
    MB-RM-33- MANAGING NOT FOR PROFIT ORGANISATION 

Objectives:- 

 The Objective of this course is to develop clear understanding regarding the evolving credit 

needs of people and to help to learn various approaches methodologies, tools and techniques 

in making micro finance and its institutions sustainable for growth with social justice. 

Course contents 

Unit 1:  

Rural credit system: an overview 

India is largely a rural country rooted predominantly in agriculture and other allied activities. 

The majority of the poor are living in the rural areas. Credit flow in the rural areas has been 

recognized as a crucial instrument in improving the livelihood situations of poor households. 

Conversely, credit constraints have been recognized as a major obstacle in the path of rural 

development. The system ofrural credit, as we see it today, has evolved over the last six 

decades, and during this period, the system has been witness to many reforms undertaken from 

time to time. To understand the growth of microfinance in India, it is necessary to understand 

the various policy interventions, phases, pattern and mechanism of institutional rural credit. 

Therefore, the first section gives an outline ofthe policy-interventions, and the second section 

analyses the trend and pattern ofrural credit in India. 

RURAL CREDIT, EVOLUTION OF SINCE 1952  

India's rural credit system is divided into two segments: an unorganized or informal system of 

moneylenders, traders, and input suppliers; and a formal, organized segment constituted by 

cooperative banks, regional rural banks, commercial banks, and nonbanking financial 

companies. In recent years, the move to strengthen formal credit institutions was justified by 

not only the demands of modern inputs but also usurious moneylending practices that could 

not otherwise be countered effectively. India's ideological commitment to encouraging a 

"cooperative commonwealth" also played a role, especially in strengthening cooperative credit 

institutions at all levels 

Micro finance concept 



Microfinance is a category of financial services targeting individuals and small businesses who 

lack access to conventional banking and related services. Microfinance includes microcredit, 

the provision of small loans to poor clients; savings and checking accounts; microinsurance; 

and payment systems, among other branches. Microfinance services are designed to reach 

excluded customers, usually poorer population segments, possibly socially marginalized, or 

geographically more isolated, and to help them become self-sufficient.  

Microfinance initially had a limited definition: the provision of microloans to poor 

entrepreneurs and small businesses lacking access to credit. The two main mechanisms for the 

delivery of financial services to such clients were: relationship-based banking for individual 

entrepreneurs and small businesses; and group-based models, where several entrepreneurs 

come together to apply for loans and other services as a group. Over time, microfinance has 

emerged as a larger movement whose object is: "a world in which as everyone, especially the 

poor and socially marginalized people and households have access to a wide range of 

affordable, high quality financial products and services, including not just credit but also 

savings, insurance, payment services, and fund transfers." 

Micro finance meaning  

“Microfinance” is often defined as financial services for poor and low-income clients offered 

by different types of service providers. In practice, the term is often used more narrowly to 

refer to loans and other services from providers that identify themselves as “microfinance 

institutions” (MFIs). 

Micro finance genesis and evolution  

The word ―microcreditǁ came into existence and get importance through the revolutionary of 

Grameen Bank founded by Professor Muhammad Yunus in Bangladesh in 1970. In 2006, 

Yunus and the Grameen Bank were jointly awarded the Nobel Peace Prize "for their efforts 

through microcredit to create economic and social development from below". Now a day, the 

word ‗microfinance‘ is used instead of ‗microcredit‘ as it includes saving, insurance, 

remittances, pension services etc. along with the formal credit services. This programme was 

initiated in India through the Self Help Group Bank Linkage Programme (SBLP) led by 

NABARD and achieved huge success in terms of women empowerment, poverty reduction and 

socio-economic development of the poor. At the same time, Microfinance Institutions (MFIs) 



also emerged as an alternate source of microfinance and made an outstanding growth in the 

last decade. 

Microfinance organizations have spread all over the developing world. The concept has also 

expanded to include a variety of small-sized but high-impact financial services beyond 

traditional credit. These products have been customized to the diverse interests, demands, and 

capabilities of the global poor, also referred to as the “bottom of the pyramid.” 

How can can these people lift themselves out of poverty? For microfinance to boost their 

livelihoods sustainably, it must spur income-generating activities or human capital 

investments. In itself, microfinance is a powerful - though, by no means, surefire - tool for 

helping its many industrious users lift themselves out of poverty. It is not, however, the panacea 

some allege it to be. 

That qualified reality has not deterred countless NGOs and development agencies from trying 

out microfinance. It stands to become a phenomenon nearly as universal as deprivation 

itself. The World Bank has estimated that upwards of 100 million individuals have taken 

advantage of microfinance. As much as $25 billion might be circulating in the industry, a 

turnover statistic which represents some fraction of the unmet demand. The extent of the overall 

microfinance market is up for debate. After all, extreme poverty continues to limit billions in 

the developing world from accessing basic services and realizing their potential.  

Microfinance institutions and their sustainability  

Microfinance institutions are organizations that provide loans to low-income clients, including 

micro-companies and the self-employed, who traditionally lack access to mainstream sources 

of finance from Banking Institutions. 

 

 A microfinance institution’s exposure to environmental and social risks is typically low. 

Because social development is part of their mandate, microfinance institutions are concerned 

with the environmental and social risks of their transactions and are taking steps to manage 

these risks to reduce negative impacts in their communities. 

 

Sustainability is central to economic growth. For the private sector, this represents greater 

environmental and social responsibility as well as a new landscape of business opportunity. 



The financial sector has a key role to play in delivering environmental and socially sustainable 

market solutions.   

 

Financial institutions are adopting global standards for environmental and social risk 

management and developing sustainable finance products.  

 

Types of Microfinance  

 

The microfinance models are developed in order to cope with the financial challenges in 

financially backward areas. There are various types of microfinance companies operating in 

India. 

1. Joint Liability Group (JLG) 

Joint Liability Group can be explained as the informal group consists of 4-10 individuals who 

try to avail loans against mutual guarantee from banks for the purpose of agricultural and allied 

activities. This category generally consists of tenants, farmers and other rural workers. They 

work primarily for lending purposes, although they also offer the savings facility. In this type 

of institution every individual of a borrowing group is equally liable for the credit (Singh, 

2010). This kind of institution is simple in nature and requires little or no financial 

administration (UBI, no date). 

However, one of the serious problems of this structure is personal preferences in lending credit 

which resulted in a partial failure of the system. Of late due to various promotional initiatives 

taken by banks such as Indian bank, Karur Vysya Bank and Indian Overseas Bank, the 

credibility of Joint Liability Group model has received a boost (The Hindu, 2016). It still 

remains a landmark movement in the area of protection of farmer’s land ownership rights. 

 

2. Self Help Group (SHG) 

Self Help Group is a type of formal or informal group consisting of small entrepreneurs with 

similar kind of socio-economic backgrounds. Such individuals temporarily come together and 

generate a common fund to meet the emergency needs of their business. These groups are 

generally non-profit organizations. The group assumes the responsibility of debt recovery. The 



advantage of this micro-lending system is that there is no need for collateral. Interest rates are 

also generally low and fixed especially for women. In addition various tie-ups of banks with 

SHGs have been implemented for the hope of better financial inclusion in rural areas. 

One of the most important ones is NABARD SHG linkage program where many self-help 

groups can borrow credit from bank once they successfully present a track record of regular 

repayments of their borrowers. It has been very successful especially in Andhra Pradesh, Tamil 

Nadu, Kerala and Karnataka and during the year of 2005-06. These states received 

approximately 60% of SGH linkage credit. 

3. The Grameen Bank Model 

Grameen Model was introduced by the Nobel laureate Prof. Muhammad Yunus in Bangladesh 

during 1970s. It has been widely adopted in India in the form of  Regional Rural Banks (RRB). 

The goal of this system has been the overall development of the rural economy which generally 

consists of financially backward classes. But this model has not been fully successful in India 

as rural credit and system of recovery are a real problem. Huge amount of non-performing 

assets also led to failure of these regional banks. Compared to this model Self Help Groups have 

been more successful as they are more suited to the population density of India and far more 

sustainable. 

4. Rural Cooperatives 

Rural Cooperatives in India were set up during the time of independence by the government. 

They used the mechanism to pool the resources of people with relatively small means and 

provide financial services. Due to their complex monitoring structure, their success has been 

limited. In addition, this system only catered to the credit-worthy individuals of rural areas, not 

covering a large part of the country’s financially backward section. 

Importance of Microfinance  

Microfinance in India plays a major role in the development of India. It act as an anti-poverty 

vaccine for the people living in rural areas. It aims at assisting communities of the economically 

excluded to achieve greater level of asset creation and income security at the household and 

community level. The utmost significance of microfinance in India is that it dispenses the 

access to the capital to small entrepreneurs. As it has been discussed above that microfinance 



in India is providing loans, insurance, access to savings accounts. 

 

The concept of microfinance focuses on women also by granting them loans. It act as a tool for 

the empowerment of poor women as women are becoming independent, they are able to 

contribute directly to the well beings of their families and are able to confront all the gender 

inequalities. The major targets of microfinance are the poor rural and urban households and 

women too. The Reserve Bank Of India imparts no ceiling with respect to minimum and 

maximum amounts to be given as loan. 

 

Credit is important to the poor people for maintaining the common imbalance in between the 

income and their expenditure. It is also vital to the poor people for the income generating 

activities like investing in marginal farms and other small scale self employment ventures. 

Their access to formal banking channels are low due to the lack of resources an nature of formal 

credit institutions. Consequently in India, Microfinance institutions and self help groups are 

leading to other traditional banking channels as they are catering the need of credit to poor 

people. It has contribute a lot in enhancing the quality of life of the poor people. 

 

Therefore microfinance is not a financial system but a tool to allievate poverty from the country 

and bring social change and especially to uplift the status of women in our country so they can 

become self reliance. There is a public interest the interest of microfinance and this is what 

makes it acceptable as valid goal for public policy. 

Models of microfinance operating in india 

 

COMMUNITY BANKING MODEL  

 Community Banking model essentially treats the whole community as one unit, and 

establishes semi-formal or formal institutions through which microfinance is dispensed. Such 

institutions are usually formed by extensive help from NGOs and other organizations, who also 

train the community members in various financial activities of the community bank, closely 

related to the village banking model. These institutions may have savings components and 

other income-generating projects included in their structure. In many cases, community banks 

are also part of larger community development programmes which use finance as an 



inducement for action. Village banks are community-based credit and savings associations. 

They typically consist of 25 to 50 low-income individuals who are seeking to improve their 

lives through self-employment activities. Community-based organizations (CBO) differ from 

solidarity group in that they assume eventual graduation of their borrowers from the lending 

institutions. Therefore, the primary function of CBOs is to develop internal financial 

management capacity of the group in order to create a mini-bank, independent of the lending 

institution, owned and managed entirely by the poor. The subcategories of the CBOs are 

community managed loan funds (CMLF) and village savings and loan associations (VSLA). 

The former is more widely known as a village banking model and it was developed by John 

Hatch of FINCA. The main distinctions between CMFLs and VSLAs are the following: 1. 

CMLFs receive initial external funding (in the form of a loan or grant). There are two main 

approaches to community-managed loan funds-Village Banking and 122 Revolving Loan 

Funds. In addition to the external funding, CMLFs have internal fund (money invested by the 

members of the fund). 2. VSLAs generate all funds internally (through member savings or 

retained interest) and receive no external funding. VSLAs can receive technical assistance from 

NGOs and some equity funding only. 

 

CO-OPERATIVE MODEL  

Cooperatives are very much like 'associations and Community Banks' except that their 

ownership structure does not include the poor. A co-operative is an autonomous association of 

persons belonging to the same local or professional community united voluntarily to meet their 

common economic, social, and cultural needs and aspirations through a jointly-owned and 

democratically-controlled enterprise. Some cooperatives include member-financing and 

savings activities in their mandate. Members participate in all the major decisions and 

democratically elect officers from among themselves to monitor the administration of the co-

operative. 126 Creditworthiness and loan security are a function of cooperative membership 

within which member savings and peer pressure are assumed to be a key factor. Though the 

magnitude and timing of savings and loans are largely unrelated, a special effort is made to 

mobilize savings from members. The leading organization that has been successful in using the 

co- operative form in rural micro finance in India has been the Cooperative Development 

Forum (CDF), Hyderabad, which has relied upon a ‘credit union’ involving the saving first 

strategy. It has built up a network of Women Thrift Groups (WTGs) and Men Thrift Groups 



(MTGs). They are registered under Mutually Aided Cooperated Society Act (MACs) and 

mobilize savings resources from the members and access outside/supplementary resources 

from the individual system. The WTG or MTG are divided into small groups (10 to 15 

members) to facilitate better monitoring of thrift and repayment of loans. CDF encouraged 

members to identify more strongly with their WTG/MTG rather than with the groups, as 

WTG/MTG are the primary legal entities and viable units of operation.  

THE GRAMEEN MODEL 

 Grameen model is based on the concept of joint liability. It is the brainchild of Prof 

Muhammad Yunus, founder of Grameen Bank in Bangladesh. Grameen model is the most 

accepted and prevalent micro-finance delivery model in the world today. Many MFIs have 

accepted the model as it has high focus on standardization and discipline. It has been highly 

successful in its banking service to the poor as well as in its poverty alleviation programmes. 

INTERMEDIARY MODEL 

 Access to microfinance has improved lives up to some extent, the estimated impact appear to 

be quite small and heterogeneous. This is because of the restrictions mandated by microfinance 

institutions. A better model of microfinance should be designed that will be more flexible 

system of microfinance that targets smallholder agriculture, without requiring collateral and 

without endangering financial sustainability. Ideally it should allow individual liability loans, 

drop savings requirements, have less rigid repayment schedules (so that recipients can invest 

in high return projects with longer gestation period like agriculture) and reduce/eliminate costly 

meetings with MFI officials. Is it possible to do all of these and still ensure high repayment 

rates? Designing such a model that functions is not easy because crucial issues like borrower 

selection and repayment incentives have to be addressed. One possible solution is to draw upon 

one of the key premises of microfinance: harness of local information and social capital. If 

there are third parties within the local community with information concerning 

creditworthiness of borrowers and with some ability to impose sanctions on non-performers. 

These third 133 parties could be appointed as loan intermediaries. On this basis we can say that 

Intermediary model of credit lending position is a 'go-between' organization between the 

lenders and borrowers. The intermediary plays a critical role of generating credit awareness 

and education among the borrowers (including, in some cases, starting savings programmes. 

These activities are geared towards raising the 'credit worthiness' of the borrowers to a level 



sufficient enough to make them attractive to the lenders. The links developed by the 

intermediaries could cover funding, programme links, training and education, and research. 

Such activities can take place at various levels from international and national to regional, local 

and individual level.1 Intermediaries could be individual lenders, NGOs, microenterprise/ 

microcredit programmes, and commercial banks (for government financed programmes). 

