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Abstract:

Microfinance is a movement that envisions a world in which low-income households have permanent
access to a range of high-quality financial services to finance their income generating activities, build assets,
stabilise consumption and protect against risks. These services are not limited to credit but include savings,
insurance and money transfers.

Microfinance is routed through the Self-Help Groups (SHGs) which consist of poor and economically
deprived people with common problems and interest who contribute savings periodically to build a corpus fund
from which small loans (microfinance) are lent to the members according to their needs.

Generally, after six months of joining the groups, the members can avail loans through the SHGs. Banks
find it easier to lend money to the groups because of the peer pressure that ensures timely repayments and
replaces the collateral for the bank loans.

Review of literature indicates that, though there are many studies on microfinance, few studies have been
undertaken in Dakshina Kannada District to analyse the effectiveness of credit management by the Self-help
groups. Hence, this paper makes an attempt to understand the functioning of the self-help groups and analyse
the effectiveness of their various activities and the level of efficiency in credit management.For this purpose, the
SHG’s promoted and managed by VIMUKTI Rural Development Programme, a social action unit of the
Capuchin Franciscan of Karnataka Province, registered under the Trust Act were studied and it is found that
these SHG’s in Dakshina Kannada function effectively and the credit in the form of microfinance isefficiently
managed.
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1.1 INTRODUCTION:

Microfinance is a movement that envisions a world in which low-income households have permanent
access to a range of high-quality financial services to finance their income generating activities, build assets,
stabilise consumption and protect against risks. These services are not limited to credit but include savings,
insurance and money transfers.

Microfinance is routed through the Self-Help Groups (SHGs) which consist of poor and economically
deprived people with common problems and interest who contribute savings periodically to build a corpus fund
from which small loans (microfinance) are lent to the members according to their needs.

They use the pooled savings to lend small interest-bearing internal loans to their members within the
group. This process is known as inter-loaning, which gradually builds financial discipline among the group
members and they learn to handle resources of a size that is much beyond their individual capacities.

Generally, after six months of group formation, if the members need bank credit, the SHGs or promoting
NGO will assess and select the borrowers and forward their applications to the bank. Thus, the banks save their
precious time and processing cost. The banks provide loans to the SHGs in certain multiples (three to four times)
of their accumulated savings and loans are given at specified interest rates without any collateral. Banks find it
easier to lend money to the groups because of the peer pressure that ensures timely repayments and replaces the
collateral for the bank loans.

1.2 REVIEW OF LITERATURE:

There are a number of studies conducted by various researchers on self-help groups and microfinance all
over the world. A few research studies relevant to this research paper have been discussed to understand the
status of microfinance in different parts of the world.

e Masood Tarig & Ahmad Mohd. Izhar (2011), explain that the basic idea behind SHG programme is that
the mutual help among the participants of the programme can be a powerful tool in the socio-economic
transformation of the marginalized poor.
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e Krishnan C.(2011), throw light on the voluntary contributions of the members. In SHG’s, the members
meet regularly either weekly or fortnightly or monthly and make voluntary savings on regular basis, the
amount of savings being decided by the group members mutually.

o Grosh and Somolekae, (1996), also focus on the essence of Savings of members in SHGs. They conclude
thatsavings help the poor households to manage the risk and act as the first line of defense to face the
external shocks and emergencies.

e Islam et al. 2015, argues that with the development of microfinance in developing countries, people who
were excluded from organised financial systems have opportunities to save and borrow.

e Mustafa (1994),reveal that social collateral is widely used, but it is not universally accepted by all
andsuggested alternative forms of arrangements for SHGs.

o Woller (2002a), explains the purpose of micro loans borrowed. He says demand is more for consumption
and emergency loans.

e Robinson (1996),analyses the interest rates charged on micro loans and argues that interest rates charged to
members should cover all costs and poor should be relatively low when compared to other alternatives.

e Fafchamps (1997),concludes that subsidized interest rates on microfinance have impact on the investment of
poor in profitable and income generating activities.

