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Abstract

Formal financial institutions (FFIs) in a developing econasftgn fail to meet
the loan requirements of the poor. It is frequentlyestahat the poor are non-
bankable. Given this, several models and structures have ehfergmaking
them bankable. Self-help groups (SHGs) have, in this comieied to be an
effective instrument responding to the financial needh@frural poor in India
and elsewhere. Many Micro-finance institutions (MFlayd federated SHGs to
mobilize larger number and volume of deposits for enghtie poor to have
easy access to credit. Without a legal status howehwese tstructures could not
progress much. With the enactment of Orissa Self-Belpperative Act, 2001,
federations of SHGs were registered as Self-Help Coatipes (SHCs) with a
legal status. These co-operatives then went ahead withinfp new SHGs and
aggregating them into SHCs. Such co-operatives havatéudta change in the
method of delivering rural finance. The paper is aimedploeing as to how
such co-operatives (i) function and deal with membédrgewndelivering micro
finance; (i) mobilise funds, and (iii) get shaped anshape the contents of
members’ participation in them. Qualitative and quantitadat collected from
the offices and field areas of selected co-operatres SHG members have
been analysed for results.
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Self-help Co-operatives, Deposit M obilisation
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Gagan Bihari Sahu
Biswaroop Das”

INTRODUCTION

In spite of a series of policy initiatives introducegl the Indian government
which emphasize on improving banking facilities in terms ohtiaexpansion,
deposit mobilisation and deployment of credit, our formal bankiatitutions
often fail to extend credit facilities to the pdoFhe erroneous view is that the
poor often do not have any resources, do not save, are igabaritprinciples
of financial management and cannot invest owing to their ohate
consumption needs. The reluctant attitude of institutionaditcieggencies in
lending to the rural as well as urban poor can be attribatetiet following
reasons. First, since the likelihood of default vary achmssowers and it is
costly to determine the extent of risk for each borrowemébienders face the
problem of adverse selection (i.e., the fear of selectingdaborrower). Second,
it is costly to ensure that the borrower takes actibas imake repayment most
likely, which in turn leads to ‘incentive problem’. Thirdince it is difficult to
compel repayment by a formal lender, it takes the formhaitwan be called as
the ‘enforcement problem’.
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The question of why small and potential borrowers ddhage sufficient access to
formal credit is adequately explained in the literatureKidon (1973) and Shaw
(1973) are of the view that the ceilings on interestgato not permit banks to
incorporate the additional administrative costs inwblven advancing and
supervising small loans. The formal lenders basicadliiom credit to small
borrowers in order to reduce their transaction costent@lez-Vaga 1984;
Anderson and Khambata 1985) which are high for servicindl dooarowers.
Consequently, banks advance loans to those who offeerloisk and better
security. Sarap (1991) is of the view that a typical boerow unorganised credit
market has no access to organised credit market becatirseidbility to offer any
acceptable collateral. Credit is invariably rationeddrms of the ability to offer
collateral (Rudra 1982; Binswanger and Sillers 1983). Satal €£004) are of the
view that the criterion of credit worthiness adoptedfdaynal credit institutions
alienates the poor from borrowing.



Alternatively, micro-credit programmes have been successfusing peer
monitoring and social sanctions to overcome these problenglit¢gS1990;
Guha and Gupta 2005). Such models have now been replicated menogs
developing economies including India, and facilitated ofteoutdh several
non-government organisations (NGOs). A large number of Self-Getpips
(SHGs) has enabled the poor to have an easy access tb witkdilow
transaction costs and high loan recovery rates. Mutuadlgd®Co-operativéss
another and relatively recent structure delivering micrarfae to low income
households. While these are individual membership based sagans, they
have often emerged through federating SHGs and are agért@nd retain a
legal status. It is through such a status that thesetssccan mobilise savings
from their members and provide micro finance services ligditcon terms and
conditions defined by themselves.

