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Abstract 
The Reserve Bank of India (RBI) has been at the forefront of efforts to create a more inclusive banking system in India. 

One approach they have taken is through the promotion of differentiated banks. Differentiated banks are financial 

institutions that serve a specific niche or segment of the market, as opposed to traditional banks that cater to a broad 

range of customers. This paper seeks to analyze the role of differentiated banks in contributing to a more inclusive, 

stable, and growing banking ecosystem in India. 

Objective: The paper aims to critically analyze how differentiated banks have contributed to the development of a more 

inclusive and resilient banking ecosystem in India. 

Method: This study is qualitative in nature and is based on case studies of selected differentiated banks operating in 

India. The research also draws on secondary data from RBI reports, financial statements, and academic literature on the 

topic. Interviews with industry experts were also conducted to gain further insights into the operations and challenges 

faced by differentiated banks. 
Methodology: This paper adopts a qualitative research methodology, which includes case studies, secondary data 

review, and expert interviews. The study aims to evaluate the impact of differentiated banks on India’s banking 

ecosystem. The specific problem addressed in this research is the uncertainty surrounding the long-term viability and 

effectiveness of differentiated banks in improving financial inclusion and strengthening the banking sector in India. 

Results: The results of the study indicate that differentiated banks have played a significant role in increasing the 

accessibility of banking services to underserved populations, particularly in rural and previously unbanked areas of 

India. Their ability to quickly adapt to market demands and specialize in particular services has also contributed to the 

resilience and growth of India’s banking sector, despite challenges such as regulatory compliance and capital adequacy. 

The findings provide valuable insights for policymakers, banking executives, and regulators in refining and optimizing 

the role of differentiated banks in the Indian banking system. 

 

Keywords:  Differentiated Banks, Financial Inclusion, Banking Ecosystem, Rural Banking, Small Finance Banks, 
Payment Banks. 

 

1. Introduction 

1.1 Background 

The introduction gives the background information that is used to help motivate the research 

problem. The introduction defines the important concepts and provides the history that is needed to 

understand the importance of the problem. The introduction typically answers the following 

questions: 

 Historical context: An overview of the development of the field and previous research. 

 Motivation: The reasons why the research is important and the challenges it aims to address. 

 Key concepts: Definitions of fundamental concepts that will be used throughout the paper [1]. 

 

"The definition of financial inclusion has changed during the past three decades. Banks were not 

serving the rural communities and a large majority of the people remained unbanked until the 

establishment of differentiated banks. The study motivation behind the research is to highlight the 

role played by differentiated banks in promoting financial inclusion and addressing the issues faced 

by them in India [2]" 
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Figure 1: Role of Differentiated Banks in Strengthening India's Banking Ecosystem 

 

1.2 Problem 

Here you describe the exact problem being solved in your research. This section is often phrased in 

one or two mathematical formulations (equations) of the problem. The problem statement should be 

precise. A good problem statement points out what is not addressed in other research or what 

practical problem is being solved. If the problem has a mathematical formulation, it is stated 

here."The problem at hand involves assessing the impact of differentiated banks on financial 

inclusion, particularly in rural areas. The mathematical formulation can be represented as follows 

[3]: 

Let P(x) represent the probability of an individual having access to banking services, where xxx 

denotes factors such as income level, literacy, and geographical location. 

P(x) = 
1

1+𝑒− (𝛽0+𝛽1𝑥1+𝛽2𝑥2+⋯+𝛽𝑛𝑥𝑛) 
 …………………………………………………………………………… (1) 

 

Where: 

 x1 is income, 

 x2 is education level, 

 xnrepresents other demographic factors influencing financial access. 

 

1.3 Contribution 

In this section, clearly state the unique contribution of your research. What new insights, 

methodologies, or findings does your study present? Emphasize how your work advances the field 

or addresses a gap in existing literature. 

"This paper contributes to the literature on financial inclusion by analyzing the effectiveness of 

differentiated banks in rural areas, using a novel quantitative model that combines socio-economic 

factors and banking access. The findings offer insights into the challenges these banks face and 

suggest policy recommendations for improving financial inclusion strategies." 

 

 

 

1.4 Structure of the Paper 
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This part provides an overview of how the paper is organized. It helps the reader understand what to 

expect in each section. 

 Section 2 reviews related work in the field of financial inclusion and differentiated banks. 

 Section 3 describes the methodology and data used for the analysis. 

 Section 4 presents the results and discussion. 

 Section 5 concludes with policy recommendations and future research directions." 

 

2. Problem Formulation 

formulation section can present a more detailed explanation of the mathematical model or 

framework used to analyze the problem. This includes the assumptions, variables, and constraints 

that define the scope of the problem. 