Lenders could be government agencies, commercial banks, international donors, etc. Most 

models mentioned here invariably have some form of organizational or operational 

intermediary - dealing directly with microcredit, or nonfinancial services. For 

recommendations, agents receive incentives in monetary as well as non- monetary basis. The 

agents receive commissions based on loan repayments. Second, there is a system of deposits 

and bonuses aimed at ensuring that the agent recommends good borrowers. Finally agents (in 

conversations during field visits) noted that they expected to increase their visibility within the 

village community and hence experience an increase in their long term reputation within the 

community and a boost to their ego. From a policy perspective this approach resembles the 

recent policy recommendation by the Reserve Bank of India to set up a network of banking 

correspondents (BCs) and banking facilitators (BFs) in order to expand financial services to 

rural areas, remote locations and uncovered household.  

INDIVIDUAL BANKING MODEL  

In the past decade, many MFIs have begun to recognize that the traditional group based lending 

(GBL) model is too restrictive and not universally applicable. As a result, many institutions 

have started to shift towards various alternative models including group based loans with 

individual liabilities where repayment is still weekly during a group meeting, or by simply 

shifting to a model that extends an individual liability loan. The shift towards individual loans 

has been remarkable over the past few years. As Dean Karlan and Jonathan Zinman said “recent 

estimates suggest that about one-half of microfinance institutions are individual liability 

lenders.” Therefore, it is not accurate to denote that microfinance is solely based on a group 

lending methodology. The individual model is, in many cases, a part of a larger ‘credit plus’ 

programme, where other socio-economic services such as skill development, education, and 

other outreach services are provided. This is a straight forward credit lending model where 

micro loans are given directly to the borrower. It does not include the formation of groups, or 

generating peer pressures to ensure repayment. 

OTHER MODELS  



 (i) MIXED / MULTIPLE MODELS 

 Some MFIs started with the Grameen model but converted to the SHG model at a later stage. 

However they did not completely do away with Grameen type lending and smaller groups. 

They are a mix of SHG and Grameen model. Many MFIs have adopted multiple models for 

the provision of micro finance. It was seen that NGO- based MFIs are using mostly the SHG 

model and the NBFI-based MFIs are mostly using the JLG model for the disbursement of micro 

finance. But in the recent past, it was noticed that certain MFIs are using multiple models like 

SHG, JLG, Mutual Aided Cooperatives etc. even in the same operational area and same 

category of product. ADHIKAR Micro Fin, a Orissa-based NGO-MFI, provided microfinance 

products and services through various models like JLG Model, Cooperative Model, Remittance 

Model and Banking Correspondence Model. The main difference between these programs is 

rather marginal. The SHGs model is widely used in India. 1Murray, U. and Boros, R. Socio-

Economic and Gender Analysis (SEAGA) Programme, FAO. 2002, P. 13. 140 According to 

the SHGs and Grameen models offer economies of transaction cost to MFIs, but at the cost of 

members time because the unit of dealing is “group” rather than individual. In contrast, MFIs 

offering individual loans incur higher transaction costs for serving their borrowers.  

(ii) BUSINESS FACILITATOR/ BUSINESS CORRESPONDENT MODEL 

 In 2006, RBI permitted banks to appoint business facilitators and business correspondents 

(BC). While the former can merely promote the business of the bank; the latter can take on a 

larger scope of activities, such as disbursal of small value credits, collection of small value 

deposits, sale of micro insurance, pension and other third party products as well as receipt and 

delivery of small value remittances and other payment instruments.  

BUSINESS FACILITATOR (BF) MODEL 

 As per RBI guidelines, banks are encouraged to use intermediaries, such as NGOs, Farmers' 

Clubs, cooperatives, community based organisations, IT enabled rural outlets of corporate 

entities, post offices, insurance agents, well-functioning Panchayats, Village Knowledge 

Centres, Agri Clinics/Agri Business Centres, Krishi Vigyan Kendras and KVIC/KVIB units, 

as Business Facilitator (BF) for providing facilitation services, viz. identification of borrowers 

and fitment of activities; collection and preliminary processing of loan applications including 

verification of primary information/data; creating awareness about savings and other products 



and education and advice on managing money and debt counseling; processing and submission 

of applications to banks; promotion and nurturing SHGs/ JLGs; post sanction monitoring; 

monitoring and handholding of SHGs/JLGs/Credit Groups/others; and follow-up for recovery. 

BUSINESS CORRESPONDENT (BC) MODEL 

 It has been widely recognised that it is not feasible to have physical banking facility in every 

habitation. Hence, the financial inclusion strategy largely focuses on the use of information and 

communication technology (ICT) to expand access to banking facilities through Business 

Correspondent (BC), who carries a hand-held device which is networked to the bank’s systems. 

RBI issued guidelines in January 2006 for the engagement of BCs by banks for providing 

banking and financial services in addition to the traditional ‘brick and mortar’ model. Under 

the BC Model, banks have been permitted to use the services of various entities like 

NGOs/SHGs, Farmers Clubs (FC), PACS, Microfinance Institutions (MFIs) and other Civil 

Society Organisations (CSOs), companies registered under Section 25 of the Companies Act, 

1956, ‘for profit’ companies, retired Government/bank employees/teachers, ex- servicemen, 

individual owners of kirana/medical/Fair Price shops, agents of small savings schemes of 

GOI/Insurance companies, individuals who own petrol pumps, and Post Offices to act as BCs. 

Units 2:  

Micro finance delivery models 

The availability of credit and banking facilities to the poor and underprivileged segment of the 

society can be reached through Microfinance. The Government and the Reserve Bank have 

taken several initiatives, from time to time, such as nationalisation of banks, prescription of 

priority sector lending norms and concessional interest rate for the weaker section of society. 

It was, however, realised that further direct efforts were required to address the credit needs of 

poor people. In response to this requirement, the Micro finance movement started in India with 

the introduction of SHG bank linkage programme (SBLP) in the early 1990s. At present, there 

are mainly two models for delivery of Microfinance in India SBPL model and the MFI model. 

 The SBPL model had more borrowers and loans outstanding in comparison with other models 

of Microfinance. SBPL model is recognized as largest Microfinance programme in all over the 

world as per its coverage. Apex Institutions like RBI, SIDBI, and NABARD have also taken a 



number of steps to drive movement of Microfinance programs in India. The developments 

relating to evolution of various models of the Micro finance movement are detailed in the 

present section. The Micro finance sector started getting recognition in India after the launch 

of the SBLP. 

 All over the world lot of basic effort had been step forwarded since 1980s which set a 

framework for Microfinance efforts in India. The approaches for delivery of Microfinance are 

varied in nature. There is no specific model which fits into all conditions rather there is an easy 

and elastic approach needed to meet the credit requirement of poor people. Each model has to 

be modified as per different situation and local requirements. Various delivery models have 

been adopted by Microfinance institutions and they can be categorized in to following broad 

categories. 

 SHG-Bank Linkage Model 

 A SHG is a small group of about 10-20 persons from a homogeneous class of rural and urban 

poor which promoted savings among members and used these resources for meeting their credit 

needs The group is democratically formed and elects its own leaders. The vital features of 

SHGs are it consists of members belonging to the same community or society and having 

common economic goal. 

 Their aims for formation of SHG include economic welfare of all members. 

 Under the SBLP, the following three different models have emerged in India:  

 Model I: SHGs promoted, guided and financed by banks. 

 Model II: SHGs promoted by NGOs/ Government agencies and financed by banks. 

 Model III: SHGs promoted by NGOs and financed by banks using NGOs/formal 

agencies    as financial intermediaries. 

 Micro Finance Institution Model 

 The MFI model in India is characterised by a diversity of institutional and legal forms. MFIs 

in India exist in a variety of forms like trusts registered under the Indian Trust Act, 1882/Public 

Trust Act, 1920; societies registered under the Societies Registration Act, 1860; Co-operatives 

registered under the Mutually Aided Cooperative Societies Acts of the States; and nonbanking 



financial companies (NBFC)-MFIs, which are registered under Section 25 of the Companies 

Act, 1956 or NBFCs registered with the Reserve Bank. These MFIs are scattered across the 

country and due to the multiplicity of registering authorities. 

 Federated Self Help Group Model  

Self Help Groups are successful in empowering women by providing direct and indirect 

benefits to them. SHGs are small in size generally 10 – 15 members having limited in the types 

of financial services they can provide to its members. Federation of SHGs have more than 1000 

members In Federated SHG model, there is a three tier structure the first tire is the SHG, the 

second tier is a cluster and the third tier is an apex body, which represents the entire SHG. At 

the cluster level, each SHG is represented by two of its members. The apex body usually made 

up of 10 – 15 members and they form the link between the SHGs and the NGO which is 

supporting to them. With the help of federations and NGO with limited resources, it has impact 

on a large number of poor people. Examples of Federated Self Help Group model are 

PRADAN, Chaitanya and SEWA. 

 Bank Partnership Mode 

 In this model, the bank is the lender and the MFI acts as an agent for handling items of work 

relating to credit monitoring, supervision and recovery, while the borrower is the individual. 

In Bank Partnership model Microfinance institutions acts as an agent of bank. Microfinance 

institutions are only concerned with dealing with clients for granting loan to final repayment. 

In this model MFI for larger funding access holds the borrower loan on its account for some 

time and refinance through the mean of securitization. Grameen Bank Model In 1970s 

Grameen Bank model was launched in village area of Bangladesh to empower the poor people 

through Microfinance. After great success of GB Model it was created as formal Bank under 

special Law in 1983. The bank is owned by the poor burrowers mostly women. The Grameen 

bank eliminates the concept of collateral security for taking loan from bank and upturned the 

conventional banking practice. It is formed on mutual trust and provides credit facilities for 

self employment and profit making activities to low income people. The main feature of 

Grameen bank model is it provides door step service to poor people. In India Grameen bank 

model was adopted by CASHPOR financia l and technical limited, SHARE Microfinance 

limited, and Activist for social alternatives (ASA). 



 

 

 

Some of the significant features of Grameen bank model are 

 Low transaction costs 

 Loans are collateral free, 

 Repayment of loans in small and short interval. 

 Quick loan sanctions with little or no paper works 

 Repayment of loans in small amountis one of the major reasons of high loan recovery rate of 

a Grameen Bank.  

Banking Correspondents Model 

 In January 2006, the Reserve Bank permitted banks to utilise the services of NGOs, MFIs 

(other than NBFCs) and other civil society organisations as intermediaries in providing 

financial and banking services through the use of businessfacilitator and business 

correspondent (BC) models. The Bank correspondent‟s model permits bank to do transaction 

at closer areas of rural population. Thus BC model addressed the problems of poor people from 

remote areas. The BC model uses the MFI‟s ability to get close to poor clients – a necessity 

for savings mobilisation from the poor – while relying on the financial strength of the bank to 

safeguard the deposits. Union finance minister in union budget 2008-09 allowed banks to 

appoint retired bank employee or retired government employee as business correspondents 

(BC). 

Regulation and Co-Ordination of Microfinance Institutions 

REGULATION OF MICRO-FINANCE INSTITUTIONS  

The rapid growth of micro-finance sector and varied number of microfinance providers 

influencing the lives of millions of clients have necessitated the need for regulating the sector. 

In India microfinance is provided by a variety of entities. These include banks (including 



commercial banks, RRBs and Cooperative Banks), primary agricultural credit societies, SHGs 

linked to banks and MFIs that include NBFCs, 59 section 25 companies, trusts and societies as 

also cooperatives (Under MACS). Currently, banks and NBFCs fall under the regulatory 

review of Reserve Bank. Other entities are covered in varying degrees of regulation under the 

respective state legislations. There is no single regulator for thus sector. In this context for the 

orderly growth and development of the sector, the Government of India has proposed a 

legislation and formulated a Micro-financial Sector (Development and Regulation) Bill, 2007. 

The Bill envisaged NABARD to be the regulator and provides that all micro-finance 

organisations desirous of offering thrift services may get registered with NABARD.  

 

STATE LEVEL REGULATIONS  

Various requirements have been enacted to restrict and control microfinance practices at the 

state level. Most prominent state level regulations are the money lending act and the Andhra 

Pradesh Micro-Finance Institution (regulation of money lending) ordinance, 2010. The money 

lending Act, though originally intended to restrict the interest rates charged by money lenders, 

has been applied to micro-finance institutions in some states. The Andhra Pradesh ordinance 

was enacted in 2010 during the repayment Crisis in Andhra Pradesh, greatly restricting 

microfinance institutions by including measures such as by district registration, required 

collection near local government premises, and forced monthly repayment schedules. The 

another land mark of the Andhra Pradesh Government is the legislation enacted in 2010-11 

which has brought the customer protection issues to the central stage. The legislation stipulated 

mandatory registration of MFIs, disclosure of effective interest rate to the borrowers, ceilings 

on the interest rates and strict penalties for coercive recovery practices. 

ELEVENTH PLAN DOCUMENT OF THE GOVERNMENT 

 In the eleventh plan document, Government recognised the importance of strengthening SHG 

initiatives, policies and schemes which will simultaneously increase women's awareness, 

bargaining power, literacy, health, vocational and entrepreneurial skills, which will determine 

how SHGs may better serve the interest of poor women and suggest changes required in overall 

SHG policy frameworks. The Eleventh Plan recognised the importance of this issue and 



proposed a HLC (High Level Committee) to conduct a review of SHG related policies and 

programmes.  

THE ANDHRA PRADESH MICROFINANCE / INSTITUTIONS (REGULATION OF 

MONEY LENDING) ACT, 2010 

 Large-sized MFIs are operating in the state of Andhra Pradesh. Adverse developments were 

reported in the form of high interest charged by certain MFIs, coercive methods of recovery, 

poaching of SHGs by MFIs, multiple financing by the MFIs leading to over indebtedness by 

the poor households etc. In their backdrop, Government of Andhra Pradesh, in October, 2010, 

issued Andhra Pradesh Micro Finance Institutions (Regulation of Money lending) ordinance, 

2010 to "Curb the undesirable operations of MFIs" in the state. The Act is applicable to NBFCs 

doing microfinance business in the state.  

The act purported to ‘protect women SHG from the exploitation’ by MFIs in the state. The Act 

rolls out the following: 

i) All MFIs operating in Andhra Pradesh shall within 30 days apply for registration 

before the registering authority. 

ii) Members of one SHG shall not be the member of more than one SHG. 

iii) All loans by MFIs have to be without collateral. 

iv) Maximum amount of interest was stipulated, the aggregate interest not to exceed the 

principal amount. 

v) MFIs must display the rates of interest in their premises.  

vi) No MFI shall extend further loan to an SHG where the SHG has an outstanding loan 

from a bank.  

vii) MFI shall not deploy agents for recovery.  

viii) Repayments have to be made at the office of the Gram Panchayat or at the designated 

public place.  

ix) Loan recoveries have to be made only in monthly installments.  

x) Carrying business without registration and including a coercive recovery method 

would attract penalty by way of imprisonment. 



