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Abstract
The country is witnessing a widespread emergence of Self-

Help Group (SHG) federations. Ensuring sustainability of 
SHGs apart, the federations are being seen as instruments 
with potential for socio-economic empowerment of the poor. 
The paper makes an attempt to critically examine the role 
and rationale of these SHG federations. Based on a review 
of available studies and secondary data, the paper highlights 
several features of the spread of SHG federations besides 
the prevailing perplexity as regards their role and form. The 
paper reveals that despite the felt needs, the promotion of 
federations has largely been a top down process compromising 
on the principle of participatory federalism essential for 
their sustainability. Their prime goal to emerge as effective 
microfinancial intermediaries of the poor is found to be 
severely constrained. The socio-economic backwardness of the 
members, weak organisational capacities, lack of clear legal 
framework and inadequate policy support are some of the key 
factors seen as restraining the SHG federations from attaining 
their potential strengths. Emphasising on the relevance of SHG 
federation, the paper concludes by identifying measures both 
to consolidate their spread as well as to take them forward.

Introduction
The massive grassroots spread of informal SHGs in the 

country has almost simultaneously given rise to emergence of a 
vast network of higher level structures called SHG federations. 
The SHG movement has enabled a large section of the hitherto 
excluded poor to access financial services like savings and 
credit from formal sources. Over 7.4 million SHGs have been 
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formed till 2014 as a part of the SHG-Bank Linkage Programme (SBLP). To consoli-
date the gains of the SHG movement, attempts have been made to integrate and bring 
together SHGs at higher levels. The result is the organic growth of SHGs by way of 
federated structures. As of 2013, an estimated 1.79 lakh SHG federations were working 
in the country. 

The paper makes an attempt to critically examine the rationale of the emergence 
of SHG federations, assess the role they are able to play against the expectation, and 
identify possible ways to take them forward. The analysis is based on a review of extant 
studies and available data on SHG federations in the country. 

Progress of SHGs and their Federations 
Before analysing the various critical issues, it would be worthwhile depicting the 

progress and status of SHGs and their federations (Table 1). The SHG movement which 
began in the 1980s has made an impressive progress with over 7.4 million SHGs having 
been linked with the formal financial institutions by 2014. The SHGs have an estimated 
outreach of nearly 90 million households hailing from socially and economically back-
ward sections of the society. 

Table 1: All-India Progress of SHG-Bank Linkage Programme (No. in Lakh) 

Particulars 2007 2010 2014

1 Number of SHGs Savings-linked 41.6 69.5 74.3
2 Number of SHGs Credit-linked 29.0 48.5 42.0
3 Estimated Households Covered (lakh)* 583 835.0 892
4 %  of women SHGs (%  of 1) 78.6 76.4 84.2
5 %  of SHGs Credit-linked 69.6 69.8 56.5
6 %  of Govt. Scheme SHGs 23.0 24.4 30.4
7 Total Savings (Rs Crore) 3,513 6,199 9897
8 Total Loan Outstanding (Rs Crore) 12,366 28,038 42,928
9 Savings per SHG (Rs) 8,469 8,915 13,320

10 Loan Outstanding per SHG (Rs) 42,724 57,795 1,02,273
11 Loan outstanding per member (Rs) 3052 4128 7867
12 Savings per member (Rs) 605 632 1025
13 % of Non Performing Assets - 2.9 6.8

Source: NABARD: Various reports on Status of Microfinance in India. 
* Estimated by the author

 An overwhelming proportion (84%) of the SHGs are constituted by women signifying 
the gender dimension of the outreach. While all the SHGs have been savings-linked, 
only about 56.5% of them have credit linkages with the financial institutions. By 2014, 
the SHGs had mobilised Rs. 9,897 crores of savings against which they have raised 
Rs. 42,928 crore of loans from the formal banks and cooperatives. As a result, the 
SHG movement has emerged as an useful supplementary means for the poor to ac-
cess formal savings and credit. However, SBLP has been faced with several constraints 
in its progress. As assessed by several studies the spread of SHGs in the country has 
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shown a paradox in that it is highly skewed in favour of certain regions/states. Despite 
the recent efforts to address the skewness, states in southern region account for nearly 
50% of the total SHGs. Studies have also indicated that due to several reasons banks 
have remained, in general, reluctant to deal with SHGs hampering the deepening of 
financial inclusion. 

Coming to the progress of SHG federations, there is as such no official data available 
about them at the all-India level. The data on SHG federations has been compiled 
by APMAS, a Hyderabad based sector-development organisation. The indicative pro-
gress of SHG federations is depicted in 
Table 2. There is a rapid growth of SHG 
federations in the recent years along 
with the spread of SHGs. The total num-
ber of SHG federations has increased 
from about 0.69 lakh in 2007 to 1.79 
lakh by 2014. Broadly three types of 
federations based on their jurisdictional 
coverage have emerged under the SHG 
movement. These are referred as pri-
mary level (PLF), secondary level (SLF) 
and tertiary level federations (TLF). 
The PLFs are those which have been formed by SHGs existing in a village or cluster of 
villages. The SLFs refer to those which have been formed at sub-block or block level by 
the PLFs, and the TLFs are those formed at a block or district level by the SLFs. It may 
be noted that as one moves up the level, the units tend to become formal. PLFs consti-
tute 96% of the federations in the country. The higher level federations- SLFs and TLFs, 
account for only about 4% of the total. 

Coming to the state-wise picture of SHG federations, as may be seen from Appendix 
1, the region and state-wise spread is largely according to the spread achieved by SHGs. 
In other words, states having relatively higher proportion of SHGs are also the ones 
with higher proportion of federations. Andhra Pradesh (AP) (undivided), West Bengal, 
Kerala, Rajasthan, Tamil Nadu, Maharashtra and Odisha are the major states which 
account for nearly 74% of SHG federations. In terms of regions, southern (52.5%) and 
eastern (27.1%) regions account for bulk of the SHG federations. 

Skewness apart, the SHG federations cover only a smaller proportion of SHGs under 
their fold. The NCAER (2008) study of SHGs had revealed that overall only 25% of the 
SHGs were affiliated to SHG federations. The proportion across states varied from 12.7% 
to 33.5%. The study of Reddy and Reddy (2012) spread over 8 states also indicated that 
only 28% of SHGs have membership in a federation. However, there seems to be an 
improvement in the coverage of SHGs in recent years (APMAS 2014). 

Table 2: Progress of SHG Federations by Type

Type 2007 2010 2013

Primary 
66,310
(96.2)

158,166
(96.5)

171,507
(96.0)

Secondary 
2,571
(3.7)

5,578
(3.4)

7,091
(4.0)

Tertiary 
22

(0.03)
108

(0.07)
66

(0.04)
 Total 
 

68,903
(100)

163,852
(100)

178,664
(100)

SHGs 4160584 6953250 7317551
Source: APMAS (2007), (Reddy and Reddy (2012), Sa-Dhan 2014.
Note: Figures in brackets are percentage to total.
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What is the nature of agencies promoting SHG federations? It may be seen from 
Table 3 that majority of the SHG federations (73%) have been promoted by govern-
ment organisations (GOs). Except in two regions, government organisation promot-
ed federations account for majority of the total federations in all regions. The Non-
Government Organisations (NGOs) which have played a pioneering role in promoting 
SHGs and their federations account for about 27% of the total federations.

Table 3: Agency-wise Promotion of SHG Federations (2013)

Region Promoting Agencies %  Share of Promoting Agencies Total 
Federations

NGOs GOs NGOs GOs

Northern 436 15,320 2.8 97.2 15,756
North-Eastern 304 1,205 20.2 79.9 1,509
Eastern 30,729 17,672 63.5 36.5 48,401
Central 3,760 3,459 52.1 48.0 7,219
Western 1,077 10,854 9.0 91.0 11,931
Southern 11,727 82,121 12.5 87.5 93,848
All-India 48,041 130,631 26.9 73.1 178,664
Source: As in Table 2

Again, the share of NGOs and GOs in SHG federations is largely in proportion to 
their share in the promotion of SHGs. Many state governments have been instrumen-
tal in the formation of SHGs and their federations. States like Andhra Pradesh, West 
Bengal, Kerala, Rajasthan, Odisha and Tamil Nadu have proactively taken steps in this 
regard under various poverty alleviation programmes supported by bilateral and multi-
lateral donors. At the same time, a significant proportion of SHGs and their federations 
have been promoted under national poverty alleviation programmes like Swarnajay-
anti Gram Swarojgar Yojana (SGSY) and National Rural Livelihoods Mission (NRLM). 
The prominent role of the state has helped in rapidly scaling up SHGs federations but 
may have brought to bear severe limitations typical of state-led interventions on these 
structures. 

Some Basic Questions of Design and Role 
There has been fairly a vigorous debate over the nature and role of SHG federations 

since their inception (Fernandez 2001, Rajagopalan 2003). Should there be federations of 
SHGs? When should federations be formed and what should be their structure, if found 
necessary? Can the structures be called as federations? What role should be played by 
various tiers of a federation? Can SHG federations help sustain themselves and their 
SHGs? Should there be a clear legal framework for SHG federations? The ensuing paras 
highlight the major arguments about some of the key questions on SHGs federations. 

Are they really Federations?: A basic question which has created considerable 
confusion calling for clarity is the issue whether these multi-layered structures of 
SHGs are truly federations by their form? Some practitioners and scholars initially had 
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misgivings about the evolving structures and had refused to term them as federations 
(Fernandez 2001, FWWB 1998). In the extant legal and conceptual notions, two aspects 
stand out when characterising a structure as a federation. As per the provisions of 
cooperative law, a federal cooperative is one where individuals cannot be the members. 
In other words, only primary cooperative societies can be the members of a federal 
(secondary) cooperative with a minor exception made for certain stakeholders to be 
associated in nominal capacity. Second, going by the tenets of cooperative federalism, 
as advocated by certain scholars (Dubhashi 1970), a federal structure should evolve in 
a bottom-up way and that a clear hierarchy or linearity is followed in affiliation from 
primary to the apex level. Further, a clear demarcation is made in terms of the functions 
carried out by different tiers of a federal structure. 

SHGs are informal cooperatives which follow many basic principles of a formal co-
operative like voluntary and open membership. To be considered as a federation in 
the conventional sense, a federation of SHGs has to adhere to the norms as applicable 
to a typical a cooperative federation. As many deviations are seen in the SHG federal 
structures from the legally and conceptually visualised forms, there have been some level 
of reluctance in acknowledging these structures as federations. In many cases, given the 
fact that SHGs are informal associations, the secondary level structures have enrolled 
individuals as members in the process literally becoming a primary cooperative. Some of 
the tertiary structures have been dealing with individual members even bypassing the 
secondary level structures (Nair and Gandhe 2011). Further, unlike conventional coop-
erative federations created under clear legal provisions, SHG federations have no clear 
provisions of any kind in the cooperative laws. Though SHGs have been recognised as 
eligible for (nominal) membership in a conventional primary cooperative, the laws are 
silent about whether SHGs as association of persons can create a secondary cooperative. 
Moreover, many of the secondary and tertiary structures of SHG federations have taken 
varied legal forms such as cooperatives, trusts and societies leading to diverse ways of 
affiliation by SHGs and their members. In many cases, the legal form to be taken at 
secondary level has been decided by the promoting agencies as per their perception of the 
suitability to perform a role (Government of Kerala, 2007). Even in the case of societies 
or trusts, the typical hierarchical membership required of primary and secondary units 
to avoid overlaps may not be possible while involving SHGs. 

Overlaps are also seen clearly in the functions of different tiers of SHG federations 
violating the norm of division of functions. For example, credit and savings functions 
are being performed by primary and secondary units simultaneously, duplicating the 
efforts to a significant extent. At the same time, the diverse legal forms of the units at 
higher tiers have even led to variations in the common functions being offered by these 
higher units. While a cooperative form of organisation is able to offer savings, a society 
or a trust is unable to do so. 
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Despite such deviations, many prefer to consider these structures as federations. 
What lends credence to the argument is the nature of their integration and the key 
functions being carried out by different structures. The SHG federations are largely 
vertically integrated structures. The legal form of SHG and absence of a suitable law 
for organisations involving SHGs has compelled such deviations. To a large extent, 
functionally they satisfy the tenets of a federal structure. Apparently they are democratic 
in character and are vertically integrated to enhance the value for the members. 

Should they go beyond financial services?: Diverse arguments have emerged as 
regards the role of the SHG federations. While some of the stakeholders have been clear 
that federations should emerge as community based intermediaries to facilitate financial 
services; others differ by arguing that financial intermediation should not be thrust upon 
these federations. The latter have even suggested creating them as informal structures 
mainly to help SHGs meeting various other needs (Fernandez 2001). It is possible to see 
some promoting agencies promoting federal structures which provide only non-financial 
services like training, audit, and market linkages to SHGs (Fernandez 2006). 

Some in the discourse have even questioned the very notion of creating SHG 
federations (Harper 2003 as quoted in Kumar 2010) given the vast network of banks 
which the SHGs could access. Creation of federations would lead to an additional layer 
which may prove burdensome for the SHGs besides curtailing their choice of financial 
service provider. Further, federations may marginalise SHGs not to mention the fact 
that they may also get hijacked by vested interests. However, such pessimistic view is 
not shared by all. Many not only support SHG federations but want them to go beyond 
financial intermediation (APMAS 2006, Sa-Dhan 2004). Underpinning the potential of 
SHG federations for multiple functions, Nair (2005) had identified diverse economic and 
social roles for SHG federations to sustain SHGs. The economic roles identified were 
achievement of scale, reduction of various costs and provision of services; while the 
social roles included empowerment of women through capacity building. However, Nair 
(2015) placed emphasis that federations first develop competency in microfinance before 
diversifying into other areas.

APMAS in one of its assessments had expressed the concern that SHG federations 
are emerging more as financial intermediaries ignoring social and livelihood concerns. 
Sa-Dhan (2004) recognising the multiple potential of SHG federations suggested that they 
should evolve more as Community Based Organisations (CBOs) capable of addressing 
diverse needs of poor women. Many state governments like Kerala and AP (undivided) 
also have advanced similar role by designating SHG federations as livelihood promoting 
agencies under their poverty alleviation programmes. The experience of these states is 
being sought to be replicated nationally by NRLM. 

While those arguing for financial intermediation role by SHG federations have 
advocated creating a suitable legal form (Salomo et.al 2012, Seibel 2006); others 
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supporting a more diversified role have emphasized on capacity building and suitable 
policy support for SHG federations (ILRT 2014). 

Rationale of SHG Federations
What are the underlying factors behind the emergence of SHG federations? Are the 

reasons sound enough to justify their emergence besides helping them sustain into the 
future? The SHG movement at its core is an intervention for financial inclusion that has 
been spurred by the spread of the group-based micro-credit movement globally more as 
an alternate mechanism. The attempt was to overcome failure of market and the state 
for financial inclusion. The state in India co-opted the same and has tried scaling it up 
using the mechanism of SBLP. The SBLP came up as a social and bankable proposition 
especially in the neo-liberal context where the banking sector is expected to work based 
on market driven principle of sustainability. National Bank for Agriculture and Rural 
Development (NABARD) which was given the mandate to spearhead SBLP has taken 
several steps to enable the linkage of informal SHGs with formal banks with due support 
from Reserve Bank of India (RBI) as regulator. Simultaneously, to encourage promotion 
of SHGs, NABARD floated the idea of self-help promoting institutions (SHPIs) which are 
given fund support for the purpose. With support from government, NABARD, banks, 
NGOs and SHPIs, the SHG movement has grown into one of the largest microfinance 
programmes. The federations of SHGs have emerged in taking forward this movement 
further. The available evidence suggests that there are diverse reasons which have con-
tributed in this regard. 

Needs of the SHGs: SHGs which are the primary stakeholders have felt varied needs 
leading to formation of federations. Initially, given the novelty of the SHG concept, the 
SHGs have felt the need to come together for cross-learning. The promoting agencies 
have facilitated such networking of SHGs which has helped them share their experi-
ences and even identify common needs. Some of the common needs of SHGs so identi-
fied included better management of SHGs, pooling of savings for augmenting resources, 
possibility of pursuing income generating activities, facilitation of bank linkage, need to 
interact with external agencies, and ways of sustaining SHGs when the promoting agen-
cies withdraw. The study by Shylendra and Saini (2004) revealed that SHGs promoted 
by a NGO under various developmental schemes identified three categories of needs 
indicating their current and future expectations. The three broad needs were pursuing 
savings and credit, augmenting income generating activities, and building capacities of 
SHGs and the members. 

Needs of the Promoting Agencies (PAs): The promoting agencies both under state 
and civil society have come to strongly influence issues concerning promotion of SHG 
federations (Kumar 2010). The promoting agencies themselves have been influenced by 
their own ideology institutions, the felt needs of SHGs, and agenda of donors. It would 
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be worthwhile to identify separately for state and civil society agencies the factors which 
have influenced the promotion of SHG federations. 

Two common factors which have influenced civil society agencies are their own 
predicament about withdrawal strategy and the ideological concern of promoting 
community based institutions. PAs have explored SHG federations as a way to sustain 
project level structures like SHGs formed for socially and economically disadvantaged 
groups after their withdrawal. For realising their ideological goal of empowering 
communities both as a means and goal of development many civil society agencies have 
considered formation of SHG federations as a natural way forward (Shylendra 2012). 
The SHG federations so promoted have been encouraged by PAs to pursue variety of 
activities like SHG formation, savings and credit, accessing external resources/loans, 
help in training, SHG book-keeping and auditing, monitor loan use and repayment, take 
up social issues, and support livelihood promotion. Given the felt need of SHGs for these 
services, SHG federations have been seen by PAs as agencies which can catalyse socio-
economic development besides ensuring SHG sustainability. 

However, given the compulsions of NGOs as promoting agencies, in many cases 
they have been driven also by other reasons like aimless replication of NGO models 
or complying with the agenda dictated by donors/support agencies in SHG formation 
(Shylendra and Bhirdikar 2009). In such cases, federations would have come up more 
due to top-down imposition if not due to felt needs of SHGs. Again in terms of the 
role perceived of federations by NGOs, a certain pattern may be observed in relation 
to their own involvement in microfinance. Those NGOs pursuing microfinance as own 
activity have tended to promote federations to play mainly social intermediation role 
(Shylendra 2012); while others have encouraged SHGs federations to emerge as financial 
intermediaries. In cases where SBLP has not been found to be supportive, NGOs again 
have encouraged federations as financial intermediaries (Sahu and Das 2007).

As highlighted earlier, bulk of the SHGs and SHG federations have emerged under 
the state sector. SHGs have been promoted under varied developmental schemes of 
central and state governments supported by bilateral/multilateral donors. Some of the 
programmes where SHG based structures have emerged very significantly include the In-
dira Kranthi Patham (IKP) of AP, Kudumbashree of Kerala, and Mahalir Thittam of Tamil 
Nadu. SHGs and higher level structures have been formed in a pre-determined way un-
der these programmes. In some of the schemes like SGSY, SHGs have been formed more 
in a target-based way, ignoring the process approach (Shylendra and Bhirdikar 2005). 
Even though many of these programmes specify clear norms for a process oriented ap-
proach, the pervasive top-down nature of state led interventions is bound to go against 
the tenets of creating self-reliant and participatory based institutions. Even NRLM which 
would like to follow a more decentralised approach in promoting institutions of the poor 
has a strategy worked out a priori: ‘Strong institutions of the poor such as SHGs and 
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their village level and higher level federations are necessary to provide space, voice and 
resources for the poor, and for reducing their dependence on external agencies... NRLM, 
therefore, would focus on setting up these institutions at various levels’ (GoI, n.d, p 6).

 Thus, one can observe that diverse needs and strategies have influenced the formation 
of SHG federations. Despite SHGs faced with genuine needs, the interventional 
compulsions of promoting agencies have brought in top-down tendencies in the rise of 
SHG federations. This is likely to cause negative ramifications for sustainability of the 
SHG federations. Many studies have clearly brought out the evidence to suggest that 
SHG federations are burdened with several challenges of sustainability owing to the top-
down approach pursued in their formations (APMAS 2006, Kumar 2010, Salomo et.al. 
2012). Despite the top-down nature, the growth of SHG federations can be justified on sev-
eral grounds. The horizontal spread of SHGs warranted certain level of consolidation and 
vertical integration to enhance sustainability. Moreover, the emergence of such institutions 
during neo-liberal era augurs well for strengthening the bargaining abilities of the poor. 

Role of the SHG Federations 
The primary role being played by SHG federations seems to have emerged so as to 

sustain SHGs as micro financial intermediaries for poverty alleviation. It would be 
useful to assess as to how far SHG federations have been able to address the needs of 
SHGs. SHG federations have come to take up variety of functions which are broadly 
categorized as financial and non-financial services.

Financial Services: Almost all federations have tried to take forward the basic savings 
and credit functions of SHGs to higher level. As per an estimate, more than 50% are into 
financial intermediation (Srinivasan 2009). This has been attempted either through bank 
linkage model or direct intermediation or agency approach. The federations have used 
varied combination of these approaches to provide access to financial services. The three 
basic services being provided or facilitated by SHG federations include savings, credit 
and micro-insurance. While the SHGs have continued their internal savings, the federa-
tions working at different levels have started savings services depending on their legal 
framework. All those federations having the legal form of a cooperative have introduced 
both compulsory and voluntary savings for SHGs and their members. Savings have been 
introduced by federations both to enhance savings opportunities as well as pool surplus 
funds from members. Savings mobilisation is also necessitated as federations take-up 
thrift based lending similar to the SHGs. In certain cases, even those federations not 
having suitable legal form are involved in savings mobilisation encouraged by promot-
ing agencies. 

There are apparently wide variations across states in the proportion of SHGs access-
ing savings services from federations. The study of Reddy and Reddy (2012) revealed 
that about 21% of the SHGs saved with their federations which means SHG federations 
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as a whole are yet to emerge as a prominent avenue of savings. Further, the savings 
services of SHG federations have been faced with various constraints. Invariably, the 
savings of SHG federations are not protected under any regulatory framework like 
deposit insurance. While in some of the models, SHG federations have been offering 
attractive rates of interest (Shylendra 2012); in many cases,members do not receive any 
interest on the savings. Apart from the problem in having seamless physical access, 
SHGs and their members face restrictions in withdrawing savings from federations. 
While many federations have not been able to use savings effectively for lending pur-
poses (Salomo et.al. 2012); a few have tapped savings as an important source of loanable 
funds (Shylendra 2012).

Loan services are the most prominent of the services provided by SHG federations. 
The internal lending of SHGs has continued though, in a few cases, federations have 
restricted internal lending compromising on the autonomy of SHGs. SHGs have been 
using internal lending to meet many urgent needs besides earning good returns by way 
of interest rate. The internal lending rates of SHGs have tended to be quite expensive 
despite the SHGs having links with banks and federations.

Bank linkage is the most common method of facilitating loan access by SHG 
federations. Through grading and other processes, federations are trying to enable 
SHGs to successfully obtain bank loans (Kumar 2010, APMAS 2006). SHGs are charged 
certain fee for such linkages which serves as a source of income for the federations. The 
loan access through bank linkage is found to be more useful and attractive given the 
formal lending norms of SBLP. Some of the promoting agencies have guided their fed-
erations to prominently adopt linkage model wherever banks have been forthcoming. 
However, SBLP in general has suffered from several constraints with hugely varied 
performance seen across banks and states (Shylendra 2012). For various reasons banks 
have been reluctant to scale-up credit linkage. The efforts of federations thus have 
given only modest results for credit linkage. Owing to such constraints, many federa-
tions have been compelled to explore alternatives for SBLP (Kumar 2010, Salomo et.al. 
2012). 

Many SHG federations have been pursuing direct lending to SHGs and their 
members. These federations at secondary and tertiary levels have emerged prominently 
as on-lenders (Salomo et.al. 2012, APMAS, 2007). In some states, even primary level 
federations have taken up lending activities. The PAs have promoted lending by SHG 
federations to encourage them emerge as community based Microfinance Institutions 
(MFIs). Several SHG federations have been able to overcome their constraints to deepen 
their outreach by tapping the strengths of SHGs for social intermediation (Shylendra 
2012, Nair and Gandhe 2011). They have been able to mobilise funds from varied sources 
to offer diverse and dependable loans besides being able to reduce cost of intermediation 
through economies of scale and better recovery management.
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However, the direct lending role of SHG federations has not been without limitations. 
Aside from the common problems faced as MFIs, there are several constraints faced by 
SHG federations which are unique to them. In a way, their role as MFI intermediaries is 
caught between the two competing models viz., SBLP model and MFI model. While bulk 
of the SHGs is primarily under the SBLP umbrella, MFIs have been aggressively trying 
to increase their outreach in the country. Unless the SHG federations are able to offer 
much better service than these two competing models, their acceptance by SHGs would 
remain a challenge. Only 16% of SHGs had outstanding loan with SHG federations which 
accounted for only about 9.7% of the cumulative borrowings of the SHGs (Reddy and 
Reddy 2012). Given several weaknesses in their governance and management, not all 
SHG federations are an attractive proposition to banks for on-lending (Nair and Gandhe 
2011). SHG federations in general have been unable to mobilise enough funds to meet 
adequately the loan needs of SHGs. Studies have indicated highly constricted lending 
being practiced by SHG federations (Shylendra et.al 2009, Sahu and Das 2007). 

Aside from savings and credit, SHG federations are facilitating few other financial 
services. These include micro-insurance and remittances (APMAS, 2007). A few have 
experimented with in-house micro-insurance schemes. The partner-agent micro-
insurance model as approved by Insurance Regulatory and Development Authority of 
India (IRDAI) is the prominent mechanism adopted by SHG federations. The insurance 
companies have identified several SHG federations as their agents for selling their 
products. However, given the inherent limitations of micro-insurance, SHG federations 
are able to play merely perfunctory role as agents without much of own say.

Overall, SHG federations are thus struggling to emerge as full-fledged financial 
intermediaries despite financial services being the prominent need of SHGs and their 
members. 

Non-Financial Services: The non-financial services of SHG federations fall broadly 
under three categories, viz., SHG promotion, livelihood development, and those related 
to social issues. 

The SHG promotion role encompasses several functions like promotion and revival of 
SHGs, training and capacity building, and SHG management. NABARD has recognised 
SHG federations as SHPIs for promotion of SHGs. However, SHG federations have not 
been able to promote SHGs very extensively (Reddy and Reddy 2012). Given resource 
constraints and many promoting agencies themselves acting as SHPIs, SHG federations 
have not been able to come up strongly as SHPIs. In fact among various SHPIs, SHG fed-
erations have received the least amount of grant support provided by NABARD for SHG 
promotion (NABARD 2014).

Many SHG federations on their own or with the help of PAs have been providing 
training to SHG members on various aspects of SHG management. Even with regard 
to training, the role has been inadequate mainly because of the lack of resources with 
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SHG federations for a sustained effort. Only three federations could receive support till 
2009 under the policy support announced by NABARD in 2007-08 for capacity building 
activities.

Another important role being played by SHG federations is management development 
of SHGs. Since management of SHGs in all respects is an important requirement, SHG 
federations have identified various needs here and are providing several services like 
monitoring SHG work, providing audit services, help in MIS and book-keeping. Their role 
in repayment monitoring has been generally appreciated as SHG leaders on insistence 
of federations have been taking proactive steps to ensure discipline in loan repayment 
by members. Regular auditing of SHG accounts is another key service being taken up 
by many SHG federations through creating trained audit teams or hiring professional 
auditors. This service has been well received by all stakeholders. Most federations charge 
fee to SHGs for many of these services. Evidence suggests that these functions seem to 
be helping SHGs overcome many of their management constraints (Kumar 2010). 

Given the dire need of livelihood improvement, several SHG federations have tak-
en up variety of livelihood initiatives with support from various agencies. Some of 
the activities pursued are skill training, dairying, marketing, input supply, extension, 
and veterinary services. For some of the federations these services have become their 
primary activities (ILRT 2014). Many SHG federations also participate in implementa-
tion of government schemes like Mahatma Gandhi National Rural Employment Guaran-
tee Act (MGNREGA), Public Distribution System (PDS) and nutrition service. 

Resolving social issues is another activity of the federations. Some of the federations 
have emerged with the goal of advancing social development of their members belonging 
to backward communities (Ramalakshmi 2003). As per the felt needs and capacities, 
federations have pursued a range of social issues such as anti-liquor campaign, supply 
of drinking water, health education, legal counseling, conflict resolution, and awareness 
generation. In the process, these federations have emerged as platforms for articulating 
many common issues which afflict SHG members. 

On livelihood and social issues, the available evidence suggests that the activities 
pursued by SHG federations have been more sporadic and irregular. Some studies 
even expressed concern over excessive focus on financial intermediation by federations 
ignoring livelihood development opportunities (APMAS 2007, ILRT 2014). 

