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ABSTRACT

The revised RBI notification on the Self-Help Group Bank Linkage Program (SHG-BLP)
provides a roadmap for strengthening and enhancing the program's effectiveness in the
banking and financial sector. The key measures to be taken include strengthening
collaboration with government agencies and NGOs, innovating lending mechanisms to
cater to diverse needs, simplifying processes for easy access to credit, enhancing the
financial literacy among SHG members, and implementing robust monitoring and
evaluation systems. By implementing these measures, the program can achieve greater
financial inclusion and women empowerment to contribute to inclusive growth.
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Unlocking Potential: Reinforcing the SHG-BLP
through Collaborative Efforts and Innovative Lending Mechanisms

1. Background

The Self-Help Group Bank Linkage program (SHG-BLP) in India is a pioneering
initiative aimed at promoting financial inclusion and empowerment of women. In 1987,
NABARD launched an Action Research Programme in collaboration with MYRADA! to
understand the reasons behind the financial exclusion from institutional finance. Based
on the findings, a pilot project was initiated in 1992 in the state of Karnataka to link 500
SHGs with banks. This pilot project led to three significant innovations - (a) informal
groups like SHGs were accepted as “bank clients for deposit and credit linkage with
banks”, (b) “collateral-free loans” was introduced, eliminating the need for physical
collateral for loans and (c) the banks were permitted to lend to “SHGs without specifying
a particular purpose or activity”.

The success of this pilot project resulted in the inclusion of SHG-BLP as one of the
sub-sections under the “Priority Sector Lending” (PSL) compliance by the Reserve Bank
of India (RBI) in 1996 and it has since become one of the world’s largest microfinance
program and a successful bank business models for providing access to formal financial
services to vulnerable and excluded sections of the society. NABARD formed 50,000 SHGs,
reaching a million poor households by the turn of the millennium, and currently, there
are 119 lakh SHGs with a coverage of 14.2 crore households across India. In the financial
year 2021-22, the number of SHGs increased by 6.70 lahks, with a corresponding rise in
savings from [ 37,477.61 crore to [l 47,240.48 crore, indicating a year-on-year growth of
approximately 26 percent. Banks disbursed a total loan amount of [ 99,729.23 crore to
the sector in 2021-22, reflecting a substantial increase of 72 percent compared to the
previous financial year's disbursement of | 58,070.68 crore.

2. The Operational Model

The operational model of the SHG BLP revolves around the formation and linking
of SHGs with formal banking institutions. The model follows a structured approach to
promote financial inclusion, empower marginalized communities, and facilitate access to
credit and savings services. The process begins with the identification and formation of
SHGs, typically comprising 10 to 20 individuals from economically and socially
homogeneous backgrounds. These groups are encouraged to establish clear rules,
maintain regular meetings, and keep records of their savings and loans. The SHGs foster
a culture of collective savings, enabling members to accumulate funds and build a
common corpus. Once the SHGs are formed, they are linked with commercial and
cooperative banks. This linkage provides SHGs with a platform to open savings accounts
and access various financial services offered by the banks. The banks, in turn, provide
loans to the SHGs based on their collective creditworthiness, without requiring any

1 Mysore Resettlement and Development Agency, registered the Mysore Societies Registration Act 1960
in the year 1968



physical collateral. This collateral-free lending approach encourages inclusivity and
enables SHGs to access credit that might otherwise be inaccessible to them.

The SHG BLP operational model also emphasizes capacity building and training.
Stakeholders involved, including SHG members, bank officials, and non-governmental
organizations (NGOs), receive training and support to enhance their knowledge and skills
in areas such as financial management, bookkeeping, and entrepreneurship. This
capacity building empowers SHG members to manage their finances effectively, make
informed business decisions, and engage in income-generating activities. NABARD, along
with other implementing agencies, plays a crucial role in providing policy support,
training, and refinance facilities to ensure the smooth functioning of the SHG-BLP. These
efforts facilitate the further growth and sustainability of the program, fostering an
integrated financial inclusion for poverty reduction and women's empowerment in the
country.

3. Summary of RBI Notification

The RBI has consistently issued guidelines and notifications to banks concerning
the SHG-BLP. To streamline and enhance access to banking services for SHGs/SHG
members, the RBI has recently (April 1, 2023) updated the Master Circular on the "SHG-
Bank Linkage Programme," which incorporates all existing guidelines and instructions,
along with revised notifications.

3.1 Holistic SHG Lending Policy

SHG-BLP holds immense importance in promoting financial inclusivity and
fostering economic growth. Consequently, banks have received directives from RBI to
address the comprehensive credit needs of SHG members, encompassing their ventures
for income generation, societal necessities, and debt swapping.

3.2 Incentivising the SHG Lending

It is crucial for banks to offer suitable incentives to their branches in order to
facilitate financing for SHGs and establish strong connections with them, while ensuring
streamlined and straightforward processes. It is important to avoid excessive regulation
or imposition of formal structures on the operational dynamics of SHGs. The financing
approach should prioritize convenience and may extend to covering consumption
expenses as well.

