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IMPACT OF MICRO FINANCE IN POVERTY ALLEVIATION AND ECONOMIC DEVELOPMENT OF SHGS 
 

M. ANNAM 

RESEARCH SCHOLAR 

MOTHER THERASA WOMEN UNIVERSITY 

KODAIKANAL 

 

ABSTRACT 
Micro credit often provides means for people to move towards independent economic livelihood, leaving extreme poverty behind .Microfinance policy may be 

milestone in direction, which may ensure participation of all classes of people even belonging to the lowest stratum in the process of the economic growth and 

help the economy to move sustainable path .In India the focus of microfinance was on a group approach and organizing the poor into Self-Help Groups .SHGs are 

considered as the best way to provide the credit to the poor who require it the most whereby advantage percolates exactly to the needy. Microfinance  as a 

poverty alleviation tool started by NABARD, The fact that financing under this program has grown multifold over the period of time , a high degree of 

organizational diversity exit and a couple of trends are worth noticing .Microfinance institution should monitor financial activities professionally to optimized the 

funding economic and social benefits  for the long run ,idea behind microfinance is to lift the people below poverty line make their life sustainable , help them to 

educate their children, and help them make overall process .Impact of microfinance leads to overall strategies of employment generation and poverty alleviations 

helping to improve the stability of consumption level and income flow of poor household 

 

KEYWORDS 
Micorfinance, ,Self Help Groups. 

 

I     INTRODUCTION 
icrofinance not only helps to prevent the poverty but also bring in individual development in poor as well as it encourages small entrepreneurial 

activities in economically week societies and regions .Since the microfinance justifies it as  a system that provides small loans to poor self employed 

cottage and home based business it becomes the “newest silver bullets for alleviating poverty” 

According to Kofi Annan, United Nations Secretary General  Micro credit and other financial services for poor people are important instrument for poverty 

reduction and for empowerment  especially for women .Recently the attention for microfinance and its role in reducing poverty was further increased When 

Muhammad Yunus of Bangladesh received the noble committee ,Microfinance can help people break out poverty ,which in turn is seen as an important 

prerequisite to establish long lasting peace .The state and its poverty alleviation programmers have unto now , fallen short of expectations to achieve this 

objectives because of several reasons such as lack of adequate fund failure to mobilize fund locally, problems in targeting high cost of implementation 

,buraucrazy ,rent ,seeking behavior and non provision of complementary services ,necessary to sustain the program. 

Alleviation of poverty has been an important issue before the developing nations of the world .This is a big challenge for South Asian countries, as about half of 

the world’s poor live in this region .Again ,the intensity of poverty is high in India .One of every three persons in India is officially poor, and two of every three are 

either under-nourished or malnourished . Microfinance sector has covered a long journey from micro savings to micro credit and then to micro enterprises and 

now entered the fi ld of micro insurance, micro remittance, micro pension and micro livelihood. This gradual and evolutionary growth process has given a great 

boost to the rural poor in India to reach reasonable economic, social and cultural empowerment, leading to better life of participating households. Financial 

institutions in the country have been playing a leading role in the microfinance programme for nearly two decades now. They have joined hands proactively with 

informal delivery channels to give microfinance sector the necessary momentum. 

 

II     OBJECTIVE 
The main objectives of this paper are as follows: 

1. Primary objective is to study the role of Microfinance and its effectives for reduction of poverty. 

2. To study how the Microfinance is providing high quality of financial services to poor. 

 

III    METHODOLOGY  
For this study a specific framework has been used for collection of data from the secondary source. The Secondary data has been collected from the various 

publications and from the various book and journals. 

 

IV   NEED FOR MICRO-FINANCE  
The appropriateness of Microfinance as a tool for reducing the poverty depend on local circumstances .poverty is often the result of low economic growth , high 

population growth and extremely unequal distribution of resources and reducing poverty requires creating jobs .Providing credit seems to be a way to generate 

self –employment opportunity for the poor particularly women  

Microfinance schemes are able to reach the poor at affordable cost and can thus help the poor become self –employed .Many countries have introduce 

Microfinance schemes with important objective to alleviating poverty by facilitating small amount s of credit to the poor to create employment generating 

activity . 

 

V    SWOT ANALYSIS OF MICROFINANCE 
 STRENGTH 

1.   Helped in reducing the poverty. 

2.   Huge networking available. 

 WEAKNESS 

1. Not properly regulated. 

2. High number of people access to informal sources of finance. 

3. Concentrating on few people only and mainly in urban area 

 OPPORTUNITY 

1. Huge demand and supply gap. 

2. Employment Opportunity. 

3. Huge Untapped Market. 

4. Opportunity for Pvt. Banks, NBFCs, Foreign Banks to enter this business segment. 

 THREAT 

1. High Competition  

M
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2. Neophyte Industry 

3. Over involvement of Government 

 

VI    MICRO-FINANCE - INSTRUMENT FOR POVERTY ALLEVIATION 
 Equitable gains from development on a sustainable basis and ensuring viability of financial services are key elements in a strategy of poverty reduction by 

means of credit support to the poor. As micro-finance is seen to be an approach addressing these concerns effectively, it has assumed significance in all the 

developing countries as an effective tool in fighting poverty.  

