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CREDIT FOR POVERTY REDUCTION
- Mrs. N. Shanthi Maduresan, CEO, INFOS

Why poor people need credit?

Poor people depend on monsoon and their
income flows are not uniform throughout the
year. Hence at times of shortages, they have
to borrow to survive. Poor families are
engaged in many livelihood activities. They
shift their occupation depending upon the
seasonality. Sometimes they migrate to nearby
villages or other districts or even to other state.

The poor need usually large sums of money
to deal with life cycle events such as birth,
death and marriage, education and home-
making, widowhood, old age and death, and
the need to leave something behind for one’s
heirs. Poor are unable to access formal credit.
They have no other choice but to borrow from
moneylenders and interest rate is also too
high. Since most of the poor do not have
negligible assets/savings, they have to borrow
at times of illness or to meet social obligations
at times of marriage or death. They need loans
to initiate small income generating activities or
to buy inputs for the existing activities.

In order to cope with impersonal emergencies
such as floods, cyclones, and fire and with
personal emergencies such as il lness,
accident, desertion and divorce, large sums
of money is again required. If people affect by
health problems unexpectedly, they need
sufficient time to recover from that. So they
are not able to cope up with that. The daily
household expenses and emergencies will be
the problematic areas for them.  The only
coping mechanism is permanent migration.
Some of the villages, people have more
burden on debt and migrant to unknown area.
So the relatives also don’t have a touch on
those people.

Most of the industrial workers, casual informal
wage workers and domestic workers are mainly

women. Their average earning is also very less.
Most people are agriculture or from small
income generating activities. Still they need
more economic assistance for expanding or
improving their present activities. As well as
needs, the poor have opportunities that require
large sums of money, such as starting or running
businesses, acquiring productive assets
(including land and housing), or buying life
enhancing consumer durables such as fans,
televisions and refrigerators. They are not able
to get assistance from formal sources which
offer credit at less interest rate.

At present scenario, women are subject to
discrimination in labor, credit and a variety of
other markets. Women are always treated as
unpaid laborers. The nature of work is insecurity
to them.  They own less property compared to
men. In some societies, widows, divorced or
abandoned women may be subject to social
exclusion, isolation and harassment, making it
very difficult for them to maintain a livelihood
for themselves or their children. Women heads
of households with young children may face
great time constraints and may have to limit their
work hours. So it leads to get more access from
money lenders.

Importance of credit:

People who are living in the survival condition
(ie) poorest of poor need atleast realize how
important is how to lead life.  That is the basis
needs like food, clothing and shelter should be
available.  Next to this Security to their lives is
very important.  After this they should attain a
good position in the society and should be
recognized as a respectable person by others.
Depending upon their talents they would create
many new things and tend to lead an
independent way of life only then they have the
chances to come out of poorest of poor
situation.
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For example if we see the basis needs or purpose
of loan among members in a Self help group we
happen to notice the following.

When we see the above said 7 credit types it can
be seen that all loan types come into the livelihood
type needs.  In this medical loan, education loan,
asset creation loan, seems to create security for
the family.  Function or festival loan or Social
obligation loan gives way for the family to
participate in the society.  It can also be used as a
mode to bring happiness & joy for them by being
in the function. But in Activity loan there is chances
for their livelihood to be increased which would
give security in turn. In such condition their
relatives would respect them and the relationship
would also increase.  Due to that activity they
would be able be bring out the talents by creating
many new product thereby becoming a
independent & self reliant person. To fulfill the
above said needs this kind of loan types have
been evolved.  These are the main principle for
loan product evolution

INDIGENOUS CREDIT SYSTEM IN
RURAL AREAS:

1. Money lending business:

There are people who give credit support to needy
where the interest rate is Rs.10/Rs.100. at present
due to usurious money lending act. These kinds
of 3-4 people are there in each village.  Apart from
this, people come from nearby village every week
and give loan for weekly interest rate and go away.
There are cases where their houses have gone
in to the money lenders hand since they could
not pay their principle and interest. There are
different varieties of methods followed in money
lending business.

Particulars Needs which will be fulfilled 
1. Family Consumption Livelihood 
2. Health  Livelihood / security 
3. Family function /festival  Participation in Society 
4. Education  Understanding / Security / Livelihood  
5. Asset Creation Security / Livelihood 
6. Activity Loan Livelihood / Security / bindings / 

Creation(or) Production / self 
reliance(or) independent 

7. Debt redemption  Security 

• Matha Vatti (Monthly interest): People
have to pay interest in monthly basis
at 120% .

• Interest on interest due: if the people
don’t pay the interest they have to pay
interest for interest due also.

• Daily interest : People have to pay
interest in daily basis

• Weekly interest: People have to pay
interest in weekly basis.

2. Jewel and vessels loan:

The jewel and vessels are kept at paun
broker shop where they get Rs.100 for 3

Rs interest rate.  This is done to fulfill their
consumption or other emergency needs of the
person.  If they are not able to repay the principle
and interest rate properly there might arise
situation where the jewel gets out of their hand.

3. Mortgage of land documents:

The land document is kept at paun broker shop
where they get Rs.100 for 3 Rs interest rate.  This
is done to fulfill their consumption or other
emergency needs of the person.  If they are not
able to repay the principle and interest rate
properly there might arise situation where the
jewel gets out of their hand.

4. Commission shops:

The small farmer possessing ½ to 1 acre of land
buys seeds, fertilizers and insecticides from the
commission shops.  After the completion of
Harvesting, the products are being forcefully sold
at commission shop at low price.

If the agriculture crop fails that year then they
would be charged interest for the goods consumed
and later the next crop this will be kept in mind.
This commission shop people have the capacity
to buy huge amount of agricultural goods. They
can keep all that is collected as huge stock.  Later
this is sold in high price depending on the market.
This gives heavy profit to the commission agent.

