016; Xiao et al., 2014); and financial decisions (Khan et al., 2017). Even 
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though previous studies have indicated that both objective and subjective 
financial knowledge are important to financial behavior to which they 
contribute different roles, several studies have revealed that subjective 
financial knowledge is more adequate for explaining financial decisions 
and behaviors than objective financial knowledge (Robb and Woodyard, 
2011). Based on the previous research, in the current research, the measure 
of financial knowledge used is subjective financial knowledge. 

Financial Experience

The experience of owning a financial product or sharing experiences of 
financial product ownership with others is another factor in addition to 
financial education that improves financial literacy. Frijns et al. (2014) 
found a positive and significant causal effect of financial experience on 
financial literacy. Someone with good financial experience also has good 
financial knowledge. Even so, the existing literature is unable to determine 
the causal effect of financial experience on financial literacy or vice versa 
due to methodological issues. Hogarth and Hilgert (2002) revealed that 
knowledge is worthless without applied experience, and that financially 
literate people had experience to bridge between knowledge and skills. 
Moore (2003) found a relationship between financial knowledge, financial 
experience, and financial behavior. Financial experience and behaviors affect 
a person’s level of financial knowledge and their gains in competency. 

Financial Skills

Hung et al. (2009) suggested in their conceptual model of financial literacy 
that financial behavior depends on three variables: actual knowledge, 
perceived knowledge, and financial skills. Furthermore, Khan et al. (2017); 
Lusardi and Mitchell (2013); and Xiao et al. (2014) revealed that financial 
skills, financial knowledge, and financial attitude affect financial behavior. 
Atkinson and Messy (2012) strengthened the results of previous studies, 
extending this model by adding financial well-being which is affected by 
knowledge, skills, and attitude through to financial behavior. Priyadharshini 
(2017) stated that financial skills relate to an individual’s ability to make 
decisions based on information to minimize the possibility of becoming 
entangled in financial problems. 
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Lusardi and Mitchell (2011) observed that people lack the basic 
financial skills needed to create and manage budgets, understand credit, 
understand investment instruments, or utilize the existing banking system, 
with many ultimately becoming trapped in financial problems. This was 
one of the causes of the GFC which occurred under conditions where 
people were not financially literate. Improving the ability of individuals to 
manage finances can be done by improving their basic financial skills, such 
as preparing budgets and gathering information (Elbogen et al., 2011). 
Cramer et al. (2004) promoted a measurement tool for assessing financial 
skills using the Measure of Awareness of Financial Skills (MAFS). Remund 
(2010) suggested that the four most common operational definitions of 
financial literacy are budgeting, saving, borrowing, and investing, all of 
which emphasize the importance of the ability to use knowledge and skills 
to manage money. This definition strengthened the Jump-start Coalition 
for Personal Financial Literacy that defines financial literacy as the ability 
to use knowledge and skills to effectively manage financial resources for a 
lifetime of financial well-being. 

Financial Inclusion

Yaroslava, Grigolia, and Keshelava (2018) broadly defined financial 
inclusion as the access of households and firms (in particular low income 
and SMEs) to financial services. Hence, financial inclusion has become 
one of the most important issues in modern development discourse. While 
cross-country studies can offer a better view of the general patterns that are 
common across countries, each developing country has its unique set of 
problems related to the financial inclusion of vulnerable households and 
small/medium size businesses. In this respect Abakaliki Nigeria offers an 
interesting case study.

Financial Literacy, Financial inclusion and SMEs 

Different studies on financial inclusion, in particular cross-country studies, 
tend to use a wide variety of indicators to measure financial inclusion. 
Mostly the choice of indicators suitable for cross-country analysis depends 
on data availability. The set of indicators typically used in the financial 
access literature can be grouped into the following categories: Access 



10 | Linus Egwu Ele

indicators (the number of ATMs, bank branches per 1,000 adults etc.); 
Outreach indicators (such as geographical and demographic penetration of 
financial services); Usage indicators (number of debit and credit accounts, 
the volume of deposits and lending to SMEs and households, etc.); Quality 
indicators (disclosure requirement, dispute resolution, cost of usage). 

