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Abstract - The logic and rationale of SHG-based microfinance have been established firmly enough that 
microcredit has effectively graduated from an “experiment” to a widely-accepted paradigm of rural and 
developmental financing in India. This is no mean achievement.  This paper attempts to evaluate the micro-
financing system in India.  This programme is delivering partly good results but to avoid exploitation of 
economically weaker sections of the society the paper suggests that Government of India should take 
appropriate action to ensure that borrowers under this system should be provided credit on affordable rate of 
interest and it should not be more than 12 per cent instead of existing 24 per cent and above. 
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I. INTRODUCTION      
  
This paper is based on a research work 
undertaken by the author on micro-financing 
system. This paper is based on an in-depth 
study with the help of a questionnaire 
conducted by the author. 1500 Members of 
SHGs were interviewed at different places in 
UP, Delhi, Hyderabad and Kolkata. 
  
The concept and practice of SHG-based micro 
finance has now developed deep roots in many 
parts of the country. Despite several studies it 
is hard to measure and quantify the effect that 
this Indian micro credit experience so far has 
had on the poverty situation in India. Without 
doubt a lot needs to be accomplished in terms 
of outreach of microfinance to make a serious 
dent on poverty. However, the logic and 
rationale of SHG-based microfinance have been 
established firmly enough that microcredit has 
effectively graduated from an “experiment” to a 
widely-accepted paradigm of rural and 
developmental financing in India. This is no 
mean achievement. 
 
Though several studies are available on the 
women empowerment through SHGs but there 
is dearth of study on the impact of SHGs in the 
non farming sector. The present study is an 
attempt in this direction. The impact of 
microfinance through SHGs in non-farming 
sector is discussed in detail in the previous 
chapters through the study of SHGs from the 
U.P state. Based on this and through the general 
observation in the field and also through the 
analysis of various secondary data available, an 
attempt has been made in this chapter to 
provide some useful suggestion for further 
improvement of non-farming sector through the 

availability of microfinance, especially in the 
rural areas.       
 
For the developing countries like India, 
microfinance has come as a breakthrough in the 
philosophy and practice for poverty alleviation 
and improving socioeconomic status of rural 
poor. The microfinance model over the world 
has yielded wonderful results and has proved 
that poor are bankable, credit worthy and can 
be trusted with collateral free loans. In India 
too, micro-finance is making headway in its 
effort for reducing poverty and empowering 
poor especially poor rural women. Studies in 
India and other parts of Asia have shown the 
positive impact of microfinance movement on 
several economic and social indicators. 
 
 
NABARD has been playing a key role in the 
growth and development of SHGs in India.  
Through SHG-bank linkage programme the RBI 
and NABARD have tried to promote 
relationship banking, i.e., improving the 
existing relationship between the poor and 
bankers with the social intermediation of 
NGOs.Various credit delivery innovations such 
as Grameen Bank Replications, NGO 
networking, credit unions, and SHG federations 
have been encouraged by NABARD for 
increasing the outreach. It has also established 
a Micro Credit Innovations Department for 
planning, propagating, and facilitating the 
microfinance movement. Beside that micro-
finance institutions (MFIs) are also engaged in 
providing micro-finance services to the poor 
(Bansal Hema, 2003).Since 1996, SHG’s has 
become a regular element of the Indian 
financial system. A Self –Help Group in simple 
worlds can be describe as a self governed, 
informal group of people those who have got 
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similar socio-economic background and have a 
desire to collectively perform a common 
purpose. SHGs are working, as financial 
intermediaries owned by the poor. Each 
member of the group has to save a small 
amount per month. An account is opened with a 
mainline bank to deposit savings. After some 
months, the bank where the savings were 
deposited examines the performance of the 
group and issues loans to the group. Thus, 
financing through SHG’s ensure quite a few 
benefits viz; (i) an economically poor 
individual gains strength as part of a group; (ii) 
because of the group a poor get access to the 
required amount of appropriate credit at a 
relatively low interest rate which he might not 
got, if he is working as an individual; (iii) 
financing through SHGs reduces transaction 
costs for both lenders and borrowers; (iv) 
tremendous improvement in recovery (in some 
case recovery is recorded  to be as high as 
above 90 per cent) ; (v)heralding a new 
realization of subsidy-less and corruption-less 
credit; and (vi) remarkable empowerment of 
poor women (both socially and economically). 