¢ Woolcock (2001), explains that social collateral works best for inducing the repayment of loans by the group
members.Members prefer to maintain their social standing in the community and hence default would be
very less.

e Ghatak (1999), concludes that group lending via social collateral increases not only repayment rates and
welfare, but also helps in assessment of the members applying for loans.

e Islam (2015),explains that byadopting the technique of peer-monitoring and peer-pressure, lower rates can
be charged on loans than the conventional lenders and the expected rate of repayment is higher with lower
risk in such a case.

e Kurmanalieva et al. (2003), concludes that the role of microfinance in financial systems, is to provide a
huge flow of finance to the economically backward populations who are neglected by the formal financial
sector.

o De Koker and Jentzsch (2013), analyses the MFIs’ and concludes that social wants commonly include
poverty reduction, income creation, women empowerment, economic growth, financial and social inclusion,
and social development, which is possible through microfinance.

e Nogueira et al. (2020), concludes that through self-help groups families may save and invest in better
opportunities like housing, healthcare, and education, bringing positive impacts which are long lasting.

From the review of literature, it is clear that, involvement in microfinance program is linked with higher
levels of consumption, better health and education, enhanced standards of living, leading to development of
economies. Many studies focus on the microfinance lent by the Self-help groups to its members in different
parts of the world and in India. However, very few studies have been undertaken in Dakshina Kannada District
to analyse the effectiveness of credit management by the Self-help groups. Hence, the present study is taken up
to fill the research gap.This paper makes an attempt to understand the functioning of the self-help groups and
analyse the effectiveness of their various activities and the level of efficiency in credit management.

1.3 OBJECTIVES OF THE STUDY:

The objectives of the paper are:

i) To assess the operational aspects of the SHGs and the efficiency of their functioning.

i) To understand the types of loans availed by the members, interest rates, repayment schedule, purpose

and security for the loans.

iii) To analyse effectiveness of credit management by the SHGs.

1.4 RESEARCH METHODOLOGY:

This study is exploratory in nature and the paper is prepared based on the primary data collected through
guestionnaire from the self-help groups functioning in different taluks of Dakshina Kannada District, Karnataka
State. Random sampling technique was used for the study. However, due care has been taken to include
reasonable number of SHGs from each Taluk. The collected data was analysed using simple statistical tools like
percentages, mean and standard deviation for drawing inferences.

1.5 SCOPE OF THE STUDY:
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The study is confined to the self-help groups promoted by VIMUKTI Rural Development Programme, a
social action unit of the Capuchin Franciscan of Karnataka Province, registered under the Trust Act which
undertakes and executes socio-economic empowerment activities among the disadvantaged and the vulnerable
sections of the society.

1.6 LIMITATIONS OF THE STUDY:
As the study is confined to a specific NGO, the results may not be universally applicable.

2.0 ANALYSIS OF THE DATA:
The Self-Help Groups (SHGs) function in a democratic way as the members of the SHG co-operate and

thus contribute equally for the successful functioning of the SHGs. In due course of their functioning, they

contribute their savings, borrow/ repay loans and try to attain social and economic empowerment for themselves

and the other members of the group. In this paper, the data pertaining to the functioning and credit management

is analysed:

2.1 General information:

The information regarding composition of the group members, the functioning and the activities of the
group are presented in this section.
2.1.1 Sample size:

For the purpose of understanding the the functioning of the SHGs in different taluks, samples were chosen
from the 5 taluks of D.K District and the data was collected from the sample SHGs. Table 2.1.1 and Fig.1
indicates the number and percentage of sample SHGs covered for the study in each taluk.

Table 2.1.1: Talukwise Sample size:
uk guency centage
ngaluru [
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ya
al 0
rce: Field Survey
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Fig.1: Talukwise Sample Size

Table 2.1.1 indicates that 208 sample SHGs were chosen for the study. A sample of 70 SHGs (33.7%)
are from Mangalore Taluk, 38 (18.3%) from Bantwal Taluk, 54 (26%) from Belthangady Taluk, 34 (16.3%)
from Puttur Taluk and the rest 12 (5.8%) are from Sullia Taluk. For the purpose of analysis SHGs of Mangalore
Taluk are considered as urban and the rest are taken as rural. Rural area being the hub of poor people deprived
of various financial benefits, majority of the SHGs of VIMUKTI are found in rural areas hence more samples are
selected from the same.
2.1.2  Years of existence:

To know the average duration of existence of the SHGs, the data was collected from the sample SHGs.
This data will help to understand whether the SHGs are longstanding and have been functioning continuously or
are formed for a short period of time. The data is presented in Table 2.1.2.
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Table 2.1.2: Years of existence

[rs of existence juency centage
than 5 Years

e than 5 Years 0

rce: Field Survey

As shown in Table 2.1.2, the entire sample SHGs were in existence for more than 5 years. So, all the SHGs have
been functioning since a long time and their activities are spread over a period of 5 years and above.
2.1.3 No. of members:

The information regarding the number of members in a SHG will give an idea as to whether the SHGs
are large groups or small groups. So, data was collected from the sample SHGs about the number of members
enrolled in the group is presented in Table 2.1.3 &Fig.2.

