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FIGURE 5: INITIAL FINANCIAL DEVELOPMENT AND BRANCH EXPANSION INTO RURAL UNBANKED LOCATIONS 
Notes: This figure graphs the coefficients for  two regressions.  The series “Rural banked locations (no controls) “ graphs  the set of “number  of banked locations in 1961” Xyear 
interaction terms  from the regression given in  Equation (1), and the  series “Rural banked locations (with controls)”  graphs  the corresponding set of  interaction terms  from the 
regression  in  Equation (2) which includes population, income and location controls,    
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FIGURE 8: INITIAL FINANCIAL DEVELOPMENT AND POVERTY 

Notes: This figure graphs the coefficients for  two regressions.  The series “Rural head count ratio”  graphs  the set of “number  of banked locations in 1961” Xyear interaction terms  
from the regression in which the dependent variable is  rural head count ratio, and   series “Urban head count ratio”  graphs  the corresponding set of  interaction terms  from the 
regression  in which the dependent variable is urban head count ratio.  Both regressions include population, income and location controls,    
 
 



Rural cooperative Congress legi- Center-state Education Health Cumulative
rural unbanked already banked of credit of saving credit share slator share alignment  expen.share  expen.share land reform

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)
Number of banked locations 0.20** 0.40*** 5.29*** -0.245 1.19* -3.66** -9.58*** -0.41* 0.15 -8.45
in 1961 per capita *1961-77 [0.09] [0.04] [1.60] [0.61] [0.66] [1.44] [3.59] [0.22] [0.11] [12.28]
 Trend
Number of banked locations -0.75*** -0.21*** -8.22*** -2.12*** 0.33 -0.49 1.4 0.01 -0.2 -4.16
in 1961 per capita*Post-77 [0.13] [0.05] [1.63] [0.66] [1.00] [3.15] [5.37] [0.31] [0.15] [19.03]
Trendbreak
Number of banked locations 0.54*** 0.28*** 2.17*** 0.67 1.14 -0.31 8.76 -0.65 0.07 12.61
in 1961 per capita*Post-90 [0.18] [0.08] [0.58] [0.55] [7.15] [4.17] [15.59] [0.56] [0.16] [218.27]
Trendbreak
State and year dummies YES YES YES YES YES YES YES YES YES YES

Other controls YES YES YES YES YES YES YES YES YES YES

Adjusted R-squared 0.94 0.99 0.85 0.87 0.73 0.46 0.48 0.74 0.75 0.73

F-test 1 37.36 40.08 83 89.6 4.12 2.18 4.23 3.24 0.27 0.75
[0.00] [0] [0] [0] [0.04] [0.14] [0.04] [0.07] [0.6] [0.38]

F-test 2 0 41.5 2.53 12 0.14 2.1 0 4.26 0.03 0
[0.94] [0] [0.11] [0.00] [0.7] [0.14] [0.96] [0.03] [0.86] [1]

Number observations 632 632 508 508 487 630 536 593 577 504

equal to one if the year is 1977 or after interacted with a post 1977 time trend (t-1977) (iii)an indicator variable which is equal to one if the year is 1990 or after interacted with a post-1990 time trend (t-1990).

 F-test 1 measures whether the sum of the first two terms differs from zero, and F-test 2 whether the sum of all three terms differs from zero. All regressions also include interaction terms between 

The sample covers 16 states and 40 years (1961-2000). Punjab and Haryana enter the sample in 1965 giving a total of 632 observations.  * indicates significance at 10%, ** significance at 5% and *** significance

at 1%. 

the indicator variables for 1977 and 1990 and number banked locations in 1961. All banked location variables are deflated by population in 1961 respectively. The set of `other controls' include state population, 

 log state income per capita and per capita number of rural locations; all measured in 1961. Each control variable enters the regression in exactly the same way as the number of banked locations in the state.

