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FOREWORD

The NABARD led Self-Help Group - Bank Linkage Programme has not only emerged as the
largest micro finance programme but also the fastest growing in the world. Studies reveal that the
SHG Bank Linkage Programme has, apart from giving access to the poor from the formal
banking system, resulted in visible socio-economic empowerment of the poor particularly
women.

Orissa, despite its abundant natural and skilled human resources, has been the poorest state in the
couniry with as much as 78% of the population living below the poverty line in some districts of
the most backward KBK region. Fortunately, the micro finance programrme has assumeéd The
dimensions of social movement with spectacular growth in the number of SHGs credit linked
from mere 533 in the year 1992-93 to over 1,23,000 groups by the end of March 2003, thus
making Orissa the leading state in the Eastern Region. It is the intention of NABARD to upscale
this programme further both qualitatively and impactfully so that all the 38 lakh poor families
could have access 1o micro finance by 2008 with particular focus on KBXK region.

The current evaluation study aims at evaluating the effectiveness of the SHG Bank Linkage
programme in the various aspects of group functioning, bank linkage and the socio-economic
impact at the household level. The study was taken up by the Orissa Regional Office of
NABARD in Kalahandi district of KBK region and covered a sampie of 80 SHGs comprising of
997 members which are more than 2 years old. '

The study has brought out the fact that the smailer groups were preferred by women and were
more vibrant. The savings were both in cash and in kind such as rice and hill brooms and there
was 97% attendance by group members. All important decisions tancluding savings, loan, interest
repayment, etc. were decided democratically through group meetings. As much as 19% of the
sample group repaid the old debt of money lenders through micro finance and 32% utilised it for
income generating activities with prioritisation of agriculture (28%). Based on the macro level
assessinent made on the study, it is estimated that as many as 3.95 lakh families in KBK region
were benefited and about 67,430 persons could get timely medical attention and 47,598 persons
stopped migration to the other states with the support of SHG lending. After forming SHGs, no
mewmber in the sample groups borrowed from the money lenders. The women members increased
the literacy {26%) and could empower themselves socially by protesting against sale of country
liquor and lobby for roads and drinking water facilities through their newly found organisational
strength. The study also suggests increased support from NGOs / SHPIs in awareness, book
keeping, entrepreneurship development programme as well as marketing support for better impact

of the programme.

[ hope, the report would be found useful by all those who are interested in quality upscaling of
micro finance programme and poverty alleviation in Orissa and in the KBK region in particular.

(S. Abdul Kareem )
Chief General Manager
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BASIC DATA SHEET

P T P

i [Name of District Katahandi
2 jDate of Field Visit From 30.08.2004 to 17.09.2004
3 INo. of Sample SHGs 80
4  [Total members 997
5 |Ageof SHGs Above two years
No. of SHGs %
6 Holding group meetings regularly 66 82
7  |Punitive charges for non-attendance in the
meeting 62 78
8  |Punitive charges for delayed payment of
contribution 16 20
9 Group having a written bye law 20 100
10___|Group recording minutes of the Meeting 80 100
Particulars Minimum | Maximum A\.re.-mg_a__1
1 |Corpus of SHGs (Rs.) 4,300 62,000 11,250
12 [Total Savings of SHGs (Rs.) 3,400 51,000 10,338
13 [Annual Savings of SHGs {Rs.) 1,140 15,840 4,152
14 [On-lending from corpus (Rs.) 200 17,000 852
15 |Bank loan to SHGs (Rs.) - - 36,078
First Loan] 3,000 50,000 10,868
Second Loan] 8,000 60,000 23,022
Third Loan] 10,000 70,000 29,600
Fourth Loan| _ 20,000 70,000 45,000
Fifth Loan) 2,80,000 2,80,000 2,806,000
16  [Rate of interest (% per annum)
On lending from Bank loan) 12 24 13
On lending to members from corpus| 24 60 37
On lending to outside members 60 100 84

i
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17 Credit Utilization (% of members) From Ct)rpus Bank loan |
- Total | Partial | Total | Partial
Consumption 9 41 0 41
Small Business 6 i1 6 23
Agriculture 9 30 3 23
Animal Husbandry 8 il 4 18
Repayment of old debt 7 12 0 12
Lending to oth(;r;s 3 9 3 11
18 | Annual Incremental Income % members

