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ACRONYMS. 
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ABSTRACT. 

 

In India, the exponential growth of Self Help Group Bank linkage program has brought in 

challenges, which expose the banks to varying levels of risks. Even though the lending to 

SHGs is outside the purview of the individual credit risk rating framework right now and 

only portfolio approach is adopted, the banks have to be ready with a roadmap for 

managing both the credit risk and the operational risk in Micro finance so that they will 

be comfortable to comply with the forthcoming Basel II norms.  

 

The present study is a descriptive one and focusing more on qualitative aspects. Focus 

group discussions were held with the stakeholders to elicit their views on emerging risks 

at the SHG and NGO level, which led to short listing of ten major risk factors.  A 5-point 

scale was constructed and used after pre-testing to find out the perception of the branch 

managers on those 10 risk factors. The data was collected from 68 Branch managers of 

commercial banks involved in SHG lending in 5 districts.  Categorization of risk was 

done using the mean and the standard deviation for each risk factor. 

 

Out of the ten risk factors, branch managers perceived 6 risk factors as high risk category, 

viz Reduction in grants to NGOs for group promotion, Maintenance of group accounts by 

a few and not in a transparent way,  Frequent switch over of NGO field staff, Loan size 

not commensurate with the capacity of SHG members, Increasing possibility for loan 

default with increase in loan size and  SHGs shouldering too much government program 

responsibilities beyond their capacities. 
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The present study suggested the risk mitigation / management measures and suggested 

credit risk rating tools for SHG loans and also offered suggestions for policy changes. 

The major suggestions made are as hereunder. 

� The banks shall consider the credit risk rating tools suggested in this study as 

given in the annexure I and II as a base and shall develop their own SHG credit 

risk rating tools to suit their context. The calibration on the risk rating scale can be 

linked with credit decision making especially with reference to loan amount, 

tenure and pricing of the loan. The risk based pricing will encourage the SHGs to 

keep up the credit discipline and enforce the repayment ethics. 

� NABARD shall form Micro Credit Information Bureaus at the district level as a 

pilot  and make available the credit histories of the SHGs to the banks over online. 

� NABARD shall organize more capacity building programs for NGOs and CBOs 

on basic risk management strategies in Micro finance. 

� Government should change the mode from rapid growth to consolidation phase so 

as to ensure a growth with stability and improve the quality of the groups. 

� NGOs shall form Federation of SHGs (CBOs) and train them to take up the 

responsibility from the NGOs for monitoring of  SHGs. 

The study findings & some of the suggestion made in the study have been incorporated 

by the author into the training module of the SHG training for Branch Managers and the 

author has conducted three training programs for Branch Managers on 13
th

 Jan 2006, 21
st
 

Feb 2006 and 11
th

 Nov 2006 at Madurai. The Branch managers have found that the risk 

mitigation / management inputs imparted through the training were very useful to them 

and have become confident to face the challenges in enlarging the microfinance outreach. 
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RISK MANAGEMENT IN MICRO FINANCE: 

EMERGING CHALLENGES IN INDIAN CONTEXT. 

I. INTRODUCTION 

In this era of  globalization, even though many developments take place from time to 

time, the problem of poverty remains as an important issue in many parts of the world. 

Poverty blocks the access of the  poor to the mainstream institutions delivering services  

like education, health, nutrition, training, credit, market linkages and technology. In 2000, 

the United Nations declared the Millennium Development Goals (MDG) and the first 

goal is to halve the proportion of people below the poverty line by 2015. Governments, 

Donors and Banks have been implementing many poverty alleviation programs to enable 

the poor to come out of the clutches of the poverty trap. Even though all the poverty 

reduction programs have not brought out tangible impacts in the lives of the 

underprivileged, the programs based on the participatory approaches have resulted in 

remarkable changes. Under this context, the Micro finance is emerging as a Poverty 

reduction cum empowerment tool and it has made a silent revolution in the livelihood of 

the poor women of rural India. The Self Help Groups (SHGs) Bank linkage program 

implemented by the banks has grown into one of the largest micro finance programs in 

the world.   

 

II. PROGRESS UNDER MICRO FINANCE 

Micro finance, which includes a range of financial services like savings, credit, insurance 

and remittances, helps the poor build the assets for income generation, reduces their 

vulnerability and enables consumption smoothing. One of the most visible recent changes 
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in rural women world over, is their increased mobility, which have built up their 

confidence level and increased their participation in decision making in the household. 

There are strong evidences that by participating in micro finance programs, women gain 

additional income, besides they get the loan for their enterprises without any collateral 

and they invest the incremental income for the betterment of the household members’ 

education, health and nutrition. In India, the SHG Bank linkage program, which was 

initially started by NABARD as a pilot project in 1992, has so far involved  545 banks 

(commercial banks – 47, Regional Rural Banks – 158 and Cooperative Banks – 340) and 

4896 Self Help Group Promoting Institutions (most of them are NGOs) in its 

implementation. SIDBI’s Foundation for Micro Credit (SFMC) is promoting the MFI-

model of micro finance. Rastriya Mahila Khosh (RMK) and Friends of Women’s World 

Banking (FWWB) India are also promoting the micro finance component as apex bodies. 

The Ministry of Rural Development, Government of India is implementing the poverty 

alleviation program “SGSY” (Swarna jeyanthi Gram Swa rozgar Yojana) through self 

help groups in rural areas. Among the states, Andhra Pradesh and Tamilnadu leads in 

promotion of micro finance programs due to the reasons like Government’s special thrust 

through exclusive programs (Velugu in Andhra Pradesh and Mahalir Thittam in 

Tamilnadu) and  presence of good NGOs / MFIs like BASIX, SHARE, IASC, DHAN 

foundation and ASSEFA.  

 

Under SHG Bank linkage program, there are three models of credit delivery from banks. 

First model, where in Banks themselves form SHGs and finance them. In the second 

model, Self Help Group Promoting Institutions like NGOs, Farmers club and Community 
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Based Organizations (CBOs) promote SHGs and facilitate them to have direct credit 

access with the banks.  In the third model, the Banks do not deal with the SHGs directly 

and finance to NGOs or MFIs or CBOs like Federation of SHGs, which onlend the bank 

loan to SHGs coming under their fold.  

 

As of March 2006, the combined cumulative outreach under the micro finance program 

in India is as hereunder.  

Table:1.  Progress under Micro finance program in India as of March 2006. 

                                                                                           Amount in Million US dollars. 