  
II. STUDY OF SELF HELP GROUP 
LINKAGE PROGRAMME 
 

This study indicates that the availability of 
loans through the SHGs have helped the growth 
and development of non farming activities in 
the surveyed groups. But these non-farm 
activities are generally of traditional type and 
provide low returns. Beside these activities are 
run by the SHGs using the same old age 
techniques. Our finding also indicates that 
SBLP (SHG Bank Linkage Programme) has 
also helped the rural poor women to achieve 
social rights. Responses from the beneficiaries 
suggests that social empowerment of women 
has increased over time since joining the SHG 
movement. Further women beneficiaries 
reported improvements or even significant 
improvements in their ability to face problems 
on health and financial crisis aspects and about 
the aspect of similar improvement in terms of 
family disputes. The study also found that the 
participation of women members in household 
decision making processes has considerably 
improved.One has to understand that the 
progress of any nation is inevitably linked with 
social and economical condition of women in 
that particular country. Rural women play a 
significant role in the domestic and socio-
economic life of the society and therefore, 
holistic national development is not possible 
without developing this segment of the society. 
Empowerment by way of participation in SHG 
can bring enviable changes and enhancement in 

the living conditions of women in poor and 
developing nations.What a women cannot 
achieve as an individual, can accomplish as a 
member of group with sufficient understanding 
about her own rights, privileges, roles and 
responsibilities as a dignified member of 
society in par with man. When she becomes a 
member of SHG, her sense of public 
participation, enlarged horizon of social 
activities, high self-esteem, self-respect and 
fulfillment in life expands and enhances the 
quality of status of women as participants, 
decision makers and beneficiaries in the 
democratic, economic, social and cultural 
spheres of life.  
 
III. BRIEF SUMMARY OF THE STUDY 

 
After examining growth of SHG’s movement 
and its various aspects in detail (specially 
through the ground study in U.P.), various 
aspects come up. These are briefly summed up 
below: 
 
 Usually a common fund is created by the 

group members, through their small savings 
on a regular basis. Groups manage pooled 
resources in a democratic way. Loan 
requests are considered by groups and loans 
(usually small in amount) are provided for 
short duration and are mainly for 
conventional purposes. The rates of interest 
vary from group to group and it is generally 
higher than that of banks but lower than 
that of moneylenders.      

 The role of credit is very important in 
livelihood promotion, as the viable 
economic activities require simultaneous 
expansion of the supply of quality credit. 
The SHGs have proved to be very 
successful in this aspect as it is found that 
the rate of growth of credit absorption of 
SHGs is much higher than individual 
borrowers under the priority sector. Also 
bank’s transaction cost of dealing with 
SHGs is obviously lower than that of 
individual borrowers. 

 Banks have also been able to reduce the 
operating cost of forming and financing of 
SHG’s, through the involvement of NGO’s 
and youths for their formation and 
nurturing, as found out during the field 
visits. 

 Through the SHGs an effort has been made 
to evolve supplementary credit strategies 
for meeting the credit needs of the poor by 
combining the flexibility, sensitivity and 
responsiveness of the informal credit 
system with the technical and 
administrative capabilities and financial 
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resources of formal financial institutions. 
An attempt has also been made through the 
SHGs to build mutual trust and confidence 
between bankers and the rural poor and to 
encourage banking activity in a segment of 
the population which is generally ignored 
by the formal financial institutions.   

 The groups develop their own management 
system and accountability for handling the 
resources generated. The interaction among 
the members is based on participatory 
mechanism in terms of decision-making. 

 
 The banking institutions provide bank 

credit on the basis of savings of the groups 
and individual members. Small savings of 
rural women can generate the required 
resources, which can wean the people away 
from the exploitation of moneylenders. 
Thus, these voluntary small savings can 
constitute the key for economic progress. 
Promotion of SHGs will help in bringing 
women into the mainstream of economic 
development.   