Banking outcomes Politics and Policy outcomes

TABLE 4: BANKING, POLITICS AND POLICY AS A FUNCTION OFINITIAL FINANCIAL DEVELOPMENT

Notes: Robust standard errors in parentheses.  The explanatory variables are (row-wise) the number of banked locations in 1961 interacted with (i) a time trend (t) (ii) an indicator variable which is

Number bank branches in: Rural banks share



Agri. Total Non-agri. Agricult- Non-agri 
Rural Urban Rural-Urban Aggregate wages output cultural ural Unregi- Regis- labor

diff output output stered tered share
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

Number of banked locations -257.40*** -28.2 -229.20*** -227.08*** 2.10* 2.82*** 6.59*** -1.75 9.30*** 2.822 26.65***
in 1961 per capita *1961-77 [63.24] [50.16] [68.85] [54.89] [1.22] [0.72] [0.91] [1.17] [2.47] [2.269] [3.30]
 Trend
Number of banked locations 392.65*** 58.97 333.68*** 352.95*** -6.98*** -6.21*** -11.64*** -1.04 -16.55*** -3.703 -29.32***
in 1961 per capita*Post-77 [71.60] [68.16] [86.89] [61.83] [1.68] [1.07] [1.38] [1.71] [4.27] [3.432] [5.86]
Trendbreak
Number of banked locations -385.40*** -245.60*** -139.79 -384.20*** 15.49*** 10.62*** 12.66*** 6.55* 9.98 18.71**
in 1961 per capita*Post-90 [134.52] [80.46] [144.99] [110.15] [2.62] [2.08] [3.08] [3.51] [8.09] [7.44]
Trendbreak
State and year dummies YES YES YES YES YES YES YES YES YES YES YES

Other controls YES YES YES YES YES YES YES YES YES YES YES

Adjusted R-squared 0.83 0.92 0.61 0.87 0.91 0.98 0.98 0.93 0.87 0.93 0.89

F-test 1 16.29 0.45 3.91 19.61 17.84 18.3 23.96 4.93 4.52 0.11 0.32
[0] [0.5] [0.04] [0] [0] [0] [0] [0.02] [0.03] [0.73] [0.57]

F-test 2 3.68 10.62 0.07 5.89 20.9 14.09 6.85 1.31 0.14 6.53
[0.05] [0] [0.79] [0.01] [0] [0] [0] [0.25] [0.7] [0.01]

Number observations 623 623 623 623 541 584 577 577 577 577 365

F-test 1 measures whether the sum of the first two terms differs from zero, and F-test 2 whether the sum of all three terms differs from zero. All regressions also include interaction terms between 

the indicator variables for 1977 and 1990 and number banked locations in 1961. All banked location variables are deflated by population in 1961 respectively. The set of `other controls' include state population, 

 log state income per capita and per capita number of rural locations; all measured in 1961. Each control variable enters the regression in exactly the same way as the number of banked locations in the state.

The sample covers 16 states and 40 years (1961-2000). Punjab and Haryana enter the sample in 1965 giving a total of 632 observations.  * indicates significance at 10%, ** significance at 5% and *** significan

TABLE 5: BANK BRANCH EXPANSION AND POVERTY AND STRUCTURAL CHANGE: REDUCED FORM EVIIDENCE

Structural change outcomesPoverty outcomes

Notes: Robust standard errors in parentheses.  The explanatory variables are (row-wise) the number of banked locations in 1961 interacted with (i) a time trend (t) (ii) an indicator variable which is

Head count ratio Manufacturing

equal to one if the year is 1977 or after interacted with a post 1977 time trend (t-1977) (iii)an indicator variable which is equal to one if the year is 1990 or after interacted with a post-1990 time trend (t-1990).



Agri. Total Non-agri. Agricult- Non-agri 
Rural Urban Rural-Urban Aggregate wages output cultural ural Unregi- Regis- labor

diff output output stered tered share
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

Number of bank branches -533.11*** -122.12 -410.99*** -487.67*** 12.58*** 8.49*** 18.60*** 2.54 25.13*** 8.318 36.69***
opened in rural unbanked [139.29] [92.59] [130.94] [122.88] [3.30] [1.81] [3.57] [2.67] [7.47] [5.43] [7.80]
locations

Number of banked locations -161.10*** -47.3 -113.80** -147.27*** 0.13 1.67** 5.23*** -1.31 6.55** 3.89** 23.62***
1961 per capita * Trend [56.74] [35.60] [52.99] [49.34] [1.15] [0.74] [1.34] [1.02] [2.59] [1.86] [2.49]

State and year dummies YES YES YES YES YES YES YES YES YES YES YES

Other control variables YES YES YES YES YES YES YES YES YES YES YES

Overidentification test p- 0.99 0.91 0.99 0.99 0.99 0.94 0.99 0.97 0.99 0.93
value
Number observations 623 623 623 623 541 584 577 577 577 577 365

Robust standard errors are reported in parentheses. See the Data Appendix for details on the construction and sources of the variables. The sample covers 16 states, and 40 years (1961-2000). 

