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CRISIL Inclusix

An index to measure India’s progress on Financial Inclusion

CRISIL defines financial inclusion as “The extent of access by all sections of society to formal financial
services, such as credit, deposit, insurance, and pension services”.
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JTune 19, 2013

I am happy to note that CRISIL is launching CRISIL Inclusix as an
index to measure the extent of financial inclusion in India. The index
seeks to provide a composite measure, taking into account five
commonly used parameters covering three dimensions of financial
inclusion, By providing an objective and transparent measure, [ am sure
CRISIL Inclusix will play a key role in the national efforts to achieve
greater financial inclusion.

Financial inclusion is a key element in the strategy to achieve
inclusive development. In the past few years, Ministry of Finance has
worked closely with the Reserve Bank of India, public sector banks and
other stakeholders to pursue various financial inclusion initiatives,
These measures include extension of banking services to hitherto un-
served areas and adoption of technology for rapid expansion of banking
services to increase the availability of and access to financial services for
the poor and the marginalized sections of the society.

With CRISIL Inclusix, the stakeholders now have a tool to set
objective performance targets and regularly monitor their progress and
achievements. 5ince the Index would also enable inter-spatial
comparisons across states and districts, | am sure it would also
encourage a healthy competition to achieve financial inclusion targets.

I congratulate the CRISIL for conceptualizing this useful composite
index and bringing it to fruition. | wish that this index will play a useful
role in achieving the national goal of financial inclusion.

b i

{P. llfhidambaram]







2
CRISI\

A Standard & Poor’s Company

ACKNOWLEDGEMENTS

CRISIL would like to acknowledge the Ministry of Finance and the Reserve Bank of India for their support and guidance. CRISIL
particularly thanks Reserve Bank of India for sharing data at a district level, which was the basis of this analysis. CRISIL also
acknowledges the guidance of various institutions and individuals who have supported this initiative with full enthusiasm.

Name Designation

Department of Financial Services, Ministry of Finance (MoF)

Shri Rajiv Takru Secretary, Department of Financial Services, MoF

Smt Snehlata Shrivastava Additional Secretary Department of Financial Services, MoF
ShriUmesh Kumar Joint Secretary, Department of Financial Services, MoF

Shri Sandeep Kumar Director, Department of Financial Services, MoF

Reserve Bank of India (RBI)

Dr K C Chakrabarty Deputy Governor, RBI

Dr Subir Gokarn Ex-Deputy Governor, RBI

SmtUshaThorat Director, CAFRAL

Dr Deepali Pant Joshi Executive Director, RBI

Shri Goutam Chatterjee Adviser, Department of Statistics & Information Management, RBI
Dr Sanjay Bose Director, Department of Statistics & Information Management, RBI

Indian Banks Association

Dr K Ramakrishnan Chief Executive, IBA

Mr K Unnikrishnan Deputy Chief Executive, IBA

In addition to the above, we received enthusiastic support and guidance in this venture from a number of serving and retired senior
officials who were then at the helm of affairs in various departments in the Ministry of Finance.







2
CRISI\

A Standard & Poor’s Company

FOREWORD

The first step to addressing a problem is quantifying it; especially if the magnitude of the challenge is as vast as taking financial inclusion to
every corner of the country. Financial inclusion is a vital component of the Government of India’s agenda and also a priority for the Reserve
Bank of India (RBI). Despite a considerable focus on the inclusion agenda, efforts are often hindered by lack of relevant measurement tools
and availability of high-quality data. Given CRISIL’s expertise in the science of building robust and objective evaluation frameworks, we
saw arole for ourselves to help fill this gap.

CRISIL Inclusix is a pro bono initiative, driven by CRISIL’s stated goal of making markets function better. Two years ago, CRISIL initiated
work on developing CRISIL Inclusix, a one-of-its-kind benchmark index to accurately measure the extent of financial inclusion in India, right
down to the district level. The analytical framework we have developed has solid structural components. Once the methodology was
finalised, following an active consultation process with financial institutions, regulators and policy makers, the team at CRISIL spent 1,500
man-hours in painstakingly collating 200,000 data points from 165 banks across 632 districts to compute the index.

Currently, CRISIL Inclusix measures financial inclusion by evaluating the penetration of banking services. CRISIL Inclusix also has the
flexibility to add on, in a modular fashion, other financial intermediaries such as insurance and pension services, Non-Banking Finance
Companies (NBFCs) and Micro-Finance Institutions (MFIs) as and when credible data from these sectors becomes available at the district
level. Since the index will be updated periodically, it will be possible to monitor and measure improvements over time.

The first report presents financial inclusion metrics in 632 districts of the country over a three-year timeframe (2009-2011). The index will
help policymakers map the progress of financial inclusion and take remedial measures wherever they spot areas of concern. It will also help
banks set financial inclusion targets for themselves and measure outcomes.

I would like to specially acknowledge the strong support we have received from the RBI and Ministry of Finance in this endeavour. The data
for CRISIL Inclusix is sourced from the RBI. | am also grateful to the dedicated and driven team of CRISIL analysts that has made CRISIL
Inclusix a reality.

I hope that the rigorous framework and analysis that have gone into the making of CRISIL Inclusix will play a major role in accelerating the
pace of financial inclusion in the years to come. But this is merely a beginning. As a nation, developing an analytical and metrics-oriented
culture will be key to tackling other persistent macro-economic challenges. And CRISIL will be doing its bit to enable this change.

Roopa Kudva
Managing Director and CEO
CRISIL Ltd
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EXECUTIVE SUMMARY

Financial inclusion is a key enabler of economic and social development. In India, where a large section of the population still lives
outside the ambit of formal financial services, the need to focus on inclusion is of paramount importance. As a part of its commitment to
corporate social responsibility, CRISIL saw this as an opportunity to put its knowledge of the financial sector and its expertise in creating
world-class analytical frameworks and indices to use.

