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Index
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Roadmap

• Background on financial health measurement

• The Kenya multi-dimensional financial health index
• What is it?
• How is it constructed?
• Is it any good?

• Applications
• Understanding population-level financial health trends



Who am I?

• Born in Chile
• Studied economic development 

and quantitative methods for 
the social sciences

• Spent most of professional 
career using data to support 
evidence-based policy and 
innovation

• Husband and father of 2 girls
• Work in progress 
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Why did we start measuring financial health? 

• Kenya ahead of its peers in access and 
inclusion, what about financial 
outcomes? 

• Innovative conceptual and 
measurement work coming out of US, 
Europe, were these meaningful for a 
developing country context?

• We had the data (FinAccess)!

The multi-
dimensional 
financial health 
index (MFHI)

https://www.facebook.com
https://twitter.com/


Many initiatives have since emerged to elevate financial health & well-being 
as objectives



Explicative
What accounts for 
differences in financial health 
across a population? 

Towards a financial system that produces 
financial-wellbeing: The measurement journey

Descriptive
What are the levels, trends and 
differences in financial health 
across a population? 

Struggling 
with scarcity, 
cannot 
predictably 
cover basic 
needs

Can pay the 
bills, 
but does not 
have 
emergency 
savings

Financially OK, 
but cannot 
raise sufficient 
funds to start 
dream 
business

Is thriving 
financially

Prescriptive
What products, 
experiences, interventions 
can improve financial 
health for a population or 
an individual? 

Measuring and understanding the 
specific enablers and risk factors 
to financial health

We are here

Data-driven decisions about how 
to intervene and when



Broadly, two approaches to measurement

• Scale scores
• Use of statistical techniques to develop a “scale” 

that measures a ”latent” (hidden) construct. 
• Commonly used in psychology
• Examples: CFPB 5-item and 10-item scales

• Indicator frameworks 
• Use of judgement, experience, knowledge to 

develop a set of coherent indicators
• Indicators can be aggregated to an index 
• Examples: Financial Health Network’s FinScore



Perceptions

• Some measurement 
instruments in use rely more 
heavily on perceptions

• For example, final CFPB 
financial well-being scale (10-
item version) / (also used by 
OECD/INFE in cross country 
surveys of adult financial 
literacy)



Provider data
• Some financial health 

measurement instruments 
draw on provider data (i.e. 
customer account/ 
transaction records)

• Should be viewed as 
complementary to survey-
based measures, rather than 
as substitutes

Presenter Notes
Presentation Notes
Highlight usage of transaction data to track financial healthy dynamics during COVID-19 pandemic



Determinants vs. outcomes

External factors

- Economic conditions
- Access to financial services/tools
- Social support and social capital
- Public programs and social insurance
- Social norms

Household/individual characteristics

- Income & education
- Preferences and attitudes
- Financial knowledge and skills
- Family structure/ roles Financial behaviors

- Borrowing habits
- Spending habits
- Savings habits
- Planning and budgeting 

Financial health 
outcomes



The MFHI as a conceptual 
framework of indicators

• MFHI: collection of nine indicators 
from FinAccess selected on basis of 
aligning with three “dimensions” of 
financial health

• Tried to focus on finding indicators 
more closely related to objective 
financial outcomes, not always 
possible

• Other definitions of financial health 
include a subjective element

Three 
dimensions 
of financial 
health

Smooth day to 
day finances

Resilient to 
shocks

Can pursue long 
term goals

Income covers expenses 

Plans spending

Food secure 

Can raise emergency 
funds

Can get treatment for an 
illness

Personal emergency 
savings

Goal-oriented savings

Productive investments

Securing old-age 
finances



Indicators
1. Ability to manage day to day

Income covers expenses 1.1 Does not often have trouble making money last between times money is received

Planning 1.2 Has a plan for how to allocate money for things like food, clothing, bills and other needs from 
month to month

Food security 1.3 In the last year, never went without enough food to eat

2. Ability to cope with risk

Coping with illness 2.1 In the last year, never went without medicine when needed

Access to lump sum 2.2 Would be able to raise lump sum equivalent to one month of typical spending in 3 days? 

Emergency savings 2.3 In last year, regularly kept money aside for emergencies or unexpected expenses

3. Ability to invest in livelihoods & the future

Intentional savings 3.1 In the last year, has been regularly putting aside money for a specific purpose in the future

3.1.Alt Currently using savings to help achieve a specific goal that requires a lot of money

Productive investment 3.2 Is using savings or credit to invest in productive assets (e.g. land, securities, housing, 
agricultural inputs), education or old age

Savings for old-age 3.3 Intends to (or currently is if age > 65) using savings, pension or investment income to make 
ends meet in old age

Presenter Notes
Presentation Notes
Each indicator is assigned an equal weight (1/9) or 11%. A person is designated financially healthy if the total weighted sum of the 9 indicators (the financial health score) is greater than 0.6 (60%). (or at least 6 of 9). The financial health headcount ratio is simply the percentage of the adult population that has a financial health score of greater than 0.6 (or 60% of the weighted maximum total score). 