Punjab and Haryana enter the sample in 1965, giving a total of 632 observations. The instruments for number  of bank branches in rural unbanked locations are: (i) number of banked locations in

 1961 percapita interacted with a Post-77 Trendbreak, and (ii) number of banked locations in 1961 percapita interacted with a Post-90 Trendbreak. The corresponding first stage regression is reported 

in Table 4, column (1). The overidentification test is due to Sargan  [1958]. The number of observations times the R-2 from the regression of the stage two residualson the instruments is distributed

 chi-squared (T+1) where T is the number of instruments.

TABLE 6: BANK BRANCH EXPANSION AND POVERTY AND STRUCTURAL CHANGE: INSTRUMENTAL VARIABLES EVIIDENCE

Output outcomesPoverty outcomes
Head count ratio Manufacturing



Distance from individual's home to original members of group 0.014 0.316 0.017 0.043 0.297 0.040
(0.078) (0.353) (0.020) (0.069) (0.248) (0.027)
n=616 n=616 n=616 n=1801 n=1801 n=1801

Percent of original members within 10 minute walk of individual's home -1.506 *** -5.835 *** -0.269 *** -1.518 *** -3.664 *** -0.353 ***
(0.391) (1.768) (0.080) (0.374) (1.070) (0.134)
n=616 n=616 n=616 n=1801 n=1801 n=1801

Percent of original members with same culture as individual -0.511 * -3.776 ** -0.178 *** -0.364 -1.254 -0.153
(0.297) (1.700) (0.065) (0.295) (1.058) (0.109)
n=616 n=616 n=616 n=1801 n=1801 n=1801

*** 99% significance; ** 95% significance; * 90% significance

Each cell is a separate specification.
Standard errors corrected for clustering at the group level in all specifications.
Individuals weighted evenly "all loans" specifications.
Individual level specifications include the following control variables (See Appendix Table 2 for results on control variables):

Distance to FINCA (town center), town dummy, neighborhood dummies, age, education, marital status, siblings, children,
# in household, year, and age of group when individual joined.

Loan size estimated using approved loan amount, which is savings balance at end of prior cycle.

DONE 3/25

All Loans
Probit

(6)
Tobit
(5)(4)

OLS

Table 4: Individual Default
OLS, Tobit and Probit

Dependent variable: Percent of loan in default at end of cycle

(2)
OLS

1st Loan Only

(1)
Tobit Probit

(3)



Default 0.115 *** 0.112 *** 0.113 *** -0.023 0.157 *** 0.206 ***
(0.037) (0.037) (0.036) (0.055) (0.043) (0.041)

Total Accumulated Savings -0.013 -0.016 -0.014 -0.014 -0.015 -0.014
(0.014) (0.014) (0.014) (0.015) (0.014) (0.013)

Distance from individual's home to original members of group 0.035 0.021
(0.032) (0.033)

Distance Interacted with default 0.076 ***
(0.027)

Percent of original members within 10 minute walk of individual's home -0.007 -0.004
(0.006) 0.006

Percent within 5 minute walk Interacted with default -0.130 ***
(0.045)

Percent of original members with same culture as individual -0.189 -0.011
(0.147) (0.134)

Culture Interacted with default -0.320 ***
(0.086)

Observations 616 616 616 616 616 616
# of dropouts 148 148 148 148 148 148
Log-likelihood -173.64 -173.75 -173.21 -173.22 -171.56 -166.73
Groups 42 42 42 42 42 42

*** 99% significance; ** 95% significance; * 90% significance

Marginal effects of probit reported.

Standard errors corrected for clustering at the group level.

Individual level specifications control variables for distance to FINCA (town center), town dummy, neighborhood dummies,

age, education, marital status, siblings, children, # in household, year, and age of group.

Probit
Table 6: Dropout

(1) (6)
Dependent Variable = 1 if Member Dropped Out after 1st Loan

(5)(2) (3) (4)
