RBI’s DIRECTIVES & SUPPORT FOR EFFECTIVE REGULATION OF 

MICRO-FINANCE PROGRAMMES IN INDIA 

 To have access to institutional credit by poor sections of the society, microfinance is 

one of the most sustainable and effective tool. Where microcredit refers to availability 

of loans in small quantities, microfinance has a broader meaning and it includes other 

financial services likes saving, insurance etc. 

 Realising the importance of credit in the socio-economic development process, the 

Reserve Bank of India has taken various steps in this regard and has encouraged banks 

to make timely and adequate finance available to poor for agriculture as well as allied 

activities making institutional credit and finance to the poor. 

 Between 1950 and 1969 the emphasis was on the promoting of cooperatives. The 

nationalization of major commercial banks in 1969 marks a watershed. From this 

onwards, the focus shifted from the cooperatives as the sole providers of rural credit 

to the sole providers of rural credit to the multi agency approach. This also marks the 

beginning of the phenomenal expansion of the institutional structure in terms of 

commercial bank branch expansion in the rural and semi urban areas. For the next 

decade and half, the Indian banking scene was dominated by this expansion. Regional 

rural banks (RRBs) were setup in 1975 as low cost institutions mandated to reach the 

poorest in the credit deficient arrears of the country. RRBs are the only institutions in 

the Indian context which were created with a specific poverty alleviation microfinance 

mandate. During this period, Central Bank (RBI) intervened to enable the system to 

overcome the problems which were considered as discouraging the flow of credit to 

rural sector such as absence of collateral among the poor, high cost of servicing, 

geographically dispersed customers, lack of trained and motivated rural bankers etc. 

After this the concept of ‘Priority Sector’ gained importance in the late sixties to focus 

attention on the credit needs of neglected sectors and under privileged borrowers.  

 In 1987-90, NABARD conducted several studies of the MYRADA Model such as the 

transaction cost study. Based on the feedback, NABARD and RBI took three policy 

decisions:-  



 a) Banks could lend to groups at low traction cost, which would account for priority 

sector lending.  

b) In 1992 RBI agreed to give one loan to the group. Emphasis was on giving the 

group, the freedom to decide how best to distribute the loan amount. 

 c) Banks could lend to unregistered groups as long as they function as registered 

society. 

 In 1993, the RBI also allowed SHGs (registered or unregistered) to open saving 

accounts in banks. Facility of availing bank services from all nationalised banks was 

a major boost to the movement. 

MICRO FINANCE INSTITUTIONS (DEVELOPMENT AND 

REGULATIONS) BILL 2011  

The Micro Finance Institutions (Development and Regulations) Bill 2012 is an 

updated version of an earlier Bill drafted in 2007. The bill had been released on May 

22, 2012 after many changes to consider the most recent RBI regulation. The Bill 

addresses all legal forms of microfinance institutions, providing a comprehensive 

legislation for the sector. New regulation includes:-   

 Designation of RBI as the sole regulator for all microfinance institutions 

 Micro credit facilities not exceeding Rs. 5 Lakh in aggregate or with RBI 

specification Rs. 10 Lakh to each individual 

 Central Govt. will create a micro finance Development Council with officers 

from different ministries and departments for the development of MFIs.  

 Central Govt. will also form state Micro Finance Councils to coordinate the 

activities of District Micro Finance Committees. Bill requires that all MFI 

should obtain a certificate of registry on from RBI after having net owned 

funds of Rs. 5 Lakh. 

 Each MFI will create a reserve fund by appropriating the fixed percentage  

(specified by RBI) from net profit.  



 MFI will provide an annual balance sheet and profit and loss account for audit 

to  the RBI. Return of MFI will give details about any change in corporate 

structure, such as shut down, amalgamation, takeover etc.  

 RBI can issue the directions to MFI regarding extent of assets deployed in 

Micro finance activities, ceilings on loans, limit of annual percentage, rate 

charged, limit on the margin etc.  

 RBI will create the Micro-Finance Development Fund to provide loans, grants 

and other micro credit facilities to any MFI.   

 RBI is responsible for redressal of grievances for beneficiaries of micro 

finance services.  

 RBI can impose a penalty up to Rs. 5 Lakh for any contravention of the Bill’s 

provisions and No civil court can challenge.  

 Bill gives the central govt. authority to delegate certain RBI powers to the 

NABARD or any other central Govt. agency.  

 The central Govt. has the power to exempt certain MFIs from the provisions 

of the bill.  

 The designation of RBI as the sole regulator would be a positive step forward 

for the Micro Finance sector 

Types of Regulation 

Financial institutions are generally subject to prudential and non-prudential 

regulation.  Prudential regulation ensures the financial soundness of the industry.  This 

regulation provides the appropriate legal framework for financial operations to help prevent 

and reduce financial sector instability. A 

financial authority directly sanctions microfinance institutes and assumes the responsibility for 

the soundness of regulated institutions. Non-prudential regulation, on the other hand, 

encompasses regulations about the institution’s business operations.  

 A financial authority does not sanction the business, but offers guidelines and invokes 

standards that do not involve the implicit guarantee of the financial authority. Examples of non-

prudential regulation could include truth in lending laws, fraud and financial crimes prevention, 

interest rate policies, among others.   These rules serve to protect the consumer.  The type and 



level of regulation depends on how the microfinance institute is formed and what services it 

provides. 

Benefits of Regulation 

The advantages of regulation in the microfinance industry for the customer and financial 

markets are numerous.  Regulation serves to ensure the financial soundness of an MFI, 

reducing the chance of failure and reinforcing the public’s trust in these financial 

institutions.  Regulations in the form of capital adequacy requirements, reserve requirements, 

loan loss provisions, and loan documentation are all examples of measures to ensure an MFI 

will be able to maintain its operations. Regulations also serve to protect borrowers by 

preventing profit maximization at the client’s expense.  MFI’s can often have considerable 

local market power which can result in monopolistic lending practices.  These practices can 

result in usurious interest rates and expensive fees.  For MFI’s that take deposits, regulation 

helps to prevent a loss of client savings from failure of the MFI.  For the poor, these savings 

can be vital to deal with economic uncertainties and their loss can have grave effects.  In 

addition, regulation and supervision may promote the development of the microfinance 

industry, attracting greater borrowing and more deposits from the public. 

Costs of Regulation 

Regulation has many obvious advantages, however it can come at a price.  The breadth and 

diversity of the microfinance industry can lead to difficulties and great expenses in order to 

administer and monitor all of the MFI’s. Also, establishing regulatory rules intended to service 

microfinance customers and markets, can potentially harm MFI’s and their customers as well. 

Cost of supervision. Regulatory authorities will need to supervise a growing number of MFI’s 

in a country.   Given the variety of MFI types and the different regulatory requirements and 

standards for each, supervision can often be costly.  These costs are partly passed on to MFI’s 

in the form of licensing fees, making it more expensive for the MFI to operate.  The 

microfinance industry already endures high operating expenses in relationship to its loan 

portfolio size, and these additional costs add greater difficulty to maintaining operations. 

MFI’s are often small, numerous, located in remote regions, and have poor record keeping. The 

administration and reporting requirements for the MFI can involve high levels of supervision 



and can be burdensome and expensive.  This added work and expense will partly be borne by 

the clients in the form of higher interest rates and fees.   In addition, higher costs may slow the 

growth of financial services offered to disadvantaged groups.  Ultimately borrowing will 

become more expensive and more limited for the already poor clients. 

Control of interest rates.  Regulatory institutions can impose interest rate caps.  MFI’s 

naturally bear high costs as they provide small loans in remote areas.  Often higher interest 

rates are charged to compensate the MFI for the added expenses in servicing its 

clientele.  Limiting interest rates can prevent usurious lending, however it can also limit the 

customer base and the geographical scope for the MFI.   Higher interest rates may be the only 

way MFI can operate in a sustainable manner.  Limiting interest rates may adversely affect the 

very poor and those who live in remote places by discouraging microfinance services in these 

areas and for those people. 

Capital requirements.  A minimum capital requirement can limit entrance into the 

industry.  Capital requirements might also restrict future operations in terms of cost and 

outreach.  These requirements can limit the start-up of a new MFI to service clients and can 

limit existing MFI’s in terms of how widely they can operate.  These limitations can reduce the 

reach of MFI’s and may reduce the competition in the industry, preventing potential borrowers 

from receiving financial services or making financial services more expensive. 

 

Success stories of microfinance 

 BEST PRACTICES AND SUCCESS STORIES IN MICROFINANCE AND INCOME-

GENERATING PROGRAMMES FOR WOMEN IN FISHING COMMUNITIES 

The field of microfinance is diverse because it is still evolving. There is no single approach, 

lending methodology or organizational structure appropriate for all situations. Therefore every 

model must be adapted to the local context and tailored to fit and reflect local needs. Best 

practices, as exemplified by the cases and examples presented in the workshop, should 

therefore be seen with this perspective in mind. They are by no means a comprehensive or 

systematic documentation but a selection that showcases the diversity of methodologies and 

approaches that have worked so far for the better interests of fisherwomen. The "success 



stories", as they were, are indicative of the effective delivery of microfinance and other support 

services to fisherwomen in particular and to larger fishing communities in general. 

Model I. SHGs formed and financed by banks.  

In this model, the bank itself takes up the work of forming and nurturing the groups, opening 

their bank accounts and providing them with bank loans after satisfying itself as to their 

maturity to absorb credit. Here, the bank acts as the SHGPI. 

Model II. SHGs formed by NGOs and formal organizations but directly financed by the 

banks. 

 In this model, groups are formed by NGOs (in most cases) or by government agencies. The 

groups are nurtured and trained by the agencies. The bank then provides credit directly to the 

SHGs after observing their operations and maturity to absorb credit. While the bank provides 

loans to the groups directly, the facilitating agencies continue their interactions with the SHGs. 

Most linkage experiences begin with this model, where NGOs play a major role. The model 

has also been popular with and more acceptable to banks, since some of the difficult functions 

of social dynamics are externalized. Around 75 percent of the total number of SHGs are 

financed under this model. 

Model III. SHGs financed by banks using NGOs and other agencies as financial 

intermediaries. 

 For various reasons, banks in some areas are not in a position even to finance SHGs promoted 

and nurtured by other agencies. In such cases, the NGOs act as both facilitators and 

microfinance intermediaries. First, they promote the groups, nurture and train them and then 

they approach banks for bulk loans for onlending to SHGs. 

The following cases demonstrate the implementation of the SHG-bank linkage programme in 

five maritime states. 

Kerala 

Kerala's long stretch of coastline, extending for over 590 km, accounts for about 10 percent of 

India's coastline. It also contributes nearly 27 percent of total fish landings and 22 percent of 



export earnings of marine products in the country. The fisheries sector is thus extremely 

important economically in Kerala, serving as the main source of livelihoods and income to 

some 330 000 fishers spread over 222 coastal villages. 

Yet although Kerala has around 21 000 SHGs linked to various banks, very few are exclusive 

fishermen's/fisherwomen's groups. This is because the fishing population is not confined to 

certain pockets and people usually live as mixed groups. 

In general, the relative success of the SHG model in Kerala can be attributed to the interlink 

between how the SHGs function as member-based organizations and how these impact on their 

microcredit activities. The organizational attributes include the homogeneity of members in 

terms of their economic status, leadership rotation, weekly group meetings where decisions are 

made collectively and savings collected and the freedom to craft their own bylaws that spell 

out penalties and sanctions for members. For its microcredit activities, both consumption loans 

and loans for productive purposes are provided for members. Funds are also made available to 

cover marriage, death and festivals. 

Joining SHGs has freed members from the shackles of moneylenders and intermediaries and 

contributed to income increases, as illustrated in the following success stories. 

SHG saves a fish vendor from sharks/moneylenders. Madhavi is an illiterate scheduled caste 

woman. Her husband's death from tuberculosis drove her and her three children to starvation. 

She took up fish vending for a living, borrowing Rs90 every day in the morning and repaying 

Rs100 in the evening to a local moneylender. She joined the Valamangalam SHG in Alappuzha 

in 1996 and took out her first loan of Rs2 000 for fish vending in May 1997. That made a world 

of difference to Madhavi's life. She is now able to do more business and earn a comfortable 

margin, since she can save Rs10 after meeting all her household expenses. Today, through the 

SHG, she dreams about a future with two square meals a day, free from moneylender problems. 

Fishermen have benefited from women's SHGs. People in the seventh ward of 

Kumarakom panchayat, Kottayam are mostly fishers who depended heavily on intermediaries 

for their financial needs. These intermediaries helped them to obtain money to buy new nets, 

repair their old ones or see to any other financial needs they faced. Some of the intermediaries 

were professional moneylenders and charged exorbitant interest rates. Others were fish traders 



and gave loans on the condition that the fishers sell their catch only to them, until the loan was 

repaid. Thus the people in the area were a highly exploited group. 

When Kumarakom Vikasana Samithy decided to launch the Gramalakshmi programme in line 

with NABARD's SHG programme, the seventh ward was uppermost in their minds. There are 

four SHGs now functioning well with regular group meetings, weekly thrift and loans to their 

needy members. One of the purposes for which these groups have given loans to their members 

is to help them to buy new nets and to free themselves from the clutches of intermediaries. 

These groups have given about 15 such loans, with amounts ranging from Rs1 000 to 1 200 

over six months. As a result, the fishers can now sell their catch to anyone who offers them a 

good price. 

Significant changes in the fishermen's lifestyles have also been observed. Previously they used 

to harass women while under the influence of alcohol but now they have stopped and have 

started to respect their companions. 

The Women's Initiative Network (WIN) project. SHG formation work started in the WIN 

Centre in 1996 in the Alappuzha and Ernakulam districts. It was a purely women's initiative 

whose purpose was the multidimensional empowerment of women and children in fishing 

communities. There are now about 348 SHGs in the WIN project, involving nearly 7 000 

women. The SHGs have accumulated a thrift kitty of Rs15.3 million that serves as a revolving 

fund. The fund has now "revolved" nearly three times with women obtaining over Rs42 million 

as internal loans for consumption as well as for productive purposes. The track record of the 

repayment of internal loans is 100 percent. 

Over 255 of the WIN SHGs are now linked to various local commercial banks through 

NABARD refinance. A total of Rs12 million was taken out as loans for income-generating 

activities. A zero tolerance principle for non-repayment is followed strictly. 

The availability of credit has made a significant contribution to women's incomes. The WIN 

Centre reports that a study of WIN SHGs' income-generating initiatives has given women an 

additional income of Rs6 890 per year. On a daily basis, the increase is still low because of 

poor production and marketing practices. WIN SHGs would like to upgrade their technical 

skills and would benefit from assistance from technology, marketing and management 

professionals. 



