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Background

Financial inclusion and its wide-ranging socioeconomic
impacts.
Direct and indirect impact on household well-being, women’s
empowerment and accumulation of human capital, especially
in underdeveloped and developing countries (Burgess and
Pande, 2005; Ashraf et al., 2006; Banerjee et al., 2017; Kochar
et al., 2022; Ngo and Wahhaj, 2012; Dupas and Robinson,
2013; Cramer, 2021; Gupta and Sedai, 2023).
Financial inclusion is identified as an enabler for seven
Sustainable Development Goals (SDGs).
Gap in literature- lack of large-scale and comprehensive causal
investigation into how financial inclusion can alleviate deeply
entrenched social disparities.
Caste-based discrimination: major source of social disparity in
India.
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What We Do

Broad Question: Can financial inclusion reduce welfare
disparity resulting from caste-based social exclusion?
It can, through a reduction in caste-based discrimination.
Quasi-experimental setup: Reserve Bank of India (RBI)
bank branch expansion policy (2005)
Incentive to banks to open branches in the underbanked
districts.
Causal regression discontinuity (RD) framework.
General equilibrium framework that integrates household-level
data, administrative records, and Census data to investigate
the multifaceted implications of bank branch expansion on
both households and enterprises by caste.
Effectiveness of the bank branch expansion policy in enhancing
financial inclusion. Resulting reduction in caste-based welfare
disparity.
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Role of Caste Identity

Caste: A determining factor in education (Munshi and
Rosenzweig, 2006; Hanna and Linden, 2012; Hoff and Pandey,
2014), access to healthcare services (Luke and Munshi,
2007), access to public goods (Anderson, 2011) and marital
choices (Munshi and Rosenzweig, 2009).
World’s largest affirmative action program was undertaken by
GOI to eliminate caste-based discrimination and social
exclusion, but caste continues to play a significant role in
all facets of Indian society.
The caste-based discrimination has resulted in significant
welfare disparity between marginalized and
non-marginalized castes in India (Deshpande, 2000; Kijima,
2006).
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Caste Discrimination in Labour Market

In the labour market, the caste identity often restricts
occupational mobility (Munshi and Rosenzweig, 2006) and
gives rise to caste-based wage discrimination where
marginalized workers systematically get lower wages compared
to their non-marginalized counterparts (Banerjee and Knight,
1985; Ito, 2009; Das and Dutta, 2007).
Furthermore, workers from marginalized castes often get
assigned to less prestigious jobs (Das and Dutta, 2007;
Deshpande and Sharma, 2016).
The implication of caste in the labour market is so intense that
workers often decline higher wages to avoid employments that
do not fit with their caste identity (Oh, 2023).
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Caste Discrimination in Informal Credit Market

Caste-based discrimination acts as a barrier to access to credit,
majorly in informal credit markets where the rate of interest
charged can be heavily impacted by the caste-biasedness of the
informal lender (Kumar, 2013; Mosse, 2018).
A vast literature suggests that credit constraint can induce
income inequality (Demirguc -Kunt and Levine, 2009), hinder
agricultural investment and income growth (Kaboski and
Townsend, 2012) and limit entrepreneurial opportunities
(Banerjee et al., 2017).
Credit constraints stemming from caste discrimination and the
resulting interest rate disparity between marginalized and
non-marginalized caste borrowers significantly contribute to
the caste disparity in India.
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Conceptual Framework
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RBI Policy 2005

Bank branch expansion policy of RBI (2005)
The policy incentivizes commercial banks (excluding Regional
Rural Banks) to open branches in ’underbanked’ districts to
increase their chance of obtaining branch-opening licenses for
favoured locations.
A district is tagged as ’underbanked’ when the ratio of
population to the number of bank branches in the district
exceeds the national ratio.
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Underbanked Districts

Figure 1: Map of Underbanked Districts in India
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Regression Discontinuity Framework

District-level population-to-bank branch ratio: Running
variable
National-level ratio (computed to be 14,780): Cutoff
Treated=Underbanked
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Fuzzy RD

RBI’s published list of underbanked districts (2006): Does not
include the district level population-to-branch ratios.
We reconstruct the ratio for each district using population
census 2001 and RBI’s data on number of bank branches.
There are 10 districts for which the predicted underbanked
status from our reconstructed ratio is different from their
’underbanked’ status as per the RBI list.
RBI could have used its own discretion in determining the
underbanked status of these 10 districts (Cramer, 2021)
We adopt the fuzzy RD design instead of the sharp design
(Lee and Lemieux, 2010; Dong and Lewbel, 2015).
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Fuzzy RD