Table 2.1.3: No. of members

of members guency centage
5 than 10
15
20
al 0
rce: Field Survey
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Fig.2: No. of members

Table 2.1.3 depicts that 52.9% of the sample SHGs have 10-15 members, 24% have less than 10
members and 23.1% have 15-20 members. So, majority of the sample SHGs have members ranging between 10
and 15 which implies that the groups are neither too big nor too small.

2.2 Operational Details:
2.2.1Frequency of meetings:

The members of the self-help groups meet regularly and mobilize their savings in the group.
Information was sought to know the frequency of meetings held in the SHGs so that it gives an insight on the
amount of savings mobilised by the SHGs at each meeting. Table 2.2.1 gives the data on the same.

Table 2.2.1: Frequency of meetings

tings held jjuency centage
nightly 0
kly

Source: Field Survey

Table 2.2.1 indicates all sample SHGs hold their meetings fortnightly on a fixed day and contribute to the
savings at each meeting.
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2.2.2Books maintained in the SHG:

SHGs function in a systematic and democratic way. The members are trained by the animators appointed
by the NGO to maintain various books relating to the activities of the SHGs. So, to get an idea as to the various
books maintained and to give suggestions on the same, the data was collected. Table .2.2.2and Fig.3 presents the

data in this regard:

Table 2.2.2: Books maintained in the SHG

No Yes Total
pe of Book maintained in the
SHG No. of % No. of % No. of %
ondents bondents ondents
Minutes book 0 0.0% 208 100.0% 208 00.0%
Members’ attendance book 0 0.0% 208 100.0% 208 00.0%
Cash book 208 100.0% 0 0.0% 208 00.0%
Record of members 208 100.0% 0 0.0% 208 00.0%
Record of savings 0 0.0% 208 100.0% 208 00.0%
Record of loans 0 0.0% 208 100.0% 208 00.0%
Source: Field Survey
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Fig.3: Books maintained in the SHG
As per Table 2.2.2, all the SHGs maintain the following common books:

1)  Minutes book
3) Record of savings

2) Members’ attendance book
4) Record of loans

None of the SHGs maintain Cash Book and Register of members separately.

2.2.3 Process of selecting the office bearers:

To understand the mode and transparency of selection of the office bearers of the SHG, the data was
collected from the sample SHG which is shown in Table 2.2.3 and Fig.4. This will enable us to know whether

the members take decisions unanimously or not.

Table 2.2.3: Process of selecting the office bearers

de of selection uency centage
xlection
‘otation
al 0

rce: Field Survey
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M By election @By rotation

Fig.4: Process of selecting the office bearers

As shown by Table 2.2.3, in 79% of the sample SHGs, the office bearers are selected on rotation basis
whereas 21% conduct elections to select the office bearers. So, it is clear that in the majority of the SHGs, each
member gets an opportunity to become the office bearer by rotation. This indicates that the members respect the
unanimous decisions of the group which does not give any scope for internal conflicts among the members and
political interference in the group activities.
2.3 Savings Mobilization:
2.3.1Prescribed savings limit per meeting:

One of the important objectives of SHG is to inculcate saving habits among the members. The members
of SHG save a prescribed amount at each meeting. So, to comprehend the prescribed savings limit for each
meeting and to know whether the savings limit is same for all the members, the data was collected. Table 2.3.1
gives the details of the data:

Table 2.3.1: Prescribed savings limit per meeting

Savings per requency  Percentage
Is savings same for all? meeting
Yes Rs. 100 208 100.0

Source: Field Survey
As per the information contained in Table 2.3.1, the savings prescribed for all the members in all the

sample SHGs is the same irrespective of their earning capacity. At each meeting they save Rs.100/-. So, in a

month the savings mobilized per member will be Rs.200/-.

2.3.2Average savings collected per meeting by the SHG:

The savings mobilized at each meeting shall be deposited into the savings bank account of the SHG
in a local bank (nationalised / private / co-operative bank) which shall be used to lend to the members internally.
Table 2.3.2 analyses the average amount of savings amassed in each group at every meeting.