Significant here is to note that these Mutually Aided Co-aipers and Thrift
Societies (MACTS) have generally been results of ‘aggreg’ SHGs at the
first, and their ‘federations’ at the second level, wheeeSHG members remain
their primary members. Though theoretically, a non-SH&nber too can be
part of a MACTS, in practice this is rare. This ishagrs as to why SHGs as
organised groups help in facilitating the formation as wsllfunctioning of
MACTS. Simply put, MACTS can thus be defined as structusasch though
based on individual membership, frequently mediate itsiahdiunctioning
through SHGs.

With enactment of the Orissa Self-help Co-operative Zaf11, a new era in
peoples’ empowerment, seems to have starfdéw Orissa Self-Help Co-
operative Act, 2001 is an Act to provide for the formation of co-opesatind
conversion of co-operative societies as self-help, self-reliantuahaid,
autonomous, voluntary and democratic business enterprises, which are to be
owned, managed and controlled by members for their economic and social
betterment through the financial and gainful provision of core serviceshwhi
fulfil a common need felt by them and for matters connected therewith or
incidental theretqGovernment of Orissa, 2002). Based on this, one can expect
that the above Act may have provided an opportunity to the pebfleissa

and particularly the poor to organise themselves and feeifihelp Co-
operatives to protect their own interests and to cautyvarious productive
activities®

A co-operative which adheres to the principles of co-oferaind aims at providing savings
and credit facilities to its members in a self-reliand autonomous manner. For a more
detailed discussion, see Biswas and Mahajan (1997).

A Task Force headed by A. Vaidyanathan was set up by ther®aeet of India and aimed
at suggesting policy measures to improve the financialthebthe co-operative sector. The
Committee has recommended the eligibility criteria fatitotions and purposes that could



Placed within the above context, following questions can lsedalWhat is a
self-help Co-operative? Who can be the members of sucbhcuse? What are
the eligibility criterion for their membership? Is it pids to convert the old
SHGs/federations into a self-help Co-operative under the 2002 IAat is
possible, then who would be the primary members of thesperatives? Will
it be the SHGs or individual women members? If an individghall be the
primary member of a Self-help Co-operative, what thenlevde the role of
SHGs? Can we retain SHGs and give them a meaningfutadielp the co-
operative structure? How do they mobilise funds? Whether thealale to
mobilise enough deposits to support the volume of loans #ret Ginancial
services demanded by members? How do they manage while dealing w
inadequate internal resources against required funds®t We the manner(s)
and modalities through which such co-operatives sanctian to members?
Present paper addresses these questions by analysirgltatted from offices
and field areas of selected co-operatives and SHGbemsnworking under the
patronage of ADHIKAR.

2. DATABASE OF THE STUDY

Co-operatives facilitated by ADHIKARwere formed in two ways. First,
federations of SHGs formed by women were converted into pyirar

qualify for receiving financial assistance, their quantuntepa(s) of sharing liabilities and
conditionalities with a time frame provided to the Statesbe part of the scheme
(Vaidyanathan, 2005).

It may not be out of place to mention here that even whileperatives provide loans for
agriculture and other purposes, in reality much of these laetosilly go into agriculture.

Within this context, the recommendations of the Task Faredikely to serve the small and
marginal farmers more, keeping the landless and those ngoiki unorganized sectors
generally out of its purview. The Orissa Self-Help Co-afiee Act, 2001, on the contrary
may actually create a productive environment for such marggroups. If both the

approaches can be made to work in tandem, large tracts ah Ingia may begin to

experience a much awaited vibrancy in enhancing productive capaeiti¢ capital

formation.

ADHIKAR, a premier NGO in Orissa located at Bhubaneshas been working for the

benefit of slum dwellers, poor women, and human rights singgciption. The organisation

started its work for slum dwellers in Bhubaneswar city aer lextended its operations into
other vulnerable regions of Orissa. With passage of, thkitHIKAR expanded its scope of

work from human rights to poverty eradication, legal ditst micro finance and provision of
remittance services to Oriya migrant workers. It &ilitates provision of micro finance to
some clients through th8rameenmodel. In overall terms, ADHIKAR believes in bringing
social and financial development through creation of relestrnttures in rural and urban
areas. For instance, two organizations belonging to AM¥RKare the Micro Finance

