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INDIA

ORISSA TRIBAL EMPOWERMENT AND LIVELIHOODS PROGRAMME

APPRAISAL REPORT

ANNEX 9

RURAL FINANCIAL SERVICES

I. BACKGROUND

A. Tribals’ Access to Credit

1. Tribals are largely dependent on informal sources of credit, mainly from moneylenders. Indebtedness is endemic in tribal communities and inability to repay debt is leading to land alienation pushing the tribals further into poverty. Formal financial institutions’ (FFIs) willingness to lend to tribal farmers is severely reduced by unacceptably low recovery rates; difficulties in dealing effectively and economically with small, and scattered borrowers; inadequate staffing and the negative mindset of bankers towards the creditworthiness of the tribals. At the same time most credit from FFIs comes through standard schemes which are often seen as inappropriate by the tribals whose credit needs are initially for small amounts of short term credit for consumption purposes rather than the longer maturity, productive loans provided through the schematic lending. The formal credit system, in particular, is not accessible to women due to their lack of collateral, low levels of literacy and limited exposure to the modern world. 

2. The establishment of self-help groups (SHGs) in the tribal communities has been positive bringing a flexible financial system to the doorsteps of the tribal communities whilst the SHG methodology facilitates strengthening of their group personality, thereby increasing their bargaining position vis-à-vis the rest of the community. It also introduces positive peer pressure for inculcating credit discipline. At the same time the existence of SHGs makes lending to the poor a cost-effective proposition for the banks, although it is still taking time for confidence amongst bankers in the SHG-bank linkage system to grow. The performance of SHGs in the tribal areas, particularly amongst women, is promising and on par with experience elsewhere in the country.

B. Demand for Credit and Savings in the Programme Area

3. Although the tribal economy is undercapitalised with subsistence agriculture and NTFP collection continuing to be the major income sources, it is likely to take time for a significant demand for credit to materialise in the tribal context. Tribals are not habituated to the culture of asset accumulation. Land for undertaking agriculture is limited and the focus on low input technology (see Annex 7) means that immediate credit requirements for crop development are limited. Value addition to NTFP products can also not be undertaken in a big way at the household level and the development of sustainable group entreprises will become possible only when the SHGs have reached a high degree of maturity that ensures an environment of mutual trust and adequate managerial skills can be built up. Current experience indicates that initial requirements for productive credit are likely to be linked to increasing the ability of households to hold stocks of agricultural products and NTFPs in order to benefit from the increase in price during the off-season. Over time, however, as production increases as a result of the watershed development activities and food security improves, providing the space for the tribal households to consider investing in additional income generating activities, it is expected that the demand for credit will pick up with commercial agriculture, e.g. horticulture and livestock development the major growth points. 

4. However, one immediate need for credit derives from the present high level of indebtedness of the tribals saddled with high cost loans and alienation of land. As a result there is a pent-up demand for credit for tribals to better manage their present level of indebtedness. Hence it is expected that the demand for credit will be high during the first three years of SHG operation and will then tail off until the productive uses of credit and managerial capacity of the tribals are built up.

5. More than credit, the tribals need savings facilities and inculcation of the savings habit to help them to smooth the food production cycle and to improve household food security. Tribal communities do already
have savings instruments, mainly in the form of seasonal coping mechanisms. Excess income is generally invested in the purchase of livestock, like goats, pigs, poultry, etc. to provide adequate liquidity with potential for generating additional income. Women invest savings in jewelry, which can easily be converted to cash or bartered in times of need. These savings mechanisms would benefit from being formalised and made more flexible under the Programme.

II. PROGRAMME STRATEGY

6. The strategy for developing financial services under the Programme focuses on SHGs which are seen as the best available vehicle for developing a financial system which is responsive to the needs of the tribal population and for addressing many of the critical issues and constraints facing rural financial service delivery in the tribal areas. SHGs provide both for inculcating the savings habit amongst the tribals and for providing small amounts of credit through a self-managed system which builds on mutual trust and local knowledge whilst devising and imposing their own systems of credit discipline. The SHGs have been found to be as effective in the tribal areas as elsewhere in achieving high repayment rates. The concept of using SHGs for financial service delivery is attractive to both the groups and banks. For the community/group, the SHG concept offers:

· easy access to financial service which is village based, reducing transaction cost to the beneficiaries;

· self-management enabling the groups to design arrangements and procedures which are simple, flexible and in tune with local conditions;

· a framework for participatory decision making as a result of democratic functioning of groups;

· flexibility as the group has complete freedom to decide on loan size, loan purpose, interest rates, repayment periods, etc.; and

· accountability and transparency as all members have a stake in the group and can exercise peer pressure on members to ensure proper utilisation of credit and repayment. 

