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Master Circular on SHG-Bank Linkaqe Proqramme

Despite the vast expansron of the formal credit system in the country. the

dependence oi the rural poor on moneylenders somehow continued n many

areas especially for meeting emergent requirements. Such dependence was

pronounced in the case of marginal fafmers, landless labourers, petty traders

and rural artrsans belonging to socially and economically backward classes and

lribes whose propensity to save is l imited or too small to be mopped up by the

banks For various reasons credrt to these sections of the population had not

been institutionalized. The studies conducted by NABARD. APRACA and LO on

the nformal groups promoted by Non-Governmental Organizalions (NGOs)

brought out that Self-Help Savings and Credit Groups had the potentlal to brtng

together the formal banking structure and the rural poor for mutual benefil and

l la r  l ' re  I  wor l r ' l g  l ' ad  been encourag ing

Accord ngly NABARD launched a piloi project to cover Self Help Groups

(SHGs)  p romoted by  Non-Governmenta l  Organzatons .  banks  and o lher

agenc es under the piloi project and supported it by way of refinance. The quick

studies conducted by NABARD in a few states to assess the impact of the

inkage prolect brought out encouraging and positive features l ike increase in

loan volume of the SHGS. definite shift in the loaning pattern of the mernbers

from non income generating activit ies to production activit ies. nearly 100%

recovery performance. srgnificant reduction in the transaction costs fof bolh the

banks and the borrowers etc, besrdes leading to gradual increase In the ncome

level of the SHG members. Another significant feature observed in the lnkage

project was that aboul 85% of the groups l inked with ihe banks were lormed

exclusively by women.

Wlth a view to studying the functioning of SHGs and NGOs for expanding their

activties and deepening their role in the rural sector in November 1994, RB

constituted a working Group comprising eminent NGO functionaries

academLcians consultants and bankers under the Chairmanship of Shri S K

Kal a. the then Managing Director, NABARD. The Working Group was of the vrew

3



that the l inking of SHGs with the banks is a cost effective. transparent and
flexible approach to improve the accessibil i ty of credit from the forma banktng
syslem to the unreached rural poor. which is expected to offer the much needed
solutton to the twin problems being faced by the banks viz recovery ol toans In
the rural areas and the hlgh transaction cost in dealing with small boffowers ar
freqoent intervals. The Group, therefore, felt that the thrust of the pollcy should
be to encourage the formation of SHGs and their l ink ng with the banks and In
lrl ls reqard. the banks have a major role to play The Working Group had
recornmended that the banks should lreat the l inkage programme as a bustness
opportunrty and they may design area specific and group specific loan packages
taKrng rnto accounr inter arra the potentiar, rocar needs, avarrabre tarent/skr rs erc

4 The Reserye Bank constituted four informal groups in October 2002 to exam ne
varous  ssues  concern ing  mic ro  f inance de l i very  L tnk ing  o f  SHGs wtn  oanKs
nave been emphasized in the Monetary policy of Reserve Bank of ln(tta and
Un on Budget announcements from time to time and various guidelines have
been rssued to banks in lhis regard To scale up the SHGs ltnkage prograr|me
and make it sustajnable banks were advised that they may consider lendlng io
SHGS as part of their mainskeam credit operations both at po rcy ano
implementatron level They may include SHG linkage in their corporate
straregy/pran training curricurum of their officers and staff and imprement rt as a
regu ar bustness aclivity and monitor and review il periodically

Separate Segment under priority sector: In order to enable the banks to repon
therr SHG lendrng without diff icutty, it was decided that the banks shoulo report
their lend ng to SHGs and/or to NGOs for on_lending to SHcs/members of SHGs
under the new segment, viz 'Advances to SHGs irrespective of the purposes ior
whrch  the  members  o f  SHGs have been d isbursed loans  Lend ing  to  SHGS
should be included by the banks as part of their lending to the weaker sectrons