"The problem is formulated as a logistic regression model where the dependent variable yyy 

represents the probability of having a bank account, and the independent variables include income, 

education, geographical location, and financial literacy. The model is given by [4]: 

y=
1

1+e−(β0+β1⋅Income+β2⋅Education+β3⋅Location+β4⋅Financial Literacy) 
 ……… (2) 

 

The goal is to estimate the coefficients β0,β1,…,βn based on the available data and to understand 

how each factor influences the probability of having access to banking services. 

 

Table 1: Comparative Overview of Bank Types in India 

Bank Type Objective Target 

Market 

Key Services Impact on 

Ecosystem 

Challenges 

Small 

Finance 

Banks 

Improve 

financial 

inclusion in 

underserved 

areas 

Rural and 

semi-urban 

populations 

Micro loans, 

savings 

accounts, 

insurance, 

remittances 

Increased 

banking access, 

financial 

inclusion 

Capital 

constraints, 

regulatory 

compliance 

Payment 

Banks 

Provide basic 

banking 

services 

Low-

income, 

unbanked 

individuals 

Payment 

services, 

money 

transfer, digital 

wallets 

Enhances digital 

access, reduces 

cash dependency 

Limited scope 

for lending, 

operational 

costs 

Regional 

Rural 

Banks 

Support 

agriculture 

and rural 

development 

Rural 

farmers and 

small 

businesses 

Loans for 

agriculture, 

rural 

development 

programs 

Boosts rural 

economy, 

agriculture 

sector support 

Financial 

sustainability, 

operational 

challenges 

Cooperative 

Banks 

Serve 

cooperative 

societies and 

rural areas 

Cooperative 

societies, 

farmers 

Credit, 

savings, 

insurance for 

cooperatives 

Strengthens rural 

cooperative 

structures 

Over-

regulation, risk 

management 

challenges 

Universal 

Banks 

Provide all-

round banking 

services 

Urban and 

rural 

populations 

Full-service 

banking, 

credit, wealth 

management 

Comprehensive 

services, 

supports 

urbanization 

Operational 

scale, 

integration 

challenges 
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Table 2: Summary of Research on Differentiated Banks and Financial Inclusion in India 

Year Author(s) Title Key Findings Problem 

Addressed 

Solution 

Proposed 

Source 

Link 

2020 Patel, S. 

& 

Sharma, 

A. 

Financial 

Inclusion 

through Small 

Finance Banks 

in India: A 

Study on Rural 

Impact 

1. Small 

finance banks 

enhance rural 

financial 

inclusion.  

2. Microloans 

and savings 

products were 

pivotal.  

3. Significant 

contribution to 

rural economic 

activities. 

Low financial 

inclusion in 

rural areas, 

limited access 

to credit and 

banking 

services. 

Small finance 

banks increase 

access to 

financial 

products in rural 

areas, fostering 

economic 

growth. 

Link 

2021 Kumar, 

R. & 

Gupta, P. 

The Evolution 

and Impact of 

Payment Banks 

on India’s 

Banking 

Ecosystem 

1. Payment 

banks 

facilitated 

financial 

inclusion for 

the unbanked.  

2. Digital 

banking access 

improved for 

low-income 

individuals.  

3. Regulatory 

limitations on 

lending 

hindered 

growth. 

Limited 

banking 

access for 

low-income 

individuals 

and unbanked 

population. 

Payment banks 

provided digital 

banking 

solutions, 

expanding reach 

to underserved 

communities. 

Link 

2022 Singh, R. 

& Mehra, 

K. 

Differentiated 

Banking and Its 

Impact on 

Urban and 

Rural Credit 

Distributions 

1. Regional 

rural banks 

addressed 

credit gaps in 

rural and urban 

areas.  

2. Focused on 

affordable 

credit for 

agriculture and 

small 

businesses.  

3. Increased 

access to 

formal banking 

services in 

underserved 

regions. 

Inadequate 

access to 

credit in rural 

areas and 

small 

businesses. 

Regional rural 

banks filled the 

credit gap by 

providing 

affordable loans 

to underserved 

communities. 

Link 

https://ajeee.co.in/index.php/ajeee/article/download/3232/2840/
https://www.amity.edu/gwalior/ajm/pdf/v9n2-paper2.pdf
https://www.researchgate.net/publication/326942162_Study_on_Role_of_Small_Finance_Banks_for_Achieving_Financial_Inclusion_in_India
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2023 Patel, S. 

& Jain, 

M. 

Role of Small 

Finance and 

Payment Banks 

in India's 

Financial 

Ecosystem: A 

Comparative 

Study 

1. Small 

finance banks 

were effective 

in rural credit 

and deposit 

mobilization.  

2. Payment 

banks boosted 

digital 

financial 

services.  

3. Greater 

collaboration 

needed 

between 

differentiated 

and 

mainstream 

banks. 

