SHGs in India: An Interview with CS Reddy

	SHGs at a Glance
Based on National Bank for Agriculture and Rural Development (NABARD) 

	Number. 3.37 million SHGs in India (end of March 2006)


	Access. 40.95 million poor households (roughly 200 million people1 or 20% of total population and 80% of total poor population) 


	Linkages. 2.92 million SHGs received bank loans (as of March 2007) of Rs 180,410 million.


	Savings. SHGs groups save on average about Rs.500 per month.2

	Gender. SHGs are 90% women groups; 80% rurally located


	Disparities. Considerable regional differences in access and development



	

	


Read this interview with CS Reddy to lean how SHGs are providing financial and social services in India.

1. What role do SHGs play in India's financial sector?
Almost two-thirds of India's population does not have access to formal financial services. The women's self help movement emerged as an important strategy for achieving financial inclusion, contributing to inclusive growth, and generating social capital in order to address larger issues like poverty eradication and women empowerment. SHGs are proving to be the most effective instruments for financial inclusion. The experiments started some thirty years ago with NGOs piloting SHG promotion, which has evolved into a national movement--with the proactive role of the state governments--gaining recognition from all the major stakeholders. SHGs are also helping to optimize the utilization of the India's vast formal financial institutional structure of about 160,000 institutions in the rural areas through linkages with banks and acting as business correspondents for the banks. 

According to the NABARD, at the end of March 2007, 2.92 million SHGs cumulatively received bank loans of Rs 180,410 million (US$4.5 million). In total, 40.95 million poor households have been provided with credit from formal financial institutions. And, given that the average size of the Indian family is five, this indicates that over 200 million people have been provided credit by the banking sector through SHGs, though not all of them would be active borrowers. The majority of whom were, hitherto, out of the purview of mainstream financial institutions. The south Indian state of Andhra Pradesh is on the way to achieve near-universal financial inclusion because of SHGs. Other southern states are moving quickly in that direction as well; and all other states have realized the potential of SHGs in financial inclusion and are adopting the model. Over 90% of the bank-linked groups are women groups and about four-fifth are situated in rural areas, a traditionally under-served area.

However, there are wide inter-regional and inter-state variations in the development of SHGs and the SHG-bank linkage program have to go a long way to cover all the poor, the un-reached, and the so-called "un-bankable." 


2. What role do SHGs specifically play regarding poor people's savings?
It is a well known fact that every individual, how so poor s/he may be, has potential to save. SHGs became effective instruments in realizing that potential. It should be noted that the SHG model generally requires compulsory savings from members.3 SHGs have inculcated the saving habit among the poor, however, there is no aggregate data about SHG saving.4 SHG saving amounts and their corpuses are growing at very high rate year after year. Various studies indicate that members have been using the internal loans to meet the deficit in household consumption, health emergencies, education expenditure, et cetera.
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However, by and large, saving remains a compulsory component in the SHG scheme, so there is still a lot of progress to make in terms of voluntary savings services.5
SHG internal systems need to be strengthened in order to enhance the confidence of the members to save in their SHGs. Some of the SHG federations like SPMS, Sagatitha, and those promoted by SERP in Andhra Pradesh are providing a variety of saving products to their members. However, there is still room for designing innovative savings products by SHGs (and their federations) to provide the full range of savings services and to exploit their full potential.


3. What factors have led to the growth of the SHG movement in India?
The SHG model is a homegrown model that emerged in the Nineteen Eighties and Nineties.6 There is an overwhelming support for the SHG movement from the Government of India, India's Central Bank, NABARD, the banking sector, state governments, and NGOs. The important growth of the SHGs, in numbers, is mainly attributable to the proactive role of the state governments.7, 8 For example Government of Andhra Pradesh has promoted more than 700,000 SHGs. The leadership role played by NABARD, all the banks and NGOs contributed to the exponential growth. Over the past 5 years, the Indian Government Budget presentation has emphasized on SHG bank linkage each year.