5. Bank loan:

People are getting opportunities to avail credit
from bank for various purposes like Agriculture,
cattle, jewel and so on.
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6. Mortgage on Ration card:

For the urgency of problems, the people those
who are not having assets, they extremely depend
on this system. They handover their ration card
to moneylenders as a security.

7. Kaimathu (Loan from relatives):

People are getting money for small and emergency
purpose from their relatives with out interest or
with minimum interest rate.

SHG model of microfinance:

Most of the SHGs in India are formed around
microfinance. These SHGs fulfi l l the poor
requirements: (i) providing financial services to
their members; (ii) playing a role of a local village
level people’s rganization addressing various
needs of its members and society.

SHG has a unique system of organizing and
managing its own finances and operates as an
independent institution. Regular transactions of
collecting savings, issuing loan and collection of
repayment take place at a particular interval where
all members are present and collectively take
decisions.

SHG is creating a separate line of credit for
consumption and emergencies.  SHG would help
the poor families to insulate their investment credit
from liquidation and diversions. It would also help
them to get out of exploitative financial systems.

SHGs establish a sound mechanism to regulate
the household cash flows. Incomes of the poor
fluctuate with the seasons. SHGs would help to
manage this seasonality, by providing loans at
times of need. This can be repaid, when there is
a cash surplus.

SHGs rganizat indigenous systems of savings and
credit for continuity. : This systems are informal
and susceptible to discontinuity of the practice.
With systems and processes, indigenous savings
and credit get rganizati for sustainability as a local
microfinance institution.

SHG internalize external funds as own funds. The
poor have been inculcated the habit to perceive
loans from the formal system like bank, as ‘external’
money, which need not be repaid. It removes the
externality by not differentiating their own savings
and bank funds during lending.

It reduces the cost of transaction with formal
banking system. Both borrowing and lending costs
are brought down and this ensures viable linkage
with mainstream financial system as an effective
financial intermediary.

The design of the model itself lends a lot of stability
to these self help groups. The stake, which is built
around financials in the beginning, lays a strong
foundation for these groups to mature as people
rganizations, which could address local issues
pertaining to society in general and to women in
particular.

Challenges of credit in SHGs and
federations:

1. Dual membership

2. Ensuring Savings first and credit next

3. Identifying suitable product for SHGs
members: Credit is a very important service
in the life of economically poor people. Their
needs differ during different stages of their
life. In order to cater their needs, different loan
products need to be offered. In addition to
that, they may need different products at the
same time. All members may not require same
loan amount. So loan products need to be
developed based on the need (purpose) and
credit absorption capacity of the member.

4. Treating Subsidy at group level

5. Facilitating Micro Insurance at federation
level:  SHGs presently deals savings, credit
and insurance. But Micro insurance in not
practiced widely in all SHGs. To address the
issue of vulnerabilities and risks of poor, micro
insurance products like accidental, health,
crop and housing insurance are vital and to
get them out of poverty.

6. Focusing Individual activity verses group
activity

7. Clarity on lending policy

8. Loan needs assessment: The need could be
classified into felt and unfelt need. Felt needs
are felt by the member themselves, which
includes, outside debt, festival, social
obligation and medical expenses.  The needs
are most inevitable for the members. The
unfelt  need which are not felt by the
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members, that it will improve their livelihood.
The unfelt needs might be like housing,
creating asset, education, electricity etc.  They
might not realize their kind of needs. In this
kind of situation, the people functionaries
should make the members realize these unfelt
needs which can help in bringing out the real
loan demand.

9. Credit services must be based on member’s
economic condition. The people functionaries
should be very familiarize with family members
profile details income and outside loan etc.
According to their economic condition and
only the credit could be provide

10. Savings linked loan to be encouraged

11. System to be simple: Ensuring timely credit

12. Partnership: Permanent partnership
arrangements have to be made between
Government, Banks, NGOs, business houses
and SHG, and SHG Federations to advance

the concept of SHGs. Explicit partnership
arrangement with Banks would enable SHGs
to get sustainable bank linkage for livelihood
activities. Similarly NGO partnership would
also bring social mobilization with federal
structure. State Government would facilitate
the partnership on a scale with Banks, NGOs
and other relevant institutions.

13. Loan size: Evolving lending policies and
ceiling loan amount for various purposes

14. Making Development policy: Credit focus to
be on increasing Standard of living and civic
initiative at family level and it should be
encouraged like drinking water, health
education and Housing facility

15. SHG credit plan for specific period 6 month
(or) 1 year has to be worked out. To execute
its credit plan, it furthers works on its lending
capacity and if found any deficit, then taking
efforts to approach the apex organizations like
NABARD, SIDBI and RMK, etc.

CREDIT NEEDS OF THE POOR COMMUNITY:
SARTHI’S EXPERIENCES
Background
SARTHI was founded in 1980 as an offspring
to the Social Work and Research Centre
(SWRC); an NGO based in Tilonia in the state
of Rajasthan. In 1985 it became a separate
entity. SARTHI is located in the Panchmahals
district of the Gujarat in western India. Initially,
the work was focused around conventional aid
work such as installing hand pumps, deepening
wells and starting income generating programs.
The focus shifted gradually over the years to
leadership development and promotion of
empowerment of underprivileged groups,
particularly women. The overall mission of the
organization is to develop self-reliant
communities through a self-help approach,
particularly for women. SARTHI’s philosophy is
that to completely understand the local villagers
and the area, the people working there also
have to live there. Efforts are being made at
building the capacity of the stakeholders to take
a more active planning, implementing,

operating, maintaining and evaluating role over
their developmental needs. Furthermore,
activities relating to management of natural and
human resources are being promoted.

SARTHI has six field centres in Santrampur
Taluka of the Panchmahals district, in the same
area as the Head Office. These are all run under
the supervision of the Head Office, and are parts
of SARTHI’s core organization. In addition to its
six field centres, SARTHI also has four sub
centres. The SARTHI team includes economists,
botanists, agricultural scientists, geologists,
engineers, trained rural development workers,
educators, social workers and community
organizers. SARTHI has 66 full time employees,
80 people working as supporting staff and a big
cadre of volunteer workers.