Table 2.3.2: Average savings mobilized per meeting by the SHG

Average Savings Frequency Percentage
800 - 1000 48 23.1
1000 - 1500 112 53.8
1500 - 2000 48 23.1

Total 208 100.0
Source: Field Survey

Table 2.3.2 shows that 53.8% of the SHGs mobilize savings between Rs.1,000 and Rs.1,500, 23.1%
between Rs.800 to Rs.1,000 and the rest 23.1% of the SHGs collect Rs.1,500 to Rs.2,000 per meeting. Since,
majority of the SHGs have 10-15 members, the savings mobilized by them varies between Rs.1,000 to Rs.1,500
which forms the major share of the savings mobilized.

2.4 Credit management:

In this section data relating to microfinance has been analysed. It explains the various types of loans lent
through SHGs, the different purposes for which the loan is borrowed, the rate of interest and repayment
schedule. This will give an overview of credit management practices of the sample SHGs.
2.4.1Type of microfinance:

SHGs lend different types of loans to its members. To know the type of loan lent by the SHGs, the data
was collected and presented in Table 2.4.1.

795



International Journal of Early Childhood Special Education (INT-JECSE)
DOI:10.48047/INTJECSE/V1512.104 ISSN: 1308-5581 Vol 15, Issue 02 2023

Table 2.4.1: Type of microfinance

Yes No
Type of the loan No. of No. of
espondents % espondents %
Internal Loan 208 100.0% 0 .0%
Bank Direct Loan 208 100.0% 0 .0%
NGO Loan 208 100.0% 0 .0%
Source: Field Survey

As shown by Table 2.4.1, the
1) Internal Loan
2.4.2Purpose of the loan:

Microfinance is borrowed by

2) Bank Direct Loan

sample SHGs lend three types of loans:
3) NGO Loan

the members for different purposes. Table 2.4.2 and Fig.5 gives an overview

of the purposes for which the loans are borrowed by the members. This data will let us know whether the

members borrow for consumption

purpose or productive purpose.
Table 2.4.2: Purpose of the loan

No Yes Total
Purpose of loan No. of No. of No. of
pondents | % ondents | % ondents | %
Private Consumption 0 .0% 208 00.0% 208 100.0%
jlucation, health of children 0 0% 203 00.0% 208 100.0%
Asset acquisition 208 100.0% 0 .0% 208 100.0%
Social obligations 0 0 208 0
harriage/other ceremonies) 68 B2.7% 140 b7.3% 100.0%
come generating activities 0 0 0
(micro enterprise) 48 23.1% 160 76.9% 208 100.0%
Repay the old debt 92 A44.2% 116 55.8% 208 100.0%
Other 208 100.0% 0 .0% 208 100.0%
Source: Field Survey
100.0 100.0
76.9
67.3
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0.0 0.0
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Fig.5: Purpose of the loan

As indicated by Table 2.4.2, all the sample SHGs lend microfinance to the members for meeting
their private consumption needs (food, ration, grocery, clothing etc.) as well as for meeting the educational and

medical expenses of their children.

However, a good number of times (76.9%) the loans were lent for

undertaking income generating activities and quite often (67.3%) the SHGs have given loans for meeting social

obligations such as marriage and religious ceremony expenses.

It is also noteworthy that even sometimes

(55.8%) they have loaned to enable them to repay the old debts which had been borrowed by them from other
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sources. On analysis it is clear that all members preferably borrow from the SHGs for meeting their
consumption and other household needs. None of the members have borrowed for the acquisition of the assets.
2.4.3  Type of security:

Borrowing of loans necessitates a collateral security by the borrower. So, to know the loans are given by
the SHGs against any collateral security or against personal guarantee, the data was collected. It is shown in
Table 2.4.3.

Table 2.4.3: Type of security

e of security jjuency cent
sonal guarantee 0
lateral security

Source: Field Survey

Table 2.4.3 proves that the sample SHGs lend internal loans only on the personal guarantee of the members.
Similarly, banks do not insist on any collateral security other than personal guarantee of the members. So, it is
the peer pressure from the group members that acts as the security for internal as well as bank loan.
2.4.4Repayment Schedule:

The loans borrowed by the members are repayable in fixed instalment. So, to know the number of
instalments allowed for each type of loan, the information was sought from the sample SHGs which is presented
in Table 2,4,4. This will indicate if the SHGs allow short period or long period of time to repay the loan.

