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Abstract: 

In India, Micro finance is of an ancient origin. Microfinance became popular in world through 

Dr. Mohamed Yunus and his microfinance initiatives in Bangladesh. In India Self help group 

model is widely used. A lot has been written till date about microfinance, poverty reduction, Self 

Help Groups etc. The main purpose of microfinance programs is to get rid of poverty and 

empower women by way of wealth creation, elevate existing revenue and to widen financial 

markets by providing financial and non-financial services to the poor. Microfinance aims at 

helping economically active poor in the society to assist them generate wealth, build up assets , 

improve standard of living ,become self sufficient, financially independent and increase income 

for further utilization which can support their businesses. The current research aims at studying 

microfinance and it impact on poor women who are a part of Self Help groups.  
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Introduction: 

In India, Micro finance is in existence since ages. Traditionally, Money lenders, zamindaars 

(landlords), traders, etc have provided micro credit to poor borrowers in rural areas at exorbitant 

rates of interest ( Debadutta Panda,2009).There was no regulation on this kind of lending as it 

was informal in nature and it led to exploitation and difficulties for the poor. As a result of this, 

poor in rural areas faced lot of hardships and became poorer and poorer because of the burden of 

loan. Further, non repayment of loans, unemployment, bonded labor, child labor, exploitation of 

women and illegal and mandatory transfer of claim on assets added to their despair. As a result 

of this, the landless and poor farmers got more and more entangled in the vicious cycle of 

poverty.  

 

However, in today‟s scenario, the entire concept of Microfinance has changed. It does not 

include any unfair, unreasonable practices or harassment to the poor. Rather, it is more about 

alleviating poverty, organizing the poor especially women into groups called „Self Help Groups 

(SHG)‟, providing credit facilities at subsidized rates and providing employment opportunities 

by helping them set up their own microenterprises. 

 

 

Table 1.1 Phases of Microfinance 

Phases Year Features  

First phase : Social 

Banking 

1960-1990 1. Nationalization of commercial banks. Fourteen 

commercial banks were nationalized in 1969 and 
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8 commercial banks were nationalized in 1980. 

2. Lead bank scheme was initiated with district 

credit plans. 

3. Expansion of the network of rural banking. RRBs 

were set up in 1976. NABARD was formed in 

1982. Cooperative banking was structured and 

developed. SIDBI was established. 

4. Extensive disbursement of subsidized credits. 

Second phase : 

Financial systems 

approach 

1990-2000 1. NGO –based MFIs were developed to provide 

microfinance products and services on not for 

profit basis. 

2. SHG-BANK linkage programme was initiated 

and rapidly replicated. 

3. Innovative credit lending mechanisms based on 

“peer pressure” and “moral collateral” were 

developed. 

 

Third phase : 

Financial inclusion 

2000 

onwards 

1. Microfinance is seen as a business proposition 

and has been commercialized.  

2. Development of for-profit MFIs like Non 

Banking Financial Companies (NBFCs) and Non 

– Banking Financial Institutions (NBFIs). 

3. NGO- MFI are being legitimized.  

4. Customer –centric /client -centric microfinance 

products and services are given importance. 

5. Policy regulations are increased. 

Source: “Understanding Microfinance” – Debadutta Panda  

 

The above table is adapted from the book “Understanding Microfinance” in which the author Mr. 

Debadutta Panda has explained three phases of microfinance first one being Social Banking 

gives details about nationalization of banks, extension of Regional Rural banks (RRBs), 

formation of National Bank for Agriculture and Rural Development (NABARD) and Small 

Industries development Bank of India (SIDBI), etc. It also states about extensive disbursement of 

subsidized credits. Second Phase of Micro finance is called financial systems approach phase 

wherein NGO –based MFIs were developed to provide microfinance products and services on 

not- for- profit basis, SHG-BANK linkage programme was initiated and rapidly replicated. Also 

innovative credit lending mechanisms based on “peer pressure” and “moral collateral” were 

developed. Third phase of micro finance is financial inclusion phase. This phase speaks about 

Microfinance being seen as a business proposition being commercialized, development of for-

profit MFIs like Non Banking Financial Companies (NBFCs) and Non – Banking Financial 
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Institutions (NBFIs), NGO- MFI are being legitimized and Customer –Centric /Client -Centric 

microfinance products and services are given importance. 

The primary objective of microfinance programs is to get rid of poverty and give power to 

women by way of income generation, raising existing income levels and to widen financial 

markets by providing financial and non-financial services to the poor. Microfinance aims at 

economically active poor in the society to assist them generate wealth, build up assets and raise 

income for consumption.  

The following are other objectives of micro finance: 

Provide Access to Funds:  

Traditionally, poor used to acquire funds through loans from money lenders and other informal 

lenders. These loans were being lent at a very high cost and poor had to undergo many 

exploitative practices. With the SHG bank linkage programme of NABARD, these exploitative 

practices came to an end. Poor started getting loans from banks. However, apart from banks, 

MFIs also provide small loans but it is usually at a high interest rate. 

