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Abstract 

This paper looks at microfinance as a type of banking service especially to women in Davangere district empowering 

those who have difficulty in accessing formal financial services. Microfinance portfolios in Karnataka have grown at a 

compound annual growth rate of 48% over the last half a decade, driven by favourable policy changes and increased 

involvement from various financial institutions. This is according to recent analysis by Big Four accounting and 

advisory firm KPMG.  Microfinance in Karnataka is more than just an economic tool, often representing the 

empowerment of historically marginalised and financially dependent communities. KPMG contextualises the evolution 

of India’s microfinance sector, starting with the government’s decision to boost the sector back in 1992.  To break 

financial shackles, marginalised groups in rural areas traditionally formed self-help groups, where resources were 

pooled and distributed to those in need. The government of Karnataka made the decision to link these groups to banks 

and other financial institutions, a scheme that was developed by the National Bank for Agriculture and Rural 

Development.   Under the scheme, small, easy-access loans are provided to segments that are conventionally deemed 

ineligible for credit. This was seen as a desirable alternative to other financing means such as the spread of commercial 

banks to rural areas and the simplification of lending procedures for rural financial institutions.  Since 1992,  Davangere 

District has grown in that the MFI been tremendous. “This industry has evolved over the last two decades and reached 

over 25% penetration level in the total addressable market in 2019,“ said the report. In their modern form, the self-help 

group collaboration with banking institutions have come to be known as Joint Liability Groups (JLGs).  The biggest 

target group involved in the world of microfinance is women in rural areas, who are otherwise oppressed. The firm 

reports that a staggering 99% of the beneficiaries of microfinance are women in India. This has helped bring financial 

inclusion to millions of rural families.    

Women in Microfinance in this regard have proven an important aspect for achieving something that several public 

and private agencies alike have been attempting for a number of years now – bringing women into the financial arena. 

Reports have suggested that India’s economy could benefit significantly from better inclusion, and many have been 

involved in promoting this scenario.  Global management consultancy Accenture, for instance, set up a learning centre 

for rural girls in 2016, equipped with state-of-the-art educational facilities. In February last year, Big Four accounting 

and advisory firm Deloitte launched the WorldClass programme, aimed at training as many as 10 million women in 

Karnataka over the next decade.   
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Introduction 

Microfinance appears to be serving a crucial purpose in the Indian economy, which has been driven by a variety of 

actors. The Reserve Bank of Karnataka has kept a watchful eye on the sector, with the intention of protecting borrowers 

and lenders alike, given the high levels of financial risk involved.   On the financial side, the biggest source of credit 

are the Microfinance Institutions attached to non-banking financial corporations (NBFC-MFIs). Given their 

increasingly central economic role, NBFCs across Karnataka are being urged to modernise their operations, to help 

cope with burgeoning demand.  NBFCs without attached MFIs are the second largest lenders, followed by banking 

corporations and small finance banks. KPMG reports that a number of NBFC-MFIs are currently undergoing a 

transition to small finance banks, which might alter the dynamics in the sector.   

The primary objective of the SHG-Bank Linkage Programme (SBLP) of NABARD is to expand the outreach of the 

formal banking system to the un-reached rural poor on a sustainable basis (see Suran, 2007). In addition, the following 

objectives were formulated for advancement of the groups. Providence of hassle free access to the financial services 

and products through formal sector with low rate of interest itself has a number of benefits for the poor. In addition, the 

programme fulfills several other objectives. First, it provides consumption as well as production loan without any 

collateral. Secondly, it enables SHG members to reap economic benefit out of mutual help, solidarity and joint 

responsibility. The programme also ensures long-term help from a promoting institution for a number of activities most 

notably the income generating activities As SHGs are formed by economically poorer women with low level of 

capabilities to deal with banks, Self-Help Group Promoting Institutions (SHPI) play a critical role in the formation of 

SHGs and their operations in the initial stages. 

Hence whilst it may not be guaranteed that Finance Minister’s suggested institution will become a success and other 

microcredit ventures have hit difficulties, it is wrong to dismiss the attempt as a political maneuver. In a country like 

India, where vast portions of the population remain trapped in rural poverty, the government should at least be trying 

innovative ideas to alleviate the situation. Modern microcredit is a relatively new phenomenon and as such some 

growing pains should be expected. Still, this budding industry’s potential is too great for it be criticized or discarded so 

easily. 

Objective: 

This paper intends to explore Micro finance and it’s role in Women Empowerment in Davangere district, also it studies 

microfinance sector its growth, accessibility in Karnataka, targeted at the low-income and unemployed fraction of the 

population 
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Growth Small scale microcredit for women   

For really small scale microcredit to work, some of the traditional tools of finance, such as credit history checks and 

requirements for collateral, have to be discarded. This naturally makes many bankers weary, and yet there are cases 

such as those highlighted above where genuine benefits can be achieved without the system collapsing into “charity 

disguised as something else.” Problems with credit history for example, (in the case of Grameen Bank), were dealt with 

by the institution adopting a “group lending” approach, capitalizing on the close sense of community in small rural 

villages. 