Sustainability of SHG Federations
Sustainability of SHGs was one of the key reasons for which the SHG federations came 

up. In the course of evolution, their own sustainability has become a major challenge. It is 
argued that any process of federating must unfold in a bottom-up way as part of organic 
growth of the primary units. Simultaneously, economic logic should have a significant 
bearing in determining the form and structure of a federation. Broadly, sustainability 
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of SHG federations has been examined in two ways – organisational sustainability and 
economic sustainability. 

Organisational Sustainability: Most the federations exist at primary level and are 
unregistered except in AP where attempts have been made to register even primary 
level federations (APMAS 2006). Keeping bulk of these primary level federations un-
registered is apparently a sound idea at least in the initial phase of their evolution. As 
we move up, most of the higher level federations are registered organisations. Some 
of the promoting agencies have been quite conscious as to not to register even higher 
level federations until they reach some level of maturity (Shylendra 2012). As regards 
the legal form of federations, ideally, it is argued that cooperative form of organisa-
tion especially of the liberal kind is better suited for such structures (Nair and Gandhe 
2011). However, the federations of SHGs have taken highly varied forms across states. 
In those states where liberal cooperative laws exist like AP or Orissa, there has been a 
tendency to register them under those laws. However, a glaring issue that has not been 
addressed even under liberal cooperative laws is the role of informal SHGs. In the ab-
sence of clear clarity, many higher level structures have enrolled individual members of 
SHGs as their primary members creating overlaps in membership (Sahu and Das 2007; 
Ramalakshmi 2003). However, cooperative form has provided scope for carrying out 
full-fledged financial intermediation by combining savings and credit. In the case of 
other forms like society and trust, neither there is any clarity about the position of SHG 
nor are they suited for financial intermediation. In view of these constraints, there has 
been argument for creating suitable legal framework for these unique institutions.

About governance and management, the major argument has been to ensure 
autonomy and capacity of the SHG federations for sustainability. The promoting agencies 
which have played a prominent role in the emergence of SHG federations continue to 
play a major role in their working. In many cases, the promoters are directly part of 
the governing structures influencing decisions, while in others, they are playing the 
role of advisors. To handhold, PAs have deputed their staff to federations especially at 
higher tiers, though more recently there are attempts by mature federations to recruit 
own staff. The presence of the deputed staff has a bearing on the issues concerning 
accountability as they tend to exercise enormous control over these structures. Many 
of the PAs rationalise the handholding in view of the extremely backward conditions of 
the SHG members. Social backwardness including illiteracy of the members has been a 
major hurdle in enhancing self-reliance of the federations. The own staff are mostly lo-
cal community members often lacking in professional capacities. Further, despite throw-
ing up excellent leaders, SHG federations lack second line of leadership. Dearth of qual-
ity training also has affected the performance of their leadership. 

In terms of management, more recently some improvements are seen in SHG federations 
due to initiatives of the PAs (ILRT 2014, APMAS 2014). In general, SHG federations suffer 
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from absence of quality management in Management Information System (MIS), book-
keeping, and fund management. Even the flow of information across different tiers has 
been found to be unidimensional. In an assessment of SHG federations in AP (APMAS 
2006), based on a multi-parameter grading tool only about 18% of the federations were 
found to be of high quality with the rest being of moderate or poor quality. Unless these 
organisational challenges of SHG federations are addressed, sustainability is at stake.

Economic Viability: The second dimension of sustainability of SHG federations relates 
to their economic and financial aspects. Economically the major challenges are ensuring 
minimum volume of business and the ability to recover costs for self-sufficiency. 

About the volume of business, studies have indicated that federations focusing on 
financial intermediations have greater scope to attain economies of scale and operational 
sustainability (APMAS 2007, Kumar 2010). However, there have been many constraints 
for SHG federations in pursuing full-fledged financial intermediation. Even under 
on-lending, SHG federations are faced with higher funding and operating costs not to 
mention the worsening asset qualities leading to higher default cost. To attain economies 
of scale, many SHG federations have not been able to ensure the required minimum 
scale due to predetermined design structures. There has been high level of variations 
in the size of their membership. The APMAS study of 2007 showed that the member-
ship size varied from 50 to 2,980 with the average being 70 SHGs for the secondary 
federation. A more recent study (ILRT 2014) revealed that the size of federations varied 
from 13 to 1,050 SHGs with the average being 293. For break-even, it is argued that SHG 
federations must have a minimum membership size of 300 SHGs (Kumar 2010). 

Certain categories of SHG federations like those promoted by NGOs or pursuing non-
financial services have faced far greater challenges in this regard owing to their inability 
to receive support like interest subsidy, common funds and even bank finance. Such 
federations have been compelled to explore other ways of revenue generation like fee-
based services and charging relatively higher rate of interest on loans. The APMAS study 
of SHG federations (2007) had revealed that only about 65% of the SHG federations 
were able to attain operating self-sustainability through basic cost recovery. Grant 
support, lower salaries, and handholding by PAs have helped federations considerably 
in attaining such sustainability (Kumar 2010).

Conclusion
India in the recent past has witnessed widespread emergence of SHG federations as 

a corollary of the growth of the SHG movement. Sustainability of the SHGs apart from 
these federations have been seen as instruments having potential for socio-economic 
empowerment of their members. However, the formation of SHGs federations has neither 
been uniform across the country nor free of perplexity as regards their role. Despite the 
genuine felt needs of SHG, the promotion of federations has largely been a top down 
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process compromising on the principle of participatory federalism. Lack of clear legal 
framework has further undermined their organisational and functional effectiveness. 
In spite of performing diverse functions, the prime goal to emerge as effective finan-
cial intermediaries of the poor has been severely constrained. The socio-economic 
backwardness of the members, weak organisational capacities and inadequate policy 
support are some of the factors identified in restraining federations from attaining func-
tional effectiveness and sustainability. Despite the general dismal performance, there is 
evidence of the thriving of quite a few well-organised SHG federations promoted both by 
state and civil society agencies. Some of these successes have demonstrated well, both 
the relevance and potential of the SHG federations.

Given the acute need of financial inclusion amidst the continued failure of the main-
stream institutions, the SHG federations assume added relevance. Enabling condi-
tions have to be created to help them emerge as CBOs capable of delivering on the felt 
needs of their members. There is a need for consolidation in the existing spread and 
structure of SHG federations for effective integration and functioning. Such consolida-
tion, wherever necessary, may include suitable realignment of the structures at various 
levels. Promoting agencies in partnership with SHGs may have to explore ways by which 
consolidation can be enabled in a participatory way. The support of NRLM may be en-
listed for such an effort without undermining the bottom-up process. 

Suitable legal and regulatory frameworks which recognize the uniqueness of SHGs 
and SHG federations need to be put in place. A clear legal provision has to be made to 
recognise the informal SHGs and their federations as association of persons so as to 
enable them to play a clear role as collective entities. In the long run, there is scope for 
SHG federations to possibly emerge as alternative financial intermediaries. Promoting 
agencies and support organisations have to partner with federations to empower them 
by investing in capacity building. 

With regard to role and activity profile of the federations, it would be better to identify 
them purely based on the felt needs. No function be imposed per se on these federations 
as they are essentially community based structures. 
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Appendix 1: State-wise Spread of SHGs and SHG Federations (2013)

 States
Federations SHGs

Number %  Share Number %  Share

Himachal Pradesh 6 0.0 53,242 0.7
Rajasthan 15,743 8.8 2,31,763 3.2
Haryana 7 0.0 42,580 0.6
Northern Region 15,756 8.8 3,72,837 5.1
Assam 1,339 0.8 2,71,072 3.7
Meghalaya 80 0.0 9,573 0.1
Manipur 90 0.0 12,656 0.2
Nagaland 0 0.0 8,478 0.1
N-E Region 1,509 0.8 3,23,896 4.4
Odisha 11,356 6.4 5,22,837 7.1
Bihar 6,646 3.7 2,70,890 3.7
Jharkhand 588 0.3 85,334 1.2
West Bengal 29,811 16.7 5,86,821 8.0
Eastern Region 48,401 27.1 14,71,099 20.1
Madhya Pradesh 4,260 2.4 1,59,457 2.2
Chattisgarh 62 0.0 98,493 1.4
Uttar Pradesh 2,723 1.5 4,03,932 5.5
Uttarakhand 174 0.1 40,316 0.6
Central Region 7,219 4.0 7,02,198 9.6
Gujarat 257 0.1 2,08,410 2.9
Maharashtra 11,674 6.5 6,87,717 9.4
Western Region 11,931 6.7 9,06,016 12.4
Andhra Pradesh 51,909 29.1 14,21,393 19.4
Karnataka 7,892 4.4 6,45,695 8.8
Kerala 21,060 11.8 5,81,325 7.9
Tamil Nadu 12,979 7.3 8,73,012 11.9
Southern Region 93,848 52.5 35,41,505 48.4
Grand Total 178,664 100.0 73,17,551 100.0
Source: As in Table 1 and 2
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Abstract
The study is an attempt to assess impact of micro

finance programme and its emerging issues. Microfinance 
programme in Kerala has achieved remarkable success in 
reaching the poor and bringing banking services to their 
door-steps. It has succeeded in making the poor economi-
cally active by way of raising their level of employment and 
income as well as the asset base. The econometric results 
indicate that a 10% increase in average borrowing by the 
beneficiary households from microfinance programme 
enhances household monthly income by 7.9%, per capita 
monthly income by 2% and household per capita monthly 
total consumption expenditure by 1.3%. The microfinance 
intervention has also become a vital channel for reducing 
under-nourishment and poverty and promoting human cap-
ital investment. The rate of poverty alleviation is significant 
through this programme as 27% of the beneficiary house-
holds feel themselves to be non-poor. This study, there-
fore, acknowledges the ability of microfinance to promote 
economic and social development based on grass-root 
strategies. The emerging issues of microfinance identified by 
the study are categorised into four, namely, organisational 
problem, financial problem, production problem and 
marketing problem.

Introduction
Poverty is the greatest development challenge in India. 

Exclusion of a large number of people from any access 
to formal financial services is one of the major reasons 
identified for high incidence of poverty in India. Access to 
finance by the poor, disadvantaged and underprivileged 
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group is a prerequisite of poverty alleviation, on one hand, and the economic growth on 
the other. Having access to credit facilitates liquidity constraints faced by the poor and 
provides capital to undertake some income generating activities that can boost employ-
ment, leading to the eradication of poverty. Thus, enabling poor to have access to finan-
cial services has been regarded as one of the most powerful weapons to bring them into 
the mainstream of development. Financial inclusion, therefore, has become key strategy 
for poverty alleviation in India.

Faster and more inclusive growth is now recognised as the key development paradigm. 
Financial inclusion is the most important tool for achieving inclusive growth. Financial 
inclusion, the delivery of banking services at an affordable cost to the vast sections of 
disadvantaged and low-income groups, is an effective instrument for making growth 
more inclusive. 

Microfinance is a major route for promoting financial inclusion and inclusive growth. 
The group-based approach of microfinance facilitates the poor to accumulate capital by 
way of small savings and enables them to have easy access to formal credits for taking 
up income generating activities (IGAs). In Kerala, microfinance has emerged as a vital 
tool for poverty alleviation. There exists, side by side, microfinance programmes initi-
ated by both the Government and the Non-Government Organisations (NGOs). They 
work along with the poor to find ways to alleviate poverty. 

The relevance of this study lies in the fact that, though the microfinance programme 
made phenomenal strides in Kerala, no serious study has so far been undertaken in the 
state related to its poverty-alleviation potential. Further, this study attempts to unveil 
the various problems faced by the poor in participating in microfinance programme, in 
running their IGAs, and recommend suitable measures to overcome them.

Review of Literature
Access to finance has been seen as a critical factor in enabling people to transform 

their production and employment activities. The non-targeted group members in the 
microfinance programme borrowed significantly larger amounts compared to targeted 
group members in terms of average loan size. Sex and occupation of the head of the 
family, presence of other credit delivering agencies, electrification, and duration of 
membership were the factors identified as the major determinants of the depth of 
participation (Zaman, 1996). The eligible households’ participation was only 25% and 
that rates of participation were higher among the poorer. The study identified lack of 
female education, small household size, and landlessness, as the risk factors responsible 
for the non-participation in micro-credit programmes (Timothy, 1999).

The impact of group-lending on physical asset, saving, production, employment, 
expenditure on health care and education was insignificant due to small size of the loan. 
This in turn adversely impacted the ability of members to invest in income-generating 
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programme and forced them to use loan for consumption (Coleman, 1999). The 
participation in the microcredit programme created positive impact on both economic 
and social indicators of welfare as well as IGAs, especially for the very poor partici-
pants in the programme (Montgomery, 2006). The microfinance interventions helped 
in smoothing consumption and, to some extent, generating income of the participants. 
No significant difference between borrowers and non-borrowers was found with regard 
to the expenditure on education, health and also girls’ schooling (Jamal, 2008). The 
Self-Help Group Bank Linkage Programme (SBLP) substantially improved the access to 
financial services of the rural poor, produced positive impact on their socio-economic 
conditions and reduced poverty of SHG members and their households. The participa-
tion in microfinance programme also empowered women members significantly and led 
to increased self-confidence and positive behavioural changes (NCAER, 2008).

Objectives of the Study
1. 	 To examine the depth of outreach and levels of participation of the poor in the 

microfinance programmes in Kerala and to identify the factors influencing their 
levels of participation.

2. 	 To explore the impact of microfinance programmes upon the poor households in 
Kerala.

3.  	To identify the emerging issues of microfinance programmes in Kerala and to sug-
gest measure to resolve them. 

Theoretical Framework 
This study has been carried out within the theoretical framework of the Baker-Hopkin 

credit model (1969) which deals with the relationship between equity capital and credit. 
The access of credit will facilitate the poor people to take up productive investment 
which leads to an increase in their household income and accumulation of capital. The 
Baker-Hopkin credit model is based on the following equation:
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    where, 
G = growth of the firm
E = the amount of equity capital, i.e. the difference between the value of assets 
       and loan 
D = the amount of loan 
r  = the rate of return on assets 
i  = the rate of interest paid on loans 
c  = the rate of consumption out of the income earned from assets 
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As per this equation, as long as the return on assets (r) is greater than the rate of inter-
est paid on loans (i), credit will help to increase the income of the borrower who received 
the loan. The larger the share of loan to total capital (D+E), the higher would be the 
growth of borrower’s income. Marginal propensity to consume being less than one, the 
higher the borrower’s income, the larger would be the borrower’s capital accumulation. 

This increase in income will generate positive impact on socio-economic condition 
and living standard of the borrowing households. Many studies have found that credit 
is the binding constraint for the poor to get out of their poverty situation. Microfinance 
has emerged to alleviate this capital constraint of poor households by delivering credit 
facilities to them for investing in productive enterprises and thereby enabling them to 
improve their livelihood and level of welfare. 

Methodology
The study is chiefly based on primary data collected from 375 randomly selected 

households from Kottayam, Idukki and Wayanad districts of Kerala, where microfinance 
programmes are deeply rooted. The sample households (375) consists of 180 Kudum-
bashree households, 120 NGO households, and 75 non-participant households. Data col-
lection was done using a pre-tested and structured interview schedule. Among the vari-
ous NGOs, the best performing NGO has been selected from each district based on its 
commitment and involvement in microfinance programme. Accordingly, Changanassery 
Social Service Society (CHASS) from Kottayam, Peermedu Development Society (PDS) 
from Idukki and Shreyas from Wayanad, were chosen for the study. 

The impact of microfinance was analyzed by comparing both the socio-economic con-
ditions of the participant households before and after the microfinance intervention and 
also by comparing the participant households with the non-participant households. The 
study used econometric models to analyze the data. The level of participation in micro-
finance programme was investigated by using the econometric model adopted by Pitt 
and Khandker (1998):

                  Cij = ⍺c Xij +∑ijc	 ---------------- (1)

	   where, 
Cij 	 means the total amount of borrowings from microfinance programme.
Xij 	 is the vector of household characteristics such as age, level of education, 

caste, family size, Below Poverty Line (BPL)/Above Poverty Line (APL) 
family, women-headed family, and duration of participation in the mi-
crofinance programme.

αc 	 is  the  unknown parameter.
∑ijc	 means the random error.
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Seven dummy variables are introduced in the regression model to represent the level 
of education and caste of the respondents. The four dummies representing the level of 
education are:

1.	 edudum 1 (1 to 4 years of schooling), 
2.	 edudum 2 (5 to 10 years of schooling), 
3.	 edudum 3 (+2/pre-degree), and 
4.	 edudum 4 (Degree and above). 

The caste of the respondents is given by:
1.	 scdum (Scheduled Caste/ Scheduled Tribe, SC/ST category), 
2.	 obcdum (Other Backward Community, OBC category), and 
3.	 gendum (General category).

The impact of microfinance programme on various outcomes is estimated by employ-
ing the econometric model of Kondo et al. (2008): 

	
 Yi j = F [β1 Xi j+ β2 Mi j+ β3 Ti j+ εi j]    ---------------- (2)

    Where, 
Yi j 	 is the household outcome of interest.

Xi j 	 is the vector of household characteristics namely age, level of 
education, caste, family size, BPL family and women-headed family

Mi j 	 is the membership dummy; 1, if participant household; 0, otherwise.

β1, β2, and β3 are unknown parameters
Ti j 	 means the treatment variable

Three treatment variables are used to assess the impact of microfinance on household 
welfare. They are:

(a)	 Take up programme loan (1 = yes, o = otherwise)
(b)	 Duration of participation
(c)	 Average borrowing per year of membership

The impact of microfinance intervention is estimated with reference to the following 
outcome variables (Yi j), which are employed as dependent variables in the above impact 
estimation model:

(i)	 Household monthly income and
(ii)	 Per capita total monthly consumption expenditure.

Microfinance Initiatives in Kerala
Microfinance has evolved as a key strategy of poverty alleviation in Kerala. Both 

state government and NGOs have been actively involved in the promotion and growth 
of microfinance programme in the state. The success of microfinance interventions of 
NGOs in other parts of the world inspired many NGOs in the state to launch micro
finance programme even before the entry of the state government in the programme. 
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They aimed at the socio-economic upliftment of the poor through provision of credit. 
Hence, NGOs act both as facilitators and a connecting link between SHGs and banks. 
They organise the poor into SHGs, undertake capacity building programmes for them 
and equip them to initiate IGAs to pull them out of poverty. They play a crucial role in 
popularising and spreading microfinance programme throughout the state. 

The Government of Kerala launched a microfinance programme called ‘Kudumbashree’ 
(Prosperity of the Family) in 1998, with the active support of Government of India and 
National Bank for Agriculture and Rural Development (NABARD) for alleviating all forms 
of poverty from the state within a period of ten years. Kudumbashree is a participatory, 
women-oriented, poverty eradication programme, implemented by the State Poverty 
Eradication Mission. It identifies the poor and organises them into a community based 
organisations with the help of local self-governments. This programme seeks to achieve 
overall development of the poor families through self-help, people’s participation and 
group action. This programme is highly acclaimed at national and international levels 
as the best and workable participatory poverty-reduction model.

Kudumbashree is a three-tier community-based organisation with National Health 
Groups (NHGs) at the grass root level, Area Development Society (ADS) at the ward level 
and Community Development Society (CDS) at the Panchayat level. The aspirations of 
the poor along with their genuine demands voiced out in the NHG meeting constitute 
the ‘Micro Plan’ and they are scrutinised and prioritised to form a ‘Mini Plan’ at the 
ADS level. The ‘CDS Plan’ is prepared after consolidating the mini plans of the ADSs by 
judicious prioritisation process at the CDS level. The CDS Plan becomes the “anti-poverty 
sub-plan” of the local self-government. By 2001, the programme was implemented in all 
Grama Panchayats and later to all urban local self-governments of the state. Kudum-
bashree is today one of the largest women-empowering projects in the country. The pro-
gramme has 41 lakh members and covers more than 50% of the households in Kerala.

 Kudumbashree functions as sub-system of local self-governments and acts as con-
vergence of activities of several departments at the local level. Therefore, it undertakes 
a wide range of activities and programmes for the socio-economic empowerment of 
the poor women. Thrift and credit societies, linkage banking, lease land farming and 
group farming, individual and group micro enterprises, etc., are some of the major ini-
tiatives taken up by it to improve the livelihood of the poor. Kudumbashree has been 
actively participating in the implementation of various poverty alleviation programmes 
and socio-economic developmental programmes of local self-governments and gov-
ernment departments. It also oversees and monitors the implementation of Mahatma 
Gandhi National Rural Employment Guarantee (MGNREG) Scheme and other major 
centrally sponsored urban poverty alleviation programmes, namely, Swarna Jayanthi 
Shahari Rozgar Yojana (SJSRY), Integrated Housing and Slum Development Programme 
(IHSDP) and basic services to the urban poor. 



THE MICROFINANCE REVIEW  •  Volume VIII(1)  January - June 201624

Thus, the participatory and group approach of Kudumbashree and its multi-faceted 
activities gave new experiences to the poor women of Kerala. It has created new avenues 
for their socio-economic empowerment. 

Impact of Microfinance in Kerala: Findings

Depth of Outreach of Microfinance Programme
Outreach of microfinance programme signifies the number of persons now served by 

the microfinance programme who were previously denied access to formal financial ser-
vices. Under the depth of outreach, the study examines the ability of microfinance pro-
grammes to reach various economic and social sections of the society. The study finds 
that the majority of the participant households did not have access to formal banking 
services in the pre-microfinance period. It is also evident that SC/ST and OBC families 
constitute half of the microfinance clients, reflecting the active participation of weaker 
sections of the society in the programme. The ability of microfinance programme to 
reach the poor is apparent as all the participant households belonged to BPL category 
before the intervention of microfinance programme. 

Determinants of Participation in Microfinance Programme
The extent of participation by members in the microfinance programme is represent-

ed by the cumulative amount of borrowings availed from microfinance programme. 
The variables such as age and caste of the client, BPL family and duration of par-
ticipation are found to be significant among the various determinants of the level 
of participation of the clients in the microfinance programme. The regression co-
efficient of age turned out to be negative reflecting that the higher age of clients re-
duced total borrowings from microfinance programme. The caste of the participants 
appeared to be a constraint to the volume of their borrowings. The borrowings of 
SC/ST (scdum) and OBC (obcdum) 
households are substantially less 
than those of the households be-
longing to general category. The 
borrowing of the BPL family is less 
than the APL family. It signifies that 
the economically better-off clients 
derived greater benefits from the 
programme. Finally, a one year in-
crease in the participation of micro-
finance programme enhanced the 
total borrowing from microfinance 
by Rs. 7,569 (Table 1).

Table 1: Determinants of Participation in Microfinance Programme
Explanatory Variables	 Regression	 ‘t’ value	 Significance 
	 Co-efficient	

Constant	 101317.3	 5.164	 .000
Age	 -554.8	 -2.027	 .043
edudum1	 -4620.9	 -.342	 .733
edudum2	 -6789.1	 -.541	 .589
edudum3	 -287.3	 -.022	 .983
scdum	 -39197.3	 -5.534	 .000
obcdum	 -27590.9	 -5.464	 .000
BPL family	 -25380.9	 -4.608	 .000
Family size	 -1885.6	 -1.019	 .309
Women-headed family	 1000.5	 .155	 .877
Duration of participation	 7568.6	 12.497	 .000
R2		  .591
No. of observations		  300
Source: Primary data.
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Savings in SHGs/NHGs
All the participant members have some savings in their respective groups. Nearly 65% 

of the participant members have savings of more than Rs. 5,000 in their groups. The 
majority of the members (39.3%) are reported to have weekly savings of Rs. 10 to Rs.20. 
An overwhelming majority of the members (86.7%) found their weekly saving fund out 
of their earnings.

Borrowing from Microfinance
The clients can avail themselves of mainly three sources of loans, namely thrift loan 

disbursed out of the pooled savings of the group, bank linkage loan and loan taken from 
banks for undertaking IGAs. All microfinance clients made use of both thrift and IGA 
loans. Among the borrowers, the highest number of them have taken loans in the range 
of Rs. 20,001 – 40,000 from all the above three sources. The average household loan 
per year of the microfinance clients is estimated to be Rs. 11,751. The average number of 
loans taken by the participant household is 13. 

 However, there are some clients who have not yet obtained bank linkage loan on 
account of the failure of their groups to fulfil the eligibility conditions put forward by 
NABARD for linkage loan. The vast majority of them belong to the Kudumbashree group. 
The interest rates imposed on microfinance loans ranged between 5 to 13% per annum. 
The interest rate on thrift loan is 12% both for the NGOs and Kudumbashree borrowers.  

There is a drastic change in the borrowing pattern of the participant households during 
the post-microfinance period where SHGs/NHGs became major source of borrowing. In 
the pre-microfinance period, money-lender was the principal source of borrowing and 
now their dependence on money-lenders has been eliminated almost completely. 

More than half of the clients utilised both thrift and linkage loans for productive pur-
poses. The IGAs undertaken by the clients are grouped into four namely, agriculture, ani-
mal husbandry, manufacturing and service. Majority of the clients (46.7%) are engaged 
in animal husbandry followed by manufacturing (23.7%). The number of clients working 
in the agriculture is the lowest with 11%. Unproductive use of thrift and linkage loans is 
quite high (67.2%) among the members of the Kudumbashree group. Chi-square test was 
employed to test the association between taking productive loans and microfinance type. 
The value of chi-square statistic is 68.986 which is significant at 1% level of significance. 
Hence, taking productive loans and microfinance type are associated. Nearly 95% of the 
clients made prompt repayment of their loans availed. A default on the repayment of loans 
was reported to be the highest among the Kudumbashree clients.

Impact of Microfinance Programme on Households
The impact of microfinance programme is assessed by comparing the living condi-

tions of participant households with non-participant households and also by a com-
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parison of socio-economic conditions of households of microfinance clients during the 
pre and post microfinance situations. The study also fitted a multiple regression model 
adopted by Kondo et al. (2008) to estimate the impact of microfinance.

Employment
The major objective of the microfinance programme is to create employment for the 

poor and the weaker sections of the society by empowering them to take up economic 
activities. It views IGAs as opportunities for providing gainful employment to the poor 
by which they can improve their income and standard of living. Majority of the micro
finance participants (63.3%) were unemployed during the pre-microfinance period. 
However, in the post-microfinance period, all of them could find some employment. The 
employment generation capacity of microfinance is more evident as more than half of 
the non-participants (53.3%) have no employment at all. As much as 81% of the partici-
pant clients got employment for more than 21 days in a month (Table 2). 

Household Income
Microfinance aims at helping the poor to achieve greater levels of income by starting 

economic activities mainly through the provision of credit. The extent of income 
generation relies upon the type of the activity undertaken and its market potential. 
More than 40% of the participant households have monthly income of above Rs. 4,000. 
However, an overwhelming majority of the non-participant households earn income less 
than Rs. 2,000 per month. 

The positive impact of microfinance on household income is indicated by the 
statistically significant co-efficient of average amount of borrowing per year, indicating 
that a 10% rise in borrowing per year from microfinance programme enhances the 
household monthly income of the client by 7.9% and per capita monthly income by 

Table 2: Days of Employment per Month
Days of Employment	 No. of Participants Employed
per Month		  Pre-microfinance Period			   Post-microfinance Period
	 NGO	 Kudumbashree	 Total 	 NGO	 Kudumbashree	 Total 

Nil	 77	 113	 190	 Nil	 Nil	 Nil 
	 (64.2%)	 (62.8%)	 (63.33%)	
1 - 7	 11	 13	 24	 Nil	 Nil	 Nil 
	 (9.17%)	 (7.2%)	 (8%)	
8 -14	 28	 45	 73	 4	 14	 18 
	 (23.33%)	 (25%)	 (24.33%)	 (3.33%)	 (7.78%)	 (6%)
15 - 21	 4	 9	 13	 26	 13	 39 
	 (3.33%)	 (5%)	 (4.33%)	 (21.6%)	 (7.22%)	 (13%)
22 - 28	 Nil	 Nil	 Nil	 90	 153	 243 
				    (75%)	 (85%)	 (81%)
Total	 120	 180	 300	 180	 180	 300 
	 (100%)	 (100%)	 (100%)	 (100%)	 (100%)	 (100%)
Source: Primary data. 
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2%. Moreover, the clients with higher 
education are likely to contribute 
more to their household income 
compared to the clients having less 
education. The APL households are 
predicted to have Rs. 3,400 more 
monthly income compared to the BPL 
households (Table 3). 

Consumption 
The food intake of majority of the 

households of microfinance clients 
has been more than three times per 
day.  It is very low in the case of non-
participant households. The benefit 
of microfinance intervention became 
more evident as 15% of the participat-
ing households were able to access 
only two square meals per day in the 
pre-microfinance period and nobody 
was found in this category during the 
post-microfinance period. 