Encourage Entrepreneurship and Self-Sufficiency: 

Poor people may have certain profitable business ideas, but due to lack of sufficient capital, they 

cannot put them into action. Microcredit loans provide clients with money, fund their business 

ideas and generate income for a better living. They can then pay off their micro-loan and 

continue to gain income from their venture indefinitely. 

Empower Women: 

Microfinance provides women with the financial backing they need to start business ventures 

and actively participate in the economy. It gives them confidence, improves their status and 

makes them more active in decision-making, thus encouraging gender equality. 

The SHGs are small, informal and homogenous groups. These groups have proved as cyclic 

agents of development in both the rural and urban areas. In simple words, they are small groups 

of women formed into groups of ten to twenty and operate a savings-first business model 

whereby the member‟s savings are used to fund loans. Also, SHGs can be described as a 

„voluntary association of people formed to attain goals both social and economical‟ (Hema 

Bansal, 2003). 

 

The SHGs after being formed start collecting a fixed amount of thrift from each member 

regularly. After accumulating a reasonable amount of savings, the group starts lending to its 

members for petty consumption needs. If the bank is satisfied with the group in terms of (i) 
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genuineness of demand for credit; (ii) credit handling capacity of the members; (iii) repayment 

behavior within the groups; and (iv) the accounting system and maintenance of the records, it 

extends a term loan of smaller amount to the group. Thus, financing through SHGs provides for 

quite a few benefits like; (i) savings mobilized by the poor; (ii) access to the required amount of 

appropriate credit by the poor; (iii) meeting the demand and supply of credit structure and 

opening of new market for financing institutions; (iv) reduction in transaction cost for both 

lenders and borrowers; (v) tremendous improvement in recovery; (vi) heralding a new realization 

of subsidy less and corruption-less credit; and (vii) remarkable empowerment of poor women 

(Gadkari, R., & Ramkishen,Y, 2011).  

 

In India, three types of SHG models have emerged:  

1. Bank-SHG-Members: The bank itself acts as a self-help group promoting institution 

SHPI).  

2. Bank-Facilitating Agency-SHG-Members: Facilitating agencies like NGOs, 

government agencies, or other community-based organizations form groups.  

3. Bank-NGO-MFI-SHG-Members: NGOs act both as facilitators and microfinance 

intermediaries. First they promote groups, nurture them, and train them, and then they approach 

banks for bulk loans for lending to the SHGs (Dr. Satish Ailawadi ,Prof. Rupali  Gadkari 

Paranjpe & Shunmugasubburaja K Pandian,2013) 

Objective of Study:  

In today‟s world, women are not less than men. The number of women working, and 

earning has increased as compared to the past. It is important to study the role of Microfinance in 

the lives of poor women, also it is important to study the current status of poor women especially 

those who are a part of Self Help Groups (SHG). The current study tries to understand the 

importance of microfinance and it impact on Self Help Group women.  

 

Research methodology: 

 

The study has been done by review of several researchers‟ perspective and their different 

methodologies. Further to understand various dimensions of Microfinance, empowerment of 

women, poverty, Self Help Groups etc, various researches in similar fields has been studied. The 

studies majorly focused on bringing together and synthesizing what is currently known about 

Microfinance and Self Help groups. Collectively, the existing literature suggests that 

microfinance and women empowerment through Self Help Group are multidimensional 

construct.  

Insights from Literature  
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Poverty is a crucial problem in all developing countries in the present day world. The poor are 

important group in every nation because the proportion of the poor in a population determines 

the potential for growth in that economy. It determines the potential of that economy for wealth 

accumulation (Hiatt S and Woodworth W, 2006). Countries with fewer poor grow faster than 

those with a large number of poor people. In Nigeria, the poor has been in the polit ical centre of 

all policies, but it is very doubtful whether the poor have benefited much from anti poor policies 

of the government in the country. Both the United Nations and the World Bank have recently 

made poverty eradication as a development priority (Hiatt S and Woodworth W, 2006). 

 

Microfinance refers to financial services – most commonly, loans, savings and insurance 

delivered in small denominations to poor clients who lack the collateral, credit history or other 

assets to enter the formal financial system. The MFI industry has long viewed its primary role as 

delivering loans to poor clients. If clients are able to pay back their loans and take out new ones, 

the story goes on as they keep getting economic and social benefits from them. Indeed, MFIs 

routinely report repayment rates of over 95 percent and today, there are 100 million people 

receiving microcredit loans from more than 3,000 institutions. Yet these metrics can hide how 

poorly an MFI‟s clients are faring. MFIs often lend to groups, and so they do not report when 

individual clients within the group default. From the institution‟s perspective, this makes sense 

as there is no default if the rest of the group repays the loan. But from the clients‟ perspective, 

one person‟s default means more suffering for everyone. Other group members are forced to 

make up the difference – often with great hardship. And the debtor, in turn, faces the wrath and 

sometimes violence of the other members. Some debtors have even resorted to suicide, as several 

highly publicized cases in Bangladesh reveal. Thus, high loan repayment rates do not necessarily 

indicate wealthier, happier clients. Pressure to achieve and ensure high repayment rates also 

leads many MFIs to neglect the truly poor. For instance, the Mexican government designed the 

Solidaridad program to provide loans to the poorest farmers in the country. Yet, a recent study 

found that less than half of the loans went to the poorest 40 percent of the population and more 

than 10 percent of the loans went to the wealthiest 20 percent of the population. A recent study 

of MFIs in 49 developing countries, show why, the banks serving the poorest borrowers had the 

highest average costs (Datar, S. M., Epstein, M. J., & Yuthas, K, (2009). 

