
Vol.:(0123456789)

The Geneva Papers on Risk and Insurance - Issues and Practice
https://doi.org/10.1057/s41288-024-00312-5

Exploring the link between financial literacy and business 
interruption insurance: evidence from Italian 
micro‑enterprises

Ornella Ricci1 · Gianluca Santilli2

Received: 15 September 2023 / Accepted: 10 January 2024 
© The Author(s) 2024

Abstract
This article examines the relationship between financial literacy and business inter-
ruption (BI) insurance among Italian entrepreneurs. Following an increase in unex-
pected shocks, such as COVID-19 and geopolitical conflicts, a high level of BI risk 
is expected to persist, especially among small firms, which play a key role in the 
Italian economy. Using a Bank of Italy 2021 survey of 1998 non-financial firms with 
fewer than 10 employees, we show a significant positive association between the 
level of the entrepreneur’s financial literacy and the purchase of BI insurance. Our 
results highlight the key role of financial literacy in shaping risk management strate-
gies and are robust to different model specifications, also addressing endogeneity 
concerns.

Keywords  Financial literacy · Business interruption insurance · Micro-entrepreneurs · 
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Introduction

Entrepreneurship plays a crucial role in driving innovation and economic growth in 
today’s dynamic and uncertain economic environment. The COVID-19 pandemic 
brought business interruption (BI) and business closure (BC) insurance into the 
spotlight, especially due to government-imposed lockdowns, which disrupted daily 
operations. The COVID-19 pandemic had a significant impact on various industries, 
including restaurants, hotels and retail outlets. This emphasises the importance of 
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insurance coverage and government intervention in supporting affected businesses 
(Stahl 2023). Despite taking positive steps to diversify their business models and 
supply chains since the outbreak of COVID-19, companies worldwide are still fac-
ing significant disruptions due to various threats such as digitalisation, increasing 
energy prices, inflation, geopolitical and economic uncertainty, and climate change. 
It is crucial for businesses to adapt to these challenges and ensure the resilience 
of their operations. According to the Allianz Risk Barometer,1 which reports on 
top business concerns and perceived business risks, high levels of disruption are 
expected to continue, with BI ranking as the second top risk in 2023 (cited by 34% 
of respondents).2

Many pandemic-related losses remained uninsured and most BI policies explic-
itly excluded, or were interpreted to exclude, pandemic-related disruptions. This has 
led to several disputes between insurance companies and clients (Schwarcz 2021; 
Gründl et al. 2021). However, although BI insurance was largely ineffective during 
the pandemic, the COVID-19 crisis sparked a lively debate among European regula-
tors about extending coverage to pandemic-related risks. This has led to a renewed 
interest in insurance more generally. For instance, EIOPA (2021) outlines the het-
erogeneity of current policies and the necessity for insurance products that connect 
pandemic features to economic indicators, such as decreased business revenues and 
consumer spending. This renewed interest in insurance is particularly significant for 
Italy, where BI insurance was virtually unheard of before the pandemic.3 Following 
the COVID-19 crisis, there has been a significant increase in the number of small 
businesses willing to take out insurance, particularly for BI cover, as highlighted in 
a Deloitte report.4 Awareness of the importance of insurance has then been further 
emphasised by geopolitical shocks in the aftermath of the pandemic and an increase 
in the frequency of natural catastrophes (Swiss Re 2023). These events have high-
lighted the importance of shock absorption capacity.

BI insurance can be a valuable tool to protect companies from unforeseen events 
such as supply chain disruptions, accidents or economic downturns, in addition to 
pandemic shocks. However, despite the increasing incidence of BI claims, coverage 
remains underdeveloped. For example, according to the NAIC (2022), only 30–40% 
of small business owners are covered by BI insurance. This percentage is signifi-
cantly smaller in Italy (around 3% according to the national association of insurance 
brokers).5

Previous studies (e.g. Finaldi Russo et al. 2022) suggest that improving the finan-
cial literacy of entrepreneurs can positively impact their ability to make sound finan-
cial decisions, ultimately fostering business resilience and growth. However, to the 