SHGs have also proven to be a profitable business for rural and semi-urban bank branches - banks consider lending to SHGs as a business opoortunity. With over 95% of recovery and aggregated transactions (one SHG means 10 to 20 individual members).9 Unlike the majority of agriculture and rural clients, SHGs operate their saving accounts on a regular basis, and they maintain some credit balances in their accounts. Many banks and branches, especially in Andhra Pradesh, have begun substantial lending to SHGs.10, 11 According to a recent study by APMAS, in the Nizamabad district, SHG members constitute well over one-third of the total customers, and they account for about one-quarter of the total business in rural branches. In some branches, SHG lending has reached three-quarters of total lending.
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4. In your opinion, what are the value/benefits SHGs provide for clients?
Let me clarify first that SHGs do not have "clients." They have members, who own those institutions – they are the owners, managers, and users of those institutions. It is a unique model with many challenges and many more opportunities. Above all, the SHG has given the poor women an identity, access to information, and bargaining power. Some benefits to members are: 

· Providing platforms for the poor women to discuss and resolve their problems;

· Helping members manage cash flow deficits (maintaining food intake and overcoming emergencies), leading to improvement in quality and productivity of their only capital/resource—human capital/ resource; 

· Helping members avoid money lenders, especially to meet food and health emergencies; 

· Helping members invest in asset creation, diversify their occupations, and improve their risk-bearing capacities; 

· Promoting leadership qualities among their members; 

· Fostering women, even from conservative communities and regions, to interact with outsiders, particularly officials, including men; and 

· Establishing the linkage between banks and marginalized citizens, especially the women.

The list can go on! However, SHGs cannot be--rather should not be--"all things to all people." They must have clarity of vision, strategy, and an action plan. They must have a focus and take on those responsibilities that they can perform effectively. Multiple agenda could undermine their ability to achieve their goal. Capacity building at the SHG level still being limited, they cannot be overloaded with tasks. For SHGs to take on newer roles, there is a need for training and support as their role evolves.12 Government and NABARD must invest significantly in capacity building of SHGs. 
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5. And what are the value/benefits SHGs provide donors and governments?
SHGs are helping donors and government in accomplishing their broad goals of poverty eradication and empowerment of women. SHGs are effectively implementing a number of programs of donors, official agencies, and civil society organizations; for example, the vast network SHG federations in Andhra Pradesh is implementing a pension distribution program, managing mid-day meals at schools, and they are working on awareness building for health, legal issues, HIV/ AIDS, child labor, et cetera.13
The SHG federations are seen by governments as an alternative channel for service delivery of government programs. SHGs individually should provide very little "plus" services, but SHG federations might be able to offer those. In some pioneering models, each level of the institution is focused on a particular kind of activity.14

6. What role should government and funders play?
The government and donors should take a proactive role in strengthening the SHG movement in the country. The regional inequalities need to be reduced. Sustainability is a big challenge in places where the promotion has reached near-saturation levels.

Focus. Governments should play a facilitating role, should not be target-oriented and restrain from enlarging the agenda of SHGs. Government and donors should provide funds to credible NGOs for capacity building of the primary and secondary stakeholders.

Facilitate federations. Funds should also be made available for research, experimentation, and advocacy. Organizing SHGs into federations must be seen as a public investment which ought to be done. SHG federations could be appropriately incorporated to optimize the benefits of both informal and formal institutions

Build capacity. There is a need for decentralized capacity building and support services in order for the SHG movement to thrive. For every 5-10 SHGs, there must be a mentor that emerges from the movement itself. Federations' staff should be SHG members trained to be trainers, auditors, motivators, and para-professionals to support the agenda of the SHGs.

Innovate. There is a need for continuous innovation to promote growth and ensure sustainability. With the advent of technology, SHGs could take on several intermediary or agent roles that benefit their members. There is a great potential if the movement is supported with a vision and strategy.

Related links:
· APMAS
· National Bank for Agriculture and Rural Development 
· Reserve Bank of India - India's Central Bank 

Related documents:
· EDA Rural Systems and APMAS, 2006: Self-help groups in India: A Study of Lights and Shades, A joint initiative of CARE, CRS, USAID and GTZ, New Delhi. 