 The micro-finance scene in India is dominated by Self Help Groups (SHGs) - Banks linkage program for over a decade now. As the formal banking system 

already has a vast branch network in rural areas, it was perhaps wise to find ways and means to improve the access of rural poor to the existing banking 

network. This was tried by routing financial services through  Self-Help Groups, formed as grass roots level institutions developed for social/economic and 

financial intermediation for focusing on the poor. Drawing lessons from experiments carried out in various parts of the world, particularly Asia - Pacific, an 

attempt was made to build financial relationship between informal groups of people and formal agencies like banks for catering to the financial service 

requirements of the poor, especially women. Over the years, SHG-Bank linkage model has emerged in India as a core strategy for the banking system to 

extend their outreach to the poorest among poor. Though SHGs existed even before the linkage program, the banks could not recognize their potential as 

business clients and both operated independently, without knowing the strength of the other. Intervening to forge a linkage, NABARD was instrumental in 

the emergence of a very strong micro-Finance movement in the country. 

 The  SHG - Banks linkage program was conceived with the objectives of developing supplementary credit delivery services for the unreached poor,  building 

mutual trust & confidence between the bankers and the poor and encouraging banking activity both on thrift as well as credit and sustaining a simple and 

formal mechanism of banking with the poor. The linkage program combines the flexibility, sensitivity and responsiveness of the informal credit system with 

the technical, administrative capabilities and financial resources of the formal financial sector.  It is a design relying heavily on collective strength of the 

poor, closeness of NGOs to people and large financial resources of banks. Further, the SHGs have also undertaken effective social mobilization functions 

contributing to an overall empowerment process.  The banks have externalized what would otherwise have been high transaction costs for mobilizing 

savings of the poor, appraisal and sanction of loans and improved loan recovery through the financial intermediative role played by SHGs. 

 

VII   UTURE OF MICRO FINANCE 
 Microfinance expansion over the next decade can be expected to be an extension of what has been achieved so far while overcoming the hurdles that have 

been posing difficulty in effective microfinance operation and its expansion. There may be several participants in this process and their participation may 

be seen in the following forms.  

a) Existing microfinance institutions can expand their operations to areas where there are no microfinance programs.  

b) More NGOs can incorporate microfinance as one of their programs. 

c) In places where there are less micro finance institutions, the government channels at the grassroots level may be used to serve the poor with microfinance.  

d) Postal savings banks may participate more not only in mobilizing deposits but also in providing loans to the poor and on lending funds to the MFIs.  

e)  More commercial banks may participate both in microfinance wholesale and retailing. They many have separate staff and windows to serve the poor 

without collateral. 

f)    International NGOs and agencies may develop or may help develop microfinance programs in areas or countries where micro financing is not a very 

familiar concept in reducing poverty 

g) Development of Small-Scale Enterprises through microfinance will not only increase the outreach but will also help the generation of more employment 

and income for the poor. It is expected that in the following years there will be considerable deepening of microfinance in this direction along with 

simultaneous drives to reach and serve the poorest. of the poor. But the crux of the discussion is that, if the over excess involvement of the government 

would be there in the Micro Finance sector, than the growth of the Micro Finance won‘t much possible. The Govt. involvement should limited to the 

important decisions only, but not to interfere in each and every matter of the management 

 

VIII  THE NEED IN INDIA 
 India is said to be the home of one third of the world’s poor; official estimates range from 26 to 50 percent of the more than one billion population. 

 About 87 percent of the poorest households do not have access to credit. 

 The demand for microcredit has been estimated at up to $30 billion; the supply is less than $2.2 billion combined by all involved in the sector. 

 Poor people need not just loans but also savings, insurance and money transfer services. 

 Microfinance can pay for itself.” Subsidies from donors and government are scarce and uncertain, and so to reach large numbers of poor people, 

microfinance must pay for itself. 

 Microfinance also means integrating the financial needs of poor people into a country’s mainstream financial system. 

 Microfinance can also be distinguished from charity. It is better to provide grants to families who are destitute, or so poor they are unlikely to be able to 

generate the cash flow required to repay a loan. 

Due to the sheer size of the population living in poverty, India is strategically significant in the global efforts to alleviate poverty and to achieve the Millennium 

Development Goal of halving The world’s poverty by 2015. Microfinance has been present in India in one form or another since the 1970s and is now widely 

accepted as an effective poverty alleviation strategy. Over the last five years, the microfinance industry has achieved significant growth in part due to the 

Participation of commercial banks. Despite this growth, the poverty situation in India continues. 
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IX   MICROFINANCE CHANGING THE FACE OF POOR INDIA 
Micro-Finance is emerging as a powerful instrument for poverty alleviation in the new economy. In India, micro-Finance scene is dominated by Self Help Groups 

(SHGs) - Banks linkage Programme, aimed at providing a cost effective mechanism for providing financial services to the 'unreached poor'. In the Indian context 

terms like "small and marginal farmers", " rural artisans" and "economically weaker sections" have been used to broadly define micro-finance customers. 