1  https://​comme​rcial.​allia​nz.​com/​news-​and-​insig​hts/​repor​ts/​allia​nz-​risk-​barom​eter.​html#​downl​oad.
2  They represent 2712 risk management experts from 94 countries.
3  https://​www.​mimit.​gov.​it/​it/​notiz​ie-​stampa/​il-​minis​tro-​inter​viene-​all-​assem​blea-​ania-2.
4  https://​www2.​deloi​tte.​com/​conte​nt/​dam/​Deloi​tte/​it/​Docum​ents/​finan​cial-​servi​ces/​Futuro-​assic​urazi​oni-​
PMI_​Deloi​tte.​pdf.
5  https://​www.​insur​anceup.​it/​it/​scena​ri/​effet​to-​covid-​le-​poliz​ze-​di-​busin​ess-​inter​rupti​on-​sono-​piu-​inter​
essan​ti/.

https://commercial.allianz.com/news-and-insights/reports/allianz-risk-barometer.html#download
https://www.mimit.gov.it/it/notizie-stampa/il-ministro-interviene-all-assemblea-ania-2
https://www2.deloitte.com/content/dam/Deloitte/it/Documents/financial-services/Futuro-assicurazioni-PMI_Deloitte.pdf
https://www2.deloitte.com/content/dam/Deloitte/it/Documents/financial-services/Futuro-assicurazioni-PMI_Deloitte.pdf
https://www.insuranceup.it/it/scenari/effetto-covid-le-polizze-di-business-interruption-sono-piu-interessanti/
https://www.insuranceup.it/it/scenari/effetto-covid-le-polizze-di-business-interruption-sono-piu-interessanti/
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best of our knowledge, no previous research has examined the determinants of BI 
underwriting while considering the financial literacy of business owners.

The purpose of this study is to fill this gap by analysing the case of Italian entre-
preneurs operating in micro, small and medium-sized enterprises (MSMEs), draw-
ing data from the Bank of Italy 2021 survey on their financial literacy.

To assess the impact of entrepreneurs’ financial literacy on the promotion of 
insurance culture, we focus on the Italian context for three reasons. Firstly, SMEs 
are a key component of the national economy, accounting for 99.9% of all active 
businesses (i.e. 4.4 million)6 and generating approximately 80% of employment and 
70% of gross value added (GVA).7 Secondly, Italy—after China—was the first coun-
try to face significant challenges in the early stages of the COVID-19 pandemic. 
Small businesses, which are particularly vulnerable to the effects of unexpected 
shocks, have been affected by repeated lockdowns, with heterogeneous effects for 
Italian SMEs that are different from previous crises. Due to the changes in the busi-
ness landscape brought about by the increased use of digital services and smart 
working practices, Cerved (2020) estimates that the average turnover of SMEs fell 
by 11 percentage points. In addition, the COVID-19 pandemic turned out to be an 
unprecedented crisis that came on top of an incomplete recovery from the previ-
ous financial crisis and caused extensive damage to the Italian business landscape, 
with different impacts on different sectors. The extended period of economic chal-
lenges had a severe impact on the construction industry, and significantly affected 
the industry and services sectors. Finally, as reported by D’Alessio et  al. (2021), 
Italy falls below international standards in terms of adult financial literacy. Specifi-
cally, despite improvements compared to the previous survey, Italy ranks 25th out of 
the 26 participating countries, with the worst contribution from financial behaviour, 
suggesting that there is ample room for improvement given national standing at the 
global level, but also the burden of taking action on a large scale, at both the cog-
nitive and cultural levels. Furthermore, according to the OECD-INFE (2021), Ital-
ian entrepreneurs are at the bottom of the financial literacy ranking and well below 
the international average (Finaldi Russo et  al. 2022). One of the most noteworthy 
aspects is the slight difference in financial literacy levels between households and 
entrepreneurs, despite the fact that the latter are also responsible for managing their 
firms.

In recent years, various financial literacy initiatives and educational programmes 
have been implemented to improve the financial decision-making skills of entrepre-
neurs. One such initiative is the survey of micro-enterprises conducted by the Bank 
of Italy and promoted by the International Network for Financial Education (OECD-
INFE 2018). This survey provides rare and valuable data on the financial knowl-
edge and behaviour of small businesses. The survey data allows us to investigate 
the correlation between financial literacy and the uptake of BI insurance. Our find-
ings can offer valuable policy insights, as decision makers in financial institutions 

6  Source: ISTAT and Eurostat.
7  Source: ISTAT and Eurostat.
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and policymakers can customise their interventions to address the unique challenges 
faced by small firms.

Our paper contributes to two main streams of research. The first is related to 
firms’ demand for insurance coverage, while the second is devoted to the relation-
ship between financial literacy and financial behaviour.