The regression estimates show that 
variables such as average borrowing 
per year, microfinance participation, 
age, edudum 1 (1 to 4 years of 
schooling), edudum 2 (5 to 10 years 
of schooling), BPL family, and family 
size are found to be significant. The 
findings indicate that per capita 
monthly total consumption expendi-
ture of the participant household 
is greater by Rs.376 in comparison 
with the non-participant household. 
Positive and significant regression co-efficient has been found for family size. This im-
plies that as family size increases by one unit, per capita monthly consumption expendi-
ture of household is expected to rise by Rs. 180. The value of regression co-efficient also 
indicated that an increase of average borrowing per year by 10% will lead to a 1.3% rise 
in the per capita monthly total consumption expenditure of the participant household 
(Table 4). 

Table 3: Effect of Microfinance on Household Monthly Income
Explanatory Variables	 Regression	 ‘t’ value	 Significance 
	 Co-efficient	

Constant	 5699.179	 6.687	 .000
Average amount of  
borrowing per year	 .079	 5.660	 .000
Duration of participation	-17.079	 -.408	 .683
Age	 29.980	 2.689	 .008
Edudum1	 -2037.160	 -3.986	 .000
Edudum2	 -1779.492	 -3.833	 .000
Edudum3	 -1542.090	 -3.141	 .002
Scdum	 -33.695	 -.106	 .916
Obcdum	 990.372	 4.957	 .000
BPL family	 -3400.07	 -16.182	 .000
Family size	 135.210	 1.871	 .062
Women-headed family	 143.884	 .580	 .562
R2	 .605
Number of observations	 375
Source: Primary data.

Table 4: Impact of Microfinance on Household Per capita Monthly 
Consumption Expenditure - Regression Estimates

Explanatory Variables	 Regression	 ‘t’ value	 Significance 
	 Co-efficient	

Constant	 101317.3	 5.164	 .000
Constant	 1636.0	 9.7	 .000
Average amount of  
borrowing per year	 0.0	 4.6	 .000
Microfinance participation	376.4	 5.4	 .000
Duration  of participation	 5.0	 0.6	 .546
Age	 6.8	 3.1	 .002
Edudum1	 -275.0	 -2.7	 .007
Edudum 2	 -198.8	 -2.2	 .032
Edudum 3	 -142.6	 -1.5	 .144
Scdum	 -20.1	 -0.3	 .751
Obcdum	 -151.3	 -3.8	 .000
BPL family	 -361.6	 -8.7	 .000
Women-headed family	 30.1	 0.6	 .541
Family size	 180.3	 12.6	 .000
R2	 .554
No. of observations	 375
Source: Primary data.
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Savings
Microfinance programme inculcated a habit of regular savings among its clients. All the 

participant households have some savings in the post microfinance period, while almost 
99% of them had no savings in the pre-microfinance period. The average total savings 
of the participant household is Rs. 20,380. More than 62% of the clients have savings 
in post office or chitty or both, apart from the savings in SHGs/NHGs. The positive role 
of microfinance programme in the promotion of savings is more visible as the number 
of the non-participant households with savings is substantially low with 6.7%. There 
is a significant increase in the number of clients with insurance policy (51.3%) during 
the post microfinance period and majority of them have the policy amount of above 
Rs.25,000. Among the non-participants only 4% of them have insurance policy. 

Acquisition of Assets 
Microfinance programme is intended to strengthen the asset base of its clients. The 

possession of durable assets and livestock enhances the livelihood resource base of the 
poor households. The participation in microfinance programme enables its members to 
acquire various assets namely livestock (cow, goat and pig), gold, and consumer dura-
bles such as television, mixer, electric iron, gas stove, sewing machine, refrigerator, CD/
DVD player, furniture etc., by using 
both the earnings from their econom-
ic activities and availing themselves 
of loans from their group. The asset 
holdings of participant households en-
hanced significantly. Majority of the 
clients acquired various assets such as 
livestock (46.7%), gold and jewellery 
(45%) and various consumer durables 
(68%) (Table 5). Further, the participant households out-numbered those of the non-
participant households with respect to the possession of all the consumable durables. 

Poverty
The ultimate goal of microfinance is to empower the poor by providing them collat-

eral free loans so that they can generate productive self-employment by organising eco-
nomic enterprises. In conformity with this, the present study finds that microfinance has 
contributed to alleviation of poverty substantially. The subjective and objective poverty 
approaches have been used to determine the poverty status of the participant house-
holds. The objective poverty status of participating households is examined on the basis 
of the state BPL list by comparing as to how many of the participating households are in 
the state BPL list before and after joining the microfinance programme. The subjective 
poverty status of households is determined on the basis of the answers of respondents 

Table 5: Assets Acquired through Microfinance
Type of Assets		  No. of Households Acquired Assets
	 NGO	 Kudumbashree	 Total

No asset	 7	 20	 27 
	 (5.8%)	 (11.1%)	 (9%)
Livestock	 61	 79	 140 
	 (50.83%)	 43.89%)	 (46.67%)
Gold jewellery	 47	 88	 135 
	 (39.17%)	 (48.89%)	 (45%)
Consumer durables	 87	 117	 204 
	 (72.5%)	 (65%)	 (68%)
Source: Primary data.
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in response to a question - “Do you consider your family as BPL on the basis of current 
annual income?” The answer of the respondents would be either “yes’ or ‘no’. Dubnoff, 
et al. (1981) also employed this type of approach to determine the poverty status of 
households.

The results of both techniques indicate that the incidence of poverty among participat-
ing households is significantly less than that of non-participant households. All partici-
pant households were in the state BPL list before joining the microfinance programme. 
However, in the post-microfinance 
period, 22% of participating house-
holds could come out of the poverty 
trap owing to microfinance interven-
tion (Table 6). Hence, it indicates that 
microfinance programme contributes 
to poverty reduction.

The subjective poverty estimate 
has revealed that 27% of participant 
families are APL (Table 7). As much 
as 27% of families among participants 
felt APL, whereas all non-participants 
families felt BPL. Kudumbashree has 
dominance in the proportion of par-
ticipant households feeling APL and 
number of households who turned 
into APL as per state poverty estimate.

Children’s Education
The new income from the economic activity enables microfinance clients to provide 

quality education to their children. It facilitates them to send their children to good 
schools and also enables them to provide higher education, better study aid and more 
facilities to their children. The microfinance intervention helped 79% of the clients to 
provide better education to their children. The conclusion derived from two sample ‘t’ test 
was that the monthly mean expenditure on children’s education is significantly higher 
in the case of families participating in microfinance programmes than non-participant 
households. It signifies that microfinance programmes enhance entitlement of clients on 
education through raising capability to spend more on the education of their children. 

Health
Households of microfinance clients seem to have better nutrition, health practices 

and health outcomes with the help of increased earnings and provision of health educa-
tion by the microfinance organisation. All participant households made improvement 

Table 6: Poverty Status of Participating Households during Pre and 
Post Microfinance Periods

Category		  No. of  Households
	 Pre-Microfinance 		  Post-Microfinance Period
	 Period	 NGO	 Kudumbashree	 Total

BPL	 300	 97	 137	 234 
	 (100%)	 (80.8%)	 (76.1%)	 (78%)
APL	 Nil	 23	 43	 66 
		  (19.2%)	 (23.9%)	 (22%)
Total	 300	 120	 180	 300 
	 (100%)	 (100%)	 (100%)	 (100%)
Source:  Primary data.

Table 7: Subjective Poverty Status of Sample Households
Category	 No. of Households
		  Participant		  Non-Participant
	 NGO	 Kudumbashree	 Total	

Feel APL	 28	 53	 81	 Nil 
	 (23.3%)	 (29.4%)	 (27%)	
Feel BPL	 92	 127	 219	 75 
	 (76. 7%)	 (70.6%)	 (73%)	 (100%)
Total	 120	 180	 300	 75 
	 (100%)	 (100%)	 (100%)	 (100%)
Source:  Primary data.
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in health care especially by prompt treatment of health problems in good hospitals. 
There is also substantial improvement in the nutrition level of about 91.7% of house-
holds of microfinance clients. Almost 80% of participant clients took medical treat-
ment from government hospitals in the pre microfinance period, where medical treat-
ment was free. In the post-microfinance period an overwhelming majority of clients 
(67.7%) availed themselves of medical treatment from private hospitals, where patients 
get better medical treatment. In contrast, most of non-participant households (89.3%) 
rely on government hospitals for medical treatment. The t-test result shows that partici-
pant households spend significantly higher amount of money on health care than non-
participant households. 

Emerging Issues of Microfinance Programme in Kerala
The study identified four major categories of problems confronted by the clients 

while participating in the microfinance programme and in running their IGAs. They are 
organisational problem, financial problem, production problem, and marketing problem 
(Table 8).

The major organisational problems faced by the clients are lack of encourage-
ment to IGAs and poor monitoring and follow-up action, followed by politicisation of 
the programme. All organisational 
problems except that of the lack of 
encouragement to IGAs are more acute 
in Kudumbashree groups than in the 
NGO groups of three districts. The po-
liticisation of the programme is prev-
alent only in Kudumbashree group. 
Drop-out and lack of co-operation and 
unity among members are also more 
prevalent in Kudumbashree group. 

Among the various financial 
problems, major problems cited 
by clients are high interest rate on 
loans and low income-generation 
from activities undertaken (Table 9). 
Insufficient financial assistance and 
subsidy, high interest rate on loans and 
low income-generation from IGAs are 
more acute among the NGO groups. 

The analysis of production problem 
shows that high cost of production is 

Table 8: Organisational Problems 
Type of Problem		  No. of Clients
	 NGO	 Kudumbashree	 Total

Politicisation	 Nil	 55	 55 
		  (30.6%)	 (18.3%)
Drop out	 5	 32	 37 
	 (4.2%)	 (17.8%)	 (12.3%)
Lack of Co-operation and 	 13	 35	 48 
unity among members	 (10.8%)	 (19.4%)	 (16.0%)
Lack of encouragement to IGA	60	 41	 101 
	 (50%)	 (22.8%)	 (33.7%)
Poor monitoring and 	 26	 73	 99 
follow-up action	 (21.7%)	 (40.6%)	 (33.0%)
Source: Primary data.

Table 9: Financial Problems 
Type of Problem		  No. of Clients
	 NGO	 Kudumbashree	 Total

Insufficient  financial 	 90	 100	 190 
assistance and subsidy	 (75.0%)	 (55.6%)	 (63.3%)
High interest rate on loan	 83	 151	 234 
	 (69.2%)	 (50.3%)	 (78.0%)
Inadequate loan	 15	 40	 55 
	 (12.5%)	 (22.2%)	 (18.3%)
Low income generation 	 87	 109	 196 
from IGA	 (72.5%)	 (60.6%)	 (65.3%)
Problem in repayment of debt	9	 19	 28 
	 (7.5%)	 (10.6%)	 (9.3%)
Source: Primary data.
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the main problem of clients of both 
groups (Table 10). The proportion of 
clients facing production problems is 
found to be more in the Kudumbashree 
groups than in the NGO groups. High 
cost of production and difficulty in 
getting raw materials are the major 
problems common to Kudumbashree 
groups. 

The major marketing problem 
is the lack of demand for products 
manufactured, followed by the lack 
of market information (Table 11). The 
marketing problems are noticeable in 
the Kudumbashree groups compared 
to the NGO groups. Kudumbashree 
groups by and large face all problems 
of marketing.

Recommendations
Both Kudumbashree and NGO 

groups should extend further their depth of outreach to the poor and vulnerable sec-
tions of the society since SC/ST and OBC families still remain among non-participant 
groups.

There is a need for a strict monitoring-mechanism under the microfinance programme 
to reap better results. Regular internal monitoring by the group, ADS and CDS members 
and external monitoring by banks and promoting agencies at the district/regional level 
would ensure proper utilisation of the loan and flowing of benefits to deserving clients 
as per stipulated norms of each scheme. It would also help the IGA units to tide over 
their temporary difficulties and to sustain the initial increase in income over a long 
period of time. Moreover, a tight monitoring system can improve the recovery of loans, 
promote unity and co-operation among clients by settling their conflicts and reduce the 
drop-outs. 

The State Kudumbashree Mission and NGOs should evolve some products and services 
catering to the needs of the core and the moderate poor for deriving greater benefits by 
them. 

The political interventions under the Kudumbashree programme create adverse impact 
on the smooth operations of the programme and also in achieving its professed goals. 
Hence, the State Kudumbashree Mission must take positive steps to free Kudumbashree 

Table 10:  Production Problems
Type of Problem		  No. of Clients
	 NGO	 Kudumbashree	 Total

Inadequate production	 18	 31	 49 
	 (15%)	 (17.2%)	 (16.3%)
High cost of production	 41	 6	 117 
	 (34.2%)	 (42.2%)	 (39.0%)
Difficulty in  getting 	 12	 32	 44 
raw materials	 (10.0%)	 (17.8%)	 (14.7%)
Lack of training	 19	 28	 47 
	 (15.8%)	 (15.6%)	 (15.7%)
Source: Primary data.

Table 11:  Marketing Problems 
Type of Problem		  No. of Clients
	 NGO	 KDS	 Total

Lack of market Information	 19	 35	 54 
	 (15.8%)	 (19.4%)	 (18%)
Competition	 13	 33	 46 
	 (10.8%)	 (18.3%)	 (15.3%)
Lack of demand for 	 20	 48	 68 
the product produced	 (11.7%)	 (26.7%)	 (22.7%)
Inadequate transportation 	 11	 24	 35 
facilities	 (9.2%)	 (13.3%)	 (11.7%)
Involvement of middle men	 7	 10	 17 
	 (5.8%)	 (5.6%)	 (5.7%)
Source: Primary data.
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from politicisation by framing and administering strict objective criteria for the selection 
of beneficiaries for various schemes as well as in disbursing financial assistance and 
other benefits.

More training programmes should be organised to raise the awareness level of clients 
on technical know-how, consumer preferences, marketing of products and for widening 
skills of clients and their up-gradation which will result in the better management of 
IGAs and generation of more income.

Many IGAs undertaken by the clients are not remunerative and hence they are on 
the verge of closure. Therefore, state government and local level bodies and NGOs 
should take serious efforts to enhance their earnings by providing supporting facilities 
such as marketing opportunities, ready availability of raw-materials and strengthening 
monitoring mechanism. 

The State Kudumbashree Mission and NGOs must encourage the clients to utilise 
thrift and linkage loans for productive purposes in order to facilitate easy and prompt 
repayment of these loans.

The debt-liability of participating households is increasing alarmingly. Moreover, some 
of the clients have dual or multiple memberships in various microfinance programmes 
promoted by communal outfits and NGOs and also made use of these sources for bor-
rowing. These trends may pose serious problem in the near future with respect to the 
repayment of loan and can become a great social issue. Hence, there is a need for co-
ordination among various microfinance groups in order to put some ceiling on the vol-
ume of borrowing from various SHGs. Further, state government should take necessary 
measures to control the multiple memberships.

High interest rate of the loan given to the poor under microfinance programme is also 
a cause of concern. Therefore, government and NGOs should make available low inter-
est bearing loans to clients which would make the enterprises more remunerative and 
reduce their repayment burden.

State governments, local level bodies and NGOs should ensure ample market for the 
products produced by the clients. They should also support clients for improving the 
quality, packaging and branding of the product. State government can support clients 
by making departmental purchases from these enterprises and can provide avenues to 
market their products through the supply-co outlets of State Civil Supplies Corporation. 
Further, Local Self-Government should organise weekly or monthly market to sell the 
products of the clients. 

Lease land farming and group farming especially of pure vegetables, plantains, 
bananas, and even paddy, have immense potential for income generation and to make 
every Panchayat self-reliant as there is large area of uncultivated land in the state. Hence, 
state government in collaboration with the Agricultural Department should evolve a 
scheme for the clients and implement it through the help of ‘Krishi Bhavan’. 
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Conclusion
This study highlights the immense potentialities opened up by the microfinance 

programmes in Kerala and their ability to address poverty, exclusion and marginalisation 
through women empowerment, social interaction and participatory development. 
However, microfinance can serve as a still better instrument of poverty alleviation and of 
promoting household welfare if the state government and NGOs focus greater attention 
to widen economically viable self-employment choices and skill base of clients, to assist 
clients in getting low interest-bearing loans and in improving quality of their products. 
Otherwise, the potential benefits of microfinance cannot be realised on a sustainable 
basis. 
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Abstract
Most of the Microfinance Institutions (MFIs) have a 

social mission. Social Performance or the social bottom 
line is about making an organisation’s social mission a re-
ality. Social Performance includes analysis of the declared 
objectives of institutions, the effectiveness of their systems 
and services in meeting these objectives, related outputs 
and success in effecting positive changes in the lives of 
clients. Social Performance Assessment (SPA) is a measure 
of how well an institution uses its systems and operations to 
generate positive social benefits. Using data from five MFIs 
selected from different legal categories, this paper attempts 
to measue social performance on the dimesions of depth of 
outreach, access and usage, and appropriateness of finan-
cial services. The study finds that with the introduction of 
Reserve Bank of India (RBI) guidelines post 2010 crisis and 
later modifications, the sector has witnessed several posi-
tive changes in terms of client satisfaction and protection. 
However, there are several violations of these guidelines in 
the field, requiring strict monitoring. RBI also has to make 
its guidelines more practical so that correct reporting is 
done in the field. Co-operative institutions should also be 
brought under the RBI regulation so as to give level playing 
field to all the institutions and protection to the poor. 

“To argue that banking cannot be done with the poor because they do 
not have collateral is the same as arguing that men cannot fly because 
they do not have wings” 

- Muhammad Yunus, Nobel Laureate and Founder of Grameen Bank



35Social Bottom Line of Microfinance Institutions: Evidences from Rajasthan

Introduction
Microfinance refers to the provision of a broad range of financial services, such as 

small loans, saving deposits, money transfers, and insurance to poor and low income 
households and their microenterprises. However, globally the sector has been domi-
nated by the provision of microcredit services, namely small loans to the poor with or 
without collateral. Schreiner and Colombet (2001) define microfinance as “the attempt 
to improve access to small deposits and small loans for poor households neglected by 
banks”. Microfinance involves the provision of financial services such as savings, loans 
and insurance to poor people, living in both urban and rural settings, who are unable 
to obtain such services from the formal financial sector. Microfinance has evolved with 
this background and since late 1970s it has given poor households some hope to get out 
of the clutches of poverty. 

The Grameen Bank, established in Bangladesh in 1976 by Dr. Muhammad Yunus, 
developed highly innovative techniques for lending to the poor. These were based on 
techniques such as taking services to the village level, promoting and motivating groups 
of the poor, use of group guarantees (social collateral), compulsory savings mobilisation, 
transparency of credit transactions, intensive supervision of borrowers, and decentralised 
and cost effective operations. Rathore (2015) has presented the systematic review of the 
literature on the role of social capital in enhancing the performance of the microfinance 
contract. Other institutions such as BancoSol in Bolivia and the unit desa system of Bank 
Rakyat Indonesia (BRI) also developed innovative techniques for lending to poor or low 
income clients. Such institutions providing financial services to the poor or low income 
clients by employing innovative techniques later came to be known as Microfinance 
Institutions (MFIs).  

Most of the MFIs have a social mission. They may be working, for example, 
to broaden access to financial services, reduce poverty, empower women, build 
community solidarity, or promote economic development. Social Performance (SP) 
refers to the extent of their success in meeting these goals. Social Performance, or 
the social bottom line, is about making an organisation’s social mission a reality. The 
Social Performance Task Force (SPTF)i defines social performance as, “The effective 
translation of an institution’s social mission into practice in line with accepted social 
values.” This mission may include serving larger numbers of poor and excluded people; 
delivering high-quality and appropriate financial services; creating benefits for clients; 
and improving the social responsibility of an MFI (Hashemi, 2007). This notion of 
social performance (“do good”), goes beyond the concept of client protection and social 
responsibility (“do no harm”). Social responsibility applies to all economic sectors and 
refers to an organisation’s responsibility for the impact of its decisions and activities 
on society and the environment through transparent and ethical behaviour (Gendron, 
2009).
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The concept of social performance focuses not only on the final impact but also provides 
a framework to understand the process by which social objectives are achieved (as sum-
marised in Figure 1). Social performance looks at the entire process by which impact 
is created. It therefore includes analysis of the declared objectives of institutions, the 
effectiveness of their systems and services in meeting these objectives, related outputs 
(for example, reaching larger numbers of very poor households), and success in effecting 
positive changes in the lives of clients. SPA is a measure of how well an institution uses its 
systems and operations to generate positive social benefits. SPA has dramatically evolved 
during the past few years with the development of social audits, social ratings and report-
ing standards. Social Performance Management (SPM) is the use of this measure to make 
decisions and improve practices. SPM is an institutionalised process of translating social 
mission into practice. It involves setting clear goals, monitoring and assessing progress 
towards those goals and using this information to improve performance and practice. 

The MFIs are aware that strong social performance may improve financial performance. 
Indeed, in an increasingly competitive environment, improving relationships with 
clients can limit delinquency and reduce client exits, as well as attract new investors and 
partners. Microfinance Information Exchange (MIX) cites the top ranked social goals 
of Indian MFIs. Financial service access is top ranked social goal for 58% of MFIs and 
poverty reduction for 45% of MFIs (Srinivasan, 2015). In this context, this paper looks at 
the social bottom line of MFIs from three perspectives related to financial service access 
and poverty reduction goals of MFIs. These perspectives are discussed below.

 

Figure 1: Social Performance Framework 

INTENT AND DESIGN 
What is the mission of the institution? 

Does it have clear social objectives? 
 

INTERNAL SYSTEMS & ACTIVITIES 
What activities will the institution undertake to achieve its social mission?  

Are systems designed and in place to achieve those objectives? 
 

OUTPUT 
Does the institution serve poor and very poor people? 

Are the products designed to meet their needs?  
 

OUTCOME 
Have clients experienced social and economic improvements?  

 
IMPACT 

Can these improvements be attributed to institutional activities?  
 

Source: Social Performance Task Force (SPTF) 
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Depth of Outreach
Depth of outreach refers to the social value of extending microfinance to a particular 

client group. It is generally argued that it is socially more valuable to extend microfinance 
to the poorest clients. Direct measurement of depth through income or wealth is diffi-
cult. Indirect proxies used for measurement of depth can be loan size, sex, marital status 
and education level. In this study, depth of outreach is measured using the following 
variables:

●	 Average loan size
● 	 Average total indebtedness
● 	 Proportion of clients who are divorced/widows
● 	 Average household income
● 	 Average per capita income

Lower the average loan size, total client indebtedness, average household income 
and average per capita income,  higher the depth of outreach and higher the social 
performance of the MFI. Higher the proportion of clients who are divorced or widows, 
higher is the depth of outreach and higher the social performance of MFI. 

Access and Usage of Services
Access of services refers to the provision of financial and non-financial services to 

the client viz., loans, deposits, insurance, pension and social development programmes. 
Access of services is measured using following variables.

● 	 Proportion of clients using deposit services through MFI
● 	 Proportion of clients using insurance services through MFI
● 	 Proportion of clients using loans from other Bank/MFI
● 	Number of other loan per client
● 	Number of MFI loan per client
● 	Number of total loan per client
● 	Amount of other loan as a proportion of MFI loan
● 	 Total indebtedness per client
● 	 Proportion of clients with indebtedness more than Rs. 50,000
● 	 Proportion of clients with loans from more than 2 MFIs
● 	 Proportion of clients having Bank Accounts
● 	 Proportion of clients having Insurer/Bank insurance
● 	 Proportion of clients using informal loans
● 	 Proportion of clients having multiple loans of same type from the MFI
●	 Client indebtedness as a proportion of household income

Higher the proportion of clients using deposit services, insurance services, bank 
accounts, insurer insurance, higher is the social performance of MFI. Lower is the 
proportion of clients using loans from other Bank/MFI, other loan as a proportion of MFI 
loan and the proportion of clients using informal loans, higher is the social performance.
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Usage of Services refers to how the clients use the loan. It is measured using the 
following variables:

● 	Proportion of clients using the loan themselves
● 	Proportion of clients using the loan only for the income generating activity
● 	Proportion of clients using the loan for purposes other than the income generating 

activity
Higher the proportion of clients using the loan themselves, proportion of clients using 

the loan for income generating activity, higher is the social performance of MFI.

Appropriateness of Products and Services
Appropriateness of products and services refers to the provision of product and 

services designed as per the needs and preferences of the clients to benefit them in line 
with the institution’s social goals. It is measured using the following variables:

● 	Client Satisfaction on the product parameters like product variety, loan cost, loan 
amount, maturity, repayment frequency, linked products etc.

● 	Client Satisfaction on the customer service parameters like treatment by 
program staff, timeliness of service, ease of use of service, availability of service, 
transparency in service, customer feedback etc.

Higher the client satisfaction score, higher the social performance of MFI.

Objectives
This study uses these three dimestions of social performance, which are related to the 

goals of MFIs, to undertake SPA of MFIs working in Rajasthan. 

Methodology

The Study
The study is based on a survey conducted with the existing clients. Client 

level information was drawn using a questionnaire designed for this purpose. 
The questionnaire focused on basic client profiling and indicators for measur-
ing the depth of outreach, access, usage and appropriateness of financial ser-
vices. Most of the questions used are dichotomous, barring the questions used 
for measuring the client satisfaction levels where Likert scale with five levels 
(1-5) is used.

The Sample
Firstly, five MFIs operational in Rajasthan were selected from different legal categories 

of MFIs. Two were For-Profit NBFCs (SKS Microfinance Ltd. and Ujjivan Financial 
Services Ltd.), two were Not-For-Profit companies registered under Section 25 of the 
Companies Actii, 1956 (PSC and Humana) and the remaining one was a Cooperative 
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Society (Astha). These MFIs were selected from the respective categories using simple 
random sampling. A sample of 500 clients was selected from these five MFIs (Table 1) on 
the basis of geographical distribution of the sample across top four districts of Rajasthan 
in terms of Gross Loan Port-
folio (GLP). The geographic 
distribution of clients in the 
sample is approximately in 
the same proportion as the 
proportion of microfinance 
clients in those districts. 

The sample size and sam-
pling techniques used at the different levels of data collection and analysis are men-
tioned in Table 2. Out of the 500 sampled clients only 462 questionnaire were found to 
be complete for data analysis.

Results 
The sample consists of 462 existing clients of five MFIs of Rajasthan working on 

different regulatory models (Table 3). About 50% of the clients in the sample are from 
For-Profit model, 39% are from Not-For-Profit model and 11% are from a Cooperative 
Society. Clients from urban area constitutes 68% and the remaining come from rural 
areas. As much as 62% of clients are part of Joint Liability Groups (JLGs), 28% part of 
Self-Help Groups (SHGs) and 10% are getting loans individually. In terms of clientage, 
15% of clients are taking loans from the MFI for a period less than one year, 22% of 
clients are taking loans for a period greater than 1 year but less than 2 years and 63% of 
the clients are taking loans for more than 2 years.

As far as the purposes for which the loans are used, 87% clients are using loans for 
income generating activity, 44% for acquiring household assets, 42% for education of 
children, 20% for medical expenses, 14% for household consumption, 13% for hous-
ing and 4% for marriages. In terms of the type of income generating activities, 51% 
clients are using loans in service, 32% in trade/retail, 14% in animal husbandry, 10% in 
manufacturing and 5% in agriculture. 

Table 1: Geographical Distribution of the Sample across 5 MFIs and Top 4 districts
MFI/Districts	 Jaipur	 Alwar	 Ajmer	 Jodhpur	 No. of Clients

SKS Microfinance	 21	 –	 58	 45	 124
Ujjivan Financial Services	 110	 –	 –	 –	 110
Planned Social Concern (PSC)	101	 –	 –	 –	 101
Humana Microfinance	 –	 77	 –	 –	 77
Astha Credit Coop. Soc.	 –	 –	 –	 50	 50
Sample	 232	 77	 108	 95	 462

Table 2: Sample Size and Sampling Techniques Used
Sample	 MFIs	 Districts	 Branches	 Centers	 Clients

Sample Size	 5	 4	 11	 44	 500 existing clients 
	 (2 NBFCs, 2 Section 			   (30 Urban and 
	 25 Companies, 			   14 Rural) 
	 1 Coop. Soc.)		
Sampling	 Simple Random 	 Top 4 districts	 Simple Random	 Judgmental	 All the clients of 
Technique	 Sampling within 	 out of 33 districts	 Sampling	 Sampling	 the selected 
	 legal categories	 in terms of GLP			   centers
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Table 3: Description of the Client Level Data

Sample Characteristics (N=462)	  		  Value	 Percentage

Regulatory Models 
	 For-Profit NBFCs	 234	 50%
 	 Not-For-Profit Companies/Societies/Trusts	 178	 39%
 	 Cooperative Societies	 50	 11%
Area of Operation	  
	 Rural	 148	 32%
 	 Urban	 314	 68%
Lending Methodology	 JLG	 288	 62%
 	 SHG	 127	 28%
 	 Individual	 47	 10%
Client Age	  
	 Clients with < 1 year in the program	 71	 15%
 	 Clients with 1-2 year in the program	 99	 22%
 	 Clients with > 2 years in the program	 292	 63%
Loan Size (Rs.)	 Average	 23459	  
 	 Median	 15000	  
 	 Mode	 14959	  
User of Loan	 Client	 234	 50%
 	 Spouse	 104	 23%
 	 Both	 111	 24%
 	 Other household member	 13	 3%
Clients with loans from other MFI/Bank		  	 309	67% 
  Loan Usage	 Clients using loan only for IG Activity	 160	 35%
 	 Clients using loan for both IG Activity and other purposes	 241	 52%
 	 Clients using loan only for other purposes	 61	 13%
Activity wise Loan Usage	  	  	   
 	 Education	 194	 42%
 	 Household Assets	 203	 44%
 	 Income Generating Activity	 401	 87%
 	 Housing	 61	 13%
 	 Marriage	 19	 4%
 	 Medical	 93	 20%
 	 Household consumption	 66	 14%
Household Income (Rs.)	  	  	   
 	 Average	 219009	  
 	 Median	 204000	  
Per capita Income (Rs.)	  	  	   
 	 Average	 48757	  
 	 Median	 45000	  
Total Client Indebtedness (Rs.)	  	  	   
 	 Average	 45497	  
 	 Median	 42000	  
Type of Income Generating Activities	  	  	   
 	 Service	 236	 51%
 	 Trade/Retail	 148	 32%
 	 Animal Husbandry	 64	 14%
 	 Manufacturing	 47	 10%
 	 Agriculture	 21	 5%

(Continued)
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As for user of the loan, 50% are clients themselves, 23% are spouse of the clients, 
24% by both and 3% are other household members. As per loan usage, 35% clients are 
using the loan only for income generating activity, 52% clients are using loan for both 
income generating activity and other purposes and 13% clients are not using loans for 
the income generating activity. 