Table 2.4.4: Repayment Schedule

10mths 12mths 36mths Total

['ype of Loan | No. of % No. of % No. of % No. of %
bondents espondents spondents spondents

nternal Loan 208 | 100% 0 0% 0 0% 208 | 100%

Bank Loan 0 0% 0 0% 208 | 100% 208 | 100%

NGO Loan 0 0% 208 | 100% 0 0% 208 | 100%

Source: Field Survey

As per table 2.4.4, the internal loan is recovered from the members in 10 instalments whereas the banks allow the
repayment of the bank loan in 36 instalments and the NGO loan is repayable in 12 instalments. So, from the
point of view of the SHGs, internal loan is better than the other two loans as it is recovered within a short span of
time.

2.4.5Action taken against the defaulters and its efficacy:

There is a tendency to evade in repaying the loans and even in microfinance sector there are defaulters. The
action taken against the defaulters by the sample SHGs and the effectiveness of such action are analysed in Table
4.13. To evaluate the effectiveness of the action taken, Likert’s 5 point rating scale was used. The ratings given
were: 1 — Ineffective, 2 — Less Effective, 3 — moderately Effective, 4 — Effective and 5 — Highly Effective.
Statistical tools Mean and Standard Deviation are used to measure the same. If the mean + Standard
Deviation>3, the action taken is effective and if mean + Standard Deviation<3, the action taken is less or
ineffective.

Table 2.4.5: Action taken against the defaulters and their effectiveness

Ineffective ess effective  Moderately Effective ighly effective

Action effective

taken Freq % |Freq % |Freq % | Freq % | Freq % | Mean SD
Denial of
further loans
to defaulting 0 D.0% 0 D.0% 0 D.0% 32 0.8% 44 9.2%  4.69 164
members

Social 6 P.9% 2 1.0% 22 06% 114 4.8% |64 0.8%  4.10 842
pressure

Source: Field Survey
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As indicated in Table 2.4.5, if there is default in the repayment of the loans, the SHGs take action against

the defaulters. The following actions are taken:

o Denial of further loans to the defaulting members

e Social pressure by the members
Mean + Standard Deviation=4.69+0.464 shows that denial of further loans to the defaulting members, is highly
effective towards the recovery of the loans.

Social pressure is also highly effective towards the recovery of the loans as the mean * Standard
Deviation=4.10+0.842. It is evident that of the two actions, the denial of further loans to the defaulting members
is more effective than the social pressure as the mean is higher for the former (4.69) than the latter (4.10).

2.4.6 Average time lag between the loan application and loan sanction:

To decipher the time lag between the loan application and loan sanction and to ascertain whether there is
any delay in lending or on-lending the microfinance to the members, the information was collected from the
sample SHGs. Table 2.4.6indicates the data on the same:

Table 2.4.6: Average time lag between the loan application and loan sanction

Time lag Frequency Percent
One week 166 79.8
2 weeks 42 20.2
Total 208 100.0
Source: Field Survey

Table 2.4.6shows that 79.8% of the SHGs are of the opinion that the average time lag between the loan
application and loan sanction is one week whereas the experience of rest of the 20.2% of the SHGs reveals that
the time lag between the loan application and loan sanction is 2 weeks which indicates that maximum time taken
to sanction a loan is 2 weeks.
2.4.7Reasons for denial of loans to the applicants:

The SHGs were queried whether loans were provided to all the applicants, if not the reasons for the
denial, and the responses are analysed in Table 2.4.7. This gives an insight into the major reason for the denial
of the loan.

Table 2.4.7: Reasons for Denial of loan

No Yes Total

No. of No. of No. of

pondents | % bondents | % bondents | %
Given loan to all on

application 120 57.7% 88 42.3% 208 100.0%
Reasons for denial
No | Yes

pand for loan was more 120 [00.0% | 0 0% 120 100.0%

n the amount available

he applicant did not

deserve the loan 72 60.0% 48 40.0% 120 100.0%

Previous loan of the
applicant was still 74 61.7% 46 38.3% 120 100.0%
outstanding

applicant did not fulfil

0 0
L terms and conditions 120 100.0% 0 .0% 120 100.0%

applicants’ attendance
the meetings was very 50 A1.7% 70 58.3% 120 100.0%
poor

'he applicant did not
ontribute his savings 48 40.0% 72 60.0% 120 100.0%
regularly
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he applicant is a new

0,
comer to the group 0 0.0%

120 100.0% 120 100.0%

Source: Field Survey

From the table 2.4.7, it is clear that around 42.3% of the SHGs have given loans to all members who
applied. But the remaining SHGS (57.7%) denied loans to some of the applicants due to varied reasons.