Empirical Review

Morshadu (2021) investigated the impacts of financial knowledge on 
financial access through banking, microfinance, and fintech access using 
the Bangladesh rural population data. The author employed econometrics 
regression to examine whether financial literacy significantly affects 
removing the barriers that prevent people from participating and using 
financial services to improve their lives. The empirical findings showed that 
knowledge regarding various financial services factors had significant effect 
on getting financial access. Some variables such as knowledge regarding 
depositing and withdrawing money, and knowledge regarding interest rate 
highly affected the overall access to finance. The study’s results provide 
valuable recommendations for the policymaker to improve financial 
inclusion in the developing country context. 

Ashenafi and Mutsonziwa (2021) investigated the link between financial 
literacy and inclusion using data from a demand side financial inclusion 
survey conducted in Kenya and Tanzania in 2016 covering a total of 6029 
individuals. Results from our instrumental variable regression analysis 
confirmed that financial literacy is a strong driver of financial inclusion. This 
implies that efforts to promote financial inclusion need to be accompanied 
with financial literacy campaigns in both countries.

Olubanjo and Olayinka (2019) used survey data of over 22 000 
respondents in Nigeria, to provide evidence for the impact of two key 
drivers of financial inclusion: financial literacy and income levels. The 
study shows that financial literacy significantly determines savings patterns 
with formal and informal financial institutions; however, income only 
drives the frequency of informal savings. The results also highlight the 
demographic groups suitable for financial literacy and other interventions 
aimed at improving financial access. The findings will support the market 
segmentation capabilities of financial services providers and also guide 
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regulators in formulating policies that will improve and deepen financial 
access. 

Fan and Zhang (2017) studied both theoretically and empirically the 
relationship between financial inclusion and the formation of entrepreneurs. 
The model used proposes that the advancement of financial inclusion can 
mitigate credit constraints on entrepreneurial activities by diminishing data 
asymmetry in financial transactions, and in addition this impact is more 
prominent in industries with lower barriers to entry. Utilizing information 
from 31 regions and 19 enterprises in China amid the period 2005–2014, 
the effect of financial inclusion on the formation of entrepreneurs was 
measured. The results affirm the constructive outcome of financial inclusion 
development on the formation of entrepreneurs and show that this impact 
is heterogeneous across industries. The advancement in financial inclusion 
is regularly advantageous to the formations of entrepreneurs in sectors with 
lower entry barriers. However, the lack of formal training on financial issues 
is responsible for the lack of financial literacy of entrepreneurs, and this 
invariably leads to financial inclusion. 

Abubakar, (2015) studied financial literacy’s effects on household 
behaviour in respect to financial decision making, as well as the gender gap in 
financial literacy. The outcomes show that the challenges in access to finance, 
access to market, policy support and business culture are the fundamental 
issues and are imperative for business enterprise advancement in Africa 
which has an effect for budgetary proficiency on the mainland especially 
on miniaturized scale, little and medium ventures. Other imperative issues 
include hostile investment climate, nonappearance of enterprise preparing 
programs, improper investment business environment, gender gap and lack 
of value chain in the entrepreneurship ecosystem.

Theoretical Framework

The theoretical framework adopted for the study is the diffusion theory

Diffusion of Innovation Theory 

The theoretical foundation for this study was anchored on the Theory of 
Diffusion of innovations theory. The theory was postulated by Everett Rogers 
in 1962. The theory explains how, why, and at what rate new ideas and 
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technology spreads. According to Rodgers (1962) diffusion is the process 
by which an innovation is communicated over time among the participants 
in a social system. Furthermore, it states that the diffusion of innovation is 
a major determinant of the spread of financial technology, so that once the 
technology spreads to a greater mass of users especially in rural communities, 
it becomes constant, the process of growth becomes stimulated. Financial 
technology would ultimately mean technological innovation that seeks to 
improve, automate the delivery and use of financial services in improving 
financial inclusion in rural communities.