7. At the same time the SHG concept helps the banks to achieve economies of scale due to externalisation of a major part of the work related to credit delivery and recovery (viz. assessment of credit needs, appraisal, disbursal, supervision and repayment) and an increase in the average loan size. As a result, the banks’ transaction costs in lending to SHGs are almost 25% of the cost incurred in lending directly to individual households. In addition, peer pressure within the groups is used to ensure proper credit utilisation and prompt repayment to the group, which in turn ensures prompt repayment of the loan taken from the bank.

8. The primary strategy adopted for building SHGs with adequate capacity to meet the credit needs under the Programme comprises: (a) training to upgrade their capability; (b) increasing their financial leverage through the provision of equity contributions, related to groups savings and performance; and (c) linking them to the formal financial institutions for access to substantial additional financial resources. This in turn requires motivating CBs/RRBs to expand their credit outreach to the SHGs through intervening with both the bankers to increase their confidence in lending to the tribals and with the tribals to reinforce credit discipline within the tribal communities. However, during the initial phase, a small Credit Fund (CF) managed by the Integrated Tribal Development Agency (ITDA) would be established to provide credit funds to those facilitating NGOs interested in delivering credit directly to SHGs. This is due to the fact that some tribal communities do not have ready access to the branches of the formal financial institutions and furthermore, the formal institutions are still, in many cases, wary of funding the tribal communities. However, the Programme would not continue to fund the NGOs for credit operations but would seek to establish linkages of the facilitating NGOs with SIDBI and CARE.

III. PROGRAMME COMPONENTS

9. The Programme would support the following components:

· Promotion and capacity building of SHGs and their promoters

· Enhancement of the capital base of SHGs

· Access to loan funds

· Promotion of non-farm income generating activities

· Networking of SHGs

· Technical assistance

A. Promotion and Capacity Building of SHGs and their Promoters

10. The Programme intends to start with savings and credit activities, through the promotion of new SHGs or strengthening of existing SHGs, to act as an interface between the community and the facilitating NGOs. Five key elements of SHGs to be followed under the Programme would be:

· formation of groups comprising members who are self-selected;

· savings would be an entry point – the quantum and frequency of savings to be decided by the members themselves;

· internal lending out of the group funds - lending would cater both to the emergency consumption needs as well as small scale income generating activities;

· eventual linkage of the SHGs to the FFIs under the existing SHG linkage programme of NABARD/other FFIs; 

· establishment of linkages with SIDBI and CARE for assisting NGOs interested in starting a micro-finance activity; and

· networking/federating of the groups for social actions and, where required, for bulk borrowing.

11. The Programme would support SHGs consisting of members who are self-selected and which comprise 6-20 members. This might result in only women/only men/mixed groups or groups containing members of the same caste or same occupation. Since in tribal communities, some members’ ability to save regularly would be limited, the members would decide on the quantum and frequency of savings.

12. Capacity building of facilitating NGOs.  In addition to the training provided to the NGOs in their wider role as social mobilisers (see Annex 2), they would be provided with specific training related to the development of SHGs as financial institutions. This would include: (a) developing and disseminating simple operating procedures for SHGs including simplified record keeping and accounts systems; (b) training SHGs in credit decision making; (c) delivering technical and managerial training programmes for illiterate members using appropriate communication tools; (d) undertaking audit of SHG accounts; and (e) developing a beneficiary driven monitoring and evaluation system and training SHGs to undertake self-monitoring and self-evaluation of their performance

13. A resource NGO would be contracted by the Programme Support Unit (PSU) to source or prepare training materials and training curriculum, and conduct training for the trainers belonging to the facilitating NGOs. The training would focus on the tools required to conduct PRA and TNA and to undertake management training which combines all aspects related to empowerment, entrepreneurship development, book keeping and self monitoring and evaluation. The SHG Development Coordinator plus one other staff member of the facilitating NGOs and the Micro-Finance/Marketing Officer of the ITDAs would be trained in Grass Roots Management Training. In total, allocation is made for training sixty persons from the facilitating NGOs and eight persons from the ITDAs. This management training programme would consist of four modules
. 