Altogether, SARTHI covers more than 250
villages. SARTHI is working with a strategy of
participatory planning for all projects of working
area. The planning process is decentralized and
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it starts from the field centers level with
participatory approach by means of involving the
local community. SARTHI gives technical
assistance to accelerate any decisions after
Participatory Rural Appraisal.

The Target Area

Compared to the rest of the state, the
Panchmahals is a very backward district. It has a
higher population density, unemployment and
poverty rate, a much lower literacy rate and a
higher percent of tribal population. It is mainly an
agricultural area, 90% of the population is involved
in farming and related activities. The rate of
urbanization in the Panchmahals is 12.5 %, and
in Santrampur taluka it is even lower at 7.2 %.
This indicates that it is a very rural area. The sex
ratio in the Panchmahals is 939 and in Santrampur
taluka it is 958. In the Panchmahals the average
population growth rate is 20.36 %, slightly lower
than the rest of both Gujarat and India. The
average rate of literacy in the area is 61.5 %.

The land holdings in the area are small; a majority
of the villagers own less than one acre of land of
which maximum is rainfed. It is a very drought prone
area, records shows that six out of ten years is a
drought year with acute famine as a result.
Geologically the area consists of Precambian
rocks, which limits the ground water storage
capacity. Furthermore, where there once used to
be famous thick teak forests, popular for elephant
hunting by the Mughal emperors, Panchmahals
has today lost most of its tree cover due to
furniture and paper industry. During hard times
migration to cities in search of wage labor is a
common phenomenon, as there are not enough
jobs in the area to support the entire population.

Women in the Area

The economical backwardness, the drought and
the poverty of the district affects men as well as
women, but women are in a worse position
because of their marginalized status. They have
a heavier work burden, no rights or influences in
decisions, a worse health status, a lower access
to education and they suffer from physical
isolation. The inequalities between the women and
men in different areas are discussed below.

Domestic Responsibilities

The women in the Panchmahals district face long
and exhausting days with heavy workloads. They

have the responsibility of all the housework, and
in addition often work on daily wages, in
agriculture or on public works. The work tasks are
distinctly gender divided that could be seen
through working hours and wage from the work.
While the men are responsible for selling the
produce and in charge of the finances, the
women’s responsibilities are that of processing the
produce. They are also responsible of collecting
firewood, fetching water and taking care of the
cattle, children, the old, the sick and the
household. After having prepared the morning
meal they are the last ones to eat from the
leftovers. Thereafter they will work the whole day
in the field, doing harder physical labor than the
men.

Economic Status and Legal Rights

The tribal women’s position within the family is that
of domestic laborers, and not of human beings
equal to men. The economic status of the women
is very low and the decision making concerning
land is almost exclusively a preserve of men. This
in spite of the fact that the women often shoulder
the responsibility of the men’s work during drought
years when the men migrate to cities in search of
wages. The society is patriarchal per definition
and male dominated structures weigh heavily
against women; they seldom have resources to
justice or influence in decisions. They have a very
low social status and practically no economic and
political rights. The women are poorer than men
are because they have no right to decide how the
money of the family should be spent. They are
voiceless and marginalized; men would never
consider asking their opinion on any matter,
everyone that is directly related to their lives. A
serious issue is that they are not aware about their
legal rights When physically or mentally abused
the women endure the situation, because they
think that it is a natural part of being a woman,
and the situation cannot change. The society and
the people surrounding them exploit them but they
do not oppose their husbands and in-laws or ever
think of going to the police because they believe
that only men can inform police.

Health and Sexuality

The heavy work burden of the women directly
affects their health. In combination with a too small
intake of food – that is in nutritious in character –
the women are often in poor condition. Yet
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discomforts and maladies are born without fuss
or discussions. This is partly due to the fact that
the traditional health care system is modeled after
men, and therefore it has failed to see the different
experiences and health needs of the women. They
are not used to talking about their bodies and their
symptoms. There is also a lack of understanding
in the society for the particular health problems
of women. During pregnancies women usually
perform all their daily chores up till the time of
labour, and they do not normally take any
nutritious supplements to their diets. The fact that
women are defined through their body and
physique adds to the ignorance of women’s health.
In society their appearance and beauty is being
judged, and the main purpose of their bodies is
to work and bear children. Inability to live up to
these expectations of the surface, for instance by
women having a weak physique, is not tolerated.
This gives the women another motive for keeping
quiet about their health problems. Particularly
gynecological problems are being concealed. The
female genital organs are considered as “dirty”
and something to be ashamed of. In general
women are not considered as sexual subjects.
They are not asked about their desires or sexual
wants and needs. Instead they are supposed to
be passive recipients of the male sexuality.

The lack of opportunities for young women to
receive sex education and HIV information leads
them to accumulate unverifiable myths. Social
norms only encourage “innocent” women, women
who are sexually I until marriage, do not seek
pleasure from sex, one who would willingly and
actively participate in sex only for the pleasure of
her husband. A survey published by NACO in 2001
shows that rural women in Gujarat are
monogamous to a much greater extent than the
men. Where, 17% of the men admitted to have
had sex with a non-regular partner during the past
12 months. The figure was not even 1% for the
women. This makes the rural women a very
susceptible group to STD’s, as they have a low
knowledge and little influence over reproductive
issues.

Women after migrating face very hard situations
where their well being is at the hands of the
landowners and contractors hiring them and
physical and sexual abuse is not uncommon. In
this way the women shoulder a double role of both
being passive recipients of the men’s sexuality,
and the bearers of responsibility of the same.