The theory captures the broad objective of the study which is the effect 
of financial literacy in improving financial inclusion. When the financial 
sector deepens financial literacy adoption, its service and products will also 
improve and hence its total performance in terms of its contribution to the 
aggregate economic output of the country via improvements in financial 
inclusion which means greater reach of financial services especially to the 
rural economy. Rogers (2003) further argues that diffusion determines the 
uptake of new technologies. He suggested five attributes in the Theory of 
Innovation. The first attribute, Relative advantage, indicates the extent 
of technological innovation over previous innovations. These benefits 
can be seen from the viewpoint of technical, economic, prestige, comfort 
and satisfaction. If people feel that a technological innovation provides 
high relative advantage, then they will accept the technology. The second 
attribute, compatibility is the suitability of a technological innovation with 
the user value, user experience, and user needs. 

According to Rogers (2003) the third attribute, complexity refers to the 
level of complexity of understanding and use of a technological innovation. 
The more complex and sophisticated the technology innovation, the more 
difficult it is to be embraced. Rodgers (2003) further explains that the fourth 
attribute, trial-ability is the degree to which a technological innovation 
can be tried and tested. The last attribute is observability. This attribute is 
related to the extent to which the results of technological innovations can be 
observed and communicated. Diffusion of innovation theory further argues 
that uptake of a new idea, behavior, product or innovation does not happen 
simultaneously in a social system; rather it is a process whereby some people 
take on the innovation earlier than others. There are five established new user 
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categories. These include innovators, early users’, early majority, late users’, and 
laggards. Studies have found that the early users of technology have different 
characteristics than the late users. This theory has been used to explain how 
agency banking model has penetrated within the Kenyan banking industry 

METHODOLOGY

Research Design

The survey research design employed for this study. This type of research 
design basically uses some set of self-designed structured questionnaire to 
collect data. Hence, the researcher adopted field survey as the design to 
investigate the role of financial literacy on the improvement of selected 
SMEs (a study of Southeast Nigeria).

Sources of Data

The data used for the analysis are primary data collected through the use of 
well -structured questionnaire from respondents in twenty (20) selected small 
and medium enterprises in Abakaliki metropolis with a total population of 
1050 workers. The study adopted 5 likert scale (strongly agree = 5, agree =1, 
neutral = 3, disagree = 2 and strongly disagree = 4)

Area of Study

The area of study is financial literacy ( knowledge, experience and skill)) and 
financial inclusion in selected small and medium enterprises in Nigeria. The 
location studied is Abakaliki, Nigeria.

Population of the Study

The population of this study comprises of owners, business managers and 
staff of five selected small and medium enterprises as listed in 3.2 above

Sample Procedure and Techniques

This study adopted the simple random sample techniques in trying to 
make good prediction of the population and in determining the sample 
size of the population following that it is impossible to get the opinions 
and perspectives of all the elements in the population and as well enable us 
to give every member of the population an equal chance of being selected.
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Sampling Technique

The Taro Yamani formulae was adopted to determine the sample size of the 
study.
	 n = N
	 1+N(e)2

Where n= sample size
	 N = population size
	 e =significant level (5%) =0.05
	 n = 1050
	 1+1050 (0.05)2

	 = 1050
	 1+ 1050 (0.0025)
	 = 1050
	 1+ 2.625
	 = 1050
	 = 3.625
	 N = 289.655, approximately n = 290

The population is thus summarized in the table below:

Category  No 
Owners 5
Managers 10
Line Supervisors 35
Admin staff 190
Technical staff 50
Total 290

Source:	 Field survey, 2022.

Techniques for Data Analysis

The ordinary least squares regression technique was adopted for the data 
analysis and hypotheses evaluation; as well as descriptive statistics. Tables 
and percentages were the tools employed by the researcher in analyzing the 
data, in order that this work makes good meaning to different categories of 
people that may consult it now or later. 
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Step 2: Decision Rule

Decision Rule 1: Accept the alternate hypothesis and reject the null hypothesis 
if the P-value is less than the chosen level of significance (0.05). It implies 
that the estimated variable has significant impact on the dependent variable. 

Decision Rule 2:Accept the null hypothesis and reject the alternate 
hypothesis if the P-value is greater than the chosen level of significance 
(0.05). It implies that the estimated variable has insignificant impact on 
the dependent variable.

Validity and Reliability of Data

The instrument of data collection was subjected to content validity by the 
supervisor. Some of the items that were found ambiguous were reconstructed. 
In all, a total of 290 questionnaires were used. The researcher employed the 
Cronbach statistic in determining the reliability of the study.