All the SHGs who declined loans quoted the reason that the applicant was a new comer to the group and
had failed to fulfil the criteria of completing minimum six months of membership. 60% of the SHGs denied
loans because the applicants did not contribute their savings regularly, 58.3% of the SHGs refused loan to the
applicants due to scanty attendance in group meetings. 40% of the SHGs said that the member applying for the
loan did not deserve the loan whereas 38.3% of them did not comply with the terms and conditions of the group.
2.4.8 Order of prominencegiven for the ‘purpose of borrowing’ while sanctioning loans:

Microfinance aims to equip the poor to be financially independent. The members of the SHG borrow
funds for consumption as well as productive purposes. To learn if the SHGs make any difference between loans
for consumption and for productive purposes while lending, and to know if there is any priority for those who
apply for the productive purpose over the others, the data was collected and presented in Table 2.4.8.

Table 2.4.8: Distinction between consumption loans and productive purpose loan

Freqguency Percent
Yes 0
No 208 0

Source: Field Survey

As indicated in Table 2.4.8, the sample SHGs does not make any distinction between loans for
consumption and loans for productive purpose. The loan is given to all the applicants if the terms and conditions
are satisfied.

2.4.9 Current rate of interest charged by the SHG on the loans:

For the purpose of analysing the whether the sample SHGs charge high interest rates on internal loans
and whether they are maintaining high margin in the interest rates while on-lending the loans, the data was
collected. Table 2.4.9 shows the details of the rate of interest charged by the sample SHGs on different types of
loans.

Table 2.4.9: Current rate of interest on loan

Type of the loan Below 10% 10% 12% Total
No. of % No. of % No. of % No. of %
bondents ondents bondents bondents
Internal loans 140 7.3% 68 2.7% 0 0.0% 208 00.0%
PDirect bank loans 0 D.0% 0 D.0% 208 00.0% 208 00.0%
On NGO loans 0 D.0% 0 D.0% 208 00.0% 208 00.0%
Source: Field Survey

As per Table 2.4.9, in case of internal loans, 67.3% of the SHGs charge an interest below 10% while 32.7%
of the SHGs charge an interest of 10%. So, it is apparent that the maximum rate of interest charged on internal
loans is 10%. In case of bank direct loan and NGO loan, the rate of interest levied by the SHG is 12%. So, it is
obvious that the SHGs do not maintain any margin while on-lending the funds to the members.

2.4.10 Type of loan preferred by the SHG for its members

Data was amassed to verify the type of loan preferred to lend to the members, and the reasons for their
preference and the same is recorded in Tables 2.4.10 and 2.4.11. Table 2.4.12 lists out the reasons according to
their importance, for which purpose Garrets Mean Score is used. Reason with highest Garrets Mean Score is
treated as the most important reason for their preference and so on.

Table 2.4.10: Preference for loan

Rank1 Rank 2 Rank 3 Total ference
Type of loan Freq % rreq % rreq % rreq %
nternal Loan 208 00.0% 0 D.0% 0 .0% P08 00.0% 1
Bank Loan 0 0.0% 44 1.2% 164 8.8% P08 00.0% 3
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NGO Loan [0 00% 64 [88% |44 2% Pog [00.0% |2
Source: Field Survey

Table 2.4.11: Reasons for preference

Rankl Rank 2 Rank 3 Rank 4 Rank 5 Total
Reason
req % req |% req |% req |% req o req %
Tall 0, 0, 0,
\/Ilnlmu_m 0 0.0% 86 .4% P2 0.6% 0 .0% 0 0% 08 00.0%
ormalities
. 0 0,
y to monitor |0 0.0% P2 .6% 14 1 8% 72 h 6% 0 0% 08 00.0%
0, 0, 0, 0,
Sy recovery |0 .0% 0 0% 0 0% a4 | 20 64 8% 08 00.0%
erest on the 08
is a revenue 08 100.0 0 0% 0 0% 0 0% 0 0% 00.0%
for SHG %
less admn. 0 0 o
expenses 0 0% 0 0% 2 1.6% P2 1.2% i 2% 108 00.0%
Source: Field Survey
Table 2.4.12: Priority of reasons for preference
Factors Rank
sarrets Mean Score
Minimum formalities involved 58.94 2
Easy to monitor 47.6 3
Easy recovery 28.2 5
rest on the loan is a revenue for the SHG 75.0 1
Less administrative expenses 40.29 4
Source: Field Survey