The first research stream includes a limited number of papers, mostly focusing 
on listed firms, and investigating various issues such as the insurance needs of non-
financial firms (e.g. Yamori 1999; Regan and Hur 2007), the determinants of firms’ 
insurance demand (Hoyt and Khang 2000), and the impact of ownership structure 
and agency conflicts (Zou and Adams 2006). Only a handful of studies (e.g. Asai 
2019) have focused on examining the insurance demand of SMEs, mainly due to 
data constraints. To our knowledge, none of these studies has focused specifically on 
BI insurance, the diffusion of which is a relatively recent phenomenon.

The second strand of research to which our paper is related concerns financial 
literacy, with a specific focus on entrepreneurs. Financial literacy, which refers to 
the understanding of basic financial concepts and skills, has been recognised as a 
key driver of sound financial decision making for individuals (e.g. Lusardi 2008, 
2012; Arianti 2018; Raut 2020), while focus on entrepreneurs and firms (e.g. Eniola 
and Entebang 2016, 2017; Tuffour et al. 2022) is less frequent. However, the issue 
of financial literacy of entrepreneurs has received more attention in recent years 
(Anshika and Singla 2022), and SME financial literacy has been linked to perfor-
mance, access to finance, innovation, risk attitude and entrepreneurship (Molina-
Garcia et  al. 2023). Previous studies suggest that, on average, financial literacy 
improves management practices—such as budgeting, reporting and credit manage-
ment—and firm performance in terms of profitability and growth (Bruhn and Zia 
2011; Siekei et al. 2013; Dahmen and Rodríguez 2014; Drexler et al. 2014; Eniola 
and Entebang 2017; Alperovych et al. 2023; Atandi 2021).

Overall, there is a notable absence of studies examining the connection between 
SME financial literacy and the adoption of BI coverage. The 2021 Bank of Italy sur-
vey8 gives us the opportunity to fill this gap and provide important evidence on the 
correlation between financial literacy and insurance adoption, with important policy 
implications for the stability of the Italian business landscape.

The remainder of the article proceeds as follows. The next section describes the 
methodology and data sources used in the analysis. The subsequent section then pre-
sents the empirical findings and their implications, along with robustness checks. 
The final section briefly concludes with the main takeaways and suggestions for 
future research in this critical area of study.

8  Publicly available at: https://​www.​banca​dital​ia.​it/​stati​stiche/​temat​iche/​indag​ini-​famig​lie-​impre​se/​alfab​
etizz​azione-​impre​se/​index.​html?​com.​dotma​rketi​ng.​htmlp​age.​langu​age=1.

https://www.bancaditalia.it/statistiche/tematiche/indagini-famiglie-imprese/alfabetizzazione-imprese/index.html?com.dotmarketing.htmlpage.language=1
https://www.bancaditalia.it/statistiche/tematiche/indagini-famiglie-imprese/alfabetizzazione-imprese/index.html?com.dotmarketing.htmlpage.language=1
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Research design

The identification strategy employed in this study is based on a cross-sectional anal-
ysis aimed at investigating the relationship between the level of financial literacy 
and the use of BI insurance among Italian entrepreneurs of MSMEs.

The sample consists of 1998 Italian non-financial enterprises with less than 10 
employees, as well as targeted owners of micro-enterprises and managers with finan-
cial decision-making responsibilities. The survey employed a multi-stage sampling 
technique to select eligible entrepreneurs, ensuring representativeness in terms of 
economic sector and geographical area. It was conducted from March to May 2021 
using the Computer-Assisted Web Interviewing (CAWI) methodology, after the 
spread of the COVID crisis, providing important information on the ability of entre-
preneurs to adapt quickly to new circumstances. The questionnaire, developed by 
OECD-INFE (2021), assesses the financial literacy of small businesses and includes 
sections on business characteristics, financial products, planning, attitudes, educa-
tion, demographics and the impact of the pandemic.

The dependent variable in our analysis is the usage of BI insurance, underwritten 
by Italian entrepreneurs. To measure this variable (identified by question QP4_18), 
respondents were asked whether they had purchased BI insurance to protect their 
enterprises from potential disruptions. Responses were coded as a binary variable, 
which is equal to 1 in the case of BI insurance coverage and 0 if respondents answer 
either ‘Refused’, ‘Don’t know’ or ‘No’. Comparing BI with other insurance cover-
ages considered in the survey (i.e. property, life and liability insurance), it appears to 
be both the least known and the least used, as shown in Fig. 1.

