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Abstract

The objective of the microfinance programs is to provide economic

resources to empower women through various means and ways. The

impact of such microfinance services has been observed at various levels

through a meaningful impact at household level. Primary data has been

collected in terms of defunct and non-defunct groups for total of 65 self-

help groups (SHGs). The results about the impact reveal that 90% of

'defunct' groups have been formed by the group leader based under some

government scheme or subsidy program. The most interesting finding that

can be observed is that during the 1st or 2nd year after the formation itself

the groups have become defunct.

The major reasons for the groups becoming defunct can be attributed to

misappropriation of bank accounts, fraudulent practices, and concept of

SHGs not being explained properly. So, members withdrew, and credit is

not disbursed on time. There are several groups which are of homogenous

nature which are formed by Anganwadi teachers and group. These

groups have not become defunct because they have been following very

good practices of maintaining records, meetings were held on time and

the credit disbursal process is very much regularised.

The study will be very insightful for the government, MFIs, and Banks in

developing policies especially in terms of understanding the impact. The

study would further help the overall participation of women in the

development process towards having a meaningful financial

intermediation process.

Key words: small loans, institutional economics, microfinance, financial

inclusion, Self Help group, credit needs, empowerment

1. Introduction

1.1 Credit needs: small loans

Small loans for basic needs and entrepreneurial activities at grass root level

in rural areas are the key role and functions of the microfinance services with
1
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respect to the SHG Model. Microfinance can be conceptualised as a

mechanism and a way towards having credit and savings access to the

neglected sections and strata of Society. This includes Below Poverty Line

(BPL) persons and women who are not directly bankable. The major role of

microfinance is to provide loans to all entrepreneurs, mostly women, with the

help of which they can start their own business or income generation activity.

Banks are not best suited to offer microfinance as a source of lending since the

objective of their lending purpose is not long-term but only short term.

Microfinance Institutions have a unique way and style of operating where

they offer non-financial services such as training; and they also follow a

combined qualitative and quantitative approach as a credit delivery

mechanism.

1.2 Role of SHG

SHGs give an important opportunity for starting an income generation

activity. This provides them with the necessary and needed assess to credit.

There are regular meetings which are conducted by all the SHG, and they also

make contributions in terms of their share in the group account. The

Objective of this research is to analyse the major impacts faced by women at

household level and understand role of defunct groups and members who

have dropped out from groups.

Currently, India hosts about 12 million Self-Help Groups (SHGs), with a

notable 88% being women led. This initiative began in 1992, and by 2022, it

has become the world's largest microfinance project, serving 142 million

families with savings deposits totalling Rs 47,240 crore. (Lodha Sudha,

2023).

2. Literature Review

2.1 Financial Inclusion: Major aspects

Financial inclusion broadly can be defined as a concept of reaching out to all

the poorer households (HHs). The role of small and medium enterprises also

plays an important role through provision of financial services. According to

the World Bank definition financial inclusion can be viewed as the number of

households, individuals and all firms that have direct access to all financial

services and products.

On the other hand, according to ADB, financial inclusion is making finance

available to HH at reasonable prices. However, according to Atkinson and
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Messy Financial Inclusion is a very multidisciplinary concept which can be

defined in terms of a process for promoting wide range of regulated financial

products at affordable, timely and adequate rates to broaden the overall use

by all segments of society.According to some economists, financial inclusion

involves, directly as an implementation strategy through specific innovative

approaches that also further include awareness in terms of financial

inclusion. (Atkinson and Messy, 2013).

The SHG, model under Financial Inclusion was first of its kinds formulated

by Prof Muhammad Yunus and was set up as Grameen Bank in Bangladesh.

Microfinance programmes is the foremost pioneering programme to

empower women. It is important to note that in rural areas most of the time

women are challenged with issues related to gender discrimination and

domestic violence.

Historically, for the Indian economy, the role of development strategy has

been over the distribution of resources and has focussed on economic growth

and industrialisation. The main agenda of this strategy has been on

mobilising the rural poor through community development programmes.

The rural areas were perceived to be lagging, and agricultural production had

to be increased to support the industrialisation process. It was perceived and

believed in the entire development process debate that the rural poor,

especially women were ignorant, traditional, and primitive. (Shetty, 2012).

To make credit available at cheaper rates to the poor women has been the

major purpose of microfinance programmes. These women get automatically

excluded from the mainstream development process from the formal credit

sector and that is the reason why they are forced to rely on very expensive

sources of informal finance. Within this context one of the sources of very

expensive informal sources includes money lending activity. (Shetty, 2012).

In particular, safer, borrowers would accept loans with high collateral

requirements, enabling the bank to identify them as low risk and offer them

low interest rates. The development agenda argues that development should

be people centric. It is further argued that the marginal groups must be put

first in terms of priority. The role of every government is to investigate the

aspects and components of economic development because of a strong

relationship and linkages between agricultural and industrial development or

vice versa. This is done in order to curb their overall monopoly in terms of

charging very high interest rates. There is less dependence on moneylenders.

During the early eighties a credit-based scheme called as the Integrated Rural

Development Programme had a huge element of subsidy that was launched
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as a major poverty alleviation Programme. This programme was one of the

most innovative and ambitious programmes of its times. Less than 10

percent of the borrowers of this programme were associated with the banks.

People's involvement and participation is an active or dynamic process which

means that person or target groups take the initiative, organise themselves

and make efforts to increase their control over resources and benefits.

Participation of people has been observed as being voluntary, very

spontaneous and based on the local needs. However, outside help is required

to initiate the empowerment process. GOI recognised participation as

essential and the key and tried its introduction in various forms like joint

identification of income generating activities under Government sponsored

programmes. However, the subsidy orientation, restrictive participation, and

political mileage acted as obstacles. Keeping this in mind the Programme for

Women and Children in Rural Areas was introduced. However, the

implementing government agencies wanted participation on their own terms.