 

Key Benefits 

The part that microfinance plays in economic development is noteworthy. Some of the key benefits of MFIs include 

the following: 

 It enables people expand their present opportunities – The income accumulation of poor households has 

improved due to the presence of microfinance institutions that offer funds for their businesses. 

 It provides easy access to credit – Microfinance opportunities provide people credit when it is needed the most. 

Banks do not usually offer small loans to customers; MFIs providing microloans bridge this gap. 

 It makes future investments possible– Microfinance makes more money available to the poor sections of the 

economy. So, apart from financing the basic needs of these families, MFIs also provide them with credit for 

constructing better houses, improving their healthcare facilities, and exploring better business opportunities. 

 It serves the under-financed section of the society – Majority of the microfinance loans provided by MFIs are 

offered to women. Unemployed people and those with disabilities are also beneficiaries of microfinance. These 

financing options help people take control of their lives through the betterment of their living conditions. 

 It helps in the generation of employment opportunities – Microfinance institutions help create jobs in the 

impoverished communities. 
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 It inculcates the discipline of saving – When the basic needs of people are met, they are more inclined to start 

saving for the future. It is good for people living in backward areas to inculcate the habit of saving. 

 It brings about significant economic gains – When people participate in microfinance activities, they are more 

likely to receive better levels of consumption and improved nutrition. This eventually leads to the growth of the 

community in terms of economic value. 

 It results in better credit management practices – Microloans are mostly taken by women borrowers. Statistics 

prove that female borrowers are less likely to default on loans. Apart from providing empowerment, microloans 

also have better repayment rates as women pose lesser risk to borrowers. This improves the credit management 

practices of the community. 

 It results in better education – It has been noted that families benefiting from microloans are more likely to 

provide better and continued education for their children. Improvement in the family finances imply that 

children may not be pulled out of school for monetary reasons. 

Groups Organised by Microfinance Institutions in Karnataka 

There are several types of groups organised by microfinance institutions for offering credit, insurance, and financial 

training to the rural population in Karnataka: 

1. Joint Liability Group (JLG) 

This is usually an informal group that consists of 4-10 individuals who seek loans against mutual guarantee. The loans 

are usually taken for agricultural purposes or associated activities. Farmers, rural workers, and tenants fall into this 

category of borrowers. Each individual in a JLG is equally responsible for the loan repayment in a timely manner. This 

institution does not need any financial administration, as it is simple in nature. 

2. Self Help Group (SHG) 

 

A Self Help Group is a group of individuals with similar socio-economic backgrounds. These small entrepreneurs come 

together for a short duration and create a common fund for their business needs. These groups are classified as non-

profit organisations. The group takes care of the debt recovery. There is no requirement of a collateral in this kind of 

group lending. The interest rates are generally low as well. Several banks have had tie-ups with SHGs with a vision to 

improve financial inclusion in the rural parts of the country. 

The NABARD SHG linkage programme is noteworthy in this regard, as several Self Help Groups are able to borrow 

money from banks if they are able to present a track record of diligent repayments. 
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3. Grameen Model Bank 

The Grameen Model was the brainchild of Nobel Laureate Prof. Muhammad Yunus in Bangladesh in the 1970s. It has 

inspired the creation of Regional Rural Banks (RRBs) in Karnataka. The primary motive of this system is the end-to-

end development of the rural economy. However, in Karnataka, SHGs have been more successful as MFIs when 

compared to Grameen Banks. 

4. Rural Cooperatives 

Rural Cooperatives were established in Karnataka at the time of Karnatakan independence. The resources of poor 

people were pooled in and financial services were provided from this fund. However, this system had complex 

monitoring structures and were beneficial only to the creditworthy borrowers in rural Karnataka. Hence, this system 

did not find the success that it sought initially. 

Difference between JLGs and SHGs 

SHGs are units oriented to the communities when compared to JLGs. Members own and control SHGs and they decide 

all terms and conditions associated with the group’s functioning. Banks and NGOs provide support to these units so 

that they can prosper. 

SHGs have internal control, but this can lead to conflict among members. JGs are controlled externally by the 

institutions that promote them. The terms and conditions of the JLG are also determined by the promoting institution. 

The operations of JLGs are more standardised and easier to replicate, when compared to SHGs. 

Under an SHG, the group members will be required to save before they are eligible for a loan. In a JLG model saving 

is not compulsory; groups need not build internal capital for inter-loaning. Most of the times, MFIs initiate the formation 

of JLGs by asking members to form such groups with the motive of getting a loan. 

Donor agencies support SHGs in skill development and capacity building through NGOs. This process of internal 

capacity building makes the process of getting a bank loan more time-consuming for an SHG. Since JLGs are managed 

externally, there is very little focus on capacity building. Hence, these units may find it easier to procure loans. JLGs 

are hence, referred to as “fast growth models”. SHGs are more decentralised and democratic than JLGs. 