Cumulative SHG loan 

disbursed 

Sl.no Name of the 

apex body / 

Program 

Cumulative no.of 

persons reached. ( in 

Lakhs) Amount 

disbursed 

% share  to 

the total 

1 NABARD/SHG  

Bank linkage 

1649.00 2590.45  69.16 

2 SFMC     26.25   173.14    4.62 

3 RMK       5.48     33.53    0.90 

4 FWWB       5.29     54.57    1.46 

5 SGSY     31.92   893.81  23.86 

6 Total 1717.94 3745.50 100.00 

Source: NABARD, SIDBI, RMK, Ministry of Rural Development and FWWB websites. 

In recent years, the growth of SHGs has been spectacular and the SHG credit off-take 

from the banks has gained momentum, which is evident from the Table.2. presented 

herein below. Upto 31st March 2006, the banks in India,  have credit linked  2238565 

SHGs,  disbursed 2590.45 million US dollars as SHG loans  through 44362 bank 

branches and benefited 32.98 million households.  
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Table. 2.  Cumulative Progress under SHG bank linkage program in India. 

                                                                                      Amount in Million US dollars. 

Sl.no Upto March 

end 

No.of SHGs 

financed 

Growth 

over last 

year (%) 

Bank loan 

disbursed  

Growth 

over last 

year (%) 

1 2000-01 2,63,825 129.86 109.30 149.17 

2 2001-02 4,61,478 74.92            233.25 113.41 

3 2002-03 7,17,360 55.45            465.61 99.62 

4 2003-04 10,79,091 50.43 887.32 90.57 

5 2004-05 15,97,804 48.07 1560.59 75.88 

6 2005-06         22,38,565 40.10 2590.45 65.98 

Source: MCID, NABARD, Mumbai. 

The phenomenal growth in the micro finance sector has thrown up a lot of opportunities 

and challenges to all the stakeholders and these challenges need to be tackled by taking 

concerted actions at various levels. These challenges of growth expose the banks to 

varying levels of risks. The banks are preparing themselves for complying with the  Basle 

II norms and every bank is putting in place a risk management system. Under this 

context, the risk management in Micro finance assumes significance.  

 

III. EMERGING SCENARIO UNDER BASEL II 

Bank for International Settlements (BIS) based at Basel in Switzerland promotes sound 

banking practices to be followed by the central banks for ensuring the stability of the 

global financial system on the eve of increasing complexities in terms of Bank’s 

products, services, delivery channel, client demand and technology. BIS prescribed the 

Basel I accord in 1988, wherein it established minimum required regulatory capital levels 

(CRAR -8%) for internationally active banking institutions as well as the broader 
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financial institutions at the discretion of national supervisory banks. International 

Convergence of Capital Measurement and Capital standards- a revised framework 

referred to as Basel II or New Capital Accord, was put in place by Basel Committee on 

Banking Supervision (BCBS) on 26
th

 June  2004, which will replace the Basel I gradually 

over a period of time. 

 

Under Basel I, capital requirements were prescribed to cover only credit risk. Then with 

an amendment in 1996, capital requirement were prescribed to cover market risks arising 

from securities trading activities by the banks.  Basel II has three basic pillars. First pillar 

deals with the minimum capital requirements. Basel II also prescribes a minimum ratio of   

8% capital to bank’s risk weighted assets. But, to comply with Basel II, banks have to 

maintain capital for covering operational risks also. Banks have to hold capital for 

operational risk equal to a fixed percentage of bank’s income either on an aggregated 

basis or split into eight business lines. The second pillar deals with the supervisory review 

process. Pillar 2 allows banks and supervisors to determine optional levels of capital 

matching with the risk profile of the bank. Risk based supervision of banks enables the 

supervisors to focus their attention on the high risk areas and can evolve solutions to the 

problems in risk management. Pillar 3 introduces requirements for Market discipline. 

Transparency and public disclosure will enable the stakeholders to assess the bank’s 

exposure and the risk on their portfolio more objectively and act accordingly.  Basle II 

requires the bank to put in risk management system that should be adaptable to changes 

in business size, market dynamics and introduction of innovative products by banks in 

future.  
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Basel committee does not want to thrust the Basel II to all countries. Supervisors can 

selectively apply the Basel II norms to financial institutions of their choice. But, it desires 

that the central banks shall apply the principles under the pillar 2 and 3 before migrating 

to pillar 1 – capital requirements provisions.  Implementation of Basel II involves a 

significant financial and administration burden on banks and supervisors, as it requires 

putting advanced technology driven systems in place and also people with highly 

specialized skills.  Basel II will pave way for improving the supervision at the financial 

system level and prudent management of risks at the institutional level.  

 

In India, Reserve Bank of India (RBI) issued the guidelines on Basel II in February 2005 

and planned to migrate banks to Basel II with effect from 31st March 2007. But, after 

taking into consideration the state of preparedness of banks for migration, RBI announced 

during the mid term review of its annual policy 2006-07 in October 2006,  that Indian 

Banks with presence outside India and foreign banks operating in India would be required 

to migrate to Basel II w.e.f. 31
st
 March 2008, while other Indian Banks would move to 

Basel II by 31
st
 March 2009. RBI has advised the banks to use the standardized approach 

for credit risk and Basic indicator approach for operational risks for estimating the 

required regulatory capital. Once the banks built up their skill sets in this new field, with 

the prior approval of the RBI, such banks can go for using Internal Rating Based 

approach for credit risk, which is believed to reduce the capital requirements by 20%. 

 

Micro finance assets fall under the “Other Retail assets” category under Basel II and has 

been assigned a risk weight of 75%. Like the Germans lobbied with the Basel committee, 
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based on empirical research and lowered the risk weight for SME assets, Banks can study 

the historical data related with frequency of risk factors, severity of risk events, 

probability of defaults and actual defaults in micro credit and shall bring out a case to the 

RBI for prescribing a reduced risk weight to Micro finance assets under the Basel II.  In 

which case, as the micro finance portfolio would require lower capital, it would 

encourage more banks to enlarge the exposure under the micro finance portfolio, which 

would be perceived as less risk portfolio and this will lead to greater outreach to the poor 

with more inclusive financial sector growth.  