3.3 SHG Savings Bank Account

Banks allow SHGs, regardless of their registration status, to open savings bank
accounts, thereby encouraging savings habits (micro-thrift) among their members. It is
not mandatory for SHGs to have obtained credit facilities prior to opening these accounts.
However, banks strictly follow RBI guidelines regarding simplified Customer Due
Diligence (CDD) for SHGs, as specified in the Master Direction - Know Your Customer
(KYC) Direction, 2016.



34 SHG Lending

(a)  Bank shall develop SHG lending policies and plans at different levels, such
as branch credit plans, block credit plans, district credit plans, and state
credit plans to enable further credit access to the segment. During the
preparation of the bank's corporate credit plan, particular emphasis should
be placed on prioritizing this sector.

(b)  As per NABARD's operational guidelines, banks may sanction savings
linked loans to SHGs (with a saving to loan ratio ranging from 1:1 to 1:4).
However, in the case of matured SHGs, loans may exceed four times of their
current savings. These changes in bank lending to SHGs may be adopt as
per the bank’s lending policy.

(c) To enhance the credit flow to SHGs, bank shall adopt the simple system
with minimal procedures and documentation for. Banks should strive to
eliminate operational complexities, delegate adequate sanctioning powers
to branch managers, and simplify loan application forms and processes to
ensure prompt and hassle-free credit disbursement.

3.5 Interest Rates for SHG Loans

Banks have the autonomy to determine the interest rates for loans extended to
SHGs and their individual beneficiaries, while ensuring compliance with the regulatory
guidelines specified in the Master Direction - Reserve Bank of India (Interest Rate on
Advances) Directions, 2016.

3.6 Charging of Processing/Service Fees

For priority sector loans up to [l 25,000, no additional charges such as loan-related
service fees or ad hoc inspection charges should be imposed. In the case of eligible
priority sector loans to SHGs/JLGs, this exemption limit applies individually to each
member rather than the entire group.

3.7 Priority Sector Lending (PSL)

Loans provided to SHGs can be categorized under the PSL framework of bank, with
classification options including agriculture, MSME, social infrastructure, and other
relevant categories, in accordance with the guidelines outlined in the Master Directions -
Priority Sector Lending (PSL) - Targets and Classification.

3.8 Default SHGs Members

The presence of defaulters among a few SHG members or their family members
should not hinder the financing of the SHG as a whole, as long as the SHG itself is not in
default. However, it is important to ensure that bank loans are not utilized by the SHG to
finance any member who has defaulted on their obligations to the bank.



3.9 Training and Capacity Building

To fully integrate the SHGBLP, banks need to adopt proactive measures, including
organizing specialized short-duration programs for field-level officers. Furthermore, it is
essential to conduct awareness and sensitization programs for middle-level and senior
officers at banks branch, regional and corporate level. Implementation of financial
literacy programs customized for SHGs, in accordance with the guidelines of RBI on
Financial Literacy, is also imperative.

3.10 Monitoring and Reviewing

To maximize the effectiveness of SHG-BLP, banks need to ensure diligent
monitoring of their loan portfolio at different levels. Regular review and discussion of the
SHG-BLP should take place during State Level Bankers' Committee (SLBC) and District
Consultative Committee (DCC) meetings, with the aim of bolstering credit access for the
unorganized sector, in particular women. At the corporate level, a quarterly assessment
of the program's progress is essential. Additionally, periodic reviews should be
conducted by banks to evaluate the program's efficacy, accompanied by the submission
of necessary reports in the prescribed format to NABARD.

3.11 Reporting to Credit Information Companies (CICs)

Acknowledging the importance of credit information reporting in promoting
financial inclusion for SHG members, it is imperative for banks to diligently follow the
guidelines on credit information reporting for SHG members, issued on June 16, 2016,
and January 14, 2016. These guidelines provide detailed instructions regarding the
specific reporting obligations concerning the credit information of SHG members

4. Implications on Banking and Financial Sector

Despite being the largest and oldest financial inclusion program in India, SHG
lending faces various challenges due to its informal nature and the limited understanding
of the SHG mechanism by formal financial sectors. The revised RBI notification on SHG-
BLP will have the following implications for the banking and financial sector in India:

4.1  The policy push to improve access to formal banking through simplified
Customer Due Diligence (CDD) for opening savings bank accounts (SB A/C) will
encourage vulnerable communities to develop a habit of thrift and provide low-cost
deposits for banks. Banks may also consider opening SB accounts for SHG members,
which would benefit them by reducing transaction costs.

4.2  According to data from the NABARD - Microfinance Report 2021-22, only
57 percent of SHGs have outstanding loans, indicating that approximately 43 percent of
SHGs are excluded from formal credit. This suggests a credit gap of around Rs 1.5 to 2.5
lakh crore (based on current lending). Banks need to innovate and develop better lending
and appraisal mechanisms to serve SHGs.