Opening of Savings Bank A/c: The SHGs registered of unregistered wh ch are
engaged tn promottng savings habits among their members would be eligib e to
open savtngs bank accounts with banks These SHGs need not necessar lV nave
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already availed of credit facil i t ies from banks befofe opening savings bank

accounts

SHG lending to be a part of planning process: Bank lend ng to SHGs should

be included n branch credit plan, block credit plan. district credit plan and state

credit plan of each bank. While no target is being prescribed under SHG bank

lnkage programme. utmost priority should be accorded to the sector n

preparation of these plans. lt should also iorm an Integral part of the bafk's

corporate credit plan

Marg in  and Secur i ty  Norms:  As  per  opera t rona l  gu ide l ines  o f  NABARD.  SHGs

may be sanctoned savings l inked loans by banks (varying from a saving to oan

ra to  o f  1 :1  to  l :4 ) .  However  in  case o f  ma iured  SHGS.  loans  may be  grven

beyond the l imit of four times the savings as per the discretion of the bank

Experience showed that group dynamics and peer pressure brought n excellent

recovery from members of the SHGS. The flexrbilrty allowed to the banks in

respect of margin. security norms, etc under the pilot project contnues to be

operational under the Inkage programme even beyond the pilot phase

Documentation: A simple system requifing minimum procedLlres and

documentation is a precondition for augmenting flow of credit to SHGs Keeprng

n view the nature of lending and status of borrowers, banks shoLrld strive to

remove al operatronal rrritants and make arangements to expedrtrously sanction

and disburse credit by delegating adequate sanctioning powers to branch

managers The loan app|cation forms, procedures and documents should be

made simple lt would help in providing prompt and hassle-free credit

Presence of defaulters in SHGS: The defaults by a few members of SHGs

and/or therr family members to the financing bank should not ord narily come in

the way of f nancing SHGs per se by banks provided the SHG is not n default to

t. However the bank loan may not be uti l ized by the SHG for f lnancng a

defauller member to the bank



11 Capacity Building and Training: An important step ln the Linkage Programme

would be the kainlng of the field level officials and sensitizat on of the contro l ing

and other senior officials ot the bank. Considerrng the need and magnitude of

trarning requirernents of bank officers/staff bolh at f ield level and controll ng offce

evel the banks may init iate suitable steps to internalize the SHGs linkage prolect

and organize exclusive short duration prograrnmes for the field leve

functionaries In addil ion, suitable awareness/sensitizat on programmes rnay be

conducted for their middle level controll ing officers as well as senror officers

12 Monitoring and Review of SHG Lending: Having regard to the potentia of the

SHGS banks may have to closely monitor the progress regularly at vanoLls

evels In order to give a boost to the ongoing SHG bank linkage programme tor

credit f low to the unorganized sector. banks were advlsed in January 2004 that

monltoring of SHG bank linkage programme may be made a regLllar item on the

agenda for discussion at the SLBC and DCC meetings lt should be reviewed at

the hlghest corporate level on a quarterly basis Further the progress ol the

prograrnme may be reviewed by the banks at regular intenr'a s A progress reporl

may be sent to NABARD (Micro Credit Innovations Depadment). MLlmbar on a

half yearly basis. as on 30 September and 31 March each year so as lo reach

within 30 days of the half-year to which the Ieport relates.

13 Encourage SHG Linkage: Banks should provide adequate ncentlves to ff ielr

b ranches  in  f inanc ing  the  Se l f  He lp  Groups  (SHGs)  and es tab l i sh  lLnkages wth

them. mak ng the procedures absolutely slmple and easy whrle providing lor tota

flexibil i ty In such procedures to suit local conditions The group dynamics of

working of the SHGS may be left to themselves and need neither be regu ated

nor formal skuctures mposed or insisted upon The approach to financing of

SHGs should be iotally hassle free and may include consurnptlon expenditures

14 lnterest rates: The interest rate applicable to loans glven by banks to Se f Help

Grouos/member beneflciafies would be left to thelr discretron'



75. Total Financial Inclusion and Credit Requirement of SHGS: Banks have been

advised to meet the entire credit requirements of SHG members. as envisaged in

the Paragraph 93 of the Union Budget announcement made by the Honourab e

F nance Min ster for the year 2008-09 where in it was stated as under: "Barks

\vll be encauraged ta embtace the concept of Tatal Fnancal lnclustan

Gavenment will request all scheduled cammercial banks to fallaw the example

sel by some pubrc sector banks and meet the entire ctedit rcqutrements af SHG

memb,ors namely (a) incame generation activities (b) sacial needs like haustng

educatton marriage etc and (c) debt swapping"
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