The effectiveness of the financial inclusion agenda in India can be significantly enhanced if there are objective ways to measure it. We,
therefore, decided to create a tool that would help policy-makers, regulators, and financial sector intermediaries at large in measuring
the extent of financial inclusion, both at a broader, and disaggregated level.

This vision was the genesis of CRISIL Inclusix. In achieving this goal, we have received significant support from the Reserve Bank of
India and the Ministry of Finance.

Whatis CRISIL Inclusix?

CRISIL Inclusix is India’s first comprehensive measure of financial inclusion in the form of an index. Itis arelative index that has a scale
of 0to 100, and combines three very critical parameters of basic banking services — branch penetration (BP), deposit penetration (DP),
and credit penetration (CP) — together into one single metric. For each of these parameters, CRISIL evaluates financial inclusion at the
national/ regional/ state/ district level vis-a-vis a defined ideal. A CRISIL Inclusix score of 100 indicates the ideal state for each of the
three parameters.

For ease of readers, CRISIL Inclusix scores have been divided into the following four categories that indicate different levels of the
financial inclusion.

> 55 | HIGH

<25 LOW

The colours in the table for each of the rows indicate the colours used to depict
each of the four categories.




Methodology

CRISIL Inclusix follows a robust, transparent, and yet easy to understand approach. Its methodology is similar to other global indices,
such as UNDP’s Human Development Index.

An important design element of CRISIL Inclusix is the use of non-monetary parameters. This implies that the index uses parameters
that focus only on the ‘number of people’ whose lives have been touched by various financial services, rather than on the ‘amounts’
deposited or loaned. This helps negate the disproportionate impact of a few high-value figures on the overall picture.

Another critical construct of the index is its scalability and flexibility. Currently, the index uses the available information from the relevant
banking related services, but it is capable of adding more parameters from other financial services (such as insurance) and providers
of financial services (such as non-banking financial companies) in future to widen its scope.

Benefits and uses

CRISIL Inclusix provides a bird’s eye view of the state of financial inclusion in the country. At the same time, it gives ground-level
information on the progress made on the inclusion front even in the remote districts of rural India. This two-pronged approach holds
immense potential for policy-makers, regulators, and bankers as it helps to identify priorities, design focused programmes to push the
inclusion agenda and mostimportantly, measure the progress made. Some of the possible applications of CRISIL Inclusix are:

= Policy-makers, both at the central and state levels, will be able to use CRISIL Inclusix not only to objectively measure the extent of
financial inclusion, but also design tailor-made initiatives for areas with low inclusion levels. They can also prioritise financial
education in districts lagging on this front.

» Theindex will help regulators decide on differential prudential requirements for business generated from districts with low levels of
financial inclusion. It will also assist them in deciding whether there is a case for according ‘priority sector’ status to lending in such
areas.

« Bankers will find CRISIL Inclusix useful for formulating financial inclusion plans with measurable outcomes. They will also be able
to continuously monitor implementation of banks’ financial inclusion agenda and evaluate the performance of the field staff
engaged in this activity.
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Key findings
Our report offers eight key findings about the existing state of financial inclusion in the country:

1. Theall-India CRISIL Inclusix score of 40.1 (on a scale of 100) is relatively low. Itis a reflection of under-penetration of formal
banking facilities in most parts of the country. Just one in two Indians has a savings account, and only one in seven Indians has
access to banking credit. In fact, the bottom 50 scoring districts have just 2 per cent of the country’s bank branches.

2. Deposit penetration (DP)is the key driver of financial inclusion in India. The number of savings bank accounts, at 624 million,
is close to four times the number of loan accounts at 160 million.

3. Focused efforts to enhance branch presence and availability of credit are extremely critical. The bottom 50 scoring districts
in India have only 4,068 loan accounts per lakh of population, which is nearly one-third of the all India average of 11,680 . Similarly,
these districts have just 3 branches per lakh of population, as compared to 7.6 branches per lakh of population at an all-India level.

4. Thereareclearsigns ofimprovementinthe CRISIL Inclusix score over the pastthree years. The CRISIL Inclusix score atan
all-India level has improved to 40.1 in 2011, from 37.6 in 2010 and 35.4 in 2009. Improvement in deposit penetration score is the
key driver of thisimprovement.

5. Wide disparities exist across India and within states in terms of access to financial services. India’s six largest cities have
11 per cent of the country’s bank branches. At the other end of the scale, there are four districts in the North-Eastern region with
only one bank branch each.

6. Thekeydriver forthe continued high performance of thetop 50 districts is the significantincrease in deposit and branch
penetration (BP). The DP score for these districts increased by a significant 9.3 in 2011, over 2009. Also, these districts saw an
addition of 2,824 branches in this period, nearly one-fourth of the total branches added in the country.

7. Eveninthe districts at the bottom, there is an encouraging improvement in branch efficiency. For the bottom 50 districts,
the number of savings deposit accounts per branch has improved by 20 per cent to 6,073 as on March 2011 from 4,919 as on
March 2009. The branch efficiency of these districts is now only marginally lower than the all India average of 6,774 as on March
2011. Further, the number of incremental saving deposit accounts added in this period aggregated 2.7 million, representing a
growth of 35%.

8. Improvement in credit penetration (CP) is the key driver that enabled the improvement in score of 50 most-gaining
districts. The increase in number of borrower accounts in these districts accounted for about 30% of the aggregate incremental
borrower accounts, while accounting for just 8% of the population.




Index values & trends

The detailed analysis of the data thrown up by CRISIL Inclusix sheds light on some interesting trends.

Region Inclusix 2011 Inclusix 2010 Inclusix 2009
India 40.1 37.6 354

B Southern Region 62.2 58.8 54.9

B Wwestern Region 38.2 35.8 33.9
Northern Region 37.1 34.8 33.3
Eastern Region 28.6 26.3 24.3
North-eastern Region 28.5 26.5 23.8

All Indiaandregional level
= The Southern region leads the financial inclusion drive in the country. Six out of the top 10 states with the highest CRISIL Inclusix
score are from the Southern region. This region also has better credit penetration — the number of loan accounts per lakh of

population at 17,142 in the Southern region is nearly twice of the all-India average.