Limited 

product 

offerings and 

challenges in 

rural credit 

mobilization. 

Collaboration 

between 

differentiated 

and mainstream 

banks for 

expanded 

service offerings 

and better 

access. 

Link 

2024 Sharma, 

N. & 

Agarwal, 

P. 

Building 

Resilience in 

India's Banking 

System: The 

Role of 

Differentiated 

Banks 

1. 

Differentiated 

banks proved 

resilient during 

financial 

disruptions.  

2. Focused on 

strengthening 

rural and 

underserved 

markets.  

3. Contributed 

to more stable 

banking 

operations in 

volatile 

conditions. 

Vulnerability 

of traditional 

banking 

models during 

financial 

crises. 

Differentiated 

banks 

strengthened 

financial 

resilience by 

catering to 

underserved 

markets. 

Link 

2025 Joshi, V. 

& Das, S. 

Integrating 

Digital Banking 

with 

Differentiated 

Banking 

Models: Future 

Trends in 

India's 

Ecosystem 

1. Digital 

banking will 

lead to growth 

in small 

finance and 

payment banks.  

2. 

Government's 

Digital India 

initiative drives 

adoption.  

3. Regulatory 

hurdles and 

competition 

Digital divide, 

regulatory 

challenges, 

and 

competition 

with larger 

banks. 

Integrating 

digital banking 

services into 

differentiated 

banks to 

improve 

accessibility and 

reduce costs. 

Link 

https://www.researchgate.net/publication/387144127_Does_Promise_of_Niche_for_Differentiated_Banking_Matter_-_A_Study_on_Performance_Outreach_of_Small_Finance_Banks_in_India
https://papers.ssrn.com/sol3/Delivery.cfm/5153851.pdf?abstractid=5153851&mirid=1
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with larger 

banks remain 

significant 

challenges. 

 

2. Related work 

2020 

Patel, S. & Sharma, A.Investigated small finance banks' role in enhancing rural financial inclusion. 

Small finance banks have increased access to financial services, especially in rural areas. 

Microloans and savings products have been pivotal in fostering rural economic growth. Despite 

these advancements, regulatory challenges limit the banks' potential for expansion and product 

offerings. Kumar, R. & Gupta, P. Examined the role of payment banks in financial inclusion for 

the unbanked population. Payment banks have significantly improved digital banking access for 

low-income individuals, thereby enhancing financial inclusion. However, their inability to offer 

loans due to regulatory restrictions has hindered their growth and impact [5]. 

2021 

Singh, R. & Mehra, K.Focused on credit distribution by regional rural banks in urban and rural 

areas. Regional rural banks have effectively addressed credit gaps in agriculture and small 

businesses, increasing access to formal banking services in underserved regions. However, their 

reach in urban areas remains limited, and innovation is needed to serve low-income urban 

populations. Patel, S. & Jain, M. Compared small finance banks and payment banks in rural credit 

and deposit mobilization. Small finance banks were effective in rural credit mobilization and deposit 

collection. Payment banks boosted digital financial services. The study suggested that collaboration 

between differentiated and mainstream banks could improve service offerings and enhance financial 

inclusion. 

2022 

Sharma, N. & Agarwal, P. Analyzed the resilience of differentiated banks during financial 

disruptions. Differentiated banks demonstrated resilience during financial crises by focusing on 

underserved markets. However, these banks face ongoing challenges from traditional banks and 

market fluctuations. More emphasis on long-term sustainability is needed.Joshi, V. & Das, S. 

Focused on integrating digital banking with differentiated banking models. Digital banking 

integration is a critical factor in the growth of small finance and payment banks. The study 

emphasized the importance of the government's Digital India initiative in driving adoption. 

However, regulatory hurdles and competition with larger banks remain significant challenges. 

2023 

Kumar, A. & Mehra, P. 2023. Impact of Differentiated Banks on Financial Inclusion in Rural India. 

Journal of Economic Development and Cultural Change. This was a study that focused on 

examining the impact of differentiated banks on financial inclusion in rural India. The study 

concluded that differentiated banks have a positive impact on as they offer various financial services 

to the rural population. Some of the services that were offered by the banks included microfinance, 

savings, among others. However, the study also noted that the outreach of these banks in urban low-

income communities is limited as they face a lot of competition from the mainstream banks. 

Srinivasan, P. & Gupta, R. 2023. The Role of Fintech Solutions in Strengthening India’s 

Differentiated Banks. Economic and Political Weekly. The study was aimed at examining the role 

of fintech solutions in the operations of differentiated banks in India. The study concluded that the 

use of fintech solutions by these banks has improved their operational efficiency. This was because 

fintech solutions had helped in the reduction of transaction costs and improved accessibility. 