(Shetty, 2012: 93).

Despite the fact that there had been considerable growth in deposits and

credit owing to quantitative expansion of the credit delivery system, the fact

remains that this has not made any remarkable dent into the rural economy.

According to the RBI's, All India Debt and Investment Survey, it is proved

that there is reduced share of rural families (from 64% in 1991 to 57% in

2001) that have access to the formal banking sector.Anumber of weaknesses

in the banking sector were responsible for the unhealthy state of rural credit

delivery system. Some of the identified institutional weaknesses were low

recovery and poor recycling of funds, poor mobilisation, and ineffective

lending vis-à-vis the potential available. Against this backdrop, it was

thought necessary that the existing arrangements for purveying credit should

be reviewed critically and alternatives must be suggested. The Two

Narasimhan Committee reports on banking reforms (Ministry of Finance,

1991 and 1998) have been worked out with such alternatives (Shetty, 2012).

In general, increase in the income levels for women living in poorer

communities should be the most important impact of microfinance.

Once again, the microfinance model is inspired by the Grameen Bank Model.

Within this context, the low interest rates are generally associated with

microfinance as against the moneylenders who primarily create the overall

space for additional earnings with respect to the small income-generating

activities. It is also important to note that due to very high-pressure tactics,

moneylending operations are very profitable. There is outright violence in

order to enforce very high repayment on high interest of microloans.
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“Empowerment” is said to happen when women receive a microloan, this

primarily becomes her responsibility to follow the process in terms of and

take charge in terms of further repayment of the loan. This whole aspect

further improves their level of confidence and business acumen.

2.2 SHG Bank Model

The Grameen Bank model seeks its origins in the SHGs and the overall

microfinance movement. The fact remains that the poor are not bankable.

Informal sources are major sources of credit of the poor. These include

moneylenders, neighbours, relatives, and local traders. These are Informal

associations of up to 20 women who meet on regular basis. Once a month the

meetings are held primarily to save meagre amounts which could be

anywhere between the range Rs 10 to Rs 50. This process becomes a part of

the savings and credit functioning operations of the group.

This model is managed, by the group members. The decision making about

how much each member will contribute as savings is decided by the group

members, so as to reach a minimum balance of group savings. For this

purpose, they maintain and keep their own records and they also further

decide which members shall borrow, how much they will and what will be the

interest rates charged. The meeting schedule is also decided by the members.

The cycle of regular saving goes on for a minimum period of six months.

According to Sinha, (2009) the saving amounts decided by the members are

very small. They range between Rs 40-50 (US$1) a month. The loans from
this fund and from the banks can then be made to members for businesses and
petty trading activities. These funds can also be used for consumption
purposes. A major part of the consumption expenses is targeted towards
family and household expenses towards schools, medical expenses, or
wedding celebrations. (Sinha, 2009).

2.3 Ideological Concept of Self-Help Group (SHG)

There has been a growing interest in informal credit for the overall role
expansion of rural credit. There is a huge element of trust or social capital
that primarily exists among the group members. So, classification of groups
becomes very important in terms whether these groups fall in the overall
category of the Grameen replicator, solidarity groups, SHGs, village banks,
and credit co-operatives as well.

Social capital as a concept, permits the MFO to reduce their overall
transaction costs by assigning the group in terms of the overall tasks of
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selecting and monitoring borrowers. There is also a way in which a lot of peer
pressure can be exerted wherever necessary and further even in terms of
guaranteeing for each other's loans in terms of the loan process.

Another aspect that can be noted is that according to the Classical
Microfinance Theory of Change the SHGs play a very important and major
role with respect to the HH level data to bring about positive changes that can
be related to all the lending patterns with respect to any kind of
microfinancing model. Effective delivery of micro-financial services can be
done through the process of social intermediation.

'Social intermediation', is a concept which means to enable the delivery of a
technical solution. Organising poor people around concrete activities, micro-
finance and others, has much wider goals in mind, of building assets and
ownership, of developing opportunities, capacities and skills of empowering
marginalised people. With respect to the SHG model, it has been observed
that there is a lot of scope for group member participation. 20 members under
this model usually women, act as catalysing agents. Besides, social
intermediation, the SHG model has a bigger role to play in terms of financial
intermediation as well. It is a model in terms of an institution which is based
on the ideology and on the concept of peer learning as against learning from
externally controlled variables. There is an overall enhancement of a very
powerful process that enables growth and community mobilisation.

The process of empowerment is a very multi-dimensional approach which
covers social, political, economic and all other multidisciplinary aspects.
Leadership plays a very important role as a part of ideological basis of the
SHG.Another aspect which is very important while, doing the analysis of the
SHG model is to look at the aspects, that relates to the evolution of the group
and the role of the lead person or the group leader in steering the group. In the
first part of the analysis the performance of the SHG becomes important. The
second part of the analysis looks at the role of a social entrepreneur and the
challenges faced. Finally, the third aspect is the analysis of the women social
entrepreneurs, involved in this process. (Kanitkar, Ajit; 2002). Major
stakeholders in microfinance sector are:

The Table 1 clearly brings out the activities and limitations of the role of the
Key stakeholders of the Microfinance sector.
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Table 1: Micro-Finance Sector: Key Stakeholders

Source: Fisher and Sriram, (2002)

The SHG Bank linkage programme was introduced in 1992, as a major
milestone and landmark to primarily enhance credit delivery towards
affordable banking services and solutions at the doorstep; so as to achieve
major goals of financial inclusion. Classification of MFIs can be done
broadly with due respect to, NGOs which are mainly engaged during the
promotion of the groups and in terms of their federations at a cluster level.