In terms of reasons for unsatisfaction on loan parameters (with score of 1 or 2 on 
Likert scale of 1-5), 26% clients are not satisfied with the product variety claiming that 
the product variety is not enough to satisfy all their requirements, 60% clients are not 
satisfied with the loan amounts finding it too low, 10% of clients are not satisfied with 

Table 3: Description of the Client Level Data (Continued)

Sample Characteristics (N=462)	  		  Value	 Percentage

Reasons for Unsatisfaction on Loan parameters	  	  	  
Product Variety	 1. 	Not enough to satisfy all requirements	 122	 26%
 	 2. 	Too high to confuse	  	  
Loan Amount	 1. 	Very low	 277	 60%
 	 2. 	Minimum loan amount is high	  	  
Cost	 1. 	High interest rate	 24	 5%
 	 2. 	High additional charges	 23	 5%
Maturity	 1. 	Loan duration is too short	 2	 0%
 	 2. 	Minimum Loan duration is very long	 28	 6%
Repayment Frequency	 1. 	Very high	 176	 38%
 	 2. 	Low	  	  
Guarantee/Guarantor requirement	 1. 	Very strict	 11	 2%
 	 2. 	Is inconvenient	  	  
Disbursement	 1. 	Takes lot of time	 107	 23%
 	 2. 	Is inconvenient	 7	 2%
Availability	 1. 	Approval is cumbersome	 118	 26%
 	 2. 	Lot of paperwork involved	 2	 0%
 	 3. 	Difficult to approach	  	  
Compatibility with your income	 1. 	No flexibility in repayment as required in case of  
generating activity 		  seasonal business	 1	 0%
 	 2. 	No flexibility in repayment as required in case of  
		  business disaster	  	  
 	 3. 	Not enough cash flows to repay	 126	 27%
Lending methodology	 1. 	Risk involved in group lending (group)	 33	 7%
 	 2. 	Group lending is time consuming (group)	 21	 5%
 	 3. 	Loan process is cumbersome (individual)	 2	 0%
Prepayment condition	 1. 	Not allowed	 1	 0%
 	 2. 	Is costly	  	  
 	 3. 	Makes it difficult to renew a loan	  	  
Linked product/conditions	 1. 	Compulsory savings	 37	 8%
 	 2. 	Compulsory trainings	  	  
 	 3. 	Compulsory meetings	 12	 3%
 	 4. 	Compulsory insurance	  	  
Collection practices	 1. 	Abusive	 4	 1%
 	 2. 	Inconvenient	 42	 9%
 	 3. 	Irregular	  	  
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the cost of the loan, 6% clients not satisfied with the maturity finding loan duration to be 
very long, 38% find the repayment frequency very high, 23% find the loan disbursement 
to be taking a lot of time, 26% of clients are not satisfied with the availability of loan and 
find the approval of the loan to be cumbersome, 27% of clients have not enough cash 
flows to repay and find the repayment frequency not to be compatible with their income 
generating activity, 12% are not satisfied with the group lending methodology with 7% 
finding group lending to be risky and 5% finding it to be time consuming, 11% are not 
satisfied with linked products and conditions; 8% due to compulsory savings and 3% 
due to compulsory meetings and 10% are not satisfied with the collection practices; 9% 
find it inconvenient and 1% find it abusive (Table 3). 

The social performance of MFIs is assessed using measures of depth of outreach, ac-
cess, usage and appropriateness of financial services. The findings on these parameters 
are as follows:

Depth of Outreach Indicators
There is a stark contrast between average loan sizes of different MFIs in Rajasthan 

(Table 4). It varies from Rs. 15,218 (SKS) being smallest to Rs. 40,864 (Ujjivan) being 
the highest. It does reflect in terms of the poverty levels of the clients as well as other 
factors like clientage, lending methodology, MFI category, etc. Even for Ujjivan the me-
dian loan size is lesser (Rs. 30,000) and represents the true picture of the majority of 
the clients. Baring Astha, all others also have median loan size less than the average 
loan size signifying a fair picture of the depth of outreach in the sector as majority of 
clients have lesser loan sizes. Total client indebtedness, however, shows that SKS clients 
have taken good amount of loans from other MFIs resulting in higher indebtedness in 
comparison to average loan size. In terms of total indebtedness, Planned Social Concern 
(PSC) clients have taken lowest amount of total loan and Ujjivan clients have highest 
total loans.

Thus, total indebtedness seems to be better measure of depth of outreach as it takes 
care of other factors affecting the loan amounts given by MFIs. In all the cases, barring 
Ujjivan the total indebtedness is less than the statutory provision of Rs. 50,000. How-
ever, during the data collection period the limit was increased by RBI to Rs. 100,000 and 
that may be the reason for Ujjivan having total indebtedness higher than Rs. 50,000. 
The proportion of clients who are divorced/widows is 6.7%. Ujjivan (3.6%) has the 

Table 4: Depth of Outreach Indicators
MFIs/ Variables	 Sample (N=462)	 Astha (N=50)	 Ujjivan (N=110)	 SKS (N=124)	 PSC (N=101)	 Humana (N=77)

Average Loan size	 25176	 27500	 40864	 15218	 21379	 22273
Median Loan size	 20000	 30000	 30000   	 14959	 14950	 20000
Average Total Client Indebtedness	45497	 47380	 58968	 41177	 33963	 47117
Clients who are widow or divorced	6.7%	 8.0%	 3.6 %	 9.7%	 5.0%	 7.8%
Average Household Income	 219009	 223320	 260727	 196742	 207030	 208182
Average Per capita Income	 48757	 45291	 56283	 47919	 43098	 49028



43Social Bottom Line of Microfinance Institutions: Evidences from Rajasthan

lowest proportion and SKS (9.7%) has the highest proportion of such clients. Average 
Household Income (Rs. 2,19,009) is higher than the statutory limitiii and this seems to be 
violation of the RBI guidelines. It is higher for all the MFIs. Ujjivan (Rs. 2,60,727) serve 
the clients with highest household income and SKS (Rs. 1,96,742) serve the clients with 
lowest income. This shows that the methods used by MFIs for assessing the household 
income are not proper and self-declaration used is not authentic source as there is scope 
for under-reporting of income by the clients or the loan officers so as to clear the loans. 

Overall, in terms of the depth of outreach, MFIs in Rajasthan are not serving the 
client base as prescribed by RBI. Thus, MFIs serve low income clients rather than poor 
clients. However, still in terms of total client indebtedness and loan sizes it can be said 
that MFIs follow the RBI guidelines. But RBI has to work upon revising the household 
income limits to some practical levels so as to allow the correct reporting of income. 

Access and Use of Service Indicators
Most of the MFIs are not able to offer deposit services to their clients as they are not 

allowed under the regulation (Table 5). Astha being a cooperative society can offer de-
posit service to its members. Humana is a Business Correspondent (BC) of Yes Bank and 
hence is offering saving service on its behalf. All the MFIs offer loan insurance to their 
clients as a security. Only PSC does not offer insurance to the clients with loan amounts 
less than Rs. 15,000. In terms of loan usage by the clients themselves there is huge 
variation. On one hand, 60% of Ujjivan clients and on other hand 89.6% of Humana 
clients are using the loan themselves. This may be the result of rural and urban effect as 

Table 5: Access and Use of Service Indicators
MFIs/ Variables	 Sample	 Astha	 Ujjivan	 SKS	 PSC	 Humana  

	 (N=462)	 (N=50)	 (N=110)	 (N=124)	 (N=101)	 (N=77)

Clients using deposit services through MFI	 27.5%	 100.0%	 0%	 0%	 0%	 100.0%
Clients using insurance services through MFI	87.5%	 100.0%	 100.0%	 100.0%	 42.6%	 100.0%
Clients using the loan themselves	 74.7%	 72.0%	 60.0%	 84.7%	 68.3%	 89.6%
Clients using loans from Other MFI/Bank	 66.9%	 68.0%	 65.5%	 67.7%	 56.4%	 80.5%
# Other loans per client	 0.7	 0.8	 0.7	 0.7	 0.6	 1.0
# MFI loans per client	 1.2	 1.0	 1.0	 1.7	 1.0	 1.1
# Total loans per client	 1.9	 1.8	 1.7	 2.4	 1.6	 2.1
Amount of other Loan as a proportion of MFI Loan	0.8	 0.7	 0.6	 0.8	 0.7	 1.0
Total indebtedness per client	 45497	 47380	 58967	 41177	 33963	 47117
Clients with total indebtedness more than 50000	30.1%	36.0%	 51.8%	 21.8%	 9.9%	 35.1%
Clients with loan from more than 2 MFIs	 5.8%	 12.0%	 2.7%	 5.7%	 2.0%	 11.7%
Clients using Loan only for the IGA	 34.4%	 32.0%	 44.6%	 32.3%	 30.7%	 29.9%
Clients using Loan not for IGA	 13.2%	 26.0%	 12.7%	 8.1%	 11.9%	 15.6%
Clients having Bank Accounts	 95.2%	 80.0%	 93.6%	 96.0%	 100%	 100%
Clients having Bank/Insurer Insurance	 55.6%	 62.0%	 76.4%	 53.2%	 32.7%	 55.8%
Clients using Informal Loans	 29.7%	 32.0%	 16.4%	 35.5%	 25.7%	 42.9%
Clients having multiple Loans of the same type  
from the MFI	 17.3%	 2.0%	 0.0%	 56.5%	 0.0%	 11.7%
Client indebtedness as a proportion of  
household income	 23.0%	 22.9%	 23.3%	 23.9%	 18.6%	 27.1%
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Ujjivan clients are all in urban areas and most of the Humana clients are in rural areas 
and women in rural areas mostly use the loan themselves for cattle rearing, unlike in 
urban areas where loans are mostly used for retail and trading.

Two in every three clients (66.9%) from the entire sample are using loans from other 
MFIs or banks. This is highest for Humana (80.5%) and lowest for PSC (56.4%). This 
may be the result of the concentration of MFIs in a particular region. Humana is working 
in Alwar district where the concentration of MFIs is very high and PSC is working in ar-
eas where population is spread out and not many MFIs are working. For Humana other 
loan amount is almost similar to the MFI loan amount. For the entire sample there are 
around two loan accounts per client with total indebtedness of Rs. 45,497. Ujjivan clients 
are having only 1.68 loan accounts per clients but their total indebtedness is highest at 
Rs. 58,967 while SKS with 2.39 loan accounts per client is having total indebtedness of 
only Rs. 41,030. PSC clients with lowest loan accounts per client (1.6) are also having the 
lowest total indebtedness (Rs. 33,963).

MFI loan accounts per client are highest for SKS (1.7) and lowest for Ujjivan (1) and PSC 
(1). This is due to the fact that SKS mostly give smaller loan amounts to clients and then 
provide any additional top-up loans if they require. PSC is having a policy of single loan 
and Ujjivan provides sufficient loan amounts for the satisfaction of clients. 30.1% of clients 
from the sample have total indebtedness higher than Rs. 50,000 which was the statutory 
limit at the time of data collection. This may be the result of increase in the limit to Rs. 
1,00,000 by RBI during the data collection period in April 2015 or may also be the result 
of clients able to overcome the credit bureau check by using different identities for taking 
loans from various MFIs. 5.8% of the clients are having loans from more than two MFIs 
which is again a violation as per RBI guideline where a client can take loans from only 
two MFIs at any time. However, again the results vary with PSC having only 2.0% and 
Astha having 12% of clients with loans from more than two MFIs. Astha being a coopera-
tive society, however, does not directly come under the regulation of the RBI guidelines.

As many as 34.4% of the clients are using loans only for the income generating 
activity. Thus, around two in every three clients are using loan for other activities; 
13.2% of clients are using loans not-for- income generating activity. All the loans which 
were covered as part of the study were income generating loans and hence it can be said 
that MFIs are not serious in loan utilisation checks (LUCs). About 95.2% of clients are 
having bank accounts and 55.6% of clients have bank/insurer insurance other than the 
loan insurance. 

However, the most distressing finding is that 29.7% of clients are using informal loans 
which are not recorded in the credit bureau data. However, Ujjivan has only 16.4% 
of clients with informal loans which is due to the fact that it offers diversity of loan 
products and sufficient loan amounts. Usually the loans from informal sources are taken 
for marriage, house construction or for medical expenses. 17.3% of clients are having 
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multiple loans of the same type from the MFI. Two MFIs, Humana and SKS have the 
policy of multiple loans for income generation. Client indebtedness as a proportion of 
household income (23.0) for the sample is good and looks as if clients will not have 
difficulty in repayments.

Thus, in terms of ‘access of services’, all the MFIs, barring Ujjivan, offer only income 
generation loans, all the MFIs offer compulsory insurance and barring Astha and Hu-
mana most of the MFIs do not offer deposit service. Clients are having access to loans 
from multiple MFIs in order to fulfill their demand. The other loan amount is also sig-
nificant with total loan amount not exceeding the limit of Rs. 50,000. However, some 
of the clients have total loan amount exceeding Rs. 50,000 and some have taken loans 
from more than two MFIs. Almost all the clients of microfinance have bank accounts 
and around half of them have some sort of insurance other than loan insurance. Still, 
a significant proportion of clients rely on the informal sources of credit. They may take 
such loans for emergency requirements, for events or if they require larger loans for 
longer duration as they can pay back such loans as per their convenience. The practice 
of multiple loans is very rare with only two MFIs giving multiple loans for the same 
purpose. The amount of the loans given by the MFIs is not very high as reflected by the 
low value of client indebtedness as a proportion of household income. This shows that 
either the loan limits are very strict or that the MFIs under-report the household income 
of the clients.

In terms of ‘usage of services’, two in every three clients are using loan for purposes 
other than income generation, when loans are given only for the income generation. 
This reflects poorly on the loan utilisation checks (LUCs) adopted by the MFIs. They 
conduct it merely as a formality. Three in every four clients are using the loan them-
selves which is a good practice showing women empowerment and their involvement in 
income generation.

Appropriateness of Products and Services	
Client satisfaction scores are high on cost of loan, maturity of loan, guarantee/guaran-

tor requirements, lending methodology, prepayment condition and collection practices 
(Table 6). However, Astha performs very low on cost of the loan (2.4) and collection 
practices (2.8). Client satisfaction scores are not so high on product variety with only ex-
ception being Ujjivan (3.8) which offers different types of loans as per the requirements 
of the clients. MFIs perform very low in terms of client satisfaction on loan amount (2.8) 
again the exception is Ujjivan (3.4) with loan amounts as high as Rs. 1,00,000. Client 
satisfaction scores are not so high on repayment frequency with SKS (2.8) and Humana 
(2.7) having low scores. Client satisfaction scores are not so high on disbursement and 
availability of loan with Humana (2.2) performing very low. MFIs also perform not so 
well on compatibility of repayment with income generation, again with Humana (2.7) 
having major problems. 
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Thus, it is seen that with the introduction of RBI guidelines in the sector post 2010 cri-
sis, clients are satisfied with the cost of the loan, maturity of loan, prepayment condition 
and collection practices. The sector now has a rate of interest which is linked to the cost 
of funds. This has resulted in a series of voluntary reductions in the interest rate by MFIs. 
The loan maturity varying from 1-2 years depending upon the amount of loan is also de-
fined by RBI. RBI guidelines mandate MFIs not to charge prepayment penalties and not 
to adhere to any sort of abusive and exploitative collection practices. These guidelines 
have resulted into better operational practices and satisfaction level among clients. The 
only exception being Astha cooperative society which does not fall under the RBI regula-
tion and hence clients are not satisfied on the cost of loan and collection practices. 

The sector as a whole needs to improve itself on providing product variety, options 
of repayment frequency, faster disbursement and availability of loan. It was found that 
none of the MFIs give the clients the option to choose the repayment frequency which 
is against the RBI guidelines. During the data collection period RBI has increased the 
maximum loan amount from Rs. 50,000 to Rs. 1,00,000 giving the clients a hope to get 
bigger loan for fulfilling their demands. 

Client satisfaction scores are high on treatment by program staff, reliability of service 
and transparency in service. However, the exception being Astha which performs low on 
all these customer service parameters. MFIs perform not so high on timeliness and avail-
ability of service with Humana performing very low on these parameters. Overall, MFIs 
perform very low on customer feedback and cost/conditions of service. However, Ujjivan 
and SKS are the exceptions. In terms of overall service experience, For-Profit MFIs, 
SKS and Ujjivan, performs much better than Not-For-Profit MFIs and Astha Cooperative 
Society (Table 7).

With the increasing competition and introduction of uniform code of conduct, the 
sector has seen improvement in customer service standards and practices. However, Co-

Table 6: Client Satisfaction on Product Parameters (on a scale of 1-5)
MFIs	 Sample (N=462)	 Astha (N=50)	 Ujjivan (N=110)	 SKS (N=124)	 PSC (N=101)	 Humana (N=77)

Product Parameters	 Client Satisfaction scores on the product parameters
Product Variety	 3.3	 3.0	 3.8	 3.2	 3.1	 3.1
Loan Amount	 2.8	 3.1	 3.4	 2.7	 2.6	 2.2
Cost of Loan	 3.7	 2.4	 3.9	 4.1	 3.8	 3.8
Maturity of Loan	 3.9	 3.9	 3.7	 4.0	 3.7	 4.0
Repayment Frequency	 3.2	 4.1	 3.8	 2.8	 3.1	 2.7
Guarantee/Guarantor requirement	3.9	 3.4	 4.0	 4.0	 3.6	 4.0
Disbursement of Loan	 3.5	 4.0	 3.7	 3.6	 3.8	 2.2
Availability of Loan	 3.5	 3.8	 3.6	 3.6	 4.1	 2.2
Compatibility of repayment with  
income generation	 3.4	 3.9	 3.9	 3.1	 3.5	 2.7
Lending methodology	 3.7	 3.5	 3.8	 3.9	 3.4	 4.0
Prepayment condition	 4.1	 3.9	 4.1	 4.3	 4.0	 4.0
Linked products	 3.7	 2.4	 3.9	 3.9	 3.7	 4.0
Collection practices	 3.8	 2.8	 3.8	 4.1	 4.1	 3.8
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operative Societies being different entities not falling under RBI regulation and sector 
code of conduct are found short on such practices as shown by the client satisfaction 
scores of Astha.

Conclusion
In this study depth of outreach, access, usage and appropriateness of products and 

services were used for measuring the social performance of MFIs in Rajasthan. Five 
MFIs from Rajasthan were taken as a representative sample of different categories of 
MFIs viz., For-Profit, Not-For-Profit and Co-operative Society. The data of 462 clients 
from these MFIs was analyzed. The main findings of the study are as follows:
● 	 Majority of clients are not satisfied with the loan amounts as they find it inad-

equate to fulfill their requirements. Clients are having access to loans from mul-
tiple MFIs in order to fulfill their demands. The other loan amount is also signifi-
cant. However, some of the clients have total loan amount exceeding Rs. 50,000 
and some have taken loans from more than 2 MFIs. This was a clear violation of 
RBI guidelines prior to increase in the credit limit to Rs. 1,00,000. This shows that 
some of the clients have been successful in overcoming the credit bureau check by 
using multiple identities.

● 	 Clients looking for loans for requirements other than income generation like 
marriages, funeral or medical expenses do not get such loans in the microfinance 
sector and hence resort to informal sources of loans. They need higher loans for 
such purposes with flexible repayment options. This is also reflected in many 
clients been dissatisfied with the product variety, loan amounts and repayment 
frequency offered by MFIs.

● 	 The microfinance sector has seen repayment frequency moving from weekly mode 
to monthly mode with many clients finding weekly and fortnightly repayment 
frequency to be very high and not compatible with their income generating 
activity. Though there is a provision of choice of repayment frequency to the 
clients mandated by the RBI, none of the MFIs are following this.

Table 7: Client Satisfaction on Customer Service Parameters (on a scale 1-5)

MFIs	 Sample (N=462)	 Astha (N=50)	 Ujjivan (N=110)	 SKS (N=124)	 PSC (N=101)	 Humana (N=77)

Customer Service Parameters	 Client Satisfaction scores on the customer service parameters
Treatment by program staff	 3.8	 3.5	 3.9	 3.9	 3.9	 3.6
Timeliness of service	 3.5	 3.3	 3.7	 3.7	 3.5	 2.9
Ease of use of service	 3.6	 3.4	 3.8	 3.8	 3.6	 3.1
Availability of service	 3.5	 2.9	 3.8	 3.7	 3.7	 2.8
Cost of service/conditions necessary  
to obtain the service	 3.1	 2.8	 3.3	 3.3	 2.7	 3.1
Customer feedback	 3.0	 2.1	 3.5	 3.3	 2.5	 2.9
Transparency in service	 3.7	 2.5	 3.8	 4.0	 3.9	 3.9
Reliability of service	 3.8	 3.2	 3.8	 4.0	 3.9	 3.9
Overall Experience	 3.6	 3.2	 3.7	 3.8	 3.7	 3.6
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● 	 The microfinance sector has seen interest rates declining with the deregulation of 
interest rates linking them to the cost of funds. Also there is limit by RBI on the 
processing fees to be charged to the clients. Only one in every ten clients find the 
cost of loan to be high.

● 	 The microfinance sector still has procedural delays in loan approval and 
disbursement. MFIs have to work upon reducing the loan approval and 
disbursement period as many clients are not satisfied with this. Also there are 
instances of MFI staff not properly communicating to the clients about rejection 
of their loans owing to the negative credit bureau results. In some of the cases the 
loan disbursement is made after one month of the loan application.

● 	 Not many MFIs in the sector have the provision of individual loans and hence 
the regular clients requiring higher loans find it difficult to continue and have to 
resort to loans from multiple MFIs. Some of the clients also find the group loans 
to be risky and compulsory meetings to be time consuming.

● 	 With the increasing competition and introduction of uniform code of conduct, 
the sector has seen improvement in customer service standards and practices. 
However, Cooperative Societies not falling under the regulation resort to practices 
which are prohibited by RBI like compulsory deposits, processing fees higher than 
1% of the loan amount, interest rate in the range of 30-40% and even higher, no 
code of conduct, no sharing of client data with credit bureaus, etc.

● 	 Majority of the clients are using loan for purposes other than income genera-
tion when loans are given only for the income generation purposes. This reflects 
poorly on the loan utilisation checks (LUCs) adopted by the MFIs. Majority of 
clients are using the loan themselves which is a good practice showing women 
empowerment and their participation in the household income generation.

● 	 Almost all the clients of microfinance have bank accounts and around half of 
them have some sort of insurance other than loan insurance. This shows financial 
awareness of the microfinance clients and the need for MFIs to provide non-credit 
services.

● 	 The amount of the loans taken by clients in the sector is not very high as reflected 
by the low value of client indebtedness as a proportion of household income. This 
may be the result of under-reporting of income by the clients or loan officers.  

● 	 MFIs in Rajasthan are not serving the client base as prescribed by RBI, i.e., rural 
households with income below Rs. 1,00,000 and urban households with income 
below Rs. 1,60,000. Thus, MFIs serve low income clients rather than poor clients.  
RBI has to work upon revising the household income limit to some practical levels 
that would allow the correct reporting of income. 
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Policy Implications
Regulation of MFIs has been a topic of debate ever since the microfinance crisis 

erupted in Andhra Pradesh. Since then, a lot has been done for the protection of cli-
ents and the development of the sector. However, still the sector is plagued with many 
wrong practices such as violation of the RBI guidelines related to repayment frequency, 
total loan amount, loans from number of MFIs, loan utilisation, etc. The self-regulatory 
organisations (SROs), Microfinance Institutions Network (MFIN) and Sa-Dhan can play 
a crucial role in controlling such practices. There is a need for regulatory framework for 
the sector which allows for saving products to be offered by MFIs and all categories of 
institutions, including Cooperative Societies to be brought under the supervision of the 
regulator. In addition to this, the system of credit check should be made fool proof as 
some of the clients are able to bypass it using multiple identity cards. The role of Aad-
haar card as a unique identifier will be very crucial in overcoming such problems.RBI 
also needs to revise its guidelines related to the maximum client indebtedness, house-
hold income limit and income generation criteria regularly so as to make it relevant for 
the poor who needs access to financial services.

Notes
i. 	 The Social Performance Task Force (SPTF) is a non-profit membership organization 

with more than 2,700 members from all over the world. In 2012, the SPTF released the 
Universal Standards for Social Performance Management (USSPM), a comprehensive 
manual of best SPM practices, to serve as a resource for all financial service providers 
with social goals. 

ii. 	 As per the new Companies Act 2013, Section 25 has now become Section 8
iii. 	The statutory limits revised by RBI in April’2015 are Rs. 1,00,000 for rural areas and 

1,60,000 for urban areas.
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Abstract
Financial inclusion facilitates efficient allocation of resources 

through minimisation of informal sources of credit. Adoption 
of appropriate technologies with effective credit delivery 
mechanism enables the financial institutions to provide financial 
services to unbanked poor at an affordable cost. Further, it also 
enables financial institutions to increase overall competitiveness 
of the economy and productivity through efficient allocation 
of resources. Microfinance through Self-Help Group (SHG) 
bank linkage model can provide an alternative mechanism to 
extend financial outreach to unbanked rural masses. In India, 
the Microfinance sector started getting recognition after the 
launch of the SHG linkage model in the year 1992. 

The present paper attempts to examine the role of microfi-
nance through SHGs on financial inclusion across 25 states of 
India for the period of 2006 to 2010. This paper also tries to 
look into the role of other socio-economic factors in achieving 
financial inclusion through empirical analysis. The results ob-
tained from panel data analysis demonstrates a positive impact 
of SHG-Bank linkage model on financial inclusion. Besides, the 
results also shed light about the role of other socio-economic 
factors which act as facilitators for achieving higher level of 
financial inclusion.

Introduction
Indian economy continues to suffer from the problems of 

poverty, sectoral divergences in growth, unemployment and 
a poor progress of various socio-economic indicators, despite 
of higher economic growth in the recent past. Attaining full 
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financial inclusion is today one of the biggest challenges for Indian formal banking 
system. ‘Financial inclusion’ is the process of ensuring access to financial services, time-
ly and adequate credit whereever needed by vulnerable groups at an affordable cost. 
Financial inclusion also facilitates efficient allocation of resources and enables the econ-
omy to maximise welfare by reducing the spread of informal source of avenues. Greater 
financial inclusion is a catalyst for accelerating the inclusive growth (economic growth 
with equity), which was one of the major objectives of Eleventh Five Year Plan. Without 
an inclusive financial system, poor individuals and small enterprises have to rely on 
their limited savings and earnings to invest in their education and entrepreneurship to 
take advantages of growth opportunities. Hence, financial development is considered as 
one of the important determinants of economic growth. In fact, the strong relationship 
between financial development and economic growth is also well documented in many 
literatures (King and Levine, 1993; Beck et al, 2000; Beck et al, 2004; Levine, 2005; 
Demirgüç-Kunt et al, 2008). Studies like Beck et al (2004) and Demirgüç-Kunt et al 
(2008) also had a favourable view on the role of a developed financial system in mobi-
lisation of resources, facilitating capital formation, improving investment efficiency and 
promoting technological innovations. On the other hand, economic growth also creates 
demand for financial services and thereby, leads to greater financial sector development. 
In this perspective, many empirical studies have been conducted and they have opined 
that there may be a bi-directional causal relationship between economic growth and 
financial sector development. Keeping in view the relevance of financial inclusion in the 
context of inclusive growth, there is a rapid thrust for financial inclusion, more so in 
emerging economies, such as, India. In more recent years the debate has expanded to 
include the notion of financial “exclusion” as a barrier to economic development and 
the need to build inclusive financial systems (Beck et al., 2008). Accordingly, financial 
sector reforms that promote financial inclusion are increasingly at the core of the 
development agenda for policy makers and development institutions at national and 
international level. In fact, there is a severe gap between the prevailing and desired 
levels of financial access which needs special attention. Financial inclusion is not just 
a socio-political imperative but also an economic one. Therefore, financial inclusion 
assumes greater importance in a developing country like India. The overall strategy 
for financial inclusion, especially amongst the poor and unbanked segments of the 
population should design ways and means to fine tune the existing business delivery 
mechanism, as well as endeavour for evolution of new models for extending financial 
outreach. In this context, microfinance has developed as an alternative channel to 
provide financial services to large sections of the society. In India, the microfinance 
sector started getting recognition after the launch of the SHG-Bank linkage model in 
the year 1992. SHG-Bank Linkage Programme (SBLP) has evolved to become the larg-
est microfinance model in India.
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The present paper aims to 1) look into the role of SBLP in achieving financial inclusion 
across various states of the country and 2) examine the role of other socio-economic fac-
tors in achieving financial inclusion through empirical analysis.