Physical Violence and Isolation

Tribal societies because of their particular
characteristics breed a physical isolation. The
houses are far apart, sometimes at distances of
half kilometer. Busy with getting through their daily
workload, women hardly have an opportunity to
meet and interact with each other. There exists
no legitimate traditional space for women to get
together (apart from deaths and marriages). With
this physical and social isolation, there exists
culture of silence among women, which results in
a weak sense of self-hood. They never get the
chance to discuss their situation and hence never
get any input that things can and should change.

Domestic violence is sadly a common
phenomenon. Studies show that rural women are
more likely to justify that a husband is beating his
wife, is he for instance suspects her of being
unfaithful. If her natal family does not give expected
money, jewelry, or other items; if she shows
disrespect for her in-laws. If she goes out without
telling him; if she neglects the house or children;
or if she does not cook food properly. Women
belonging to scheduled tribes, scheduled castes,
or other backward classes are more tolerant of
wife beating than are women not belonging to any
of these groups. Although alcohol is forbidden in
Gujarat, male alcoholism is common. As women
try to minimize exposure to violence, their ability
to insist on shared domestic responsibilities,
economic self-reliance, monogamy, or refuse sex
is limited.

Status of Girls and Education

The declining sex ratio together with the fact that
the number of girl to boys in the Panchmahals is
even lower among the population of 0 to 6 years,
at 934 in 2004, suggests that there might be a
situation of female feticides in the area.
Furthermore, the women are to a much higher
degree illiterate than men in the Panchmahals,
only 45 % of the women can read and write, as
compared to 77 % of the men (Census 2001). The
girls drop out of school at an early age to help
their parents work in the field or with domestic
tasks. Due to the dowry system it is more
worthwhile for the parents to keep the boys at
school, as this will generate a higher dowry when
it is time for the son to get married. Apart from the
dowry aspect, education is generally considered
a male domain in society. Many girls choose not
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to go to school because they have to travel too
far. Some also witness that they feel humiliated
not being able to have any privacy when going to
the toilet, and intimidated by only having male
teachers.

Credit needs of the Poor

As earlier it was described that the area has a
higher population density, unemployment and
poverty rate, a much lower literacy rate and a
higher percent of tribal population. It is mainly an
agricultural area, 90% of the population are
involved in farming and related activities. The land
holdings in the area are small, a majority of the
villagers own less than one acre of land. In addition
to this, the land is normally not irrigated, which
means that there can only be one rain fed crop
per year. It is a very drought prone area, records
shows that six out of ten years is a drought year
with acute famine as a result.

So, as per the situation, the community of the
people of the area is very much depended on the
small credit. The rate of interest is very high and
generally the women mortgage their jewelries and
to borrow money at high rate of interest in time of
need. They often lose their jewelries, as they
cannot pay the interest. Many people mortgage
their land for the small loan and they could not
get back their land due to non-repay of the loan
amount because the interest rate is too high.
Whatever they took loan amount, they paid more
then three times but still there are dues. The
people of the area have not enough and regular
source of income. So, only they depend on the
moneylenders.  The credit need of the poor
community of the area is very high. They can only
survival themselves even though they know that
the rate of interest is very high and may be they
will not able to repay but they cannot thing about
future but they think about the present need. Their
requirement of the credit is as under:

• Events like marriage, Mritu Bhoj

• Mandalo vidhi (if person is ill then they borrow
money for do the Vidhi)

• Seeds and fertilizers

• For purchase the bullock for plough

• Grain for survival

• For medical purpose (if somebody is ill or
delivery of pregnant women)

• For purchase the buffalo/caw for dairy

• For construction of new house or repairing

• For construction of new well or repairing

SARTHI started the work with women’s self help
groups in 1988The main purpose at the starting
of work in the area was to empower rural women
by enabling them to acquire the necessary credit
for productive assets.  It would also create
employment where currently non-existences of
employment and helps the women secure an
income. The groups have developed to be a forum
for women’s empowerment in extended areas,
such as health, legal rights and Panchayati Raj.
The SHGs are a tool for the empowerment of the
village women; it would help them to gain control
over their labour, mobility, interaction, resources
and decision-making processes and powers.

The economic empowerment is realized through
the saving and credits system that the groups are
built on. The SHGs are linked with banks and other
financial institutions. Knowledge about the loaning
institutions and the system of loaning etc are
covered in SHG training. At present 5763 women
members from 417 SHGs are directly involved for
the developmental activities by covering a
population of 200 villages and the total amount of
saving is Rs. 5.16 lakhs which is revolving as a
internal loaning every year. In year 2007-08, the
revolving amount from their internal saving was
Rs. 20.13 lakhs and Rs.  34.91 lakhs has been
revolved from the other financial institutions. This
has helped them to break free from the exploitative
grip of moneylenders and invest in productive
assets.

Experiences of the SHGs
• Damor Rukhiben Gotambhai from Timbarwa

village says, “I was able to get my agriculture
land back from mortgage due to the SHG. Last
year I could grow 8 quintals of wheat and 8
quintals of Paddy. We also pressure the
government to start Anganwadi in our village
and we success. The ANM (nurse) was never
coming to our village but due to awareness
by SHGs meetings, we all complained to the
PHC regarding the matter. Now, the nurse is
visiting us very regularly. Earlier from our
village, we women never went for Gram
Sabhas. But now we are not only attending
the Gram Sabha but raising issues related to
our problems and also we could create
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awareness among the women regarding the
importance of Gram Sabha, now almost 100%
women from our village attend the gram
Sabha.”

• Chaturiben Nansingh Pagi from Vaneda
village was trying to get her father’s land but
uncle did not giving the property after her
father’s death. At last she took legal support
from our para-legal worker Kapuriben
Ratansingh Patelia for this matter. Kapuriben
organized a village meeting with the local
Panch (justice) and facilitated a discussion
on Chaturiben’s issue. She and the village

women put all legal aspects in front of the local
panchs and leaders. We pressurized them to
take positive decision by giving this legal
information and also a veiled threat that now
the position is changing and women will not
sit silently if they are deprived of their rights
in any manner.

