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ABSTRACT: 

KEYWORDS: 

Empowerment of women is a holistic concept. It is multi-dimensional. In its approach and 

covers social, political, economic and social aspects. Of all these facets of women’s development, 

economic empowerment is of utmost significance in order to achieve a long-lasting and sustainable 

development of society. Self- Help Groups are the voluntary organizations which disburse micro credit 

to the members and facilitate them to enter into entrepreneurial activities. 

 Empowerment of women, SHGs, SHGs-Bank Linkages.
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Certain elements become crucial or critical for the successful formation and functioning of the 

SHGs. They are;
voluntary nature of the SHGs
small size of the group 
homogeneity of membership
transparent and participative decision making 
brisk use of funds for micro enterprise creation

Studies have been confirmed that regular meeting of members fosters meaningful relationship 

among them and issues apart from thrift, credit issues on gender and social problems also get a 

platform for discussion.

SHGs usually create a Common Fund by contributing their small savings on a regular basis
Most of the SHGs themselves evolve flexible systems of working and managing their pooled 

resources in a democratic way with participation of every member on decision making 
Request for loans are considered  by the SHGs in their periodic meetings and competing claims on 

limited resources are settled by consensus 
Loaning is done mainly on trust with a bare minimum documentation and without any security 
The amount loaned are small, frequent and for short duration 
The loans cover a variety of purposes some of which are non-traditional and rather un-

conventional 
Rate of interest differ from group to group and even with purpose
Interest charged is generally higher than that charged by banks and lower than that charged by 

money lenders
Periodic meetings of members also serve as forum for collecting loans from members 
Defaults are rare mainly due to group pressure and intimate knowledge of enduses of credits

The micro finance activity is the result of a pilot project started by NABARD in 1992. The project 

aimed at promoting 500 self-help groups (SHGs). The banking system in the country accepted the idea 

and the results were promising. The RBI encouraged this positive initiative and issued instruction to 

banks in 1996 to cover SHG financing as a mainstream activity under their priority sector-lending 

portfolio. The government of India made linking SHGs with banks a national priority from 1999 onwards 

through its periodic policy and budget announcements. NABBARD is providing an umbrella support to 

stakeholders. Today, the programme is growing at a pace of about 2.5 million households annually. The 

following table provides some details. 

FUNCTIONING OF SHGs: THE MODUS OPERENDI
SHG exhibit some common features in their functioning viz;

SHGs-BANK LINKAGES: A MICRO FINANCE ACTIVITY
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Table-1.1
SHGs Bank Linkage Position

SHG-BANK LINKAGE MODELS 

NEED FOR THE RESEARCH STUDY 

Source: Banking and Finance, January 2007. p.37.

There could be different models for the SHG-Bank linkages.
Model-1 In this model banks deal directly with the individual SHGs providing financial 

assistance for a lending to the individual members. This is the simplest and most direct model.
Model-2 Second model is one where the bank gives direct assistance to the SHG and the SHG 

promoting institution (SHGI); usually an NGO provides training and guidance to the SHG and generally 

keeps a watching to ensure its satisfactory functioning 
Model-3 This model places the NGO or SHGI as a financial intermediary between the bank and 

SHGs. In this case, the NGO indirectly accepts contractual responsibility for repayment of loan to the 

bank.
Model-4 The fourth model envisages bank loans directly to individually members of SHGs upon 

recommendation of the NGO. In this case, the NGO assists the bank in monitoring, supervising and 

recovery of loans.
The SHGs bank linkage may follow an evolutionary process and move from model three to 

model two and to model one and finally to model four where individuals get direct access to the bank. 

However the acceptance of a particular model would depend on the perception of the bank and the 

strength of the SHGs and NGO.

Self-Help Groups have been evolved as a mechanism for meeting the economic aspirations and 

credit needs of the rural poor. Involvement of SHGs with banks could help in overcoming the problem of 

high transaction costs in providing credit to the poor. The character of SHGs and their relations with the 

members offered ways of overcoming the problem of collateral excessive documentation and physical 

access which reduced the capacity of formal institutions to serve the poor. 
There has been a phenomenal growth of SHGs in the country since the early nineties. The SHGs 

credit rate has been growing at the rate of 120 percent per annum. However, the functioning of the 
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Model Type 

As on 31 March 2005 

Number of SHGs 

(in 000) 

Bank Loans 

(Rs. Crores ) 

SHGs Promoted, Guided And Financed By 

Banks 
    34,337  (21.00) 1013  (15.00) 

SHGs Promoted, NGOs/Govt.  Agencies and 

Financed by Banks 
 1,15,827  (72.00) 5529  (80.00) 

SHGs Promoted by NGOs and Financed by 

Banks using NsGOs /Formal Agencies as 

Financial Intermediaries 

     11684   (7.00)  356     (5.00) 

Total 1,61,848    (100) 6,898   (100) 
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SHGs has been faced with a good number of constraints right from the formation stage itself. Some of 

the deficiencies associated with the SHGs have led to their unsuccessful functioning viz:
Wrong approach about the composition of the team of the groups 
Misconception about the SHGs goal among the members and lack of clarity about the concept of 

the SHGs.        
Non cooperation of individual members with group activities as well as personality clash between 

office bearer and group members 
Absence of training of office bearers about the procedures in conducting meetings maintenance 

of records and familiarisation with banking operation etc
Charging of high interest rate by the SHGs on the loans to members (16 to 36 per cent per annum) 
Non-utilizations of loans by the borrowers 
Poor repayment and recovery of loans. 

The present study was selected to analyse and evaluate the function and performance of the 

SHGs study units keeping in view that some of the major problem areas and inadequacies mentioned 

above. The researcher also found that very little work was done on these aspects relating to the SHGs in 

the study area. Hence an intensive research study was found necessary and relevant.

In most of the developing countries today, more and more emphasis is laid on the need for 

women’s active participation in the main stream of development process. It is also widely recognized 

that apart from managing household, bearing children, rural women bring income with productive 

activities ranging from traditional work in the field of working in factories or running small and petty 

business. They have also proven that they can be better entrepreneurs and development managers in 

any kind of human development activities. Economic progress in any country whether developed or 

under developed could be achieved through social development. The social development on the other 

hand is based upon the active participation of women in developmental activities. Women’s’ 

empowerment cannot be ignored while devising various policies for rural and socio-economic 

development. Providing micro-credit to rural women through an organized step will make them 

enterprising women.
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