 

IV. RISK MANAGEMENT IN MICRO FINANCE 

Risk is inherent in any lending activity and so also in lending to SHGs and MFIs by 

banks, where no collaterals are taken. Risk management aims at identifying the risks, 

measuring them, evolving strategies for risk mitigation, implementing the strategies and 

monitoring the risk. Microfinance portfolio is mainly exposed to the Credit risk and 

Operational risk. Credit risk is the possibility of losses associated with diminution in the 

credit quality of the SHGs or NGOs or MFIs or CBOs as the case may be.  E.g.  SHG not 

repaying the loan instalment and becoming delinquent. Operational risk is the risk of loss 

resulting from inadequate or failed internal processes, people and systems or from 

external events. E.g. SHG leader commits a fraud and uses a SHG Bank loan proceeds of 

another member for her use. The  risk factors (having potential to cause a loss to the bank 

in the near term) which are bound to be  prominent at the SHG & NGO level, have been 

looked into in-depth, from the view point of implementing Branch Manager’s perception.  
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V. STATEMENT OF THE PROBLEM 

The micro finance sector in India is recording an exponential growth. The bank’s SHG 

loan portfolio is estimated to be around 1813.32 million US dollars as of March 2006 

against the reported level of  955.77 million US dollars as of March 2005. The rapid 

growth in portfolio, not matched with the required capacity building inputs for SHGs and 

NGOs / MFIs / CBOs pose a real threat to the bank’s exposure in the medium and long 

term as the program implementation is handled by the inexperienced persons in many 

places. This can be very well seen in fast expanding NGOs / MFIs, where the unit / 

branch heads are selected from their own staff through the process of promotion and most 

of them lack the management skills. As the micro loans are offered by the banks with out 

any collateral, banks need to be proactive in building up a knowledge base on managing 

the risks in micro finance. The Branch managers of the banks play a vital role in the SHG 

Bank’s linkage program as they are the prime decision makers about lending to SHGs, 

NGOs, CBOs and MFIs. They regularly interact with the SHGs & NGOs and a study on 

their perception on the risk factors related to SHGs & NGOs will bring out many facts, 

which will help the banks to take corrective measures in time and enable the sector to 

grow in an orderly way.  

 

VI. REVIEW OF LITERATURE 

A review of literature on the topic was made by the author to gain a background 

knowledge and to be aware of the current state of affairs in the field of risk management. 

This has also enabled the author to narrow down to identify the research gap to take up 

this study.  
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Ramalingam.C (1987) reported that the group system failed where the members had 

come together only for the sake of taking loan and the group pressures did not work 

because the group did not have a very cohesive structure. This was also due to the fact 

that in most of such cases the group comprised members of both the poor and the non-

poor classes.  

 

Puhazhendhi.V (1997) observed that among the total number of groups promoted by 

different NGOs, about 9 percent of them disintegrated over the last five years. Reasons 

attributed for such disintegration were non-cooperation of individual members with group 

activities, personality clash between office bearers and the group and lack of follow up by 

the NGO field staff.  

 

Fitzgerald, Thomas and Robert Vogel (2000) compared the system of traditional 

supervision of banks with the system of  risk based supervision of banks and concluded 

that the traditional supervisory practices can push regulated institutions in the direction of 

simply avoiding the risk of financing micro finance clients, by requiring collateral and 

written records that these clients can not provide, where as the risk based supervision 

allows a more flexible approach to such micro finance clients so long as the lender shows 

the ability to manage risks through appropriate system and to offset risks by a willingness 

to charge interest rate that may seem high by traditional norms, but are in fact attractive 

to micro loan clients because of low transaction costs. 
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Guillamon, Bernardo et al (2000) studied the credit reporting system established in IDB-

Peru Global Micro Enterprise credit program in Peru and reported that the credit 

reporting systems have improved the quality of decision making and lowered the cost of 

the credit decision and reduced the waiting time of applicants from a week to 24 hours to 

get the credit. Provision of transparent credit histories lowered the risk for new banks for 

entering the sector and serving the micro enterprise borrowers, which has expanded the 

credit access to the micro enterprise borrowers.  

  

Steinwand, Dirk (2000) observed that the most successful MFIs are those that focus not 

only on their current performance and finance conditions, but also on the risk 

management system that will allow them prepare for expected and unexpected risk in the 

future and also noted that the MFIs can reduce their vulnerability to external risks by 

systematically analyzing their preparedness for potential events.  

 

Srinivasan. Girija and P.Satish (2001), while studying the transactions cost of lending 

through self help groups, estimated that the risk cost is also reduced to 0.03 percent in 

case of lending through SHGs, whereas it is as high as 7.88 percent  in normal bank 

lending.  

 

Seibel. Hans Dieter and Harishkumar.R.Dave (2002) while assessing the commercial 

aspects of SHG banking in India, found that the non-performing loans in lending through 

SHGs were zero percent. 
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Chaudhury, A. Iftekhar and Imran Matin (2002) studied the effect of  same member 

joining different groups in Bangladesh and observed that the loan repayment performance 

of the same member joining different groups is significantly worse than the member 

joining only the groups of BRAC.  

 

Crabb.P.R. (2003) observed that MFIs operate primarily in developing countries where 

the risk of local currency devaluation is the highest. These risks prevent access to many 

potential funding sources specifically debt capital, usually denominated in hard 

currencies like US dollars or euro. He further noted that even though the opportunities to 

minimize the foreign exchange rate risk for MFIs exist viz. Indexation of loans to clients 

and a local currency lending backed by hard currency deposits or guarantees, some 

limitations (such as risk mitigation cost pushing up the lending rates for clients) are there 

to their implementation. 

 

The Palestinian Network for small and micro finance (2003) put in place a Credit Risk 

Grading System (CRGS). Under CRGS, the loan officers evaluated a range of 

environmental factors ( competition, relationship with suppliers & customers, product 

market, growth potential of the business and the overall growth potential of the industry) 

and personal factors ( level of management expertise, prior credit history, length of time 

in business and quality of relationship with the loan officer) that can impact the 

borrower’s ability to repay a loan and assigned risk grades (seven grades from 1 to 7 such 

as Grade 1 : Excellent –Loan without any repayment problem and Grade 7 : Loss – Loan 

with more delinquency.) to individual loans. The CRGS enabled loan officers to observe 
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borrower behaviour pattern that may precede a loan falling into delinquency and take 

prompt action. 

 

Imboden, Kathryn (2005) reviewed the Basel II with regard to micro finance and 

expressed a concern about a possible decrease in access to capital by MFIs because of 

higher risk categorization for MFIs as borrowers. The study had pointed out to the micro 

finance sector, the need to address the question of actual track record of the micro finance 

portfolio as opposed to the perception of higher risk, as the supervisory authorities may 

stipulate a higher risk weighting for the uncollateralized micro loan portfolios. 

 

The survey (2006) conducted by Financial Stability Institute of Bank for International 

Settlements revealed that 95 countries planned to adopt Basel II. However, the 

implementation time frame and the approach adopted may vary across countries.  

 

Ramakrishna.R.V  (2006) studied the performance of all banks under the SHG-Bank 

linkage program and found that the total SHG loan outstanding with the banking system 

is Rs42054 million. The net non performing assets under the  SHG-Bank linkage program 

is 1.36 percent of the total SHG loan outstanding. 

