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Abstract: Financial inclusion is widely regarded as an important pathway towards inclusive economic development because it
enables households to save securely, access affordable credit, receive payments, manage risks and participate more effectively
in the formal economy. India has made substantial progress in expanding formal account ownership and physical and digital
banking infrastructure. Nevertheless, the existence of a bank account does not automatically imply meaningful financial
inclusion. Rural communities may continue to face barriers related to distance, limited infrastructure, inadequate financial
literacy, documentation requirements, irregular incomes, distrust, digital exclusion, social norms and difficulties in obtaining
formal credit. This qualitative protocol explores these barriers through a systematic thematic review of the academic literature
and policy papers, with a focus on those living in rural and understudied populations. The coding entails 6 interconnected
themes comprising first a physical and infrastructural barriers, second the perceived financial and documentation
constraints,following third are financial literacy and digital skills gaps; next fourth is trust and perceived risk; fifth socio-
cultural barriers; lastly limitations in effective usage of formal credit. The paper contends that financial inclusion is not just
having an account but ongoing, affordable, safe and effective access to appropriate financial services.
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L. INTRODUCTION
In its broadest sense, financial inclusion is the process of ensuring access to appropriate financial products and services
for vulnerable groups in an affordable and sustainable manner. This is important because it goes beyond just opening bank
accounts. The real immersion is the effective use of savings, payment, credit and long-term pension instruments in a secure
environment, as well as durable and human-oriented uses that help foster personal employment.

Through a rich tapestry of public policy, banking expansion, financial literacy initiatives, business correspondents and
digital payment infrastructure, India has uniquely developed its solution for financial inclusion. The RBI also highlighted
access to credit as an element of inclusion, by breaking down aspects into affordable access, financial literacy and consumer
protection. Your National Financial Inclusion Strategy for Women, 2020 further identified the need to increase access of
women to formal financial services and build up technology-based delivery. The RBI also said its Financial Inclusion Index
climbed to 64.2 in March 2024, while as on March 2025, banking access by distance has been provided to rest of the identified
villages and hamlets 99.99 per cent coverage. As noted, these developments mark significant physical access to financial
services but leave lingering questions of utilization and consumer experience in rural households.

This divide between access and use is more pronounced in rural communities. An individual may have an account but
hardly use it because of distance, lack of knowledge, poor connectivity, fear of cyber fraud, a tedious process, having a very
small net income to be able to maintain a financial minimum, or just preferring the known informal mechanisms. The World
Bank has similarly pointed out addressing the remaining unbanked population and further enhancing the use of accounts as
ongoing challenges in India. Research also points to infrastructure, financial literacy, trust and social barriers as factors shaping
participation in formal finance.

I1. OBJECTIVES OF THE STUDY
To identify the major barriers that prevent rural communities from obtaining and effectively using formal banking
services.
To examine how financial literacy and digital literacy influence meaningful financial inclusion.
To explore the roles of trust, social norms and institutional experiences in shaping rural banking behaviour.
To assess the limitations of existing last-mile banking mechanisms from a qualitative perspective.
To suggest practical and policy measures for deepening meaningful financial inclusion in rural communities.
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III. REVIEW OF LITERATURE
The literature on financial inclusion increasingly distinguishes between access, usage, quality and outcomes. Early
approaches often emphasized the presence of bank branches and the opening of accounts. More recent perspectives recognize
that inclusion requires suitable products, regular usage, consumer protection and the ability of customers to make informed
financial decisions. The RBI’s financial inclusion framework explicitly combines access, usage and quality, while its financial
literacy initiatives seek to help underserved populations understand savings, borrowing, payments, risk and consumer
protection.

Studies of rural financial inclusion highlight physical and institutional barriers. Distance from bank branches,
inadequate staffing, network interruptions, limited cash availability and administrative procedures can increase the time and
cost of banking. Qualitative research from bankers’ perspectives has identified computer and network problems, shortage of
branches and staff, trust issues involving business correspondents and transaction limitations as factors affecting confidence in
formal banking.

Financial literacy is another recurring theme. Knowledge of interest, account procedures, digital payments, credit terms,
insurance and fraud prevention can influence whether customers feel capable of using formal financial services. The RBI has
consequently supported Financial Literacy Centres and targeted educational materials for groups such as farmers, self-help
groups and small entrepreneurs. Digitalisation creates both opportunities and new forms of exclusion. Mobile banking, UPI,
Aadhaar-enabled services and business correspondent models can reduce the need to travel to branches. However, digital
access depends on network reliability, device availability, language, confidence and awareness of security practices. Digital
financial inclusion can therefore reduce physical barriers while simultaneously creating new barriers for people with low digital
literacy or limited access to technology.