 Through the SHGs women’s ability to save 
and access credit would give them an 
economic role, not only within the 
household but also outside it as well. 
Investment in the economic activities of 
women would improve their employment 
opportunities.  

 The fact to remember is that empowerment 
cannot come from outside but the effort 
through the SHG movement is that women 
should realize from within that they are 
empowered. The SHGs can just work as a 
mean to achieve that end.  

 Group approach through the creation and 
nurturing of SHGs, can ensure wider 
coverage of poor families through bank 
credit, as is very difficult for the banks to 
reach each and every poor.   

 SHGs if created and nurtured in a proper 
manner can go a long way in creating a 
unique, alternative need based credit 
delivery mechanism for poor by pooling 
their paltry resources for catering to their 
consumption and production requirements. 

 
IV. MAIN FINDINGS OF THE STUDY 
 
 Most of the beneficiaries were belonging to 

the middle age group of 25-50 years. 
Majority of them were found to be either 
illiterate or educationally backward. They 
were mostly married and belong to nuclear 
families having usually large family 
comprising more than five members on an 
average.  

 The land holding size of respondent’s 
families has been reported to be small and 
around half of them were landless. The 
beneficiaries were mainly self-employed 
and housewives. Generally the household 
income of majority of respondents families 
is reported to be low, however, the 
contribution of beneficiaries (mainly male 
respondents) to the family income has been 
recorded to be significant.  

 Most of the respondents have joined SHGs 
within two or three years. Generally the 
respondents were the ordinary members of 
their groups and they were motivated 
mostly by NGO workers and by other 
people from the same village. According to 
the respondents self-employment and 
income generation are the most important 
reasons for the formation of a Self Help 
Group.  

 It was reported that most of the members 
participate in group meetings which are 
usually held on monthly basis.  The 
respondents reported that crediting and 
micro-finance were the main agenda of 
these group meetings. The decisions in 
these meeting are usually taken by majority 
of the members.     

 
 Majority of the respondents replied that 

savings were made on monthly basis. Most 
of the respondents were found aware and 
having some knowledge regarding group 
activities such as loaning, procedures, rules 
and regulations, income, achievements and 
constraints of groups. 

 Most of the beneficiaries said that there 
group is linked to Banks/MFIs and they 
have availed internal loaning as well credit 
from bank. The main purpose of loaning 
was reported to be purchasing animals and 
other income generation activities.  The 
SHGs maintain their account in banks, 
which is operated jointly. The frequency of 
bank transaction is usually once a month. 

 On the question regarding the time taken by 
the financial institution to provide the loan 
to the group most of the respondents replied 
that they got the loan within the first year. 
When questioned about the nature of non-
farm activity it is found that large numbers 
of respondents were involved in the dairy 
works. Besides that bee keeping,garments 
works, goat rearing, kirana shops are the 
other small enterprises in which the 
respondents were mainly involved. Out of 
these, dairy seems to be the most successful 
trade.  
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 Most of the respondents were working as an 
individual. In some cases group member 
have tried to pursue some of these activities 
as group activity but due to mutual mistrust 
and breach of group norms, and in some 
cases due to lack of security the common 
group working method has failed. 
Ultimately, the group members have to 
revert to the individual mode of economic 
activity.This shows that there are problems 
in working in a group.  

 Most of the beneficiaries reported that they 
take the loan from the SHGs because of low 
interest rate and easily availability. They 
also reported that they used to take the loan 
mainly for occupational purposes and use it 
mainly for the non-farm activity. The 
respondents reported that TV ads, 
newspapers & magazines were the most 
influential sources for providing 
information regarding non-farm loans. 
Generally family/relatives, friends and 
panchayat members were the most 
important people who help in taking the 
decision regarding the loan products 
according to the beneficiaries.  

 The major constraints in the non-farming 
activities according to the respondents are 
fear of business failure and fear of getting 
into debt, lack of institutions for necessary 
training, lack of technical knowledge and 
illiteracy/poor education. Lack of 
capital/money is the biggest obstacle in 
starting a small business, lack of credit 
institution (Bank/MFIs), high interest rate 
and rigid banking process are the other 
constraints in starting a viable non- farm 
activity as reported by the respondents.   