 

VII. RESEARCH GAP 

From the above literature review, it is obvious that the risk factors related to SHGs and 

NGOs as the major stakeholders in the SHG bank linkage program, have not been looked 

into under the Indian context. No studies have been carried out how the branch managers 
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implementing the SHG Bank linkage program perceive the risk in SHGs and NGOs. The 

present study fills this gap. The literature review further revealed that the Non Performing 

Assets (NPAs) under bank’s SHG loan portfolio was zero percent in 2002 (Seibel. Hans 

Dieter and Harishkumar.R.Dave 2002), whereas  the NPAs under Bank’s SHG loan 

portfolio was 1.36 percent in 2006 (Ramakrishna.R.V 2006).  This kind of rise in level of 

NPAs under the Bank’s SHG portfolio has to be minimized to the near zero level, which 

calls for immediate attention of the banks in exploring the process of managing the risk in 

micro finance. The present study will unfold the possible risk mitigation measures and 

needed policy changes for the prudent risk management in micro finance.   

 

VIII. RESEARCH  DESIGN 

i. Objectives: 

The study has the following objectives. 

a. To review the emerging risk management scenario in Banks delivering    

micro finance to Self Help Groups and Micro Finance Institutions in India. 

b. To identify the potential risk factors associated with SHG-Bank linkage 

c. To analyze the risk perception of the Branch Managers on SHG lending  

d. To classify the risk factors into High, Medium and Low risk categories. 

e. To evolve a tool for Credit Risk rating of  Self Help Groups 

f. To offer suggestions for risk mitigation measures. 

ii. Methodology: 

The present study is a descriptive one based on both the primary and secondary data. 

Purposive sampling method was used to select the sample units (branch managers with a 
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reasonable experience of implementing the SHG bank linkage program), as the study 

focused more on exploring qualitative inputs. The primary data has been collected from 

68 Branch Managers  (35 from Madurai District & 33 from other districts) of commercial 

Banks, who had been implementing the SHG Bank linkage program in Madurai, 

Dindigul, Sivaganga, Ramanathapuram and Theni districts. Focus Group Discussions 

have been held to elicit the views from the Branch Managers, Non Government 

Organizations (NGOs) and NABARD officials on emerging risks at the SHG & NGO 

level. Initially twenty five factors have been identified from the focus group discussions. 

During the consultations with the practitioners, these 25 factors have been short listed 

into ten risk factors, which were deemed to be more important in terms of their potential 

to cause a loss in the SHG loan portfolio in the near or medium or long term. Then, these 

10 factors have been subjected to content validity by requesting micro finance specialists 

to assess and there was an agreement among the micro finance specialists on these 10 

factors. Using these 10 risk factors, a 5 point  scale was constructed for measuring the 

severity of the risk factor as perceived by the branch managers. Reliability of the scale 

was tested using test-retest method and found that the scale was reliable. The research 

tool used in the study is given in the Annexure – III.  The study was carried out during 

Jan-Jul 2005 and refined during Nov 2006 for the forthcoming FAO’s International 

conference on Rural finance research. The secondary data was collected through a review 

of related literature on the topic and from the Assistant General Manager  of  NABARD, 

Madurai,  and  from MCID, NABARD at Chennai & Mumbai. Statistical tools like 

Frequencies, Percentages, Mean, Standard Deviation and a 5 point  scale have been used 

to analyze the data collected and conclusions have been drawn. 
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iii. Limitations:  

The present study has the following limitations.  Hence, the study results should be read 

and interpreted keeping them in mind. As the study was not supported with any 

institutional grants,  but only carried out by the author on his own interest in the sector 

using his personal resources, the sample size has been restricted and only covered a 

limited geographical area ( 5 districts ).  India is a vast country and has  diverse models of 

micro finance programs right from SHG Bank linkage, MFI model, Joint Liability Group 

model, Grameen model and Co-operative model and  it is not possible for this relatively 

small study to capture all these models. Hence, the study was confined  to the SHG Bank 

linkage model, which takes the lion’s share in the Indian Micro finance portfolio.  The 

study reduced the conventional emphasis on quantitative aspects and more focused on the 

qualitative nature through extensive consultations with the stakeholders to elicit more 

vital information from the people in the operating field.  

 

IX. ANALYSIS AND FINDINGS. 

The scores assigned to each choice in the 5-point scale are given below.  

Strongly Agree- 5,  

Agree- 4,  

Undecided- 3,  

Disagree- 2,  

Strongly Disagree-1.  
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Total scores by all the respondents for each risk factor have been summed up and their 

Mean & Standard Deviation have been calculated.  The risk categorization has been done 

using the mean and standard deviation for each factor. 

Risk category   -  Norms followed. 

Low                  -  Below ‘X’*  (* Where ‘X’ is Mean – Standard Deviation) 

Medium            -  Between ‘X’ and ‘Y’ 

High                 -  Above ‘Y’** ( ** Where ‘Y’ is Mean + Standard Deviation)                

 

The risk factors are dealt in detail herein below. 

i. Lack of  monitoring of SHGs by NGOs: 

Monitoring of SHGs improves the quality of the SHGs and its stability over a period. 

Table. 3.   Risk perception on lack of monitoring. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Lack of  Monitoring of SHGs 

by NGOs 

-- -- 54 79.40 14 20.60 

Source: Primary data. 

Table.3 revealed that 79.40 percent of the Branch managers perceived this factor as a 

Medium category risk only.  NGOs assist the banks in monitoring the credit linked SHGs. 

In the earlier years of  SHG-Bank linkage program implementation, a NGO field staff 

supervised 15 to 20 SHGs on an average. Hence, the supervision of SHGs was close. But, 

now each field staff looks after around 50 to 80 SHGs. In most of the cases, the field staff  

could not able to attend the group meetings even once in two or three months. As a result, 

the branch managers who act on the feedback from these field staff could not able to 



 

 

 23 

know the early warning signals and not able to nip the  SHG problems in the bud. This 

has resulted in poor monitoring of the SHGs. Over a period of time, poor monitoring will 

lead to non performing SHGs as well as to non performing assets in the SHG loan 

portfolio. This factor has not been viewed as a High risk category. 

 

ii. Reduction in grants to NGOs for group promotion: 

Tankha, Ajay (2002) analyzed the cost of promotion of SHGs and found that for 

promoting SHG under a minimalist model of pure bank linkage, it costs Rs4000 (90.90 

US dollars)  per SHG, whereas for promoting SHG under empowerment model and 

livelihood support, it costs between Rs10000 (227.27 US dollars) and Rs12000 (272.72 

US dollars) per SHG.  