(a)
Human resource management  - to teach the members of SHGs in local groups about goal setting, cooperation, conducting meeting, leadership, communication, individual/women and tribal rights, motivation, wealth ranking and identifying poor households, time management and stress management. Games and activities are part of this module, to promote openness among group members. It would also deal with negotiating techniques, including the concept of “win-win negotiations”.
(b)
Financial management  - focusing on the way local groups handle money, determine their business’ financial requirements, and finance their projects. Preparation of funding proposals, participation in savings and credit schemes and bookkeeping. Role play would form an essential ingredient of the training programme in which the participants would enact the roles of saver, borrower, accountant and the office bearers of the SHG.    

(c)
Micro-project management  - covering the techniques and practical skills necessary for planning, implementing, monitoring and evaluating development projects including simple tools for self-monitoring to be used by illiterate beneficiaries.
(d)
Production and marketing  - focusing on the key elements of successful marketing, including the importance of maintaining product quality, pricing, distribution and promotion.
14. The entire effort of building capacity of the facilitating NGOs would be to enable them to develop training materials and undertake similar training programmes for the SHG groups consisting of illiterate women/men, who would have to be trained in their own language, at their village and at a time convenient to them, using training materials which they can easily comprehend.

15. Capacity building of SHGs  This would focus on:

· Strengthening the technical and managerial capability of the group members;

· Training in credit management, maintenance of accounts and internal audit to assist the groups to establish a track record for sound financial management of their savings and credit operations in order to demonstrate their creditworthiness and enhance their ability to access credit from the formal financial institutions (FFIs).

16. The Programme will provide an initial kit to all SHGs consisting of a cash box, a trunk for storage of books, and an initial set of ledgers, minute books, pass books, etc.

17. Capacity building of banks.  Since the concept of SHGs and linkage with banks is a relatively new concept in the Programme area, considerable effort in orientation and sensitisation of bank staff would be required. This would be achieved by conducting orientation and review workshops each year for the branch managers participating in the Programme. In addition, both regional and branch managers would participate in exposure visits to successful SHGs in order to instil confidence in the SHG mechanism.
  A SHG-Bank linkage workshop would be held in each district each year during the first six years. It is also proposed to conduct two roundtable workshops per year in each district during the first six years to establish linkages of NGOs with SIDBI and CARE who have programmes to support the evolution of NGOs as financial intermediaries. 

B. Enhancement of Capital Base of SHGs

18. Experience shows that SHGs’ credit needs and ability to manage funds would outpace their internal resource mobilisation efforts, requiring access to group loans to augment the group’s corpus of funds and to enable them to expand their lending operations. Initially, the Programme would provide contributions to the equity of the SHGs for augmenting their capital base. This would enable them to leverage a greater quantum of loan funds as a ratio of the total group equity (own savings + contributed equity). This support would be linked to performance and based on an evaluation of the SHGs covering indicators such as regularity of attendance and savings, cohesiveness among of the groups, repayment performance in internal loans, etc. The equity would be provided in two instalments with a ceiling of INR 4 000 for SHGs with less than 10 members and INR 8 000 for larger SHGs. The equity would belong to the Programme and would revert back to the ITDA in the event of closure of any SHG.

C. Access to Loan Funds

19. Once SHGs are well established (after about 12 months) and are able to demonstrate sound credit management, credit discipline and maintenance of accounts, the SHGs would be linked with banks to access credit at market rates of interest through bulk loans to the SHGs, preferably using the simplified flexible procedures offered by the cash credit limit arrangements
. While it is hoped that the banks would eventually be encouraged to provide such loans directly to SHGs, it is recognised that the process of linking with the banks has its share of problems. The bankers may continue to harbour suspicions about the performance of SHGs. In this instance, linkage with specialist micro-finance NGOs which are developing with the support of NABARD and SIDBI would be an alternative. To cover for situations where all other routes fail, a small Credit Fund (CF) would be created at each ITDA to provide a one-time loan to the facilitating NGOs. Thereafter, the NGOs will have to link-up with SIDBI or CARE for capacity building and further on-lending funds. 