« The Westernregionis ata distant second, followed by Northern, Eastern, and North-Eastern regions respectively.

State level

» Thetop five scoring states are Puducherry, Chandigarh, Kerala, Goa, and Delhi.

= Thebottom five states are Arunachal Pradesh, Chhattisgarh, Bihar, Nagaland, and Manipur.

» WestBengal and Maharashtra demonstrate the highest disparity among districts.
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Districtlevel

= 40districts that were in bottom 50 in 2009 continue to remain in this category.

= An analysis of the districts that have gained or lost the most on CRISIL Inclusix score in 2011 vis-a-vis 2009 revealed that the
average CRISIL Inclusix score of the 50 most-gaining districts increased by 10.8 points on average, versus a gain of 4.7 points on
the national average.

= This increase in the CRISIL Inclusix score of the top 50 gainers has been supported by strong performance in their CP and DP
scores, which have increased by 11.8 points and 14.1 points, respectively. Conversely, the average CRISIL Inclusix score of 50
least-gaining districts has remained practically unchanged in 2011 over 2009. The weak performance of these districts is primarily
on accountof adecline in their CP scores.

Conclusion

The big positive to have come out of the CRISIL Inclusix data is that the level of financial inclusion has consistently been on the rise
since 2009. The driving reason for this growth has been primarily due to an improvement in deposit penetration. The authorities now
need to focus on the other two parameters (branch and credit penetration) to ensure a balanced and all-round improvement in CRISIL
Inclusix score.

Further, the outperformance of the Southern region may offer some pointers for other regions to follow suit. This shows that one cannot
look at financial inclusion in isolation from other indicators such as literacy, human capital development, etc.
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~ UNDERSTANDING FINANCIAL INCLUSION AND ITS CRITICALITY

The Indian economy switched gears in the early part of this
century and has been growing at a healthy pace since then. As
India forges ahead with the vision to become an economic
behemoth in the next few years, the average level of prosperity
attained by its populace and the degree of equitable distribution
of wealth will, in no small measure, be determined by the scale
ofinclusive growth that would have been achieved.

Financial inclusion is certainly not just a recent phenomenon.
In India, the earliest effort at financial inclusion can be traced
back to 1904, when the co-operative movement began in the
country. A focal event in its evolution was the bank
nationalisation programme in 1969, when 14 major commercial
banks were nationalised, and the lead bank scheme was,
subsequently, introduced. As a consequence, branches were
opened in large numbers across the nation, even in areas that
were until then unreached by banks.

The agenda for financial inclusion was galvanised in the early
2000s in India following the publication of a spate of findings
about financial exclusion and its direct correlation to poverty.
Varied studies have proved that exclusion from the banking
system results in a loss of 1 per cent to the country’s gross
domestic product (GDP).

Policymakers in India are acutely aware that, in a phase of high
growth, the ramifications of leaving a huge section of the people
out of the development process could be disastrous and are
hence designing appropriate policies for financial inclusion.
Complementing the government’s efforts, the Reserve Bank of

India (RBI) has, over the years, undertaken numerous initiatives
such as introduction of priority sector lending requirements for
banks, establishment of regional rural banks (RRBs), and self-
help group-bank linkage programmes to augment the
availability of financial services to the poor and marginalised
segments of society.

In the last few years, RBI also initiated the requirement that
banks provide no-frills accounts, improve the outreach of
banking services through the business facilitator and business
correspondent models, and set up the goal for banks to provide
access to formal banking to all 74,414 villages with a population
over 2000. This target of covering villages with a population of
over 2000 was largely achieved as of end March 2012 (99.7 per
cent).

The goal towards financial inclusion has accordingly been
refined in June 2012; in the next Financial Inclusion Plan 2013-
16, banks are required to prepare a road map to cover all
unbanked villages with population of less than 2000 with
banking services.

In February 2011, the Government of India and the Indian
Banks’ Association (IBA) jointly launched Swabhimaan, a
nationwide programme on financial inclusion, to bring the
deprived sections of society under the banking network, and
ensure that the benefits of economic growth percolate to all
levels. This programme targets facilitating opening of banks
accounts, providing need-based credit, remittance facilities and
promoting financial literacy in rural India.




Although the target groups may differ from country to country or
region to region, financial inclusion refers, in its broadest sense,
to the delivery of financial services at affordable costs to all
sections, including the disadvantaged and low-income groups.

In 2008, a committee on financial inclusion headed by
Dr C Rangarajan defined financial inclusion as,

“The process of ensuring access to financial services and timely
and adequate credit where needed by vulnerable groups such
as weaker sections and low income groups at an affordable
cost".

In a similar vein, Prof Raghuram Rajan’s committee on financial
sector reforms defined financial inclusion as,

“Expanding access to financial services, such as payment
services, savings products, insurance products, and inflation-
protected pensions”.

CRISIL defines financial inclusion as

“The extent of access by all sections of society to formal
financial services, such as credit, deposit, insurance, and
pension services”.

The term ‘formal’ in this definition refers to service providers that
maintain official books of accounts. It is important to distinguish
this aspect, as several non-formal channels of financing existin
the Indian rural landscape, though these cannot be considered
to be effective.

Financial inclusion ensures that a range of appropriate financial
services are available to every individual and that the individual
understands and accesses those services. This includes a
basic, no-frills banking account for making and receiving
payments, a savings product suited to the cash flows of poor
households, money transfer facilities, small loans and
overdrafts, and insurance (life and non-life).