Table. 4   Risk perception on reduction in grants to NGOs. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Reduction in grants to NGOs 

for group promotion 

4 5.90 52 76.50 12 17.60 

Source: Primary data 

Table.4 indicated that the 5.90 percent of the branch managers perceived this risk factor 

of reduction in grants to NGOs for group promotion as a high risk category. NGOs 

received the group promotion grants from donor agencies & governments and provided 

exclusive staff for looking after the SHG  program. But, of late, group promotion grants 

have been reduced substantially which have forced the NGOs to drop their program staff 

and they manage the SHGs with a small team of their core staff. As a result, the capacity 

building inputs are not available to the SHGs on an ongoing basis, after bank credit 
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linkage and the growth of  SHGs towards sustainability is at stake. Still many of the rural 

households are under the clutches of the moneylenders and they need to be brought to the 

bank’s fold and unless  adequate group promotion grants are available to the NGOs, they 

can not enlarge their outreach to  reach the unreached poor with bank credit.   

 

iii. Frequent switch over of NGO field staff: 

Staff  turn over affects the continuity of the program implementation.  

Table. 5.   Risk perception on switch over of NGO field staff. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Frequent switch over of NGO 

Field staff 

14 20.60 44 64.70 10 14.70 

Source: Primary data. 

Table.5 revealed that 20.60 percent of the Branch managers perceived the staff turn over 

as a high risk category. Many NGOs face this problem of switch over of field staff from 

one NGO to another. Some Branch Managers are found hesitant to lend to those SHGs 

promoted by such NGOs, which have the staff turnover problem.  This adds to the NGO’s 

program management cost also, as they have to recruit new staff and provide training to 

them about the SHG bank linkage program implementation. New staff will take atleast 3 

to 6 months to acquaint with the clients so as to handle the program effectively. During 

this transition phase, the program implementation will suffer and credit delivery as well 

as loan monitoring will be affected.  

 

 



 

 

 25 

iv. Quality of human resources  of  NGOs: 

For any organization’s successful performance, the quality of its human resources is vital. 

Table. 6.   Risk perception on Quality of Human resources. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Quality of Human resources   

of  NGO 

-- -- 58 85.30 10 14.70 

Source: Primary data 

From the table.6, it has been observed that 85.30 percent of the Branch Managers have 

perceived this risk factor of quality of human resources as medium risk category.  SHG’s 

performance is directly proportional to the level of  capacity building inputs  received by 

the SHGs from the dedicated and knowledgeable NGO staff. Normally, the NGO field 

staff are well versed in social skills and lack exposure in financial and management 

concepts. Some NGOs recruit professionals, who may be good at management capability 

but not aware of participatory processes based development approaches. Inadequate 

investment in quality of human resources of NGOs will affect the quality of SHGs 

promoted and thereby the credit absorption  capacity of SHGs will be limited. Bankers 

should be cautious not to allow the dilution of quality of human resources, while the 

sector grows rapidly. 

 

v. Maintenance of group accounts: 

NGOs have trained the SHG leaders in maintaining the accounts of their SHGs.  
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Table. 7.   Risk perception on Maintenance of Group accounts. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Maintenance of group a/cs by a 

few and Not transparent 

25 36.80 25 36.80 18 26.40 

Source: Primary data 

From the table.7, it is obvious that 36.80 percent of the Branch managers perceived this 

factor of maintenance of group accounts by a few as a high risk category. It is always 

desirable that the group accounts maintenance is known to atleast 4 or 5 members of the 

group. As substantial portion of the members of  SHGs are illiterate, in most SHGs, only 

one person maintains the accounts. Such groups are prone for fraud. After fraud, the 

SHGs become defunct and the bank credit to such SHGs become sticky.   

 

vi. Dual financing to members: 

Dual membership is commonly seen in matured micro finance markets.  

Table. 8.   Risk perception on Dual financing. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Dual financing as members 

join more than one SHG 

-- -- 59 86.80 9 13.20 

Source: Primary data. 

Table 8 revealed that 86.80 percent of the branch managers perceived this factor of dual 

financing as a medium risk category. As more than one NGO operate in a village, where 

there is more concentration of SHGs, the SHG members have a chance to become 

members in more than one SHG. There is a possibility for these members to receive two 
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loans from the bank through two different SHGs, showing the same asset. In such cases, 

the member would repay the loan to a group, which gives more peer pressure and may 

default for the other loan, which will affect the bank’s loan portfolio quality.    

 

vii. Dependence on a single SHG leader: 

SHGs are led by a leader designated as animator or president or chairperson. 

Table. 9.   Risk perception on Dependence on a Single SHG leader. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Dependence on a single SHG 

leader for a long time 

-- -- 58 85.30 10 14.70 

Source: Primary data. 

Table.9 revealed that 85.30 percent of the Branch managers perceived this factor as a 

medium risk category. Even though SHGs have a rule that once in two or three years, 

their leaders should be changed. In many SHGs, the same leader continues for many 

years. As a result, such leaders become autocratic and the member’s involvement in 

decision making is reduced. So, there is a possible risk of misuse of bank loan allocation 

to a selected few, who are close to the leaders. It is commonly seen in villages, when a 

SHG leader, on whom the SHG depended in total,   has gone to her mother’s house for a 

brief period of 3 to 4 months for her child delivery, the regular activities (conducting 

meeting, collecting savings and loan instalments) of the SHG would have come to a 

standstill. This kind of temporary setback leads to permanent default by members. 
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viii. Loan size not commensurate with SHG capacity: 

SHGs require a higher management and book keeping capacity to handle a larger loan 

size. Even ineligible SHGs are lured by the government subsidy under SGSY. 

Table. 10   Risk perception on Loan size Vs Capacity of SHG members. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Loan size not commensurate 

with the capacity of SHG 

members. 

13 19.10 43 63.20 12 17.70 

Source: Primary data 

Table.10 revealed that this factor was perceived as a high risk category by 19.10 percent 

of the Branch Managers. In case of subsidized loans to SHGs like SGSY – Economic 

assistance, it is found that the SHG loan size is  bigger as Rs3 lakhs (6818.18 US dollars) 

or  Rs 4 lakhs (9090.90 US dollars) and  not commensurate with the management 

capacity of the SHGs and as well as with entrepreneurial capacity of the SHG members.  

 

ix. Possibility for loan default vs loan size: 

When  the loan size is large, the possibility for default by members is bound to increase. 