West Bengal 

West Bengal is the highest consumer of fish and fishery products in India, with a per capita 

consumption of 15.6 kg compared with the national average of 8 kg. Over 1.1 million fishers, 

representing less than 1 percent of the total state population, are involved in the sector. The 

state has a huge natural resource base for freshwater as well as brackishwater aquaculture, 

contributing about 75 percent of total seed production in the country and nearly 23 percent of 

total production of farmed shrimps and prawns. Average productivity, however, is low even 

though considerable scope and prospects for expansion and diversification exist. Marine fish 

production has been limited because of a short coastline and yields believed to have reached 

their maximum sustainable levels. Any appreciable increases from this sector can only be 

augmented by mariculture of suitable aquatic species. 

In the last five years, NABARD's refinance for the whole fisheries sector in West Bengal grew 

from Rs20 million in 1998 to about Rs68 million in 2002. Cumulative microcredit 

disbursements to all sectors to approximately 32 686 credit-linked SHGs was Rs224 million. 

These SHGs have been organized fairly recently (less than three years ago), indicating that 

many have not reached the stabilization stage. Average savings per SHG are Rs284 while the 

average loan size is from Rs1 000 to 2 000 per member. Microcredit is mostly used for 

production purposes rather than for consumption, as attested by the following cases. 

Crab fattening and trading. Crab fattening has rapidly gained popularity in villages in the North 

24 Paraganas district. Some 200 members belonging to 15 women SHGs are now involved in 

the activity. Moreover, 15 women's SHGs, covering a 5 ha area in the Sundarbans, have taken 

up this occupation. The culture period is from 20 to 25 days and crabs from the region have 

found their way to export markets in the United States, Europe and Southeast Asia. Two 

cooperative societies with mixed membership groups are engaged in the trading activity. 

Women members are fully involved, from feeding, segregation and grading crabs for 

marketing. 

Value-added minced fishery products. About 150 members belonging to a fisherwomen's 

cooperative society in the Purva, Medinipur, North 24 and South 24 Paraganas districts and 

Bijipatuli in Kolkata are successfully engaged in the preparation and marketing of minced 

fishery products such as fish pickle, fish noodles, fish soup powder, fish papad and fish sauce. 



Ornamental fish breeding and rearing. Together with their husbands, women have been 

involved in this business in Udayarampur village, situated in Bishnupur, attached to Amtala of 

the South 24  Paraganas district. Women, in between their domestic work, help the men in the 

nursing and feeding of fish. Men catch Daphnia (water fleas) as feed in the village ponds. 

Maharashtra 

The fishery sector plays a strategic role in the state economy by contributing towards exports, 

food, nutritional security and employment generation in coastal and inland areas. The state 

ranked third in marine fish production from its extensive 720 km coastline and sixth in inland 

fish production in the country. 

The cumulative number of credit-linked SHGs in the state accounts for approximately 66.5 

percent (28 065 SHGs) of the total credit-linked SHGs in the region (covering the states of 

Gujarat, Maharashtra and Goa), involving a cumulative NABARD refinance of Rs402.23 

million. Of this, however, less than 4 percent (1 089) only of both total SHGs and bank credit 

(Rs26 million) went to four coastal districts in the state. This indicates enormous potential for 

more credit-linked SHGs in the coastal districts for fisheries activities. 

The involvement of fisherwomen in Maharashtra in pre- and post-harvest fisheries activities is 

substantial. Innovative fish marketing arrangements by fisherwomen's cooperative societies 

have reduced their exploitation by intermediaries. A particular case is cited below. 

Transport for fish marketing. The Mirkarwada Mahila Macchimar Sakahari Sangh in 

Sakharinate, Ratnagiri is a cooperative society that operates within a radius of 50 to 60 km 

from Ratnagiri, selling fish at various bazaars and village markets. Managed entirely by 

fisherwomen, this society has purchased two trucks and two buses with financial assistance 

and has evolved its own transportation system. In order to avoid the inconvenience of using 

public transport, each member's fish is transported at night by truck to a specified market. The 

women follow early the next morning by bus, get off at their respective markets and are picked 

up on their way back, once the market has closed. Loading, unloading and other services at 

each market are organized by the society. The system has worked so well that fisherwomen in 

other places have formed their own societies to undertake similar activities. 

Tamil Nadu 



The experiences of some fisherwomen's SHGs in Nagapattinam and Kanyakumari districts 

related below are illustrative of how the SHG concept can be a tool to improve the living 

standards not only of women members but of the whole community. 

Fish marketing. The Anaiya villakku and Kanniyamman SHGs in Akaraipettai village were 

organized in 2001 with 20 members each. They were assisted by the NGO Avvai Village 

Welfare Society and linked with the Indian Overseas Bank. The groups have accumulated 

savings of over Rs80 000 and took out loans of approximately the same amount to be used as 

capital for fish marketing. Repayment rates were reportedly at 100 percent. 

One of the major benefits in joining an SHG is freedom from moneylenders. With more capital 

at hand, fisherwomen in these groups have been able to upscale their fish trade by increasing 

the volume of fish they sell. Internal borrowings of members have also enabled them to provide 

for consumption needs, especially during closed or lean fishing seasons, and to take up other 

alternative income-generating activities such as milk vending, rice trading and other petty 

trade. They have also undertaken some group social activities for the improvement of their 

villages, such as clearing of drainage and the construction of toilets. 

Lobster fattening. A fisherwomen's SHG at Kodimunai village in the Kanyakumari district 

undertook a lobster fattening project under the guidance of the Life Care Trust NGO. The group 

was assisted under the SGSY scheme and was given a bank loan. The land required for the 

activity was made available by the District Administration. The women stocked juvenile 

lobsters in cement tanks and fattened them for about three months. The annual recurring 

expenditure for this project was about Rs100 000 and netted the group an income of about 

Rs175 000. 

Backyard ornamental fish breeding. Under the aegis of MSSRF, a group of 30 women in 

Keelamanaikudi, near Chidambaram, were trained in backyard ornamental fish breeding. The 

participating families were supplied with fish breeders, cement tanks, hand nets, pelleted feed, 

hand pumps and prophylactic medicines. The project demonstrated that the women could easily 

earn a minimum of Rs500 per month from the activity, which was supplemental to their other 

incomes from farm labour. This also ensured them a regular source of income even when there 

was no available farm work. 

Andhra Pradesh 



Andhra Pradesh has a long coastline of 974 km and is one of the most important maritime states 

in India. It ranks sixth in the country in marine fish production. Fishers constitute about 1.3 

percent of the total population. 

In Srikakulam, the northernmost coastal district of the state, there are nearly 1 000 

fisherwomen's groups, consisting of over 14 000 members, engaged in fish marketing, drying 

and salting. Approximately 500 of these groups are linked with and financed by banks with a 

cumulative loan amount of nearly Rs8 million. Some of the groups propose to scale up their 

operations in the second cycle of loans, which they intend to use for the purchase of iceboxes 

and minivans for fish transport. The groups also receive assistance from SGSY 

Some other success stories of microfinance 

Duckling 

Kalpana halder 

Kalpana is an agricultural labour in the village. A 35 year widow, Kalpana, has been able to 

change her economic status to a great extent after joining SHG since the last year. Kalpana has 

two children (a 12 year old boy who is in class six and a 9 years old daughter who is in class 

3). Her husband, Kalipada, died by snake bite 4 years back .The death of Kalipada to Kalpana 

was as a bolt from the blue which left her in the lurch in this cruel society alone. It was not 

easy to her to maintain a family with two small kids. Then MCDF encouraged her to join SHGs 

and become financially independent to serve her family. Before joining SHG she worked as a 

maid in households for survival. she became confident and self reliant after joining SHG and 

left the house maid job before employing herself in the agricultural field as a labourer.  After 

completing the mandatory six month’s savings she took 10 ducklings at a loan of Rs. 500/- 

from her group. Kalpana had the fortune of having 10 ducklings which now doubled in number 

with the time.Meanwhile, they are now laying eggs 10 to 15 per day which are sold to the local 

vendors  and return almost Rs. 50/- per day. She is happy that she can also feed eggs to her 

children every day. Now she has repaid her loan to SHG and with the surplus money she has 

again accumulated her savings in her group. She has now decided to take a cow loan in near 

future. 

Bird breeding 



Kanika Samanata 

A successful entrepreneur, Kanika Samanta, is a 40 years old housewife who extended her 

supportive hands to other women in the village in order to improve their condition in the 

society. She is the president of MUKTI Self Help Group (SHG). Her husband Sujit is a news 

paper slaesman and having small peice of land for cultivation. He earns 3000 per month where 

as Kanika earns 1500 per months by animal husbandry and farming colorful birds like 

Budgerigar. Her elder son Raju is studing in B.A and younger one is studying in 10th standard. 

She is motivating her sons to study more by providing the essential financial support to them. 

When government is attempting to promote literacy in villages, the inspirational initiatives 

from mothers like Kania are really commendable. She is heading SHGs in MUKTI to make 

more women self sustaible in her village. Under her leadership, MCDF is now managing more 

than 50 SHGs in coastal region of Sunderbans. She motivated local women to join SHG and 

start their own business and now MUKTI is leading more than 50 SHGs where as MUKTI 

started with only 2 SHG in a year back. Her group took loan from MCDF to start a plant nursery 

and farming of colorful birds. She is now independent and self sustaiable, she is always happy 

and in her own words, "I am independent of financial constraints and empowered and I want 

more women in the society to be empowered like me by the help of MCDF". 

Agriculture 

Madhabi Roy  

 Madhabi, a 22 year bold, confident and diligent women, and a house wife of Badal(36) who 

is a carpenter in the local villages and earns Rs. 2,000/-pm, is also a member of SHG  since last 

8 months. Madhabi has 2 children  and one of them is 3 years old and the other is 0.9 years old 

successively and the elder goes to Anganwari. They also comprise some farming lands. 

Meaningfully Madhabi passed class XII in second division from Govt. school and she gives 

tution to the local boys and earns almost Rs. 1000/- pm. Women like Madhbi was unable to sit 

idle while she has been listening since a year back about the ongoing social activities and 

movements for women empowerment through not only the SHGs but also the different faces 

of the projects of MCDF in Purbasridharpur. Meanwhile, after completion of six months 

mandatory membership status she took a loan of Rs. 5,000/- from MCDF on account of 

cultivating paddy and successfully she has almost decreased the amount of her loan by repaying 



regularly. On the other hand, she has also stored a one year food-stock for her own family by 

harvesting the grains. She earned Rs. 10,000/- in the last season. And this year she also 

cultivated a “seed plot” without any loan. Now she fosters another dream in her heart that she 

will set a grocery in front of her home by the road. In this battle she has asked for the support 

of MCDF to which she is very grateful from the core of her heart. 

Solar Lantern Charging Station 

Rinku Biswas 

When the world is fighting for alternate energy resources, Rinku Biswas is earning money and 

generating livelihood by selling Sunlight. Yes, she has a solar light charging station provided 

by MUKTi renewable energy department. The charging station has been set up at her home by 

taking loan as well as with the aid from Mukti. It comprises of almost 50 solar lanterns which 

are recharged by 5 solar panels. Those lanterns are carried away on daily basis by the villagers 

who do not have access to conventional sources of energy in the evening at the cost of Rs.3/- 

per night. Its a great opportunity to Rinku to generate money for livelihood at village level. She 

is now an independent and successful entrepreneur and maintaining her small scale business 

efficiently. 

Unit 3: 

The role of various stakeholders like the government 

What is stakeholders? 

A person, group or organization that has interest or concern in an organization. 

Stakeholders can affect or be affected by the organization's actions, objectives and policies. 

Some examples of key stakeholders are creditors, directors, employees, government (and its 

agencies), owners (shareholders), suppliers, unions, and the community from which the 

business draws its resources.  

Not all stakeholders are equal. A company's customers are entitled to fair trading practices but 

they are not entitled to the same consideration as the company's employees. 

1. Role and activities of various stakeholders  



A small business's success depends on the actions of numerous stakeholders. Because 

stakeholders affect the business so greatly, the business has an ethical responsibility to consider 

how it affects them. A mutually beneficial relationship with all stakeholders will generate 

goodwill toward a small business, which will lead to lasting success. 

Importance of Customers as Stakeholders 

Customers depend on the company to supply a product or service. They support the company 

with every purchase they make, and each purchase also shows the company what products and 

services to invest in further. In doing so, customers help guide the direction of a small business. 

Customers also share their opinions and experiences with the customer service department, and 

they may directly request changes in products or services. Because customers often speak 

directly with small business owners in their community, these businesses have the opportunity 

to cultivate a strong understanding of what their customers need or want. 

Employees Depend on Companies for their Livelihood 

Employees of a small business depend on the business for their livelihood. Contractors may 

derive a large part of their income from the business as well. Their daily work helps the 

company to succeed. Thus, a small business might train its employees to improve their skills, 

preparing them to step into advanced positions as the business grows. 

Furthermore, maintaining a positive, productive work environment depends on the cooperation 

of all employees. Managers must work to oversee daily operations, motivate employees and 

improve efficiency as needed. Even if a small business owner works alone, she likely depends 

on family or friends who pitch in to help at a local market, or to set up a website, fulfilling the 

same functions that employees may later fill. These volunteers may be stakeholders in that they 

wish to boost their family's income or assume a paid role in the company one day. 

Suppliers as Stakeholders 

Suppliers provide the raw materials or components that a company uses to create its products. 

In some cases, suppliers provide finished products. A business may depend on one particular 

supplier that produces a superior or rare good, in which case the supplier has heightened 

importance. A small business with a narrow niche may be particularly likely to rely on the 

specialized materials of one supplier. This also increases the risk to the company and other 



stakeholders. If the business can't purchase supplies from this source, it may need to 

dramatically adapt its offerings. 

Community and Government as a Stakeholder 

The government collects taxes from the company, so it benefits from the company’s profits. It 

may invest taxes back in society. As a small business grows, it can affect the community in 

positive or negative ways. A business may provide jobs, and it may contribute funds to local 

schools and community organizations. Even a very small company can give back in order to 

generate support and improve the community. 

A socially responsible company of any size works to develop more environmentally friendly 

practices so it doesn’t pollute the community or the broader world, too. Local organizations 

may advocate for such practices on behalf of citizens and the environment, representing these 

stakeholders. When a company's activities affect the community directly, such as with many 

ecotourism ventures, the company has the ethical responsibility to involve community groups 

and organizations in planning its activities. 

 

The non-government organizations (NGOs) and the civil society 

To be considered part of the non-profit sector the entity must be 

 Organisational – an institution with some meaningful structure and permanence; 

 Non-governmental – not part of the apparatus of government; 

 Non-profit-distributing – not permitted to distribute profits to its owners or directors. 

They are required to be ploughed back in the organisation 

 Self-governing – not controlled by some entity outside the organisation; and 

 Supportive of some public purpose. 

While all organisations that meet these five criteria are part of the generic non-profit sector, 

they may formally be placed into two distinct categories. 