Table 2.4.10 proves that among the 3 loans, the SHGs give first preference to internal loan, second preference to
NGO loans and the last preference to bank direct loan.
In Table 2.4.11 the motives behind the preference for internal loan are:

Minimum formalities involved

Easy to monitor

Easy recovery

Interest on the loan is a revenue for the SHG

Less administrative expenses
Table 2.4.12 reveals that, Garrets Mean Score is the highest (75.0) for the ‘Interest on the loan is a revenue
for the SHG’. Since the interest incurred on the internal loan is added to the corpus fund of the SHG, it can earn
more revenue if more of internal loans are given to the members. So, they give first preference to internal loans.
The second important reason for preferring internal loans is that it involves minimum formalities for lending
(Garrets Mean Score — 58.94). The third reason for favouring internal loan is that it is easy to monitor (Garrets
Mean Score — 47.6). The next reason listed by the SHGs for their preference towards the internal loans is that it
involves less administrative expenses (Garrets Mean Score — 40.29) and the last reason is easy recovery (Garrets
Mean Score — 28.2). Thus, it is clear that SHGs prefer to lend internal loans mainly because the interest on
internal loan is the revenue for the SHG itself which can be used to meet the expenses in administering the
SHGs.

3.0 FINDINGS OF THE STUDY:
3.1 Functioning of the SHGs:
On analysis of the data, it is found that:
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Sample SHGs are longstanding for more than 5 years and small in size having 10 — 15 members.
Fortnightly meetings are held on a fixed day and members contribute a prescribed savings of Rs.100/- at
each meeting, whichis the same irrespective of their earning capacity and income level. Thus, the total
savings mobilized by the SHGs at each meeting ranges between Rs.1,000 and Rs.1,500.

The entire sample SHGs maintains common books such as Minutes book, Members’ Attendance book,
Record of Savings and Record of Loans.

It is observed that the details of the loans disbursed to the members and the repayment of loans by them is
shown in the loan record book. Similarly, the interest collected on the internal loans as well as the external
loans too is recorded in the same book. The bank interest received on the savings is reported in the record
of savings. However, none of the SHGs maintain Cash Book and Record of members separately.

In majority of the SHGs, office bearers are selected by rotation. So, each member gets an opportunity to
become the office bearer by rotation except a few who conduct elections among the members to choose the
office bearers. This indicates that the members respect the unanimous decisions of the group which does
not give any scope for internal conflicts among the members and political interference in the group
activities.

The above findings clearly indicate that the sample SHGs manage their operations efficiently without any
hassles.

3.2 Credit management in SHGs:
The following aspects are revealed about the credit management in SHGs:

SHGs lend Internal Loan and external loans to the members. Internal loans are given out of the savings
mobilised by the SHG from the members whereas the external loan is borrowed either from the linking
Bank or from the NGO and on-lent to the members.

The loans are givenfor catering to the members’ private consumption needs (food, ration, grocery and
clothing), for meeting the education and medical expenses of their children, for undertaking income
generating activities, for social obligations such as marriage or religious ceremony expenses and to enable
the members to repay the old debts which had been borrowed by them from somewhere else.

However, all members preferably borrow from the SHGs for meeting their consumption and other
household needs. None of the members have borrowed for the acquisition of the assets.

Maximum time involved between the loan application and loan sanction is two weeks.The loans are lent
only on the personal guarantee of the other members.

Similarly banks or the NGO also do not insist on any collateral security other than personal guarantee of the
members. So, it is the peer pressure from the group members that acts as the security for the internal as
well as external loan.

The interest charged on internal loans by the sample SHGs is 5% to 10%. So, it is clear that the maximum
rate of interest charged on internal loans is 10%. This is revenue to the group which may be used for
meeting the expenses of the group.

In case of the bank direct loan and the NGO loan, the rate of interest charged by the SHG is 12%, as
charged by the lender. So, it is clear that the SHGs do not keep any margin while on-lending the funds to
the members.