Table. 11.   Risk perception on possible loan default in larger loans. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 Increasing possibility for loan 

default with increase in loan 

size 

7 10.30 56 82.40 5 7.30 

Source: Primary data 
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Table. 11 indicated that 10.30 percent of the Branch Managers perceived this factor as a 

high risk category. In SHG lending, the Peer pressure is the collateral. This works well in 

loans of smaller sizes. In the second, third or fourth time of repeat loans taken by SHGs, 

only a few members (active borrowers with an entrepreneurial spirit) take a larger pie of 

the loan and the rest of the group even fear to exert the peer pressure against such 

influential few members.  In such a situation, when the loan size per member is above 

Rs50000 (1136.36 US dollars) or more, the possibility of loan default increases.  

 

x. SHGs shouldering too much govt. program responsibilities beyond their 

capacity: 

There is a limit for SHGs to shoulder the responsibilities matching with their ability. 

Table. 12.   Risk perception on SHGs shouldering too much  responsibilities. 

High risk Medium risk Low risk Sl

no 

Risk Factor 

No. % No. % No. % 

1 SHGs  shouldering too much 

govt. program responsibilities 

beyond their capacity. 

18 26.40 37 54.50 13 19.10 

Source: Primary data. 

Table.12 revealed that 26.40 percent of the Branch managers perceived this factor as a 

high risk category.  As the SHGs have proved themselves that they are very effective 

delivery units, many government departments have come forward to route their programs 

/ services through the SHGs. (E.g . SHGs running the Fair price-ration shops, SHGs 

Maintaining the sanitary complex). This has added burden to the SHGs and sometimes 

even led to the collapse of the groups as needed management capacity of SHGs was not 
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built up simultaneously. Due to the collapse of the SHG, the loan given to such SHGs 

turns into a bad debt. SHG is not a panacea for solving all rural problems.  

 

From the above analysis, it is observed that out of ten risk factors identified, the 

following 6 risk factors have emerged as High risk category factors as per the perception 

of the Branch managers, which may lead to some loss events in the SHG portfolio and the 

stakeholders of the SHG bank linkage program should address these issues. 

� Reduction in grants to NGOs for group promotion. 

� Frequent switch over of NGO field staff 

� Maintenance of group accounts by a few 

� Loan size not commensurate with the capacity of the SHG members. 

� Increasing possibility for loan default with increase in loan size 

� SHGs shouldering too much government program responsibilities beyond their 

capacity. 

Some of the factors (such as Lack of monitoring of SHGs by NGOs and Dependence on a 

single SHG leader), which are in Medium risk category as of now, also have potential to 

move into the high risk category in the near term, if no corrective measures are taken in 

time.  

  

X.    SUGGESTIONS FOR RISK MITIGATION & POLICY CHANGES 

The following are the risk mitigation measures & policy changes  suggested to manage 

the risks in a prudent way in lending to SHGs / NGOs / MFIs / CBOs by banks.  
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BANK  RELATED: 

� Banks should ensure that only a part of the group shares the SHG Bank loan ( the 

Loan not shared by all members)  at any given point of time so as to maintain the 

peer pressure in the group. 

� Banks should encourage the SHGs to take short term loans (of 8 months, 10 

months and 12 months periods) initially and build a credit history in the bank. 

� Banks should give the repeat loans to the SHGs within a short period, which will 

reinforce the  message to others that once the SHG closes the loan, they will get 

the next higher loan quickly. 

� Banks shall ask the SHGs to take up a restructuring exercise after each loan and 

before the release of the subsequent loan, which will add to the stability of the 

group. (i.e. removing any member if they violated any rules in the previous loan 

cycle or changing the leader if required. ) 

� After 2 or 3 successful loan repayments, when an individual member of a SHG 

wants a larger loan of above Rs50,000 (1136.36 US dollars) in a SHG bank loan, 

such individual cases may be segregated from the group loan and migrated by the 

banks  and considered under the Individual loan schemes. 

� Banks should ensure that the SHG loan  reaches the ultimate SHG members in a 

transparent way.  

� Banks shall encourage the SHG members to come to the bank in rotation every 

month. 

� Banks may put in place a MIS, that will supply the required extensive data on 

SHGs lending,  for the better risk management. 
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� For SHG loans of upto Rs2 lakhs (4545.45 US dollars) also, the credit risk rating 

tool suggested in this study as given in the annexure I,  shall be used to internalize 

the process of risk based lending. 

� For SHG loans of above Rs2 lakhs (4545.45 US dollars) categories, Banks shall 

rate the groups (using the credit risk rating tool given in the annexure II) every 

year on an ongoing basis and offer risk based pricing. 

� Banks shall offer Micro insurance products to the SHGs in tie up with the 

insurance companies to protect against  the life and non-life risks. 

� Banks shall enter into strategic alliance with NGOs and share the group 

promotion costs. 

� The banks shall consider the credit risk rating tools suggested in this study as 

given in the annexure I and II as a base and shall develop their own SHG credit 

risk rating tools to suit their context. The calibration on the risk rating scale can be 

linked with credit decision making especially with reference to loan amount, 

tenure and pricing of the loan. The risk based pricing will encourage the SHGs to 

keep up the credit discipline and enforce the repayment ethics. 

NABARD RELATED 

� NABARD shall increase their group promotion grants to NGOs 

� NABARD shall form Micro Credit Information Bureaus at the district level as a 

pilot  and make available the credit histories of the SHGs to the banks over online. 

� NABARD shall organize more capacity building programs for NGOs and CBOs 

on basic risk management strategies in Micro finance. 
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� NABARD shall offer capacity building grants to NGOs for conducting  Micro 

finance risk awareness programs for SHG leaders  

NGO RELATED. 

� NGO shall take up internal auditing of SHGs a/cs through their field staff and 

ensure that the external audit by Chartered accountants be taken up once in a year. 

The contents of the balance sheet  and Income & Expenses of the SHG should be 

explained to all the members of SHG and ensure financial transparency. 

� NGOs should arrange for need based micro enterprise management training to the 

SHGs before recommending them for larger loans for group activities and should 

offer handholding support during the initial period of commencement of the new 

activity. 

� NGOs shall select active SHG leaders as their field staff to prevent the staff 

turnover problem. 

� NGOs should train more than one person in SHG accounts writing. 

� NGOs shall insist that leaders of SHGs should be changed once in 2 or 3 years as 

per the provisions of the group bye laws. 

� NGOs shall form Federation of SHGs (CBOs) and train them to take up the 

responsibility from the NGOs for monitoring of  SHGs. 

GOVERNMENT RELATED 

� Government departments should limit the delivery responsibilities of the SHGs 

for selective programs only matching with its capability. 