Lack of awareness, low incomes, poverty, and illiteracy are
among factors that lead to low demand for financial services
and, consequently, to exclusion. On the supply side, distance
from branch, branch timings, cumbersome documentation and
procedures, unsuitable products, language barriers and staff
attitudes all contribute to exclusion. Due to the procedural
hassles involved in formal banking services, people feel it is
easier to borrow from informal credit sources, even though it
results in compromised standards of living, higher costs due to
dependence on unethical and unregulated providers, greater
incidence of crime and increased unemployment. Financial
inclusion, thus, is not just about opening of saving bank
accounts; it includes creation of awareness about financial
products, and offering of advice on money management and
debt counseling.

An inclusive financial system is one of the top-most priorities in
many countries, several of whom believe that it is instrumental
in achieving equitable growth. Although India has adopted
several measures to advance financial inclusion, an estimated
40 per cent of its population is still without access even to basic
financial services. Financial inclusion is, therefore, not just an
economic imperative for India, but also a socio-political one.
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NEED FOR CRISIL INCLUSIX

One of the critical factors in the successful implementation of
any programme is effectively tracking its progress, so that
course corrections can be undertaken, if necessary. ‘If you can’t
measure it, you can’t manage it,” management consultant Peter
Drucker had once said.

Given its importance, it is important to measure the extent of
financial inclusion. A credible tool to measure inclusion will help
the policy makers and market participants to tangibly measure
the progress achieved and to align their policies in order to
further the cause of financial inclusion.Till now, most of the
measures of financial inclusion have focused on an analysis of
either the aggregate amount of deposits or loans in a particular
region. However, these measures have neither been
comprehensive enough to incorporate different forms of
financial services, nor do they attempt to look at the number of
people included.

As the buzz around financial inclusion grew louder in the
country a few years ago, CRISIL realised that, with its expertise
and understanding of the entire financial services sector, it was
ideally placed to deliver something unique and significant to
society on this front.

Over the years, CRISIL has developed proven expertise in
creating and maintaining various indices — as is widely known,
CRISILU's joint venture with the National Stock Exchange
provides a variety indices and index-related services and
products to Indian capital markets. Moreover, CRISIL is the sole
provider of fixed income and hybrid indices to mutual funds and
insurance companies in India. More pertinently, in the context of
financial inclusion, CRISIL has a deep understanding of all
critical facets of the financial services sector — it has outstanding
ratings on nearly 50 banks that together account for 85 per cent
of assets in the banking system.

Financial awareness is vital for wealth creation, and fostering
financial awareness is a key component of CRISIL’s corporate
social responsibility (CSR) agenda. As the leader in financial
analytics, CRISIL believes that the best way for it to give back to
society is by doing more of what it is good at. CRISIL is proud to
launch this significant initiative since the financial awareness
agenda fits perfectly with CRISIL’s strengths.
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HOW CRISIL INCLUSIX WAS DEVELOPED

Once the goal was identified, a team of enthusiastic analysts in
CRISIL took upon themselves the onerous task of developing
an index that could prove to be a credible measure of the extent
of financial inclusion. The issues were manifold, but the
principal challenges were two:

a) Development of a methodology relevant to the
circumstances prevalentin India; and

b) Identification and availability of data

The challenge before the team was to design a comprehensive
methodology and to put into the hands of policymakers and
market participants a tool that could enable framing and aligning
of policies to further the cause of financial inclusion and tangibly
measure progress.

The mammoth exercise that followed took a greater part of two
years to fully accomplish, entailed 1,500 man-hours of research
and development, and involved extensive analysis of 2,00,000
data points across all 632 districts, 165 banks (27 public sector
banks, 22 private sector banks, 34 foreign banks, and 82

regional rural banks). Critically, data for computing the index
was provided by the RBI.

There were also several meetings with numerous stakeholders
such as Ministry of Finance, RBI, Indian Banks Association,
commercial banks, and leading industry experts, all of whom
provided invaluable assistance. The methodology that was
developed was validated by RBI, a prime mover of many
innovative financial inclusionideas in recent years.

The net result was the evolution of a new tool that not only met,
but perhaps even exceeded CRISIL's initial expectations.
CRISIL has breached yet another frontier, showing the way and
pioneering the development of a new comprehensive financial
inclusion measurementtool, ‘CRISIL Inclusix’, the first of its kind
to be developedin India.

CRISIL is confident that CRISIL Inclusix will be embraced
wholeheartedly by policymakers, RBI, banks and other various
stakeholders, and will prove to be one of the most potent tools
for broad-basing financial inclusion in the years
to come.




The premise behind CRISIL Inclusix is analogous to other
well-known global indices such as

= United Nations Development Programme’s
(UNDP’s) Human Development Index

= World Bank’s Ease of Doing Business Index, and

= EconomistIntelligence Unit’s (EIU’s) Quality of Life
Index

CRISIL Inclusix is a relative index that incorporates various
forms of basic financial services into one single metric.

Moreover, the input parameters focus heavily on the ‘number of
people’ who have been reached/ included, rather than on the
‘amounts’ deposited or loaned. This is because the need is to
understand the extent of reach of financial services — looking at
the value or amount can lead to erroneous conclusions as it can
be influenced disproportionately by a few large value
transactions that do not necessarily reflect the extent of
financial inclusion.

CRISIL Inclusix is a unique, robust analytical tool that
comprehensively measures financial inclusion based on three
tangible and critical dimensions:

a) branch penetration,

b) creditpenetration, and

c) depositpenetration

FEATURES OF CRISIL INCLUSIX

CRISIL Inclusix evaluates financial inclusion vis-a-vis an ideal
level for each of these dimensions.

It enables districts, states and regions to track the progress
made with respect to financial inclusion in their jurisdiction.
Thus, CRISIL Inclusix assesses the degree of financial
inclusion at national, regional, state and district levels.

CRISIL Inclusix has a comprehensive coverage, which ensures
greater accuracy; it covers 632 districts in 35 states and union
territories.