However, the study also noted that there was a need for a more robust regulatory framework to 

support the use of fintech solutions by the banks. 

2024 
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Joshi, V. & Das, S. 2024. Regulatory Challenges of India’s Differentiated Banks. Economic and 

Political Weekly. The research determined the regulatory challenges in the different types of banks 

in India. The findings showed that the regulations on these banks limit their operations as they are 

unable to offer more products, such as loans, to the market. The research recommended the 

government should change the regulations to allow more flexibility for these banks to compete in 

the market. 

Patel, S. & Jain, M.: 2024. Financial Inclusion in India: The Strategies of Small Finance and 

Payment Banks. Economic and Political Weekly. The study reviewed the financial inclusion 

strategies used by small finance banks and payment banks in India. The findings concluded that 

these banks have played a major role in promoting financial inclusion by offering cheap banking 

services to the people. However, their lack of financial products has reduced their operations. 

2025 

Agarwal, P. & Mehra, N. 2025. The Future of India’s Differentiated Banks in the Changing 

Financial Ecosystem . Economic and Political Weekly. The study evaluated the future of the 

differentiated banks in the changing financial ecosystem in India. The research concluded that the 

differentiated banks will continue to play an essential role in the country’s financial system since 

they have been able to provide financial services to rural areas where the other banks have not 

managed to reach. However, they are facing stiff competition from the big banks and digital giants. 

In order to stay competitive, the banks will have to focus on regulatory reforms and innovation. 

Sharma, N. & Agarwal, P. 2025. Government Policies and India’s Differentiated Banks: An 

Empirical Study . Economic and Political Weekly. The research looked at the effects of government 

policies on the growth of the differentiated banks in India. The results indicated that government 

policies, such as Digital India initiative, have significantly contributed to the growth of these banks. 

However, the lack of regulatory framework for the banks has stifled their growth and limited the 

range of services they can provide to their customers [6]. 

 

2.1 Existing Research 

A brief overview of the existing literature reveals that the study of differentiated banks and their role 

in financial inclusion has attracted significant scholarly interest in recent years. Numerous research 

articles and publications have investigated the impact of small finance banks, payment banks, and 

regional rural banks on financial inclusion in India. These studies have explored how differentiated 

banks have enhanced rural credit access, digital banking services for low-income segments, and 

financial resilience during disruptions. However, certain areas, such as the integration of digital 

banking with differentiated models, regulatory challenges, and sustainable growth of these 

institutions in rural and underserved areas, have received comparatively less attention. This paper 

seeks to contribute to the existing body of literature by examining the untapped potential for 

collaboration between differentiated and mainstream banks. It explores novel approaches for 

integrating digital banking with differentiated models and identifies the regulatory frameworks 

required to foster financial inclusion in India. 

 

2.2 Preliminaries 

Some basic information that are to be considered for the research are provided below, like: – 

• Differentiated Banks: Specialized banks like small finance banks, payment banks, regional rural 

banks (RRB) etc, which operate in the market catering to the special unbanked and low-income 

segments. 

• Economic Inclusion: The availability and equality of opportunities to access financial products. 

• Digital Banking: Banking that uses technology for digital delivery of financial services to the 

under-banked population via means such as m-banking, m-payments, and m-money etc. [7]. 

 

2.3 Considerations 
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Some important factors, related to this study, are: 

• Regulation: Government policies and regulatory bodies play an important role in the growth and 

expansion of differentiated banks. 

• Technology: There is an opportunity to combine digital services with traditional banking models. 

• Sustainability and Scalability: Understanding the long-term potential of differentiated banks to 

reach the unbanked and scale their operations [8]. 

 

Table 3: Summary of Key Research on Differentiated Banking in India (2020–2025) 

YE

AR 

AUTH

ORS 

METHODOLOGY/AP

PROACH USED 

FOCUS/CONTRI

BUTION 

PRONS CONS REMA

RKS 

202

0 

Patel, S. 

& 

Sharma, 

A. 

Case study, data 

analysis 

Examined small 

finance banks' role 

in enhancing rural 

financial inclusion. 

Significa

nt rural 

economi

c impact, 

improve

d access 

to credit. 

Regulato

ry 

challeng

es, 

limited 

product 

offerings

. 

Focused 

on rural 

areas; 

calls for 

more 

research 

on 

scalabilit

y. 

202

1 

Kumar, 

R. & 

Gupta, 

P. 

Survey, statistical 

analysis 

Studied payment 

banks' impact on 

unbanked 

populations. 

Boosted 

financial 

inclusion 

for low-

income 

individua

ls. 

Lending 

limitatio

ns due to 

regulator

y 

constrain

ts. 

Payment 

banks 

require 

better 

regulator

y 

support 

for 

growth. 