 The beneficiaries also pointed out that they 
are facing problems in marketing of their 
products in the local market. Weak 
marketing institutions, lack of market, low 
prices of output, long way market places 
and large number of intermediaries are 
some of the major hurdles in the effective 
functioning of SHGs.  

 Lack of proper infrastructural facilities is 
also very much responsible for absence of 
non-farming activities in the rural areas. 
Lack of machines/equipment, lack of 
storages facilities and lack/shortage of 
power are the major infrastructural barriers 
according to the beneficiaries. 

 Linkage with the SHGs have enabled 
women in improving their access to 
information and awareness, confidence 
level, self respect, mobility/freedom of 
movement, development of skills, greater 
access to market linkages, realizing their 

rights and entitlements and increasing their 
income levels. Awareness has also been 
significantly improved among the women 
members regarding the health, nutrition and 
family planning.  

 Women’s contribution and share in 
decision-making both at the family level 
and societal level has increased as a result 
of linkage with the SHGs. The impact of 
SHGs on women’s empowerment can 
beseen from their increased role in 
childbearing decisions, spouse selection, 
marriage of girls/boys, education of 
children, purchasing, savings, asset 
building, IGAs (Income generating 
activities), interaction with outsiders and in 
community decision-making.  

 The linkage with the SHGs has also enabled 
the women beneficiaries to attend 
training/workshops, to actively participate 
in meetings, to exercise their vote 
independently and to help in the loan 
arrangement for the family.    

 
V. POLICY RECOMMENDATIONS 
 
 Government need to recognize the potential 

of micro-financial services to maintain 
investment and expansion in key economic 
sectors and hence to add significantly to 
national economic growth.  

 As a matter of fact poor do intensely use 
the limited knowledge and experience at 
their command without a sufficient return. 
If we want to bring about the significant 
change in the lives of the poor than we have 
to bring in significant inputs of a kind that 
the poor want but they don’t have. For this 
it is important to find out what they do 
know and have. It is only then, that 
schemes can be devised that can give right 
inputs in right quantities. 

 A good regulatory framework for micro-
financial services is necessary to reduce the 
transaction costs and also to bring in much 
needed transparency and accountability. 
This will also helps in bringing long-term 
sustainability. The safety of small savers, 
ensuring proper terms of credit, instilling 
financial discipline and having a proper 
reporting and supervision system should be 
put in place.  

 Through proper guideline and supervision it 
must be ensured that micro-financing 
organizations are run prudently and must 
help the poor people in increasing their 
income through the proper livelihood 
activities.  
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 Besides the income generation activities 
micro credit must also be made available 
for consumption needs arising out of 
emergencies, crisis, as also for housing, 
sanitation and for provision of other basic 
amenities. Because it is observed during the 
field visits that many SHG members have 
been taking the loan in the name of 
livelihood activity and have been using it 
for the consumption purposes.  

 Organizations which are involved in the 
SHG movement in the country like RBI, 
SIDBI (Small Industries Development Bank 
of India), NABARD and others must evolve 
proper means for monitoring, managing, 
directing and controlling of micro financial 
institutions as well as self help promotion 
institutions. State Government and Central 
Government agencies must also ensure 
proper monitoring of SHGs, SHG 
promoters, PIAs and other development 
functionaries. 

 One of the very important challenges is to 
ensure that high quality groups are created 
and maintained, and that concerns over 
numeric targets of group formation and 
linkage do not take priority over attention 
to group quality and resilience. After going 
through the various available studies 
conducted in India regarding the growth of 
SHGs and through the field study it is 
observed that the thrust of the government 
till now is more on the number of SHGs 
created, rather than the quality of the SHGs. 
Efforts must also be there to improve the 
quality of existing SHGs. In particular, the 
success and sustainability of SHG Bank 
Linkage Programme depends significantly 
upon greater clarity about whois to play the 
key role of maintaining quality, and how 
the costs of doing so are to be met.  

 Efforts must also be put in for the quick 
release of funds and its channelization to 
the related departments and agencies so that 
it can reach the target SHGs faster. During 
the field study in some cases, it is observed 
that because of the long term delay in 
release of funds many people have lost their 
faith in the SHG concept. Also few 
members of the SHG have left their 
respective SHGs.  