On the operational side, the NGOs typically lend directly to the borrowers
wherein the borrowers are organised into SHGs or into Grameen Bank-
model replicators. Donor funded NGOs initially, but public sector second tier
organisations have since entered the market with the provision of bulk loans.
NABARD's role is seen in terms of refinancing of commercial bank loans
towards the groups.
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Table 2: Classification of Microfinance Model

Source: Compiled byAuthor

Several banks from the banking industry are looking at micro-finance sector
as a huge potential. Staring out as a major bank outreach programme, the
SHG –BLP moved into a programme for building the overall capital building
in rural parts of India. For example, foreign bank operating in India is ABN-
AMRO, which has a target of Rs 6 crores for its micro-finance portfolio. The
aim is to have an outreach of one million households.
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3 Research Gap

The research question is that why does an individual member drop out from
the group? Or in other words, who leaves the group? Does an individual
dropping out of a group lead to a broken group or a 'defunct group' in the long
run?And what are the causes for the group to become defunct?

The literature from 1990s to 2013 does not mention anywhere the caste of an
individual as a reason for a person member to drop out from the group, and
responsible in making a broken group or 'defunct group'. The literature also
further highlights small number of SHGs that had broken up, and no longer
existed in terms of bank accounts, office-bearers, savings and loan
settlements pending and also some SHGs that still had these attributes but
were no longer functioning effectively. Such a 'defunct' group usually has
only a nominal amount in the SHG bank account, but the group is not
operational, which means that for a year or more meetings have not been
held, with no savings deposits made, nor any disbursement or repayment of
loans. ( Sinha, 2009).

Microfinance programs and institutions have become an increasingly
important component of strategies to reduce poverty or promote micro and
small enterprise development. However, knowledge about the achievements
of such initiatives remains only partial and contested. At one extreme are
studies arguing that microfinance has very beneficial economic and social
impacts (Holcombe, 1995). At the other are writers who caution against such
optimism and point to the negative impacts that microfinance can have
(Adams and von Pischke, 1992)

Given this state of affairs the assessment of microfinance programs remains
an important field for researchers, policymakers and development
practitioners. The literature on impact assessment (IA) reviews the
methodological options for assessing the impacts of microfinance programs.
Subsequently, it explores ways in which impact assessment practice might be
improved and made more meaningful. Enhancing the contribution that
impact assessment can make to developmental goals requires both better
science and better art. The scientific improvements relate to improving
standards of measurement, sampling and analytical technique.
Econometricians and statisticians are particularly concerned with this field.
Improving the 'art' of impact assessment has at least three strands. One
concern is making more systematic and informed judgements about the
overall design of IAs in relation to their costs, specific objectives and
contexts. The second is about what mixes of impact assessment methods are
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most appropriate for any given study. The third relates to increasing our
understanding of the ways in which the results of IA studies influence MFI
policy makers and managers.

Impact assessment studies have become increasingly popular with donor
agencies and, in consequence, have become an increasingly significant
activity for recipient agencies. In part this reflects a cosmetic change, with
the term IA simply being substituted for evaluation. But it has also been
associated with a greater focus on the outcomes of interventions, rather than
inputs and outputs. While the goals of IAstudies commonly incorporate both
'proving' impacts and 'improving' interventions, IAs are more likely to
prioritise the proving goal than did the evaluations of the 1980s. A set of
factors are associated with the extreme 'pole' positions of this continuum, and
these underpin many of the issues that must be resolved (and personal and
institutional tensions that arise) when impact assessments are being initiated.

Behind the shift from 'evaluation' to 'IA' are a number of factors. These are
not explored in any detail in this paper but they form an essential element for
the understanding of IA and its potential contributions. Explicitly, IAs are
promoted by both the sponsors and implementers of programs so that they
can learn what is being achieved and improve the effectiveness and efficiency
of their activities. Implicitly, IAs are a method by which sponsors seek to get
more information about program effectiveness than is available from the
routine accountability systems of implementing organisations. IAs are also
of significance to aid agencies in terms of meeting the ever-increasing
accountability demands of their governments and for contesting the rhetoric
of the anti-aid lobby. While recipient agencies benefit from this, they are one
stage removed, and many are likely to see donor-initiated IA as an activity
that has limited practical relevance for program activities.

The second important question that will be highlighted is that are
homogenous groups more cohesive, and those groups that are not
homogenous break or become 'defunct'. An attempt is made to investigate
this aspect through qualitative and quantitative research.

4. Methodology

The entire study is based on empirical data collected from the field. Primary
data is collected through a survey conducted in 43 villages in Ahmednagar,
Nasik and Aurangabad district of Maharashtra. All the 3 districts are located
in Western Maharashtra and are agricultural districts. Classification of data
has been used as one way to define the research problem and arrive at the
hypothesis. With the help of classification, the sample size is classified into
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defunct and non-defunct groups over a sample size of Self-Help Groups
(SHGs). Longitudinal survey was carried out over a period of time in all the 3
districts ofAhmednagar, Nasik andAurangabad in Maharashtra state.

The data has been collected by way of purposeful sampling . The selection of
7

the sample for the groups has been done based on two major criteria of
selecting defunct and non-defunct groups. The indicators chosen for this
have been distance of the group from the village to the place where meetings
are held, the way the group was formed, who formed it and what were the
monthly savings of the group over a period of time. Based on classification,
65 Self-Help Groups (SHGs) were selected out of which 35 were defunct and
30 non-defunct. The total members studied are 120 out of which 60 are
defunct and 60 non- defunct. As far as the defunct or drop out groups were
concerned, 3 districts, 2 talukas were selected from which 22 villages were
incorporated. And as far as the non- defunct groups are concerned from 1
district 2 talukas and 12 villages were selected. Overall, based on purposeful
selection of sampling techniques from Ahmednagar district, 116 defunct
groups were selected and 35 were studied.As far as non-defunct groups were
concerned, 95 groups were selected, and 30 were studied.

7
Purposive sampling refers to a group of non-probability sampling techniques in which units are
selected because they have characteristics that one needs in the selected sample. In other words,
units are selected “on purpose” in purposive sampling.