Figure 2: First Stage RD plot
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Fuzzy RD Model

Ud = β0 + β1Td + β2Rd + β3TdRd + α1Xd + ed (1)

Yh,d = δ0 + δ1Ud + δ2Rd + δ3RdTd + α2Xd + vd (2)

Ud =1 if district d is listed as underbanked by RBI
Td =1 if the district-level ratio is higher than the cutoff
Rd is the running variable (the district-level
population-to-branches ratio).
Under the identifying assumption, the coefficient δ1 can be
interpreted as the local average treatment effect (LATE) of
belonging to an underbanked district.
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Validity of RD Framework

Identifying assumption: Districts above and below the cutoff
are similar in all aspects except the status of
banked/underbanked.
Smoothness of the running variable around the cutoff
McCrary test
Smooth pre-policy
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Validity of RD Framework

Figure 3: Histogram Figure 4: McCrary Test
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Data Sources

RBI Master Office File (MOF)
Indian Human Development Survey (IHDS): 2004-05 and
2011-12
All India Debt and Investment Survey (AIDIS): 2003 and 2013
Economic Census: 2005 and 2013
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Banks and Financial Inclusion

Table 1

Financial inclusion
increases across all
caste categories
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Banks and Financial Inclusion
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Banks and Household Welfare

Table 2

- Household welfare
increases mostly for
SCs

- A reduction in
caste-based welfare
disparity
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Banks and Household Welfare
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Mechanisms

Informal Finance Channel
Business Finance Channel
Labour Market Channel
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Informal Finance Channel

Table 3

Mode of discrimination: Excessive
and unrealistic rate of interest
demanded from the SCs.

AIDIS 2003: The average interest
rate for SCs was 28%, whereas the
same for OBCs and generals was
22% and 16%.

Banks - Competition - Reduced
Informal Interest Rate for SCs

More informal loan taken by SCs.
Mostly used for consumption.
Additional channel of welfare
enhancement.
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Business Finance Channel

Table 4: Banks and the number of
enterprises with formal finance as main
source of credit

How do banks finance businesses
owned by different castes?

Three key observations:
1. Overall business loans increase for
all caste categories
2. Agricultural loans increase for the
SC and OBC owners
3. Nonagricultural business loans
increase for the OBC and general
categories.
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Labour Market Channel

What do SCs, OBCs and generals do with the formal loans?
The answer will provide insight into the labour market’s
response to the policy.
We study the elaborate mechanisms in agricultural sector and
non-agricultural sector separately.
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Banks and Agricultural Sector

Table 5

SCs mechanize
the process of
agriculture.

Agricultural
productivity and
crop income
increases:
Additional
channel for
welfare
enhancement.
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Banks and Non-agricultural Sector

Table 6
Business expansion by
OBCs and Generals –>
Additional labour demand in
the market.

The business owners find it
more rational to meet that
excess demand by raising
the wages of cheaper SC
labourers.

SC wage increases:
Reduction in caste-based
wage discrimination.

More wage/salary
employment in SC
households: Additional
channel of welfare
enhancement
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Impact on Taste-based Discrimination



28/31

Background Caste Discrimination Method and Data Results Mechanisms Conclusion

Robustness Checks

Placebo cutoffs
Second-order Polynomial
Bandwidth Multiplier Test
Bandwidth Selector Test
Donut hole Test
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Wrapping up

Financial inclusion increased across all castes, but welfare
increased mostly for SCs.
Additional channel for SCs:
1. Reduction in discrimination in informal credit market –>
More informal loans
2. More formal loan in agricultural sector –> More agricultural
income
3. More labour demand –> Increase in SC wage and
employment
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Conclusion

The bank expansion policy has enhanced access to formal
financial services across all caste categories.
The policy has reduced welfare disparity and caste-based
discrimination.
Results are causal and robust in nature.
Policy Highlights:
- Importance of strengthening the formal banking sector to
reduce social disparity.
- Making it more inclusive in order to reduce the sticky social
norms like caste-based discrimination in India.
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Thank you!
Comments and questions are welcome.

rikhiab20@iitk.ac.in


	Background
	
	

	Caste Discrimination
	
	
	
	

	Method and Data
	
	
	
	
	
	
	
	
	

	Results
	
	
	
	

	Mechanisms
	
	
	
	
	
	
	
	

	Conclusion
	
	