JLG model in Karnataka’s Davangere district 

SHGs in Davangere district are self-managed and self-reliant. Hence, an MFI representative has to spend very little 

time over the management of the group. This implies that several groups can be managed by a single representative, 

resulting in low cost management. In the JLG model, the MFI’s employees are responsible for monitoring the routine 

operations of the group. This makes it an expensive model. 
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JLGs are more immune to internal and external threats as they have better protection from the supporting MFIs. 

However, they are less empowered in comparison to SHGs. The government’s efforts to create micro credit institutions 

geared towards women are too important to dismiss. 

 

The Indian subcontinent was the first place where modern microfinance, at the time called “micro credit,” really became 

a phenomenon. Whilst small scale lending has been going on for centuries, it was in the 1970s that Muhammad Yunus 

began to put together ideas which eventually led to the Grameen Bank being established in Bangladesh. The Bank, 

which provided small loans to extremely poor group borrowers, has been marked out by its success (leading eventually 

to it being awarded the Nobel Peace Prize in 2006, and by the fact that the vast majority of its borrowers (who are also 

its shareholders) are women. 

Hence when India’s finance minister,  announced his budget on the last day of February, one particular item stood out 

for those familiar with microcredit; that was the nearly $185 million appropriated to establish a small public bank for 

the poor run by and for women. 

Some commentators have suggested that the move is entirely political, aimed at wooing women voters following the 

recent news coverage of the appalling crimes committed against women in the country. These suspicions were driven 

in part by the fact that Minister Finance Minister also announced new funding for women’s safety that was named after 

one of the recent rape victims. 
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Furthermore, India already has several institutions which perform a similar task to the one described by Finance 

Minister. The Mann Deshi Mahila Sahakari Bank is a rural cooperative bank specializing in microfinance loans to 

women. Others, such as the MahilaSewa (Self-employed Women’s Association) Cooperative bank, perform similar 

functions. Some have argued that such co-op banks are more effective than public banks in performing such a role 

(lending to women, alleviating extreme poverty.). Members of weekly repayment groups had higher levels of social 

interaction than those of monthly repayment groups. Their score on the social contact index was, on average, 0.59 

standard deviations higher. 

First-time and repeat women borrowers in Davangere district 

Social capital gains for clients in groups consisting entirely of returning borrowers were similar to the gains for clients 

in groups consisting entirely of new borrowers, suggesting that promoting social interaction can be beneficial even for 

individuals who already know each other. In earlier analyses of these interventions (Microfinance Repayment 

Schedules in West Bengal), researchers found that borrowers who repaid every month were no more likely to default 

or make late payments in the first loan cycle.  

Those findings suggested that MFIs could save on transaction costs by switching to monthly repayment schedules. 

Results from these two interventions, which look beyond a single loan cycle, provide evidence in support of maintaining 

traditional weekly repayment schedules to promote social capital formation. Researchers are continuing to follow the 

social and business outcomes of these women.  It is welcoming to note that commercial banks again topped in credit 

linkage as the loan amount stood 659 crores followed by RRBs, which accounted 377 crores whereas Cooperative 

banks provided loan of 410 crores. It is important to note that the commercial banks not only increased their credit 

linkage through adding new SHGs to the existing one. Furthermore, the agency-wise share of bank loan to SHGs during 
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2010-11 and the cumulative position as on 31 March 2011 is presented in Table-4.4, which shows that commercial 

banks are continued to dominate in promotion of SHGs. 

 

Yet microcredit and microfinance are much more significant than mere vote-pandering. It is a mistake to dismiss as 

political posturing, any serious attempt by a government to tackle the extreme urban-rural, and indeed gender based 

inequality. Across the globe, but especially in Asia, and particularly in areas where rural population density is relatively 

high, microfinance can be an extremely effective poverty reduction tool. Microfinance enterprises can also potentially 

be very profitable undertakings as excess urban capital is redirected to credit starved rural areas. Although traditional 

bankers who have become accustomed to talking millions or billions might doubt the impact a few hundred dollars can 

have, but the “bottom billion” effect makes this area one with huge potential. 

Conclusion 

Researches have found that weekly microfinance group meetings by women generated higher levels of social 

interaction that endured after the loans were repaid. Members of weekly repayment groups had lower default rates on 

subsequent loans, but they did not exhibit higher levels of female empowerment. 

In Davangere district Clients assigned to weekly repayment groups had higher levels of social contact with their group 

members outside of meetings and sustained this contact in the long run. In the short run, the average member of a 

weekly repayment group had a social contact index score that was three standard deviations higher than the average 

member of a monthly repayment group. The long run social contact index score was 0.19 standard deviations higher 

for members of weekly repayment groups. They were also 5.2 percentage points less likely (from a baseline of 7.2 

percent) to default in the second loan cycle. 
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