 First category consists of pure member-centric Bodies. While serving some public purpose, 

they primarily exist for taking care of the interests, needs and desires of their own 

members. 

The examples are social / welfare clubs, business associations, labour unions, Professional 

bodies and political parties. 

 Second category consists of public-serving organisations which are formed to serve the needs 

of the general public. 

The Indian Constitution provides a distinct legal space to social capital / civil society 

institutions. 

 through its Article on the right to form associations or unions – Article 19 (1)(c); 

 through Article 43 which talks of States making endeavor to promote cooperatives in rural 

areas; 

 through explicit mention in entries made in Schedule 7. 

Civil Society as a Major Economic Force 

With liberalisation of the economy and globalisation, there has been a phenomenal growth in 

the number of non-governmental organisations across the world in the last few decades. They 

are further supported by a large number of unpaid volunteers who have strong individual 

initiative and commitment to social responsibility. 

The presence of NGOs ensures 

 depth and resilience in civil society 

 expression to citizens’ voices 

 enables them to take responsibility for how their society is performing 

 allows them to talk to their government in organised ways. 

There are more than two million such organisations registered under the Societies / Trusts Acts 

in the country. This includes a wide diversity of local youth clubs, mahila mandals, private 

schools, old age homes and hospitals. In recent years, even government organisations like 

DRDA and District Health Society have been registered as Societies. Such a vast network of 



socio-economic institutions has the potential to play an important role in many key 

governmental policy objectives: 

 It can help to scale up productivity and competitiveness. 

 It can contribute to inclusive wealth creation. 

 Enhance the people centricity of the government. 

Civil society organisations promote cooperation between two or more individuals through 

mutual cohesion, common approach and networking. Democracies inherently encourage such 

cooperative behaviour. In the current model of economic growth, the voluntary/ civil society 

sector has been recognized as a key player in achieving equitable, sustainable and inclusive 

development goals. 

Both the State as well as the market-led models of development has been found to be 

inadequate and there is an increasing realisation that active involvement of the voluntary sector 

is needed in the process of nation building. They are now viewed as partners in progress. 

Civil society organisations function outside the conventional space of both State and 

Market, but they have the potential to negotiate, persuade and pressurise both these institutions 

to make them more responsive to the needs and rights of the citizens. Voluntary Organisations 

can offer: 

 alternative perspectives 

 committed expertise 

 an understanding of the local opportunities and constraints 

 Capacity to conduct a meaningful dialogue with communities, particularly those that are 

disadvantaged. 

It is therefore essential that the Government and the Voluntary Sector work together. Based on 

the law under which they operate and the kind of activities they take up, civil society groups in 

our country can be classified into following broad categories:- 

 Registered Societies formed for specific purposes 

 Charitable Organizations and Trusts 

 Local Stakeholders Groups, Microcredit and Thrift Enterprises, SHGs 

 Professional Self-Regulatory Bodies 



 Cooperatives 

 Bodies without having any formal organisational structure 

 Government promoted Third Sector Organisations 

The voluntary sector has contributed significantly to finding innovative solutions to poverty, 

deprivation, discrimination and exclusion, through means such as awareness raising, social 

mobilization, service delivery, training, research, and advocacy. The voluntary sector has been 

serving as an effective non-political link between the people and the Government. 

Different types of civil society organizations 

1. Civil rights advocacy organizations: to promote human rights of specific social groups e.g. 

women, migrants, disabled, HIV, sex workers, Dalit people, tribal people, and the likes. 

2. Civil liberties advocacy organizations: to promote individual civil liberties and human rights 

of all citizens, rather than focusing on particular social group 

3. Community based organizations, citizens’ groups, farmers’ cooperatives: to increase citizen’s 

participation on public policy issues so as to improve the quality of life in a particular 

community. 

4. Business and industry chambers of commerce: to promotion policies and practices on business. 

5. Labour unions: to promote the rights of employees and workers. 

6. International peace and human rights organizations: to promote peace and human rights. 

7. Media, communication organization: to produce, disseminate, or provide production facilities 

in one or more media forms; it includes television, printing and radio. 

8. National resources conservation and protection organizations: to promote conservation of 

natural resources, including land, water, energy, wildlife and plant resources, for public use. 

9. Private and public foundations: to promote development through grant- making and 

partnership. 

10. Also the Civil society includes – Political Parties; Religious Organizations; Housing 

cooperatives, slum dwellers and resident welfare associations. 

  

Non-Government Organisation 



NGOs are legally constituted organizations, operate independently from the government and 

are generally considered to be “non-state, non-profit oriented groups who pursue purposes of 

public interest”. The primary objective of NGOs is to provide social justice, development and 

human rights. NGOs are generally funded totally or partly by governments and they maintain 

their non-governmental status by excluding government representatives from membership in 

the organization. 

In a democratic society, it is the state that has the ultimate responsibility for ushering 

development to its citizens. In India, through the progressive interpretation of the Constitution 

and its laws and policies, the scope of development has been significantly broadened to include 

not just economic progress for citizens, but also promotion of social justice, gender equity, 

inclusion, citizen’s awareness, empowerment and improved quality of life. To achieve this 

holistic vision of development, the state requires the constructive and collaborative engagement 

of the civil society in its various developmental activities and programs. Non-governmental 

organisations (NGOs) as the operational arm of the civil society therefore have an important 

role in the development processes. 

Interaction and relationship between the Indian state and NGOs 

In India the state policies have significantly influenced the formation of NGOs and their 

activities. The government sponsored and aided programmes provided financial assistance to 

NGOs either as grants or as matching grants to support the implementation of social 

development projects. The need for the involvement of voluntary organizations has been 

acknowledged by a number of official committees dealing with development. 

Balwant Rai Mehta Committee, 1957: Today in the implementation of the various schemes 

of community development, more and more emphasis is laid on NGOs and workers and on the 

principle that ultimately people’s own local organisations should take over the entire work 

1. Rural-Urban Relationship Committee, 1966: Local voluntary organisations can be very 

helpful in mobilizing popular support and assistance of the people in the activities of local 

body. It is possible to maintain constant and close contact with the people through these 

organizations. 

2. Ashok Mehta Committee: Of the several voluntary organisations engaged in rural welfare, a 

few have helped the PRIs in preparation of area development plans, conduct feasibility studies 



and cost/benefit analysis, explore ways and means to induce local participation in planning and 

implementation. 

3. In the Sixth Five Year Plan (1980-1985), the government identified new areas in which NGOs 

as new actors could participate in development. 

4. The Seventh Five Year Plan (1985- 1990), envisioned a more active role for NGOs as primary 

actors in the efforts towards self-reliant communities. This was in tune with the participatory 

and empowerment ideologies, which was gaining currency in the developmental discourse at 

that time. 

5. Government support and encouragement for NGOs continued in the Eighth Five- year plan, 

where a nation-wide network of NGOs was sought to be created. 

6. The Ninth Five-year plan proposed that NGOs should play a role in development on the 

public-private partnership model. Also, the agricultural development policies of the 

government and its implementation mechanisms provided scope and space for NGOs. A case 

in point is the watershed development program, which has led to the growth of NGOs working 

for rural development. 

7. In March 2000, the Government declared Planning Commission as the nodal agency for GO-

NGO interface. The message was clear- government has to and will work with the voluntary 

sector. A ‘Civil Society Window’ was started in 2004, in the hope that it would enable people 

to engage with the Planning Commission and offer the benefit of their field experiences. 

8. During the 11th Five Year Plan process a regional consultation was organised to get civil 

society feedback. Participation of Civil Society (CS) had thus already become a strong and 

robust element in the preparation of the Plan Consultations with citizens on the Approach Paper 

to the 12th Plan began on many platforms, including the internet. 

Benefits of India from NGOs 

India has a long history of civil society based on the concepts of “daana” means giving and 

“seva” means service. Voluntary organizations were active in cultural promotion, education, 

health, and natural disaster relief as early as the medieval period. During the second half of the 

19th century, nationalist consciousness spread across India and self-help emerged as the 

primary focus of socio-political movements. The early examples of such attempts are Friend-

in-Need Society (1858), Prathana Samaj (1864), Satya Shodhan Samaj (1873), Arya Samaj 

(1875), the National Council for Women in India (1875), the Indian National Conference 



(1887) etc. The Society’s Registration Act (SRA) was approved in 1860 to confirm the legal 

status of the growing body of non-governmental organizations. 

1. The NGOs focus on the search for alternatives to development thinking and practice 

2. it creates an atmosphere of participatory research, community capacity building and creation 

of demonstrable models. 

3. Many NGOs have worked hard to include children with disability in schools, end caste- based 

stigma and discrimination, prevent child labour and promote gender equality resulting in 

women receiving equal wages for the same work compared to men. 

4. During natural calamities they have played an active role in relief and rehabilitation efforts, in 

particular, providing psycho-social care and support to the disaster affected children, women 

and men. 

5. NGOs have been instrumental in the formation and capacity building of farmers and producers’ 

cooperatives and women’s self- help groups. 

6. NGOs have implemented the Jeevan Dhara programme for creation of wells for safe drinking 

water; promoted community toilets for total sanitation, and supported the public health 

programs on immunisation and for eliminating tuberculosis and malaria. 

7. NGOs have significantly influenced the development of laws and policies on several important 

social and developmental issues such as the right to information, juvenile justice, ending 

corporal punishment in schools, anti-trafficking, forests and environment, wildlife 

conservation, women, elderly people, people with disability, rehabilitation and resettlement of 

development induced displaced people to name a few. 

8. NGOs can and should play the “game changer” to pro-poor development through leadership 

on participatory research, community empowerment and search for development alternatives. 

9. Further, the industrial policies have influenced the formation and relations between the 

businesses and NGOs. 

10. The emphasis of industrial policies on the promotion and development of small, cottage and 

village industries has also lead to the formation of agencies such as the Khadi and Village 

Industries Commission, Small Industries Associations and likes. 

Challenges facing NGOs 

In view of the emergence of a new paradigm of scaling up, in which NGOs are seen as catalysts 

of policy innovations and social capital; as creators of programmatic knowledge that can be 



spun off and integrated into government and market institutions; and as builders of vibrant and 

diverse civil societies, it’s imperative to critically analyze the role of NGOs in the process of 

development and understanding the challenges facing the sector. 

1. Transparency and accountability are key ingredients of Governance in the NGO Sector as these 

determine operational efficiencies and risk mitigation. Over the years, corporate sector has 

been able to recognize and implement best governance practices through appropriate 

institutional framework. However, the NGO sector is yet to evolve any institutionalized 

framework, which could potentially play an important role in overall development of the 

nation. 

2. Of late, some of the local and national NGOs have been found involved in malpractices and 

acting irresponsibly, thus undermining the credibility of civil society. It’s a huge concern and 

poses a great challenge to the development movement spearheaded by NGOs in the country. 

3. There is a huge flow of funds into the non-government organization sector and this requires 

prudence and good practices to maintain accountability and transparency to the benefit of all 

stakeholders. 

4. Although NGOs do internal auditing but for more accountability and transparency, it is 

advisable to go through external auditing also, especially where public funds are involved. 

Hence, issues of internal control mechanisms, professionalism, accountability, transparency 

and financial management must be given impetus. 

5. The challenge is multidimensional, and is compounded by the ‘unorganised’ nature of the 

sector, lack of regulatory frameworks and the fact that India boasts of more than a million 

NGOs of different roles, structures and sizes. 

6. In particular, the Indian voluntary sector urgently needs self-regulatory guidelines and 

transparency mechanisms to increase the trust and awareness as to how the philanthropic funds 

are being utilised 

7. The general lack of transparency in the functioning of a large proportion of NGOs leads 

to aversion in donating funds for charitable causes since the general public is largely cynical 

about the ‘genuineness’ of the non-profit spirit of the sector.   

8. The stringent governance standards of an NGO will facilitate the effective management and 

increase the accountability to its stakeholders including donors, the government and the 

community. 



(a)  Evolution of the concept of priority sector in lending and stipulation of quantitative 

targets therfore 

What is priority sector lending? 

 Priority Sector refers to those sectors of the economy which may not get timely and 

adequate credit. 

 Priority Sector Lending is an important role given by the Reserve Bank of India (RBI) 

to the banks for providing a specified portion of the bank lending to few specific sectors. 

 The sectors may be agriculture and allied activities, micro and small enterprises, poor 

people for housing, students for education and other low income groups and weaker 

sections. 

 This is essentially meant for an all round development of the economy as opposed to 

focusing only on the financial sector. 

 As per the RBI circular released in 2016, there are eight broad categories of the Priority 

Sector Lending. 

 They are: (1) Agriculture (2) Micro, Small and Medium Enterprises (3) Export Credit 

(4) Education (5) Housing (6) Social Infrastructure (7) Renewable Energy (8) Others. 

 The others category includes personal loans to weaker section, loans to distressed 

persons, loans to state sponsored organisations for SC/ST. 

Priority Sector Lending 

 Priority sector lending is a scheme which is proposed to give loans to the important 

sectors of the economy i.e. agriculture, small scale industries, education loan, housing 

loan, weaker sections. It is an active instrument of our financial policy which aims to 

restore sectoral balance with in credit disbursement and to develop the weaker sections 

within these sectors. 

 Priority Sectors 

 Priority sectors include those sectors of economy which may not receive timely and 

adequate loans in the absence of this special privilege. Usually these include small value 

loans to farmers for agriculture and for allied activities, micro and small enterprises, to 



poor people for housing, to students for education and to other low income groups and 

weaker sections. 

CATEGORIES UNDER PRIORITY SECTORS 

 Agriculture 

 Direct finance to agriculture contains short, medium and long term loans given directly 

to individual farmer, selfhelp groups or joint liability groups for raising crop, 

agriculture and allied activities and pre as well as postharvest activities. Indirect finance 

is given to corporate, partnership firm and institution that is engaged in agriculture. It 

includes loans given to agriculture and allied activities. 

 Small scale industries  

Direct finance to small scale industries contain loans given to those units engaged in 

the manufacture, processing or preservation of goods and whose investment in plant 

and machinery (original cost) excluding land and building does not exceeds Rs. 5 crore. 

Indirect finance is given to those persons who support the decentralized sectors by 

supplying inputs to artisans, village and cottage industries as well as by marketing the 

output. 

 Education loan 

 Education loans include loans and advances to individual for education including 

vocational courses up to Rs. 10 lakh for studies in India and Rs. 20 lakh for studies in 

abroad. 

 Housing loans 

 It includes loans given to individual up to Rs.25 lakh in metropolitan centres and Rs. 

15 lakh given to other centres for purchase and construction of a house. 

 

The concept of Priority Sector :  



Since independence the nation has witnessed a plethora of schemes, economically violable, 

socially desirable and welfare driven. Priority sector lending also known as directed credit 

programme, involving banks is one such scheme initiated by the government. Literally priority 

sectors are those sectors which are entitled to financial aid in preference to others. The term 

'priority sector’ is used for those segments of the economy, whose development is essential 

both for the economic growth ofthe country and attainment of social justice and which had 

received only indifferent attitude of the private sector commercial banks in quantity of credit. 