Instrument of Data Collection

The major instrument used for this study was structured questionnaire, 
designed to capture the required information for the study.Structured 
questionnaires which contain series of questions were formulated and 
distributed to the respondents. The questions contained in the questionnaire 
were structured and scaled in order to standardize the research instrument 
as well as remove the chances of the respondents tele-guiding the researcher. 
y at no cost.

RESULTS

The result from the various tests and data analysis on the role of financial 
literacy on the improvement of financial inclusion in selected small and 
medium enterprises in Abakaliki Metropolis. The results and data presented 
include the demographic information on the respondents on whom the 
questionnaires were administered. The information (dataset) generated were 
subjected to relevant analytical procedures following the research objectives 
earlier set. 

Demographic Characteristics of the Respondents

Table 1 presents the information sieved from of the respondents on how 
financial literacy affect improvement of financial inclusion, based on the 
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notation of gender of business owner, age, educational qualification, and 
type of business.

Table 1: Demographic information of respondents

Factor Options Count %

Gender Male 180 37.9
Female 110 62.1

Age 25-30yrs
31-40yrs
41-50yrs
51yrs – above

89
118
51
32

30.7
40.7
16.6
11.0

Education HND/OND/NCE 140 48.3
WAEC 42 14.5
B. SC/BA 82 28.3
M. SC/PhD 26 9.0

Type of SME Products/commodities 176 54.8
Service delivery 114 39.3

Researcher’s Computation 2023 (using SPSS)

In terms of age distribution of the respondents, the study confirms that 
small businesses are run majorly by young workforce. More than half the 
population of the respondents (70.14%) is relatively young. At least 30.7% 
of the respondents are between 25-30yrs while 40.7% are between the age 
of 31-40yrs. Hence, there is a clear tilt in the age of small business owners 
in Southeast so much toward young population. 

Another important factor to considering the ability of the respondents 
to provide informed and reliable information in evaluating the effect of 
financial literacy on the improvement of financial inclusion is education. 
The table 1 as above provides information on the educational level of the 
respondents pulled from the questionnaire. As indicated, the size of the 
population with the least educational qualification holds only WASSC 
(14.5%). Also, those possessing either B. SC or HND and their equivalent 
were 222 in number or (76.6%); those with post graduate degree (M. SC/ 
Ph. D) were 9%. In all, each of the respondents has evidence of formal 
education. On the type of small business operated, 176 or 54.8% trade in 
products/commodities while 114 or 39.3 are in service delivery.
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Scale Reliability test

Validity of the outcome of this study has foundation on the reliability of the 
scale. The scale adopted in the study are:
	 SD = strongly disagree
	 D = disagree
	 NI = no idea
	 A = agree
	 SA = strongly agree
	 On the scaling, positive statements were assigned numerical values (SA 

=5, A =4, U = 3, D = 2 and SD = 1).
Of the 290 questionnaires administered, all were valid for analysis. A 

reliability analysis (Cronbach’s Alpha) was conducted to ensure the validity 
and reliability of the questionnaire items. Results are presented in table below:

Table 2: Reliability and validity test using Cronbach’s Coefficient Alpha

Reliability Statistics
Cronbach's Alpha N of Items
.680 5
Scale Statistics
Mean Variance Std. Deviation N of Items
11.7483 10.853 3.29445 5
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As seen above, all values of the Cronbach’s alpha for constructs was 
considerably high (68%) indicating that the reliability and validity of all 
constructs used in this study were supported.