20. The total estimated incremental credit requirement of the SHGs is of the order of INR 25 million, in addition to the estimated INR 69 million from their own savings (see Appendix 1). The Programme would allocate INR 6.9 million for the Credit Fund. It is expected that the remaining INR 18 million for financing incremental credit would come from the FFIs. The Programme would allocate around INR 200 000 per block for lending to NGOs for onlending to the SHGs. Any requirement beyond this amount will have to be accessed by the facilitating NGO from SIDBI or CARE.

D. Promotion of Group Non-Farm Income Generating Activities

21. Under-capitalisation of the tribal economy coupled with the inability of the tribals to add value to their products and also limited holding capacity has contributed to low revenue realisation. This problem will have to be mitigated by providing assistance to set-up trade and/or value addition to their current agricultural, livestock and NTFP practices (see Annex 8 for further details of NTFP). Most tribals in their individual capacity will not be able to undertake these income-generating activities, due to inability to mobilise required investment and limited management capacity to undertake these activities. Problems to be addressed would include identification of the activities depending upon the natural and human resource available within a SHG and development of the required skills for managing the micro-enterprise. The Programme would support the development of non-farm activities through training in skill development, enterpreneurship and management, provision of worksheds (see Annex 10) and facilitating linkages with relevant support agencies such as SIDBI and the District Industries Centre (DIC).

E. Networking of SHGs

22. In order to provide on-going support to the SHGs and to promote further expansion of group formation, the Programme would facilitate, on a pilot basis, the formation of clusters of (15-25) SHGs and associations of (4-8) SHG clusters amongst mature groups. Programme assistance would comprise provision of expert advice for the development of appropriate institutional structures, orientation of the NGOs to the functioning of clusters/associations, provision of exposure visits to existing SHG associations, and networking of clusters/associations both within and outside of the programme to facilitate exchange of ideas. In particular, close liaison would be maintained with the Maharashtra Rural Credit Project, Rural Women’s Development and Empowerment Project (RWDEP), and the North Eastern Region Community Resource Management Project for Upland Areas. The latter two projects would both be studying and piloting initiatives on the establishment of SHG Clusters/Associations and the evolution of SHGs into more flexible financial institutions and hence it would be particularly important for the Programme to keep abreast of the ideas and experiences which they generate. The Programme would fund annual workshops that would provide an opportunity for exchange of experiences on the development and evolution of SHGs.

F. Technical Assistance

23. To assist in training and development of the SHGs and rural finance system, provision is made for technical assistance from local experts. Allocation is made for nine person-months of technical assistance for a Grassroots Management Training Consultant spread over six years and seven person-months (one person-month per year for PY1-7) for a Micro-finance Consultant who would, inter alia, assist in preparing the guidelines for savings and credit operations; developing SHG evaluation methodologies and planning for the formation of the SHG federations. Terms of reference for the consultants are given in Appendix 2. 


IV. IMPLEMENTATION ARRANGEMENTS

A. Implementing Partners

ITDA

24. The ITDAs would engage the services of facilitating NGOs for undertaking the tasks related to SHG formation and capacity building as the first step in community mobilisation. The Programme funds for savings and credit activity would flow to the SHGs through the ITDAs.  Three Programme Officers in each ITDA would be primarily responsible for SHG development. They are: (i) Micro-Finance/Marketing Officer; (ii) Capacity Building Programme Officer; and (iii) Finance and Administration Officer (see Annex 12).

Facilitating NGOs

25. The ITDAs would short-list and appoint NGOs with experience in promoting SHGs as facilitating NGOs to supervise Programme interventions including development of rural financial service. The details with regard to selection and engagement of facilitating NGOs are provided in Annexes 4 and 12. The facilitating NGOs would appoint the NGO Animators, Cluster Coordinators, and Coordinators to promote SHGs. The facilitating NGOs would decide and agree with SHGs on an exit strategy with regard to book-keeping and bank account maintenance. The exit strategy is important to ensure that the SHGs do not become completely dependent on the facilitating NGOs. 