The internal loan is repayable in 10 instalments whereas maximum number of instalments for the Bank
Direct loan is 36 instalments (3 years) and the NGO loan is repayable in12 instalments (one year). So, it is
clear that Bank Direct Loan is long term in nature whereas the other two loans are short term loans. From
the interaction with the office bearers of the SHG it was understood that there is relaxation in the
instalments. A small delay in the repayment does not call for any penalty.

The sample SHGs do not make any difference between ‘loans for consumption purpose’ and ‘productive
purpose’. The SHGs do not give any priority to those applicants who apply for the loan for ‘productive
purpose’. The loan is given to all the members if the terms and conditions are satisfied.

However, in some cases they have not sanctioned loans to all the members on application due to various
reasons. The major reason for the denial of the loans is that the applicant is a new comer to the group and
has not completed minimum six months of membership and secondly the loans are denied to those members
who were irregular to the Group meetings.

However, if there is default in the repayment of the loans, the SHGs take actions against the defaulters such
as denial of further loans to the defaulting members and social pressure by the members. Both these actions
are highly effective towards the recovery of the loans. Among the two actions, denial of further loans to the
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defaulting members is proved to be more effective than the social pressure because the very purpose of
joining SHGs is to get timely micro loans and if the loans are denied to them they will not be able to meet
their personal needs.
Among the 3 loans all the SHGs give first preference to lend internal loan, then Second preference to lend
NGO loans to the members and the last preference is to lend the bank direct loan.
SHGs prefer to lend internal loans mainly because the interest on internal loan is the revenue for the SHG
itself which can be used to meet the expenses of administering the SHGs. Since the interest received on the
internal loan is added to the corpus fund of the SHG, it can earn more revenue if more of internal loans are
given to the members. So, they give first preference to internal loans.
The second important reason for preferring to lend internal loans is that it involves minimum formalities for
lending. The other reasons for favouring internal loan are: it is easy to monitor and recover internal loans
and at the same time they involve less administrative expenses. So, from the point of view of the SHGs,
internal loan is better than the other two loans as it is recovered within a short span of time.
Similarly, the members of SHGs also prefer to borrow internal loans as they involve fewer formalities while
borrowing the loans.
SUGGESTIONS:
It is observed that the SHGs do not maintain a separate cash book. All the sample SHGs receive revenue
in the form of interest on savings and internal loans and make certain payments towards the expenses of
various meetings and training activities. It is advisable to maintain a separate cash book to record these
receipts and payments which will help the group to understand the net cash receipts or payments for a
particular period and it is possible to verify the cash at the end of the year with the actual cash in hand.
The savings prescribed for all the members in all the sample SHGs is the same irrespective of their earning
capacity and income level. It is advisable to collect the savings from the members according to their
earning capacity or income level so that the financially weak members will not be burdened to contribute
to the savings beyond their capacity whereas the members with reasonable level of income may be
encouraged to save more at each meeting.
From the results is it clear that none of the members have borrowed loans from the SHGs for the
acquisition of the assets. The SHGs can encourage the members to borrow loans for the acquisition of the
assets such as purchase of land, household furniture and electrical appliances, so that they get better
security for their future.
The survey results indicate that the SHGs do not distinguish between the purpose of borrowing. Hence no
priority is given to loans for productive purpose. It is suggested that priority should be given to those
applicants who borrow loans for productive purpose over those who borrow for consumption purpose in
order to encourage the members to undertake more and more income generating activities.
As revealed in the survey results, members borrow loans unnecessarily for meeting consumption needs
rather than investing in income generating activities. Hence CODP is advised to introduce strict terms and
conditions such as higher rate of interest and strict repayment schedules on the loans borrowed for
consumption needs in order to discourage them availing loan for unproductive purposes.
In case of the bank direct loan and the NGO loan, the sample SHGs charge the same rate of interest as that
of the bank and the NGO without keeping any margin while on-lending the funds to the members. It is
suggested that the SHGs may keep some margin on such loans while on-lending in order to generate some
additional revenue to the SHG which can be used to organize useful programme for the benefit of the
members.
CONCLUSION:
In conclusion, it is heartening to note that microfinance has grown substantially over the years and large

number of households have been covered by the microfinance which has helped them to come out of poverty and
provide for their emergency needs efficiently.

VIMUKTI is in the forefront in the promotion of self-help groups and have been actively participating in the
financial inclusion programme by lending to the members as and when the need arises. In spite of many
challenges in the light of changing technology and unstable conditions, the self-help groups promoted by
VIMUKT] are functioning efficiently and have an effective credit management system.
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