 

Microfinance programmes like the Self Help Bank Linkage Program in India have been 

increasingly promoted for their positive economic impact and the belief that they empower 

women. However, only a few studies rigorously examine the link between microfinance and 

women empowerment. In recent years, governmental and non-governmental organizations 

(NGOs) in developing countries have introduced microfinance programmes offering financial 

services to low income households, specifically targeting women. This was based on the premise 

that women in poor households are more likely to be credit constrained and hence less able to 

undertake income-earning activities. Access to credit has received even greater attention in the 
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context of poverty reduction and women empowerment objectives (Swain Ranjula Bali and 

Maria Flora., 2008). 

 

"Self-Help is a Trust, Belief and Conviction that the Community, no matter how backward, has 

resources that can be mobilized for meeting individual's local needs and that of the community 

for making local improvements and bringing about social change." SHG is group of rural poor 

who have volunteered to organize themselves into a group for eradication of poverty of the 

members. They agree to save regularly and convert their savings into a Common Fund known as 

the Group corpus. The members of the group agree to use this common fund and such other 

funds that they may receive as a group through a common management. The group formation 

will keep in view the following broad guidelines: Generally a self-help group may consist of 10 

to 20 persons. However, in difficult areas like deserts, hills and areas with scattered and sparse 

population and in case of minor irrigation and disabled persons, this number may be from 5-20. 

The difficult areas have to be identified by the State Level Swarna Jayanti Gram Swarozgar 

Yojana (SGSY) Committee and the above relaxation in membership is permitted only in such 

areas. Generally all members, of the group should belong to families below the poverty line. 

However, if necessary, a maximum of 20% and in exceptional cases , where essentially required, 

up to a maximum of 30% of the members in a group may be taken from families marginally 

above the poverty line living alongside with Below Poverty Line  (BPL) families and if they are 

acceptable to the BPL members of the group. This will help the families of occupational groups 

like agricultural laborers, marginal farmers and artisans marginally above the poverty line or who 

may have been excluded from the BPL list to become members of the Self Help Group. 

However, the Above Poverty Line (APL) members will not be eligible for the subsidy under the 

scheme. The group shall not consist of more than one member from the same family. A person 

should not be a member of more than one group. The BPL families must actively participate in 

the management and decision making, which should not ordinarily be entirely in the hands of 

APL families. Further, APL members of the Self Help Group shall not become office bearers 

(Group Leader, Assistant Group Leader or Treasurer) of the Group. The group should devise a 

code of conduct (Group management norms) to bind itself. This should be in the form of regular 

meetings (weekly or fortnightly), functioning in a democratic manner, allowing free exchange of 

views, participation by the members in the decision making process. The group should be able to 

draw up an agenda for each meeting and take up discussions as per the agenda (Vetrivel, S. C., & 

Mohanasundari, M. M., 2011).  

 

SHGs have been instrumental in empowering grass root women in several areas. Evidences from 

different regions revealed that there are positive improvements realized in terms of all the group 

members becoming literate; mitigating village disputes, improving health and education of 

children and keeping the village roads clean, giving exposure to all the members of the group to 

carry on the bank‟s transactions, etc. It has helped in many other ways: in replacing money 

lenders, changing cropping pattern, increasing use of organic pesticides and fertilizers, creating 
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seed banks; and creating a better awareness on nutrition, health and hygiene. It has also 

prompted the involvement of people in regular saving and internal lending, helped them initiate 

micro enterprises and manage lending schemes, avail government credit, operate savings 

accounts and community funds and maintain financial records. Besides, SHGs have been 

instrumental in people becoming environmentally conscious, using eco friendly toilets, 

constructing, using and repairing rainwater harvesting structures, participating in politics. 

Women have gained technical skills, basic principles of management and group building. These 

groups are also getting federated and as such, they help women of different regions to unite 

collectively for a common cause (Dheepa, T., & Barani, G., 2010). 

 

Conclusion: 

 

SHGs have been involved in empowering poor women belonging to the bottom of pyramids.  

There are a number of instances which reveal that SHGs have provided lot of support to poor 

women and helped them becoming literate and thereby improving their decision making power, 

justifying village disputes, providing better health and education of their children through 

improvement in standard of living and maintaining hygiene and provision of better sanitation 

facilities, developing confidence in women to interact with others for business purpose, do bank 

transactions independently, etc. They do not rely on moneylenders anymore and hence 

exploitation is not possible. It has developed saving habits in women. They save money, lend it 

within the group, use the money for business and also invest it. Microfinance through SHGs is a 

boon to poor women.  
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