Background of the Study
As per the Global Partnership for Financial Inclusion (GPFI) Report (2013), half of all 

adults globally (an estimated 2.5 billion people) are still excluded from formal financial 
services in terms of having a savings or credit account with a formal institution. In 
emerging markets, the challenge is even greater: almost three in four adults do not 
have an account at a formal financial institution. The relationship between inclusive 
growth and financial inclusion has been well recognised in India’s development strategy. 
Financial inclusion can create win-win environment for both customer as well as 
financial institution in an economy (Thorat, 2006).  It not only enables clients in availing 
various kinds of financial products for productive purposes but also enables government 
to use the bank accounts of people for providing various social security services to the 
vulnerable sections of society. As per population census 2011, only 58.7% of households 
are availing banking services in India. In terms of availing banking services, there has 
been significant improvement in comparison to 2001 census data (Figure 1). 

In spite of Indian banking sector having witnessed a spectacular progress in spread 
of banking network and extending financial outreach across the country in the recent 
past, the relative decline in the supply of credit in rural areas poses the biggest chal-
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lenge to achieve hundred percent financial inclusion for the Indian formal financial 
system. Impediments and higher cost of access to adequate financial services like credit, 
insurances, and remittances to majority of the population are major roadblocks for the 
growth of primary sectors like agriculture. In this context, microfinance can be con-
ceived as an alternative model to bridge the gap which could not be filled up by formal 
banking system. In India, the SHG bank linkage model has emerged as the dominant 
model in terms of number of borrowers and loan outstanding. In terms of coverage, 
this model is considered to be the largest microfinance programme in the world. The 
microfinance sector started getting recognition in India after the launch of the SBLP in 
early 1990’s. Internationally, however, a lot of groundwork and efforts were made since 
the 1980s, which set a backdrop for microfinance efforts in India. SHG linkage model 
is one of the indigenously developed and successfully operated models of microfinance 
in India. On an average SHG consists of 15-20 members. It has been demonstrated that 
group lending rather than individual lending ensures high rate of repayment as the 
other members of group act as a catalyst for repayment of loans. Hence, SHG also acts 
as a form of “social collateral.” So far as financial strategies of SHGs are concerned, com-
mercial banks, regional rural banks and cooperative banks primarily fund the SBLP, and 
National Bank for Agriculture and Rural Development (NABARD) in turn re-finances 
them. The SHG model also facilitates to reduce transaction costs, facilitates proper mon-
itoring of funds by group members, economic empowerment of SHG members by collec-
tive decision making. In fact, previously various studies highlighted the positive impact 
of the SHG bank linkage on poverty reduction (Khandker, 2005; Aghion and Morduch, 
2000; Imai et.al, 2010), favourable impact on household income, education and health 
(Puhazhendi and Satyasai, 2000; Puhazhendi and Badatya, 2002; Sanghwan, 2006; De 
Silva 2012), reduction of vulnerability (Swain and Floro, 2007) and improving access to 
finance (Shetty and Veerashekharappa, 2009).

Considering the wide coverage and success of SBLP, this study aims at focusing on 
the role of SHG bank linkage model for achieving financial inclusion. Initially, the role 
of SBLP on the level of financial inclusion has been examined by taking into account the 
cross sectional data for one year, i.e., 2008 covering 18 major states. Other than SHG 
variables, the impact of various important socio economic parameters, viz., primary 
literacy, branch density, tele density has also been assessed using ordinary least squares 
method. The result obtained through ordinary least squares method for the cross sec-
tional data exhibited a positive and significant impact of SBLP on financial inclusion in 
India. The result also revealed a positive impact of technological progress and financial 
literacy on financial inclusion whereas branch density (population per branch) exhibited 
an inverse relationship with financial inclusion. The results obtained from cross sectional 
data analysis led to further investigate the impact of SHG led microfinance on the level 
of financial inclusion over a period of time. Keeping in view of the importance of credit 
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from the developmental perspective and spectacular progress of microfinance through 
SHG Bank linkage and based upon pilot study results, the role of SBLP on financial 
inclusion of 25 states has been studied. In the cross sectional data analysis, four major 
independent variables were considered whereas in panel data analysis, the impact of 
other independent factors, viz, banking presence, infrastructure, socio-economic char-
acteristics on financial inclusion has been captured. The analysis gives a better insight 
into the role of microfinance along with other socio-economic parameters on the level of 
financial inclusion. The study primarily relies on secondary sources of data. Secondary 
data for the study have been collected from various sources like Census of India, various 
reports published by Reserve Bank of India (RBI), NABARD, Ministry of Statistics and 
Programme Implementation (MOSPI).

Previously, Kumar (2013) attempted to study the determinants of financial inclusion 
for Indian states using panel data approach. The study had utilised state level panel data 
spanning over a period of 1995 to 2008 for measuring the role of various determinants 
of financial inclusion in Indian states. The study observed a beneficial impact of average 
population per branch and level of income on deposit and credit penetration. Besides it 
also validated the importance of prevailing regional economic conditions on financial 
inclusion. To the best of author’s knowledge, this is the first panel data study conducted 
to examine the determinants of financial inclusion with special reference to the role of 
SHG bank linkage across Indian states. Since, access to credit plays a vital role in under-
taking income generating activities, wealth creation and smoothening of consumption 
patterns, the credit aspect of financial inclusion has been considered as dependent vari-
able. Besides, the study has focused upon both widening and deepening aspect of credit 
with reference to only small borrower accounts. In view of the relevance of various socio 
economic factors, various exogenous variables have been incorporated while studying 
the role of SHG Bank linkage model on financial inclusion. The detailed explanation on 
data and results are given in the following sections.

Econometric Model and Methodology
Owing to limitations in pooled data analysis, observations of an individual year may 

not be independent and the ordinary least squares method may provide biased estimates. 
Hence, panel data technique has been employed to control for the fixed or random in-
dividual differences. Using data for 25 states and five years, the hypothesis that SBLP 
has a positive impact on financial inclusion has been tested. Further, Hausman test is 
conducted to find the appropriateness of the fixed or the random effect model. The basic 
functional form of panel data equation is as follows.

Cwit=a+bXit+ eit + mi  ......................... [1]
Cdit=a+bXit+ eit + mi  ......................... [2]
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Here Cwit (credit widening) and Cdit(credit deepening) are endogenous variables for 
ith state and t time period. “α” stands for the intercept term and Xit is the matrix of 
exogenous variables. β is the vector of associated parameters of exogenous variable. im
is treated as a random variable with a specified probability distribution (usually normal, 
homoskedastic, and independent of all measured variables) in case of random effects 
model, whereas a set of fixed parameters in case of fixed effects model. εit is the usual 
stochastic disturbance term following normal distribution with mean 0 and variance σ2.

Separate regressions are carried out for credit widening and credit deepening. 
The common set of exogenous variables are branch density, geographical branch 
penetrations, postal area served, degree of road density, tele density, etc. Infrastructure 
development is the key to economic development. Besides banking parameters, the 
model has incorporated the role of infrastructure factors like road, postal network, and 
technological progress (tele-density) upon the progress of financial inclusion. This study 
is different from other studies as it has considered both banking as well as socio-economic 
factors like literacy, road density and postal density to study the effects of determinants 
of financial inclusion across various Indian states. The detailed descriptions of variables 
are given in Table 1.

Description of Variables
The selection of independent variables is based on the earlier studies (Sharma 

2008, Kumar 2013) pertaining to Microfinance and financial inclusion. The num-
ber of small credit accounts in rural areas per 1,000 persons and average amount 
of loan outstanding (pertaining to small borrowers in rural areas) have been taken 

Table 1: Description of Variables
Variables	 Notation used	 Source of data	 Expected Sign

No. Of credit accounts per 1000 persons		  RBI, Census of India population projection 
(Pertaining to small borrowers) in rural areas.	 Cw	 (2008)	
Amount of loan disbursed per 1000 persons.		 RBI, Census of India population projection 
(Pertaining to small borrowers) in rural areas.	 Cd	 (2008).	
Branch density(population per branch)	 B_d	 RBI, Census of India population projection  
		  (2008).	 –
No of SHGs having access to credit accounts		 Report on status of Microfinance in India,  
per 1000 persons 	 Shg_w	 NABARD, India Stat 	 +
Tele density (No of telecom subscribers 		  MOSPI, GOI	 + 
per 100 persons)	 T_d	
Average amount of outstanding for SHG loans 	 Report on status of Microfinance in India, 
per 1000 persons.	 Shg_d	 NABARD, India Stat	 +
Postal area served per square kilometre	 p_d	 MOSPI,GOI	 -
Natural log of Road Density per 1000 Km2	Lnroad	 MOSPI,GOI	 +
Credit–Nsdp ratio	 c_ gdp	 RBI	 +
Geographic branch penetration	 g_ bp	 RBI	 -
Literacy rate	 Lit	 MOSPI,GOI	 +
Credit deposit ratio	 C_d	 RBI	 +
Source: Banking Statistical Returns (BSR), Reserve Bank of India (RBI).
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as two dependent variables in the model. Figure 2 depicts a wide variation with 
respect to progress of small borrowers account across various states from the years 
2006 to 2010. Assam, Madhya Pradesh, Chhattisgarh, Bihar, West Bengal have 
relatively lesser number of small borrower accounts per 1000 persons in rural 
areas compared to states like Karnataka, Andhra Pradesh, Orissa, Tamil Nadu.

Figure 2: Trend in Number of Small Borrower Accounts in Rural Areas per 1000 Persons 
across Various States over the Period 2006 to 2010

Source: BSR Report, RBI 

Figure 3: Comparison of the Number of Small Borrower Accounts Vs Average Loan Outstanding for Small 
Borrower Accounts in Rural Areas in a Few Selected States as on March 2013 

Source: BSR Reports, RBI. 
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Further, from Figure 3, it is observed that the states having higher number of small bor-
rower accounts, also witnessed a better performance with respect to the amount of loan 
outstanding. States like Assam and Bihar which have a lower number of small borrower 
accounts per 1,000 people have lesser amount of loan outstanding per 1,000 people.

The independent factors considered for analysis include tele density, number of 
SHGs provided with credit per 1,000 persons, demographic branch penetrations, and 
geographic branch penetrations, postal area served per square kilometre, Credit-Net 
State Domestic Product (NSDP) ratio and road density. Tele-density has been considered 
for evaluating the effect of technological progress across various states. The share of 
credit to total NSDP of the state is explained by Credit-Gross Domestic Product (GDP) 
ratio. This is commonly used as a measure of financial sector development. Levine 
(1999) and Calderon and Liu (2003) used credit to GDP ratio as a measure of financial 
sector development. Assuming higher credit NSDP ratio may lead to better financial 
sector development and thereby create better environment for financial inclusion, the 
same is chosen as one of the variables for the model. Geographical branch penetrations 
and demographic branch density are calculated in terms of population per branch and 
number of rural branches per square kilometer respectively. With regard to branch 
density, it can be observed that over the years 2006 to 2010, the population per branch

for various states has decreased which indicates that more number of bank branches are 
being set up to cater to the needs of the existing population (Figure 4). The declining 

Figure 4: Trend of Population per Bank Branch in Selected States over the Period 2006 to 2010 
 

Source: BSR Reports, RBI. 

0

5000

10000

15000

20000

25000

30000

2006 2007 2008 2009 2010



THE MICROFINANCE REVIEW  •  Volume VIII(1)  January - June 201658

trend in population per branch is an indication of improvement in the level of financial 
inclusion. 

Number of SHGs provided with loan per 1,000 persons represents the proxy variable 
for microfinance, as SHG bank linkage model is considered as the largest microfinance 
model in the world. The variables like the road density are used to study the role of 
infrastructure in enhancing the accessibility of financial services to common masses. 
Further, the study also factored in the role of postal services in providing financial ser-
vices by taking postal area served per square kilometre as an independent variable in 
the model. The logic behind considering postal area network as an independent vari-
able is that in India, many rural areas are still deprived of formal banking facilities and 
people avail the financial services which are provided by their local post offices. Even it 
has been noticed that rural masses are more comfortable to keep their savings in post 
offices rather than in banks. In the recent years, Government of India has taken various 
initiatives to extend financial outreach to unbanked population through post offices. 
Therefore, significant proportions of rural population continue to avail the financial 
services provided by the post offices. 

Empirical Results
Before running the econometric model, the correlation between various independent 

variables has been examined. In fact, no significant correlation between various inde-
pendent variables was observed (Table 2).

The empirical results of two models are given in Tables 3 and 4. For choosing the 
appropriate fixed effect or random effects model for (1) and (2), the Hausman test was 
used (Greene, 2002; Baltagi, 2005; Gujarati and Sangeetha, 2007). Based on the Hausman 
test result, the random effect model was selected for model (1). The F test indicates that 
the overall model is significant at 1%. The results depict a positive and significant im-
pact (at 1% level) of the number of SHGs having access to credit upon credit widening. 
As expected, branch density has a negative impact on financial inclusion (significant 
at 1% level). Branch density is considered as one of the important determinants of 
financial inclusion. The inverse relationship between credit widening (Cw) and popu-

Table 2: Correlation Matrix
 	 B_d	 C_gdp	 p_d	 T_d	 Lit	 Shg_w	 lnroad	 C_d	 g_bp

B_d	 1	  	  	  	  	  	  	  	  
C_gdp	 -0.414	 1	  	  	  	  	  	  	  
p_d	 0.082	 -0.298	 1	  	  	  	  	  	  
T_d	 -0.545	 0.678	 -0.262	 1	  	  	  	  	  
Lit	 -0.453	 0.312	 -0.18	 0.431	 1	  	  	  	  
Shg_w	 -0.192	 0.069	 -0.223	 0.074	 -0.009	 1	  	  	  
Lnroad	 -0.035	 0.455	 -0.696	 0.478	 0.391	 0.158	 1	  	  
C_d	 -0.335	 0.550	 -0.363	 0.250	 0.145	 0.471	 0.185	 1	  
g_bp	 -0.131	 0.464	 -0.628	 0.476	 0.108	 -0.115	 0.685	 0.070	 1
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lation per branch shows that expansion of branches leads to greater level of financial 
inclusion. Since, financial literacy possesses a prime role in financial inclusion drive, 
literacy has been used as the proxy variable for financial literacy. This has a positive 
and significant impact on financial inclusion. With respect to credit deposit ratio, there 
exists a positive relationship with credit widening. Besides, the infrastructure variables 
like tele density and road density indicates a positive (though not significant) impact 
on credit widening. The geographical penetration (g_bp)t is expected to have positive 
impact on credit widening but the random effects model witnessed an inverse relation-
ship between geographic branch penetration (g_bp)  and credit widening (Cw). This 
may be attributed to host of other factors. In absolute terms, the number of branch-
es and number of credit accounts for small borrowers are observed to be increasing 
across various states over a period of time. However, the ratio of number of small bor-
rower’s credit accounts to number of branches witnessed a declining trend for various 
states (Figure 5). The lower growth of small credit accounts compared to number of 
branches may be one of the factors leading to negative relationship between geographi-
cal branch density  and credit widening. Modified Wald test for group-wise heterosce-
dasticity test and Wooldridge test for autocorrelation were carried out for both models 
to test for heteroscedasticity and autocorrelation in the model. Since there is a pres-
ence of heteroscedasticity and autocorrelation, FGLS method was used to correct the 
heteroscedasticity and autocorrelation problems. After remediation of heteroscedasticity 
and autocorrelation, both credit deepening and literacy showed a positive and significant 

Figure 5: Trend of   Ratio of Number of Small Borrower Accounts in Rural Branches  
and the Number of  New Bank  Branches in Terms of  Geographic Area 

Source:  BSR Reports, RBI
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impact at 10% level whereas spread of SHGs (shg_w) showed positive and significant 
impact on credit widening. These results confirm that proliferation in the number of 
SHGs with access to credit has the potential to speed up the level of financial inclusion 
across states. Besides, it also indicates that higher credit deposit ratio facilitates better 
financial inclusion through increase in credit penetrations. Similarly, larger the degree 
of literacy, greater the improvement in the level of financial inclusion.

Model 2 estimates the determinants of financial inclusion in terms of credit deepening.  
In case of equation (2), R2 is 0.81. This shows that the 81% of the variation in dependent 
variable is explained by independent variables. Here, the amount of loan disbursed per 
1000 persons is taken as the measure of credit deepening (Cd).To find out appropriate 
model, similar approach (Hausman test) as followed in model 1 was used. The Hausman 
test results indicated that fixed effects models is more appropriate. As mentioned in the 
Table 4, average loan outstanding per SHG member (Shg_d) and teledensity have a posi-
tive and significant impact on the variable credit deepening (Cd). Since there is a pres-
ence of heteroscedasticity, FGLS was used to correct the problem. As expected branch 
density (B_d) has a negative and significant impact on the dependent variable, credit 
deepening. After correction of heteroscedasticity through FGLS, the credit–NSDP ratio, 
though not significant, exhibited negative relationship in credit widening model. This 
may be due to continuous decline in ratio of small credit outstanding to total credit out-
standing in rural area (Figure 6). That  means that in spite of government effort in prior-

Table 3:  Dependent Variable: Number of Small Credit Accounts per 1000 Persons
Independent Variables	 Pooled	 Fixed Effects	 Random  Effects	 GLS Corrected for 		
				    Hetroscedasticity

g_bp	 -2.09e-06   	 -.0000168   	 -.0000118 	 -.0019088
	 (.0000162)	 (7.18e-06)**	 (6.65e-06) ***	    (.0009471)**
T_d	 .00004                 	 000043	 .0000325 	 .0000261
	 (.0000553)  	  (.0000222)***	   (.0000184)***	     (.000059)
p_d	 -.0000704   	 .0055721	 -.0001132	 -.0011341
	 (.0000365)***	    (.0045998)	   .0000793	    (.0006883)***
C_gdp	 -.0066557   	 .0020844	 .0000589	 -.0008374
	 (.0033361)**	    (.0023103)	    (.0022676)	    (.0043393)
B_d	 -6.91e-07  	 -4.98e-07 	 -6.99e-07 	 -2.63e-06 
	 (2.11e-07)*	 (4.18e-07)	 (3.14e-07)**	 (2.03e-06)
Shg_w	 .0073692   	 .000814	 .0009879	 .0035218 
	 (.0009316)*	    (.0003366)**	    (.0003457)*	   (.0019087)***
C_d	 .0003123   	 .0083328	 .0098115 	 -.0177555
	 (.0069348)	    (0047768)	   (.0044938)	    (.0143175)
Lit	 -.0001976   	 -.0002498	 -.0002557	 -.0001438
	 (.0001413)	    (.0002166)	    (.0001808)	    (.0009269)
Road (ln)	 -5.09e-07	 -4.20e-06	 -9.93e-07	 .0000241 
	   (1.04e-06)	    (2.04e-06)**	   (6.66e-07)	   (.0000112)**
Intercept	 .050005   	 -.1331024	 .0538012	 .1344296 
	 (.0123518)*	    (.1552687)	    (.0170695)	   (.0660627)**
F-Test/ Wald Chi2(8)	 19.4*	 7.10*	 70.53*	 29.41*
Hausman Test		  0.7810	
Notes: Significance at *1%,** 5%, *** 10 %. The standard errors are mentioned in Parenthesis.
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ity sector lending, the share of credit being extended to small borrowers in rural areas 
has been decreasing since 2006 to 2010. The Wald chi square/F test values indicates that 
both models are significant at 1% level.

Summary of the Study

Table 4: Dependent Variable: Amount of Credit (Small Credit) Disbursed per 1000 Persons
Independent Variables	 Pooled	 Fixed Effects	 Random  Effects	 GLS Corrected for 		
				    Hetroscedasticity

g_bp	 .005787  	 -.0204127	 -.0175786	 -.0238134
	 (.0049246)	    (.0034092)*	    (.0030288)*	    (.0098819)**
T_d	 .0584785   	 .0553991 	 .0571049	 .0088552 
	 (.0174611)*	   (.0104699)*	    (.0082352)*	   (.0208293)
p_d	 -.032331   	 5.714728	 -.0113342	 -.1024253 
	 (.0113548)*	   (2.164451)*	   (.0271605) 	 (.0576084)***
C_gdp	 -1.85578   	 2.49119	 1.387996	 13.03062
	 (1.040971)***	    (1.084773)	     (1.00122)	    (5.566028)**
B_d	 -.0004403   	 -.0004026	 -.0004527	 -.0001898
	 (.0000653)	    (.0001963)**	    (.0001226)*	    (.0001998)
Shg_d	 1.742463   	 .8846811	 -.0004527	 1.761104
	 (.2912855)*	    (.1733077)*	    (.0001226)*	   (.7264123)**
C_d	 -2.094674   	 2.636206	 2.276188	 -19.86861
	 (2.156025)	    (2.269458)	    (1.992387)	     (7.03568)*
Lit	 -.1104967	 -.0410724	 -.1402908 	 -.2848294  
	 (.0437388)  	 (.1019954)	   (.0733109)*** 	    (.2587259)
Road	 -.001074  	 -.0009987	 .0001858	 -.0004894
	 (.0003182)	   .0009598)	    (.0002608)  	     (.000413)
Intercept	 26.22847   	 -174.0882	 23.26279	 44.48508
	 (3.815743)*	     (72.9696)	    (6.838472)*	    (24.61639)
F-Test/ Wald Chi2(8)	 28.47*	 48.96*	 415.65*	 545.73*
Hausman Test		  15.97*	
Notes: Significance at *1%,** 5%, *** 10 %.The standard errors are mentioned in Parenthesis.

Figure 6: Ratio of Small Credit Outstanding to Total Credit Outstanding in Rural Area

 Source: BSR Reports, RBI 
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This paper attempts to study the role of SBLP in achieving financial inclusion across 
25 states. Initially, a pilot study taking cross sectional data for one year with four exog-
enous variables was conducted and a positive and significant impact of SHG-Bank link-
age on financial inclusion and a positive and significant impact of technology and finan-
cial literacy on financial inclusion was observed. Subsequently, in order to strengthen 
the conclusion that microfinance through SHG model is really playing a prominent role 
in accessing financial services and to test the hypothesis further, a five year panel data 
was used to study its role across states from 2006 to 2010. Aanalysis showed a positive 
and significant impact of SBLP on the level of financial inclusion in terms of both credit 
deepening and credit widening in India. The results reveal that the demographic bank 
density has a negative and significant impact on financial inclusion in terms of both 
credit deepening and credit widening. Similar kind of study was conducted by Kumar 
(2013) to find out the determinants of financial inclusion. It revealed a negative impact 
of population per branch on deposit penetration. Hence, this study, result is in conso-
nance with Kumar’s findings. This confirms that higher the population served by the 
branch, lower shall be the level of financial inclusion. Thus, the number of branches 
needs to be expanded in those states where population served by branch is very high. 
It is to be noted that none of the studies carried out earlier evaluated the impact of 
SHG on financial inclusion in India using panel data. Our analysis revealed a positive 
and significant impact of SBLP on financial inclusion in terms of both credit deepening 
and credit widening in India. Hence, government should take initiatives to extend the 
financial outreach through SBLP as it has the potential to increase absorptive capacity 
of common masses and strengthen the viability of financial services provided to large 
unbanked sections of the society. The analysis also reflects a positive impact of tech-
nological progress in achieving financial inclusion in terms of credit deepening across 
various states. Hence, recent initiatives by the government for technological innovation 
in banking sector will definitely help in promoting financial inclusion in the long run.

To conclude, microfinance through SHG bank linkage approach aided with adoption 
of technological innovations and augmentation of more number of branches has a 
potential to strengthen the availability of financial services while simultaneously 
increasing the credit absorptive capacity of common masses.
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The study was conducted 
to understand financial 

inclusion at district/
village level by analyzing 

both service providers 
and user side of financial 

inclusion. More thrust 
to weaker states/districts 
by expanding semiformal 
institutions in rural areas 

would contribute to 
increased access to financial 

services by all.
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Abstract
The present study was conducted in Assam with the aim 

to measure financial inclusion at district/village level by 
examining both; service providers and user side indicators. 
The study was carried out by constructing three compos-
ite financial inclusion indices separately for interstate, 
inter-district and inter-village analysis. Findings show a lot 
of variation across states/districts and between rural and 
urban regions. Still within a state, differences are evident 
between rural and urban areas for the different indicators 
considered. From village-level analysis. A dominant role of 
semiformal organisations with the declining role of infor-
mal lenders was found. The paper emphasises the need to 
expand semiformal institutions in rural areas of Assam.

Introduction 
Finance is an essential component of an economy. 

Interestingly, there occurred a two-way causation between 
the development of financial system and growth of real sec-
tor. The real growth of an economy happens by the devel-
oped financial system, whereas financial sector advance-
ment occurred by the growing economy’s demand (Kumar 
and Mishra 2011). 

Furthermore, finance plays a constructive role in poverty 
eradication. It was argued that Indian rural branch expan-
sion programme extensively impacted rural poverty, and 
lead to a rise in non-farm employment (Pande and Burgess 
2003). Nevertheless, a developed financial system reacha-
ble to everyone reduces information and transaction costs, 
and positively influences saving rates, investment decisions, 
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technological innovation, and long run growth rates (Beck, et al. 2009). There is a direct 
and indirect impact of finance on poverty eradication.  

Financial exclusion is  a situation that deprives an individual or a group from ac-
cessing and benefiting from financial services. Indeed, financial exclusion may be of 
any type like access-exclusion, condition-exclusion, price-exclusion, marketing exclu-
sion or self-exclusion. Many social and economic factors like low household incomes, 
expensive source of credit, no savings and no insurance coverage leads to financial ex-
clusion (Carbo, et al. 2007). Financial inclusion has assumed public policy relevance 
in recent years. Many countries like India (Government of India 2008) and the United 
Kingdom (2006) and International organisations like the United Nations (2006), World 
Bank (2008, 2009) have set up task force or committees to understand financial inclu-
sion and to improve its scope. Various aspects of financial inclusion have been identified 
through these studies, but the measurement aspect of financial inclusion has, so far, not 
widely been covered by these reports and studies. As India is a diversified economy and 
society, it is essential to give adequate interest to the measurement of financial inclusion 
by policy makers and researchers. 

Few scholars attempted to measure various aspects of financial inclusion in differ-
ent times. Honohan (2007) by using the information on the number of banks and mi-
crofinance institutions in more than 160 countries evaluated the fraction of the adult 
population using formal financial intermediaries and then correlated with inequality 
and poverty. Sarma (2008) developed an Index for financial inclusion using aggregate 
banking variables like the number of the account, the number of bank branches and 
total credit and deposit as the proportion of GDP for 55 countries. However, the majority 
of the studies discussed about the measurement of financial inclusion used the financial 
depth as a measure rather than actual outreach or access measures. Earlier studies cover 
availability and accessibility elements to a large extent and usage to a certain extent. 
Service provider’s information presents only one side of the overall picture. In this pa-
per, an attempt has been made to fill this gap by analyzing both service providers and 
user side of financial inclusion.

With the objective to bring as many people within the bank coverage, the banking 
network has been augmented by opening new branches in Assam, a state in the geo-
graphically and economically peripheral but strategically significant northeast region of 
India. Accordingly, the number of reporting bank offices of all scheduled commercial 
banks in Assam has reached 1,940 in the year 2013-14 (State Level Banker Committee 
2014). Despite that, more than 95% households are financially excluded from the formal 
sources in this region. The bulk of these excluded households belonged to the small and 
marginal farmers. At a disaggregated level, the condition is much more sensitive to more 
than 70% districts of Assam having an exclusion which ranges from 96.1% to 98.5% 
(Rangarajan 2008). Nevertheless, it was found the ascendancy of some informal tradi-
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tional community-based organisation in the region (Sharma 2011; Singh 2009; Singh 
2011; Sharma and Mathews 2009).  Given this background, the study aims to estimate 
and understand the depth of financial inclusion. Novelty of the present study lies (a) 
in providing an interstate analysis of financial inclusion, (b) in assessing the probable 
differences among districts concerning financial inclusion in Assam, and (c) in outlining 
village-level financial inclusion in selected districts of Assam.   