Nil 17

Rs.4,000 or less 32

Rs.4,001-Rs.8,000 26

Rs.8,001-Rs.12,000 16

Above Rs. 12,000 9
19 Average Annual incremental income per 'Rs.5,248
member
20 Macro Impact in KBK Region
| Benefited families 3.95 lakh'
Savings Rs. 3280.30 lakh
Bank loan Rs.4957.40 lakh

Annuat Income Generation

Rs.1665.30 lakh

Annual Additional Employment Generation

15072 thousand person days

| Annual In time Health Care

67,403 persons

Stopped emigration

. 47,598 persons

iii
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EXECUTIVE SUMMARY

The study was conducted in Kalahandi District of the KBK Region in Orissa. On the strength
of data collected from a!l 997 members of 80 sampte SHGs, which were more than two years
old, the study revealed the following:

1. NGOs and Mission Shakti took the lead in formation of SHGs in KBK region. While
15(19%) sample SHGs were promoted and linked directly by the banks (Model 1), 45(56%)
of sample SHGs were promoted by NGOs and financed by banks (Model I1) and another
20(25%) SHGs were promoted and financed indirectly (Model IT1).

2. Small size was preferred for group formation. About 34% of the sample groups were
having 10 members. Members believed that small group was easy to handle; understanding
among members would be better with small group; and it was easier for the SHPIs to
congregate 10 members and also this helped them to achieve their target of SHG formation.

3. Poor people adopted SHGs more. Among the members of sample SHGs, 71% were
living a standard of below poverty line (BPL).

4. While the average monthly saving of a group was Rs.346, on an average a member
was saving Rs.28 per month.

5 Apart from cash contribution towards thrift the members of 21 groups were saving in
kind like rice. One group was saving hill brooms.

6. Most (97%) members were regularly attending meetings of the group. 50 SHGs were
holding the meetings once in a month while 17 were holding it every fortnight. Another 7
groups were meeting at 10 days interval while the rest 6 groups were meeting at 20 days
interval.

7. All important decisions including savings, loan, interest, sanction, disbursement and
repayment of loan, etc. were decided in the meeting by the group only.

8. While the members were borrowing from corpus according to need, bank loans were
equally divided among members, fully in most cases and partiailly when group activity was
undertaken. '

-

9. The rate of interest for borrowing from corpus of group varied from 24% to 60% per
annum. The interest for the loan from bank credit was lower, 12 % per annum except in case
of six SHGs where the members were paying 24% per cent per annum.
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10. Barring six cases the SHGs were paying back the bank ioan regularly. All the SHGs
availing second loan repaid their first loan within 8-15 months. Expectation of a higher loan
provoked many groups to repay the loan early.

fl.  The corpus of different groups ranged from a minimum of Rs.4,300 to a maximum of
Rs.62,000.

12. Among sample SHGs 69% members borrowed up to Rs.5.85 lakh (70%) from the
corpus of the SHGs. The average borrowing was R§.852 per member.

13.  The average loan amount for the first loan was Rs.10,868 and that of the second loan
was more than double of it. While the average first loan under direct linkage was Rs.14,668
under indirect linkage it was just Rs.5,700.

14. While balf of the borrowing members used full or a part of their borrowings for !

consumption purposes including medical expenses about 19% used to repay the old debt
from village moneylenders/outsiders.

i5. Thirty per cent of the members utilized full or a part of their borrowings on taking up
small business or trading activities and 28% members had prioritized agriculture while using
the bank credit.

16.  Forty nine per cent of the members taking up business activities were engaged in rice
trading, mainly because lack of market avenues for other acnvmes and members were not
aware of the scope of other business ventures.

17. Since consumption was the urgent need for most of the members, asset creation was \l

not a priority among them. However, addition of animals was the maximum (32% members)
in asset creation among the members,

_@ Twelve per cent of the members stopped emigration since 2001-02,

lw “Twenty-six per cent members could learn reading and writing their names after
joming SHG.

20.  As many as 89,194 families in Kalahandi district and 3,95,460 families in entire KBK
region of Orissa got benefited from the SHG Bank linkage programme. Around 67,430
persons in KBK region could get in time and proper medical attention and many of them had

received life saving treatment only with the financial support from SHGs. About 47,598
jpersons have stopped emigrating from their native places in the KBK region.