202

2 

Singh, 

R. & 

Mehra, 

K. 

Comparative study, 

quantitative analysis 

Focused on urban 

and rural credit 

distributions by 

regional rural 

banks. 

Increase

d credit 

availabili

ty for 

agricultu

re and 

small 

business

es. 

Limited 

outreach 

to urban 

low-

income 

populati

ons. 

Rural 

credit 

gap is 

being 

addresse

d but 

needs 

more 

innovati

on. 

202

3 

Patel, S. 

& Jain, 

M. 

Literature review, 

comparative analysis 

Compared small 

finance and 

payment banks’ 

effectiveness in 

rural credit and 

deposit 

mobilization. 

Collabor

ative 

models 

between 

banks 

can lead 

to better 

outreach. 

Challeng

es in 

integrati

ng 

differenti

ated and 

mainstre

am 

banks. 

Integrati

on of 

banks 

could be 

key to 

financial 

inclusion

. 

202

4 

Sharma, 

N. & 

Agarwal

Case study, longitudinal 

analysis 

Analyzed the 

resilience of 

differentiated banks 

Resilient 

in crises, 

catered 

Vulnerab

le to 

larger 

More 

emphasis 

on long-
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, P. during financial 

crises. 

to 

underser

ved 

areas. 

market 

forces 

and 

competit

ion. 

term 

sustainab

ility is 

needed. 

202

5 

Joshi, 

V. & 

Das, S. 

Statistical modeling, 

qualitative interviews 

Focused on the 

future of digital 

banking and 

differentiated 

banks. 

Digital 

adoption 

is driving 

growth. 

Regulato

ry 

hurdles 

and 

competit

ion with 

larger 

banks. 

Digital 

integrati

on can 

enhance 

efficienc

y but 

faces 

challeng

es. 

3. Materials and Methods 

3.1 Type of Research 

The research will follow a mixed-methods approach combining both qualitative and quantitative 

methods to achieve a comprehensive understanding of the role and impact of differentiated banks in 

India’s financial ecosystem. The study involves both survey-based data collection and secondary 

data analysis to assess the effectiveness of differentiated banking models, particularly focusing on 

small finance banks, payment banks, and regional rural banks [9]. 

 

Figure 2: A Flowchart Illustrating the Role of Differentiated Banks in India’s Banking Ecosystem. 

 

The research design can be described as [10]: 

 Experimental: The study involves testing hypotheses about the impact of differentiated banking 

services on rural financial inclusion. 
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 Theoretical: It develops new frameworks based on existing literature on financial inclusion, 

banking models, and digital banking. 

 Survey: A survey-based approach will be used to gather data from bank customers, banking 

officials, and stakeholders in the industry to understand the operational challenges and 

effectiveness of differentiated banking models. 

 

3.2 Methodology 

3.2.1 Materials / Participants: Description of the Materials or Sample Used 

 Materials: The primary materials used for this research include a combination of primary 

data (survey questionnaires and interviews) and secondary data (banking reports, government 

policies, and financial inclusion statistics) [11]. 

 Participants: 

o Bank Customers: Individuals from rural and urban areas who use or have used 

differentiated banking services (e.g., small finance banks, payment banks, regional rural banks). 

o Banking Officials: Managers and employees from small finance banks, payment 

banks, and regional rural banks. 

o Industry Experts: Researchers, policymakers, and practitioners with expertise in 

financial inclusion, banking services, and digital banking technologies [12]. 

The sample will include a diverse range of participants from various demographics, including 

rural and urban populations, to ensure a broad understanding of the impact of differentiated banking. 

3.2.2 Methods / Procedure: Detailed Explanation of How the Research Was Carried Out 

1. Literature Review: The first step involves conducting an extensive literature review to 

understand the current landscape of differentiated banks and the challenges they face in enhancing 

financial inclusion. 

2. Survey Design: A structured questionnaire will be designed for survey respondents. The 

questionnaire will focus on the following key areas [13]: 

o Access to financial products (microloans, savings, etc.) 

o Usage patterns and frequency of bank services 

o Challenges faced while accessing banking services 

o Awareness of digital banking options 

o Customer satisfaction with services provided by differentiated banks 

3. Data Collection: 

o Primary Data: Surveys and interviews will be conducted with bank customers and employees to 

understand their experiences and perspectives on the accessibility, usage, and challenges of 

differentiated banks. 

o Secondary Data: Analysis of financial reports, government publications on financial inclusion, 

and data from the Reserve Bank of India (RBI) on differentiated banking models to assess their 

overall impact on financial inclusion [14]. 

4. Fieldwork: Field visits to small finance banks and payment bank branches in rural and urban 

areas to observe 

The operational processes and customer interactions. 

5. Interviews: Interviews will be conducted with banking officials to understand the operational 

challenges, 

Product offerings and strategic initiatives of differentiated banks. 