Resource Development Centre (MFRDC) and the Shramik Sal&§)g The former works

towards capacity building of micro finance practitioners amdldkter assists urban migrant
workers in remitting money back home.



operatives under the Orissa Self-Help Co-operatives28€t], and second new
SHGs were formed and aggregated as self-help co-oparativthe time of our
field work during April - May 2006, ADHIKAR was facilitatg running of nine
registered self-help co-operatives. Of these PadmabatiBMas, Nari Jagruti,
Mahalaxmi, Maa Tarini and Sramajibi Bikas were formexutigh the former,
while Maa Tarini Gruhanirmana, Maa Shakti and Maa Adihéormed
through the latter way. Thus former co-operatives aie gplder compared to
latter group of co-operatives. These co-operatives fundtioPuri, Khurda,
Nayagarh and Cuttack districts in the State and warering 162 villages in 60
Gram Panchayats through 184 SHGs and a little less thamd@@0ers. These
co-operatives provide a variety of savings and credit prododteeir members.
It is important to mention here that all such primaoyoperatives have been
federated and this is the only federation in Orissa pnogifinancial security
and guarantee to its member co-operatives while tatig them for delivery
of required finances towards livelihood needs of their membBoth, the
former unit as the primary, and the latter unit as the secprdaoperative, are
registered under the Orissa Self-Help Co-operative Act, 2001.

Of the nine, we randomly selected four co-operatives forpoesent enquiry.
Except for one co-operative, from which we picked two SHf@s) the rest we
picked three SHGs each on a random basis. From each @HfEs, we
interviewed three members except two members eadada of two SHGs.
From each SHG, at least one ‘position holder’ was selettieexamine the
variability in accessing the core services provided by ¢lfehelp co-operative.
In all, four co-operatives, nine SHGs, and 31 respondents s@@ads
locations in three districts were covered for the asisly

3. SHGsAND MICRO FINANCE IN THE STUDY AREA BEFORE THE
EMERGENCE OF SELF-HELP CO-OPERATIVES

In the SHG model, a member has to save regularly adedeby the group,
which lends its savings among group members on terms andionsdiecided
by themselves. In addition to funds generated from its memnibhergroup may
also borrow from financial institutions with which itamtains an account or
from an NGO that supports and supplements its loanable fAnaisng others,
“‘Bank — NGO — SHG” and “Bank — SHG” are two notable mifirance
delivery models in India (Figure 1).

Undoubtedly, the SHGs made attempts towards using the existinking
infrastructure with an effort to link the rural poor tarf@l credit institutions.
However, the number of SHGs linked with banks was not engimgraln other
words, not all SHGs were able to establish links with baeksily. Bankers
from many such areas were of the view that repaymenbf3eiGs facilitated
through an NGO was relatively higher as against the Si#@mg direct links



with the banks. Indeed, a low repayment rate across SHGs thedeéHG-bank
linkage scheme has partly been due to the presence oflyudzsnponent,
adoption of non-viable enterprises, poor monitoring as wethiaese of loans
by borrowers. In most cases, loan amounts were eqdatyibuted among
members in a group that adversely affected the joibtlityya peer monitoring
and peer pressure to repay. Bankers also mention thadghefsocial sanction
against the defaulters under SHG-bank linkage scheme ishisshe loss of
future borrowing. These factors together make it more vialdeal with micro
finance through the Bank-NGO-SHG model in the study area.

Figurel1l. Micro Finance Delivery Models

It is worth mentioning that even NGOs are generally notppert of the SHG-
Bank linkage scheme in their operational areas perhapsdudear of losing
their grip over micro finance programmes if mediated throtlgh model.
Indeed, it has been the local NGO funds, generated ¢ftrargh borrowings
from financial institutions or other organisations, whitdve been the main
source of loanable funds for the SHGs. A pertinent questiat arises here is as
to whether the potential SHG members were in a poditioneet their savings
and credit requirements to finance their income-generattyities in an
effective manner through the above micro finance structypearently, the
above model has often failed in meeting the loan requitesa# potential SHG
members.