Source: https://www.whereig.com/india/states/maharashtra-map.html
Maharashtra Map, Maharashtra State Map, India (whereig.com)
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The process of research started by first designing two separate
questionnaires, one questionnaire was designed for members who have
stayed within in the group, and second for those members who have dropped
out from the groups, or the group has become defunct or dissolved over a
period of time.

The questionnaires were designed based on a pilot study that was carried out
from February 2010 to October 2011 in 43 villages in the districts of
Ahmednagar, Nasik, and Aurangabad in the state of Maharashtra. The
justification of using this data is because it has a lot of relevance in terms of
looking at defunct groups very closely. So, though the collection of the
primary data has happened about 10 years back, it can be used to bring out the
whole concept of defunctness in detail.

4.1 Selection of Sample:

The selection of sample is indicated in Table 3.

Table 3: Village level sample: HH level data

4.2 Profile of Sample Villages:

The socio-economic profile of the sample villages is indicated in Table 4.
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Table 4:  Socio-Economic Profile of Sample Villages :
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Source: Field Village level data

Table 4 clearly depicts the total number of households chosen from districts
with the detailed total population and the literacy rate. The literacy rate has
been chosen as a very important indicator as it brings out the level of literates
as a part of the total population. This brings out the characteristic for the
SHGs. Below Poverty Line Households (BPL) is another indicator which
depicts district wise the level of poverty at village level. Agriculture is the
major, economic activity for all the three districts. The highest number of
BPL HHs are in the Rahata Taluka of Ahmednagar district which has 300
BPL Households. The major crops cultivated are wheat and bajra. The
highest SC/ST population in percentage terms is observed in Shingapur
village, Satara taluka, Nasik district and in village Loni – I, Rahata taluka,
Ahmednagar district.

On the other hand, Table 5 depicts the total number of defunct SHGs in the
villages of the chosen districts. The maximum groups formed during the
period 2000-2010 were 35 in the village Loni, Khurd in Rahata taluka of
Ahmednagar district. The reason being in this region there are many SHG
bank led schemes/ programmes which can be introduced, and groups can be
promoted. There are a number of women who are in need of loans not only for
income generation purposes but also mainly for consumption purposes.
These are all small and medium-term loans for purposes like education, road
construction, health, garden / horticulture purposes and poultry business.
Savantsarkar village inAhmednagar district -Kopargaon taluka and Malwadi
village in Nasik district – Satana taluka have a total of 25 and 20 SHGs
formed during the period of 2000-2010. Again, these are mostly groups of
women are working as agricultural labourers or who own small land and use
it for agricultural purpose only. The groups that have become defunct is
again in villages where the highest number of groups were formed. Like for
example, in Loni, Khurd Ahmednagar district – Rahata taluka 35 groups
were formed out of which 15 groups became defunct, similarly, on the other
hand Aashirwad nagar Ahmednagar district – Rahata taluka 20 SHGs were
promoted and out of those 15 groups have become defunct over a period of
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time. There are various reasons which are responsible why the groups have
become defunct over a period of time. As, we proceed the major reasons will
be explored to understand the debate of defunctness within the SHGs.

Table 5 :  No of Defunct SHGs in selected villages

Source: Field Village Level Data
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Table 6:  Number of Non-Defunct SHGs

Source: Field Village level Data
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The Non Defunct SHGs have been formed during 2000-10 and the maximum
groups which are non-defunct are from Ahmednagar district -Rahata taluka
from Loni Khurd andAshirwad Nagar. While on the other hand, groups from
Rahuri village, Nasik district, Satana taluka have also shown relatively
higher number of non-defunct groups. In this region there is also substantial
level of migration, so in many villages it has been observed that though for
seasonal work women migrate with their families for domestic work like
looking after the children, household work and petty work, their labour force
participation rate in agriculture may look negative but they are contributing
in other ways at the household level. Migration may show temporary
breakdown of activities for the SHG. But, when it is seasonal migration the
women again join the SHG and so the group does not become defunct.
Another important aspect with the non-defunct SHGs is that most women are
agricultural workers and are also in stone cutting profession earning daily
wages.

5. Results and Discussions:

5.1 Socio-Economic Profile of Sample Respondents (Defunct and Non-

Defunct Group)

Secondary data exhibits very clearly, that 90% of 'defunct' groups have been
formed by the group leader based under some government scheme or some
subsidy program. And very interesting finding has been observed that in the
1st or 2nd year after the formation itself they have become defunct. So, the
way the groups have been formed in terms of the process for formation marks
as a very important journey in terms of understanding the socioeconomic
profile of the group and what could be the possible reasons for defunctness.
The major reasons for a group becoming defunct are misappropriation of
bank accounts, fraudulent practices, and concept of SHG not explained
properly and credit not disbursed on time. Migration acts as one of the
reasons as well. In case of Non –defunct self-help group, there are a mixed
number of Groups that are formed by NGOs, Anganwadi teachers and group
leaders. These groups have not become defunct because they have been very
good practices of maintaining records, the meetings are held on time and the
credit disbursal process is very much regularised.

Table 7 and 8 indicate the Profile of the respondents for defunct and non-
defunct groups respectively. For defunct groups, majority of the members
are in the age groups 25-30 years, while for non-defunct in the age group 30-
35 years of age. For defunct category illiteracy is high as 43.3%, while for
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non-defunct group it is 28.3%. Literacy level can be looked at as one factor
for groups becoming defunct, because record keeping is not being done
properly. It is observed when record keeping practices are faulty and when
there are mistakes made the group disintegrate. Members do not want to have
their savings in groups where money is not managed well .