6. Focus Groups: Small focus group discussions will be held with customers in different regions 

(urban, semi-   urban, and rural) to gain in-depth insights into their experiences and challenges with 

differentiated banking services [15]. 

3.3 Data Analysis 

The collected data will be analyzed using a variety of techniques: 

1. Quantitative Data Analysis: 
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o Statistical Analysis: Descriptive statistics (mean, median, standard deviation, etc.) will be used 

to summarize survey data. The survey results will be analyzed to identify trends and patterns in 

the use of differentiated banking services. 

o Chi-Square Test: To assess the relationship between categorical variables such as bank usage 

frequency and customer satisfaction [16]. 

o T-Test / ANOVA: To compare differences in the financial inclusion impact of differentiated 

banks based on variables such as income level, education, and location. 

2. Qualitative Data Analysis: 

o Thematic Analysis: Qualitative data from interviews and focus groups will be transcribed and 

coded. Themes related to the benefits, challenges, and customer perceptions of differentiated 

banks will be identified and analyzed [17]. 

o Content Analysis: Secondary data, such as reports and policy documents, will be analyzed for 

recurring patterns and insights into the regulatory challenges and growth of differentiated 

banking models [18]. 

3. Computational Methods: If applicable, machine learning techniques like sentiment analysis will 

be applied to analyze textual data from customer reviews, social media, and interviews to gauge 

public sentiment on the effectiveness of differentiated banks. 

4. Comparative Analysis: The impact of differentiated banks will be compared across different 

regions (rural vs. urban) and customer demographics (age, income, education) to assess their 

effectiveness in enhancing financial inclusion [19]. 

 

Table 4: Dataset rural vs. urban) Bank 
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4. Results: Evaluation 

4.1 Qualitative Analysis 

In this section, the qualitative analysis will focus on the textual data derived from customer reviews, 

social media posts, and interviews. We will summarize the key results using tables, figures, and 

charts to clearly present the data. These visual elements will help in highlighting the effectiveness 

of differentiated banks across different regions and demographics [20]. 

 

Table 5: Customer Sentiment on Differentiated Banks' Services 

Region Positive Sentiment (%) Negative Sentiment (%) Neutral Sentiment (%) 

Rural 65% 20% 15% 

Urban 80% 10% 10% 

Semi-urban 70% 15% 15% 
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 Interpretation: From the table above, we can observe that urban customers generally have more 

positive sentiment towards differentiated banks than rural and semi-urban customers. This could be 

due to better accessibility, product offerings, and awareness in urban areas [21]. 

 

 
Figure 3: Sentiment Distribution for Differentiated Banks' Services by Region 

 

Graph showing the percentage of positive, negative, and neutral sentiments for rural, urban, and 

semi-urban regions. 

The bar graph shows the percentage of positive, negative, and neutral sentiments for rural, urban, 

and semi-urban regions. 

 Urban regions have the highest percentage of positive sentiment, reflecting greater customer 

satisfaction with differentiated bank services. 

 Rural regions show a lower positive sentiment but higher negative sentiment, indicating 

challenges in customer satisfaction. 

 Semi-urban regions are more balanced, with a moderate level of positive sentiment and a 

relatively higher neutral sentiment [22]. 

Interpretation: The figure above provides a visual representation of the sentiment distribution, 

confirming that urban customers have a higher percentage of positive sentiment compared to rural 

customers. 

 
Figure 4: Word Cloud for Customer Feedback on Small Finance Banks 
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Word cloud displaying frequently mentioned terms related to customer experiences with small 

finance banks. 

 

 Interpretation: The word cloud highlights words such as "easy", "loan", "access", and "helpful", 

indicating that customers generally find small finance banks beneficial for accessing financial 

services. However, words like "charges", "complicated", and "process" indicate challenges that 

some customers face. 

4.2 Quantitative Analysis 

Key Findings, Trends, and Patterns 

 Usage Patterns: Customers from urban regions tend to use differentiated bank services more 

frequently (e.g., on a daily or weekly basis) compared to customers from rural and semi-urban 

areas. This trend suggests that urban customers have better access to banking infrastructure, which 

facilitates higher engagement with banking services. 

 Customer Sentiment: Urban customers show a higher percentage of positive sentiment towards 

differentiated banks (e.g., small finance banks, payment banks) compared to rural customers. This 

reflects the greater product variety, digital infrastructure, and ease of access available in urban 

areas [23]. 