CRISIL Inclusix also enables inter-temporal comparison for
financial inclusion; it currently assesses trends in financial
inclusion in India in 2011 compared with 2010 and 2009. CRISIL
will update this analysis on a regular basis to monitor progress.




INTERPRETATION OF CRISIL INCLUSIX

CRISIL Inclusix measures the extent of financial inclusion at a
geographical level, starting from the smallest unit of district. The
index can then be further aggregated to compute the extent of
financial inclusion at a state level, regional level, and further till
the national level.

CRISIL Inclusix is measured on a scale of 0 to 100, with 100
indicating the maximum score achievable.
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In order to provide a comparative assessment, CRISIL has
grouped the index (at all levels districts, states, and regions) in
four categories. In defining these categories, the all India score
of CRISIL Inclusix (of 40.1 for 2011) has been used as a
benchmark.

Table 1: Four categories for CRISIL Inclusix

> 55 | HIGH

<25 LOW

The colours in the table for each of the rows indicate the colours used to depict
each of the four categories.




There are several potential uses of CRISIL Inclusix for various
constituents. Some thoughts and suggestions are mentioned
below:

By bankers

Formulation of a financial inclusion plan with
measurable outcomes through use of CRISIL
Inclusix

Continuous monitoring of implementation of
financial inclusion plan

Performance evaluation of field staff

By the regulator (RBI)

Deciding differential prudential requirements for
business generated (deposits, loans etc) from
districts with low levels of financial inclusion

Considering a priority sector status to lending in
areas with low levels of financial inclusion

POTENTIAL USES OF CRISIL INCLUSIX

By government and policy makers

Objectively measuring the level of financial
inclusion

Designing special provisions or dispensations
specifically

- Forareaswithlow levels of financial inclusion

- For providers of financial services in such
areas

Prioritising financial education in districts with low
levels of financial inclusion
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LIMITATIONS OF CRISIL INCLUSIX

As is the case with any other such index, the effectiveness of the
new tool is heavily determined by the quantity and quality of
data that flows into it. Since the parameters were carefully
chosen on the basis of the kind of data that is available in the
districts and with various other stakeholders, the scope of
CRISIL Inclusix is perforce restricted at the moment to
assessing the level of financial inclusion at the geographic level.

The silver lining, though, is that the tool has been designed in
such a way that as and when more varied, reliable data
becomes available, the scope of the index can be expanded to
measure the contribution towards financial inclusion by each
player (such as banks, non-banking financial companies etc)
as well as accommodate more parameters and refinements and
encompass other forms of lending (such as by non-banking
financial companies), and other financial services (including
insurance and pension).

Thus, the conclusions of the study are critically dependent on
data received at the district and bank level from information
available with RBI, and CRISIL has not independently verified
the accuracy of this data.

Another limitation is that the data used in the analysis is granular
in nature and is, therefore, available only with a lag. This report,
for instance, assesses the extent of financial inclusion as on
March 2011, together with March 2010 and March 2009.

CRISIL has also observed some minor data discrepancies at
the district level that have been flagged and pointed out to the
concerned regulatory authority. However, these discrepancies
have had no bearing at all on the final conclusions.
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KEY CONCLUSIONS

1. CRISIL Inclusix at an all-India level stood at a relatively  In 2011, the all-India index level did improve
low levelof 40.1 for2011 (onascale of 100). marginally (from 37.6 for 2010), indicating
progress on financial inclusion goals.

2. Southern region leads in terms of financial inclusion in the country with a
CRISIL Inclusix score of 62.2 for 2011. The Western region is a distant second,

and is followed by Northern, Eastern, and North-Eastern regions respectively.

® Southern region leads across all three dimensions ® Northern region, which has the largest population,
of financial inclusion — branch penetration, deposit has the second highest penetration of deposits
penetration, and credit penetration

® Eastern region has regained its fourth position in
® \Western region has the second highest penetration 2011, which it had lost to North-Eastern region in
of branches 2010

3. Outofthe top 10 states/UTs with highest CRISIL Inclusix score, 6 are

from Southern region.

4. Most of the states (9 out of 10) with least CRISIL Inclusix scores belong to the Eastern and North-Eastern
regions.

5. Allthe top 5 districts with highest CRISIL Inclusix scores are from the Southern region;
four ofthem are in Kerala.

6. Other highlights at a district level are:

® CRISIL Inclusix scores for 618 districts (of the total 632 districts in India) improved in 2011 from their 2009
levels

® Outof50 most populous districts (comprising ~24 per cent of India’s total population), only 19 districts have
a CRISIL Inclusix score higher than India score

® 11 of Kerala’s 14 districts figure in the top 50 scoring districts
® 103 outof107 districts inthe Southern region have CRISIL Inclusix score higher than the all-India average

® Only 11 state capitals are part of top 50 scoring districts
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The CRISIL Inclusix rankings and scores discussed in this
chapter are based primarily on the analysis and calculations for
the year ended March 2011. The conclusions and scores have
been also been compared with CRISIL Inclusix scores of 2010
and 2009 to assess improvement, or deterioration if any, in the
degree of financial inclusion.

National level:

Financial inclusion still abysmally low in
large parts of India

The overall CRISIL Inclusix score for India compares poorly
against the scores of the high-performing states and
underscores the wide disparity between various regions on
financial inclusion. In 2011, India’s overall CRISIL Inclusix stood
at40.1 (on a scale of 100), far below some of the highest ranked
states/union territories such as Puducherry (79.6), Chandigarh
(78.1), and Kerala (76.1). Notably, however, there is a definite
improvement from the scores in 2010 (37.6) and 2009 (35.4).

The primary parameter responsible for the overall low CRISIL
Inclusix score is credit penetration (CP), which was at alow 36.8
in 2011, compared with relatively better scores of 48.3 and 41.0
for deposit penetration (DP) and branch penetration (BP),
respectively.