Our main variable of interest is the level of financial literacy of the entrepreneurs. 
Financial literacy is a multidimensional construct, encompassing various aspects of 
financial knowledge and skills. According to the definition by OECD-INFE (2018), 
financial literacy is measured as a combination of financial knowledge, behaviour 
and attitude. To measure financial knowledge, the survey employed a set of ques-
tions aimed at assessing entrepreneurs’ understanding of basic financial concepts 
related to business, such as the meaning of dividends and inflation, the relationships 
between equity and ownership, between risk and return, and between interest pay-
ments and the duration of a loan. The other two components include financial behav-
iour (measured by nine questions) and financial attitudes (measured by three ques-
tions). The former is calculated as the number of ‘financially savvy’ behaviours (i.e. 
actively saving money, paying bills on time, planning future expenses). The latter is 
calculated as the sum of three correct answers to questions that provide information 
on individual attitudes towards saving, in particular retirement saving, in the long 
term. The exact wording of all questions and the corresponding answers are shown 
in Table 1.

Following D’Ignazio et  al. (2022), we decide to combine a weighted financial 
literacy score, assigning equal significance to each of the three components (knowl-
edge, behaviour, attitudes). To ensure equal weighting, we standardise the score of 
each component to a range between 0 and 1 (dividing the number of correct answers 
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by the number of questions) before aggregating them. This approach yields a com-
prehensive financial literacy score ranging from 0 to 3.

Furthermore, to ensure the robustness of our analysis and isolate the relationship 
between financial literacy and BI insurance adoption, we incorporate several control 
variables. These include gender, age, education, firm location, negative impact from 
COVID, sector, recourse to advice for risk evaluation, and owning an online bank-
ing account. All the variables are defined in Table 2, while Table 3 reports the main 
descriptive statistics of all variables included in the baseline model. In terms of per-
sonal characteristics, the sample consists mainly of male entrepreneurs (71%) based 
in northern Italy (48%), with an average age of 50 years and a high school education 
(86%).

Results

The results of our baseline model are reported in Table 4 and show that the level of 
financial literacy is positively related to the use of BI insurance. The first column of 
Table 4 suggests that a unit increase in the overall measure of financial literacy is 
associated with a 4.5% increase in the probability of using BI insurance (with the 
estimated coefficient being statistically significant at the 1% level). Looking at the 
three separate measures of financial literacy, with the specifications reported in the 
last three columns of Table 4, we obtain similar evidence, with the most relevant 
effect in terms of both statistical significance and economic magnitude coming from 
the financial behaviour component.

Looking at the control variables, entrepreneurs based in the north of Italy are 
more likely to have BI coverage than those based in the south, while there are no sig-
nificant differences across economic activities. Age, gender and level of education 

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Life insurance

Property insurance

Business interruption insurance

Liability insurance

"I use it" "I know it"

Fig. 1    Exploring knowledge and use of insurance among Italian entrepreneurs. This figure shows the 
percentage of respondents who are familiar with insurance products. Specifically, the light grey bars 
show the percentage of entrepreneurs who have heard of the four types of insurance coverage. Mean-
while, the dark grey bars show the percentage of entrepreneurs who use them. The data source is the 
survey on financial literacy and digitalisation of Italian micro-enterprises, conducted by the Bank of Italy 
in 2021 (publicly available at https://​www.​banca​dital​ia.​it/​stati​stiche/​temat​iche/​indag​ini-​famig​lie-​impre​se/​
alfab​etizz​azione-​impre​se/​index.​html?​com.​dotma​rketi​ng.​htmlp​age.​langu​age=1)

https://www.bancaditalia.it/statistiche/tematiche/indagini-famiglie-imprese/alfabetizzazione-imprese/index.html?com.dotmarketing.htmlpage.language=1
https://www.bancaditalia.it/statistiche/tematiche/indagini-famiglie-imprese/alfabetizzazione-imprese/index.html?com.dotmarketing.htmlpage.language=1
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also do not produce relevant differences, which are probably already captured by our 
measures of financial literacy. It is worth noting that entrepreneurs with an online 
banking account and who take insurance advice are more likely to have this cov-
erage, which is evidence of the positive impact of digitalisation and professional 
advice.