It is likely that the failure in meeting credit requirarte of potential SHG
members compelled many NGOs to federate their SHGs.akgumed that the
probability of the member SHGs asking for loans at émestime decreases as
the number of member SHGs increases in a federation,. ifhigrn, may have
created an advantage for local organisations in terniscogéasing the size of
their loanable funds. Therefore, higher the number of reen8HGs in a
federation, higher would be the amount of deposit molidisaand hence
greater will be the possibility of meeting credit regments of SHG members.
With this expectation, ADHIKAR federated the SHGs workimgder their
patronage. Working of such SHGs under federations is shofigumne 2.



Figure2. Organisation Structure of Clustersand the Federation Prior to
the Emer gence of Co-oper atives

e
D Gy &

|
Com S Com> Com> Com

Y A\ 4
Leader (&a_d? @ Leader
\ 4

U

Presider General Body of th
Secretary Federatio
Treasurer
Governing Body
of the Federation
Presider
Leaders of th Secretary
Federatio Treasurer
Notes:

1) Only SHG members could become part of the cluster anidsederation.

2) Each SHG has a President, Secretary and Treasurt@eéCas its group leaders.

3) President and Secretary from each of the SHGs comé&vgetform the General
Body of a cluster unit.

4) President and Secretary from each of the cluster together make the General

Body of the federation.
5) The Governing Body (GB) of both the cluster and federatidhe executive body
having seven elected or nominated members from th@ectge general bodies.



The system of micro financing as shown in Figure 2 incluatgainizing the
SHGs at three different levels. The first layer cdssef the primary groups
(SHGS), whereas a ‘cluster’ as the second layer emergas asion of 15-30
SHGs with around 400 members under its fold coming from witlspeific
geographic area. A Co-ordinator who was the salarieticftétie NGO worked
at the cluster level to ensure its smooth functionings@haits mainly worked
towards (i) establishing appropriate inter-SHG relationshj)s, mobilising
inter-SHG resources, (iii) loan disbursement and repaym@r capacity
building, (v) relevant decision making, (vi) ensuring cd$eativeness, (vii)
ascertaining access to and dissemination of approprifemation (viii)
assuring better market accessibility and (ix) enhancingerbenonitoring and
supervision. Besides, the cluster unit also ensured availaifisome space for
members to share their experiences, learn from each, othfect on
possibilities of replicating successful projects and toresid macro issues
pertaining to the community.

The third layer known as a ‘federation’ is a union of clasténe main activities
of a federation includes (i) strengthening group soliddahitgugh savings and
credit activities; (ii) enabling members to manage crietiuding that of bulk

loans and transact business as clients and not as a laeggfid) training and

leadership building among women; (iv) facilitating regularteiaction,

exchange, and exposure at the inter as well as intra tgoeeis; (v) increasing
awareness and to provide opportunities for collective learntogfidence

building and initiating social action; (vi) forming new groupsl &lusters; (vii)

developing linkages between the member cluster/SHGs witar dunding

agencies, and (viii) providing overall supervision and guidanc8HGs and
their cluster units.

3.1 Cluster Model and Credit Delivery under the Patronage of ADHIKAR

Since 1995, ADHIKAR started its micro finance programme thasethe first
model (Figure 1). This continued for about a year. Since 1898tarted
federating the SHGs and reorganized its micro finanteitgcon the basis of
cluster model that continued up to 2003. Under the second modehil&vi
Adhikar Bank” (Maa Bank) was the apex level federation while 6 more were
organised at a lower level. These lower level federations Wecated in
Khurda, Cuttack and Nayagarh districts. Under each ofltisters (lower level
federation), 15 to 30 SHGs were brought together. Every indilichember as
part of such a cluster had to put regular savings towacdspulsory deposit as
decided by the group. Out of these monthly savings, a sum dORsvas to be
contributed per month as compulsory deposit by each of the 8H6Ge cluster
level federation so as to be eligible for accessing kaaility. The remaining
amount of savings was used for internal lending at thepgtevel. Since



members were contributing only through compulsory savirtgs,vblume of
deposit mobilisation was rather low.