DETAILED FINDINGS, RANKINGS, AND TRENDS

The overall CRISIL Inclusix score for India is a reflection of
under-penetration of formal banking facilities, as indicated by,
for instance, a total of just 211 million savings bank accounts in
rural areas, when the total population in these areas is 833
million. In terms of access to credit, the degree of under
penetration is even starker — the number of small borrower
accountsinthese regions is only 36.1 million.

The improvement in India’s overall Inclusix score in 2011 was
largely driven by gains across all the three dimensions,
particularly in DP (refer to Table 2). In fact, the gain in DP was
greater than the combined improvement in CP and BP. CP
remains the constraining factor and has seen the least
improvementin the past two years.

An encouraging aspect —one that should please policymakers —
of the change in 2011 over the two previous years is that the
improvement in financial inclusion is broad-based — scores
improved in 618 of India’s total of 632 districts, and 34 of 35
states and union territories.

In terms of regions, the urban areas, perhaps not surprisingly,
outperform the rural areas, and state capitals score significantly
higher than the respective states.

Table 2: Dimension-wise CRISIL Inclusix score for India

2011 2009 -

W 41.0 37.3

Branch Penetration (BP)

Above average Below Average

Credit Penetration (CP)

2011 2009 2011 2009

48.3 39.7

Deposit Penetration (DP)

Overall: 2011 - 40.1 | 2010-37.6| 2009 - 35.4
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Regional level: = |n 2010, the North-Eastern region had overtaken the

. Eastern region and snatched the fourth rankin
Southern region far ahead of the pack ° ¥

= The improvement in the Southern region’s score in

The index suggests that the Southern region is not only way 2011 from 2009 is about twice the national average. So
ahead of the other regions, its score is also far above the much so that if one excludes the Southern region, then
national average, whereas the other regions are either close to the actual improvement in the overall score is not very
or below the national score. significant
®=  Southern region had an Inclusix score of 62.2 in 2011 = In terms of degree of change in CRISIL Inclusix, the
(compared with 58.8 in 2010 and 54.9 in 2009), as performance of the North-Eastern region is next only to
showninMap 1 the Southern region (March 2011 over March 2009),

albeit with a lower base. The Eastern region ties with
the Western region in terms of degree of improvement
(4.3), while the Northern region shows the least degree
of improvement (3.8)

= The Western region is a distant second, with a score of
38.2in 2011 (up from 33.9in 2009)

= The Eastern region regained its fourth ranking in 2011
with an Inclusix score of 28.6 (up from 26.3in 2010 and
24.3in2009)

Map 1: Financial inclusion at regional level

INCLUSIX 2011

: [

Table 3: Financial inclusion at regigwal level '

Region Inclusix 2011 Inclusix 2010 Inclusix 2009
India 40.1 37.6 354

B Southern Region 62.2 58.8 54.9

[ Wwestern Region 38.2 35.8 33.9
Northern Region 37.1 34.8 33.3

[l Eastern Region 28.6 26.3 24.3

North-eastern Region 28.5 26.5 23.8




Map 2 : Level of financial inclusion across three dimensions

ataregional level While the Southern region leads in all the three dimensions

on financial inclusion, the most differentiating aspect of its

- performance is its clear progress on the credit penetration

e dimension (refer Table 4 below). In fact, the Southern region’s

274 overall score is driven by its CP score, contrary to the trend in
all other regions wherein CP constrains their overall score.

ot 2

49.1

Table 4: Scores across all thred dimensions at a regional level
Region BP » CP DP
2011 2009' 2011 2009 2011 2009
M Southern Region 545 49.6 R}??.l 68.8 66.0 55.1

M Western Region 43.7 39.4 282 269 47.7 40.4K%
Northern Region ~ 40.9 36.9 27.4 262 49.1 40.7 | J\b

41.0 36.8 48.3 ) Y
. - Eastern Region 299 274 23.7 20.1 34.0 26.5 1
W a ‘ North-Eastern Region 29.9 27.7 21.6 17.9 365 27.7 = ") ’
Branch Penetration Credit Penetration || Deposit Penetration India 41.0 37.3 36.8 335 483 39.7

(BP) (CP) (DP)

34
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The credit penetration score of Southern region (77.1 in 2011, Table 5: Coefficient of variation in financial inclusion
up further from 73.3 in 2010 and 68.8 in 2009) is nearly three across districts
times that of the CP score of other regions. This difference is _
perhaps the outcome of the high level of literacy and human Region 2011 2010 2009
development in the region, supported by greater access to Southern Region 0.22 0.23 0.25
formal banking channels. Western Region 0.34 0.37 0.39

) Northern Region 0.36 0.35 0.37
Both the Western and Northern regions (ranked no 2 and 3
respectively) are increasingly lagging the Southern region Eastern Region 0.32 0.34 0.35
because of weaker performance in CP. In fact, both these North-Eastern Region 0.44 0.46 0.48
regions show the least improvement in CP amongst all other India 0.42 0.43 0.44
regions. In the case of Eastern and North-Eastern regions, it is
the slower improvement in BP that is constraining the
improvementin overall score. State level:
Further, the variation within the region is also the lowest for the Most states perform below par
Southern region, as indicated by the coefficient of variation of
0.22. The highest variation in inclusion within the regions is in The CRISIL Inclusix score of 35 states and union territories is below
the North-Eastern region. the all-India average (refer Table 6 below).

Table 6: Distribution of states and union territories based on CRISIL Inclusix
Level of CRISIL Inclusix Number of
Financial Inclusion Score States/UTs

HIGH [ > 55 11

LOW [ <25 3




The states with above India average score are clustered in the = Puducherry has replaced Chandigarh as the newNo 1
southern region and in the north of Delhi (refer Map 3 below).