Effect of Financial Knowledge on Financial Inclusion in Small and 
Medium Enterprises in Abakaliki Metropolis

The first objective of the study was to examine the effect of financial 
knowledge on financial inclusion in small and medium enterprises 
in Abakaliki Metropolis. The results of the responses on the business 
performance constructs are presented and analyzed thus:

Table 3: Descriptive Statistics

N Mean Std. Deviation
Statistic Statistic Std. Error Statistic

Basic financial knowledge 290 3.5207 .10097 1.71939
Knowledge of financial products 290 3.5759 .10182 1.73388
Valid N (listwise) 290

Computation 2023 (SPSS)

The table above shows the descriptive statistics of the responses of 
the respondents regarding financial knowledge. The areas considered are 
whether they have sufficient knowledge in basic financial accounting and 
financial products and services. In all of these, the objective is to see whether 
financial knowledge can contribute to in improving access to financial 
services. The regression analysis to measure the effect of financial knowledge 
on improving financial inclusion is presented below:

Table 4: Regression result

Model R Square Adjusted R 
Square

Std. Error of 
the Estimate

Durbin-Watson

.965 .965 .32375 .573
b. Predictors: ( FK, FEX, FSK)
c. Dependent Variable: FI
Coefficients

 B Coefficients Std. Error t Sig.
(Constant) .039 .014 42.880 .003
FK .974 .011 88.172 .000
FK .977 .011 88.226 .000
 FSK .351 .015 62.044 .000

Author’s Computation 2023 (SPSS)
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The result above indicates that financial knowledge has positive effect 
on the improvement of access to financial inclusion. The t-statistic of the 
regression coefficient shows that there is a significant positive effect as shown 
by the p-value (0.000). This is less than the 5% significance level. 

Effect of Financial Experience on Financial Inclusion in Small and 
Medium Enterprises in Abakaliki Metropolis.

The second objective this study is to find out the effect of financial 
experience on the improvement of financial inclusion among small business 
holders in Abakaliki Metropolis. The constructs were on whether the 
business owns a company account with a formal bank and has enjoyed some 
form of credit facilities. The descriptive result is shown below:

Table 5: Descriptive Statistics

N Mean Std. Deviation

Std. Error

Own bank account 290 2.4862 .07444 1.26770

Has enjoyed credit facility 290 1.6000 .05919 1.00793

Valid N (listwise) 290

Author’s Computation 2023 (SPSS)

The standard error of the mean, and also the standard deviation 
statistics show that the responses on the construct of the businesses owning 
a company account with a formal bank and having enjoyed some form of 
credit facilities, give a head-on that their small holder businesses do not 
operate with a company bank account. A company bank account here 
means a formal bank account that bears the registered name of the business. 
The regression result (table 4) on the effect of financial experience (owning 
a bank account and having access to credit facilities) on improving financial 
inclusion in small holder businesses in Abakaliki Metropolisindicate a 
positive effect. The regression coefficient is also significant as indicated by 
the p-value (0.000). This is highly significant. Hence, it can be inferred 
that having a financial experience (an indicator of financial literacy) has 
the potency to improve financial inclusivity among small and medium 
businesses.
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Effect of Financial Skill on Financial Inclusion in Small and Medium 
Enterprises in Abakaliki Metropolis

Expansion in the financial skills of business managers is expected to 
greatly enhance their financial operations; (hence making them financially 
included). The third objective of the study is to evaluate the effect of financial 
skills in improving financial inclusion of small and medium enterprises in 
Abakaliki Metropolis. The table below is the descriptive statistics of the 
response regarding the constructs:

Table 6: Descriptive Statistics

N Mean Std. Deviation
Statistic Statistic Std. Error Statistic

VAR00005 290 1.6000 .06384 1.08720
VAR00006 290 2.4862 .07444 1.26770

Computation 2023 (SPSS)

The sub constructs on this objective centered on whether the business 
managers can compute financial account report of their business and 
whether the business utilizes a budget for its activities. The standard error 
of the mean for each of the sub constructs is very low (0.06384, and 
0.07444), indicating a deviation from the mean value. This means in effect 
that internet enabled web applications have no significant effect in terms 
of easing financial transactions. To evaluate the effect, the regression result 
offers necessary information. Based on the result obtained (table 4 above) 
indicates that there is a positive significant effect of financial skills on the 
improvement of financial inclusion. 

The overall significance of the regression model (the coefficient of 
determination R2 ) is 0.965 which implies that financial inclusivity is enhance 
greatly by financial literacy ( financial knowledge, financial experience and 
financial skill) to about (96.5%). Hence, financial literacy plays significant 
positive role to enhance the financial inclusion of small and medium holder 
businesses in Abakaliki Metropolis.