Table 7 : Socio-Economic Profile of the Respondents – Defunct Group

Source: Field Survey

The dominant caste in defunct group is Maratha while in case of Non-
Defunct groups it is OBC. The landholding pattern in defunct and non-
defunct groups indicates that majority of members are landless.
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Table 8 : Socio Economic  Profile of the Respondents –

Non-Defunct Groups

Source: Field Survey

Table 9 and 10 depict the mode of formation of the groups. In case, of defunct
groups there are two leading Organisations in the Pravara Nagar area and
Kopargaon area which have been instrumental for formation of SHGs. Jan
Seva Foundation and Sanjeevani sugar factory are the two major
organisations which have formed the SHGs in the Ahmednagar and
Kopargaon areas under a government subsidy scheme which was announced
during the time period 2000-10. Group leader is the second mode of
formation for defunct as well as non-defunct groups. In many cases it was
observed that group leader really is very important element in SHG. The
leadership factor plays a key role in group formation. Over time if the
leadership is not strong enough the group disintegrates.

Table 9, indicates when these groups were formed and the mode of formation
such as NGO or Group Leader or local cooperative. Like for example, in one
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case there were 2 groups formed in the year 2005 which became defunct over
a period of time and group formation process was due to local Co-operative
promoted by the Sanjeevani Sugar Factory. So, as a part of the analysis the
major reason for groups to disintegrate and make groups defunct over a
period of time is to do with the way groups were formed in the first place. The
second factor important for the groups to be defunct is to do with formation
process led by the group leader who leads the process while the saving
amount for the group is decided by the group members. The group leader
facilitates the way in which the loans are distributed and also decides with
other group members how much will be the amount and who will be provided
with the loans based on priority of the needs. If the monitoring and evaluation
of these groups is not done on regular basis than there are chances that group
may become defunct. Sometimes the distances are also in the interior parts of
the villages and if meetings do not take place on regular basis, the group
becomes defunct. The accounts must be maintained on regular basis with
details of the group operation process.

Table 9: Organisations responsible for formation of

SHGs in Defunct Groups
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Source: Field Survey

Groups that have not become defunct or drop out cases have not occurred are
those that have been formed by Anganwadi teachers, Group leaders and by
Institutions based in those locations. Most of these groups were formed under
different schemes and programmes sponsored under the SHG-Bank linkage
programme under the advent of NABARD. NABARD, through its' Micro
Credit Innovations Department has continued its role as the facilitator and
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mentor of microfinance initiatives in the country. The overall vision of the
department is to facilitate sustained access to financial services for the
unreached poor in rural areas through various microfinance innovations in a
cost effective and sustainable manner. 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 cost-effective mechanism for
providing financial services to the unreached and underserved poor
households. What started as a pilot to link around 500 SHGs of poor persons,
to the formal financial institutions during the year 1992-93 has now become
the largest microfinance programme in the world, in terms of the client base
and outreach. The SHGs which follow 'Panchsutras' viz. conduct of regular
group meetings, regular savings within the group, internal lending based on
the demand of members, timely repayment of loan and maintenance of
proper books of accounts are considered to be of good quality and over years
have proved themselves to be good customers of banks.

The NGO sector has played a prominent role of working as a Self-Help
Group Promoting Institution (SHPI) by organizing, nurturing and enabling
credit linkage of SHGs with banks. NABARD later coopted many others as
SHPIs including the rural financial institutions (RRBs, DCCBs, PACS),
Farmers' Clubs (FCs), SHG Federations, Individual Rural Volunteers (IRVs)
etc. These stakeholders were encouraged to take up promotion of SHGs by
way of promotional grant assistance from NABARD. This savings led
microfinance model has now become the largest coordinated financial
inclusion programme in the world covering almost 100 million households in
the country. With more than 84% of the groups being exclusively women
groups, the programme has provided the much-needed push to
empowerment of women in the country.

(https://www.nabard.org/content1.aspx?id=1758&catid=8&mid=8)

Table 10 indicates the organisations which have been instrumental in
promoting SHGs, and are a part of the non-defunct category. Most of these
groups have been formed by NGOs which are very prominent in the selected
locations / villages. Jan Seva Foundation and Pirens Institute are the well-
known Institutions who have been pioneers in forming SHGs. And it is
important to note that non-defunct groups have also been noted due to mode
of formation. The second category are the groups formed by Anganwadi
teachers who as a policy have to take up the formation of SHGs as an extra
activity of teaching profession. Finally, the group leader also plays a very
important and key role towards promoting the SHGs and managing the group
in terms of monthly meetings and taking care of savings and credit
mechanisms. It is important that knowledge of maintaining the accounts and
MIS is carried out on regular basis.
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Table 10: Organisation Responsible for formation of

SHG Non-Defunct category
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5.2 Amount borrowed by Defunct and Non-Defunct Groups

On the positive side, most members found SHGs providing small loans for
consumption purposes at 2% rate of interest. Most of the loans for defunct
groups range between Rs 1,000 -5,000. While in case of non-defunct groups,
the loans have been borrowed in the category Rs 15,000 – 20,000. Table 11
and 12 depict the total amount borrowed in the category of defunct and non-
defunct groups respectively. Data for defunct groups indicate that
consumption loans could be the reason for the groups to disintegrate. With
respect to amount borrowed it was observed that 80% of the borrowing was
in the range of Rs 1,000 to Rs 5,000.

Table 11: Total Amount Borrowed – Defunct Groups

Source : Field Survey

Table 12: Total Amount Borrowed – Non- Defunct Groups

July-December 2023
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5.3 Reasons for SHGs becoming defunct

SHGs are primarily voluntary organisations of women who choose to come
together. The entire Microfinance sector has been supply driven through the
highly effective networks of co-operatives, commercial banks, and regional
rural banks. The major focus is on the poor for poverty reduction and
women's empowerment, especially including those who have been bypassed
by the formal banking system (Nanda, 2000). Refer to Table 13, in this table
the reasons for SHGs becoming defunct are clearly outlined.