 Each state must also put an effort in 
creating a permanent cell at the state level 
to oversee the functioning, monitoring and 
evaluation of the projects associated with 
the SHGs and that cell must be equipped 
with proper infrastructure like computers, 
internet, telephones etc.  

 Mass media must be used widely for the 
spread of concept of SHG idea into the 
villages. Through the mass media potential 
and benefits of SHGs can reach to a very 
large number of audiences and 
subsequently it will help in further increase 
of the number of SHGs in the villages.   

 The awareness of the bank staff with the 
local issues and the local people will help 
in the success of the SHGs in a long way. 
For the success of SHGs close association 
of bank staff at all stages of programme 
implementation is necessary, right from 
identification of the viable non-farm 
economic activity to planning for all the 
elements of economic activities. Post credit 
monitoring and loan recovery is also very 
much important for the success of SHG.   

 The procedure for applying, seeking and 
releasing of credit from the banks must be 
simplified further.  During the study it is 
observed that the procedural difficulties are 
one of the major stumbling block, which 
has denied rural people from taking the 
financial benefits of the banks. Also the 
flexibility must be there for minor errors in 
payment from customer's end and 
availability of timely information on loan 
balance and payments must be provided.  

 Efforts should be made to motivate banks to 
take active interest in the non-farming 
projects and to organize the customer-
contact-programmes for the rural people to 
spread the information of various schemes 
and financial needs of poor.   

 The bank functionaries who deal with 
SHGs and branch managers should be 
exposed to SHGs sensitization programme 
especially designed for them. Motivational 
training programmes should be organized 
for bank functionaries to generate in them a 
sense of cooperation and positive 
orientation towards SHGs members. There 
is also a need to sensitize bank staff 
towards the needs, constraints and 
inhibitions of rural poor especially poor 
rural women.  

 NGOs should not be deployed only for the 
formation of SHGs they must stay and work 
with the SHGs till they mature. As it is 
generally find out during the study that 
those groups with whom there is continuous 
association of NGO’s are working better 
than the other groups. Also it helps in 
creating the faith of the villagers in the 
NGOs.  

 The NGOs should actively help the SHGs 
in both backward and forward linkage and 
provide them market support in particular. 
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 The programmes for the villagers about 
SHGs awareness should lay greater 
emphasis on creating faith in the people 
about the potential of SHGs, rather than 
stressing upon the procedural and formal 
aspects of SHGs.  

 Mere starting and survival of non-farm 
enterprise is not important but what 
required is the prosperity of such 
enterprises as well as their growth. It is 
observed during the field visits that some of 
the SHGs started their non-farm activity 
quite well but after some time either they 
closed that activity or they have to change 
that activity. It means that for a viable non-
farm activity there is a need of better 
infrastructure in terms of enterprise needs 
like continuous supply of sufficient power, 
better roads to take in and take out goods 
from the villages, continuous supply of raw 
material and better training of local labour-
force.   

 The funding to the SHGs must also be 
increased as most of the SHG members 
complained that the amount of money 
which they are getting currently is not 
sufficient to start a suitable business which 
may be sustainable and profitable in the 
long run. Consolidation of SHGs at high 
levels requires access to large funding.  

 A fully mature group is one that achieves 
capability to handle issues alone related 
with the group both financial and non-
financial. The group should learn to solve 
issues related with the leadership, problem 
solving and economic activity successfully 
with minimal help. It should also be in a 
position to maintain its records and other 
books of accounts independently. Efforts 
must be there from all the party involved to 
strengthen the SHGs to this level.    

 Efforts must be there to increase the 
education level of the SHGs members as 
this will go a long way in increasing the 
effectiveness and sustainability of the 
SHGs. Increase in education level will also 
help the SHG members in understanding 
the scope and future benefits of the SHGs.    