• Sukhiben from Bhemanivav village is
associates with the SHG. She says, “ I took a
small loan from the saving group and started
a small tea stall. It’s really very much pleasure
for me to have a good source of income. Till
now, I have already earned more than Rs.
9000/- through this small business.”

Case Study – 1:

“Self Help Group is Multipurpose Supporter”: Hiraben Vaghabhai a Member of Gayatri Group

I am living in village Ranijinipadedi with my husband and two sons and one daughter. Our main
occupation is agriculture and allied activities. Two years ago I was having some health problem. As
per the lack of awareness, initial three four months I was in contact with the local Bhua for my
problem and as per his suggestion we did lots of blind beliefs activities but there was no improvement.
But later on being a secretary of Gayatri Group (SHG), I have been taken lots of training and
exposure. I was little bit aware regarding these blind beliefs. Same time Akhamben Somabhai who is
president of our SHG and also trained as a Dai under SARTHI’s Dai program, suggested me to go
for consult a Doctor for my health problem.  The doctor diagnosed and found out a tumor in my
stomach. He was suggested for operation immediately. I talked with my husband regarding. That
time our financial condition was not good. We borrow Rs. 4500/- from a teacher who was living in
Ashiwada Faliya by keeping our small piece of land on mortgage.

During rainy season, the teacher cultivated the paddy crop in my land. One day I went to collect
some grass from the boundary of that lands which kept on mortgage. But, the teacher was angry on
me and beaten me.  I was very much upset and complained this matter in our monthly meetings of
SHGs. All the members repaid the loan of Rs. 6000/- with interest to the teacher after taking decision
in the meetings and taken the land back from him with the paddy crop. All the group members taken
the responsibility to take care of the paddy crop. They harvested 400-kg paddy in this field, which
cost was Rs. 2400/- and they also sold the grass of Rs. 2000/-. This way they repaid Rs. 4400/-
against my loan. Now, I can say that the SHG is a multipurpose supporter.  Apart from benefit on
health and economic activities these groups also provides us encouragement, empowerment, building
cooperation with each other, share the feeling etc.

Case Study- 2:
Shantaben Balwant Bhai Khant of village Sarswa is also a member of Ram Dev Self Help Group. She
is active member of the group and regularly attends the meetings. Before joining the group, she use
to be ill and she could not take the medicines properly but due to group she taken various small
loans for income generation and she could able to improve her economic condition. As per her “ We
have been put our agriculture land on mortgage for getting a loan. But, we could not repay the loan
from last more then five years. But after joining the Group, I could able to save some money as well
as I could also get some loan from the group and repay to the money lenders. Now, I am very much
happy to get my land back and cultivating the own land and growing the grain and vegetable in my
own small piece of land. Last year I could able to produce about 7 quintals maize and 2 quintals
pigeon pea in our agriculture land which was only possible due to the SHG.”



INFOS 9

LENDING POLICIES- NEED AND FORMULATING

1. Introduction

In Microfinance Programme, many kinds of
loan products are introduced according to the
needs of the members. For their effective
implementation, lending policies are very
important.

Lending policies help in utilising the funds
effectively for the purpose and in regulating
the loaning activities.

2. Need for lending policy

Credit or loan is one of the microfinance
activities. There needs to be a proper guideline
or policy regarding disbursing and receiving
the loan amount. The following could be
regulated through proper implementation of
lending policies.

i. Proper distribution of loan funds

ii. Lending to right members at the right time

iii. Ensure proper repayment of loan amount
by the members

iv. Ensure proper utilisation of the loan
amount by the members

v. Monitoring the profit accumulated by the
members and the microfinance institutions
through the lending activity

3. Formulating lending policy

i. Lending policy should help in addressing
the development issues identified in the
location of SHG/MFI

ii. It should help SHG/MFI in reaching its
poverty reduction/development goals

iii. It should be framed and amended suitably
as the age of the SHG/MFI grows and
according to the standard of living of its
members

iv. It should help in catering the needs of the
members at right time

v. It should ensure the principle of equality in
distribution of loans among the members

vi. It should help in assessing the loan
absorption capacity of the members in their
different stages of life.

vii. It should be flexible enough to
accommodate the needs of the members
and goals of the SHGs/MFIs

viii. It should help in managing the loss caused
by irregular repayments

ix. The lending policies need to be formulated
as a guideline not as strict rules. Necessary
changes need to be made to suit to the
growth stages of the SHGs/MFIs

x. Lending policies need to be formulated with
the approval of the General Body of the
SHG/MFI. It should be formulated and
implemented at the early stage itself.

xi. Once in a year, the policies need to be
amended to suit the changes.

4.   Aspects to be considered while
      formulating lending policies
i. Procedure for submitting loan application

ii. Loan absorption capacity of the member

iii. Procedure for sanctioning loan

• Processing loan application

• Sanctioning procedure

iv. Procedure of loan disbursing

• Loan disbursing

• Record maintenance

v. Disbursal of loan as per the demands of
members
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vi. Purposes of loan

• Purposes

• Loan limit

vii. Repayment of loan

• Repayment period

• Repayment schedule and amount

• Rate of interest

• Procedure of handling defaulters

• Procedure of averting risk

viii. Lending byelaws

ix. Monitoring loan utilisation

Development related policies

The savings and lending policies introduced in
SHGs/MFIs need to improve the economic status
and well being of their members in the society.
Hence the lending policies need to have a scope
for solving the development issues that would
arise in reaching the above said goal.

Need for development related lending
policies

Before developing different loan products in
SHGs/MFIs, there should be clarity in the following
aspects:

1. The prime objective of SHG/MFI itself is
alleviating poverty. But this is not a miracle
that happens in a day. Mobilising and
distributing loan funds to its members without
any prior analysis is not a development work.