These are the sectors which, during those days received very little attention from the banks in 

the matter of financial assistance, but on the promotion of which, it was considered, depended 

very largely the development of country’s economy. A survey in bank advances, as on 

December 1967, in India, revealed that, only a little over six per cent ofthe total was accounted 

for by small industries and a wholly insignificant percentage namely 0.4 per cent by agriculture 

Because of this neglect by banks, this sector is also known as the neglected sector. Directed 

lending is a system of compulsory' allocation of bank credit to those segments of the economy 

which are designated as priority sector. It is a policy of induced credit delivery by banks to a 

particular sector and purpose. What the priority sector concept attempts to do is to allocate 

through a conscious direction of credit, a certain level of lending to key areas, which the banks 

may tend to ignore in their market oriented functioning. Since the resources of the banking 

system were inadequate to meet all the credit requirements of the economy, there was need for 

a system of priorities and some form of budgeting to ensure that credit went to the desired 

sectors. When we talk of priority sector, the emphasis is on the needs of the common man, the 

man who is engaged or willing to be engaged in a productive endeavor, which is socially useful 

and economically viable but is handicapped for the lack offinance on reasonable terms. 

Scope of Priority Sector 

 Primarily priority sector meant agriculture, small scale industry and exports. However at. a 

later stage with a view to improving the economic status of small borrowers and creating 

avenues of employment, the term ‘priority Sector" was extended to cover fields such as retail 

traders, professionals, technically qualified and other educated young people who would have 

stood on their own feet but for finance. Thus while certain segments have a priority claim by 

virtue oftheir direct economic significance, others have priority claim by virtue of their social 

as well as economic significance. Much of the most important aspects of national economy 

consists in agriculture, small scale industry, small business, exports and other low income 



groups. Together these make the largest contribution to gross national product and provide the 

bulk of employment. For attaining the goal ofselfsufficiency and ensuring sustained economic 

growth, these naturally are the vital sectors. But to great misfortune, over the years they have 

been the neglected sector. The banking system too disowned them and treated them with disfa 

vour. A large portion of country’s population engaged in these sectors were steeped in to deep 

poverty. They remained outside the pale of banking. They 156 could not become depositors as 

they were poor, nor could they borrow, because they were not bankable risk. But, in view 

oftheir importance in the development ofthe national economy, financial needs ofthese sectors 

could not be neglected any further. Itwas under the plans, that attention begin to be paid to the 

irregeneration. It was felt that provision of credit to these sectors, will help remove poverty, 

generate employment, and will widen the flow' of production and deepen the How of income. 

As a result, the concept of priority sector was evolved encompassing all those sectors whose 

financial needs had been hither-to neglected. Consequently, banks w;ere pressurised by the 

government to reorient the concept ofsecurity and to give more attention to the credit 

requirements, and to provide need based credit to those segments designed as priority sector. 

Thus the hitherto neglected sectors now became the priority sectors. 

(b) Nationalistion of major commercial banks 

Currently, the Indian banking system is divided into commercial banks, cooperative banks, 

regional banks, etc. In commercial banks, there are two types of banks, public banks, and 

private banks. The important event in the history of Indian banks is the nationalization of banks. 

This made the way for India to become the leading economies of the world. In this article, we 

will give you a brief on the nationalization of banks in India. 

History of Indian bank 

There are three phenomena in which banking in India can be divided. The pre-Independence 

phase which is before 1947. The second phase – 1947 to 1991. And the third phase from 1991 

and beyond. 

In the first phase, the banking system in India was established. Thus, it began with the 

foundation of the Bank of Hindustan in 1770. 



It operated till 1832. There were many banks which were a success and still continue to lead. 

These were Allahabad bank, Bank of India, Punjab national bank, etc. Thus, the main event 

during this time was the merger of banks. 

Bank of Madras, Bank of Bombay, and Bank of Bengal merged and formed an imperial bank 

of India. Later it named as the reserve bank of India. 

The second phase is broadly known as the nationalization of banks in India. Thus, considering 

the economic planning, this phase was the foundation for today’s economic condition. 

The third phase was marked by the development of banks. This was due to the liberalization of 

economic policies. Many large and private banks came into the picture during this time. 

The Nationalisation of Banks 

The first bank in India to be nationalized was the Reserve Bank of India which happened in 

January 1949. Further, 14 other banks were nationalized in July 1969. 

Bank of India, PNB, and many others were part of this nationalization. While the next phase 

of nationalization saw 6 other commercial banks were nationalized in 1980. These included 

Vijaya bank, a new bank of India, Corporation Bank, and others. 

The needs for nationalization of banks arose due to many reasons. These were catering to the 

needs of big business houses and large industries. 

Further, sectors such as exports, agriculture, and the small-scale industries were lagging 

behind. The moneylenders used to export the poor masses in India. These all were taken into 

consideration during the nationalization of banks. 

Also, for a rural section of India, the regional rural banks (RRBs) were formed. The objective 

was to serve large masses of the unreserved rural population. 



Further, the specific requirements of sectors like foreign trade, housing, and agriculture were 

met. This was met by establishing NABARD, NHB, SIDBI, and EXIM. 

Impact 

Due to the nationalization of banks, the efficiency of the banking system in India improved. 

This also boosted the confidence of the public in banks.  

The sectors that were lagging behind like small-scale industries and agriculture got a boost. 

This led to an increase in funds and thus increase in the economic growth of India. 

The nationalization of banks also increased the penetration of banks. This was mainly seen in 

the rural areas of India. 

 

(c) Introduction of Lead Bank Scheme (LBS) followed by Service Area 

Approach (SAA) 

The genesis of Lead Bank Scheme can be traced to the Study Group, headed by Prof.D.R. 

Gadgil (Gadgil Study Group) on the Organisational Framework for the Implementation of the 

Social Objectives, which submitted its report in October 1969. The Study Group drew attention 

to the fact that commercial banks did not have adequate presence in rural areas and also lacked 

the required rural orientation. As a result, the banking needs of the rural areas in general and 

the backward regions in particular, could not be adequately taken care of by the commercial 

banks and credit needs of rural sector of the economy, particularly agriculture, small-scale 

industry and services sectors remained virtually neglected.  

The Study Group , therefore recommended the adoption of an 90 “Area Approach” to evolve 

plans and programmes for the development of an adequate banking and credit structure in the 

rural areas. A Committee of Bankers on Branch Expansion Programme of public sector banks 

appointed by Reserve Bank of India under the Chairmanship of Shri.F.K.F Nariman(Nariman 



Committee) endorsed the idea of area approach in its report (November 1969).It recommended 

that in order to enable the public sector banks to discharge their social responsibilities, each 

bank should concentrate on certain districts where it should act as a ‘Lead Bank’. Pursuant to 

the above recommendations, the Lead Bank Scheme was introduced by Reserve Bank in 

December, 1969. 

 The Scheme emphasized making specific banks in each district the key instruments of local 

development by entrusting them with the responsibility of locating growth centres, assessing 

deposit potential, identifying credit gaps and evolving a co-ordinated approach to credit 

deployment in each district, in concert with other banks and credit agencies. The Scheme, 

significantly, did not envisage a monopoly of banking business by the Lead Bank in the district.  

The Lead Bank is expected to assume leadership role and act as a consortium leader for co-

ordinating the efforts of the credit institutions and accordingly the various districts in the 

country were allocated among the public/select private sector banks, as the lead bank for the 

district. As at the end of March 2009, 26 banks (public and private sector) have been assigned 

lead responsibility in 622 districts of the country. The scheme presently does not cover the 

metropolitan cities of Mumbai, Delhi, Kolkata, Chennai and certain Union Territories.  

 In 1989, the Service Area Approach (SAA) was adopted wherein villages were identified and 

assigned to bank branches base on their proximity and contiguity and by adopting a cluster 

approach. Credit plans were prepared on an annual basis for the service area of each branch 

which involved co-ordination between the various developmental agencies and credit 

institutions. Due to allotment of villages to designated bank branches, the activities of the 

‘service area branches’ were restricted to the allotted villages and they were unable to provide 

financial assistance outside their service areas, despite being in a position to do so. Similarly, 

borrowers belonging to these villages were required to approach the ‘designated bank 

branches’ for their credit needs and were not in a position to avail of services of any other bank 

branches, irrespective of whether they were satisfied with the services provided by the 

designated bank branches or not. The Advisory Committee on Flow of Credit to Agriculture 

and Allied Activities (Chairman Prof.V.S.Vyas, June2004) observed that the Service Area 

Approach, introduced for planned and orderly development of rural areas, had developed 

rigidities and acted as a bottleneck despite built in measures to provide flexibility. 



 The Committee recommended that this feature of flexibility needed to be preserved and the 

service area concept mad mandatory only for government sponsored schemes. Pursuant to the 

recommendations of the Committee, the restrictive provisions along with certain other aspects 

of service area were removed from December 2004, except for government sponsored schemes. 

However, during these years, the structure and monitoring mechanisms under the Lead Bank 

Scheme have remained more or less static. A need was therefore felt for a comprehensive 

review of the Scheme and its applicability in the changed scenario. 

Unit 4:  

Outline of subsidy-linked credit programmes of the government    

Prime Minister's Rozgar Yojana (PMRY) 

PMRY is being implemented since 1993. The Scheme is designed to create and provide 

sustainable self-employment opportunities to one million educated unemployed youth in the 

country during the 8th Plan period. During the last 5 years of its implementation, it was felt 

that certain parameters of the PMRY Scheme needed modification.  For example condition of 

eligibility such as age, educational qualifications were coming in the way of expanding the 

coverage of the scheme in some cases.  Similarly the total financial assistance per case was 

found to be insufficient in case of certain viable activities. 

Modifications 

Government, therefore, has decided to modify some of these parameters of the Scheme.  The 

upper age limit has been relaxed beyond 35 years by 10 years for SCs/STs and women and the 

educational qualifications for eligibility under the Scheme has been relaxed from matric 

(passed or failed) to VIIIth passed.  Similarly, the upper limit of project cost has been increased 

from Rs. 1 lakh to Rs. 2 lakhs (Rs. 1 lakh for business sector and Rs. 2 lakhs for other 

activities).  The PMRY scheme would now cover all economically viable activities including 

agriculture and allied activities but excluding direct agricultural operations like raising crop, 

purchase of manure etc. 

The details of the changes made in the parameters of the PMRY Scheme are given below. 



The modified financial parameter of increase in the upper limit of the project cost from Rs. 1 

lakh to Rs. 2 lakhs has been effective from 1.4.1999. 

Relaxation of norms for North Eastern Region 

The PMRY would be expanded in scope to cover areas of horticulture, piggery, poultry, 

fishing, small tea gardens, etc. so as to cover all economically viable activities.  PMRY would 

have a family income ceiling of Rs. 40,000 per annum for each beneficiary along with his/her 

spouse and upper age limit will be relaxed to 40 years.  Project costing upto Rs. 2 lakhs in other 

than business sectors will be eligible for assistance.  No collateral will be Insisted for projects 

costing upto Rs. 1 lakh. Group financing upto Rs. 5 lakhs will be eligible.  Scheme will have a 

subsidy component @ 15% with an upper ceiling of Rs. 15,000/-.  The margin money may 

vary from 5% to 12.5% of the project cost to make the subsidy and margin contribution at 20% 

of the project cost. 

PARAMETERS OF PMRY 

 

S.No. Parameters Revised 

 

1. Age For all educated unemployed 18-35 

years in general with a 10 years 

relaxation for SC/STs, ex-servicemen, 

physically handicapped and women. 

2. Educational 

Qualification 

VIIIth passed.  Preference will be given 

to those who have been trained for any 

trade in Goverment recognised 

approved institutions for a duration of 

at least six moths. 

3. Family Income Neither the income of the beneficiary 

along with the spouse nor the income of 

parents of the beneficiaries shall exceed 

Rs. 40,000/- p.a. 



4. Residence Permanent resident of the area for at 

least 3 years. 

5. Defaulter Should not be a defaulter to any 

nationalised bank/financial institution/ 

cooperative bank.  Further, a person 

already assisted under other subsidy 

linked Government schemes would not 

be eligible under this Scheme. 

6. Activities 

covered 

All economically viable activities 

including agriculture and allied 

activities but excluding direct 

agricultural operations like raising 

Crop, purchase of manure etc. 

7. Project Cost Rs.1.00 lakh for business sector.  Rs. 

2.00 lakhs for other activities, loan to be 

of composite nature.  If two or more 

eligible persons joins together in a 

partnership project upto Rs. 10.00 lakhs 

are covered.  Assistance shall be limited 

to individual admissibility. 

8. Subsidy & 

Margin money

Subsidy will be limited to 15% of the 

project cost subject to ceiling of Rs. 

7,500/- per entrepreneur.  Banks will be 

allowed to take margin money from the 

entrepreneur varying from 5% to 

16.25% of the project cost so as to make 

the total of the subsidy and the margin 

money equal to 20% of the project cost. 

9. Collateral No collateral for project upto Rs.1 

lakh.  Exemption from collateral in case 

of partnership project will also be 



limited to an amount of Rs. 1.00 lakh 

per person participating in the project. 

10. Rate of interest 

& Repayment 

Schedule 

Normal rate of interest shall be 

charged.  Repayment schedule may 

range between 3 to 7 years after an 

initial moratorium as may be 

prescribed. 

11. Training & 

other 

assistance. 

The training expenses and operational 

expenditure to be covered within the 

ceiling of  Rs. 2,000/- per case.  The 

existing system of revising the scale of 

expenditure in consultation with the 

Finance for various activities and 

flexibility would be available to the 

implementing agencies of the State and 

Central levels subject to condition that 

over all training and operating expenses 

remain within the ceiling of Rs. 2,000/- 

per case sanctioned. 

12. Implementing 

Agency 

The District Industry Centres and the 

Directorates of Industries shall mainly 

be responsible for scheme 

implementation along with banks. 

13. Linkages of 

targets with 

recovery 

Basic minimum targets based on the 

population and the number of educated 

unemployed.  Additional targets would 

be linked to the recovery of loans 

sanctioned, past performance of 

sanctions or special circumstances 

prevailing in the State/UT. 

14. Reservation Preference should be given to weaker 

sections including women.  The scheme 



envisages 22.5% reservation for SC/ST 

and 27% for Other Backward Class 

(OBCs).  In case SC/ST/OBC 

candidates are not available, State/UTs 

Govt. will be competent to consider 

other categories of candidates under 

PMRY. 