 Over the time in addition to the institutional 
sustainability, the group should also 
become economically viable. Economic 
sustainability of the group is said to be 
achieved when the group is able to cover its 
operational costs from its own income. The 
general view of public in India (also 
observed during the field visits) is that 
government should take care of everything. 
SHGs can be used as a tool to change this 
mindset. These SHGs can be used as a 

powerful tool to create a responsible civil 
society which can took care of themselves 
with minimum support from the 
government  

 It is also observed during the field visits 
that many of the SHGs have got the same 
office-bearers since the beginning; this 
restricts all round development of several 
members of SHGs. For the overall 
development of members in various 
aspects, rotation of office-bearers of SHGs 
at regular intervals should be made 
mandatory.  

 Members of SHGs need credit for different 
needs such as for livelihoods, investment in 
education, income generating activities, 
health, household needs, marriages, 
consumption, death ceremonies and for 
social security.  Thus it is very important to 
design wide range of financial products and 
services to fulfill these requirements of the 
SHG’s members.  

 SHGs must be encouraged to work as a 
group for the livelihood activity rather than 
working as an individual. As during the 
field visits most of the respondents were 
found to be working as an individual. The 
feeling of joint development must be 
inculcated among the SHG members; this 
will help in social harmony and will play a 
positive role in growth process and 
governance. The members should be 
mentally prepared for starting income 
generating activities as a group activity. 

 For empowerment of women it is essential 
that the attitudes and perceptions of 
organizers be radically changed women 
must be seen not just as reproducers and 
home makers and supplementary earners 
but as productive members of the economy 
and society. 

 Women have varied credit requirements 
which current micro finance programmes 
do not meet. Most of the financial 
institutions provide micro credit only for 
income generating activities and livelihood 
developments, however, women have to 
depend on non-institutional credit sources 
for meeting out their credit needs other than 
income generating activities. 

 The micro credit as a component should 
reflect in the policies and plans oriented 
towards women empowerment to enhance 
women’s participation at social, political 
and economic levels. Women’s agency 
must be given primacy. Women’s access, 
control and decision-making needs to be 
ensured in all programmers components. 
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 A single stand alone group has limited 
visibility and importance for both the broad 
community as well as development agency. 
An individual-group of poor rural women, 
stands a lesser chance of being successful 
than a confederacy of such groups. A 
confederacy would offer the strength of 
numbers and solidarity to each of it’s 
constitute. There are certain areas where 
SHG’s need wider support, crisis 
resolution, marketing, networking, 
mobilization for effective action or social 
issue etc. Thus, networking of SHGs into a 
federation is called for. 

 During the field visits most of the SHGs 
were found to be engaged in low 
technology and less productive traditional 
activities and the income gains to SHG’s 
member through these activities were found 
to be very meager. This suggests that there 
is further need to search for non-farm 
economic activities that are profitable and 
sustainable in the long run.   

 Professional agency must be hired to 
identify local activities, accessibility of raw 
material and ability as well as the skill of 
the people. The non-farm economic 
activities must be chosen only after careful 
feasibility report based on market studies 
and local resources. Members from many 
SHGs reported that they chose a non-farm 
economic activity without any prior study. 
As a result of this they have to suffer losses 
and this led to differences among the group 
members.  

 There is also a need for training in income 
generating activities, as large number of 
respondents during the field visits reported 
about lack of training. The training for the 

income generating activities must be 
thoroughly planned and must be provided 
by qualified people who are well-informed 
about modern technology.   

 At the same time it must be ensured that the 
activities that the SHG members are 
encouraged to undertake are more 
productive and remunerative than what they 
have been doing traditionally. 

 Selling of the finished products appears to 
be the biggest problem in the continuation 
of non-farm economic activities. As the 
products produce by the SHGs were 
generally of the low quality it is very 
difficult for them to compete against the 
products produced by the large existing 
players. Education and training regarding 
marketing and quality of finished products 
is very much essential for the survival of 
non-farm economic activities. SHGs need 
marketing support and institutional capacity 
to handle marketing activities 
independently.    

 Last but not the least it is strongly 
recommended that that the Government, 
RBI and NABARD should ensured that 
SHG members must get micro-credit on not 
more than 12% interest from Banks and 
MFIs. This is to be ensured on the rational 
that in most of cases there is no micro level 
business where more than 24% of profit 
may be earned by women SHGs and 
individual members.   
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