· APMAS, 2007: SHG Federations in India: A Status Report, APMAS, Hyderabad, India. 

· APMAS, 2007: Self-help group bank linkage program: A recurring study in AP, APMAS, Hyderabad, India. 

· APMAS and CMF, 2006: Quality Issues in Microfinance Sector in Rajasthan, APMAS, Hyderabad, India. 
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C.S. Reddy is the founding CEO of APMAS, a national level technical support organization for the SHG movement in India. He has over 18 years of experience in the development sector, particularly in the microfinance sector focusing on community based model of microfinance. Mr. Reddy has a masters and M.Phil in Statistics and Operations Research. He participated in several conference and workshops on microfinance and livelihood promotion in different parts of the world. Mr. Reddy worked with CARE International in India for a period of 12 years. He provided advisory and consultancy services to the World Bank, DFID, CGAP, CARE, Raks Thai, State Governments and a large number of NGOs in India. His areas of expertise include training, project design, logframe methodology, SHGs & SHG federations, livelihood promotion, governance of community based organizations, microfinance, research and advocacy. Mr. Reddy is leading an initiative of promoting the national network of resource organizations to build the capacity of Self Help Promoting Institutions in India.



1 Not all are active borrowers.

2 There are no aggregate data about SHG saving. Different studies suggest this number.

3 In the initial years, social action groups like the anti-liquor movement in the Nellore district of Andhra Pradesh and the modified DWCRA groups in the Anantapur district have initiated saving as binding factor among the members.

4 Different studies on SHGs indicate that on average, each group saves about Rs.500 per month. At the end of March 2006, according to NABARD, there were 3.37 million SHGs in the country. It might have reached about 4 million by now. If 4 million groups save at the rate of Rs.500 per month, the amount would be Rs.24 billion during a 12 month period. This amount is approximately equal to one-third of the total bank loan amount provided to SHGs in 2006-07.

5 A study in Rajasthan indicates that SHGs are getting less than 2% of household saving. The study further indicates that 73% of households save in informal sources, including cash in hand.

6 For example, the anti-liquor movement, after successfully obtaining a state-wide ban on liquor manufacturing, sale, and consumption, initiated a saving program known as “Podupulakshmi.” Members started saving at the rate of Rs.1 per or Rs.30 per month. 

7 For example, the Indian Government initiated the development of women and children in rural areas (DWCRA), to provide self employment, empowerment, and to incorporate rural poor women into the development process.

8 The RBI’s circular of July 24, 1991 permitting SHGs (“unregistered bodies”) to open a bank account and the subsequent NABARD piloting of SHG bank linkage are important milestones in the development of SHGs in the country.

9 At a district level bankers meetings in the Nizamabad district in Andhra Pradesh, it came up that 90% of profits at the branch level come from SHGs in rural branches.

10 Increasing loan volumes and the implementation of Total Financial Inclusion are a couple of methods employed by the banks in AP to shore up their SHG loan portfolio.

11 Total financial inclusion (TFI) is an initiative of the Government of Andhra Pradesh, in collaboration with State Level Bankers Committee, to address the credit needs of the SHG members. An SHG of 10 to 15 members could access up to Rs.500,000 (USD12,000) to provide loans to members to repay old loans and to meet their livelihood needs.

12 APMAS has observed that if the promoting organization does not provide inputs after five years, some of the SHGs start degenerating around year 7 or 8. 

13 The network has distributed about Rs.7 billion in 2006-07, benefiting about 3 million old age and vulnerable people.

14 A recent publication of APMAS extensively covers the evolution and growth of the SHG federation model. It details the various roles played by the federations and how they could enhance the sustainability of the SHGs. It makes a set of recommendations which may be useful for the reader. One example is the DHAN foundation model: the basic units do the financial intermediation, the next level institutions focus on capacity building activities, and the apex bodies focus on interaction with the outside world.