� Government should change the mode from rapid growth to consolidation phase so 

as to ensure a growth with stability and improve the  quality of the groups. 
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XI. MOVING RESULTS INTO PRACTICE 

The study findings / some of the suggestions made in the study,  have been incorporated 

by the author into the training module of the SHG training for Branch Managers and the 

author has conducted three training programs for Branch Managers on 13
th

 Jan 2006, 21
st
 

Feb 2006 and 11
th

 Nov 2006 at Madurai. The Branch managers have found that the risk 

mitigation / management inputs imparted through the training were very useful to them 

and they were confident to face the challenges in lending to SHGs by taking up suggested 

risk mitigation measures and would like to enlarge their reach to the Bottom of the 

Pyramid market.  

 

XII. CONCLUSION 

Even though the SHG lending is outside the purview of the individual credit risk rating 

framework right now and only the portfolio approach is adopted, as the bank’s exposure 

in SHG lending is on the increase day by day, all the banks have necessarily to be ready 

with a roadmap for managing both the credit risk and the operational risk in Micro 

finance. The present study (especially the credit risk rating tools suggested) will be of 

immense help to the branch managers & NGOs,  who implement the SHG – Bank linkage 

program and will enable them to manage the risks effectively & upscale their SHG 

portfolio.  This rapid study has provided qualitative insights on the issues, constraints and 

opportunities in the emerging field of risk management in micro finance.  To that extent, 

one can take the findings of this study to be a pioneering effort in providing a basis for 

further investigation with quantitative orientation by the institutions concerned in the 

days ahead.  
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ANNEXURE: I 
CREDIT RISK RATING MODEL FOR SHG LOANS (Upto Rs2 lakhs limit). 

i. ORGANIZATIONAL: 

Sl.no Category Items Risk 

Weight 

Scores Maxi 

score 

1 Group size Members less than 10 

Members between 10&15 

Members above 15 to 20 

2 0 

1 

2 

4 

2 Composition I a. Target group only 

  b. 1-5 non target group 

  c. More than 5 non target 

II a.Homogenous (Economic) 

    b.Mixed group 

 3 

 

 

 

3 

2 

1 

0 

2 

1 

6 

 

 

6 

3 Age of the Group One year and above 

6 months – less than a year 

Less than 6 months 

2 3 

2 

1 

6 

4 SHG  meetings in 

a month 

I a. Four meetings 

  b. 2 to 3 meetings 

  c. 1 meeting 

II a. Regularity of meetings 

    b. Irregular meetings. 

1 

 

 

1 

3 

2 

1 

2 

0 

3 

 

 

2 

5 Attendance in 

meeting 

More than 90% 

70% to less than 90% 

Less than 70% 

1 3 

2 

1 

3 

6 Participation in 

discussions in 

meetings 

Member involve High 

Member involve Medium 

Member involve Low 

1 2 

1 

0 

2 

7 Knowledge on 

rules & functions 

of SHGs 

  Known to all members 

  Known to most of members 

  Not known to most 

2 2 

1 

0 

4 

8 Educational level 

of SHG members 

20% & more literate 

Less than 20% literate 

All illiterates 

2 2 

1 

0 

4 

9 Awareness on 

Govt Program & 

Bank Procedures 

All are aware 

Part of the group aware of  

None is aware of  

2 2 

1 

0 

4 

10 Rotation of  

Leaders of SHGs. 

Both leaders rotated 

Any one of them rotated 

No rotation of office bearers 

3 2 

1 

0 

6 

ii. FINANCIAL :  

1 Savings i. Total savings: 

a. More than 

Rs50000 

b. 25001-50000 

c. Less than 

25000 

2  

 

3 

2 

1 

 

 

6 
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  ii. Regularity 

a. Regular 

b. Irregular 

2 

 

 

 

2 

0 

 

4 

  iii. Type of savings 

a. Optional rate 

b. Fixed rate 

3  

2 

1 

 

6 

  iv. Frequency of 

savings /month 

a. 4 times / month 

b. 3 times 

c. 2 –1 time 

2  

 

3 

2 

1 

 

 

6 

2 Sanga Loans 

(Loans given out 

of SHG’s own 

funds) 

i. Utilization of 

savings by grant of 

loans 

a. Above 80% 

b. 50 to 80% 

c. Less than 50% 

 

 

 

2 

 

 

 

3 

2 

1 

 

 

 

6 

  ii. Interest rates 

a. Based on 

purpose 

b. Upto 24  to 

36% 

c. Above 36% 

 

2 

 

2 

 

1 

 

0 

 

4 

3 Sanga loan & 

Bank loan 

repayment 

Repayment 

98-100% 

                  90-97% 

                  Less than 90% 

2  

3 

2 

1 

 

6 

4 Maintenance of 

SHG account  

books  

Minutes, savings, Loan, 

Cash & General ledgers 

maintained & updated 

Any one ledger not 

maintained & not updated 

More than 1 ledger not 

maintained 

 

 

2 

 

 

2 

 

1 

 

0 

 

 

4 

5 No.of times bank 

loan availed 

earlier 

More than 3 times 

1-2 times 

Not availed earlier 

2 2 

1 

0 

4 

5 Auditing of SHG 

for the last year 

Professional auditing 

Internal auditing by NGO 

Not audited 

2 2 

1 

0 

4 

Total scores                                                                                                          : 100 

Rating  scores           Category.                                          Risk category. 
90 &  above -   High Performing SHG & Bankable    - Low risk 

75 to 89        -   Moderate performance & Bankable    -  Medium risk 

Below 75      -   Low performance & Not bankable      -  High risk. 

Note: Currency conversion : 1 US dollar = 44 Indian rupees. 
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ANNEXURE: II. 
CREDIT RISK RATING MODEL FOR SHG LOANS (Above Rs2 lakhs limit). 

i. ORGANIZATIONAL: 

Sl.no Category Items Risk 

Weight 

Scores Maxi 

Score 

1 Group size Members less than 10 

Members between 10&15 

Members above 15 to 20 

2 0 

1 

2 

4 

2 Composition I a. Target group only 

  b. 1-5 non target group 

  c. More than 5 non target 

II a.Homogenous (Economic) 

    b.Mixed group 

 3 

 

 

 

3 

2 

1 

0 

2 

1 

6 

 

 

6 

3 Age of the Group One year and above 

6 months – less than a year 

Less than 6 months 

2 3 

2 

1 

6 

4 SHG  meetings in 

a month 

I a. Four meetings 

  b. 2 to 3 meetings 

  c. 1 meeting 

II a. Regularity of meetings 

    b. Irregular meetings. 