Resource NGOs

26. Due to the lack of experience of most of the NGOs in the Programme area in building the technical and managerial capacity of the SHGs and provide them with marketing support for effective absorption of credit, the PSU/ITDAs would engage services of resource NGOs/Institutions with demonstrated ability to develop the capabilities of the facilitating NGOs to provide the full complement of services to the SHGs.

B. SHG Development

Targeting

27. The programme would not design any “exclusive approach” to target resource poor households. It would devise systems to ensure that the resource poor are not left out. Flexibility would be built into two aspects related to the Savings and Credit SHG mobilisation. They are: (i) amount of savings; and (ii) frequency of savings. Most resource poor households will not be able to save a fixed amount every week or every month. In a year, the households in the tribal areas generally go through phases with no savings to moderate savings to high savings. The SHGs would be allowed to develop a flexible system of savings mobilisation. But, once the system is agreed between all the members, the facilitating NGOs would ensure that it is followed. 

SHG Formation

28. The NGOs would facilitate the women/men to form SHG groups consisting of not more than 20 members. Each group would select its own members. The SHG would elect office bearers consisting of about four members to represent them in all activities. Every year 50% of the elected representatives would retire, and new representatives would be elected, with a view to providing continuity in managing the affairs of the group while strengthening the capacity and experience of all the members. The retired members would not have the option for immediate re-election, in order to provide an opportunity to each group member to assume a leadership role. The SHG would open a joint account in the nearby bank, authorising the managing committee jointly to operate the bank account. All savings would be deposited in a bank account and the NGOs would not be allowed to keep the SHG savings. A part of the savings would be kept in a cash box to be maintained by the managing committee. The cash box would have a double key and the cash box keeping duty will rotate amongst the office bearers. 

29. The Programme will also recognise the presence of existing SHGs in the villages and will incorporate them into the village development, providing them with additional capacity building where required and enabling them to benefit from the other facilities for SHG development provided by the Programme.

Eligibility for Equity Contribution

30. After undergoing the first module of management training, the SHGs would be provided with a cash box, accounts ledger and trunk for storage of documents. The ITDAs, in association with the facilitating NGOs, would undertake this activity. The SHGs would be evaluated after six months of formation, using an eight-point scale. They are:

· regularity of meeting – as agreed initially during group formation; 

· percentage of attendance in meetings – more than 80%;

· adherence to the savings norms set by the group members themselves – more than 90% adhering to the norms;

· collection of savings at the meeting – more than 90% bring their savings to group meetings;

· completion of formalities regarding election of office bearers and opening of bank account;

· bank balance, cash balance and total loan amount granted  tally with the savings mobilised, grant equity and loan received;

· issuance of individual passbooks to the members indicating their savings, tallying with accounts of group;

· basic records are complete– minutes of the meeting and ledgers     

31. The facilitating NGOs would conduct this evaluation. Those SHGs obtaining full eight points would be provided with grant equity during the second half of the first year. The first equity contribution would be INR 1 500 for SHGs with 10 or less members and INR 3 000 for SHGs with more than 10 members. Subsequently other modules of Grassroots Management Training would be completed.

32. During the beginning of the fourth quarter, the SHGs would be evaluated again. In addition to the eight points above, an additional eight points would be added. They are:

· formulation of bye-laws for the SHG and how it works, including guidelines for credit operation;

· imposition of penalty for absence from the meeting without informing the office bearers;

· imposition of penalty for not delivering savings at the meeting itself;

· started providing loans to the members;

· loan ledgers up to date with amount borrowed, purpose of borrowing, rate of interest and repayment schedule;

· all loan repayments on-time;

· the office bearers and the members of the SHGs are able to articulate their needs and speak to outsiders with confidence;

· started exploring the possibilities of undertaking joint or group activity.  

33. The SHGs scoring 16 points in the second round of evaluation would be adjudged ready to start community development activities. The office bearers of such SHGs in a village would form the nucleus of the Village Development Committee and the wider development activities based on participatory planning for the micro-watershed would commence (see Annex 4). 

34. During the first quarter of the second year, the second instalment of equity contribution would be provided to those SHGs scoring 16 points. It would be INR 2 500 for SHGs with 10 or less members and INR 5 000 for SHGs with more than 10 members. The grant equity would be released by the ITDA to the bank accounts of the respective SHGs. These equity contributions would revert back to the Programme funds with the ITDA in the event of the disbandment of the SHG at any time. 

