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Need:  

Despite the spectacular levels of growth 

achieved by developing nations, poverty 

continues to affect a large section of the 

population in these countries. In 2012, the 

Indian government stated that 22% of its total 

population continues to live below the 

poverty line. Since independence, the 

government has undertaken several initiatives 

for poverty alleviation through a sectorial, 

area based development approach. However, 

most of these faltered at the implementation 

stage, partly due to improper planning and 

failed to achieve their goals and targets. The 

formal banking sector too, had largely ignored 

the poor due to the risk involved in lending 

owing to inadequate collateral security, high 

transaction costs and apprehensions of non-

bankability.  

Research studies conducted by NABARD in the 

early eighties revealed that even though the 

country has a wide network of rural bank 

branches responsible for poverty alleviation  

 

 

 

through the creation of self-employment 

opportunities made possible through bank 

credit, a large number of rural poor had not 

benefitted from the formal banking system. 

These studies further pointed out that the 

present banking system, procedures and 

policies, and deposit and loan products were 

perhaps not most suited to meet the 

immediate needs of the very poor. In cases 

where credit was made available to the poor 

through special programmes, absence of an 

integrated savings component and something 

to fall back upon in case of any adversity was 

leading to poor repayment performance. The 

political expediency for removing poverty at a 

stroke was putting resources for running 

micro-enterprises in the hands of the poor 

without nurturing them to handle such 

resources. The high cost of appraisal and 

monitoring meant compromise on appraisal 

and supervision, leading to poor repayments 

of loans. In the absence of institutional 

support, the poor continued to approach 

intermediaries in the informal credit markets 

like moneylenders, traders, and whole-sellers 

for meeting their consumption and 

production needs.  

 

Key Message:  What started out as a pilot project to link 

around 500 Self-Help Groups of the poor to formal 

financial institutions in the year 1992-93, has now become 

the largest microfinance programme in the world, in terms 

of client base and outreach. Based on the observations of 

various research studies and an action research project, 

carried out by NABARD, the model of ‘SHG-BLP’ has 

evolved as a dominant mechanism for providing financial 

services to the unreached and underserved poor 

households of India. 

 

                          SHG-Bank Linkage Program  
                 Bringing financial services to the rural, underserved poor  
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NABARD’s research in the late 1980’s revealed 

that: • The poor need small and frequent 

credit at unpredictable times • The directed 

credit was costly credit • The transaction 

costs for banks and the clients were high • 

Need for transparent and cost-effective credit 

delivery system • Need for social specific 

approaches. Against this backdrop, the SHG 

bank linkage program from NABARD was 

implemented as an alternative strategy to 

reach the poor, eventually becoming the 

largest microfinance movement in the world.  

Response:  

NABARD began its microfinance journey with 

an experiment in 1992 to ascertain innovative 

ways for the banking system to reach and 

cater to the rural poor. The organization 

started work on a pilot project creating 

informal structures of SHGs and linking them 

to financial structures. Under these SHG 

formations, NABARD ensured people came 

together, started saving, started lending to 

one another and investing in various kinds of 

enterprises and self-employment 

opportunities. Once groups got to a stage of 

enforcing and maintaining cohesion, banks 

were brought into the picture to lend directly 

to SHGs themselves. In collaboration with 

NGOs, this programme aimed at enhancing 

the coverage of rural poor under institutional 

credit thereby focusing on poverty alleviation 

and empowerment. The linking of SHGs with 

banks aims at using the intermediation of the 

SHGs between the banks and the rural poor 

for cutting down the transaction costs for 

both banks and their rural clients. 

In earlier schemes and projects, the 

beneficiaries perceived the loan as a grant. 

While the poor did not feel the responsibility 

of repaying the loan, banks only concentrated 

on disbursement of loan and schemes became 

non-viable. But microfinance through SHGs 

brought about a change demonstrating the 

bankability of the poor. The SHG members 

thrift, mobilize the savings and invest in 

microenterprises. The recovery rate was 

reported around 95 percent. Hence, 

microfinance though SHGs, a core component 

of NABARD’s strategy for rural development 

evolved into an established, popular 

institutional framework to provide financial 

services to the poor.  

Drivers of the Initiative:  

Owing to a widespread rural bank network, 

the country’s landscape dotted with NGOs, 

unions and associations and NARABD as a 

nodal agency backed by the Government of 

India and the Reserve Bank of India, the SHG-

BLP model has emerged as a dominant one in 

terms of its reach, scale, and capacity for 

innovation.  

Objectives:  

The overall vision of NABARD’s rural 

microfinance activities is to facilitate 

sustained access to financial services for the 

unreached poor in rural areas through various 

microfinance innovations in a cost-effective 

and sustained manner, bringing together 

various stakeholders on a common platform 

and building their capacities to take the 

initiative further.  

The objectives of the SHG-Bank Linkage 

Programme specifically were to: • Evolve a 

supplementary credit strategy to meet the 

needs of the poor combining flexibility and 

responsiveness of the informal credit system 

with the technical capacity and financial 

resources of formal financial institutions; 

•Build mutual trust and confidence between 

banks and rural poor with the support and 

intermediation of NGOs; • To encourage 

banking activity in both thrift and credit 

aspects among a population previously 

unreached.  

Stakeholders Involved:  

The NGO sector has played a prominent role 

of working as an SHG Promoting Institution by 

organizing, nurturing and enabling credit 

linkage of SHGs with banks. These 

stakeholders were encouraged to take up SHG 



activities by way of promotional grant 

assistance from NABAFRD. NABARD itself 

launched the SHG-Bank Linkage Programme 

with the policy backup of the Reserve Bank of 

India.  