Table 13 :  Reasons for Groups Becoming Defunct

July-December 2023
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Source: Field Survey

Group defunctness and member dropouts are very important aspect in a SHG
model. The problem of group defunctness is closely linked with access to
credit, mode of formation of group, the group dynamics and how well the
group in being monitored on regular basis. To begin with, the method of
group formation is a very important factor and whether the group members in
the initial phases have been explained properly or no about the SHG
formation becomes equally crucial. Opening of the bank account is the next
phase which has to be done in a very accurate manner with the group leader
followed by all the banking processes which need to be introduced. These are
some of the key features of the SHG formation. Maintenance of all the
records is mandatory and crucial. In many cases also the cheating cases have
been recorded based on fraudulent practices where the loan is borrowed in the
members name but is utilised by another family member who sometimes may
not return the credit amount borrowed on time. Sometimes misappropriation
of funds is also recorded. The other factor is group homogeneity is not
observed. This causes conflict within the group regarding loan disbursal
process and lack of uniformity. Sometimes there are also conflicts related to
group leader favouring certain type of group members. There are also certain
observations made regarding discrimination towards caste. There are also a
number of cases where default in repayment has been observed. In come
cases, concept of SHG did not appeal because in some cases the entire SHG
as a concept was not explained in the village by the social workers from the
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NGOs who made an entry with the purpose for social and financial
intermediation. In some cases for instance even the groups were formed in
hurry and haste. So, they were bound to become defunct. Some members
dropped out from the groups due to family pressure, family interference in
running the groups and groups funds were being misappropriated. It was also
observed in some villages that the sarpanch was dominating SHG models
operations in villages like Savatsarkar, and Paithan.

The other factors can be attributed to access to credit which is directly linked
to the process of formation of self-help groups. Therefore, one can argue that
how much loan amount, for what purposes and who will be the beneficiary at
the micro level are the important indicators decided based on caste in rural
areas. Many groups become defunct or dysfunctional over a period of time
because some member gets excluded out of the loan disbursal process based
on what caste they belonged.

These causes at the micro level and at the household level can be attributed to,
social family structure in rural areas. Indicators can be viewed as prevented
by husband/ family, inability to save regularly, difficulty in attending
meetings on regular basis, huge financial burden with respect to loans and
caste factor. While on the other hand, in case of individual member dropouts,
the major reasons can be attributed to migration, death and illness in the
family of the member.Apart from these, other factors that can be attributed to
financial difficulties faced by the members of the group, personal conflicts
within the group, family pressures to leave the group and denial of
anticipated loans or benefits.

5.4 : Reasons for Survival of SHG :

The reasons for survival of SHGs are indicated in Table 14. The main easons
for survival can be attributed to timely credit, availability of credit for
consumption purposes, individual savings and good record keeping
mechanisms. Group leader possessing strong leadership qualities and finally
family encouragement towards membership to SHGs were also major
reasons for survival of SHGs.

July-December 2023



108

Table 14:  Reasons for Survival of SHG

Source: Field Survey

5.5 Asset Creation by SHGs after joining SHGs :

Asset creation is another aspect which is very important when we are looking
at how these have helped the SHG to grow and maintain the growth of the
SHG and so keep the group together, so that even singly member dropout
cases do not occur.The same is indicated in Table 15.

Table 15 Asset Creation by SHGs per members after joining SHG

(No of Assets)

Source; Field Survey

Asset creation is referred to items such as, stove, cooking gas, two-wheeler,
car, television set, fridge (electronic gadget), purchase of land, ornaments
(gold), house etc. After joining the groups both in terms of defunct and non-
defunct groups there is a positive way in which assets have been created.
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6. Creating a Conceptual Framework on various drivers of Failure in

SHGs :

As a part of the discussion, a conceptual framework of Institutional
Economics Framework can be viewed towards understanding why
Institutions like Microfinance fail. The framework of Institutionalism started
as a thought process known as Institutional political economy initially under
the advent of economist Veblen. Institutional political economy focuses on
the role of human-made institutions in shaping decisions, economic
behaviour, and costs. The focus of this area of economics is towards
institutional framework that can be related to social, financial, and business-
related institutions. All these can be attributed directly to the research
question of SHG model.

Table 16 depicts the limitations in developing an institutional economics
framework for microfinance institutions. The major reason for linking the
whole debate on defunct and non-defunct group to the framework of
institutional economics is to understand why institutions fail as a matter of
fact when they fail how we can connect this debate to the framework of
Institutional Economics. There are various reasons why the SHG groups also
as institutions have problems related to market imperfection, sustaining the
ability to borrow loans at very high interest rates sometimes, manage the
groups, transaction cost and asymmetric competition. This aspect is
highlighted. Within this framework major categories have been observed to
understand the role of SHGs and the problem of group defunctness. Process
of change is another important factor and a parameter that needs to be
observed in the later phase of SHG formation in terms of group defunctness
where all the factors which have been discussed in the early sections have
been highlighted like conflict within the group, homogeneity of group, group
cohesiveness, managing SHG funds, misappropriation of funds and caste
dynamics.
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Table 16: Major themes within the Institutional Economics

Framework
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Source : Menard, Claude and Shirley Mary(2005)

Major categories and types of Institutions within this Framework can be
viewed as Market Institutions. These are important to note with respect to the
area of economics of information. On the other hand, Non-Market
Institutions, are the type of institutions which fall under the category that
primarily deal with various governments and role of state. Indigenous
Institutions, aim towards, understanding the role of Institutions in economic
and political development. The process of economic change attributes to the
overall Institutional economics and can be viewed in Table 17.

Table 17:  Process of Change within an Institutional Framework
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7 . Broad Conclusions and Issues to be addressed:

Thus, we can clearly argue that SHG model has been useful in having
financial inclusion amongst groups which are BPL. These groups have been
introduced to opening new bank accounts, having access to information
related to how SHGs should be managed and conduct regular meetings and
MIS. The women are empowered to fulfil their credit needs for consumption
and production purposes. For which at the operational level they have
maintain all the required information and data related to financial literacy
which is cashbooks, passbooks and attendance registers. Primarily it is the
responsibility of the groups and the group leaders to maintain all the records.
Most of the loans disbursed by the SHG are for consumption as well as
production purposes. All those members who are in-charge of accounts are
being imparted training for book-keeping. Thus, it can be argued that a new
generation of banking industry with a number of institutions is growing in a
market which is characterised by very small transactions and not so affluent
clients. Therefore, with institutional specializations and innovation in terms
of credit delivery systems and with very lowered transactions costs, the
microfinance industry will be able to operate in a profitable manner, keeping
the development agenda in mind.