To meet the credit needs, cluster level federations maiplgrated on external
funds. This was primarily provided by tivaa Bank. Cluster level federations
were charged 18 per cent interest on loans provided throldtKMAR/Maa
Bank. However, a cluster advanced loans to its membes3itién interest rate
of 24 per cent. Like other federations, the general body oflttster units met
on a fixed day and time every month with their monthly sasjingan
applications (if any), loan instalments and interestwatsreceived from their
respective group members. Details of loan applicatione wescussed and
requests short-listed at this level by its Executive Bddye short-listed loan
requests were then sent to tlaa Bank for final approval and sanction. From
Maa Bank, the sanctioned loan amounts were transferredet@dcount held
jointly by the President and Secretary of the Executive Bifdje respective
cluster unit. The sanctioned loan amounts of respective St#@Esthen given
through the co-ordinator at the general body meetings ofukgec unit.

3.2 Limitations of the Cluster M odel

The organisation has travelled a long way while organisingl women under
the umbrella of micro finance. Irrespective of the ctaken in delivering
products like savings and credit, the models adopted by theisagan had not
been free of problems. Some of these problems associatedthei cluster
model in spite of its wide coverage are the following.t(gaters to a group and
not to an individual member. In most cases, loan amowete distributed
equally among members without giving sufficient attentiontheir actual
requirements. This was leading to putting constraints member who needed
a larger amount but could not raise it from the group, amdraber who did not
need it as much but still taking as it came by; (ii) D#and/or absence of
timely repayment of loan even by a single borrower was matihgr group
members unable to access the credit facility on ting; There was a
pronounced lack of incentive(s) towards saving more inetugirovisions for
further savings in forms such as recurring, fixed anty diposits; (iv) Since
compulsory deposit was the only source of mobilising interesdurces, the
volume of deposit mobilisation was much lower against nekxdethble funds;
(v) Credit service could be extended only to a limited Imemof SHGs at a
time; (vi) Mobilisation of funds from external agencieasauite low often due
to their low level of confidence on federations; (vii) SHénk linkage with
schematic finance had been diverting the attention of &te@bers from the
main objective of building an alternative but viable bankingesysor the rural
and urban poor; (viii) In absence of a registration, it hadegal status for
deposit mobilisation and deployment of credit; (ix) Internalbitieation of
deposits was far below the potential, caused often by th&el@hof confidence



of members on such structures; (x) Repayments had not beeperas
expectations, for members frequently thought of gettingvers by the
Government as experienced occasionally in case of co-vesraegistered
under the 1962 Act and also in case of some other SHGs in théyvand
elsewhere; (xi) Inability of providing savings and creditilises to non-SHG
members; (xii) Lack of emergence of strong leadershipminy among those
occupying leadership positions had apparently begun to absab cah be
broadly labelled as an ‘employee psyche’ (as if an emplofesDHIKAR);
and (xiii) Different sections in the society were mivig the structure and
concept of federations differently. Bankers viewed it asiretrument of
delivering credit. The government viewed it as a mechanism lofedag
appropriate programmes. Vested interest groups in sogas aaw it as an
opportunity to garner votes, lend money and derive personafitseriany
others viewed it as a good non-governmental scheme. These factors,
individually as well as collectively were reasons of poortigigation and
involvement by SHG members in the process associatednigtb financing.

Some of the above issues may have made it necessary tot¢beviederations
into alternative financial institutions which could be odrend controlled by
clients themselves and at the same time appear flexibiteest and financially
sound with a legal identity. Following questions can d&eed in this context.
Did enactment of the Orissa Self-Help Co-operative A01 give an
opportunity to create such financial institutions? WhetBeif-Help Co-
operatives can help to overcome problems associated wittlusier model?
Before we attempt to answer these questions, it mayseéul to have an
understanding of the concept of Self-Help Co-operative futstions and
services as defined by the Orissa Self-Help Co-operatte2001.