Improvement in Access to Loan Funds 

35. The programme would adopt a two pronged strategy to improve access of SHGs to loan funds. They are: (i) promoting SHG-Bank Linkage programme; and (ii) assisting facilitating NGOs to undertake micro-finance activity.

36. SHG-Bank Linkage Programme.   The ITDA, in collaboration with NABARD, at the end of the first Programme year would conduct in each district a workshop of all stakeholders in SHG development, including the Branch Managers of banks operating in the Programme area, facilitating NGOs and SHG leaders. The workshop would analyse the performance of the SHG promotion component and devise strategies for SHG-Bank linkage. Thereafter, a committee would be constituted to assist each branch operating in the Programme area in evaluating the SHGs and to prepare strategies for linkage. The guidelines of NABARD for evaluation would be used. The committee would consist of the Branch Manager, Micro-finance/Marketing Officer of ITDA and District Development Manager of NABARD.  

37. The SHG-Bank linkage programme would promote sanction of cash credit limit. The cash credit limit is gradually raised in proportion to the group's savings, generally up to a limit of 4 times, and in line with the credit management performance and credit absorption capacity of the group. The cash credit system is more beneficial to the groups than a term loan as it provides flexibility to withdraw and repay whereas the term loans do not provide this flexibility.
 

38. Banks would provide loans to the SHGs. NABARB, using its own funds, would provide refinance facility at an interest rate of 6.5% p.a. The rate of interest on loans to SHGs would be the prevailing rate of interest on agricultural loans. Lending terms to the final borrower would be determined by the SHGs, including loan amount, interest rate and repayment period. The appraisal of the beneficiary and the activity, and utilisation and recovery of loans granted to members would be the sole responsibility of the SHG, although the facilitating NGO would provide access to relevant technical advice. Most SHGs charge interest rates of 2-3% per month on short-term loans. It has generally been observed that once the savings amount increases, SHGs tend to reduce the interest rate in response to the increased supply of funds and the gradual change of loans from consumption to  production activities. Whilst SHGs would have full freedom to decide on the rate of interest, for projection purposes, interest rates under SHG loans have been estimated at 24% during the first two years and thereafter declining to 21%.

39. Assisting Facilitating NGOs to Undertake Micro-finance Activity. The second strategy would be to assist the facilitating NGOs to undertake micro-finance activities. Several projects are being initiated to assist NGOs willing to expand into micro-finance activities. Most important amongst them are IFAD and DFID funded National Micro-Finance Support Programme being implemented by SIDBI, and the CASHE Project funded by DFID being implemented by CARE.

40. The Micro-Finance/Marketing Officer of the ITDAs would initially ascertain the interest of the facilitating NGOs to expand into micro-finance activities. Thereafter roundtable workshops would be organised involving SIDBI and CARE. These workshops would help in developing convergence between the micro-finance activities of other projects. The facilitating NGOs would be provided with information relating to the procedure to be adopted for accessing capacity building funds and loan funds from SIDBI and CARE. The Micro-Finance Officer would coordinate with SIDBI and CARE to establish the necessary linkages.

41. It is foreseen that the process of establishing linkages of SHGs with the banks and facilitating linkages of NGOs with SIDBI and CARE will be time-consuming. SIDBI and CARE would have their own guidelines on providing assistance to NGOs. It may become difficult for small facilitating NGOs to obtain funds from these institutions during the initial stages of their micro-finance activity. This would be addressed by creating a Credit Fund at each ITDA to provide loans to the facilitating NGOs. This fund would be used only as a measure of last resort after exhausting all other avenues to fund NGOs. Approval of the supervision mission will have to be obtained before the Credit Fund is established.  

42. Salient Features of the Credit Fund  The key operational parameters of the Credit Fund would be:

· Nature of Assistance.  The revolving fund would provide one-time loans to facilitating NGOs to start micro-finance activities.

· Maximum Permissible Loan Amount. The loan amount to facilitating NGOs would be restricted to INR 50 000 per watershed.

· Purpose of Loan.  The loan would be provided to facilitating NGOs to lend to SHGs during the interim period, i.e. before the SHGs are linked to banks or before the facilitating NGOs are linked to SIDBI/CARE.