However, as far as the loan delivery mechanism is concerned there is a direct
relationship between caste dynamics and loan disbursal methods. There is a
positive relationship between the group defunctness and caste dynamics. A
strong relationship between group cohesion / homogeneity, caste dynamics
and a group becoming defunct can also be established. There is a direct
relationship between time when the group was formed and the group
becoming defunct. Typically, in most cases it was found that many SHGs
became defunct, or a member dropped out of the group after two years or
within one year. The reasons are because the group's loans or savings were
not well monitored. The major reasons for a member to drop out from a
group at an individual level is very different compared to a group becoming
defunct. These two are very different concepts when one tries to understand
the dynamics within the SHG model. On individual basis a member drops out
due to family pressure, unable to repay, migration, loss of work, internal
dynamics of the group, and caste factor (village specific). But group
defunctness is a much broader factor can be attributed to not understanding
SHG concept, lack of homogeneity, savings and credit not being done
properly, record keeping not done properly and maintenance not done.

At the operational level another interesting finding observed was that smaller
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loan sizes within the range Rs 1,000 to Rs 5,000 are used for consumption
purposes and are repaid on time with no default. However, it is observed that
the loans for business purposes are generally within the range Rs 3,000 to Rs
10,000 and above. These are typically defaulted by the members. Some of the
reasons can be attributed to the nature of the members, the HH behavioural
pattern and trust. Leadership of the Group should be on rotation basis. If
second line of leadership is not in place the interest of members does not
exist. Qualities of a good Leader keep the interest of the Group members
alive. There is a huge gap in terms of literature on SHGs that does not mention
about the cases of defaulters and 'defunct' groups. In future it would be rather
interesting to undertake research on such an aspect.

8. Policy Implications

Empowerment in terms of social aspects can be seen with respect to all the
group members. The SHG model has thus, enhanced this. The biggest asset
has been inculcating good savings habit and making the poor bankable. There
has been a lot of awareness amongst all the group members towards loan
utilization for productive purposes. Consumption smoothing function is
another important advantage that can be attributed to this sector. In the earlier
phases, the impact on poverty alleviation is very ambiguous as no income
stream is generated from which the loan repayment can be made. This is
related to the social status of women amongst family members and in the
neighbourhood.

Thus, the major policy implications here which become important are to do
with how to ensure that groups do not become defunct and what could be the
important ways and mechanisms in which this can be made possible.

It is important to note that most of the groups become defunct due to lack of
resources and means to market those goods. SHGs are heavily dependent on
their promoter NGOs and government agencies. The withdrawal of support
often therefore leads to the collapse of SHGs and defunctness of the SHGs.
Hence policy must address these issues so that SHGs do not collapse but
continue to sustain and become economically viable.

The issue of group defunctness can be addressed by having stricter social
norms of attending the meetings regularly, so that at individual level SHG
members do not drop-out of the group. There is group homogeneity
maintained when the group formation takes place in the initial phases itself.
Who will be part of the group should be decided in the initial process itself.
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Stricter norms and rules are made for financial literacy and attending training
programs offered by NABARD and other agencies. Age and education
should be taken as very important factors while joining the group because for
maintaining records and MIS it becomes easy if members are young in age
and are literate or at least familiar with MIS and registers.

Only if major variables like frequency of savings per month, average savings
for the group per month, common fund created by the group, utilization of
group savings and finally mode of savings collected from the members are
robust, then only will group defunctness not be seen. Equally important is the
credit worthiness of members which includes average loan amount accessed
by the group, the average number of members who accessed the credit and
the process of the credit disbursement. Those responsible for forming SHGs
must ensure that sustainability of the group and credit worthiness is
enshrined within the members as this will prevent the group from becoming
defunct.

It was observed in Tamil Nadu state that very often there are loan delays
within the group which cripple the SHGs and SHGs become defunct.
Members are asked for land documents, as collateral while seeking loans
during the loan disbursal process. But the members do not have these
documents and so, delays are caused for loans to be made available. (Aditi, R
(2018). Thus, if this norm is relaxed it would be easy for the SHGs to provide
easy credit to members.

The Government is however not complacent and is taking regular steps to
strengthen the SHGs by promoting SHG federations such as Village
Organisations (VOs) and Cluster Level Federations (CLFs) which provides
handholding support. SHGs have been provided Revolving Fund and
Community Investment Support Fund towards credit support and to leverage
high doses of credits from banks. Regular training programmes have been
conducted for the SHG members on SHG management, financial literacy,
livelihoods related technologies etc. The Government has now approved a
uniform interest subvention scheme for women SHGs across all districts in
the country from next year i.e. 2022-23. Under the uniform interest
subvention scheme, women SHGs will be eligible for loans up to Rs 3 lakhs
at interest rate of 7% per annum. Such measures must be further
strengthened because if SHGs are able to be thrive, they will not only
contribute to economic empowerment but also to social, political and cultural
empowerment of women and the purpose for which they are formed will get
served.

July-December 2023



115

Acknowledgment:

I would like to thank Dr. Sathe and Savitribai Phule Pune University,
Economics Department for the research on SHGs as a part of my PHD work.
Thank Prof Sangeeta Shroff for providing very rich inputs and guidance for
this paper and encouraging me to send this paper at VAMNICOM for
publishing.