Test of Hypotheses

In this study, the decision making on the statistical significance of the results 
obtained for each of the hypotheses rests on the probability values and the 
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level/ direction of the coefficient. Thus, in testing the first, second, and third 
hypotheses, the P-values of the population parameter (t-statistics) was used. 

Test of Hypothesis One 

H01:	 Financial knowledge has no significant effect on financial inclusion in 
small and medium enterprises in Abakaliki Metropolis.

HA1:	 financial knowledge has significant effect on financial inclusion in 
small and medium enterprises in Abakaliki Metropolis.

Based on the regression result presented in table 4, the coefficient is 
positive and significant based on the p-value. Since 5% (0.05) level of 
significance is less than the p-value [0.000], the null hypothesis is rejected 
and the study concludes that financial knowledge has positive significant 
effect on financial inclusion in small and medium enterprises in Abakaliki 
Metropolis.

Test of Hypothesis Two 

HO2:	financial experience has no significant effect on financial inclusion in 
small and medium enterprises in Abakaliki Metropolis.

HA2:	 financial experience has significant effect on financial inclusion in 
small and medium enterprises in Abakaliki Metropolis

Based on the regression result presented in table 4, the coefficient is 
positive and significant. The parameter (financial experience) has positive 
significant coefficient. Following the decision rule, the study rejects the 
null hypothesis. The alternative hypothesis that financial experience has 
significant positive effect on financial inclusion in small and medium 
enterprises in Abakaliki Metropolis, is hereby accepted. 

Test of Hypothesis Three 

H03:	 Financial skill has no significant effect on financial inclusion in small 
and medium enterprises in Abakaliki Metropolis.

HA3:	 financial skill has significant effect on financial inclusion in small and 
medium enterprises in Abakaliki Metropolis.

Based on the regression result presented in table 4, the coefficient is 
positive with a p-value [0.000]. Following the decision rule, the study 
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accordingly rejects the null hypothesis. The alternative hypothesis is 
hereby accepted; it is concluded financial skill has significant positive 
effect on financial inclusion in small and medium enterprises in Abakaliki 
Metropolis.

SUMMARY, CONLUSION AND RECOMMENDATION

Summary of Findings 

The study examined the effect of financial literacy on financial inclusion in 
small and medium enterprises in Abakaliki Metropolis. The summary of the 
major findings is based on the results obtained from the analysis carried are 
the following: 

1.	 There is significant effect of financial knowledge on the improvement 
of financial inclusion in Small and medium enterprises in Abakaliki 
Metropolis. 

2.	 Financial experience has significant positive effect on the 
improvement of financial inclusion in Small and medium enterprises 
in Abakaliki Metropolis

3.	 Financial skills have significant positive effect on the improvement 
of financial inclusion in Small and medium enterprises in Abakaliki 
Metropolis.

Conclusion 

The study examined the effect of financial literacy on the improvement of 
financial inclusion small and medium enterprises in Abakaliki Metropolis. 
Relying on the findings from the empirical results the study concludes 
financial literacy plays a significant role on the improvement of financial 
inclusion of SMEs.

Recommendations

Based on the research findings and the conclusions drawn thereof, the 
following recommendations were made: 

1.	 Banks should develop a mechanism (expansion of financial 
education facilities) to educate to expand the financial knowledge 
of their SME customers
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2.	 Banks in Southeast should conduct account opening programme 
specifically for small and medium holder business to expand their 
experience of financial products and improve their financial inclusion.

3.	 There is need for banks to develop synergy that will produce in-
bank or in-business skill training for small holder businesses on 
financial account reporting and budgeting

References
Abubakar, H. A. (2015). Entrepreneurship development and financial literacy in Africa. 

World Journal of Entrepreneurship, Management and Sustainable Development, 
11(4), 281-294

Agarwalla, S. K., Barua, S. K., Jacob, J., & Varma, J. R. (2013). Financial literacy 
among working young in urban India. World Development, 67, 101-109. 

Ajzen, I. (1991). The theory of planned behavior. Organizational Behavior and 
Human Decision Processes, 50(2), 179-211. 