4.3  Matured SHGs can be seen as early-stage start-ups or micro-enterprises,
requiring different lending strategies. Banks need to develop credit scoring models and
conduct adequate credit risk assessments for such businesses. Out of the 119 lakh SHGs,
approximately 10 to 20 percent may have the potential for micro-enterprise
development and require larger entrepreneurial credit. Therefore, banks may innovate
effective lending mechanisms for such SHG enterprises.

4.4  Banks with greater reach to SHGs may have better compliance in priority
sector lending, particularly for weaker sections. Therefore, all banks, including urban
cooperative banks and foreign banks, may find SHG-BLP to be a less risky and high-impact
banking business.

4.5 SHGs are informal groups that require continued support from the
government, banks, and non-governmental organizations on various financial and non-
financial matters. Capacity building of SHGs and their members is essential for better
financial management, enterprise development, and economic and social empowerment,
leading to greater financial inclusion and inclusive growth in the country. Hence, banks
may enable for capacity building of the SHGs that are savings/credit linked with them.

4.6  Executives from banks and financial institutions (including NBFCs) need
capacity building in terms of skills and knowledge regarding SHG operational aspects and
financial appraisal. Banks may consider adopting better incentive mechanisms to finance
SHGs at the branch, regional, or zonal level, thus ensuring that vulnerable sections of
society become part of the formal banking sector.

5. Way Forward and Conclusion

The revised RBI notification on the SHG-BLP provides a roadmap for the banking
and financial sector to strengthen and enhance the effectiveness of the program. To
leverage the potential of SHGs and maximize financial inclusion, the following measures
can be taken:

5.1 Strengthen Collaboration: Banks and financial institutions should
collaborate closely with government agencies, non-governmental organizations (NGOs),
and other stakeholders to provide comprehensive support to SHGs. This collaboration
can involve joint capacity-building programs, sharing of best practices, and regular
coordination meetings to address the needs and challenges faced by SHGs.

5.2 Innovate Lending Mechanisms: Banks need to innovate and develop
tailored lending mechanisms to cater to the diverse needs of SHGs. This includes
designing credit scoring models and conducting credit risk assessments for matured
SHGs that have the potential for micro-enterprise development. By offering appropriate
financing options, banks can support the growth and expansion of SHGs and enable their
members to realize their entrepreneurial aspirations.

5.3  Simplify Processes: Simplification of procedures and documentation for
SHG lending is crucial to ensure easy access to credit. Banks should streamline their loan
application processes, delegate sanctioning powers to branch managers, and eliminate
unnecessary operational complexities. This simplification will facilitate prompt and



hassle-free credit disbursement to SHGs, promoting efficiency and reducing transaction
costs.

5.4 Enhance Financial Literacy: Strengthening the financial literacy of SHG
members is essential for their effective participation in the formal banking sector. Banks
should conduct targeted financial literacy programs, in collaboration with financial
literacy centres and rural branches, to enhance the knowledge and skills of SHG members
in financial management, book-keeping, and entrepreneurship. This will empower SHG
members to make informed decisions, manage their finances effectively, and achieve
sustainable and inclusive economic growth.

5.5 Monitoring and Evaluation: Regular monitoring and evaluation of the
SHG progress and impact is necessary to identify areas of improvement and ensure
accountability. Banks should establish robust monitoring systems at various levels,
including State Level Bankers' Committees (SLBCs) and District Consultative Committees
(DCCs). Periodic reviews should be conducted to assess the effectiveness of the program,
address challenges, and implement necessary modifications to enhance its outcomes.

Conclusion

The SHG-BLP has emerged as a powerful tool for financial inclusion and women's
(social and economic) empowerment in India. The recent RBI notification on SHG-BLP
provides a comprehensive framework to strengthen the program and address the
challenges faced by SHGs and the banking sector. By adopting the recommended
measures, such as incentivizing SHG lending, promoting simplified access to formal
banking, and enhancing capacity building, banks can play a pivotal role in driving
inclusive growth and poverty reduction. The program has the potential to bridge the
credit gap for marginalized sections of society, promote entrepreneurship, and enable
sustainable livelihoods. To fully realize the benefits of the SHG-BLP, collaboration
between banks, government agencies, NGOs, and other stakeholders is crucial. By
working together, the banking and financial sector can empower SHGs, promote financial
literacy, and foster an inclusive and resilient economy. Through these concerted efforts,
India can achieve its goal of comprehensive financial inclusion and create a more
equitable and prosperous society for all.

References

NABARD (2022), Status of Microfinance in India- 2021-22, Micro Credit Department,
retrieved from
https://www.nabard.org/auth/writereaddata/tender/2707225843somfi-2021-
22-final-english.pdf

RBI (2023), Master Circular on SHG-Bank Linkage Programme, RBI/2023-24/03
FIDD.CO.FID.BC.N0.1/12.01.033/2023-24 retrieved from
https://www.rbi.org.in/Scripts/NotificationUser.aspx?1d=12470&Mode=0