Further clarifications 

i)    Margin/Subsidy/Project Costs: 

Class sanctioned during the current year up to 31.3.99 shall continue to be sanctioned 

on the basis of the modalities on subsidies/margin/project costs as originally notified in 

the scheme in 1993.  Their disbursement in the current year and thereafter till the cut 

off dates in the following year shall be in accordance with the sanction conditions.  The 

changed subsidy/margin and project costs and modalities on subsidies/margins/project 

costs for the general as well as the seven North-Eastern States shall be applicable from 

1.4.99: and to cases sanctioned thereafter. 

ii)    Training and other assistance: 

The ceiling on training expenditure for the industrial sector shall continue to remain at 

the rate of Rs. 1,000/- per case inclusive of stipend and Rs. 500/- per case inclusive of 

the stipend for service and business sectors to be made available to 

States/UTs.  Contingency funds at the rate of  Rs. 250/- per case sanctioned to the 

States/UTs shall be admissible.  Flexibility in expenditure shall be notified in due 

course. 

iii)    Age: 

a)     Educated unemployed from the age group of 18 to 35 years are eligible under the 

scheme.  A relaxation up to 10 years in the upper age limit shall be admissible to 

SCs/STs, ex-servicemen, physically handicapped and women i.e. up to the age of 45 

years. 



b)     In the case of the seven North Eastern States, the upper age limit has been relaxed, 

in general up to 40 years.  For the SCs/STs, ex-servicemen, physically handicapped and 

women the relaxation shall be up to the age of 45 years. 

Swarnajayanti Gram Swarojgar Yojana (SGSY) 

 Swarnajayanti Gram Swarojgar Yojana (SGSY) was introduced from 1-APR-1999. 

Since its inception DRDC (District rural Development Cell) is now giving more 

emphasis on Self Help Groups (SHGs) which has been found to be more feasible and 

acceptable in the rural areas of West Bengal because of its stress in community 

participation for removing poverty alleviation and social injustices. It is iterated that 

the Block and Panchayats should give more attention towards the formation of self-help 

groups and strengthening of the existing groups, i.e., DWCRA groups. It has been 

experienced that the groups are more susceptible to the elements of finance 

management then the individual. Further, seeing the huge number of families under 

operational list (BPL), the individual approach seems untenable vis-à-vis group 

approach. 

Secondly, to uplift at least 600 families under BPL in 3 years ensuring sustainable 

income generation of Rs. 2000 per month seems to be an uphill task. However, DRDC 

believes that with the active participation and cooperation of blocks, panchayats, banks, 

line departments and the people, the same can be achieved with much success. 

 

   The success of SGSY is mainly dependant on the coordinated efforts of all the external 

agencies acting as facilitators whether Government, Panchayats, Banks. In order to 

achieve better coordination among them and to stress on the joint approach, important 

government circulars relevant to SGSY have also been appended in this booklet. We 

hope that this will benefit all the facilitators in the planned implementation of SGSY. 

Salient features of Swarnjyanti Gram Swarojgar Yojna (SGSY) 

o SGSY has been designed to cover all aspects of self employment such as organisation 

of the poor into self-help groups, training, credit, technology, infrastructure and 

marketing. 



o The objective of SGSY is to ensure that the assisted poor families have a monthly 

income of at least Rs. 2000 so that to bring those families above the poverty line in 

three years. 

o The assisted families may be individuals (swarozgari) or groups (self-help groups). 

Emphasis will be on the group approach. 

o SGSY will particularly focus on the most deprived groups among the rural poor. 

Accordingly, the SC/STs will account for at least 50% of the Swarozgaris, women for 

40% and the disabled for 30%. 

o At the Block level, at least half of the groups will be exclusively women groups. 

o Group activity will be given preference and progressively majority of the funds will be 

for self-help groups. 

o The Panchayat Samity and the Zilla Parishad/ DRDC in association with the Banks will 

identify 4-5 key activities based on the resources, occupational skills of the people and 

availability of markets 

o Subsidy under SGSY will be uniform at 30% of the project cost subject to the maximum 

of Rs. 7500. In respect of SC/STs, however, these will be 50% and Rs. 10,000 

respectively. For groups of swarozgaris (SHGs), the subsidy would be at 50% of the 

cost of the scheme subject to a ceiling of Rs. 1.25 lakhs. Credit is the key component 

and Subsidy is only minor and enabling component of SGSY. 

o Self-help group may consist of 10 to 20 persons all from the BPL (now operational list). 

In the case of minor irrigation and in the case of disabled persons, this number may be 

a minimum of five (5). The group shall not consist of more than one member from the 

same family. A person should not be a member of more than one group. This group will 

function on the basis of particularly decision making process. The BDO and the Banker 

may visit the SHG as often as they can and explain to the members the opportunities 

for self-employment and the entire process of graduation based on participatory 

approach. 

 

SWARNA JAYANTI SHAHARI ROZGAR YOJANA (SJSRY) 

The Swarna Jayanti Shahari Rozgar Yojana (SJSRY) shall seek to provide gainful 

employment to the urban unemployed or underemployed poor through encouraging the 



setting up of self employment ventures or provision of wage employment. This 

programme will rely on creation of suitable community structures on the UBSP pattern 

and delivery of inputs under this programme shall be through the medium of urban local 

bodies and such community structures. The Swarna Jayanti Shahari Rozgar Yojana 

shall be funded on a 75:25 basis between the Centre and the States.  

The Swarna Jayanti Shahari Rozgar Yojana shall consist of two special schemes, 

namely: 

(i) The Urban Self Employment Programme (USEP) 

(ii)  The Urban Wage Employment Programme (UWEP) 

 

SWARNA JAYANTI SHAHARI ROZGAR YOJANA: SALIENT FEATURES 

 Objectives  

The objectives of the revised Swarna Jayanti Shahari Rozgar Yojana (SJSRY) are: • 

Addressing urban poverty alleviation through gainful employment to the urban 

unemployed or underemployed poor by encouraging them to set up self-employment 

ventures (individual or group), with support for their sustainability; or undertake wage 

employment; • Supporting skill development and training programmes to enable the 

urban poor have access to employment opportunities opened up by the market or 

undertake self-employment; and • Empowering the community to tackle the issues of 

urban poverty through suitable selfmanaged community structures like Neighbourhood 

Groups (NHGs), Neighbourhood Committees (NHC), Community Development 

Society (CDS), etc. The delivery of inputs under the Scheme shall be through the 

medium of urban local bodies and community structures. Thus, Swarna Jayanti Shahari 

Rozgar Yojana seeks to strengthen these local bodies and community organizations to 

enable them address the issues of employment and income generation facing the urban 

poor.  

 

Coverage 



 The target population under SJSRY is the urban poor – those living below the poverty line, as 

defined by the Planning Commission from time to time.  

Components 

SJSRY will have five major components, namely-  

(i). Urban Self Employment Programme (USEP)  

(ii). Urban Women Self-help Programme (UWSP) 

 (iii). Skill Training for Employment Promotion amongst Urban Poor (STEP-UP) 

 (iv). Urban Wage Employment Programme (UWEP) 

 (v). Urban Community Development Network (UCDN)  

 To accord special focus on the issues of urban poverty amongst Scheduled Castes (SCs) and 

Scheduled Tribes (STs), a special component programme of SJSRY, called the Urban 

Programme for Poverty reduction amongst SCs & STs (UPPS), will be carved out of USEP 

and STEP-UP.  

URBAN SELF EMPLOYMENT PROGRAMME (USEP)   

This Component will be having two sub-components: 

 (i). Assistance to individual urban poor beneficiaries for setting up gainful self-employment 

ventures [Loan & Subsidy]  

(ii). Technology/marketing/infrastructure/knowledge & other support provided to the urban 

poor in setting up their enterprises as well as marketing their products [Technology, Marketing 

& Other Support]. 

 Urban Self Employment Programme (Loan & Subsidy) 

This component of SJSRY focuses on providing assistance to individual urban poor 

beneficiaries for setting up gainful self-employment ventures - micro-enterprises.  



Coverage 

The programme will be applicable to all cities and towns on a whole town basis. Within each 

town, it will be implemented by selecting whole clusters of the poor segments so as to bring in 

efficiencies in the administration and the delivery mechanisms and also make the impact visible 

. Target Groups 

USEP will target the urban population below poverty line, as defined by the Planning 

Commission from time to time. It will lay special focus on women, persons belonging to 

Scheduled Castes (SC)/Scheduled Tribes (ST), differently-abled persons and such other 

categories as may be indicated by the Government from time to time. The percentage of women 

beneficiaries under USEP shall not be less than 30%. SCs and STs must be benefited at least 

to the extent of the proportion of their strength in the city/town population below poverty line 

(BPL). A special provision of 3% reservation in the total number of beneficiaries should be 

made for the differentlyabled under USEP. In view of the Prime Minister’s New 15-Point 

Programme for the Welfare of Minorities, 15% of the physical and financial targets under the 

Urban Self Employment Programme at the national level shall be earmarked for the minority 

communities.  

Educational Qualification 

No minimum or maximum educational qualification is prescribed for selection of beneficiaries 

under USEP. Where the identified activity for micro-enterprise development requires skill 

training of an appropriate level, the same will be provided to the beneficiaries before extending 

financial support.  

Beneficiary Identification 

 A house-to-house survey for identification of genuine beneficiaries, with focus on slums and 

low-income settlements, will need to be conducted. Model Formats for conduct of slum survey, 

household survey and livelihoods survey and guidelines will be communicated by the Ministry 

of Housing & Urban Poverty Alleviation. In addition to the economic criteria of the Urban 

Poverty Line, non-economic parameters will also be applied to identify the urban poor for 

receiving benefits under SJSRY.  



URBAN WOMEN SELF-HELP PROGRAMME (UWSP) 

This Component will be having two sub-components:  

(i). Assistance to groups of urban poor women for setting up gainful self-employment ventures 

- UWSP (Loan & Subsidy)  

(ii). Revolving Funds for Self-Help Groups (SHGs) / Thrift & Credit Societies (T&CSs) 

formed by the urban poor women – UWSP (Revolving Fund). 

Urban Women Self-Help Programme (Loan & Subsidy)  

This scheme is distinguished by the special incentive extended to urban poor women who 

decide to set up self-employment ventures in a group as opposed to individual effort. Groups 

of urban poor women may take up an economic activity suited to their skill, training, aptitude, 

and local conditions. Besides generation of income, this group strategy will strive to empower 

the urban poor 7 women by making them independent as also providing a facilitating 

atmosphere for selfemployment. Under UWSP, an activity-focused area-specific approach will 

be adopted for setting up micro/group enterprises with emphasis on micro-finance. 

 To be eligible for subsidy under this scheme, the UWSP group should consist of at least 5 

urban poor women. Before starting an income-generating activity the group members must get 

to know each other well, understand the group strategy, and also recognize the strength and the 

potential of each member of the group.  

SKILL TRAINING FOR EMPLOYMENT PROMOTION AMONGST URBAN POOR 

(STEP-UP) 

This component of SJSRY will focus on providing assistance for skill formation/ upgradation 

of the urban poor to enhance their capacity to undertake self-employment as well as access 

better salaried employment  

 Like USEP, STEP-UP will target the urban population below poverty line, as defined by the 

Planning Commission from time to time. The percentage of women beneficiaries under STEP-

UP shall not be less than 30%. SCs and STs must be benefited at least to the extent of the 

proportion of their strength in the city/town population below poverty line (BPL). A special 



provision of 3% reservation should be made for the differently-abled, under this programme. 

In view of the Prime Minister’s New 15-Point Programme for the Welfare of Minorities, 15% 

of the physical and financial targets under the Skill Training for Employment Promotion 

amongst Urban Poor (STEPUP) at the national level shall be earmarked for the minority 

communities. 

 STEP-UP intends to provide training to the urban poor in a variety of service, business and 

manufacturing activities as well as in local skills and local crafts so that they can set up 

selfemployment ventures or secure salaried employment with enhanced remuneration. Training 

should also be imparted in vital components of the service sector like the construction trade 

and allied services such as carpentry, plumbing, electrical and also in manufacturing low-cost 

building materials based on improved or cost-effective technology using local materials. 

THE URBAN WAGE EMPLOYMENT PROGRAMME (UWEP). 

 This programme shall seek to provide wage employment to beneficiaries living below the 

poverty line within the jurisdiction of urban local bodies by utilising their labour for 

construction of socially and economically useful public assets. This programme shall apply to 

urban local bodies, the population of which was less than 5 lakhs as per the 1991 Census. The 

material labour ratio for works under this programme shall maintained at 60:40. The prevailing 

minimum wage rate, as notified from time to time for each area, shall be paid to beneficiaries 

under this programme. 

 This programme shall be dove tailed with the State sector EIUS scheme as well as the NSDP. 

This programme is not designed to either replace or substitute the EIUS, the NSDP, or any 

other State sector schemes.   

URBAN COMMUNITY DEVELOPMENT NETWORK (UCDN) - COMMUNITY 

STRUCTURES, COMMUNITY DEVELOPMENT & EMPOWERMENT  

SJSRY shall rest on the foundation of community development and empowerment. Rather than 

relying on the traditional method of top-down implementation, the Scheme shall rely on 

establishing and nurturing community organizations and structures that facilitate sustained 

urban poverty alleviation. Towards this end, community organizations like Neighbourhood 

Groups (NHGs), Neighbourhood Committees (NHCs), and Community Development 



Societies (CDSs) shall be set up in the target areas. Details of these community structures are 

given at Annexure VI. The CDSs will be the focal points for purposes of identification of 

beneficiaries, preparation of loan and subsidy applications, monitoring of recovery, and 

generally providing whatever other support is necessary for the programmes. The CDSs will 

also identify viable projects suitable for the area. Promotion of women self-help groups will be 

an important activity to be pursued by CDSs.  

 The community structures may also set themselves up as Self-Help Groups (SHGs) / Thrift 

and Credit Societies to encourage community savings and other group activities. However, 

Self-Help Groups and Thrift and Credit Societies may also be set up separately from the CDS 

as well. The CDS, being a federation of different community-based organizations, may be the 

nodal agency for promotion of self-help groups and thrift and credit. It is expected that the 

CDSs will lay emphasis on providing the entire gamut of social sector inputs in their areas 

including, but not limited to, livelihoods, skill development, shelter, water, sanitation, health, 

education, social security, welfare, etc. through the establishment of convergence between 

various schemes being implemented by different line departments.  

 At the community level a Community Organizer (CO) may be engaged for about 2,000 

identified families. Such Community Organizer should, as far as practicable, be a woman. She 

should be a full-time functionary. If not recruited under the earlier programmes, the CO may 

be engaged on a contract basis. She should be paid suitable remuneration commensurate with 

her qualification and experience. 