Suggestions

L. Kalahandl district has over 1.64 lakh families hvmg below poverty line out of which
about 35% might have been brought under the coverage of SHG Bank linkage programme.

Out of 13 blocks in the district the programme is yet to be widely spread in 5 blocks. There is

further scope for formatlon of SHGs. Concerted efforts ,-NON-

pmgranmer.
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2 Under indirect hinkage, NGOs were charging a higher rate of interest (18%- 36% p.a.}:
than the interest charged by banks, which was between 8.5 and 11%. Secondly, under indirect
credit the NGOs have been lending smali amouni of credit to SHGs, which often dishearten
the enthusiastic members of a group to take up some economic activities. Further, NGOs are
hesitant to release the group for direct linkage with the bank even after second or third dose ‘
of credit. Harmemous coordination between Banks and NGOs can definitely strengthen the
SHG Bank Linkage movement.

3. Most of SHG members were uneducated and ignorant about the systems of linkage
with institutional credit. They were also unaware of the empowerment process. A more
careful supervisory role, especially by the financing banks and SHPIs, may make things
better,

4. Maintaining separate passbooks for foans and savings may be a better approach.
These passbooks enable the groups to khow about their savings balance and credit
outstanding position at any point of time,

5. So far as record keeping is concemed, all SHGs are maintaining records in their own
convenient way in plain registers. Pre-desighed registers would help the groups to maintain
their records in a more systematic manner.

6. Some SHGs have opened savings accounts in more than one bank as also multiple
savings accounts in the same bank. Banks may discourage groups to open a/c simultaneously
in multiple banks, because this may give birth to unhealthy competition among banks. Banks
may concentrate t0 promote SHGs in their own Service Area. This will also facilitate for
sponsoring groups for govt. sponsored programmes like SGSY, etc.

7. In many cases the SHGs are enthusiastic to take up economic activities but they
found to be lack of ideas. The line departments may design micro enterprises, diversification
of activities, value additions in locally available resources/raw materials, market network for
produce, etc. for the SHGs. '

8. More number of entreprencurship development training programmes may be
arranged for the SHGs members.

9. More importantly, SHG movement has become a cardinal game of late. Agencies like
Banks, NGOs, Mission Shakti, etc. claim having formed sizeable number of SHGs. This
might be due to fixation of time bound physical target for formation of SHGs. But, uniess the
health of SHGs are sound enough to sustain against all obstacles and limitations, the
objective of the movement may be diluted. Thus, quality, health and sustainability of SHGs
should also be given importance in addition to formation of SHG.




CHAPTER |

NICHE DIVERSIFICATION QF SHG BANK LLINKAGE PROGRAMME

1.1 Self Help Group (SHG) was existing in some form or other since long. Tontines or Hui
with 10-15 members involved in financial activities in cash or in kind have been in existence in
Vietnam for generations. ‘Bishi’, otherwise known as ‘Bishimandals’ or ‘Chitfunds’ are old
institutions in India in which members make periodic contributions that are pooled into a fund
from which money 1s ‘given’ to members. Credit unions, fishermnen groups, village-based bank-
like instituttons, irrigation groups, etc., were in existence in Indonesia.

1.2 In the international lexicon these informal groups have been termed as Rotating Savings
and Credit Associations (ROSCA) and Regular Savings and Credit Associations (RESCA). In
both, regular savings are made by a fixed set of members for an agreed period. In ROSCA the
total fund is given to each of the members in rotation until everyone has had a turn; then the old
cycle ends and a new cycle may begin with the same or new members. The fund does not grow
during the life cycle and hence at the end of the period there is nothing to be distributed by
ROSCA. Generally, lotterv, lotrery with discount or auction is the method used to distribute the
fund. In the last two there is an incentive for saving and late winners eam a higher rate of interest.
On the other hand, in RESCA, which is a non-rotating ROSCA, several loans are made from the
pool of savings. The fund grows because of periodic contribution and repayment of loan.;
accumulated fund is distributed among the members at RESCA.

1.3 During the last a few years the SHG movement has taken a distinct shape with the
support of many governmental and nongovernmental agencies. People on a large scale, specially
the sociaily and economically backward class, have adopted it with a great deal of interest and
commitment. The reasons for the spread of the SHG-Bank linkage movement are many. The
prime ones are:

% The informal lenders have been exploitative, usurious and dysfunctional. The poor wanted to
get rid of the exploitation.