1 

 

 

1 

3 

2 

1 

2 

0 

3 

 

 

2 

5 Attendance in 

meeting 

More than 90% 

70% to less than 90% 

Less than 70% 

1 3 

2 

1 

3 

6 Participation in 

discussions in 

meetings 

Member involve High 

Member involve Medium 

Member involve Low 

1 2 

1 

0 

2 

7 Knowledge on 

rules & functions 

of SHGs 

  Known to all members 

  Known to most of members 

  Not known to most 

2 2 

1 

0 

4 

8 Educational level 

of SHG members 

20% & more literate 

Less than 20% literate 

All illiterates 

2 2 

1 

0 

4 

9 Awareness on 

Govt Program & 

Bank Procedures 

All are aware 

Part of the group aware of  

None is aware of  

2 2 

1 

0 

4 

10 Rotation of  

Leaders of SHGs. 

Both leaders rotated 

Any one of them rotated 

No rotation of office bearers 

3 2 

1 

0 

6 

ii. FINANCIAL :  

1 Savings v. Total savings: 

a. More than 

Rs50000 

b. 25001-50000 

c. Less than 

25000 

2  

 

3 

2 

1 

 

 

6 
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  vi. Regularity 

a. Regular 

b. Irregular 

2 

 

 

 

2 

0 

 

4 

  vii. Type of savings 

a. Optional rate 

b. Fixed rate 

3  

2 

1 

 

6 

  viii. Frequency of 

savings /month 

a. 4 times / month 

b. 3 times 

c. 2 –1 time 

2  

 

3 

2 

1 

 

 

6 

2 Sanga Loans 

(Loans given out 

of SHG’s own 

funds) 

iii. Utilization of 

savings by grant of 

loans 

a. Above 80% 

b. 50 to 80% 

c. Less than 50% 

 

 

 

2 

 

 

 

3 

2 

1 

 

 

 

6 

  iv. Interest rates 

a. Based on 

purpose 

b. Upto 24  to 

36% 

c. Above 36% 

 

2 

 

2 

 

1 

 

0 

 

4 

3 Sanga loan & 

Bank loan 

repayment 

Repayment 

98-100% 

                  90-97% 

                  Less than 90% 

2  

3 

2 

1 

 

6 

4 Maintenance of 

SHG account  

books  

Minutes, savings, Loan, 

Cash & General ledgers 

maintained & updated 

Any one ledger not 

maintained & not updated 

More than 1 ledger not 

maintained 

 

 

2 

 

 

2 

 

1 

 

0 

 

 

4 

5 No.of times bank 

loan availed 

earlier 

More than 3 times 

1-2 times 

Not availed earlier 

2 2 

1 

0 

4 

6 Auditing of SHG 

for the last year 

Professional auditing 

Internal auditing by NGO 

Not audited 

2 2 

1 

0 

4 

 

 

Note: Last 2 years balance sheets and Income & expenditure reports of SHGs may be 

used to arrive at the parameters like OSS, PAR and Cost of unit of money lent. 
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* Operational income of a SHG includes interest income, fine and service charges. 

** Operational expenses of a SHG include salary paid to book keepers, transport 

expenses, stationery expenses, bank charges, audit expenses, bad debt expenses and 

miscellaneous expenses.  

 

Sl.no Category Items Risk 

weight 

Scores Maxi. 

Score. 

7 

 

 

 

 

 

8 

Operational Self 

Sufficiency.(OSS) 

Operational * 

income      x 100         

Operational 

expenses** 

OSS trend 

compared with the 

last  year 

OSS above 135% 

 

100 to 135% 

 

Less than 100% 

 

If OSS% increases over 

the last  year 

If OSS% stayed same 

Over the last year. 

If OSS% reduced over  

The last year 

5 

 

 

 

 

 

5 

2 

 

1 

 

0 

 

2 

 

1 

 

0 

10 

 

 

 

 

 

10 

9 Portfolio at risk 

(PAR)=  

Total balance of 

all overdue 

Sanga + bank 

loans 

--------------- x 100 

total sanga + bank 

loan outstanding. 

 

Less than 2% 

 

2- 5% 

 

More than 5% 

 

If PAR comes down 

over the previous year. 

If PAR stayed same 

over the last year. 

If PAR increased 

Over the last year 

 

 

5 

 

 

 

 

 

5 

2 

 

1 

 

0 

 

2 

 

1 

 

0 

10 

 

 

 

 

 

10 

10 Cost of Unit of 

money lent= 

Operational 

expenses    

total sanga + bank 

loan disbursed by 

SHG 

 

If the cost reduces over 

the previous year 

If the cost stays the 

same over the last year 

If the cost increases 

over the last year 

 

5 

 

2 

 

1 

 

0 

 

 

10 

Total scores                                                                                                 :  150 

 Rating Score               Category                                            Risk category 
Above 130       -    High performing & Bankable                     - Low risk 

101-129           -    Medium performing &Bankable                 - Medium risk 

Less than 100  -     Low performing & Not bankable               - High risk. 

Currency conversion: 1 US dollar = 44 Indian rupees. 
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ANNEXURE – III. 

RESEARCH  TOOL. 

BRANCH MANAGER’S  RISK PERCEPTION 

Please,  choose your option for the following statements and give appropriate scores for 

each statement. The scores are as follows. If you Strongly Agree (5) , Agree (4), 

Undecided (3) Disagree (2) Strongly disagree (1). Thanks  for sparing your valuable time. 

 

1. Lack of monitoring of SHGs by NGO field staff due to increase in no.of SHGs 

supervised per field staff. 

 

2. Reduction in Govt./Donor grants to NGOs for meeting the group promotion costs. 

 

3. Frequent switch over by field staff  of  NGOs. 

 

4. Quality of human resources of NGO not commensurate with the no. of SHGs in 

their fold, so as to deliver the effective trainings to the SHGs. 

 

5. Group account & other records maintenance is done by very few SHG members 

only, which leads to lack of transparency in financial transactions. 

 

6. Same  SHG member joining more than one SHG, which leads to dual financing. 

 

7. Increased dependence on a SHG leader for a quite long time, creates a power 

center within the SHG. 

 

8. In case of subsidized loans, the loan size is not commensurate with the 

management capacity of SHGs as well as with entrepreneurial capacity of the 

SHG members. 

 

9. The possibility for loan default increases with the increase in size of SHG loans. 

 

10. Placing too much govt. program burden on the SHGs, beyond their management 

capacity, will dilute their effective functioning and sometimes causes 

disintegration of the group. 

 

Bank: 

 

Branch:                                               

 

Date :                                                 Name:                                        Signature  
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*****       