Some key findings are = The top 5 states are Puducherry, Chandigarh, Kerala, Goa,
and Delhi
= Smaller states (population < 3 crore) and Union Territories
(UTs) such as Puducherry (rank 1), Chandigarh (rank 2), = Sixoutofthe top 10 states/ UTs are small states
and Goa (rank 4) perform better than larger states, perhaps
due to higher urbanisation = Amongst the large states (population > 3 crore) Kerala has

the highest score at 76.1 followed by Andhra Pradesh and
Tamil Nadu at 61.3 and 60.5 respectively

Map 3: Level of financial inclusion at state level

Uttarakhand

R

Tripura
i f oram

Diu pang

Dadra & Nagar Ha

Andaman & Nicobar Islands
(India)
Puducherry

Lakshadweep .
(India) ..




The trends in states with highest and lowest CRISIL Inclusix
scores are consistent with the regional trends. Six of the top 10
states and union territories are from the Southern region.
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Similarly, 9 out of the 10 least scoring states on Inclusix are
mostly in the Eastern and North-Eastern regions (refer to Tables
7and 8).

Table 7: Top scoring states on CRISIL Inclusix

P

Large States Small States

Kerala Goa
Andhra Pradesh Delhi
Tamil Nadu Himachal Pradesh

~.
Union Territories }
Puducherry

Chandigarh

Lakshadweep

Table 8: Bottom scoring states on CRISIL Inclusix

il N\
Large States Small States Union Territories W
Bihar Manipur Dadra & Nagar Haveli
Assam Nagaland Daman & Diu
West Bengal Chhattisgarh Andaman & Nicobar Islands

Amongst larger states, Andhra Pradesh and Kerala show the
least variation whereas West Bengal and Maharashtra
demonstrates the highest disparity among districts.

In terms of year-on-year performance, three states have
improved their rankings by 2 to 3 notches over 2009 while 13
states have slipped in rankings by 1 or 2 notches (refer to Table
A6 in the appendix). On the positive side, however, 34 out of the

total 35 states/UTs showed an improvement in the overall
CRISIL Inclusix score.

The divergence of performance across states is the highest
in credit penetration. There is a need to improve the inclusion
performance in all the three dimensions in the Eastern and
North-Eastern states (refer Maps on following pages).




Map 4(a): Level of financial inclusion across each dimension at state level
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Map 4(b): Level of financial inclusion across each dimension at state level N
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Map 4(c): Level of financial inclusion across each dimension at state level
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District level:

Disparate performance, but South still
leads

The district level performance again mirrors the state and
regional picture discussed earlier. Most districts in the Southern
region (103 out of a total of 107 districts) have CRISIL Inclusix
score higher than the all-India average (refer to Map 5). This is
evident from the fact that all the top five scoring, and 36 of the
top 50 scoring districts are in the South (refer to Table Al in
Appendix).

Kerala has the highest proportion of districts (11 of 14) in the list
of top 50 scoring districts. Pathanamthitta (Inclusix score of
96.2) in Kerala has the highest CRISIL Inclusix score in the
country, followed by Karaikal in Puducherry (91.6), a position
that both districts retained in 2011 compared with 2010. They
were followed by Thiruvanathapuram (91.1), Ernakulam (88.3),
and Kottayam (86.7). Chennai and Mumbai, which were
among the top 5in 2009, fell out of the top 5 ranking in 2010 and
2011.

The key driver for the high performance of the Top 50 districts is
the significant increase in DP and BP scores. The DP and BP
scores for these districts increased by a significant 9.3 and 6.5
respectively in 2011 over 2009. These districts saw an addition
of 2,824 branches in this period, constituting nearly one-fourth
of the total branches added in the country.

Importantly, 44 districts that were in Top 50 in 2009 continue to
be in Top 50 in 2011. Also notable is the fact that the average
score of the Top 50 districts has increased from 68.3 in 2009 to
71.7 in 2010 and further to 75.0 in 2011, indicating steady
improvement in financial inclusion in these districts. The rate of
improvement is nearly twice the improvement in the national
average.

While urban locations and state capitals perform better, only
11 state capitals find a place in the list of top 50 scoring districts.

However, 40 districts that were in Bottom 50 in 2009 continue to
remain in this category. The average score of the Bottom 50
districts has increased, but only marginally, from 12.9 in 2009 to
15.1 in 2011. This rate of improvement in these districts is a
fraction of the improvement in the national average. Eight
districts have a CRISIL Inclusix score of less than 10. Progress
in these districts has clearly been slow and, unsurprisingly,
mirror their state and regional trends.

Most (28) of the bottom 50 scoring districts belong to the North-
Eastern region (refer to Table A2 in Appendix). Most of these
districts are in Manipur, Arunachal Pradesh, and Nagaland.
Manipur has the lowest score, with 8 of its 9 districts in the
bottom 50 scoring districts.

However, even in these districts, there is encouraging
improvement branch efficiency. The number of incremental
saving deposit accounts added in the bottom 50 districts during
2011-09 aggregated 2.7 million, a 35% increase over the no. of
deposit accounts outstanding as on March 2009 (7.5 mn). This
has improved the branch efficiency in these locations with the
number of savings deposit accounts per branch increasing to
6,073 as on March 2011 from 4,919 as on March 2009. The
branch efficiency of these districts is now only marginally lower
than the all India average of 6,774 as on March 2011 (6,168 as
on March 2009).

It is now critical for these districts to sustain their improving DP
and CRISIL Inclusix scores through opening of more branches
as only 148 incremental branches were opening in these
locations in the period 2011 to 2009 as against over 2800
branchesinthe top 50 districts.
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Map 5: Financial inclusion at district level
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An analysis of the districts that have gained or lost the most on
CRISIL Inclusix score in 2011 vis-a-vis 2009 revealed that the
average CRISIL Inclusix score of the 50 most-gaining districts
increased by 10.8 points on average, versus a gain of 4.7 points
on the national average. This increase in the CRISIL Inclusix
score of the top 50 gainers has been supported by strong
performance in their CP and DP scores, which have increased
by 11.8 points and 14.1 points, respectively (refer to Table 9).

