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India is doing well on
Jinancial inclusion

The latest all-India score on the CRISIL
Inclusix financial inclusion index has
surged, driven by the Jan Dhan Yojana

overty, said Nobel laureate Amartya Sen, is
nol merely lowness of income, but depriva-
tion ol basic capabilities.

This isa [air point. An inclusive financial eco-
system is quintessential to the social contract. It
surmounts both physical and, more importantly,
psychological barriers, and helps achieve sustain-
able economic growth.

But it doesn’t need a Nobel laureate to under-
line the ramifications of excluding large swathes
from the development process.

It is gratilving that our policymakers are seized
of thisimperative and have been working along
multiple avenues to address this. Appropriate
frameworks have been, and are being, designed.
And, complementing the [ocused efforts ol the
government. the Reserve Bank of India (RBI) is
propagating financial literacy, which lends sus-
tainability to the inclusion process.

However, putting in those hard yvards must be
complemented by a dependable vardstick to
quantily progress on financial inclusion. This is
necessary so that the course corrections needed
could be designed and implemented., too.

That's where CRISIL Inclusix comes in.

India’s first financial inclusion
index was launched in 2013 with EJ™¥
the objective of becoming that cru- Ll
cial gauge and policy input. 1 is '
based on four dimensions—branch
penetration, deposit penetration,
credit penetration and insurance
penetration. The last dimension
wasadded for the first time this
yearas data became available.

CRISIL Inclusix measures
progress on financial inclusion

The Digital India initiative. payments banks
and small finance banks have all helped improve
the reach offormal linancial services to economi-
cally disadvantaged sections ol the populace and
geographically remote regions.

Underserved pockets, particularly in the
North-East and the east, have logged a sharp rise
in credit penetration. The credil penetration
indexoflthese two regionsisup an average 9
points compared with & points at the all-India
level.

But despite the strong growth, only 200 mil-
lion horrowers have had access Lo credit from for-
mal channels. This is the reason why the credit
penetration index of CRISIL Inclusix remained
low at 56.0 compared with 78.3 for deposit pene-
tration.

The upshot is clear: concerted efforts are
needed to deepen access to formal credit.

In terms of branch penetration, the number of
new branches opened by lenders has declined
because they are betting more on the digital chan-
nels (mobile phones/internet).

Among regions, the south remainsahead by a
wicle margin, but other regions are catchingup
thanksto the spread of microfi-
nance, particularly in the east.

However, the inclusion of insur-
ance data moderaled the overall
Inclusix scores for most regions,
except the west and the east, which
have maintained their perform-
ance.

Among states, Kerala waswell
ahead with a CRISIL Inclusix score
ol 90.9, while Rajasthan moved up
from “below average” to “above

down to the level of each of the 666

average” and Harvana from “above

districts inthe country, and is

average” 1o “high".

hased on data provided by the RBL
the MicroFinance Institution Network, and the
Insurance Information Burean of India.

The index’s readings for fiscal 2016 (the latest
period for which datais available) show financial
inclusion hasimproved significantly in India,
with the all-India score rising to 58.0 in fiscal
2016, compared with 50.1in fiscal 2013,

The score would have been even higheral 62.2
had we excluded the elfect of rebasing ol the
indexand inclusion of insurance data. The Prad-
han MantriJan Dhan Yojana, anc the RBI's stead-
fast focus on unbanked regions, have really made
adifference.

Asmany as 600 million deposit accounts were
opened hetween fiscals 2013 and 2016, or twice
the number between 2010 and 2013. Nearly a
third of this was on account of Jan Dhan. This gets
well reflected in the deposit penetration index of
CRISIL Inclusix, which surged over 16 points.

On the credit side, there wasa sharp 31.7 million
increase in new credit or loan (hanksand microfi-
nance)accounts in the two vears up to fiscal 2016,
which is the most since fiscal 2013, Notably,
microfinance institutions contributed signifi-

cantly to the linanciallv under-penetrated regions.

The upshot from the scoresis
that financial inclusion can spread faster il there is
sharper focus on enhancing branch and credit
penetration bevond south India. Policy makers
need to continue incentivizing branch and eredit
penetration in districts with low CRISIL Inclusix
scoves. Coverage through protection-linked
insurance and pension schemes also needs to be
ratcheted up significantly.

Thereisstill a longway Lo go before India
reachesacceptable levels of inancial inclusion,
but theres little Lo complain about the policy
approach today. More ofa good thing would serve
verywell here.

Given CRISIL Inclusix’s modular construc-
tion, we look forward to more data—hoth con-
sistent and comprehensive—on other financial
servicesand providers, too, lo make the index
even more rounded. To build on Amartva Sen’s
point, inclusive growth also would mean going
bevond simple access to [ormal finance. I1's great
to see that concerted efforts are being made in
aid ofthis,
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