Ajzerle, S., Brimble, M., & Freudenberg, B. (2013). Is financial capability related to 
the effective use of debt in Australia? Australasian Accounting Business and Finance 
Journal, 7(3), 107-126. 

Akben-Selcuk, E. (2015). Factors influencing college students’ financial behaviors in 
Turkey: Evidence from a national survey. International Journal of Economics and 
Finance, 7(6). 

Allgood, S., & Walstad, W. (2013). Financial literacy and credit card behaviors: A 
cross sectional analysis by age. Numeracy, 6(2), 1-26. 

Asaad, C. T. (2015). Financial literacy and financial behavior: Assessing knowledge 
and confidence. Financial Services Review, 24, 101-117.

Ashenafi, F. & Mutsonziwa, K. (2021). Financial literacy as a driver of financial 
inclusion in Kenya and Tanzania. Journal of Risk and Financial Management 
14(561), 1-13

 Atkinson, A., & Messy, F. A. (2011). Assessing financial literacy in 12 countries: 
An OECD/ INFE international pilot exercise. Journal of Pension Economics & 
Finance, 10(4), 657-665. 

Atkinson, A., & Messy, F. A. (2012). Measuring financial literacy: Results of the 
OECD/ International Network on Financial Education (INFE) pilot study.

Babiarz, P., & Robb, C. A. (2014). Financial literacy and emergency saving. Journal of 
Family and Economic Issues, 35(1), 40-50. 



24 | Linus Egwu Ele

Belás, J., Nguyen, A., Smrcka, L., Kolembus, J., &Cipovová, E. (2016). Financial 
literacy of secondary school students. case study from the Czech Republic and 
Slovakia. Economics & Sociology, 9(4), 191.

Berg, G., and Zia, B. (2017). Harnessing emotional connections to improve financial 
decisions: evaluating the impact of financial education in mainstream media. 
Journal of the European Economic Association, 3(21)341-353.

Bhushan, P. (2014). Relationship between financial literacy and investment behavior 
of salaried individuals. Journal of Business Management & Social Sciences Research. 
ISSN (2319 5614), 82-87. 

Birkenmaier, J., Curley, J., & Sherraden, M. (2013). Financial education and 
capability: Research, education, policy, and practice. Oxford University Press. 
CBN, (2015). Central Bank of Nigeria National Financial Literacy Framework 
National Financial Literacy Framework

Chijwani, M. M. (2014). A study of financial literacy among working women in 
Pune. International Journal for Scientific Research & Development, 1(11), 2456-
2458. 

Cohen, M. & Nelson, C., (2011). Financial literacy: a step for clients towards financial 
inclusion. global microcredit summit. Commissioned Workshop Paper, 14–17.

Cohen, M., & Nelson, C. (2011). Financial literacy: a step for clients towards financial 
inclusion. Global Microcredit Summit, 14-17. 

Cole, S. A., Paulson, A. L., & Shastry, G. K. (2012). Smart money: The effect of 
education on financial behavior. Harvard Business School Finance Working Paper 
(09-071). 

Danes, S. M., & Hira, T. K. (1987). Money management knowledge of college 
students. Journal of Student Financial Aid, 17(1), 4-16. 

Deenanath, V., Danes, S. M., & Jang, J. (2019). Purposive and unintentional family 
financial socialization, subjective financial knowledge, and financial behavior of 
high school students. Journal of Financial Counseling and Planning, 30(1), 83-96.

Demirgüç-Kunt, A., Klapper, L. F., Singer, D., Ansar, S., & Hess, J. (2018). The 
Global Findex Database 2017: Measuring financial inclusion and the fintech 
revolution. The World Bank

Despard, M. R., & Chowa, G. A. (2014). Testing a measurement model of financial 
capability among youth in Ghana. Journal of Consumer Affairs, 48(2), 301 322. 

Dewi, V. I., Febrian, E., Effendi, N., & Anwar, M. (2020). Does financial perception 
mediate the financial literacy on financial behavior? A study of academic 
community in central Java island, Indonesia. Montenegrin Journal of Economics, 
16(2), 33–48. 



The Effect of Financial Literacy on the Improvement of Financial Inclusion in Nigeria  | 25

Enhancing Financial Innovation and Access (2017). Key Findings: EFInA  Access to 
Financial Services in Nigeria 2016 Survey. EFInA: Lagos.