Social and gender-related constraints are also important. World Bank research on rural India identifies lack of collateral,
weak credit histories, low financial literacy, poor connectivity and social barriers among the challenges affecting rural poor
women. This suggests that financial exclusion cannot be treated solely as a banking-infrastructure problem; household
decision-making, mobility, social expectations and unequal access to information can influence financial behaviour.

The literature consequently suggests that financial inclusion is multidimensional. Increasing the number of accounts is
valuable, but sustained inclusion depends on whether people can use accounts conveniently, understand products, trust
providers, obtain appropriate credit and resolve problems when they occur. This study builds on that multidimensional
understanding and organizes the barriers into interconnected themes.

IV. RESEARCH METHODOLOGY
A) Research Design
The study adopts a qualitative, exploratory research design. It uses thematic synthesis of secondary qualitative and
policy literature to understand the experiences and institutional barriers associated with rural financial exclusion. The design is
suitable because the research question concerns meanings, perceptions, practices and barriers rather than the estimation of a
statistical relationship.

B) Data Sources

The analysis draws on peer-reviewed research, policy reports and institutional publications concerning financial
inclusion, rural banking, financial literacy and digital financial services. Particular attention is given to publications of the
Reserve Bank of India and the World Bank because these sources provide policy and contextual evidence relevant to India.

C) Analytical Approach

Relevant findings were reviewed and coded conceptually. Recurring ideas were grouped into broader themes. The
resulting themes were compared across policy and research literature to identify areas of convergence and tension. It
synthesizes documented evidence to construct an interpretive understanding of why exclusion persists.

V. FINDINGS AND THEMATIC ANALYSIS
A) Theme 1: Physical Access has Improved, But Distance and Service Reliability Still Matter
There have been quite a lot of developments in local banking outlets and in expanding business correspondent networks,
which have led to better availability of formal banking services. But access does not equal convenience. But rural customers
might still need to travel long distances, wait for service or rely on intermediaries. By March 2025, almost all identified
villages and hamlets were covered under RBI guidelines for geographical access to banking facilities. However, the remaining
barriers can increasingly be framed as barriers to quality usage rather than just lack of a bank branch.



Raghunandan Singh / IRJEMS, 5(9), 99-103, 2026

Service reliability also influences trust. Network failures, cash shortages, malfunctioning devices and interruptions in
digital or biometric authentication can discourage customers who have limited alternatives. For low-income households,
repeated unsuccessful trips may involve lost wages or transport costs, making even a technically available service practically
inaccessible.

B) Theme 2: Documentation, Procedural Complexity and Limited Formal Credit

Formal banking requires customers to meet identification, KYC and other procedural requirements. While such
safeguards are essential for security and regulatory compliance, complicated procedures can become barriers for people with
limited documentation, low literacy or little prior experience with banks. Customers may depend heavily on family members,
local agents or other intermediaries to understand forms and procedures.

Access to credit presents a further challenge. Rural households may have irregular incomes, limited collateral and little
formal credit history. Consequently, having a savings account does not guarantee access to affordable productive credit. Where
formal credit is difficult to obtain, households may continue to rely on informal lenders because these arrangements can be
faster, socially familiar and flexible, even when they are more expensive or less protective.

C) Theme 3: Financial and Digital Literacy Gaps

The ability to use financial services depends partly on knowledge. Customers need to understand account operations,
interest rates, repayment obligations, digital payment processes, fraud risks and complaint mechanisms. The RBI has therefore
treated financial literacy as an integral component of financial inclusion and has expanded Financial Literacy Centres and
educational programs.

Digitalisation increases the importance of practical digital literacy. Knowing that UPI or mobile banking exists is
different from knowing how to use it safely. Rural users may hesitate to adopt digital services when they fear making an
irreversible mistake, exposing a PIN or becoming a victim of fraud. In this sense, literacy is not merely a cognitive issue; it
affects confidence, autonomy and willingness to engage with formal finance.

D) Theme 4: Trust, Perceived Risk and Customer Experience

The role of trust is heightened as a key prerequisite for achieving lasting financial inclusion. As such, customers are
more inclined towards formal services as they believe that their money is safe, transactions happen correctly, and problems get
addressed in a fair manner. This confidence can be shattered by agents who have been unhelpful, agreements that have failed to
reach fruition or questions about the charges being unjust.

Such is the case, for instance, with business correspondents. This allows BCs to serve isolated communities, but it is
important to highlight how customers may not always see a difference between an agent and a bank employee. Research has
identified trust in BCs as an important factor in customer confidence. Transparent receipts, visible grievance mechanisms,
predictable service availability and consistent communication can therefore strengthen inclusion.