· Rate of Interest on Loan. The rate of interest shall be the prevailing lending rate of NABARD/SIDBI to NGOs.

· Repayment Period.  Within two years from the date of disbursement. The amount may be recovered from the fees payable to the facilitating NGOs.

· On-lending Terms.  The rate of interest and the repayment period would be fixed by the facilitating NGOs in consultation with SHGs. 

43. Estimating the Corpus for the Revolving Fund.  The corpus is estimated based on the estimated number of SHGs to be mobilised and their projected growth pattern. Two types of SHGs are envisaged based on the membership size. It is expected that the programme would establish 1 080 small SHGs with an average membership of seven and 2 160 large SHGs with a membership of fifteen. The details of their projected growth pattern is provided in Appendix 1, Tables 1 and 2. It is assumed that during the first two years in any district, the Credit Fund would have to finance 60% of the total credit requirement. It is also assumed that the share of the Credit fund would start declining from Year 3 and by Year 6 the entire credit requirement would be funded by formal financial institutions. 

Networking of SHGs

44. The Programme Support Unit (PSU) would seek technical assistance to develop plans for formations of clusters and associations of SHGs. This effort would commence during the fourth year of programme implementation. In addition, towards the end of the Programme period, a pilot effort to evolve SHG clusters/association into a village based financial institution would be started.

Exchange of Experience

45. Process documentation.  The Programme would document in the form of video films all aspects of SHG development as narrated by the group members, covering both successful as well as unsuccessful SHGs. This documentation would serve as a powerful tool for future development of SHGs in the Programme area and also for disseminating experience to other parts of the country. The PSU would engage an experienced agency for undertaking this task. The experience of the Self-Employed Women’s Association (SEWA), in development of films is of immense relevance to this Programme.

46. Study tours.  The Programme would arrange study tours to other programmes with SHG development component funded by IFAD in India for the representatives of SHG groups, facilitating NGOs, ITDAs, participating banks and PSU staff. Each year a Bank Manager would be selected from each district for his/her outstanding contribution in SHG-Bank Linkage programme and sent on a study tour to other IFAD programmes in India. The programme would also arrange study tours within Orissa for SHG members and other staff. The PSU and ITDAs would develop modalities for networking amongst the SHG groups both within and outside the state.

1. FINANCIAL VIABILITY OF SHGS

47. Financial profiles of SHGs were prepared to check the potential volume of savings and the likely credit requirement for the model SHGs based on SHGs with an average membership of 7 and 15.  A lower savings capacity is assumed to ensure that the small SHG model reflects the SHGs with members from resource poor households. It is assumed that SHGs would start paying the salaries of a person to maintain the accounts from the third year. 

48. The analysis shows that the SHGs would be able to cover these costs after about twelve months of operation. Thereafter, the capital base would increase and resources from the FFIs can be accessed at an increasing rate. A conservative growth projection has been made for SHGs. It assumes that the SHGs would access loans every year from FFIs during the second, third and fourth years. Thereafter, it is assumed that the access to institutional finance would be once in two years. Based on these conservative estimates, the small SHGs would yield a return on total assets of about 5% and a return on equity of about 9% (Appendix 1, Table 1). Similarly in case of large SHGs, the return on total assets is estimated at 6% and return on equity of about 12% (Appendix 1, Table 2).

V. MONITORING AND EVALUATION

A. Monitoring Processes

49. This Programme intends to invest not only in the provision of credit but also in capacity building of the beneficiaries. Therefore, it is not just enough to monitor the performance and evaluate the SHGs based only on the financial indicators. Monitoring and impact assessment would have to provide insights into how the loans have helped the women/men to be empowered in addition to monitoring of the performance of their own groups and activities. Monitoring and evaluation of the financial service component of this Programme would therefore be two-dimensional.

50. Participatory Monitoring and Evaluation.  The Programme, in collaboration with the selected M&E agency, would develop a Participatory Monitoring and Evaluation tool kit based on pictorial images which generate empowerment profiles easily identifiable by the beneficiaries but also coded to undertake statistical analysis. Monitoring and Evaluation tools would enable the beneficiaries and partner agencies to recognise the changes brought by a given service and to record the feedback on successes and failures. With this information, the beneficiaries themselves can visualise the changes and growth as a result of Programme interventions.