Public policies often aimed at dismantling the informal credit systems and lending groups
without offering alternate sources of institutional credit.

A&l

» Institutional credit failed to serve the rural poor effectively with its extra precautionary
attitudes on lending to rural poor.

» Rural poor, left with no option, immediately accepted the formal financial system through
SHG-Bank linkage programme.

Rural poor earn more than consumption during a certain period in the year and in the rest
they consume more than they earn. If the surplus during the glut could be saved then it could
help in the dearth season.

v
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¥ People with homogeneous socio economic factors at|a particular locality can fight a problem
comnon 1o ail with a handholding support system. United we stand was the maxim and SHG
movement provided the platform for this.

» Informal financial system and informal tender are ﬂ on the same footing. Whereas the latter
may be exploitative charging usurious rate of interest, the former can minimize information
gap and offer flexibility. Informal financial system may be appropriate and efficient for the
rural sector.

Global initiatives

14 To bndge the gap between the formal and informal systems, Mohammad Yunus started a
Grameen Bank (GB) in 1983. The
al fund although the members’ savings
fund had increased substantially over time. In 1984, the prime conclusion in the third
interational symposium on the mobilisation of personal savings in developing countries
organised by the United Nations was that “the main megns of improving the performance of the
non-institutional sector were policies directed to enhance its links with the institutional financial
sector”. In the final resolution the participants agreed that internal savings must provide the basis
for credit programmes, state control of interest rates must be relaxed in favour of market or near-

market rates, for effective service financial services need to be more decentralised, both formal

and informal financial institutions are necessary for the| financing of development and linkages
between formal and informal financial institutions seem to be more promising than separate
development.

1.5 In 1984, the Federal Ministry of Economic Co-pperation and the Agency for Technical
Co-operation of the Federal Republic of Germany undertook a series of studies and workshops
on rural finance in developing countries resulting in a new policy for promoting Self-Help
Groups (SHGs), different from Grameen Bank Model] and Self-Help Promotional Institution
(SHPI) as a financial intermediation between the rural poor and the microenterprises in the
informal sector, on the one hand and formal financial institutions, on the other.

1.6 At the Asia and Pacific Regional Agricultural Credit Association (APRACA) regional
workshop of May 1986 in Nanjing, the participants decided on a coordinated programme for “the
Promotion of Linkages between Banks and SHGs for rural savings mobilisation and credit
delivery to the rural poor.” '

1.7 The project “Linking Banks and SHGs” in Indonesia started in 1988 as a pilot project of
the Central Bank of Indonesia through the involvement of SHPI which would provide either
training and consultancy services to the SHGs and in some cases additionally act as financial
intermediaries.




Indian Initiatives

1.8 First official interest in informal group lending in India took shape during 1986-87 when
National Bank for Agriculture and Rural Development (NABARD) supported and funded an
action research project on ‘Savings and Credit Management of Self Help Groups® of Mysore
Resettlement and Development Agency (MYRADA). In 1988-89 NABARD undertook a survey
of 43 non-governmental organisations {NGOs) spread over 11 states in India to study the
functioning of SHGs and possibilities of collaboration between the banks and SHGs in the
mobilisation of rural savings and improving the delivery of credit to the poor.

1.9 Micro financing by ‘non-formal’ financial organisations had already started. Self
Employed Women’s Association (SEWA) owned by women of petty trade groups was
established on co-operative principle in 1974 in Gujarat. Working Women’s Form (WWF)
started promoting working women’s co-operative societies in Tamil Nadu since 1980. Shreyas in
Kerala actively got involved in micro finance operations since 1988 with the objective of
promoting people’s co-operatives, habits of thrift and self managing people’s bank.

1.10° Encouraged by the survey results, NABARD impressed upon Reserve Bank of India
(RBI} to come out with a circular on July 24, 1991 advising the Commercial Banks (later on
Regional Rural Banks (RRBs) and Co-operatives also) to extend credit to the SHGs under the
pilot project of NABARD -500 SHGs to be covered during 1991-92. Duning the project period,
the Association of Sarva Seva Farms {(ASSEFA), Madras, promoted 214 groups, mobilized
Rs.1.4 million of thrift and disbursed credit of Rs.2.3 million; People’s Rural Education
Movement (PREM}), Berhampur promoted 829 groups, mobilized Rs.1.9 million of thrift and
disbursed credit of Rs.1.9 million; Professional Assistance for Development Action (PRADAN),
Madurai, promoted 313 groups, mobilized Rs.1.3 million of thrift and disbursed credit of Rs.3.9
million; Community Development Society (CDS), Alappuza promoted 350 groups, mobilized
Rs.2 million of thrift and disbursed credit of Rs4.7 million. The results were thus quite

encouraging.