 The Community Organizer (CO) will be the main link between the urban poor community 

(represented through the CDS) and the implementation machinery i.e. Urban Poverty 

Alleviation Cell at the ULB level. The success of the Scheme relies upon the performance of 

the COs. The major responsibilities of a CO include: 

(i) Facilitating and promoting voluntarism and organizing community 

structures/groups;  

(ii)  Guiding and assisting the community in assessing its needs, organising 

community structures, developing a community vision, and formulating 

community development action plans;  

(iii) Coordinating the conduct of Slum, Households and Livelihoods surveys and 

maintaining database on the urban poor and their needs;  



(iv) Working with the community to implement and monitor SJSRY and related 

programmes or activities; 

(v) Assessing skill needs of the urban poor and facilitating skill development 

training and posttraining handholding 

(vi)  Liaising with the sectoral departments to establish initial contacts with the 

community in support of their programmes;  

(vii)  Facilitating community empowerment through community level training, 

information sharing, exchange of experiences, community skills 

enhancement programmes. 

 

SCHEME OF LIBERATION AND REHABILITATION OF 

SCAVENGERS (SLRS) 

 The Government of India have launched on March 22, 1992 a National Scheme for 

Rehabilitation of Scavengers and their dependents. Particulars of the Scheme as 

well as detailed guidelines to be followed by the banks in implementing the scheme 

are circulated to all public sector banks vide RBI Circular 

RPCD.SP.BC.84/C.665(SRS) 92/93 dated March 20, 1993. 

The Scheme  

The objective of the scheme is to liberate scavengers and their dependents from 

their existing hereditary and obnoxious occupation of manually removing night soil 

and filth and to provide for and engage them in alternative and dignified occupations 

within a period of five years. 

 While Ministry of Urban Development will implement the programme of 

conversion of dry latrines in to water borne flush latrines to liberate the scavengers 

from their obnoxious occupation, the Ministry of Welfare is entrusted with 

implementation of Scheme for their rehabilitation in an alternative occupation. 

 The Scavenger is one who is partially or wholly engaged in the obnoxious and 

inhuman occupation of manually removing night soil and filth .The dependent of a 



Scavenger is one who is a member of his/her family or is dependent on him/her 

irrespective of the fact whether he is partially or wholly engaged in the said 

occupation.  

The Scheme would cover primarily all scavengers belonging to Scheduled Caste 

community and scavengers belonging to other communities engaged in servicing 

specifically dry latrines, to eliminate the practice of manual scavenging. Persons 

engaged in cleaning occupations other than dry latrines are not eligible for 

assistance under the scheme. 

Women form a bulk of the work force engaged in manual scavenging and continue 

to be engaged so after men of the family have shifted to more dignified professions. 

First priority, therefore , should be given to rehabilitation of women. 

 The Scheme comprises of the following components:  

(i) Time bound programme for identification of scavengers and their dependents 

and their aptitude for alternative trade through a survey. 

 (ii) Training in identified trades for scavengers and their dependents at Government 

training institutions .  

(iii) Rehabilitation of scavengers in various trades and occupations by providing 

subsidy. 

Salient Features  

The National Scheme of Liberation and Rehabilitation of Scavengers is applicable 

to Public Sector Banks.  

The Scheme would cover scavengers in urban areas, semi-urban areas, rural areas 

and any other town or area including Cantonment boards, colonies set up by public 

sector undertakings etc. where manual scavenging prevails.  

 The unit for assistance under the scheme is not the family but each scavenger and 

each dependent of the scavengers.  



Implementing agencies should sponsor for assistance under the scheme candidates 

above 18 years of age as advancing loans to minors acts as disincentive from 

attending school.  

For the purpose of training in various trades the age limit is 18-50 years. 

 No minimum qualification is prescribed for providing training to scavengers. 

 Rehabilitative training will be provided by the Training Institution set up by the 

Government of India, State Government,/ UT Administration to private scavengers 

and their dependents including the dependents of scavengers employed by local 

bodies in suitably identified trades keeping in view their aptitude and local 

requirements and environments. 

 The duration of the rehabilitative training imparted in training centers run by 

different departments of the state Governments and Central Government would 

range from one month to six months. 

 The entire cost of training will be borne by the Central Government. 

Funding 

The scheme provides for funding of projects costing up to Rs. 50,000/- per beneficiary 

and also for margin money to the extent of 15% of the project cost at 4 % rate of interest. 

For projects costing Rs. 50,000/- the break up would be Rs. 10,000/- subsidy, Rs. 

7,500/- margin money from State Scheduled Caste Development Corporations ( SCDC 

)and Rs. 32,500/- loan from the banks. 

Under the scheme subsidy would be 50 % of the project cost with a minimum ceiling 

of Rs. 10,000/--. 2.12.4 Thus for financial assistance the maximum project cost would 

be Rs. 50,000/-with 50 % subsidy with a maximum ceiling of Rs. 10,000/- and 15% as 

margin money. 

Loans up to Rs. 6500/-are treated as loans under DRI Scheme and concessional rate of 

interest at 4 % is extended notwithstanding the fact that the project cost may exceed Rs. 



6,500/-. Where the loan sanctioned / disbursed is more than Rs. 6,500/- such loans will 

attract rate of interest according to RBI directive on interest.   

 Eligibility 

 An applicant may be considered for assistance even if he/she had been assisted earlier 

under any subsidy linked scheme if the applicant is otherwise eligible. However, an 

existing defaulter applicant will not be eligible for assistance. A member of family 

being a defaulter need not be a bar for considering the application of another member 

of the family for assistance. 

To enable the SCDC to formulate large economically viable projects and to inculcate a 

feeling of self-help among the scavengers " Group Projects" are allowed . The SCDC 

should formation of Group Projects and pool together permissible subsidy and margin 

money loan. 

Security  

The security for the loan will be only hypothecation of assets created out of the loan / 

subsidy in favour of the banks. The SCDC is allowed to have second / parri passu charge 

over thee assets to cover their margin money loan assistance. 

 Repayment  

The repayment of loans will be in monthly / quarterly installments within 3 to 7 years 

inclusive of grace period not exceeding six months. The recovery will be first 

appropriated towards recovery of banks’ dues. To step up recovery position banks 

should organize regular recovery drives and make follow up visits to borrowers to 

verify that the assets created out of assistance are maintained properly.  

Loan Pass Book 

 A loan pass book will be issued by the financing bank to the borrower showing his /her 

name , address , date and amount of loan, purpose, rate of interest, period of repayment 

, number and amount of installments of repayment, payment and amount of interest 



payable if there is no default etc. The amount of subsidy granted to the borrower and 

date of disbursement will also be indicated. 

The Role of banks 

The approach towards the scheme should be employment / income oriented instead of 

target oriented. The successful implementation of the scheme depends on effective 

participation and monitoring by banks at all levels. Banks should therefore pay 

particular attention to this aspect and ensure that sufficient number of branches 

effectively participate in the implementation of the scheme in close association with the 

State Local Scheduled Caste Development & Finance Corporations. Banks should 

allocate targets for financing of beneficiaries by proportionately distributing the total 

target under the scheme for the districts under ACP, among all bank branches covered 

for DCP as per the availability of eligible beneficiaries within the area of operation of 

the branches. Bank may issue suitable instructions to their branches / controlling offices 

for implementation of the scheme.  

 

Initiative of Government without subsidy link  

Kisaan credit card (KCC) scheme 

Kisan Credit Card is a Government of India scheme which aims to save farmers from 

high-interest rates usually charged by money lenders in the unorganised sector. The 

interest rate can be as low as 2.00% under this scheme. Moreover, the repayment period 

is based on the harvesting or marketing period of the crop for which the loan amount 

was taken. Other details are given below.  

             The features and benefits of Kisan Credit Card are:  

 Interest rate can be as low as 2.00% 

 Collateral free loans up to Rs. 1.60 lakh 

 Crop insurance scheme is also provided to farmers 

 Following Insurance coverage is provided 

o Up to Rs. 50,000 against Permanent Disability and Death 



o Up to Rs. 25,000 is provided against other risks 

 Repayment period is based on the harvesting and marketing period of the crop 

for which the loan amount was taken out 

 Loan amount up to Rs. 3.00 lakh can be taken out by the card holder 

 Collateral is not required on loans up to Rs. 1.60 lakh 

 Farmers get high interest rate on the savings in their Kisan Credit Card 

Account 

 Simple interest rate is charged as long as the user makes prompt payment. 

Otherwise compound interest rate becomes applicable 

      Kisan Credit Card Eligibility Criteria 

 farmers who are either individuals/Joint borrowers of the land and involved in farming 

or allied activities 

 Individuals who are owner cum cultivators 

 All the Tenant farmers or Oral lessees and Share Croppers in the agricultural land 

 Self Help Groups or Joint Liability Groups including tenant farmers or sharecroppers 

 Farmers should be eligible for a production credit of Rs.5,000 and above, and then 

he/she is entitled to a KCC. 

 All such farmers who are eligible for short term credit loan towards crop production or 

any allied activities as well as non-farm activities 

 The farmers should be the residents of the bank’s operational area.  

  How does kisaan credit card works  

 Kisan Credit Cards are different from the regular unsecured credit card. The workings 

of KCC are different too. They work in the following manner. 

 Customer must visit the bank and then apply for a Kisan Credit Card 

 The loan officer will then decide on the loan amount that will be given to the applicant. 

It can go up to Rs. 3.00 lakh 

 Once the amount has been sanctioned, user will be issued the bank’s Kisan credit card 

 Cardholder can now purchase items against the limit of credit extended 

 The interest rate will be applicable on only the amount of credit taken 

 Timely payment will ensure that minimal interest rate is applied on the loan taken out 



 KCC offers dynamic loan to the cardholder. This means that user can take out a loan 

amount as per their needs against a maximum credit limit. This will ensure that they 

don’t have to pay a large interest associated with a big principal amount. 

Agriclinic and Agribusiness Centers Scheme  

The Ministry of Agriculture and farmers welfare, Government of India, in association with 

NABARD has launched a unique programme to take better methods of farming to each 

and every farmer across the country. 

This programme aims to tap the expertise available in the large pool of Agriculture 

Graduates. Irrespective of whether you are a fresh graduate or not, or whether you are 

currently employed or not, you can set up your own AgriClinic or AgriBusiness Centre 

and offer professional extension services to innumerable farmers. 

Committed to this programme, the Government is now also providing start-up training to 

graduates in Agriculture, or any subject allied to Agriculture like Horticulture, Sericulture, 

Veterinary Sciences, Forestry, Dairy, Poultry Farming, and Fisheries, etc. Those 

completing the training can apply for special start-up loans for venture.  

Agri-Clinics 

  

Agri-Clinics are envisaged to provide expert advice and services to farmers on various 

aspects to enhance productivity of crops/animals and increase the incomes of farmers. 

Agri-Clinics provide support in the following areas: 

  

 Soil health 

 Cropping practices 

 Plant protection 

 Crop insurance 

 Post-harvest technology 

 Clinical services for animals, feed and fodder management 

 Prices of various crops in the market, etc.  

 



Agri-Business Centres 

  

Agri-Business Centres are commercial units of agri-ventures established by trained agriculture 

professionals. Such ventures may include maintenance and custom hiring of farm equipment, 

sale of inputs and other services in agriculture and allied areas, including post-harvest 

management and market linkages for income generation and entrepreneurship development.  

The scheme covers full financial support for training and handholding, provision of loan and 

credit-linked back ended composite subsidy.  

 

 

Differential Rate of Interest (DRI) scheme  

 

DRI scheme was introduced in the year 1972 to financially assist chosen low income groups. 

The scheme envisages lending by banks to weaker section of the society at a uniform 

concessional rate of interest of 4% per annum. The borrowers under this category of loan are 

rural landless people or people of small holding or people who do not employ paid employees 

on regular basis and largely work on their own. In order to ensure that weaker section of the 

rural areas get maximum benefit under the scheme, banks are guided by RBI to route bulk of 

their DRI advances through rural and semi-urban branches. 

 Under DRI scheme banks are required to reach target of 1 per cent of total advances 

outstanding as at the end of the previous year. Under DRI loan scheme, banks are required to 

ensure that minimum 40 per cent of their loan beneficiaries should be from scheduled 

castes/scheduled tribes and at least two third of the loans should be disbursed through rural and 

semi-urban branches. The availability of DRI loans is only to the borrowers who are not 

assisted to under any of the subsidy linked schemes of Central/State Government and State 

owned Corporations. 

DRI beneficiaries are people who normally engaged in the fields of cottage and rural industries 

viz. Basket makers, blacksmiths, broom makers, carpenters, cobblers, cycle repairers, fire 

wood sellers, fish vendors, glass bangle sellers, handicrafts, hawkers, leather farmers, mat 

makers, pan shops and tobacco merchants, papad makers, potters, roadside tea stall cum eating 

houses, rope makers, sellers of eatable’s, tailors, vegetable vendors, home delivery service or 

article and commodities of daily use, driving one’s own manual rickshaw or cycle rickshaw , 

repairers of shoes sandals mainly by hand etc. 



 The poor students of merit who do not get scholarships/maintenance grants from Government 

or educational authorities for higher education and physically handicapped persons pursuing 

gainful employment could also be financed under the DRI loan scheme. 

 

The applicants of DRI loans shall satisfy the following conditions: 

 

• Should be pursuing a gainful occupation.  

 

• Family income from all sources should not exceed Rs.18, 000/- p.a. in rural areas and Rs.24, 

000/- p.a. urban / semi urban areas  

 

• Should not have hand holding exceeding 1 acre if irrigated, and 2.5 acres if un-irrigated. 

SCs/STs are eligible for loan irrespective of their land holding, provided they satisfy other 

eligibility criteria.  

 

• Should not incur liability to two sources of finance at the same time.  

 

• Should work largely on their own and with such help as other members of their family or 

some joint partners may give them and should not employ paid employers on a regular basis.  

 

• Amount of loan: The amount of loan will depend on the particular scheme proposed to be 

financed. It should be adequate to enable the borrower to finance his requirements without 

having to borrow from other sources. The normal limit will be Rs.15000/- by way of working 

capital and or a term loan. The maximum limit for housing loans under the scheme is 

Rs.20,000/-  

 

• Physically handicapped persons: In the case of physically handicapped persons, a sum of 

Rs.5, 000/- for purchase of aids, appliances and equipment may be granted, under DRI loan 

apart from the maximum loan amount of Rs.15, 000/- generally considered.  

 

• Margin: No margin is required to be provided by the borrower.  

 

• Security: Hypothecation of assets purchased out of loan.  



 

• Repayment: Maximum 5 Years. However in case of housing loans, the repayment period is 

extendable to 7 years in hardship cases.  

 

• Documentation: Same way the execution of documents by an illiterate person.  

 

• Rate of interest: Keeping in view the social objective the interest will uniformly be charged 

4% p.a.   

 

In addition to the individual beneficiaries mentioned above, the following institutional 

beneficiaries are covered under DRI scheme. The entities like Orphanages and Women’s 

homes, Institutions for physically handicapped/mentally retarded Co-operative Societies where 

the amount is lent on the same terms and conditions as are applicable to State owned 

Corporations for the Welfare of SC/ST.  

  

 

 

 

  

 

 

 