2. Interest among the members need to be
created to improve them to the next stage.
Poverty alleviating plans need to be
developed to graduate them from the current
status of living. The factors hindering the
improvement/ development of the members
need to be found out. The lending policies /
loan products need to be designed to
overcome the problems. By designing such
products, the members themselves could
announce the names of poverty free SHG/
MFI or villages.

Development issues

1. Expenses on social obligation

a. Social obligation could be called as a
contagious disease found in the society.
People spend lot of money even by borrowing
loans from outside for high interest rates
towards this. Though the amount is returned
to them by their relatives after sometime, they
could not repay the loan and the interest
amount which is accumulating.

b. Members tend to spend a lot towards their
son’s or daughter’s marriage.

People think wrongly that, such expenditures
would get them a status in the society. So,
provisions in the SHG/MFI lending policies
need to be made to avoid or reduce such
expenditures on social obligation.

1. Marriage relationships could be developed
among the members of SHGs/MFIs and their
expenses on marriage could be reduced

2. Conducting community marriages

3. If the groom asks for dowry, the SHG/MFI
could take the responsibility of discussing with
him not to demand dowry

4. The loan taken for marriage expenses need
to be repaid immediately after the marriage
and reducing the expenses by directly
monitoring the marriage expenses

5. The SHG members/MFI clients could
purchase the materials needed for marriage
at a particular place on concession rate

6. In the initial stages, the loan amount for social
obligation needs to be fixed based on the
income of the member

7. Mutual agreement by the members and SHG/
MFI not to get loan for social obligation from
outside. Inspite of this agreement, if any
member gets loan from outside, severe
punishment in terms of charging fine or
interest on interest could be effected.
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Above all, the members’ mindset needs to be
changed and educated them spending for social
obligation is to be taught as a sin.

For example, while giving loan for son’s marriage,
the responsibility of the son needs to be recorded
while executing the bond.

A member in an SHG took a loan of Rs 5,000
for her son’s marriage. She repaid Rs 1,500
after the marriage. But within few days, her
son’s family separated from her because of
personal disputes. But the member got the
loan only on the hope of her son. Now she
could not repay the loan.

Hence while giving loan for son’s marriage, the
son’s and daughter-in-law’s signature need to be
obtained in the promissory note to make them
responsible for the loan repayment.

2. Redeeming from outside debt

The basic problem that hinders the poor from
development is external loans borrowed for high
interest rates. Their family income increases only
if they are redeemed from such loans. Because,
the high rates of interest would not allow the
members to spend for their household expenses.

The primary objective of SHG/MFI is to redeem
its members from the clutches of moneylenders.
For achieving this, the SHG/MFI needs to collect
following information.

i. Information on the external loans of each
member

ii. The purpose for which the loan was obtained

By compiling all these basic information, loans of
highest interest rates or lower interest rates need
to be identified for each member. Among these
the money lenders from whom the loan of highest
interest rate borrowed by the poor need to be
found out and systematic efforts need to be taken
to reduce the interest rate by negotiating with
them. Sometimes, if the interest is not paid for a
long time, efforts for writing off the interest amount
need to be taken. In such situation the SHG/MFI
needs to involve in bargaining/negotiating with the
moneylenders.

For such loans the money lenders may be asked
to write off or reduce the interest amount by the
SHG/MFI by lending low interest loans to its
members for paying towards the principal amount.
Agreement needs to be executed between the
SHG/MFI and its members so that they would not
go for external loans in the future.

Lending policies and loan products need to be
designed based on such kind of policies. To repay
the loan lent by the SHG/MFI for redeeming,
attention need to be given to increase the income
from the existing income source. For those who
do not have any income source, new income
source could be introduced by initiating any
business activity and from the income generated,
the loan could be repaid. For such loans, long
term repayment schedule could be fixed (10 to
15 years).

3. Redeeming from unlawful activities

In the people organisations, some of the members
involve in unlawful activities in order to get high
income without following any values. Moreover the
surrounding situation also compels them doing
such activities. Those members need to be
redeemed from practicing such illegal activities. It
requires lot of efforts and preparedness from the
promoters. Because of such activities, the
members would be put up in jail and had to spend
for the legal procedures which would make them
more indebted. For the members involved in such
activities, the loan facilities from the SHG need to
be stopped completely.

If the members promise to come out of such
activities, loan could be given for them to start
new economic activity. Necessary training for the
member need to be arranged and the income from
the economic activity need to be monitored
frequently.

Sometimes, the son or the husband of the member
would be addicted to alcohol. In such situation,
the member would not even have money to make
basic expenses. For such members, loan could
be given for de-addiction treatment for the family
members to get rid of from the alcohol
consumption. If most of the members have such
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problem, the necessary basic information need
to be collected and alcohol de-addiction
programme may be designed and implemented
and loan products could be designed to suit the
need.

4. Food habits

The members in SHGs primarily depend on their
own labour. Healthy food habit is the basic need
to keep the labour healthy. Most of the members
would take food only once or twice a day. Moreover
they don’t spend much for healthy food; instead
they would consume whatever they get at cheaper
rates. Because of this the women would be largely
affected by anaemic or nervous diseases. For
such people, consumption loan need to be given
for building a habit of taking healthy food items.
The food habits of the member could be monitored
regularly. The interest among children on kitchen
gardening could be developed and prizes could
be given for the best kitchen garden.

5. Education facility

Education facilities for all the SHG members’ and
their family members may be promoted. If the
female children are stopped from the school, the
loan products may be designed to continue their
education. The importance of education need to
be taught to the members. Children could be
educated in the Balwadis of the villages and the
SHG could facilitate in providing the basic facilities
to the Balwadi or school.

Employment oriented education (Vocational
education) may also be introduced for the next
generation to decide their future. Accordingly the
loan products may be designed and introduced.
Proper monitoring needs to be carried out whether
members are utilising these loan products
properly.