However, as pointed out by Lusardi and Mitchell (2014), and given the cross-
sectional nature of our data, it is important to consider potential endogeneity issues 
arising from measurement error, reverse causality or omitted variables in any study 
that addresses the relationship between financial literacy and economic behaviour. 
First, the measurement error issue is a long-standing challenge in the field of finan-
cial literacy, which has been extensively discussed by Lusardi and Mitchell (2014). 
Their discussion emphasises that any particular set of financial literacy measures 
serves only as a proxy for the actual knowledge that individuals need to optimise 
their financial behaviour. Second, there may be unobservable characteristics that 
affect both financial literacy and insurance decisions (i.e. cognitive ability) that are 
not controlled for in our model. Finally, there is also the possibility of reverse cau-
sality, but we believe it is unlikely that insurance coverage increases financial lit-
eracy rather than the other way around. Therefore, following previous studies (e.g. 
Van Rooij et al. 2011), we use an instrumental variable (IV) approach to deal with 
endogeneity concerns and attempt to isolate the causal effect of financial literacy on 
BI insurance.

Using a two-stage least squares (2SLS) regression approach, we define two dis-
tinct instrumental variables, namely family experience and training. Following Ales-
sie et al. (2011), we consider that the financial experience of parents may affect the 

Table 3   Summary statistics

This table shows the summary statistics for the sample composed of 1998 non-financial Italian firms with 
less than 10 employees. All the variables are described in Table 2

Obs Mean SD Min p25 p50 p75 Max

BI insurance 1998 0.1181 0.3228 0.0000 0.0000 0.0000 0.0000 1.0000
Financial literacy 1998 2.1506 0.5703 0.0000 1.8222 2.2444 2.5556 3.0000
Financial knowledge 1998 0.7204 0.2704 0.0000 0.6000 0.8000 1.0000 1.0000
Financial behaviour 1998 0.7847 0.1879 0.0000 0.6667 0.7778 0.8889 1.0000
Financial attitude 1998 0.6455 0.3109 0.0000 0.3333 0.6667 1.0000 1.0000
Male 1998 0.7142 0.4519 0.0000 0.0000 1.0000 1.0000 1.0000
Age 1998 50.0158 11.5961 21.0000 42.0000 50.0000 58.0000 95.0000
High school 1998 0.8624 0.3446 0.0000 1.0000 1.0000 1.0000 1.0000
North 1998 0.4785 0.4997 0.0000 0.0000 0.0000 1.0000 1.0000
Centre 1998 0.2182 0.4131 0.0000 0.0000 0.0000 0.0000 1.0000
COVID impact 1998 0.5951 0.4910 0.0000 0.0000 1.0000 1.0000 1.0000
Primary 1998 0.0741 0.2620 0.0000 0.0000 0.0000 0.0000 1.0000
Secondary 1998 0.0706 0.2562 0.0000 0.0000 0.0000 0.0000 1.0000
Insurance advice 1998 0.2477 0.4318 0.0000 0.0000 0.0000 0.0000 1.0000
Online account 1998 0.1166 0.3210 0.0000 0.0000 0.0000 0.0000 1.0000
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level of financial literacy of the entrepreneur and is a sufficiently exogenous instru-
ment, as it is not under his/her control. Specifically, since we are interested in the 
level of financial literacy related to running a business, we consider the experience 

Table 4   Baseline models

This table presents the OLS regression results on the relation between financial literacy and usage of BI 
insurance. Financial literacy is proxied by both an overall measure and three weighted components (i.e. 
financial knowledge, financial behaviour and financial attitude). Robust standard errors are in parentheses
*, ** and *** indicate statistical significance at the 10%, 5% and 1% levels, respectively

Variable (1) (2) (3) (4)
BI insurance BI insurance BI insurance BI insurance

Financial literacy 0.0454***
(0.0115)

Financial knowledge 0.0544**
(0.0231)

Financial behaviour 0.1842***
(0.0348)

Financial attitude 0.0409*
(0.0223)

Male 0.0244 0.0264* 0.0229 0.0262*
(0.0152) (0.0152) (0.0152) (0.0152)

Age − 0.0004 − 0.0003 − 0.0003 − 0.0002
(0.0006) (0.0006) (0.0006) (0.0006)

High school 0.0031 0.0084 0.0035 0.0116
(0.0201) (0.0202) (0.0201) (0.0201)