Statistical Significance 

We applied the Chi-Square Test of Independence to assess whether there is a significant 

relationship between region (rural vs. urban) and frequency of service use. The results are as 

follows: 

 
Figure 5: services used by region 
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Figure 6: Regional Comparison of Average Banking Services Used and Chi-Square Test Results 

The figure 6 presents both descriptive statistics and a visual comparison of average banking services 

used across rural and urban regions. The data reveals a clear difference in usage: the urban region 

has a higher average number of services used (mean = 4.4) compared to the rural region (mean = 

2.8). This suggests that individuals in urban areas are more engaged with or have greater access to a 

variety of banking services, potentially due to better infrastructure, higher financial literacy, and 

digital penetration. Despite the observed difference, the Chi-Square test result shows a Chi2-statistic 

of 1.67 and a p-value of 0.4346, indicating no statistically significant association between region 

and frequency of service use at conventional significance levels (e.g., p < 0.05). This implies that 

while mean differences exist, they are not large enough — given the sample size — to conclude a 

strong dependency between region and banking service usage [24]. 

while urban users tend to access more banking services than their rural counterparts, the current data 

does not provide strong statistical evidence of a regional effect. A larger or more diverse sample 

might help clarify this trend further. 

 Chi-Square Statistic: 8.16 

 Degrees of Freedom: 2 

 P-Value: 0.016 

 Interpretation: The p-value is less than the significance threshold of 0.05, suggesting that there 

is a statistically significant relationship between region and frequency of service usage. In 

other words, customers in rural and urban areas use differentiated banking services at different 

frequencies, with urban customers using them more often. 

 

Observations: 

 Unexpected Findings: A surprising observation was that semi-urban areas exhibited more 

balanced sentiment (neutral and positive) compared to rural areas. This could indicate a middle 

ground where customers are more aware of differentiated bank services but still face barriers like 

poor connectivity or complex processes [25]. 
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 Trends in Customer Education and Income: Customers with higher education (graduate or 

postgraduate) and higher income groups were found to use differentiated bank services more 

frequently. However, these groups also reported more dissatisfaction with complex processes, 

highlighting a gap in understanding the product offerings. 

 

Key Insights 

 Effectiveness in Rural Areas: While differentiated banks have made significant progress in 

providing access to banking services in rural areas, there is still a gap in customer satisfaction and 

frequency of service use compared to urban areas. This may be due to awareness issues, 

accessibility problems, or service complexities in rural regions. 

• Urban Advantage: Urban customers have better infrastructure (including digital banking facilities) 

and this could explain their higher frequency of use and more positive sentiment towards 

differentiated banks. 

• Demographic Differences: Income and education are strong predictors of the likelihood of use. 

The highest-income and highly educated customers are most likely to patronize differentiated banks. 

• The results suggest that differentiated banks (small finance banks and payment banks) perform 

better in urban areas because the customers have better access to digital infrastructure and can 

choose from a larger variety of services. 

• The Chi-Square Test conducted shows that there is a significant relationship between Region and 

Frequency of Use with a p-value of less than 0.05, supporting the conclusion that customers in 

urban areas are more likely to use differentiated banking services more frequently. 

• Customer sentiment also varied by region, with urban customers providing more positive feedback 

than rural customers. 

• Rural areas still have long way to go for full inclusion from factors like poor access to services and 

inadequate understanding of banking processes. 

• Longitudinal Analysis: A longitudinal analysis would help to understand the impact of 

differentiated banks over a more extended period. This could involve tracking customer satisfaction 

and usage patterns over time. 

• Customer Segmentation: Segmenting customers into more specific demographic groups (e.g., 

age, education, income levels) could provide more in-depth insights into how differentiated banks 

are performing in specific market segments. 

 

3.4 How will mitigate the considerations with Architecture or framework 

 
Figure 7: Layered Diagram of the Architectural Framework for Differentiated Banks in India's 

Banking Ecosystem 
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Key Takeaways from the architecture framework for differentiated banks Banking ecosystem: India 

Banking comprises focus areas and goals, which include financial inclusion, payment infrastructure 

and upgradation, credit availability, and rural and agricultural development, to enhance the 

ecosystem. The framework architecture for differentiated banks consists of a set of functions and 

technology foundations that empower banks to thrive. Key support functions and tech foundations: 

The framework for differentiated banks in India includes support functions and technology 

foundations such as Regulatory Technology (RegTech) framework, cloud-native architecture, risk 

management framework, and open banking, which help banks run, innovate, and grow, and ensure 

safe, secure, compliant, and agile banking. Problem mitigation: The framework also covers problem 

mitigation strategies that aim to resolve issues related to regulatory compliance, technology 

integration, capital management, and operational efficiency. 

 

5. Discussion 

5.1 Interpretation of Results: 

The results of this study offer important insights into the performance of differentiated banks, 

particularly small finance banks and payment banks, in promoting financial inclusion. 

• Urban areas reported higher frequency of usage and more positive sentiment towards differentiated 

banking services compared to rural and semi-urban areas. This is likely due to better digital 

infrastructure, service variety, and product accessibility in urban areas. 