NABARD has worked extensively towards an 

enabling ecosystem of support through policy 

advocacy at Government and Bank levels, 

organizing and sponsoring a large number of 

training and capacity building exercises for all 

stakeholders, viz. the bankers, government 

agencies, the NGO partners and more 

importantly, SHG members themselves.  

The Process:  

 Members of an SHG come together to 

create a common fund, contributing 

small amounts from savings on a 

regular basis. Groups evolve flexible 

systems of working with the help of 

NGOs and manage pooled resources 

in a democratic manner.  

 Loans requests are raised in period 

meetings, and competing claims 

settled by consensus. The rate of 

interest and purposes of loans vary 

from group to group. The rate of 

interest is higher than the bank, but 

lower than moneylenders.  

 Defaults are rare due to group 

pressure and intimate knowledge of 

the end use of credit.  

 SHGs which follow ‘Panchsutras’ viz. 

conduct regular group meetings, 

regular savings within the group, 

internal lending practices 

corresponding to needs of members, 

timely repayment of loans and 

maintenance of proper accounts are 

considered suitable to be linked with 

formal banks.  

 The process of linkage of the SHG with 

a bank begins when the bank open its 

savings bank account. The bank lends 

to the SHG, which in turn, gives loans 

to its members in accordance with the 

group’s policy. The loan is granted in 

the name of the SHG and all members 

of the group are collectively 

responsible for the repayment to the 

bank.  

 These loans have no collateral 

security as group cohesion and peer 

pressure act as security for the bank 

loan. This joint liability however 

provides incentives or compels the 

group to undertake the burden of 

selection, monitoring and 

enforcement that otherwise fall on 

the lender.  

Innovative features:  

NABARD plays a unique role in this SHG-Bank 

Linkage Program in the following ways:   

• Developing a conductive policy framework 

through provision of opening savings bank 

accounts in the names of SHGs, relaxation of 

collateral norms, simple documentation and 

delegation of all credit decisions and 

repayment terms to SHGs. • Training and 

awareness building among the stakeholders.• 

Provision of capacity-building support of 

NGOs/SHGs/banks.  

• Mainstreaming the SHG-Bank Linkage 

Programme as part of corporate planning and 

normal business activity of banks in 1996 and 

internalizing training, monitoring and review 

mechanism. • Encouraging banks (RRBs and 

Cooperative Banks) for promotion of SHGs.  

• Financial support to NGOs for promotion of 

SHGs.  • Close monitoring. • Dissemination 

through seminars, workshops, occasional 

papers and print media. • Constitution of a 

high powered task force to look into the 

aspects of policy and regulation of 

microfinance and suggest policy, legal, 

regulatory measures for smooth, unhindered 

growth of the microfinance sector. 

 • Setting up a Microfinance development 

fund in NABARD for meeting the promotional 

costs of up scaling the microfinance 

interventions. The fund has since been re-



designated as Micro-Finance Development 

and Equity Fund (MFDEF). • Initiating the 

credit rating of MFIs through accredited credit 

rating agencies in India by meeting 75 per 

cent of the cost of the rating as grant. This is 

done to enable the MFIs to approach banks 

for commercial borrowing and extending 

microcredit to the poor. 

Overcoming barriers:  

A major challenge for the SHG-BPL in its early 

days, was the viability of non-farm economic 

activities. Additionally, it was also difficult to 

find an economic activity that would yield a 

rate of profit necessary to cover the interest 

rate on the loan. Since the market for non-

farm activities is largely situated in urban 

areas, activities of the rural poor often 

collapsed in the face of competition. 

Moreover, the distance in itself imposed an 

additional cost of marketing. Hence, unless 

there is a proper marketing system, merely 

producing the goods would not help. NABARD 

thus has worked extensively on improving 

market linkages of SHGs so that goods 

produced are sold at a right time at a 

profitable price. This ensured that the poor 

were able to reap the benefits of increased 

savings potential, entrepreneurial skills, and 

access to financial institutions. 

 

Economic benefits:  

 The SHG, usually composed of 

women, is a boon in rural areas where 

it provides them financial autonomy 

and economic independence, 

enhancing self-reliance.  

 Small loans with financial discipline 

ensure loans can be given more 

frequently, hence meeting credit 

needs for a variety of purposes and at 

shorter time intervals. This is said to 

be a better mechanism for poverty 

reduction, as opposed to a one time 

loan for a productive asset, which 

may or may not lead to sustained 

increases in income.  

 Micro finance activities increase 

knowledge and skills of 

entrepreneurship, organizational and 

leadership abilities, and various 

aspects of business and markets 

 Contributes to reduced dependency 

on informal money lenders and non-

institutional exploitative sources, 

building capacities of SHG members.  

 Microfinance reduces the incidence of 

poverty through increase in income, 

savings, assets, income generating 

activity, enabling them to build assets 

and thereby reducing vulnerability.  

Social benefits:  

 It has been found that through access 

to key financial services like savings 

and credit, SHG members’ access and 

invest better in education, nutrition 

and health for the entire family.  

 SHG’s also become a platform for 

exchanging ideas and experiences, 

building solidarity among members. 

Groups enhance the self-esteem and 

self-confidence of members, also 

becoming a source for emotional and 

psychological support and 

encouragement.  

 Several social and gender issues are 

discussed and tackled effectively 

through SHGs, through collective 

action at village/community levels or 

even within respective families.  

 Microfinance activities empower 

women by enhancing their 

contribution to household income, 

increasing the value of their assets 

and giving them more agency and 

control over decisions impacting their 

lives.  

 

 