Abbreviations:

ADB –Asian Development Bank

ASSEFA–Association for Sarva Seva Farms

AIDIS –All India Debt and Investment Survey

BPL– Below Poverty Line

CBOs- Community based Organisations

CDF – Co-operative Development Foundation

GOI – Government of India

HH – Households

IA– ImpactAssessment

IE – Institutional Economics

IRDP– Integrated Rural Development Programme

MACs - Bank MutuallyAided Cooperatives

MYRADA-Mysore Resettlement and DevelopmentAgency

MFI – Microfinance Institutions

MFO – Microfinance Organisation

MIS-Management Information System

NABARD – National Bank forAgriculture and Rural Development

NGO – Non-Governmental Organization

July-December 2023



116

NBFC – Non-Banking Finance Company

OBC – Other Backward Classes

PRADAN - ProfessionalAssistance for DevelopmentAction

RBI – Reserve Bank of India RGVN- Rashtriya Gramin Vikas Nidhi

SHG – Self Help Group

SHG BLP– Self Help Group Bank Linkage Programme

SC – Scheduled Castes

ST – Scheduled Tribes

References:

Atkinson, A. and F. Messy (2013), “Promoting Financial Inclusion through
Financial Education: OECD/INFE Evidence, Policies and Practice”, OECD
Working Papers on Finance, Insurance and Private Pensions, No. 34, OECD
Publishing.

Adams, D and von Pischke, J D (1992) 'Microenterprise credit programs:
'deja vu', World Development 20, 1463-1470

Aditi,R ( 2018), Loan delays cripple SHGs, 'They ask us for land documents
a s c o l l a t e r a l , b u t w e h a v e n o a s s e t s o r l a n d ' ,
https://www.thehindu.com/news/national/tamil-nadu/shgs-in-trouble-due-
to-delayed-loans-from-banks/article24306254.ece

Erica Field, Rohini Pande, John Papp, and Natalia Rigol (2014), Does the
Classic Microfinance Model Discourage EntrepreneurshipAmong the Poor?
Experimental Evidence from India, American Economic Review 2013,
103(6): 2196–2226 http://dx.doi.org/10.1257/aer.103.6.2196

Thomas, Fisher and M.S Sriram, (2002) Beyond Micro-Credit: Putting
Development Back into Microfinance, Vistaar Publications, New Delhi,
Oxfam Oxford, UK, New Economics Foundation,

Gutierrez, Eva and Kisat Faizaan, (2021), Equitable Growth, Finance &
Institutions Insight: Financial Solutions to Support the Social and Solidarity
Economy and the Economy and the Role of Development Banks, World
Bank Group.

July-December 2023



117

Geoffrey M. Hodgson Loughborough University, London, UK, Richard N.
Langlois University of Connecticut, USA, Jason Potts RMIT University,

Hoff, Karla, and Joseph.E, Stiglitz (1990), Introduction: Imperfect
Information and Rural Credit Markets – Puzzles and Policy Perspectives,
The World Bank Economic Review, Vol.4, No 3, 235-250

Holcombe, S. (1995). Managing to empower: The Grameen Bank's
experience of poverty alleviation, Wiltshire, England: Redwood Books.

Holcombe, Susan H. and Xu Xianmei. (1995), Managing to Empower: The
Grameen Bank's Experience of Poverty Alleviation. London: University
Press Limited.

Hulme, David and Little, (1997) Impact Assessment Methodologies for
M i c r o fi n a n c e : A R e v i e w, U n i v e r s i t y o f M a n c h e s t e r , U K
(https://www.researchgate.net/publication/265629699_'Impact_Assessmen
t_Methodologies_for_Micro-Finance_A_Review')

Jonathan, Morduch, Julie Chytilova and M Bauer (2012), Behavioural
Foundations of Microcredit Experimental and Survey Evidence from Rural
India,American Economic Review,April (pp1118-39)

Kanitkar, Ajit (2002) in Fisher, Thomas and Sriram, M.S: Beyond
Microcredit, Putting development back into Microfinance, Vistaar
Publications, Oxfam Oxford, UK, New Economics, London

Lodha, Sudha Oct, (2023), Financial Inclusion the Role of Self Help Groups
in bridging financial divide, Economic Times

Map of Maharashtra: https://www.whereig.com/india/states/maharashtra-
map.html

Ministry of Finance,1991 and 1998 (https://dor.gov.in/fm-independence)

Menard. Claude and Shirley Mary (EDS), 2005 'Handbook of New
Institutional Economics', Springer publications, The Netherlands. (Section
1& 3)

NABARD, (1999), ''Task force on Supportive and Regulatory Framework
for Microfinance'', Bombay, India: Microcredit Innovations Department.
https://www.nabard.org/content1.aspx?id=1758&catid=8&mid=8)

NandaY.C, V,Puhazhendhi and K.J.S Satyasai (2000), Microfinance for
Rural People:An Impact Evaluation, NABARD, Mumbai, India

July-December 2023



118

Sinha, S. (2000), ''India''. In The Role of Central Banks in Microfinance in
Asia and the Pacific: country studies,Asian Development Bank, pp 61-87.

Sinha, Frances, (2009) State of Microfinance in India, Prepared for Institute
of Microfinance (InM) As part of the project on State of Microfinance in
SAARC Countries.

Strengthening of SHGs (pib.gov.in)

S.L. Shetty, (2012). Microfinance in India: Issues, Problems and Prospects:A
C r i t i c a l R e v i e w o f L i t e r a t u r e , A c a d e m i c F o u n d a t i o n
https://pib.gov.in/Pressreleaseshare.aspx?PRID=1810970

Thomas Fisher and M.S. Sriram (2002), Beyond Micro Credit: Putting
Development Back into Micro-Finance, Vistaar Publications, Oxfam
Oxford, UK, New Economics Foundation, London

Australia, Esther-Mirjam Sent University of Nijmegen, The Netherlands,
and Claudia R. Williamson University of Tennessee at Chattanooga, USA

July-December 2023