Combining the indicators

• Indicators are summed to create a single 
measure of financial health 
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1. All 9 indicators, 𝑘𝑘, have equal weight 𝑤𝑤: 𝑤𝑤𝑘𝑘 = 1/9

2. Each indicator, 𝑖𝑖, takes on a value of 1 or 0 for each person, 
𝑝𝑝, in the population.
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3. The total financial health score, 𝑓𝑓𝑓, for person p: 

4. A person is “financially healthy” if 𝑓𝑓𝑓𝑝𝑝 > 𝑖𝑖 , where 𝑖𝑖 is a 
threshold set at 0.60. The total number of “financially 
healthy” people in the population, 𝑞𝑞, is: 

𝑞𝑞 = �
𝑝𝑝=1

𝑁𝑁

𝑓𝑓𝑓𝑝𝑝 > 𝑖𝑖

5. The Financial Health headcount ratio can be computed as 
follows, where 𝑁𝑁, is the total size of the population. 

𝐹𝐹𝐹𝐹 =
𝑞𝑞
𝑁𝑁

•Methodology modeled after the OPHI 
multi-dimensional poverty index: simple, 
transparent, desirable mathematical 
properties



Distribution of the financial health score

The share of the adult population that is financially ‘healthy’

The entire distribution shifted towards lower 
scores from 2016 to 2021….

… and the proportion of adults with a score 
equal to or greater than 0.6 fell. 



A note on the threshold

• Individuals with a 
financial health score 
above 0.6 are almost 
certain to have all 3 
dimensions of financial 
health represented 
among the indicators 
that contribute to the 
score. 



Many possible thresholds! 



• Does the MFHI tap a single 
underlying construct?

• Cronbach’s alpha (𝜶𝜶): A 
measure used to assess the 
reliability or internal 
consistency of a set of scale 
items. 

• If all component items are 
independent of each other, 𝛼𝛼
will equal 0. If all component 
items have high covariances 𝛼𝛼
will approach 1. 

0 1

0 1

0 1

2016

2019

2021 0.61

0.64

0.62

Low reliability High reliability

Internal consistency of MFHI



Correlational structure between indicators
2021



Relationship of financial health score 
with household wealth (asset-index)

Relationship of financial health score 
with self-reported personal monthly 
income

Variance explained (R2)

Variance explained (R2)

Assessing construct validity

2016 0.1948 

2019 0.2313 

2021 0.1533 

2016 0.1948 

2019 0.2313 

2021 0.1533 



MFHI vs. Perceptions of financial status



Comparability of the trend over time

• MFHI- Experimental index based on 
existing indicators in the FinAccess 2016

• Minor inconsistencies in indicator over 
time & slight variations in the metric for 
2021

• But trend remains consistent even if 
numbers vary

• Need to standardize and optimize the 
index going forward 

• And ensure ownership and 
understanding across stakeholders
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Published trendlines

Series1 Series2 Series3



Example: using different proxy indicators for 3.1- keeping 
money aside for a specific future purpose

Original

Proxy combined 
indicator, which also 
includes future savings 
in the form of land, 
livestock or jewellery
(only 2021)

Proxy single 
indicator: investing 
in a specific high 
cost goal and using 
savings to achieve 
this (2019 & 2021)

Presenter Notes
Presentation Notes
Keeping savings in the form of livestock for a future purpose/emergency. Widespread practice across Kenya. Seems like a great indicator to include in the indexBUT Livestock not only functions as a savings instrument which can be liquidated for future purpose; it is also closely linked to livelihoods- e.g. in places like northern Kenya livestock is also the main means of production; liquidating your livestock for a future high-cost goal would be akin to liquidating your stock if you were a shop ownerAlso, including this indicator makes populations in northern Kenya appear particularly healthy, even though we know that there is substantial food insecurity and hardship in the north. (e.g. livestock hasn’t really helped them to achieve financial health)Including this indicator for 2021 distorts the trend as we don’t have it for 2019 and 2016 so we can’t backdate the numbers for these years.Original Indicator:‘Keeps money aside for a specific future purpose’Proxy indicatorVersion 1:  ‘using savings to achieve a specific, high-cost goal’Version 2: Combined indicator: ‘using savings to achieve a specific, high-cost goal’ AND‘Keeps livestock, land, or jewelry for purpose of reselling for future needs’ 



Going beyond description

• Triangulation: What country-level dynamics can help explain the sustained 
decline in financial health since mid-2015

• Identifying factors that increase (decrease) likelihood of being financially 
healthy and by how much

• Multivariate regression analysis

• Measuring causal impacts of specific interventions on financial health 
effects

• Enabling decision-making for providers and users of financial services



Applications of financial health: Shifting the 
paradigm



What are the main 
drivers of declining 
financial health?