Fan, Z., and Zhang, R. (2017). Financial Inclusion, Entry Barriers, and 
Entrepreneurship: Evidence from China. Sustainability, 9(2), 191-203.

Frijns, B., Gilbert, A., & Tourani-Rad, A. (2014). Learning by doing: The role of 
financial experience in financial literacy. Journal of Public Policy, 34(1), 123-154. 

Garg, N., & Singh, S. (2018). Financial literacy among youth. International Journal of 
Social Economics, 45(1), 173-186. 

Gavurova, B., Huculova, E., Kubak, M., &Cepel, M. (2017). The State of Students’ 
Financial Literacy in Selected Slovak Universities and Its Relationship with Active 
Pension Savings. Economics & Sociology, 10(3), 206-219. 

Grohmann, A. (2018). Financial literacy and financial behavior: Evidence from the 
emerging Asian middle class. Pacific-Basin Finance Journal, 48, 129-143. 

Grohmann, A., Klühs, T., & Menkhoff, L. (2020). Does Financial Literacy Improve 
Financial Inclusion? Cross Country Evidence. German Research Foundation.

Guiso, L., &Jappelli, T. (2005). Awareness and stock market participation. Review of 
Finance, 9(4), 537-567. 

Hair, J. F., Black, W. C., Babin, B. J., Anderson, R. E., & Tatham, R. L. (2014). 
Multivariate data analysis (7th edn). Edinburgh Gate, Harlow, UK: Pearson New 
International Edition.

Hastings, J., & Mitchell, O. S. (2020). How financial literacy and impatience shape 
retirement wealth and investment behaviors. Journal of Pension Economics & 
Finance, 19(1), 1- 20. 

Hilgert, M. A., Hogarth, J. M., & Beverly, S. G. (2003). Household financial 
management: The connection between knowledge and behavior. Federal Reserve 
Bulletin, 89, 309-322. 

Hogarth, J. M., &Hilgert, M. A. (2002). Financial knowledge, experience and 
learning preferences: Preliminary results from a new survey on financial literacy. 
Consumer Interest Annual, 48(1), 1-7. 

Huston, S. J. (2010). Measuring financial literacy. Journal of Consumer Affairs, 44(2), 
296-316. 

Intermedia. (2016). Wave 3 Report Financial Inclusion Insights Tracker Survey –
Nigeria. Intermedia: Washington, D.C.

Iriobe, O. C. & Iriobe, G. O. (2017). Financial literacy and financial inclusion for 
entrepreneurship development in Nigeria. West African Journal of Business and 
Management Sciences 7(1), 63-69.



26 | Linus Egwu Ele

Kaiser, T. & Menkhoff, L. (2017). Does financial education impact financial literacy 
and financial behavior, and if so, when? World Bank Economic Review, 31(3), 611-
630.

Lusardi, Annamaria, & Olivia S. Mitchell. (2014). The economic importance of 
financial literacy: Theory and evidence. Journal of Economic Literature 52: 5–44.

Morshadul, H., Thi, L. & Ariful, H. (2021). How does financial literacy impact 
on inclusive finance? Finance Innov 7(40).

Njoroge, R. M. (2013). Relationship between financial literacy and entrepreneurial 
success in Nairobi County Kenya. Unpublished MBA Project). University of 
Nairobi, Nairobi,Kenya.

Olubanjo, M. A. and Olayinka, D. (2019). The relative impact of income and financial 
literacy on financial inclusion in Nigeria. Journal of International Development J. 
Int. Dev. (2019)

Priyadharshini, S. H. (2017). From financial literacy to financial well-being: A study of 
the level of financial literacy of women teaching faculty in educational institutions 
in Coimbatoreregion. (Doctoral dissertation, Bharathiar University, Coimbatore).

Rieger, M. O. (2020). How to Measure Financial Literacy? Journal of Risk and 
FinancialManagement, 13(24), 1-14

Yaroslava, B., Grigolia, M. & Keshelava, D. (2018). Financial inclusion, financial 
literacy, and financial education in Georgia. No. 849 ADBI Working Paper Series, 
June.