Methodology and Data Bases
The study was conducted by using both primary and secondary data. The secondary 

data were collected from Banking Statistical Returns (BSR) published by Reserve Bank 
of India (RBI), Quarterly Statistics on Deposits and Credit of Scheduled Commercial 
Banks (SCBs) and Census of India 2011. For estimating village-level financial inclusion, 

Figure 1: Study Area Showing the Sample Districts and Development Blocks in Assam 
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Household level survey was conducted Assam during September 2014 to December 2014 
in the Lower Brahmaputra Valley of Assam. Figure 1 presents a map of Assam showing 
the study districts and development blocks. For primary data collection, a multistage 
sampling design was adopted as structured in Figure 2. In the first stage, three districts, 
namely, Nalbari, Barpeta, and Baksa were selected purposefully among eight districts 
of the region; one district from each of high, average and below average performing 
districts to gather all types of potential users of different credit source (Table 1). In the 
second stage, two development blocks (DB) from each district were selected. Since all 
the three districts have more or less equal numbers of blocks (Barpeta: 11, Baska: 7 and 
Nalbari: 8), same numbers of blocks have been chosen from each district. Altogether, six 
development blocks have been chosen for study and in selecting these blocks, some of 
the factors such as population, locations etc. have been taken to avoid the heterogene-
ous characters of blocks. In the third stage, from each block, two villages were chosen 
to keep in view, representation of variations in socioeconomic conditions. Therefore, 
12 villages were chosen to undertake the study. In the fourth stage, from each village, 
6 to 9% households were selected at random for study, and thus per village (PV), 20 
households chosen for the interview. In this way, a sample of 240 households (HHs) 
were interviewed.

Figure 2: Selection Process of the Household’s Sample 
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The study used following six indicators for measuring financial inclusion at the state 
level:  

h	 Number of deposit accounts per person (as access or penetration or outreach) 
h	 Number of credit accounts per person (as access or penetration or outreach) 
h	 Number of offices of SCBs per one lakh population (as availability) 
h	 Average saving amount per deposit account (as usage/depth of the financial 

system) 
h	 Average credit amount per credit account (as usage/depth of the financial system) 
h	 Average credit amount per credit account of small borrower (as usage/depth of 

the marginalised groups) 
First three indicators are normalised by population size and the remaining three 

indicators by their respective numbers of accounts. 
 The following 14 indicators have been used for measuring financial inclusion at 

district level in Assam:
h	 Average population per bank offices (APPBO) 
h	 Average population per rural bank offices (APPRBO) 
h	 Average deposit per bank offices (ADPBO) (in Million) 
h	 Average credit per bank offices (ACPBO) (in Million) 
h	 Average credit outstanding per credit accounts (ACOPCA) (in ‘000) 
h	 No. of credit account per thousand population (NCAPTP) 
h	 Per capita credit outstanding (PCCO) (in ‘000) 
h	 Average deposit per thousand deposit account (ADPTDA) (in Million) 
h	 Per capita deposit (PCD) (in ‘000) 
h	 Average deposit per thousand deposit account in rural areas (ADPTDARA) 
	 (in Million) 
h	 Per capita deposit amount in rural areas (PCDARA) (in ‘000)
h	 Credit deposit ratio (CDR) (%)
h	 Households availing banking services (HABS) (%)
h	 Rural households availing banking services (RHABS) (%)        

Further, distance-from-average method was used for constructing financial inclusion 
index for both state/district level. First, for each indicator I, the actual value is divided 
by the overall average of that indicator. 

	 Iq = Ytqs
 / Ytqs*

	 where, 
	 Ytqs is the actual value of indicator q for the states/districts ‘s’ at time ‘t’
	 Ytqs* is the mean value of indicator q for all the states/districts at time ‘t’
	 q = 1, 2,……., 6 for states, and 1,2,….,14 for districts
Subsequently, the average of all the indicators gives us the proposed composite 

financial inclusion index. 
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	 State-level Financial Inclusion Index = ∑Iq /6, and 
	 District-level Financial Inclusion Index = ∑Iq /14 
Indeed, for measuring village-level financial inclusion (FI) at selected district/village 

three indicators for formal sector were used. These are:
h	 Proportion of people having formal credit
h	 Proportion of people having formal saving
h	 Proportion of people having formal insurance                                

Financial inclusion index was computed as follows:
	 Formal Sector Financial Inclusion Index = ∑Ytqs /3
	 where,
	 Ytqs is the value of indicator q for the district/village at time t
	 q = formal saving, credit and insurance
However, for semiformal and informal sectors two indicators were used namely, 

h	 Proportion of people having semiformal/informal credit 
h	 Proportion of people having semiformal/informal saving

		  Semiformal Sector Financial Inclusion Index = ∑Ytqs /2
	 where,
	 Ytqs is the value of indicator q for the district/village at time t
	 q = semiformal saving and credit
	 Informal Sector Financial Inclusion Index = ∑Ytqs /2
	 where,
	 Ytqs is the value of indicator q for the district/village at time t
	 q = informal saving and credit 
Here formal sector includes all scheduled commercial banks operating in the respective 

districts. Likewise, semiformal sector includes Self-Help Groups (SHGs) linked with 
banks and microfinance institutions (MFIs) basically BANDHAN which even though 
now got bank license, and informal sector includes money lenders and various private 
saving groups exists in the village. Moreover, informal saving includes savings of people 
with various Chit Fund Companies. 

In village-level financial inclusion index, as the indicators are all in percentages, 
they are already normalised with a minimum of zero and maximum of hundred. Equal 
weighted average of the indicators to calculate a composite financial inclusion index of 
the village-level, separately for formal, semiformal and informal sources were used. The 
index is the average of these three components (in case of formal sources) and an aver-
age of two components – saving and credit only (in case of semiformal and informal 
sources), which indicates the status of availed financial services. It serves as a proxy of 
demand for these services. 

Further, after calculation of index value, one criterion for measuring the status of 
financial inclusion in the respective states/districts were used as mentioned in Table 1. 
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Since equal weighted average method to 
measure village-level financial inclusion were 
applied, same criteria as structured in Table 1 
can’t be followed. The criterion for measuring 
village-level financial inclusion is structured in 
Table 2. 

Results and Discussion
Delivering financial services to people 

requires institutional provision. The existence 
of financial services is characterised by the de-
mand for these services and cost of these service providers. These are major consid-
erations for selecting a location of an institution. After normalizing, the availability 
of institutions (bank branches) by population does not reveal the real penetration of 
these services. To get away from this dilemma, the author made an attempt to exam-
ine the outreach of the financial services separately for rural and urban, besides from 
the overall state level investigation. As the distance from the average method has been 
used to construct the index (Table 3), the average or India as a whole value of the index 
will be unity. Consequently, the actual value of indicators provide us a clear picture 
of the overall country (Appendix A and B for rural and urban respectively). The study 
indicates an uneven development of financial systems within India. It is apparent from 
the fact that the financial inclusion index of the banking outreach value of the top state 
(Chandigarh) is more than five times that of the bottom state (Bihar). In rural areas, 
the difference between the top (Chandigarh) and bottom (Daman & Diu) is close to 13 
times and in urban areas the difference between the top (Chandigarh) and bottom (Ma-
nipur) is nearly three times. As compared to the economic development of the state (in 
terms of per capita income) vis-à-vis the outreach of the banking services, it is observed 
that states Chandigarh, Delhi, Punjab, Haryana, Sikkim, Goa, Karnataka, Kerala, Tamil 
Nadu, Pondicherry  have performed better on both the parameters. This reflects a larger 
spread of services among people in the states which are better developed. In outreach 
of financial services from banks, one observes wide disparity between rural and urban 
areas with the latter performing better in almost all the cases. Compared to other states, 
Chandigarh, Delhi, Sikkim, Goa and Lakshadweep are performing better in rural areas 
compared to urban areas. 

In some situations, it has been observed that the outreach of financial service is 
concentrated among a smaller segment of the population. This is evident from the 
number of deposit and credit accounts being very low than the average, but the average 
deposit and credit amount per account being substantially higher than the average, for 
instance, Assam, Bihar, Jharkhand, Odisha for credit and Arunachal Pradesh, 

Table 2: Criteria for Measuring Status of Village-Level 
Financial Inclusion

Criteria	 Status
0.60 ≤ Index Value	 Top Performer
0.35 ≤ Index Value ≤ 0.60	 Average Performer
0.34 ≥ Index Value	 Low Performer
Source: Authors’ own development.

Table 1: Criteria for Measuring Status of State/District 
Level Financial Inclusion

Criteria	 Status

1 ≤ Index Value	 Top Performer
0.75 ≤ Index Value ≤ 1	 Average Performer
0.75 ≥ Index Value	 Low Performer
Source: Authors’ own development.
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Table 3: Financial Inclusion Index  across States (Overall, Rural and Urban) and  
their Ranks and Status using Six Indicators of Banking Outreach

States
Overall States Rural Urban

Index Rank Status Index Rank Status Index Rank Status

Haryana 1.14 6 TOP 0.87 8 AVERAGE 1.18 7 TOP
Himachal Pradesh 1.04 10 TOP 1.01 7 TOP 1.42 3 TOP
Jammu & Kashmir 0.82 17 AVERAGE 0.72 11 LOW 0.86 21 AVERAGE
Punjab 1.19 5 TOP 1.01 7 TOP 1.19 6 TOP
Rajasthan 0.76 19 AVERAGE 0.56 18 LOW 0.89 19 AVERAGE
Chandigarh 2.81 1 TOP 4.74 1 TOP 1.95 1 TOP
Delhi 2.49 2 TOP 3.21 3 TOP 1.73 2 TOP
Arunachal Pradesh 0.73 21 LOW 0.75 10 AVERAGE 0.87 20 AVERAGE
Assam 0.59 27 LOW 0.41 26 LOW 0.93 17 AVERAGE
Manipur 0.56 28 LOW 0.48 23 LOW 0.58 30 LOW
Meghalaya 0.74 20 LOW 0.61 17 LOW 0.93 17 AVERAGE
Mizoram 0.78 18 AVERAGE 0.67 12 LOW 0.67 29 LOW
Nagaland 0.69 23 LOW 0.49 22 LOW 0.76 26 AVERAGE
Tripura 0.65 24 LOW 0.56 18 LOW 0.72 28 LOW
Bihar 0.48 29 LOW 0.38 27 LOW 0.79 24 AVERAGE
Jharkhand 0.6 26 LOW 0.44 25 LOW 0.75 27 AVERAGE
Odisha 0.7 22 LOW 0.51 21 LOW 0.98 14 AVERAGE
Sikkim 1.07 8 TOP 4.22 2 TOP 1.15 8 TOP
West Bengal 0.82 17 AVERAGE 0.48 23 0.97 15 AVERAGE
Andaman & Nicobar Islands 0.96 14 AVERAGE 0.84 9 AVERAGE 0.9 18 AVERAGE
Chhattisgarh 0.69 23 LOW 0.44 25 LOW 0.89 19 AVERAGE
Madhya Pradesh 0.7 22 LOW 0.51 21 LOW 0.81 22 AVERAGE
Uttar Pradesh 0.62 25 LOW 0.47 24 LOW 0.78 25 AVERAGE
Uttarakhand 0.97 13 AVERAGE 0.62 16 LOW 1.01 13 TOP
Goa 1.9 3 TOP 1.76 5 TOP 1.18 7 TOP
Gujarat 0.96 14 AVERAGE 0.64 14 LOW 0.95 16 AVERAGE
Maharashtra 1.03 11 TOP 0.53 20 LOW 1.33 4 TOP
Dadra & Nagar Haveli 0.87 16 AVERAGE 0.63 15 LOW 0.78 25 AVERAGE
Daman & Diu 1.03 11 TOP 0.36 28 LOW 0.8 23 AVERAGE
Andhra Pradesh 0.99 12 AVERAGE 0.65 13 LOW 1.1 11 TOP
Karnataka 1.08 7 TOP 0.65 13 LOW 1.12 10 TOP
Kerala 1.05 9 TOP 0.53 20 LOW 1.22 5 TOP
Tamil Nadu 1.22 4 TOP 0.75 10 AVERAGE 1.13 9 TOP
Lakshadweep 1.07 8 TOP 2.14 4 TOP 0.72 28 LOW
Pondicherry 1.22 4 TOP 1.02 6 TOP 0.89 19 AVERAGE
All India 0.9 15 AVERAGE 0.55 19 LOW 1.03 12 TOP
Source: Based on Banking Statistical Returns of Scheduled Commercial Bank in India 2012-13, RBI and Census of India 2011

Meghalaya, Goa  for deposit. Furthermore, Sikkim is the fairly better performer than 
other north eastern states in terms of some of the indicators like higher density of bank 
offices and the high average amount of deposit per account mainly due to relatively better 
performance in its rural areas. Moreover, according to the stated financial inclusion 
criteria overall, only 40% states secured top performer status. However, 22.9% states are 
the top performer in rural areas while 37.1% in urban areas. 
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Table 4 reveals a skewed expansion of the financial system among districts within 
Assam. It is apparent from the fact that the financial inclusion index of the banking out-
reach value of the top district (Kamrup Metro) is more than four times that of the bot-
tom district (Dhubri). The same picture arises from the absolute figure of each indicator 
(Appendix C). Moreover, only 25.9% districts are the top performer while 40.7% are the 
average performer. 

The above discussed financial inclusion index help us to gain insights on the 
performances of the states/districts with respect to the outreach of the financial 
services for banks. This investigation used various dimensions of financial inclusion 
like availability, accessibility and usage. But, some other dimensions like affordability 
and timelines may not be captured by using the existing data sets. The datasets also 
not revealed information about its users with regard to their social groups, wealth, and 
any other relevant aspects. Moreover, another important weakness using supply side 
indicators is the unavailability of data or information pertaining to financial services 
provided by the informal sector, which plays a very crucial role in the financial services 
market. 

In order to have a comprehensive measurement, it is imperative to look into the 
demand for financial services at a village/district level. None of the villages have secured 
top performance ranks in the formal sector, while in semiformal and informal sector, 
33% and 25% villages are top performers respectively (Table 5). As Table 5 indicates 
Baksa has a dominant position in all the three sources, is found to be smallest, while in 
Barpeta district all three are doing well. In Baksa district, access to formal sources is one 
out of every three households, one out of every two households in the case of both semi-
final and informal sources. Indeed, in Barpeta district access to formal sources is one out 
of every three households, while all households are engaged in semiformal sources. But, 
access to informal sources is one out of every two households. Thus, a very poor picture 
of financial inclusion in Baksa district emerges and this raises question where do the 
rural people go for their financial needs. 

Apart from that, the dominance of all the three sources in Barpeta district indicates 
the integration of formal, semiformal and informal sources in rural areas. In all the 
three districts, dominance of semiformal sector is found to be singificant followed by 
the informal sector. Thus it can be point out that semiformal institutions are successful 
in replacing the informal institutions in rural areas. In the same way, the performance 
of formal sector is found to be most ineffective in Baksa district followed by Nalbari dis-
trict. Equally, the dominance of semiformal and informal institutions is found to be high 
in Barpeta district followed by Nalbari district. A moot question here is: why the Nalbari 
district could not be successful as much as Barpeta district, despite its impressive devel-
opment indicators like high per capita income, literacy rate, work rate participation etc.
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Table 5: Financial Inclusion Index across Selected Districts/Villages of Assam

Districts/Villages
Formal Semiformal Informal

Index Status Index Status Index Status

Baksa 0.36 A 0.43 A 0.41 A
Jengrengpara 0.32 L 0.35 A 0.15 L
Bunmajhar Pam 0.52 A 0.45 A 0.45 A
Bagariguri 0.47 A 0.45 A 0.4 L
Salbari 0.15 L 0.48 A 0.63 T
Barpeta 0.46 A 0.72 T 0.59 A
Bamundi 0.45 A 0.73 T 0.65 T
Bamunkuchi 0.57 A 0.65 T 0.43 A
Garemari 0.48 A 0.7 L 0.73 T
Bhare Gaon 0.35 A 0.8 L 0.58 A
Nalbari 0.45 A 0.64 T 0.52 A
Bar Makhibaha 0.45 A 0.8 L 0.6 L
Namati 0.47 A 0.63 T 0.4 L
Bamunbari 0.48 A 0.45 A 0.28 L
Baralkuchi 0.4 L 0.65 T 0.8 L
Total 0.42 A 0.59 A 0.51 A
A = AVERAGE, L = LOW, T = TOP
Source: Authors’ own estimation based on field survey

Conclusions
The present study was conducted to understand financial inclusion at district/village 

level by analyzing both service providers and user side of financial inclusion. From the 
discussion of financial inclusion indices, one observes a lot of variation across states/
districts, in both rural and urban regions in the state of Assam. Still within a state, 
differences are noticed between rural and urban areas in different indicators measured. 
The analysis of demand side indices reveals the dominant role of semiformal institutions 
in rural Assam and reduced role of informal lenders. From policy point of view, therefore, 
if more thrust is given to weak states/districts in terms of expanding semiformal insti-
tutions in rural areas, it can contribute to enhancing access to financial services by all.

Note
	 Literature (Sharma and Mathews, 2009; Das, 2010; Sharma, 2011) found the highest 

concentration of informal and semiformal microfinance setups in this region. 
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Abstract
This study aims to investigate how additional support from 

the microfinance provider and community could facilitate 
the holistic well-being of Pakistan’s women microfinance 
borrowers. Five different microfinance providers were 
sampled randomly from Lahore. Questionnaires, developed 
with the help of loan-officers, were administered to 149 
women borrowers belonging to both rural and urban zones. 
Descriptive statistics and multivariate regression analysis 
was used to show the socio-demographic characteristics 
of women borrowers and the odds of improved well-being, 
respectively. Findings revealed that women could attain 
improved well-being if they received additional social 
development features as part of their loan portfolio such as 
monthly meetings, health insurance schemes and flexible 
loan designs for repeat clients. It was also found that 
women had higher odds of experiencing well-being when 
husband and in-laws shared domestic responsibilities, 
provided emotional support for paid-work participation and 
encouraged the involvement of women in decision-making 
for the home and family. 

Introduction
One quarter of the world’s population is living below 

poverty lines (Okin, 2003); of which an overwhelming 70% 
are women (Schreiner, 2002). Reasons for the feminisation of 
poverty include a complex interplay of lower employability, 
reproductive and home-management burdens, less owner-
ship of resources and structural inadequacies (Delisle, 2008; 
Okin, 2003; Pressman, 2003). Microfinance providers offer 
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loans to poor clients for small business mobilisation without the prerequisite of bank 
saving accounts or assets for mortgage (Bradbury and Reason, 2003; Vonderlack and 
Schreiner, 2002). Approximately 73% of the world microfinance borrowers are women 
(D’espallier, et al., 2011) and it is believed that they benefit from business mobilisation 
and financial autonomy (Schreiner, 2002).

However, empirical statistics for the holistic well-being in women borrowers of 
microfinance is heavily contested (Haile, et al. 2012). Some scholars have concluded that 
women gain some level of financial independence (Goldberg, 2005; Swain and Wallentin, 
2009), but do not attain holistic well-being due to regressive community norms (Swain 
and Wallentin, 2009) and limited loan portfolio features (Gough and McGregor, 2007; 
McGregor and Sumner, 2010). Well-being is a socio-cultural construction derived from 
individual interpretations and it is advised that its measurement is best captured through 
region-specific studies (DiCicco-Bloom and Crabtree, 2006). In consideration of this, 
women borrowers of microfinance must not be assumed ‘privileged’ and the investiga-
tion of their ‘silent voices’ must be pursued (Ackerly, 2000; Nussbaum, 2003; Sen, 1985), 
to better understand their experiences in attempting to attain well-being (Fossey, et al. 
2002; Robeyns, 2003). 

The objective of this study was to identify how the well-being of women borrowers of 
microfinance could be improved through support from microfinance providers and the 
community. Findings from this study will be of interest to microfinance policy makers and 
women development agents, who are planning initiatives for the social development of 
disadvantaged women in the region through microfinance and socio-cultural initiatives. 

Background of Microfinance in Pakistan
Pakistan has a majority Muslim population, with a strongly conservative and 

patriarchal cultural constitution (PES, 2013). A staggering 64% of the Pakistani women 
are living below poverty lines (Lister, 2005). The known challenges faced by Pakistani 
women include lack of access to education, restrictions in labor participation (Latif, 
2009), inadequate health conditions, lower life expectancy (Winkvist and Akhtar, 2000), 
high rates of violence (Niaz, 2004), and the absence of state and legal support (Hussain, 
2008). 

There are 30 microfinance providers operating in the country, providing loans to 2.5 
million borrowers (IFAD, 2013), of which 60% are women (PMN, 2013). Three types 
of microfinance providers are licensed to operate in the country- institutes, banks and 
non-governmental organisations (NGO’s). The banks are regulated by the State Bank of 
Pakistan, whereas the institutes and NGO’s are regulated by the Securities and Exchange 
Commission of Pakistan. About 67% of the country’s microfinance borrowers are from 
the Punjab province (Burki, 2009). Lahore is the capital of the Punjab province and it 
is described as having high urban and rural poverty, structural shortfalls, and informal 
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employment sector opportunities, especially for women (Zaidi, 2011). Microfinance 
providers deliver services to low-income borrowers with the help of individual loan-
officers. Loan-officers have front-line and frequent interaction with borrowers and are 
responsible for recruitment of client, dispatching of loan, maintenance of client-file and 
holding regular meetings with the client to monitor business dealings, loan return and 
personal issues (Bradbury and Reason, 2003; Cheston and Kuhn, 2002; Jordan, 2004). 
Microfinance providers in Pakistan employ women loan-officers to manage the loan-
portfolio of women clients (Safavian and Haq, 2013), as the interaction between men 
and women who are not related by blood or marriage is prohibited. Each microfinance 
provider branch-office has one female site-manager who is responsible for the site loan-
portfolio and the individual women loan-officers. 

Methodology

Study Design
This paper is part of a dissertation by the author titled: ‘The association between quality 

of life improvements and loan-taking in women borrowers of microfinance in Pakistan’, 
of which two papers have already been published (Jafree and Ahmad, 2013a; 2013b). The 
study was reviewed and approved by the Institutional Review Board, University of the 
Punjab. Permission for data collection was also taken from the executive heads of each 
microfinance provider. Respondents were requested for answering the survey and made 
aware of the research objectives. They were also assured of confidentiality, anonymity 
and that they could withdraw from the interview at any time during proceedings. 

Sample 
A total of five different microfinance providers were selected through stratified 

random sampling, across different geographical regions of Lahore. The aim was to in-
clude at least one of each type of MFI from the three types of microfinance providers. 
The sampled microfinance providers included: Kashf, Khushaali Bank Ltd. (KBL), First 
Microfinance Bank Ltd. (FMBL), Damen, and Center for Women’s Cooperation and De-
velopment (CWCD). Kashf and Damen are institutes, KBL and FMBL are banks and 
CWCD is an NGO. The selection criteria for respondents included women borrowers of 
microfinance who had completed at least one year of loan-cycle or more. The respond-
ents were selected based on random arrival for monthly loan installment repayment 
from both rural and urban Lahore. A total 149 women were interviewed; 30 each from 
Kashf, KBL, Damen and CWCD, and 29 from FMBL.

Survey
Survey questions related to support needed for women borrowers, to attain holistic 

well-being, support needed from microfinance provider and community, were developed 
using help from women loan officers and site managers. It was important to itemise 
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these questions specifically, instead of leaving them open-ended, as majority women 
borrowers of microfinance are illiterate or semi-literate and support was needed to assist 
them to respond (Robeyns, 2003). Other researchers have also adopted the process of 
holding meetings with loan-officers, to ascertain and corroborate difficulties faced by 
women borrowers (Haq and Safavian, 2013; Kantor and Andersen, 2007). Meetings with 
4 women loan-officers and 2 site-managers who had more than three years of working 
experience with women borrowers were held. Given their busy schedules, loan-officers 
and site-managers were recruited purposively based on availability from Kashf and KBL. 

In all, the survey included questions related to: (i) the socio-demograph-
ic profile of respondents, (ii) the quality of life (reported in another paper) and 
iii) 13 questions related to support needed from microfinance provider and community 
in order for women borrowers to attain holistic well-being. The questions related to 
support from microfinance provider included the following 8 items, availability of: 
(i) savings scheme, (ii) health insurance schemes, (iii) non-business loans, (iv) group 
borrowing, (v) skill and development training, (vi) monthly meetings with loan provider, 
(vii) flexible loan design for repeat clients (prompts listed: larger loan and lower inter-
est rates), and (viii) home collection of monthly installments. Questions related to sup-
port needed for women borrowers from the community included 5 items: (i) domestic 
assistance for home and child care, (ii) affordable cost and safety in public transport, (iii) 
emotional and verbal encouragement from husbands and in-laws, (iv) support to make 
autonomous small decisions within household for family well-being (prompts listed: 
sending children to school and buying things for the household) , and (v) support to 
contribute in large decisions within household for family well-being (prompts listed: the 
marriage of children and family investments). The prompts for the last two questions 
were generated from previous research (Acharya, et al., 2010; Jayachandran, 2014).

Data Collection
The questionnaires were filled by the researcher with the help of two research as-

sistants. Each interview lasted 45-60 minutes. The survey questions were asked in Urdu 
and Punjabi, the native language of respondents. Interviews were conducted in a private 
room at the microfinance disbursement center with only the respondent and interviewer 
present. After the interview, respondents were given a free gift-bag, in appreciation for 
their time and effort. 

Data Analysis
The data was analyzed using SPSS 17.0. Descriptive statistics were used to identify 

frequencies and percentages of the socio-demographic characteristics of respondents 
and multivariate regression was used to assess the odds of improved well-being for 
women borrowers. Other researchers have also used regression analysis to assess the 
influence of microfinance on women’s lives (Goldberg, 2005; Hashemi, et al., 1996). Odds 
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ratio and 95% confidence intervals were calculated and multivariate logistic regression 
was applied to all variables that had at least a marginal univariate predictive value of p 
< 0.05. The 13 item list for support needed to attain well-being was compounded into 
one variable and for each respondent a dummy variable was assigned of the following 
nature- ‘1’ for support needed from provider and community to attain improvement in 
well-being and ‘0’ for support not needed from provider and community to attain im-
provement in well being. Age (as a continuous variable), literacy and household income 
were held constant and a p value of <0.05 level was considered statistically significant.  

Findings

Socio-Demographic Characteristics
Table 1 describes the respondent’s socio-demographic characteristics. A total of 149 re-

spondents were surveyed; of which all were female Muslims who had successfully com-
pleted more than one annual cycle of loan utilisation. Their ages ranged from 20 to 57 
years, with a mean age of 34 years. A majority of women were married and living with 
spouse (N=116, 77.9%). As many as 58 
women were illiterate, meaning they 
did not know how to read or write and 
they had never received any formal 
education in an academic institution 
(77.9%). A majority of 91 women had 
attained either primary or secondary 
level literacy (22.1%). A total of 82 
women were self-employed in small 
enterprise, including: (i) embroidery 
and stitching work from home (N=72, 
48.3%) and (ii) retail sale of ware-
house purchases from rented shop 
or from home (N=10, 6.7%). It was 
found that 67 women had abandoned 
attempts to mobilise small businesses 
and were retaining private occupa-
tions to be able to generate income and repay loans. The privately employed respondents 
were occupied in embroidery and stitching work (N=53, 35.6%), beauty parlor work 
(N=5, 3.4%), as teachers in small private schools (N=5, 3.4%), and as domestic servants 
performing housekeeping duties (N=4, 2.7%). All respondents belonged to the informal 
sector of employment characterised by low-income, irregular pay and the absence of 
labor contracts and pension. 

Table 1: Socio-Demographic Characteristics of the Respondents 
(N=149)

Category 	 f (%)

Age-group  
  20-29 years	 48 (32.2)  
  30-57 years	 101 (67.8)  
Marital Status 
  Currently married	 116 (77.9) 
  Never married/ Widowed/ Divorced/ Separated	33 (22.1)  
Literacy Status 
  Illiterate	 58 (38.9)  
  Primary or secondary literacy	 91 (61.1)  
Nature of Employment 	  
  Self-employed in small enterprise	  
  Embroidery and stitching (from home)	 72 (48.3)
  Retail sale of warehouse purchases 	 10 (6.7)
  Private employee	  
  Embroidery and stitching (for employer)	 53 (35.6)
  Working at a beauty parlour	 5 (3.4)
  Teacher	 5 (3.4)
  Domestic servant	 4(2.7)
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Support Needed to Attain Holistic Well-being
Table 2 describes the frequency of women respondents’ perceptions with regard to 

support needed from microfinance provider and the community in order to achieving 
holistic well-being.