6. Fixing wages

In most of the villages there is wage discrimination
for men and women and they may not get the
wages properly, SHG could influence the employer
in fixing proper wages for the labour.

7. Migration

Sometimes, the members might not get enough
income for a long time. Hence, they might migrate
to other cities or other places in search of
employment. To prevent such situations,
appropriate loan products need to be developed.

8. Creating employment opportunities

Loss of one day’s income would be a great loss
to the poor people. In such situations, employment
for them for a minimum of 250 days in a year
needs to be created. The details of employment
could be generated and the people could be
facilitated to avail various employment
opportunities.

9. Creating transport facilities

Two wheeler could be purchased with the loan
amounts so that the women could involve in their
activities without any hindrance. The children
going to school in the nearby cities could also be
given cycle by giving loan to the mothers.

10. Natural resources conservation

The people in the village need to be educated to
utilise the natural resources available in the
village. If they don’t know about the proper use of
resources they may be given awareness through
village events and they may be asked to discuss
and submit the development plans. Accordingly
the loan products may be developed to protect
the environment.

11. Medical Insurance

Health facilities and medical insurance scheme
may be introduced in SHGs. Wherever the corpus
of SHG is more, the provisions made from it for
insurance could be used.

Naturopathy treatment could be introduced to the
members. The indigenous medical techniques
could be encouraged.

Pulse Polio programme and family planning
schemes need to be explained to the members.
Steps may be taken to prevent female infanticide.
An insurance scheme covering all medical
facilities may be thought of.

- DHAN Foundation
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I.  Disaster Risk Reduction through
 SHG Federations

A pilot study on preparing SHG federations on
Disaster Risk Reduction (DRR) was carried out
by INFOS with the support from Advanced
Centre for Enabling Disaster Risk Reduction
(ACE-DRR) of Tata-Dhan Academy in Neithal
Vattara Kalanjiam, a federation of SHGs which
is also a member of the INFOS Network.

Objectives of the pilot project

1. To study and analyze risk and
vulnerabilities of disaster in the Kadaladi
block of Ramnad District

2. To develop a wider and increased
understanding of disaster risk reduction
practices to enhance their effectiveness

3. To integrate disaster preparedness with
microfinance programmes of the people
institution

4. To build the capacity effectiveness and
efficiency of the Neithal federation in
disaster response.

Methods/process adopted

• Conducted a detailed study
and analysis of the
vulnerabilities, risks, coping
capacities, needs and
priorities at the village,
panchayat and block level.

• Designed strategies for
preparing communities to
receive knowledge on disaster
preparedness

• Developed content for
increased understanding of
disaster risk reduction for each
strategy.

• Trained leaders with training
content and module for

creating awareness with the community on
disaster preparedness.

• Organized awareness raising campaign with
leaders

• Developed training manual for leaders and
staff of the federation on the role of
microfinance in disaster risk reduction.

• Integrated disaster preparedness into
development plan of federation

· Set up a disaster risk reduction cell in the
federation with clear roles and
responsibilities

Outcomes

• Increased awareness on disaster risk
reduction among members of the
Federation.

• Created a skit for sensitizing community on
the need for disaster risk reduction

• Inspired a number of disaster risk reduction
initiatives by the Federation including: a
resolution to make disaster risk reduction a
main focus of their fight against poverty; new
bylaws for mainstreaming disaster risk
reduction into their regular development
programming; new institutional
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arrangements for actions before, during and
after disasters; the formation of a disaster risk
committee; a fund for disaster risk reduction
at the federation level

• A toolkit to share the process of how to
mainstream disaster risk reduction with the
microfinance programmes of self help groups.

Lessons learnt

• Microfinance along is not enough for overall
poverty reduction of the poor

• Disaster risks are often neglected by the
microfinance programmes of SHG federations

• Microfinance along with disaster risk reduction
is quite an effective tool

• Need for disaster risk reduction through the
self help group federations remains the felt
needs of the community

Project highlights

“All the huts are burning!” someone cries. Actors
embody the feelings of fear and loss that many
people in Kadaladi block of the Ramnad District in
Tamil Nadu face every year. This reenactment of
a common disaster is part of an effort by the Indian
Network of Federations of Microfinance Self Help
Groups (INFOS) to inspire community leaders to
take action on disaster risk reduction and disaster
preparedness where they live.

Few people think of disasters unless they are
imminent. But for the very poor, who work hard to
make ends meet daily, this kind of contingency
planning may feel like a luxury they cannot afford.
This project asks the question, how can
practitioners best prepare communities to engage
in disaster risk reduction activities? It explores the
possibility of working through people institutions
like self-help groups, and through microfinance
projects that, as of now, are aiming only at
development.

Kadaladi, the drought-prone mix of coastal and
farming land where the pilot project took place,
faces a number of development problems including
a influx of migrants straining the availability of
already limited resources and inflaming social
tension.

Fortunately, the block benefits from a well-
established people institution. Over five thousand
women form the Neithal Vattara Kalanjiam, a
federation of self help groups affiliated with the
DHAN Foundation.

The purpose of the Kalanjiam is to improve the
condition of the poorest of the poor, and the
women do this by engaging in a number of
microfinance activities, including saving and
lending money for income generating activities as
well as purchasing insurance coverage. They
promote education and health and work together
to provide basic amenities to the poor. They even
work with a local environmental group to create
awareness among fishing communities about the
importance of conservation.

As part of this pilot project, INFOS used a series
of meetings, workshops, interviews, focus groups
and questionnaires to understand the hazards to
which people in Kadaladi are vulnerable. These
hazards included droughts, cyclones, epidemics
and accidental fires.   The vulnerabilities of the
Kaladadi block included the lack of an early
warning system, as well as gambling and gang
fights, high unemployment rates, and
indebtedness to moneylenders. After collecting this
data, INFOS asked federation leaders to
brainstorm ways that self help groups, through
microfinance, could reduce these vulnerabilities.