51. The process of self-assessment for this M&E system can be easily administered by the SHG groups themselves, with the assistance of the facilitating NGOs. This tool kit can be used to monitor the indicators related to progress in enterprise, access and control, gender relations, time allocation, mobility, etc. However, most responses from the beneficiaries would be based on their perceptions.

B. Monitoring Indicators

52. Whilst the final indicators to be used for monitoring the rural financial services component would be established through participatory processes involving the communities at the commencement of Programme implementation, an indicative list of indicators  is provided below.

Performance Indicators

53. The following performance indicators would be considered:

· No. of SHGs participating in the Programme and receiving equity assistance

· No. of members (men/women)

· Regularity of meeting and frequency; 

· Percentage of attendance to meetings;

· Adherence to the savings norms set by the group members themselves;

· Collection of savings at the meeting;

· Changes in office bearers;

· Amount of savings mobilised, amount of loan and equity received, amount of loans granted, 

· Discipline enforcement – penalty for absence, penalty for not bringing savings to the meeting, penalty for delayed repayment;

· Records upkeep - minutes of the meeting, ledgers, bask pass book and individual pass books;

· Loan delivery details from SHG to members, no. of loans to members per year and outstanding loan amount

· Purpose of loans (men/women)

· No. of SHGs receiving group loans by source of loans (banks, NGOs)

· Repayments of loans by the members;

· Repayment of loans taken by SHG;

· Type and profitability of the group income-generating activity.

Impact Indicators

54. The following impact indicators would be considered:

· Proportion of target group households having access to credit

· Proportion of men and women in members and borrowers

· Proportion of households increasing income and assets

· No. of office bearers of SHGs in VDC – by gender

· No. of SHG leaders who have been elected as Panchayat members

· No. of households who have recovered land mortgaged to money lenders

· No. of households released from bonded labour relationships

· Reduction in borrowing from moneylenders

· Reduction in chronic malnutrition amongst children

VI. RISKS

55. The Programme proposes to provide grant funding for enhancing the equity base of the SHGs. Provision for equity is not commensurate with that of the savings mobilised by the SHGs. The equity is almost five times the savings for small SHGs and three times the savings for large SHGs during the first year. Providing large grant equity generally increases the risk of SHG disintegration due to the tendency to share short-term benefits. The savings capacity of the tribals is low and if high savings is stipulated, the possibility of excluding resource poor households in SHG mobilisation is high.  These risks are mitigated by building in two safety measures. Firstly, though the ratio of savings to grant funds appear high, the actual amount recommended is quite low; INR 1 500 for small SHGs and INR 3 000 for large SHGs during the first year. Secondly, the release of equity is linked to evaluation of SHGs of an eight-point scale. The second tranche of grant funding is scheduled for the second year after evaluating the SHGs on a sixteen-point scale.   

56. The programme envisages linkage of SHGs to the formal financial institutions. Though the linkage process is gaining ground, some of the bank staff are still not tuned to the concept of SHG linkage and do not foresee SHGs as an important risk free clientele. This risk is mitigated by: (i) conducting annual workshops for the bankers and SHG leaders; (ii) selecting best performing bank managers for study tour; (iii) facilitating NGOs to link-up with SIDBI and CARE to access loan funds; and (iv) allocating funds for providing loans to NGOs to start on-lending to SHGs.
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Appendices

1.
Projected Growth Patterns of Self-Help Groups

2. Terms of Reference for Consultant

� 	Detailed information on the credit systems in the Programme area are given in Annex 11 of  the Formulation Report.


�	The management training modules proposed are similar to the Grassroots Management Training programme developed and tested by Udyogini, a NGO based in New Delhi. 


�	These costs are included in the cost table Capacity Building of Support Agencies (see Annex 16, Appendix 2, Table 3). 


�	A circular issued by the Reserve Bank of India (RBI) (July 24, 1991) allows banks to lend directly to informal groups whilst, following the success of the NABARD pilot programme for linking SHGs with banks, RBI has made financing of SHGs part of the regular priority sector lending of the banks. Under the guidelines, the amount of lending is to be related to the savings of the group, generally varying between a ratio of 1:1 and 1:4.


�	As few banks have yet adopted the cash credit limit, the analysis of SHG viability is based on term loans which represent the worst case scenario. 