Research across the globe has shown that, over time, microfinance clients increase their income and assets, increase the number of years of schooling their 

children receive, and improve the health and nutrition of their families. A more refined model of micro-credit delivery has evolved lately, which emphasizes the 

combined delivery of financial services along with technical assistance, and agricultural business development services. When compared to the wider SHG bank 

linkage movement in India, private MFIs have had limited outreach. However, we have seen a recent trend of larger microfinance institutions transforming into 
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Non-Bank Financial Institutions (NBFCs). This changing face of microfinance in India appears to be positive in terms of the ability of microfinance to attract more 

funds and therefore increase outreach. In terms of demand for micro-credit or micro-finance, there are three segments, which demand funds. They are: 

 At the very bottom in terms of income and assets, are those who are landless and engaged in agricultural work on a seasonal basis, and manual labourers 

in forestry, mining, household industries, construction and transport. This segment requires, first and foremost, consumption credit during those months 

when they do not get labour work, and for contingencies such as illness. They also need credit for acquiring small productive assets, such as livestock, using 

which they can generate additional income. 

 The next market segment is small and marginal farmers and rural artisans, weaversand those self-employed in the urban informal sector as hawkers, 

vendors, and workers in household micro-enterprises. This segment mainly needs credit for working capital, a small part of which also serves consumption 

needs. This segment also need sterm credit for acquiring additional productive assets, such as irrigation pumpsets, borewells and livestock in case of 

farmers, and equipment (looms, machinery) and worksheds in case of non-farm workers. 

 The third market segment is of small and medium farmers who have gone in for commercial crops such as surplus paddy and wheat, cotton, groundnut, 

and others engaged in dairying, poultry, fishery, etc. Among non-farm activities, this segment includes those in villages and slums, engaged in processing or 

manufacturing activity, running provision stores, repair workshops, tea shops, and various service enterprises. 

These persons are not always poor, though they live barely above the poverty line andalso suffer from inadequate access to formal credit. Well these are the 

people who require money and with Microfinance it is possible. Right now the problem is that, it is SHGs' which are doing this and efforts should be made so 

that the big financial institutions also turn up and start supplying funds to these people. This will lead to a better India and will definitely fulfill the dream of our 

late Prime Minister, Mrs. Indira Gandhi, i.e. Poverty. One of the statement is really appropriate here, which is as: 

“Money, says the proverb makes money. When you have got a little, it is often easy to get more. The great difficulty is to get that little.” 

Adams Smith. 

Today India is facing major problem in reducing poverty. About 25 million people in India are under below poverty line. With low per capita income, heavy 

population pressure, prevalence of massive unemployment and underemployment , low rate of capital formation , misdistribution of wealth and assets , 

prevalence of low technology and poor economics organization and  instability of output of agriculture production and related sectors have made India one of 

the poor countries of the world. 

 

X SUCCESS FACTORS OF MICRO-FINANCE IN INDIA 
Over the last ten years, successful experiences in providing finance to small entrepreneur and producers demonstrate that poor people, when given access to 

responsive and timely inancial services at market rates, repay their loans and use the proceeds to increase their income and assets. This is not surprising since 

the only realistic alternative for them is to borrow from informal market at an interest much higher than market rates. Community banks, NGOs and grass root 

savings and credit groups around the world have shown that these microenterprise loans can be profitable for borrowers and for the lenders, making 

microfinance one of the most effective poverty reducing strategies. 

COMPARATIVE ANALYSIS OF MICRO-FINANCE SERVICES OFFERED TO THE POOR 

 

 
Source: R. Arunachalam - Alternative Technologies in the Indian Micro- finance Industryx 

XI CONCLUSION 
At the end I would conclude that, Micro Finance Industry has the huge potential to grow in future, if this industry grows then one day we‘ll all see the new face 

of India, both in term of high living standard and happiness. One solution by which we all can help the poor people, i.e. in a whole year a medium and a rich class 

people spends more than Rs 10,000 on them without any good reason. Instead of that, by keeping just mere Rs, 3000 aside and donate that amount to the MFIs, 

then at the end of the year the total amount in the hands of poor would be ( average 500 million people *Rs 3000)=Rs 1,500,000,000,000 . Just imagine where 

would be India in next 10 years. At last I am concluding by project with a very famous saying:  

“Don’t wait; the time will never be just right. Start where you stand and work with whatever tolls you may have at your commands and the better tolls will 

be found as you go a long”  

William Surds 
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