The women came up with a range of compelling
suggestions. For example, self-help groups could
collect of a fistful of rice from every member at
every group meeting, to give to people in
emergency situations. Groups could offer loan
repayment adjustments for farmers in lean
seasons. Groups could encourage members to
save more as a way to reduce their vulnerability.
Agreeing to undertake some of these activities,
the self help groups are already reducing the
vulnerability of their members.  These seemingly
small actions could have a large impact.

At the federation level, leaders resolved to make
disaster risk reduction a main focus of their work
to reduce poverty.  They passed for self help
village, panchayat and block level. They
established a committee to pursue and implement
disaster risk reduction programmes. They created
a disaster risk reduction fund at the federation level
to be used for disaster response, and
rehablilitation.  In their final report, the INFOS team
wrote that they were able to reach about twenty
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percent of federation members by targeting the
leadership. To carry the work forward, the
federation has established a cultural team to write
and perform a number of skits, based on the real
vulnerabilities and hazards felt by communities in
the Kaladadi block. “A burning hut is not only found
in this drama,” the actor says, “We have seen the
same situation, even in our Kalanjiam family.” The
cultural team will now use this skit to communicate
with self help groups at the village level about the
importance of investing in disaster risk reduction
activities. In addition, INFOS has created a toolkit,
so practitioners could replicate or adapt this
method for mainstreaming disaster risk reduction
into disaster risk reduction with self-help style
microfinance programmes.

The disaster risk reduction initiatives planned by
the Neithal federation include:

• Networking with other stakeholders in the
block such as panchayat, BDO, VAO, DRDA,
NGOs for disaster risk reduction

• Federation acting as the rouser agency for
disaster risk reduction in the block

• Creation of disaster risk reduction fund at the
group level, cluster, federation and block level

• Federations to organize a series of trainings
in collaboration with resource institutions on
disaster preparedness, relief and recover for
their members, general public, school and
college students

• Village Information Centre promoted by the
federations to serve as the point location for
Early Warning System

• Introducing crop insurance to free farmers
from debt due to loss in production due to
failure of the monsoon

• Developing housing product for members
living in hut houses and electricity product for
those without electricity in their homes

• Alternative livelihood during the non-
agricultural season and for those with low
incomes, especially the poor women on the
block

• De-addiction camps for people addicted to
alcohol, and regular health camps to check

the health status of the community in the block
thereby preventing deaths.

• Preventing the damages to houses from fire
by promoting fire proof building materials

• Existing mechanisms to cope with disaster
risks

Kanikkai Kudam: Members of the
Kalanjiam during their monthly group
meeting save the change they get during
their payment of savings and loans to the
group in a small pot. The amount
collected will be used for disaster risk
reduction purposes.

Pidi Arisi: Collection of fistfuls of rice
during the group meetings can be stored
in a common place (like a cluster or
federation office) and can be distributed
to people in emergency situations like
accidental fire incidences.

Joint Prayer: During the group or cluster
meeting, members will do a joint prayer
for the welfare of the people in their
village and share their sadness thereby
bringing moral support for the people in
emergency situations.

Special savings for health purposes:
along with regular savings, each member
will do special savings for the purpose of
emergency health purposes, which will
reduce the dependency on
moneylenders during those critical
periods.

Loan repayment adjustment: Loan
repayment adjustment during the
agriculture lean season will result in
farmers not depending on moneylenders
for their survival.

Encouraging members to save more:
Encouraging members to save more
during the time when they get more
money from their business or agriculture
so as to ensure security and safety of
their money and which can be accessed
at any time.
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II.   Regional meets of member
      federations

INFOS organized regional meets of member
federations in all four of its regional chapters for
the first time. The regional meet focuses on
induction to members on INFOS and its activities
with the overall mission of strengthening and
sustaining SHG Federations in India followed by
progress sharing and planning for the future.
Three leaders along with a staff from each of the
member federations have participated in the
regional meet which was conducted along with a
one day workshop on self regulation on the second
day of the regional meet.

III. SHG Federation Planner Diary

SHG Federation Planner Diary is an initiative of
Indian Network of Federation of Microfinance Self
Help Groups (INFOS). This unique initiative of the
INFOS Network is to enable and build the
Governance (federation leaders) of the SHG
Federations. This Planner Diary will help the

leaders of the Federation for effective planning
and to know and update the monthly progress of
their federation besides reminding the significant
development days and other important events and
meetings of the federations.

The focus of this SHG Federation Financial Year
Planner Diary of the year 2009-2010 is Self
Regulation. Self Regulation nurtures and moulds
the basic discipline of individuals, groups,
communities and the society.  It ensures standards
and high performance relevant to context.  It is
dynamic and shapes the purpose of the SHG
federation. We hope this initiative of INFOS would
enable the governance and strengthen their
contribution to the growth and sustainability of their
federations.

INFOS Microfinance Forum {IMF}:

INFOS launched its ‘E’- discussion forum on
Microfinance and SHG Federations in particular.
INFOS Microfinance Forum [IMF] provides a forum
for sharing of information, learnings, reflections,
experiences, news and updates on Microfinance
and SHG Federations across the country.

The group will be used to disseminate information,
news, updates, newsletters, articles, books,
publications and papers on Microfinance and SHG
federations is particular and pertinent information
to individuals and organisation interested in
Microfinance.

The INFOS Microfinance Forum aspires to raise
awareness of the importance of SHG federations
as a development institution and as a vehicle for
effective poverty reduction. By engaging the
individuals and organisations working on SHG
federation model of Microfinance, we hope to
create a forum for discussion, dialogue and foster
the Microfinance Movement in India.  IMF would
also be used to keep all the member aware and
update of INFOS Network activities and
programmes across the country.

Subscribe to INFOS Microfinance Forum
Log on to: www.infosindia.in
Sending an email to this group: infos-
microfinance-forum@googlegroups.com
Send your request to join this group to:
infosindia@gmail.com
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