Improvement in CP, a key factor that enabled improvement in
score of 50 most-gaining districts is driven by increase in the
number of borrower accounts. The increase in borrower
accounts in these districts accounted for about 30% of the
aggregate incremental borrower accounts, while accounting for
just 8% of the population.
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Conversely, the average CRISIL Inclusix of score 50 least-
gaining districts has remained practically unchanged in 2011
over 2009. The weak performance of these districts is
primarily on account of a decline in their CP scores.

Andhra Pradesh, Karnataka, Kerala, and Haryana have the
highest number of top gaining districts (28 out of the top 50
gaining districts are from these states). Correspondingly,
Uttar Pradesh and Madhya Pradesh have the maximum
number of districts in the 50 least gaining districts (17 out of
50 least gaining districts are from these states).

Table 9: Performance across dimensions of most and least gaining districts

Change in
> 2011 2009 2011 over 2009
c LS
£, 590.3 | 51.1 8.2
.2
o ‘ 625 | 48.4 14.1
=5 Iy 613 | 495 11.8
= 6 . . .
CRISIL Inclusix 58.8 48.0 10.8
Change in
- 2011 | 2009 15011 over 2009
£
ey m 37.3 36.9 0.4
.2
b .‘ 41.0 | 36.0 5.0
o0 w
| -
= 5 221 | 25.2 3.1
CRISIL Inclusix | 31.0 | 30.8 0.2

Change in

) 2011 2009 2011 over 2009
(o)) TN
g mn 41.0 | 37.3 3.7
>
<
= ' 48.3 | 39.7 8.6
I w
= 6 36.8 | 33.5 3.3
=

CRISIL Inclusix | 40.1 | 35.4 4.7

i & »
Branch Penetration| Credit Penetration ' Deposit Penetration
(BP) (CP) (DP)
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District level:
Some other notable findings

Top 50 districts by agricultural accounts

= The top 50 districts by number of agriculture accounts
accountfor 1/3rd of the total agricultural accounts

= The average score of the top 50 districts by agricultural
accountsis substantially higher than the overall average

= Andhra Pradesh and Tamil Nadu have 21 and 19 districts
respectively in the Top 50 districts by agricultural accounts.
Traditionally states with high contribution from agriculture
such as Punjab, Haryana and Uttar Pradesh are absent
from the top 50 districts in this category

Top 50districts by small borrower accounts

= The top 50 districts by number of small borrower accounts
comprise nearly 50 per cent of the total

= The average score of the top 50 districts by small accounts
is substantially higher than the overall average

= Andhra Pradesh, Tamil Nadu, and Kerala have 21, 14 and 8
districts respectively in the Top 50 in this category. This is
possibly because of the widespread penetration of micro-
creditloans in these states through self-help groups

Top 50districts by population

= The top 50 districts by population comprise 24 per cent of the
total population

= The average score of the top 50 districts by population is
comparable to the overall average. This is despite the fact that
most large cities (Mumbai, Delhi, Ahmedabad, Pune,

Bengaluru, Kolkata, Chennai, Jaipur, Lucknow etc) are
included in this list

= Maharashtra, Andhra Pradesh, and Bihar have 8, 6, and 6
districts respectively in the top 50 districts in this category

Table 10: CRISIL Inclusix Score

2011 2009
Top 50 districts by agricultural accounts 61.6 54.2
Top 50 districts by small borrower accounts 65.2 58.5
Top 50 districts by population 40.9 36.6
All India Average 40.1 35.4
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METHODOLOGY FOR CALCULATING CRISIL INCLUSIX

The section describes the methodology behind the calculation Parameters

of CRISIL Inclusix.
Several dimensions are used to evaluate the extent of financial

) ) inclusion in a country. In line with its definition of financial
ObJeCtlve inclusion (as discussed earlier) CRISIL has followed a multi-

CRISIL Inclusix measures the extent of financial inclusion at a dimensional approach to compute financial inclusion.

geographical level, starting from the smallest unit of district and

aggregating it across states, regions and national level, CRISIL Inclusix is a composite index, measuring financial

inclusion as an aggregate of three key dimensions — branch,
credit, and deposit penetration by banks.

Coverage

CRISIL Inclusix uses five parameters as proxies to measure the

CRISIL Inclusix covers all 632 districts, 35 States/UTs and ] ) ] o )
three key dimensions of financial inclusion (refer to table 11).

5regionsinthe country.

CRISIL Inclusix also measures financial inclusion for different
periods to enable inter-temporal comparison. It currently
measures financial inclusion on an annual frequency for the
years 2009, 2010 and 2011. Depending on the availability of
data, the frequency can be increased.




METHODOLOGY FOR CALCULATING CRISIL INCLUSIX

Table 11: Dimensions and parameters used to measure financial inclusion

No of bank branches Measures the ease The higher the better
(both SCBs & RRBs) | with which people ina
per lakh of population particular territory can

N
111

BRANCH in a district i access banking
PENETRATION i services
(BP)
No of loan accounts Measures the extent The higher the better
per lakh of population of access to loan :
in a district products offered by
\ banks in a particular
territory

No of small borrower Measures access to The higher the better
loan accounts as :

credit for small
defined by RBI per lakh borrowers. who

of population in a district  : typically face financial
(small borrowers = . non-inclusion
borrowers with a :

sanctioned credit limit of

up to Rs. 2 lakh)

CREDIT
PENETRATION
(CP)

No of agriculture Measures farmers’ The higher the better
advances per lakh of i access to credit :
population in a district

No of savings deposit Measures the extent The higher the better
accounts per lakh of of access to savings :

population in a district products offered by

DEPOSIT banks in a particular

PENETRATION : ;
(DP) territory

................................................................................................................................................................................
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As CRISIL defines financial inclusion in terms of coverage,
reach, and penetration and not in terms of size or volume, all
CRISIL Inclusix parameters are measured in non-monetary
units.

Data

The source for all banking data 