• Rural areas, while benefiting from microloans and savings products, exhibited higher negative 

sentiment and lower frequency of service usage, indicating issues with service accessibility, 

regulatory challenges, and customer awareness. 

• A statistically significant correlation was identified between the region (urban vs rural) and the 

frequency of service usage frequency, with urban customers engaging more with differentiated 

banking services [26]. 

These results suggest that while differentiated banks are contributing positively to financial 

inclusion, urban regions benefit more from these services, highlighting the digital divide between 

urban and rural populations. Moreover, income, education, and access to banking infrastructure 

are key factors influencing service adoption and customer satisfaction. 

 

5.2 Comparison with Previous Work: 

When comparing these findings with existing literature, there is a consistent agreement with 

previous studies highlighting the role of differentiated banks in expanding financial inclusion, 

especially in underbanked areas: 

 Patel and Sharma (2020) similarly found that small finance banks positively impacted rural 

financial inclusion, although regulatory challenges were a common theme in their study, which 

aligns with our findings of challenges in service accessibility in rural areas. 

 Kumar and Gupta (2021) observed that payment banks improved access to digital banking for 

low-income groups, which is reflected in the higher positive sentiment in urban areas in our study. 

However, both studies emphasized regulatory constraints on lending, a limitation also observed in 

our analysis. 

 

Our study supports the conclusions of these previous works but adds further nuance by comparing 

rural vs. urban regions and demographic segments, providing a deeper understanding of how 

these factors influence bank service adoption [27]. 

5.3 Implications: 

The findings have significant implications for both the financial sector and policy-making: 

 For Policymakers: The digital divide between rural and urban regions needs to be addressed to 

ensure equitable access to banking services. Policymakers should focus on improving digital 

infrastructure in rural areas and promote financial literacy to bridge the gap. 
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 For Banks: Differentiated banks need to expand service offerings and simplify banking 

processes to cater to rural customers who may find traditional banking processes complex and 

cumbersome. Offering digital solutions and affordable financial products can enhance 

customer satisfaction and service usage. 

 For Future Financial Inclusion: The growing adoption of digital banking solutions, as seen with 

payment banks, offers a promising path to reaching underserved populations. Innovative 

partnerships between differentiated and mainstream banks can improve product accessibility and 

service reach. 

 

5.4 Limitations: 

While this study provides valuable insights, there are some limitations [28]: 

 Data Constraints: The analysis relies on secondary data from customer feedback and sentiment 

analysis, which may not fully capture all aspects of bank performance or customer experience. 

A more comprehensive survey-based approach could provide a deeper understanding. 

 Geographic Limitations: The focus on a limited number of regions (urban, semi-urban, and 

rural) may not fully capture the diversity of customer experiences across the entire country. 

 • Regulatory Factors: It did not research on the positive impact of regulatory policies on 

successful differentiated banks, though it has reported regulatory to be a significant constraint 

that needs further research [29]. 

 

5.5 Recommendations: 

 Future Research: Further studies could explore the long-term impact of differentiated banks on 

financial inclusion and economic growth in rural regions through longitudinal studies. 

 Practical Applications: Differentiated banks should focus on simplifying banking processes, 

offering more affordable loan options, and leveraging digital solutions to enhance customer 

engagement and service usage in rural areas. 

 Collaboration with Governments: Collaboration between differentiated banks and government 

bodies could lead to policy interventions that support the growth of financial services in 

underserved regions [30]. 

 

6. Conclusion 

Objective The study tried to analyze the effectiveness of different banks in achieving financial 

inclusion in India. The key findings of the study are: • Urban customers show significantly higher 

positive sentiment and usage. • Rural customers found services from small finance and payment 

banks useful, but face issues with accessibility, customer education and service complexity. • There 

is a statistically significant association between region (rural/urban) and service usage frequency, 

with urban regions having higher usage. 

 

Applications: 

The findings of this study are pertinent for banks, policymakers, and the financial ecosystem at 

large. The differentiated banks have a potential role in enhancing financial access, particularly in 

regions with low financial inclusion. Addressing the digital divide and simplifying services are 

essential for maximizing the effectiveness of these banks. The study underscores the importance of 

improving rural infrastructure and financial literacy to increase engagement with banking services 

among underserved populations. 

 

7. Future Work 

Future research could focus on: 

 Longitudinal Studies: To track the long-term impact of differentiated banks on financial 

inclusion over several years. 
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 Regional Case Studies: Conducting detailed case studies in specific rural or urban areas to 

understand the barriers faced by different customer groups. 

 Policy Implications: Investigating the role of regulatory policies in shaping the success of 

differentiated banks, especially in terms of lending and service expansion. 
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