From Microfinance Provider
A majority of woman borrowers 

indicated that they required the 
following services from the microfinance 
provider in order to secure holistic 
well-being, including: (i) savings 
(N=137, 91.1%), (ii) health insurance 
(N=134, 89.9%), (iii) home collection 
of monthly installments (N=134, 
89.9%), (iv) monthly meetings with 
loan provider and fellow borrowers 
from their area (N=131, 87.9%), 
(v) skill development and training 
(N=129, 86.6%) and, (vi) flexible loan 
design for repeat clients (N=126, 84.6%). Some women also listed that non-business 
loans (N=64, 43%) and group borrowing (N=57, 38.3%) would improve their well-being.

From Community
Most of the respondents indicated that they needed the following support from their 

community in order to attain holistic well-being as microfinance borrowers, including: 
(i) support to make autonomous small decisions (N=134, 89.9%), (ii) affordable cost and 
safety in public transport (N=133, 89.3%), (iii) support to contribute in large decisions 
(N=132, 88.6%), (iv) emotional and verbal encouragement from husband and in-laws 
(N=131, 87.9%) and, (v) domestic assistance for home and child care (N=113, 75.8%).

Regression Analysis
Multivariate logistic regression results in table 3 display the odds of higher well-being 

in women borrowers of microfinance. Findings reveal that if women are invited for 
monthly meetings with loan provider and fellow women borrowers, they would experi-
ence higher odds of well-being. Similarly, if women are provided schemes for health 
insurance and savings, there is higher odds of well-being. The provision of flexible loan 
designs for repeat clients and skill and development training would also lead to im-
proved well-being. Women who receive domestic assistance in home and child care 
and verbal and emotional encouragement from husbands and in-laws are also more 
likely to experience improved well-being. When women are able to make autonomous 
small decisions and contribute to large decisions, related to the household and family, 

Table 2: Support Needed by Women Borrowers of Microfinance from 
Provider and Community to Attain Holistic Wellbeing (N=149)

	 f (%)

Services from Microfinance Provider 	  
  Savings scheme 	 137 (91.1)
  Health insurance scheme	 134 (89.9)
  Non-business loans	 64 (43.0)
  Group borrowing	 57 (38.3)
    Skill and development training	 129 (86.6)
  Monthly meetings	 131 (87.9)
  Flexible loan design for repeat clients	 126 (84.6)
  Home collection of monthly installments 	134 (89.9)
Support from community	  
  Domestic assistance for home and child care	113 (75.8)
Affordable cost and safety in public transport	133 (89.3)
  Emotional and verbal encouragement from  
  husband and in-laws	 131 (87.9)
  Support to make autonomous small decisions	134 (89.9)
  Support to contribute in large decisions	 132 (88.6)
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they are more likely to experience im-
proved well-being. Also, the following 
loan-portfolio changes would ensure 
improved well-being for women: (i) 
affordable cost and safety of public 
transport, (ii) provision of non-busi-
ness loans, (iii) availability of group 
borrowing, and (iv) home collection 
of monthly installments. Finally, the 
socio-demographic characteristics of 
being self-employed women in small 
enterprise has higher odds of well-
being for women borrowers. 

Conclusion
This study attempts to identify chal-

lenges to well-being for women mi-
crofinance borrowers from a regional 
perspective. With regard to socio-de-
mographic association, it was found 
that women using loans for small 
business mobilisation had higher like-
lihood of experiencing well-being. 
Other research confirms that many 
women are using microfinance loans 
for basic necessities instead of small 
business mobilisation and this pre-
vents their empowerment and auto
nomy (Hulme, 2000; Sinclair, 2012).

It was highlighted that women 
borrowers need additional support 
from the microfinance provider in 
terms of improvement in the loan 
service portfolio. Women borrowers 
would benefit from the inclusion of 
social development features by the 
provider, including group borrow-
ing, skill development and training, 
savings and healthcare insurance, 

Table 3: Multivariate Logistic Odds Ratio of Additional Services and 
Support from Microfinance Provider and Community Respectively and 
its Association with Higher Odds of Wellbeing for Women Borrowers

	 Odds of Higher Wellbeing  
	 AOR (95% CI)

Marital Status 
  Currently Married	 0.75 (0.14-2.65)
  Currently not married	 1
Business Type 
  Self-employed	 1.57 (0.14-3.65)**
  Private employee	 1
Savings scheme 
  Needed	 2.54 (1.57-4.87)**
  Not needed	 1
Health insurance scheme 
  Needed	 6.75 (3.14-8.65)**
  Not needed	 1
Non-business loans 
  Needed	 1.77 (0.92-3.42)*
  Not needed	 1
Group borrowing 
  Needed	 1.08 (0.55-2.09)*
  Not needed	 1
Skill and development training 
  Needed	 2.76 (1.12-3.21)***
  Not needed	 1
Monthly meetings with loan provider 
  Needed	 3.76 (7.15-11.81)***
  Not needed	 1
Flexible loan design for repeat clients 
  Needed	 3.30 (1.96-4.84)***
  Not needed	 1
Home collection of monthly installments  
  Needed	 1.75 (0.89-2.14)*	
  Not needed	 1
Domestic assistance for home and child care 
  Needed	 2.85 (0.81-4.32)***
  Not needed	 1
Affordable cost and safety in public transport 
  Needed	 1.87 (0.32-3.01)**
  Not needed	 1
Emotional and verbal encouragement from husband and in-laws 
  Needed	 2.34 (0.67-3.87)***
  Not needed	 1
Support to make autonomous small decisions 
  Needed	 2.14 (1.03-4.50)***
  Not needed	 1
Support to contribute in large decisions 
  Needed	 2.55 (1.04-3.57)***	
  Not needed	 1
P-value significance: ***p < 0.01, **p < 0.05, *p < 0.1
Abbreviations: 1, reference category; AOR, adjusted odds ratio;  
CI, confidence interval
Notes: Multivariate logistic regression analysis was carried out to obtain AOR 
after controlling for respondent illiteracy, low household income and age 
(continuous variable)
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monthly meetings, flexible design for repeat clients, home collection of monthly install-
ments and the provision of non-business loans (Bateman and Chang, 2009; McIntosh 
and Wydick, 2005; Sriram, 2010). Previous studies have confirmed that microfinance 
providers have stopped providing social development services (Asquith, et al., 2005; 
Yunus, et al., 2010), in order to survive in a commercially competitive market (Duven-
dack et al., 2011; Nair, 2011). Women from developing regions require more support for 
savings and health insurance (Basu and Srivastava, 2005), especially in the absence of 
state provision and formal sector employment (Barrientos, et al., 2003). Also, successful 
repeat clients who receive lower interest rates and larger loan sizes are able to expand 
business and emerge from poverty (D’Espallier, et al., 2009). Microfinance providers 
need funding and assistance from the state, welfare bodies and international agents to 
maintain the provision of social development features in their loan portfolio to support 
women adequately in developing regions (Rankin, 2002).

Findings also suggest that women would experience more holistic well-being from the 
support of their community, in terms of symmetrical domestic assistance for home and 
child care, emotional and verbal encouragement from spouse and in-laws, affordable 
cost and safety in public transport, and the ability to make small decisions and contrib-
ute to large decisions for the household and family. 
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Abstract
Group-centric lending has now been recognised as a well 

known instrument to provide access to formal credit to the 
poor section across the globe. A series of theoretical studies 
have tried to explain how the joint liability aspect of group 
lending mitigates the problems of asymmetric information 
and thereby expand access to affordable formal credit for the 
poor. However, study relating to the role of other features 
of the group-centric lending like direct monitoring by the 
lender, recurrent savings, peer monitoring, peer selection 
on over all welfare are less common in literature. With the 
framework of SHG-PACCS linkage model in India this study 
analyse how recurrent savings and peer monitoring ensure 
the access to formal credit for the poor and thereby improve 
social welfare. This study has also shown that intensity of 
borrowing in this model excessively depend on cumulative 
savings of the particular borrower. 

Introduction
In most of the developing countries financial institutions 

apply group-centric microfinance programme to facilitate 
lending to the poor. However, the features of group-centric 
microfinance programmes differ from country to country 
even these vary across the different programmes within a 
country. In India group centric microfinance is very much 
popular for extending microfinance to the poor. The group 
of the microfinance programmes in India are commonly 
called Self-Help Group (SHG). The distinct feature of the 
Indian SHG is that the participation in SHG is voluntary. 
Although SHGs have common objectives and working 
philosophy, based on the modes of formation, nurturing 
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and credit linkage, there are mainly two types of SHG models in India – models un-
der the non-governmental organisations (NGOs) and models under the governmental 
organisations (GOs). NGO involved models are divided into three types. In type I, NGO 
acts as facilitator. In II & III it acts as intermediary and as micro financial institution 
respectively. Models under GOs are of three types also. In the first type, SHGs are en-
rolled as members of Primary Agricultural Credit Co-operative Societies (PACCS) for 
saving and credit linkages with the cooperative bank. In the second type, SHGs are or-
ganised under the state sponsored programs and linked with banks for credit and other 
financial supports. In the third model SHGs are promoted and financed by the banks 
directly.  In this paper the main features of the SHG-PACCS linkages are model in India 
are mentioned. It analyse how the SHG-PACCS linkage model ensures the access to for-
mal credit for the rural poor and thereby improved social welfare. Finally, this analysis 
helps to explain the interlinkage between micro-credit and micro-savings under this 
scheme for a typical collateral poor borrower. 

Features of SHG-PACCS Linkage Model in India
The concept of formal microfinance for rural poor exclusively was coined in India just 

after passing of the Co-operative Credit Societies Act, 1904. Since then, cooperatives 
have been working for extending formal credit to the farmers in the rural areas. Satisfy-
ing the performances of the credit delivery system of cooperatives the All India Rural 
Credit Survey Committee (1954) had recommended for establishing a three-tier strong 
and stable cooperative framework across the country. As a result a large number of Pri-
mary Agricultural Credit Cooperatives Societies (PACCS) at the village level (first-tier), 
many District Central Cooperative Banks at the district level (second-tier) and a few 
State Cooperative Banks at the state level (third-tier) were established for providing the 
institutional loan to the farmers. In India, the co-operative movement had emerged as 
alternative development strategy in 1960s based on the assumption that it will be better 
for a mixed economy. However, the movement did not continue actively as an alterna-
tive rural development strategy in India. 

The common criticisms against cooperative movement were as follows. In most of the 
co-operatives, the non-poor members dominate management process which may neglect 
interests of poor. Mismanagement often made the co-operatives bureaucratic and sometimes 
corrupted. In the pre liberalisation it has ignored the requirement of loan for unproductive 
purpose and relevancy of the other components of microfinance. Due to negligence of gov-
ernment, dedicated and efficient worker avoided joining rural credit-cooperatives. That is 
why many credit-cooperatives could not function efficiently.

In spite of these weaknesses, co-operatives have been functioning as financial institu-
tions all over India, especially in rural areas. In individual lending system, poor people 
became member of the PACCS but could not avail loan due to lack of collateral assets 
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like land. This rendered PACCS is meaningless to the poors to don’t have collateral. To 
this end many central cooperative banks in India have changed their business plan and 
had turned-around with SHG lending through PACCS. During the liberalisation era, 
PACCS have taken several strategies to make its existence meaningful to the poors lack-
ing collateral. Lending to such poors less poor through the channel of SHG is prime one. 
In the era of SHG movement these are acting as organiser, supervisor, and lender of 
SHGs. Among the existing SHG linkage models in India, the SHGs-Cooperatives linkage 
is the latest one, which is known as cooperative under the cooperative (Bandyopadhyay, 
2002). 

It is well known that cooperative societies in different states in India have an official 
mandate to promote the SHG-Cooperative bank linkage. On acquiring SHG as clients, 
District Central Cooperative Banks (DCCBs) decide whether the group will be the cli-
ent of PACCS or the cooperative bank. Both forms of linkage – SHG with PACS and 
SHG with DCCB branch - are prevalent in our country. It is fact that network of PACCS 
is more extensive in West Bengal as compared to number of branches per DCCB. Thus 
linking a SHG with PACCS will be time saving for SHG. As most of the PACCS do not 
have power to extend savings facility to the customer, the savings of SHGs with PACCS 
do not get the benefit of deposit insurance. However, now-a-days savings facility with 
PACCS is familiar in West Bengal. The type of membership of SHGs to the PACCS differs 
from state to state. In West Bengal SHG members by virtue of their SHG membership 
can enjoy individual loan. 

SHGs under PACCS is a voluntary group where 5-20 members, particularly 
poor women, come from homogeneous socio-economic background and under-
take some common economic activities like savings, borrowings and undertaking 
entrepreneurship development, etc., and social activities such as awareness genera-
tion programs. Participating in these activities members of the SHGs can improve their 
economic and social status and thereby living conditions. Once the group is formed, 
the group opens a savings account with the PACCS/cooperative bank in the name of 
group or separate account for each member’s name. SHG or the staff of the coopera-
tive starts collecting a fixed amount of money from each member of the group for 
savings in a recurrent basis. From the initial phase, members deposit money equally 
per month/week/daily as convenient in the group/individual account with the coop-
erative. However, a group member can withdraw his/her savings if needed; but he/she 
is not entitled to get any loan before the completion of successive recurrent savings for 
at least six months. After the continuation of savings for six months the PACCS starts 
lending to individual SHG members if the group certifies the needs of the member. The 
PACCS may lend to all member simultaneously. Loans may be for consumption needs, 
for health care or undertaking petty business. The PACCS lend usually 3-5 times of 
the cumulative savings of the borrower. This decision depends on the resolution of the 
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group meeting. 
Juxtaposed with recurrent savings, regular meeting among members removes 

misunderstanding about the capability of borrowers and repayment habit of borrowers. 
It makes the borrower to understand the importance of credit and repayment. In the 
meetings peers of the group understand creditworthiness of the co-peers. This under-
standing helps the peers to fame required peer monitoring and peer pressure for par-
ticular peer borrower. Peer monitoring and pressure at the group level is main feature of 
the SHG under co-operatives. It ensures that the individual borrower will not abscond 
with the borrowed fund. It means that the SHG under PACCS has social power that 
can control abscond of the member borrower with the borrowed fund. More than 95% 
recovery of group-centric loans for the PACCSs in West Bengal confirms the existence 
of this social power. In addition to this, regular meetings are helpful to inculcate leader-
ship power and decision-making power, broadly, empowerment of poor women in and 
outside their families. Over and above, such a movement ensures freedom of the SHG 
members and their families from the clutches of moneylenders.  

In this model PACCS provides loan to individual group members refinancing sup-
port from Central Cooperative Bank. In the sense, Central Cooperative Banks become 
microfinance institutions and PACCSs act as financial intermediaries. Loan repayment 
schedule of the individual borrower is also settled in accordance with decision of the 
group. It may vary from borrower to borrower. But rate of interest on loan and savings 
are decided by the PACCS or Central Cooperative Bank. In loan contract PACCS agree 
with limited liability. The borrowers cannot repay more than their current income. It 
means that the borrower who fails to realise the project earns zero and cannot repay the 
loan. There is no joint liability among the group members. If a member borrower fails to 
repay loan, the co-members are not liable to repay it. But in case of failure the coopera-
tive may seize the volume of defaulter’s savings with the group or cooperative.    

Table 1: Progress of SHG-Cooperative Bank Linkage in India, West Bengal and Burdwan District
Region/Bank	 No. of SHGs	 Saving Amount 	 No. of SHG	 Loans Disbursed	 No. of SHG	 Loan Outstanding  
		  (Rs. Lakh)		  during Current FY 		  (Rs. Lakh) 
				    (Rs. Lakh)	

(2011-12)

India	 1014703	 96080.3	 204221	 1227556.4	 346269	 136361.9
West Bengal	 130891	 7972.1	 42951	 6869.4	 56530	 9173.6
Burdwan District	 535	 52.2	 78	 18.2	 396	 167.0

(2012-13)
India	 1011364	 102015.9	 138546	 117433.8	 389529	 151891.4
West Bengal	 120689	 11863.4	 44239	 13805.9	 81390	 19505.9
Burdwan District	 13464	 1465.9	 335	 385.2	 9474	 1337.6

(2013-14)
India	 1094769	 112724.6	 5884	 142918.6	 362994	 183971.6
West Bengal	 168353	 22467.0	 131667	 24042.6	 119956	 31279.5
Burdwan District	 14414	 1494.0	 9515	 604.9	 9511	 1354.1
Source: Compiled from Status of Microfinance in India, 2011–12, 2012–13 and 2013–14, NABARD.
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Although this type of model is not popular throughout India but in West Bengal 
cooperatives have the major share in total existing SHGs. According to Harper, et al. 
(2005), strong political support behind the cooperatives plays vital role for its tremendous 
success to the implementation of SHG programme in West Bengal. 

Table 1 shows that SHG-cooperative bank linkage is a common form of SHG in India, 
particularly in West Bengal. In West Bengal, District Central Cooperative Banks of 
Bankura, Burdwan, Nadia, Malda are the dominant player of forming SHGs through 
PACCS. Table-1, show the number of savings linked SHGs, loan disbursement and loan 
outstanding during 2011-12 to 2013-14. It should be noted that in 2012-13 no of coopera-
tive linkage SHG reduced due to expansion of subsidy based Government sponsored 
SHGs in India. Due the attraction of subsidy many SHGs shifted to SGSY groups. Howev-
er, in the next year again number of cooperative linked SHGs increased. There are some 
states like Himachal Pradesh and Punjab where overall SHG linkage is poor relative to 
their rural poor population, but the cooperative banks have performed relatively well. 
In northeast states, Bihar and Uttar Pradesh overall SHG linkage as well as cooperative’s 
performance are relatively weak.

The Model
In literature it is found that joint liability, limited liability, peer pressure, peer 

monitoring, direct monitoring by the institution, lending with training programme, etc., 
are the important aspects of group lending approach across the world. A series of studies 
(Stiglitz and Weiss, 1981; Stiglitz, 1990; Hoff and Stiglitz 1990; Ghatak and Guinnane, 
1999) have shown that joint liability aspects of group lending mitigates adverse selection 
problem, moral hazard and thereby reduces borrowing cost and increases borrowers’ 
welfare. In the context of the recent Eurozone financial crisis Basu and Stiglitz (2013) 
have argued that joint liability of the government and the private investors on borrowed 
fund can improve overall welfare of the economy. However, how the group lending ap-
proach without joint liability can improve social welfare is not common in literature.

Usually, the loan contract is a bilateral relation between two parties – the lender and 
the borrower. In this bilateral contract, the lender lends to borrower who promises to 
repay loan subject to a limited liability condition. We know that the adverse selection 
and moral hazard problems make the equilibrium of this bilateral contract in rural credit 
market inefficient. At this equilibrium safe borrowers face high interest rate and they 
could not avail affordable loan for their desirable project. Further, resource poor cannot 
avail loan due to lack of collateral. However, using the power of a third party like SHG 
all can do better. In order to analyse the aspect of welfare in the context of SHG-PACCS 
linkage peer monitoring, a simple model is developed. 

In order to serve the collateral poor PACCS asks a few poor persons to form a group 
where group members save recurrently as convenient. After continuous savings for at 
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least six months the PACCS lends to the SHG member borrower who promises to repay 
loan subject to a limited liability condition. Suppose that an individual wants to under-
take a project borrowing L amount of money from the PACCS for one year. If the project 
is successful, it yields a return of f (L). Let the probability of success of the project be p. 
Further, if the project succeeds there is a probability q that the borrower can abscond 
with the money. However, the SHG has the power to control abscond. So q=0 for the 
SHG member borrowers. 

The following assumptions are made in the line of SHG-PACCS linkage model.
1. 	 The PACCS is a competitive lender who maintains break even solution for interest. 
2. 	 It is assumed that the cooperative has sufficient amount of fund for lending. So, 

it has no cost of lending. 
3. 	 If the probability of abscond is zero the lender find positive expected net return.
4. 	 The borrower will repay the loan just after one year if his project is successful.

Suppose the gross interest rate on loan is R and gross interest rate on savings of the 
SHG members is  I. Then in case for bilateral credit contract the expected net return of 
the lender is

p(l – q) f (L) – RL

The lender will lend up to the situation where p(l – q) f (L) - R >0. Therefore, the bi-
lateral contract will not take place if the lender finds finds RL > p(l – q) f (L) . However, 
it is assumed that pf (L) > RL, i.e., if the probability of abscond is zero the lender find 
positive expected net return and he will lend. So, if the lender is guaranteed that the 
borrower will not abscond with the borrowed fund, the bilateral loan contact will take 
place on demand for loan. But question is that who will give this guarantee to the lender. 
In India, since late 1970 to late 1990 the Governments implementing several programs 
like Integrated Rural Development Programme (IRDP) acted as guarantor of the com-
mon borrowers or private investors. However, such a guarantee adds nothing to the gov-
ernment revenue immediately rather it may create some burden on the Government’s 
budget. There is always a probability that the guaranteed projects will fail in the future. 
For this reason, the governments were repeatedly warned by the international bodies 
not to give guarantee on borrowed fund to the private investors. In this circumstance, 
SHG may play an imperative role to ensure microcredit to the collateral poor. Now it 
can be observed that how the introduction of group lending approach makes an overall 
benefit for lender, borrower and guarantor in our society.  

Let us consider the loan contract under the SHG-PACCS linkage programme. The 
group members resolute that, the group as an entity, will act as guarantor for individual 
loan; such that no one absconds with the borrowed fund if the project is successful. In 
these groups, peer monitoring and social dignity of the group members ensures the 
lender that the borrower will not abscond with borrowed fund. It is supposed that our 
potential borrower is a member of voluntary savings group which has the power to put 
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off the borrower from absconding. The group can act as a guarantor of loan such that 
if the borrower fails to repay the loan, in case of wilful default the cooperative can 
forfeit the cumulative savings of the particular borrower. However, if the project of the 
member borrower fails the group as a whole and the particular borrower will not be 
liable for loan. In that case SHG helps the cooperative to understand whether the project 

really fails. Thus, the loan contract under SHG-PACCS linkage is a trilateral relation if 
the borrowing takes place. This may be shown in chain diagram as follows in figure 1.

In this trilateral loan contract, the borrower’s expected net returns is
p[f (L) – RL] 

In order to keep the lender at the break even solution i.e. to make sure the repay of the 
loan the group have to have an expected loss (l – p) RL. From this contract the borrower 
has been benefited by amount p[f(L) – RL, the lender earns normal profit, but the group 
the guarantor of the loan, loses amount (l – p) RL. Therefore, aggregate gain from the 
trilateral contract of loan is (expected net gain of the member borrower + gain of the 
PACCS + expected gain of the group)

P[f(L) – RL ]+0 – (l – p) RL = pf (L) – RL > 0.

It shows that the three agents involve in the loan contract are collectively better off. 
Therefore, it is establish that group lending approach increases over all welfare of the agents.  

The group, however, have no separate fund for meeting the loss; it meets the loss 
from the savings fund of the members. The group can want gross savings (l – p) RL at 
the time of repayment from the particular member borrower for standing guarantee 
against loan amount L. Therefore, ultimately the group gains or lose nothing, the lender 
earns normal profit and the borrower earns pf (L) – RL. It should be noted that the 
group can become guarantor of maximum amount of loan L up to SI /(l – p) R where 
S is the amount of gross savings of the member at the time of borrowing. It refers that 
the amount of loan availed by the borrower would linearly depend on his cumulative 
savings as we find in practice. As volume of cumulative savings increases the availability 
of formal loan will increase. If a person fails to cumulate a reasonable volume of sav-

Figure 1: Trilateral Interaction in Credit Contract 

Source: Author’s self explanatory 

PACCS/Formal Financial Institution 

SHG Member/Borrower Self-Help Group 
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ings he would not be eligible to get a reasonable volume of loan. For example suppose 
R=1.1, I=1.04 and p=0.8, then the collateral poor borrower can avail loan Rs. 5,000 if 
he become a member of SHG and can save Rs. 1,058 at the time of borrowing. Therefore, 
the expansion of microcredit is led by micro savings of the group members. Note that 
although in this model group size does not matter the PACCS try to limit the group 5-10 
members for administrative and legal expediency. The model with a lending cost in the 
context of strategic behaviour of the lenders can be extended. 

Conclusion 
It can be concluded that the SHG-PACCS linkage programme, which has no joint lia-

bility problem, makes easy the access to formal credit for the persons without collateral. 
Ultimately it improves the social welfare defined as the sum of expected gains of the 
agents involved in credit contract. However, the extent of borrowing is limited by the 
extent of savings of the borrowers. As a result of this micro savings and micro credit 
interlinkage, the extreme poor persons who are unable to save or can save very small 
amount cannot avail affordable amount of loan under the SHG-PACCS model for their 
desired project or for their urgent situation. It is indicative that savings linked micro 
credit through existing SHGs is not suitable for the extreme poor. Therefore, it is impera-
tive to search a special type of SHG where one fifth of member will be extreme poor who 
are unable to save recurrently. However, in the time of peer selection the other group 
members will select their extreme poor peers. In this group four-fifth members will save 
equally as per their capability and extreme poor member save as per their capability. 
Finally, each member will avail same amount of loan from bank or cooperatives as per 
the recommendation of the group as a whole. In this way real financial inclusion of the 
extreme poor can be made.
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Abstract
Self-Help Group-Bank Linkage Programme (SBLP) 

was started by National Bank for Agriculture and Rural 
Development (NABARD) in 1992 to facilitate financial 
inclusion among vulnerable groups. But the spread of the 
programme and its performance across the states is noticed 
to be uneven. There are sufficient disparities in the spread 
of SBLP across different states of India. The purpose of this 
paper is to examine the performance of SBLP at state level 
which will facilitate in ascertaining the performance of dif-
ferent states over time.

Introduction
The SBLP was started as an Action Research Project in 

1989 which was the offshoot of a NABARD initiative during 
1987 through sanctioning Rs. 10 lakh to MYRADA

1
 as seed 

money assistance for experimenting Credit Management 
Groups. In 1987, there were 300 SHGs in MYRADA’s 
Projects. These SHGs were group of 15-20 members who 
used to contact MYRADA’s officials for their financial assist-
ance. These SHGs achieved immense success. In the same 
year Ministry of Rural Development provided financial 
support to PRADAN

2
 to establish SHGs in Rajasthan. The 

experiment of these early efforts led to the approval of a 
pilot project on SBLP by NABARD in 1992. Subsequently, it 
picked up in the other states of India.

Initially, there was a slow progress in the SBLP up to 
1999 as only 32,995 groups were linked during the period 
1992 to 1999. Since then the SBLP has been growing rapidly 
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and the number of SHGs linked with banks increased from 81,780 in 1999-2000 to more 
than 93.05 lakh in 2014-15. Despite this there have been sufficient disparities in the 
spread of SBLP across different states of India. The purpose of this paper is to examine 
the performance of SBLP at state level which will facilitate in ascertaining the perform-
ance of different states over time.

Objectives, Hypothesis, Methodology and Scope of Study
The main objective of this paper is to evaluate the performance of SBLP on the basis 

of savings per SHG, average loan amount per SHG and average non performing assets 
(NPAs) per SHG, across different states of India.

Savings are amount of income left after consumption. Therefore states with higher 
savings imply higher income and hence their repaying capacity is better than the others. 
Thus it can hypothesized that “states having higher accumulation of savings per SHG 
should have lower NPAs per SHG that is., there is a negative relationship between the 
savings per SHG and NPAs per SHG”. 

The SBLP was a step towards bringing unbanked poor into the mainstream. As finan-
cial inclusion became a serious issue several initiatives were taken by the Government 
of India, Reserve Bank of India (RBI) and NABARD to enhance the performance of SBLP 
to ensure greater financial inclusion.

In this paper three parameters are used to evaluate the performance of SBLP:
1.	 Savings per SHG measures the viability of SHGs. Because savings are a part of 

income, which is left after consumption. Therefore, especially in the case of poors, 
the savings amount is more important. Because it is natural that people in low in-
come group have higher propensity to consume. Thus an increase in the savings of 
the SHGs, represent increasing income generation activities and viability of the SHGs.

2.	 Loan per SHG measures the extension and outreach of the SBLP. The higher amount 
of bank loan against SHG s denotes higher extension and outreach of the SBLP.

3.	 NPAs per SHG measures the level of deterioration in the functioning of SBLP. 
Higher amount of NPAs per SHG denotes deep deterioration in the functioning of 
the programme.

Thus, based on the above three parameters the study focuses on the viability, outreach 
and deterioration level in the functioning of the SBLP to evaluate its overall performance. 

Moreover to test the hypothesis of negative relationship between the savings per SHG 
and NPAs per SHG coefficient of rank correlation is computed. 

Analysis
To evaluate the performance of SBLP the data regarding aforementioned three 

parameters were collected from various publications of NABARD which have reported 
the data of these parameters from 2007-08 to 2014-15.
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State-wise Performance of the SBLP
To analyze the state-wise performance of SBLP, 14 major states have been considered, 

based on the geographical area they cover and the population. The names of the sample 
states along with the region they belong to are given in the Table 1.