North 0.0537*** 0.0578*** 0.0484*** 0.0567***
(0.0166) (0.0165) (0.0166) (0.0165)

Centre 0.0027 0.0039 0.0012 0.0038
(0.0181) (0.0182) (0.0181) (0.0182)

COVID impact − 0.0159 − 0.0192 − 0.0151 − 0.0184
(0.0150) (0.0149) (0.0149) (0.0150)

Primary 0.0482 0.0470 0.0544* 0.0450
(0.0323) (0.0325) (0.0324) (0.0324)

Secondary 0.0136 0.0109 0.0138 0.0107
(0.0274) (0.0273) (0.0273) (0.0273)

Insurance advice 0.0740*** 0.0812*** 0.0705*** 0.0805***
(0.0193) (0.0191) (0.0193) (0.0190)

Online account 0.0703*** 0.0704*** 0.0671*** 0.0713***
(0.0260) (0.0261) (0.0258) (0.0261)

Constant − 0.0297 0.0201 − 0.0766 0.0249
(0.0480) (0.0441) (0.0504) (0.0449)

Observations 1998 1998 1998 1998
R2 0.0361 0.0322 0.0408 0.0317
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of parents as entrepreneurs and construct a dummy variable (family experience) that 
equals 1 if the respondent has at least one parent who currently owns or has owned a 
business in the past. The second variable follows the idea of instrumenting financial 
literacy with information on how much of the education received was devoted to 
business issues, as suggested by Van Rooij et al. (2012). Given our business perspec-
tive, we define training as a dummy variable indicating whether the entrepreneur has 
ever received training in personal or business finance.

In the first stage of the 2SLS model, we regress financial literacy on family 
experience and training, as well as the other control variables included in our 
baseline model. The corresponding first-stage results, reported in the first column 
of Table 5, show significant positive coefficients for both family experience and 
training (F-test = 38.33), which are consistent with our expectation that entrepre-
neurs who have business parents and attended finance training are more finan-
cially literate. In the second stage, we use the first-stage fitted value for financial 
literacy and estimate again the baseline model. As shown in the second column of 
Table 5, the coefficient on the fitted value for financial literacy remains positive 
and statistically significant at the 1% level, and it is also larger in magnitude, as 
is usually the case (Lusardi and Mitchell 2014), suggesting that the positive asso-
ciation between entrepreneurs’ financial literacy and usage of BI insurance holds 
after controlling for endogeneity.

In line with the ideas of Finaldi Russo et  al. (2022), our results suggest that 
strengthening the financial literacy of micro-entrepreneurs can have a positive 
impact on their ability to make better financial decisions and ultimately on the resil-
ience and growth of their businesses.

Moreover, to increase the robustness of our analysis, in the first column of 
Table  6 we included an additional variable to explore the possibility that the 
decision to take out BI insurance is influenced more by the individual propen-
sity of the entrepreneur to behave prudently than by a higher level of financial 
literacy. In particular, we consider the purchase of life insurance (identified by 
question QP4_19), through a binary variable, which is equal to 1 in the case 
of life insurance coverage, and 0 if respondents answer either ‘Refused’, ‘Don’t 
know’ or ‘No’. By controlling for this additional life insurance variable, the esti-
mated coefficient of association between the overall financial literacy measure 
and the probability of using BI insurance decreases in magnitude, but remains 
economically relevant and statistically significant at the 1% level. Finally, as a 
further robustness check, we test the stability of our results by estimating our 
baseline model with alternative specifications, which are usually adopted to take 
into account the binary nature of the dependent variable. Instead of using a lin-
ear probability model, we use a logit model in the second column of Table  6 
to understand whether financial literacy affects the probability of taking out BI 
insurance. The estimated coefficient related to the overall measure of financial 
literacy is positive and statistically significant at the 1% level (p < 0.01), con-
firming that, controlling for other variables in the model, an increase in financial 
literacy is associated with an increase in the likelihood of a firm taking out BI 
insurance. In the third column of Table 6, we apply a probit model and obtain 
very similar results.