E) Theme 5: Socio-Cultural And Gender-Related Barriers

Financial behaviour is embedded within household and community relationships. Family members or social norms
around money control may drive decisions about who opens accounts, saves, borrows and accesses digital services. Barriers for
women in rural communities go far beyond issues of mobility and access to information, with unequal control over household
resources also being a major issue.

Leverage the trusted spaces of self-help groups and women-led banking agents to provide financial literacy and
delivery. More broadly, the implication is that financial inclusion policies should not presume that all customers engage with
banking as atomized individuals. Local institutions and community networks play a role in whether financial services get
adopted or not.

F) Theme 6: The Persistence Of Informal Finance

The persistence of informal lending should not be construed as irrational behavior. Informal lenders, relatives, self-help
groups and community networks can sometimes also provide speed, flexibility and social familiarity that formal institutions
might not always have. For example, a rural household with an unexpected expense may choose to access funds immediately,
instead of waiting for larger amounts to be documented and formally processed at the lowest interest rate. The challenge for
formal financial institutions is therefore not simply to replace informal finance, but to provide products that respond to real
rural needs. Small-ticket credit, flexible repayment structures, transparent pricing and timely decisions may make formal
services more competitive and useful. Formal institutions can also learn from the accessibility and relationship-based features
that make informal arrangements attractive.
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VI. DISCUSSION
The thematic findings show that rural financial exclusion is a layered phenomenon. The traditional policy response—
opening accounts and extending banking infrastructure addresses an important first layer but does not necessarily resolve
problems of usage, quality and outcomes. The RBI’s recent financial inclusion indicators demonstrate substantial progress in
access, yet evidence concerning inactive accounts, trust and usage suggests that the next stage of inclusion requires deeper
engagement with customers’ everyday experiences.

The findings also reveal a feedback loop. Limited literacy can reduce confidence; low confidence can reduce usage; low
usage can reduce familiarity; and unfamiliarity can increase dependence on intermediaries. Similarly, poor connectivity can
produce failed digital transactions, which can reduce trust and push customers back towards cash. Effective policy must
therefore address several barriers simultaneously rather than treating them as isolated problems.

A meaningful conception of inclusion should consequently ask four questions: Can people reach a service? Can they
understand it? Can they use it safely and affordably? And does it meet a genuine financial need? A system that answers only
the first question may achieve formal coverage without achieving substantive inclusion.

VII. CONCLUSION

Financial inclusion in rural communities has progressed substantially, but the transition from being formally connected
to being meaningfully included remains incomplete. The major barriers are increasingly interconnected: physical access and
service reliability, procedural complexity, limited financial and digital literacy, distrust and perceived risk, socio-cultural
constraints, and inadequate access to suitable formal credit. These barriers cannot be resolved through account opening alone.
The central argument of this study is that banking the unbanked should be understood as a process of building capability,
confidence and opportunity, not simply extending infrastructure. Rural financial inclusion will become more sustainable when
financial institutions combine last-mile accessibility with understandable products, trustworthy service, consumer protection,
practical education and responsive credit. A human-centred approach—one that takes rural customers’ time, knowledge,
income patterns, social relationships and fears seriously—can help convert formal access into genuine financial participation.

Recommendations

» Strengthen last-mile service quality: Banking expansion should be accompanied by reliable connectivity, adequate cash
management, functional devices and predictable operating hours.
Adopt plain-language financial communication: Banks and agents should explain charges, interest, repayment
conditions, digital procedures and complaint mechanisms in locally understandable language.
Expand practical financial and digital literacy: Training should use demonstrations and real-life scenarios rather than
relying primarily on written information.
Improve the quality and accountability of business correspondents: Customers should receive clear identification,
transaction receipts and accessible channels for reporting problems.
Design rural credit around actual cash flows: Farmers, informal workers and micro-entrepreneurs often require products
that recognize seasonal or irregular incomes.
Strengthen consumer protection: Fraud-awareness campaigns, quick complaint resolution and transparent transaction
records can improve confidence.
Promote community-based inclusion: Self-help groups, local institutions, schools and community organizations can
serve as trusted channels for financial education and awareness.
Pay particular attention to women and vulnerable groups: Financial services should address mobility, information and
control-related barriers rather than assuming equal access within households.
Measure meaningful usage, not only account ownership: Evaluation should consider active use, frequency and quality
of transactions, access to appropriate credit, customer satisfaction and financial resilience.
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Limitations of the Study

This paper is based on secondary qualitative and policy literature and therefore does not present new field interviews.
The findings should not be interpreted as statistically representative of every rural community in India. Rural experiences vary
by state, geography, gender, occupation, infrastructure and institutional environment. Future research should conduct in-depth
interviews or focus-group discussions with rural households, women, farmers, business correspondents, bank officials and local
financial intermediaries to test and refine the themes identified here.
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