Table 1: List of Sample States

Region States

   Northern Region    Haryana, Punjab and Rajasthan
   North East Region    Bihar, Odisha and West Bengal
   Central Region    Madhya Pradesh and Uttar Pradesh
   Western Region    Gujarat and Maharashtra
   Southern Region    Andhra Pradesh, Karnataka, Kerala and Tamil Nadu

The state-wise average saving per SHG, average loan outstanding per SHG and average 
NPAs per SHG is calculated and shown in the Table 2, along with their national average.

Table 2: State-wise Average Savings per SHG, Average Loan per SHG and Average NPAs per SHG

States Average Savings per 
SHG (in Rs.)

Average Loan 
Outstanding per 

SHG (in Rs.)

Average NPAs per 
SHG (in Rs.)

Average Savings 
to Average Loan 
Outstanding (%)

Average  NPAs 
to Average Loan 
Outstanding (%)

Haryana 13490.5 46466.8 4324.1 29.0 9.3
Punjab 9910.2 23477.5 2343.3 42.2 10.0
Rajasthan 6157.3 24522.9 2176.1 25.1 8.9
Bihar 6328.7 36026.1 2169.6 17.6 6.0
Odisha 7661.9 30935.2 3342.5 24.8 10.8
West Bengal 12347.9 24731.1 1225.5 49.9 5.0
Madhya Pradesh 7121.6 22699.2 3533.3 31.4 15.6

Uttar Pradesh 8012.5 40596.1 5791.3 19.7 14.3
Gujarat 9227.3 9876.3 696.0 93.4 7.1
Maharashtra 8620.3 22240.5 1487.3 38.8 6.7
Andhra Pradesh 14847.2 100556.4 3348.8 14.8 3.3
Karnataka 14519.7 50957.1 1733.2 28.5 3.4
Kerala 8522.2 28386.7 1802.0 30.0 6.4
Tamil Nadu 9709.0 48560.1 3792.9 20.0 7.8
India 10260.4 46394.3 2564.7 22.1 5.5
Source: Based on the data collected from the reports of various years entitled, ‘Status of Microfinance in India’, NABARD, Mumbai.

The most important parameter of the analysis of the performance of SBLP across 
states is the NPAs of bank loan outstanding against SHGs. A scrutiny of the Table 2 
shows that NPAs are highest in Madhya Pradesh, Uttar Pradesh and Odisha (respectively 
15.6%, 14.3% and 10.8%). This basically indicates extremely weak performance of SBLP 
in these states and chances of recovery of loan outstanding from SHGs in these states 
are very thin. Any further advances to SHGs in these states should be given with utmost 
caution. 
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Figure 1: State-wise Percentage of Average Savings and Average NPA against Average Loan Outstanding

It is to mention that these states rank among the bottom five with regard to the sav-
ings per SHG. These states, Madhya Pradesh, Uttar Pradesh and Odisha are ranked on 
12th, 10th and 11th position, respectively, in terms of average savings per SHG (Table 3). 
This clearly reveals extremely non satisfactory performance of the SBLP in these states 
and any further lending to SHGs in these states should be on certain strict principles 
since chances of default of loans in these states are very high.

Punjab, Haryana, Rajasthan, Tamil Nadu, Gujarat, Maharashtra, Kerala and Bihar 
have relatively low NPAs (10.0%, 9.3%, 8.9%, 7.8%, 7.1%, 6.7%, 6.4% and 6.0%, respec-
tively) but it is still higher than the national average of 5.5%, which reflects not a very 
satisfactory performance of the SBLP and the banks should be cautious in lending to 
SHGs in these states. Hence, these states are also required to be checked out over the 
ways they are getting the advances and using them.

It may further be pointed out that in some of these states like Haryana, Punjab, Tamil 
Nadu and Gujarat, average savings per SHG is fairly high. The rank of these states in 
terms of average savings per SHG is respectively 5th, 3rd, 6th and 7th (Table 3). There-
fore these states can bear relatively moderate NPAs and there is a need for giving SHGs 
in these states a proper direction so that they can improve their further performance 
and lower their NPAs.

However in Rajasthan, Maharashtra, Kerala and Bihar lower average savings per SHG 
and higher Average NPAs per SHG require thorough investigation of SHGs in these states 
and only those which are viable, be allowed to function.

There are only three states, having percentage of average NPAs against average loan 
outstanding lower than the national average of 5.5%. These states are Andhra Pradesh, 
Karnataka and West Bengal having respectively 3.3%, 3.4% and 5.0% average NPAs 
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against average loan outstanding. This atleast reflects that the performance of SBLP is 
good in these states and sets an example which other states should emulate.  

It may further be mentioned that in these three states average savings per SHG is 
quite high and they rank among the top five states which have high average savings 
per SHG. In terms of average savings per SHG, the rank of these three states Andhra 
Pradesh, Karnataka and West Bengal is respectively, 1st, 2nd and 4th.

Thus based on the above analysis of the performance of SBLP in terms of average 
savings per SHG and average NPAs per SHG the states can broadly be categorised into 
three types:

1. 	 Best performing states, having average NPAs, below the national average and 
ranked among top five states in terms of average savings per SHG. Andhra 
Pradesh, Karnataka and West Bengal come into this category.

2. 	 Moderately performing states, having less than 10% of NPAs but higher than the 
national average of 5.5% and whatever the rank they hold in terms of average 
savings per SHG: Punjab, Haryana, Rajasthan, Tamil Nadu, Gujarat, Maharashtra, 
Kerala and Bihar.

3. 	 Poorly performing states, having NPAs higher than 10% and ranked among bot-
tom five states in terms of average savings per SHG: Madhya Pradesh, Uttar 
Pradesh and Odisha.

Table 3 provides state-wise average savings per SHG and average NPAs per SHG. In 
fact value of the coefficient of Rank Correlation (r’) which is -0.495 and this suggests a 
negative relationship between average savings and NPAs per SHG.

Table 3: State-wise Average Savings per SHG and Percentage of Average NPAs

States Average  Savings per SHG 
(in Rs.)

R1 Average NPAs to Average 
Loan Outstanding (%)

R2

Haryana 13490.5 3 9.3 5

Punjab 9910.2 5 10.0 4

Rajasthan 6157.3 14 8.9 6

Bihar 6328.7 13 6.0 11

Odisha 7661.9 11 10.8 3

West Bengal 12347.9 4 5.0 12
Madhya Pradesh 7121.6 12 15.6 1

Uttar Pradesh 8012.5 10 14.3 2

Gujarat 9227.3 7 7.1 8

Maharashtra 8620.3 8 6.7 9

Andhra Pradesh 14847.2 1 3.3 14

Karnataka 14519.7 2 3.4 13

Kerala 8522.2 9 6.4 10

Tamil Nadu 9709.0 6 7.8 7

Source: Same as Table 2
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Conclusion and Suggestions
The SBLP started by NABARD in 1992 to facilitate the financial inclusion among the 

vulnerable groups. Since the launch of the programme more than 93.05 lakh SHGs have 
now been linked with banks. 

1.	 Among the 14 sample states considered in this study, performance of SBLP in 
Andhra Pradesh, Karnataka and West Bengal is found best because of the low 
percentage of average NPAs against average loan outstanding per SHG and high 
amount of average savings per SHG in these states as compared to the national 
average of both these parameters respectively. 

2.	 Punjab, Haryana, Rajasthan, Tamil Nadu, Gujarat, Madhya Pradesh, Kerala and 
Bihar are in the moderate category in terms of the performance of SBLP, since in 
these states average NPAs per SHG are in the moderate range, that is, greater than 
the national average of 5.5% but less than 10%. The average savings per SHG in 
these states is also in the moderate range except Haryana.

3.	 Madhya Pradesh, Uttar Pradesh and Odisha are in the category of poorly 
performing states. Average NPAs per SHG is highest in these states and is over 
10% of the average loan outstanding, while average savings per SHG in these 
states is extremely low as they are ranked among the bottom five states in terms 
of average savings per SHG. 

4.	 An inverse relationship between average savings per SHG and average NPAs 
against average loan outstanding per SHG was observed. 

Based on the above analysis of the functioning of SBLP the following suggestions may 
be useful to improve the performance in the weak performing states:

●	 Loans should be given especially to viable SHGs only. One measure to ascertain 
their viability is the amount of savings by SHGs. This is because savings are the 
part of income that is not consumed and especially in the case of those who are 
poor these savings are more important because the propensity to consume in 
the low income groups is relatively high and hence increased amount of savings 
of SHGs represent increased income generation activities and viability of the 
SHGs.

● 	 States where percentage of average NPAs per SHG is very high require an audit 
of their functioning so that the reasons of bad recovery performance could be 
recognised and suitable measures could be taken to overcome the problem of high 
NPAs. 

● 	 Further strategies may focus towards training and capacity building of the SHGs 
in order to strengthen them and improve their performance. This will ensure 
viability of SHGs in the long-term.
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Notes
1. 	 MYRADA (Mysore Resettlement and Development Agency) is an NGO operating 

in the Southern India. 
2.	 PRADAN (Professional Assistance for Development Action) is an NGO in which 

professionals are working to help poors through various of its Microfinance 
Programmes
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Microfinance can help 
the poor to increase 
income, build viable 

businesses, and decrease 
their vulnerability to 

external shocks and also a 
powerful device for self-

empowerment by enabling 
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Microfinance in Empowering 
Women: Evidences from 

Villages of Odisha
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Abstract
This study seeks to explore the impact of women’s 

participation in Self-Help Groups (SHGs) on their 
empowerment. To supplement the data collected from 
secondary sources, the primary study was conducted 
through interview schedule and focus group discussion in 
one of the backward districts of the state of Odisha (Sam-
balpur) to analyze the performance of microfinance through 
the SHGs. 

Introduction
Microfinance is the prerequisite of a broad range of 

financial services such as deposits, loans, payment services, 
money transfers and insurance to poor and low-income 
households and their micro-enterprises. The poor and 
underprivileged need a range of financial instruments to 
build assets, stabilize consumption and protect themselves 
against risks. The typical microfinance clients are low-
income persons who do not have access to formal financial 
institutions. Experience shows that microfinance can help 
the poor to increase income, build viable businesses, and 
decrease their vulnerability to external shocks. It can also 
be a powerful device for self-empowerment by enabling the 
poor, particularly women, to become economic agents of 
change.

Women constitute nearly half of the total population in 
India, but majority of them are not empowered. Most of the 
women are economically dependent. Study in past reveals 
that due to disparity between men and women in educa-
tion, health, employment and income opportunity, control 
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over assets, personal security and participation in political process, women are deprived 
and less empowered which limits the country’s ability to achieve its full potential (Bis-
was and Kabeer, 2001). The Word Bank has suggested that empowerment of women 
should be a key aspect of social development programmes (World Bank, 2001). 

Many practitioners and research experts opine that livelihood approach of microfi-
nance would be a better approach for elimination of poverty. But empowerment ap-
proach makes them to live independently in society without any influence. Further, many 
studies demonstrated the link between women empowerment and credit programmes 
especially micro credit with mobility, decision making and family planning, which has 
positive outcomes (Rahman, 1986). Studies pertaining to measuring the income, gender 
outcome and empowerment dimension through credit programme are limited. 

In the promotion of self-employment, lack of credit has been a major constraint espe-
cially for rural women. Being economically vulnerable, rural women often fall into the 
clutches of exploitative money lenders. Microfinance and the SHG-Bank Linkage Pro-
gramme (SBLP) was the appropriate remedy for mitigating the problems of the poverty-
stricken people by their own way of self-help and collective action. A comprehensive 
approach to poverty reduction by providing credit along with primary health and educa-
tion create positive synergies that are more likely to break the cycle of impoverishment.

Objectives of the Study
In the backdrop of above facts the study has the following objectives:
1.	 To focus on the role of SHGs in empowering the rural women through microfi-

nance in terms of increase of income, employment, productivity and linkage ef-
fects in Sambalpur district of western Odisha. 

2.	 To examine the reasons for the spread of the SBLP and to find out the living con-
dition of rural women engaged in income generating activities in rural villages of 
Odisha.

3.	 To suggest some policy prescription on the basis of the study.

Methodology
In order to collect field data with the help of interview schedules and focus group dis-

cussion, we have selected Maneswar and Dhankauda blocks were selected purposively 
on basis of their accessibility from Sambalpur district.

For analysis and interpretations, primary data were collected from a total of 40 wom-
en SHGs consisting of  80 members  covering 20 sample women SHGs from each select-
ed sample block with the help of stratified random sampling exclusively to investigate 
the role of SHGs in empowering the women and thereby, alleviating their poverty. In our 
field study, the self-help promoting institutions (SHPIs) play catalytic role in promoting 
SHGs. As there are a series of SHGIs working in Orissa for the promotion of SHGs, thus, 
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each SHIP is considered as one stratum. Further, two members from each SHG aggre-
gating 80 members have been selected on the basis of their maximum amount of loans 
received and savings made. All the SHGs were women groups. 

From each block one panchayat has been selected on the basis of random sampling 
technique and from each panchayat two villages were selected. Mura and Kalmi vil-
lages from Nuatihura panchayat and Kilasama and Balbaspur villages from Kilasama 
panchayat have been selected. The village Mura was originally situated at the bank of 
River Mahanadi. It is approximately 27km from Sambalpur city. Kalmi is a small vil-
lage/ hamlet in Maneswar Tehsil in Sambalpur District of Odisha, located about 10km 
towards South from district headquarters Sambalpur and 265km from State capital Bhu-
baneswar. 

Kilasama is a village in Dhankauda Tehsil in Sambalpur District, located 15km towards 
North from district headquarters Sambalpur and 17km from Dhankauda. Balbaspur is 
a small village/hamlet in Dhankauda 
Tehsil in Sambalpur district of Odi-
sha, located 3 km towards South from 
District headquarters Sambalpur. The 
interview schedule was supplemented 
with using the focus group discussion 
method with SHGs households, block 
and NGO office bearers. The sampling 
design of the study is presented in Table 1.

The sample groups, which were at least 24 months old by the time of study, were 
selected so that the social and economic impact of SBLP would be saturated. The study 
was conducted during March 2014 to June 2014 at various intervals with the help of 
interview schedules and focus group discussion.

It is revealed from the Table 2 that out of 80 sample women SHG members, 10% 
belongs to tribal community, 12.5% belongs to scheduled caste, 31.3% belong to other 
backward castes and the rest 46.3% are in the general category.

The rural character, illiteracy and ignorance, and rigidity for accepting social change 
by the people in the region attracted the immediate attention of SHPIs to put more ef-

Table 1: Sampling Design of the Study (Sambalpur District, Odisha)
Selected Blocks and
Panchayats	 Selected Villages	 Number of Self-Help 	
			   Group Members

Maneswar Block	 1. 	Mura	 20
Nuatihura Panchayats	2.	 Kalmi 	 20
Dhankauda Block	 1.	 Kilasama 	 20
Kilasama Panchayat	 2.	 Balbaspur	 20
From 2 Panchayats	 Total of 4 Villages	 80 members

Table 2: District and Community-wise Distribution of SHGs Members
Sample district	 Scheduled Tribe	 Scheduled Caste	 General	 OBC

Sambalpur	 8	 10	 37	 25
MFIs 
	 1)	 Action for Women's Advancement Association (AWAA), 	10%	 12.5%	 46.3%	 31.3% 
		  At-Pattanaik Para, Dist. Sambalpur, Maneswar Block of  
		  Sambalpur District
	 2)	 Gram Swaraj Vikash Samiti [GSVS] care.share.inspire 
		  Registered Office: at Ganesh Nagar, P. O. Rengali, Sambalpur
	 3)	 Block offices	
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fort for formation of SHGs. The Non-
Government Organisations (NGOs) 
like Action for Women’s Advance-
ment Association (AWAA) is active in 
Maneswar Block of Sambalpur Dis-
trict. The other SHPIs are Gram Swaraj Vikash Samiti (GSVS) and Block offices.

Table 3 depicts that among the 40 SHGs, 50% are having 10-15 members, 40% are less 
than 10 members and remaining 10% had 15+ members. 

Table 4 demonstrates the 
socio-economic profile of the 
group members in our study.  
The occupation structure of the 
SHG members reveals that 25 
members (31.3%) are engaged in 
agriculture; 22 members (27.5%) 
in allied activities such as dairy, 
fisheries, others and selling of 
these products; 20 members (25%) 
depend on house hold industries/
crafts and 10 (12.5%) members de-
pend on wage earning. Thus, next 
to agriculture and allied activi-
ties, main source of employment 
is basically the handloom sector. 

It was further found that 40% 
of group members are in the age 
group of 30-35 years. Illiteracy is 
rampant in the study area as 35% 
of the group members are illiter-
ate and 37.5% are only able to put their signature by practice. With regard to marital 
status 70% are married and 30% of group members are unmarried.  

Table 5 reveals the position of monthly 
income generated by the SHGs. Out of 40 
SHGs, 18 (45%) SHGs generated incomes 
up to Rs. 2,000. There are 16 SHGs (40%) 
which revealed about generating a month-
ly income in the range of Rs. 2,001 to Rs. 
3,000. Thus, 85% of SHGs have reported their monthly income below Rs. 3,000. Only 6 
SHGS (15%) SHGs are capable to earn an income level up to Rs. 3,001 and above. 

 Table 3: Group Structure According to the Size of Sample SHGs
Size of the Group 	 Number of SHGs	 Percentage

Less than 10 Members 	 16	 40
10-15 Members 	 20	 50
15+	 4	 10
Total 	 40	 100

Table 4: Socio-Economic Profile of the Group Members
Socio-Economic Profile	 Number of	 Percentage 
	 Members

Occupational Structure 		   
  Agriculture	 25	 31.3
  Allied activities (Dairy, fisheries, others and  
  selling of these products)	 22	 27.5
  Collection of minor forest products	 3	 3.8
  House hold industries/ crafts	 20	 25.0
  Labour /wage earning /others	 10	 12.5
  Total 	 80	 100
Age-group		   
  18-30	 22	 27.5
  30-35	 32	 40.0
  35-40	 14	 17.5
  40 and above 	 12	 15.0
  Total	 80	 100
Level of Literacy		   
  Illiteracy	 28	 35.0
  Knowing only signature	 30	 37.5
  Read and write	 22	 27.5
  Total	 80	 100
Marital Status		   
  Married	 56	 70.0
  Unmarried	 24	 30.0
  Total	 80	 100

Table 5: Distribution of SHGs According to their Average 
Monthly Income

Average monthly income	 Number of SHGs	 Percentage

Up to Rs. 2,000	 18	 45
Rs. 2,001 to Rs. 3,000	 16	 40
Rs. 3,001 and above 	 06	 15
Total 	 40	 100
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Linkage with Bank
Under the linkage projects the main advantages to the banks would be the 

externalisation on the part of the work items of the credit-cycle assessment of credit 
needs, appraisal, disbursal, supervision and repayment reduction in the transaction 
costs. For the groups the advantages lies in the access to a large quantum of resources as 
compared to their meager corpus generated through thrift, access to better technology 
and skill upgradation through different schemes of the banking sector and a general 
improvement in the nature and scale of operation that would accelerate economic 
development (Tripathy, 2004). The first step for linkage of an SHG with the bank is to 
open a savings bank account with any of the banking institution. Only 20 SHGs opened 
savings bank account within a week of the formation of the group. Rest 20 SHGs opened 
account within 2-3 weeks.

Savings and Borrowing
It is revealed from the field data that over the period, 30% of sample groups enhanced 

their regular savings at various levels, which exemplifies gain in their financial position. 
About 80% members paid their monthly contributions in time. 

In case of exigencies the group members borrow money from the corpus of the group 
for petty consumption, medical expenses, purchase of farm inputs, undertaking small 
business activity. 

The members were borrowing according to their requirements and repayment capac-
ity. About 70% of the lending was below Rs. 5,000, while another 15% between Rs. 5,001 
and 8,000. Five per cent borrowed above Rs. 8,000 who spent the amount on medical 
expenses, purchase of draught animals and land, and in larger business activities. The 
group decided loan amount considering priorities of borrowing members and corpus on 
hand.  

Lack of opportunities for income generating activities were deterrent for availing 
bank loan. In case of SHGs under Model I availing bank credit was relatively early since 
the banks themselves had promoted and nurtured groups and were closely monitoring 
their performances. 

It is further found that out of 40 groups availed second loan 20 (50%) had availed it 
within one year of their first loan. Availing a higher amount of loan in the second dose 
prompted the groups to repay the first loan much ahead of the scheduled repayment 
period. SHGs under model III had availed second and subsequent loans quickly in order 
to get a larger loan amount. 

Rate of Interest
Rate of interest charged to borrowing members was a unanimous choice of the group. 

It was between 24% and 60% per annum for borrowings from the corpus. While 24 



THE MICROFINANCE REVIEW  •  Volume VIII(1)  January - June 2016110

SHGs kept it 24% per annum 12 SHGs kept at 36%, and 4 SHGs at 48%. But the group 
members were highly satisfied to borrow among themselves as the moneylenders charge 
exorbitant rate of interest of 120%. Interest on bank credit to the group was between 
8.5% and 12% per annum varying as per the lending rate of concerned financing bank. 
But the rate of interest charged by NGOs in case of indirect linkages ranged between 
18% and 36% per annum. 

Repayment of Loan
Generally SHGs were having predetermined terms and conditions for repayment of 

the finance availed by them from banks. The borrower had to declare whether she would 
repay the loan annually or in a few months. In case of annual borrowing, borrower had 
to pay the principal and interest at the end of a year. A few groups also allowed conces-
sions in interest for annual borrowers. Borrowers under monthly terms had to pay inter-
ests regularly every month. It is found that most members were regular in repayment of 
interest, and principal is usually paid after harvesting season. The borrowers invested 
the money in animal husbandry activities like sheep, goat, ducks, poultry birds and so 
on. To repay the loans they were selling one or two animals or a few birds. Those bor-
rowers defaulting repayments were charged with penalty. All members expressed their 
views about overcoming financial stringencies after formation of group. Credit became 
easily accessible to members. 

Since consumption was the urgent need of most SHG members’, asset creation was not 
a priority among a majority of them. However, 10 SHGs constituting 25% of the mem-
bers reported regarding their addition to their animal property (sheep, goat and cow) 
and birds (poultry and ducks). Some of them could be able to repay their old debt (10%) 
and some others could repair their houses (20%). 

SHG movement empowered rural women with dignity, identification, recognition and 
respect. The women came out of the conservative attitudes. The savings exhibited the 
sense of thrift, speculation and self-sufficiency among the members. Thirty per cent of 
the members expressed that prior to SHG they were not saving, even though they had 
some potential but there was no opportunity for it. 

Although it was difficult to exactly quantify the impact of microfinance through SHGs 
on the participating members in Sambalpur (Orissa), a qualitative improvement in their 
life has been remarkably manifested among the SHG members. 

It is apparent from the study that because of a paramount importance accorded to the 
SHGs by the funding agencies and the government, the vulnerable sections of the so-
ciety especially the poor women, widows, female-headed households’ destitute women 
are mostly benefited.

The analysis clearly demonstrates that microfinance through SHGs is a viable alter-
native to achieve the objectives of rural development and get community participation 
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in rural development programmes. SHGs enhance the quality of status of women as 
participants, decision makers and beneficiaries in the democratic, economic and social 
realms of life (Tripathy, 2006) 

An important aspect of successful functioning of SHGs is appropriate maintenance 
of records, the membership register, cashbook, the loan ledger, the member’s passbook, 
etc. These records ensure proper understanding among the members about their sav-
ings, repayments, and dues and so on to an outsider about the smooth functioning of 
the group (Mishra, 1999)

Table 6 summarises the socio-economic change among SHG members in the sample 
district of Orissa. All members expressed having liaison with banks through savings 
and/or credit, with more than 97% revealed regarding their generation of additional 
income, 60% depicted about their improvements in social status and 60% about their 
economic security. 

On the whole, sample SHGs members revealed that they are a valuable tool for 
empowerment at both individual and group level. Group members’ attitude to life has 
become more optimistic and positive. Their understanding of local issues and their 
involvement in community decision-making has developed. Indeed, they are well-placed 
to work with other actors in the community to tackle economic and social problems. 

Focus group discussion in different villages and observations brought to light that the 
SHGs members due to poor economic status were often compelled to sell their goods 
to middlemen and merchant capitalists under the dadni system or indentured system 
at the pre-fixed prices. It is found that the independent weavers mostly borrow money 
or take cash advance from the middlemen and merchant capitalists to purchase raw 
materials and also to meet their consumption needs. Against such loan, the lenders 
make product tie-up with the weavers at the pre-fixed rate irrespective of the prevailing 
market price at the time of transaction of the goods. It is because of this system some-
times the economic status of the independent weavers is as awful as that of the attached 

Table 6: Socio-Economic Change through SHG Bank Linkage Programme

Sl. No.	 Socio - Economic Change	 Out of 80 Members	 Before	 After	 Change %
1.	 Augment in social status	 48 Members	 –	 48	 60
2.	 Augment in interpersonal relationship	 20 Members	 –	 20	 25
3.	 Improvement in consumption pattern	 60 Members	 –	 60	 75
4.	 Group approach among members	 50 Members	 10	 50	 50
5.	 Absence of Physical abuse from husband/ in-laws	10 Members	 4	 10	 7.5
6.	 Freedom to work outside home	 70 Members	 25	 70	 56.3
7.	 Leadership	 10 Members	 0	 10	 12.5
8.	 Borrowing from money lenders	 74 Members	 74	 4	 -87.5
9.	 Additional income generation	 78 Members	 –	 78	 97.5
10.	 Regular savings	 25 Members	 8	 25	 21.3
11	 Financial liaison with banks	 80 Members	 0	 80	 100
12.	 Economic security	 80 Members	 20	 60	 50
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weavers. But the formation of SHGs and flow of bank finance to the group facilitated by 
NGOs and block officials have ameliorated their conditions.

Table 7 reveals the distribution of SHGs households in the sample villages on the basis of 
their economic activities. Some 
of the important activities of the 
SHGs members are: animal hus-
bandry, poultry, weaving/hand
loom, fishery, vegetable culti-
vation, food pro-cessing, etc. 
But the majority of the house-
holds (32.5%) are engaged in 
weaving/handloom sector and 
8 households (30.7%) are exclu-
sively found in Kilasama village. Similarly, ‘food processing’ and ‘poultry’ as economic 
activities have been accepted by 7 (8.8%) and 11 (13.8%) households respectively. 

Prior to formation of SHGs, the members were performing manual labour, agricultural 
operations and even migrating to other parts of the state for laying roads, earth cutting 
etc. In such works, the payment was irregular and even the promises made to the 
labourers were violated. But the formation of such SHGs and their involvement in 
different economic activities provided a new direction in their life to utilise their labour 
for collective and better output.

It was found that domestic violence against women borrowers had been reduced and 
possibly this was a consequence of women being regarded as more valuable economic 
members of the family, once they start generating income via their micro-credit loans. 
Studies have confirmed these findings: female borrowing increases female control of 
non-land assets, increases their role in household decision making, and elicits greater 
acceptance by their husbands of their participation in market-based economic activities. 
During our focus group discussion, it was revealed that most members have preferred to 
save their money in the bank through SHG for following reasons: 

1.	 They can invest it for petty business activities or for cultivation, to increase their 
income level, 

2.	 Members opined that it is convenient to save through SHG, which is very secure.
3.	 They are free to spend this amount at the time of any emergency, particularly, to 

meet the medical expenses of the family members at the time of need.
4.	 Once they deposit the money in bank through SHG, they feel it is secured because 

if the money was outside of the home there would be less temptation to use the 
money for avoidable expenses. 

5.	 Members were mainly women as their husbands didnot save money due to alcohol 
consumption. Women members need to save part of their additional income for 
their children.

Table 7: Distribution of SHGs Households in the Sample Villages on the Basis 
of their Economic Activities

Activities	 Mura	 Kalmi	 Kilasama	 Balbaspur	 Total 

Animal husbandry	 02	 04	 03	 02	 11 (13.8)
Poultry 	 04	 03	 02	 02	 11 (13.8)
Fishery 	 04	 03	 04	 02	 13 (16.3)
Weaving /handloom 	 06	 06	 08	 06	 26 (32.5)
Vegetable cultivation 	 02	 –	 02	 03	 07 (8.8)
Food Processing	 02	 02	 01	 02	 07 (8.8)
Others	 –	 02	 –	 03	 05 (.3)
Total 	 20	 20	 20	 20	 80 (100)
Source: Compiled from primary data.
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Conclusion
From the foregoing analysis, it can be inferred that micro-credit empowers women in 

terms of their ability to make large and small purchases, involvement in major family 
decision making, and participation in public action, mobility, and political and legal 
awareness. 

Thus, the perusal of the study in Sambalpur (Orissa) highlights that, there has been 
significant dent on poverty due to the successful functioning of the SHGs. The reduction 
in the level of poverty has been manifested in terms of increase in income, employment, 
productivity and linkage effects.
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