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Micro Finance and Financial Inclusion of the Poor
through Self Help Group Bank Linkage

By V.M. Chavan and Mukund M. Mundargi*

cro finance through self help
Jgroups (SHGs) is an innovative
approach for the financial inclusion
of the rural poor. Credil has been an
eloment i linking factor and
commodiy markets. Credit helps. the
rural poor in the acquisiton
income generating assets and create
sl employment  opportuniies
thereby alleviating rural poverty. Sell
nolp groups (SHGs) provide an
o e
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Micro finance scene in India is
cominated by SHG bank lnkage
programme aimed at providing a cost
effective mechanism for providing
financial services to the rural poor.
Micro-credit and Micro-finance.

The terms micro-credit and micro-
finance aro oiten used inter-
changeably. It is expadiont lo
hightight the difference botwoen the
o, Micro-tinance is 2 functional part
of financial instiutions  that

‘adapted to the needs and reaities of
those who dont have access 10
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and in some cases provides a
payment system. Micro-credi is that
pattof e that doas it
the transter of economic resources
W o s o o i
borrowed on the financisl markel or
receivod from donors.
SHG-Bank Linkage (SBL)
rogramme for credit has been
able to reduce transaction costs.
it has enabled the banks to
achieve better loan recovery and
mobilize low cost Geposits. The.
SBL has introduced innovation in
bank fending by forging flexibilty,
operationally easy and follow up
virtue of informal lending system.
This is in view of technical and
administrative capabilties and
efficiencies and adequate
availabillty of financial resources
of formal lending mechanism of
commercial banks.

Mea-redh efos 10 only crock
organized sl Mo
stratogy. It offors several types of
financial services aimex
number of low income people
establish/grow  their  small  and
medium businesses in order 1o
generale sustainable income for the
of and achievement
of quality ffe. Servicos rendorad
under  miciodinance  include:  a.
Promotion of saving culture, b, Tl
provision of credi for working capial,

c. Taiing in business skils, o
Education or heatih and e. Ofering
of products such a5 relevant
insurance policies.

Micro-inance takes a holistc view
of the poverty in sociely and designs
ways for eradkating i through
various services. Micro-eradit covers
ony tho proison of smal loans

aking  into
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Miero-finance-Institutional Network

Microrinance _insiitution s an
organization that  offers  financial
fow income. popuiations
These nstons ol merwreds
and fake back small amounis of
Sauigs Wors it S B et
T 8 gt A Wi e
micro
micro-inance msmuwn P
wefer 1o fange of
wamizatone dadeted o poidiog
theso senvices. They include NGOs
credit_unions, cooporatives, privato
commerciel banks and norvbank
financial institutions and parts of
state owned banks.

Emergence of  Micro-finance
1G-b :

Commercial banks stived o fi
of improving their _financial
viabiity. In the wake of increasing

howing ra
group  based crodit  programme
Banks started lending 1o the members

Groups (with or without
NGO intermediation) which undertook
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Table-1

Highlights of the Pragress of SHG

nk Linkage Programme (Rs. Million)
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responsibiity  of  selection,

costs,
and profit margins lending o widor
cover of the target group
(MASAFD, 15521, Thp b g0
oxparienced reduction in
rmsaackon outts (Fihsend, 1696}

SHG-Bank Linkage and Micro-
finance In India: SHG-Bank Crodit
Linkage has been the outcome of the
Reserve Bank of Incia circular of July
24, 1991 and NABARD's guidelines
of Fobrary 26, 1992 M s a

are taken at group level It is
radically innovative and is moro than
just a complementary suategy. The
offcal credit systom of banks has
accepted that it can lend monoy to
the growp of poor people on the
basis of group's performance 85 an
instiution.  This implies that  the
offcial systom accopts that SHGS ean
estabiish the purpose and size of tho
loans, the schedules of advances
and_repayments and the rate of
intorest.

Models of SHG-Bank Linkage

The credt linkage of SHGs with
the banks has three modols: Modol |
SHGS formed and financed by banks,
Model-Il: SHGs formod by agency

ModelIll. SHGs financed by banks.
though NGOs and ather agencies as.
financial

Soutce (NABARD, 2006)

** The actual s avadad by SHG marber is higher as this does ol nclude own funds of SHGs

* Mergar o some RABs
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bank  linkage
lalbowmg ‘major objectives: 1 Evotving
upplementary credit strategies for
? eeds of poor
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combining the flexibilty, ~ sensiivity

rosponsivenoss of the informal

credit system with technical admini-

suatve  capabilties and financial

resources  of formal financial

insiituions. 28uikding mutual trust
e

Progress of SHG-Bank Linkage
Programme

There has boon  tremendous
progress of the SHG-Bank Linkage
programme over a short span of over
one  docado. The  NABARD
publication has reported that moro
than 16 lakh SHGs have been linked

been provided in the following table
for the period from 2001

the above table
mvea\ ) Srfiant reade ik

Vi porgame rre
lokowing ‘ars e mghhghls st e
progress of the programme can
‘seen in the Table-1

1.No of new SHGs credt linked
during the year rose from 149050
2001 fo 620109 in 200
2Cumulative No of SHGs credit
inked i d

68ank loan during the year rose
from Re. 2879 milion in 2001 1o Rs.

10

44891 milion In 2006, 7.Refinance
{cumiatve) bcraased i P, 4007
milion in 2001 to Rs. 41587 milion
In 2000, Svarigabiok Jan 10
SHOR e . TR ikear
2001 to Rs. 37582 in 2006 and
cyiloiloll o v rose
from Rs, 1072 in 2001 to Rs. 2684 in
2006,

Conelusion

SHG-Bank  Linkage  (SBL)
programme for credit has been able
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The resulls of the evaluation
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monstrated

percent  repayment  performance.
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