1.11  To formalize the mechanism further, RBI constituted a working group in November 1994
to review the functioning of NGOs and SHGs and make suitable recommendations tor expanding
their activities and deepening their role in the rural sector. Accepting the recommendation, in
April 1996, RBI advised the banks that lending to the SHGs should be considered as an
additional segment under priority sector advances and integrated with the mamstream credit

operation.

1.12  SHGs became a regular component of the Indian financial system since 1996. These
SHGs are small, informal and homogeneous groups of 10-25 members each. The groups have
been recommended to be informal to keep them away from bureaucracy and corruption,
unnecessary administrative expenditure and legal requirements. The upper size of an SHG
however has been made mandatory at 20 because any group larger than this would need to be
registered under registration Act in the Indian legal system. Secondly, groups are supposed to
foster true {direct) derocratic culture where all the members participate actively in the debate
and decision-making process, which is easier only in small groups. Groups are expected 1o be
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homogeneous so that the members do not have contlicting interest and all the members can
participate freely without any fear.

1.13  The SHGs after being formed (generally by an external agency) start coliecting a fixed
amount (rarely variable amount} of thnft from each member regnlarly (generalty monthly). For
about six months, SHG only collects thrift; no Ioan is given to any member. Because, first, the
working fund generated out of small thrift is negligibie in the initial period; and secondly, it tests
the patience and tries to instill mutual trust among the members. During this period the group
opens a savings account with a bank, which would like to extend credit. After accumulating a
reasonable amount of resource, the group starts lending to its members for petty
consumption/small business needs. Claimants may be large, but resource is small. This forces
them to take appropriate decision to identify the most needy person with reference to endowment
level and the purpose of the loan. A free and fair discussion removes the element of subjectivity
from the decision-making process, makes the borrower understand the value of the credit and the
importance of repayment and accountability to the group. The repayment of the loan along with
mterest and regular thrift enlarge the working fund and hence increase the scope of lending.
Notwithstanding this, the working fund generated by the group may not be adequate to meet all
types of credit needs of ail the members. The group then approaches the bank where it has
opened the savings account. If the bank is satisfied with the group about genuineness of demand
for credit, credit handling capacity of the group members, repayment behaviour within the group,
accounting system and maintenance of the records, etc., then it extends a term loan of small
amount to the group. The group in turn continues to take decision as in the past, the only
difference being it has now a higher amount of resource. In addition, the group member is jointly
and severally liable to the bank for repayment of the loan. The group’s responsibility in
meonitoring the members therefore increases. -This joint liability however provides incentives or
compels the group to undertake the burden of selection, momtormg and enforcement that would
otherwise fall on the lender.

1.14  This joint l:ablhty, decision-making process and peer pressure at the group level are the
most important safeguards for the banks to do business with the poor, illiterate and informal
groups. There is a huge demand for credit in small amounts for consumption, health, education,
marriage, petty production, petty trade, ete., for very short to long durations which does not
match with the supply menu of banks which consists of large amount of loan for production
purposes but not for very short periods. It is not the rigidity of the banks but their constraints due
to high transaction costs and risk because of asymmetric information that they cannot extend
such credit to individual borrowers. Individual borrowers, on the other hand, face the problems
of absorbing large amounts of credit for some unwanted purpose. Loan contract therefore does
not take place between an individual small borrower and a formal lender basically because of
mismatch of demand and supply of credit. Instead when the bank extends credit to the SHG, (i)
the transaction cost for the financing bank is minimized because the group takes the decision to
borrow on behalf of the members and also the responsibility to repay; (ii) the transaction cost of
the individual member is reduced because the member transacts at the group ievel only; (iii) the
mismatch between demand and supply is reduced because the bank extends credit in lump sum
amount and the group uses the amount according 1o its own needs; also repayment pattern of the
members to the group and of the group to the bank need not be the same. When both lender