Why has financial health in Kenya 
declined? 

• Inflation
• Income
• Opportunity
• Demographics

Presenter Notes
Presentation Notes
Food prices rose at a compound average annual rate of 8.2 percent between December 2014 and December 2021. Over 1 in 2 adults experienced a cost-of-living shock during 2021 and of all shocks experienced, cost of living was cited most frequently as having the largest impact on household finances. Nearly 1 in 3 say they cut back on expenses to cope. The share of adults having trouble making their income last rose from 58 to 71 percent between 2016 and 2021, and the share of adults that went without food in past year rose from 42 to 53 percent. 



• Inflation
• Income
• Opportunity
• Demographics

Why has financial health in Kenya declined? 



Why has financial health in Kenya declined? 

• Inflation
• Income
• Opportunity
• Demographics

• Casual work and transfers became Kenya’s most common source of 
primary income

• Between 2015 and 2020, Kenya’s prime working age population increased 
by 3.1 million but only a net of 58,000 modern wage jobs were created

Presenter Notes
Presentation Notes
Between 2015 and 2020, Kenya’s prime working age population increased by 3.1 million but only a net of 58,000 modern wage jobs were created over that same period 



Why has financial health in Kenya declined? 

• Inflation
• Income
• Opportunity
• Demographics



For discussion

• Dimensions of financial health: 
• Add a fourth, subjective dimension (e.g. confidence)?
• Add finer sub-categories (e.g. managing expenses, managing debt). 

• Methodology: 
• Stick with conceptual indicator framework, or move towards greater use of 

statistical selection of component items/ weights?
• Indicators: 

• Many new survey instruments have been developed and tested: Review 
questionnaire items from other contexts? 

• Remove indicators that aren’t strictly outcomes?
• Debt management?

• Aggregation methodology: 
• Equal weights?
• Threshold
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Extras







Correlation between indicators
2016



Questionnaire items used for each indicator, by survey round

1. Ability to manage day to day (%) 2016 2019 2021

Consumption smoothing 1.1 Does not often have trouble making money last between times 
money is received B11_6 (never) B1B_5 (disagree) B1B_4 (disagree)

Planning 1.2 Has a plan for how to allocate money for things like food, clothing, 
bills and other needs from month to month B11_4 B1B_3 (agree) B1B_3 (agree)

Providing for the family 1.3 In the last year, never went without enough food to eat P4_1 (never) B1C_1 (disagree) B1C_2 (never)

2. Ability to cope with risk

Coping with illness 2.1 In the last year, never went without medicine when needed P4_3 (never) B1C1_2 (disagree) B1C_2 (never)

Access to lump sum 2.2 Would be able to raise lump sum equivalent to one month of typical 
spending in 3 days? P6_1 & P6_2 B1G B1H & B1I

Emergency fund savings 2.3 In last year, regularly kept money aside for emergencies or 
unexpected expenses B11_3 B1B_2 B1B_2 (agree)

3. Ability to invest in livelihoods & the future

Intentional savings 3.1 In the last year, has been regularly putting aside money for a specific 
purpose in the future B11_2 B1B_4 NA

3.1.Alt Currently using savings to help achieve a specific goal that requires a 
lot of money NA S4A, S4C R3A, R3C

3.1 Alt 2 Currently uses savings to help achieve a specific goal that requires 
a lot of money OR holds land, jewelry or livestock for the purposes of 
reselling for future needs

NA NA R3A, R3C, F1

Productive investment 3.2 Is using savings or credit to invest in productive assets (e.g. land, 
securities, housing, agricultural inputs), education or old age

G2 (use of savings for investment) & J4 
(use of any current loan for investment) 

F2 (use of savings for investment) & 
E1 (use of any current loan for 

investment)

F3 (any use of savings for investment) 
& E1_iii (use of any current loan for 

investment)

Savings for old-age 3.3 Intends to (or currently is if age > 65) using savings, pension or 
investment income to make ends meet in old age G1 (response categories 1, 2, or 6) B1E (response categories 1, 2 or 6) B1E, B1F (response categories 1, 2 or 

6)

Financial Health index: challenges and inconsistencies that we 
need to address in the 9 component indicators

2.2 Syntax Error: 
2021 indicator 
omitted rural 
populations

3.2 Syntax error:
2019 & 2021  
indicators omitted 
some variables which 
indicate productive 
use of savings/credit
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