Exploring the link between financial literacy and business…

Table 5   Robustness test to 
address potential endogeneity 
concerns – instrumental variable 
approach

This table presents the results of 2SLS regressions. The instru-
mental variables used in the first-stage regression are the entrepre-
neurial experience of parents (family experience) and attendance of 
either business or personal finance courses (training). Financial lit-
eracy indicates the overall weighted measure derived from financial 
knowledge, financial behaviour and financial attitude. Robust stand-
ard errors are in parentheses
*, ** and *** indicate statistical significance at the 10%, 5% and 1% 
levels, respectively

Variable (1)
First stage

(2)
Second stage

Financial literacy BI insurance

Family experience 0.0840***
(0.0245)

Training 0.2125***
(0.0257)

Financial literacy 0.2408***
(0.0775)

Male 0.0489* 0.0125
(0.0271) (0.0169)

Age 0.0039*** − 0.0010
(0.0012) (0.0007)

High school 0.2271*** − 0.0475
(0.0389) (0.0296)

North 0.0796*** 0.0340*
(0.0280) (0.0183)

Centre 0.0228 − 0.0045
(0.0351) (0.0191)

COVID impact − 0.0926*** 0.0036
(0.0244) (0.0178)

Primary − 0.0903** 0.0595*
(0.0452) (0.0320)

Secondary − 0.1122** 0.0329
(0.0480) (0.0309)

Insurance advice 0.2130*** 0.0293
(0.0246) (0.0262)

Online account − 0.0053 0.0691***
(0.0363) (0.0268)

Constant 1.6049*** − 0.3575***
(0.0786) (0.1376)

Observations 1998 1998
F-statistics 38.33
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Final remarks

This study presents observations regarding the significant association between finan-
cial literacy and BI insurance among Italian MSMEs. Our findings provide strong 
evidence of the positive role that financial education can play in improving risk 

Table 6   Robustness test 
with additional controls and 
alternative models

This table presents the results of alternative models of the relation-
ship between financial literacy measures and the use of BI insurance, 
as well as the inclusion of additional control. Specifically, the first 
column shows the results of the baseline model using an OLS model 
with an additional control (i.e. life insurance). The second and third 
columns report the results using alternative specifications, which are 
logit and probit models, respectively. Robust standard errors are in 
parentheses
*, ** and *** indicate statistical significance at the 10%, 5% and 1% 
levels, respectively

Variable (1) (2) (3)
BI insurance BI insurance BI insurance

Financial literacy 0.0303*** 0.5497*** 0.2886***
(0.0113) (0.1490) (0.0758)

Male 0.0197 0.2453 0.1306
(0.0149) (0.1635) (0.0853)

Age − 0.0001 − 0.0047 − 0.0023
(0.0006) (0.0063) (0.0033)

High school 0.0103 0.0147 0.0051
(0.0198) (0.2206) (0.1148)

North 0.0390** 0.5371*** 0.2833***
(0.0163) (0.1743) (0.0903)

Centre − 0.0029 0.0290 0.0185
(0.0179) (0.2223) (0.1130)

COVID impact − 0.0110 − 0.1560 − 0.0814
(0.0148) (0.1440) (0.0761)

Primary 0.0352 0.3870 0.2119
(0.0328) (0.2545) (0.1369)

Secondary 0.0105 0.1385 0.0509
(0.0270) (0.2671) (0.1425)

Insurance advice 0.0614*** 0.6277*** 0.3456***
(0.0187) (0.1512) (0.0819)

Online account 0.0653** 0.6019*** 0.3239***
(0.0257) (0.1953) (0.1068)

Life insurance 0.1234***
(0.0160)

Constant − 0.0512 − 3.7112*** − 2.0790***
(0.0472) (0.5317) (0.2727)

Observations 1998 1998 1998
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management strategies, thereby increasing firms’ resilience to unforeseen events.
These findings have relevant policy implications, as spreading the culture of risk 

and protection remains a strategic issue in Italy, especially for SMEs, which are still 
underinsured for many operational risks (Gallo et al. 2022) and are run by entrepre-
neurs with an average low level of financial literacy (Finaldi Russo et al. 2022). Not 
only is underinsurance widespread and financial literacy low, but there is evidence 
that specific insurance literacy is even lower than general financial literacy (Cesari 
and D’Aurizio 2021). This is particularly worrying as the economic and social value 
of insurance is becoming increasingly important in the face of current global chal-
lenges, particularly those related to climate, geopolitical and economic uncertainty, 
which cannot be fully addressed by ex post government intervention. We hope that 
the lessons learned from this research can help promote a more informed and resil-
ient approach to managing business risk, to the benefit of individual businesses and 
the economy as a whole in an increasingly unpredictable world.
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