4. THE CONCEPT OF A SELF-HELP CO-OPERATIVE

A Self-Help Co-operative is an autonomous association of peaapled

voluntarily to meet their common needs and aspirations throyghtly owned
and democratically controlled enterprise. Here, the coraféjgommon needs”
denotes economic needs that are common to all who wish to dowxo-
operative. In other words, common needs of members are thase co-
operative is expected to fulfil through provision of itsecservices. A “Self-

Help Co-operative” organised under the Co-operative Act, 20@%, the
following basic features (Box 1).

®  Core services of such co-operatives are those whichxpexted to deal with social and

economic needs of members for their betterment.



Box 1. Features of a Self-Help Co-oper ative

0] Common interest(s) among all members: All memberaulshbave a
common business interest(s) and formation of the coatiperis aimed at
protecting these common interest(s). Those who do ne¢ tize same
interest(s) as that of its other members or thearasts are in conflict with
them, cannot become members of the co-operative.

(i) All members avail core services: This Act definaseinber” as a persan
who is in need of and able to use the core servicexofaperative. Thus,
all members have to avail the core services. Théosede not avail the corg
services (required for protecting the common interesalbfmembers)
provided by the co-operative cannot be its members. pFbigsion ensures
absence of sleeping members in a co-operative.

(iii) All members patronise the Co-operative: All memberseta patronize the
co-operative in the same manner as parents take cHreio€hildren. This
ensures members’ involvement in affairs and managerakrihe co-

operative.
(iv) An organisation based on the principle of self-help.
(V) It is a business organisation with a special featurbedhg managed

democratically and expected to function in consonance théhprinciples
of cooperation.

(vi) It cannot receive government equity and loans.

(vii) There is no scope for government intervention in angrmaain the affairg
of the co-operative.

(viii)  The election in the co-operative is managed by the catpeitself.

(ix) The success and failure of the co-operatveritirely left to its members
and their elected representatives.

Thus, a co-operative organised under the Self-Help CabperAct, 2001,
prevents bogus membership, external influence as well as bratauend
political control. Based on this framework, how ADHIKAR has@nverted its
SHGs into Self-Help Co-operatives has been discusdée iiollowing section.

4.1 Membership

As defined by the Self-help Co-operative Act, 2001, a person svimorieed of

and is able to use the core services of a co-operatwepe the member of a
Primary Self-Help Co-operative. The structure mediateth ws members

through SHGs. Thus, all members from different SHGst¢ates the General

Body (GB) of a Primary co-operative. This suggests thdewie Primary Self-

Help Co-operative is essentially an individual membershgedarganisation,

in practice they have been structured and organized thi®Hs.

Criteria for Eligibility of Membership in a Self-Help Co-operative: In order to
become and remain member of a self-help Co-operativa;sarpshould (i) be
member of an SHG; (ii) must have the capacity to sagelady (compulsory
deposit) and demonstrate the same without fail; (iii) mpte an association
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with any political group; (iv) be within the age group oftb85 years; (v) be
ready to use the core services (savings and credit iesilirovided by the co-
operative, and (vi) reside permanently within the operatiame& of a co-
operative.

Cessation of Membership: One may cease to be a member of the co-operative,
if she (i) does not contribute to the compulsory saving farsecutive period

of three months; (ii) does not participate consecutivelyieg group meetings;
(i) does not use the available credit facility for twears either after having
obtained the membership or repayment of an earlier load, (&) acts
prejudicial to the objects and interests of the co-oweraind disobeys the
policies of the General body or the Board.

Rights of a Member: A member in a Self-Help Co-operative enjoys rights tha
include (i) access to services provided by the sociétyight to information on
accounts and business plan; (iii) freedom to express heioomn affairs of the
co-operative; (iv) a voting right (provided one has been albraerior at least
one full financial year), and (v) contest an electiothanco-operative.

Responsibilities of a Member: The responsibilities of a member in a Self-Help
Co-operative include, (i) contributing her saving and repayiagd on time; (ii)
participating in affairs of the co-operative and in thed@bn of its leaders; (iii)
helping the co-operative in achieving its aims and objectavad respect the
policies developed by the Board of Directors, and (iv}iooe to patronise the
co-operative.

Action against a Member: Members can be penalized and/or face appropriate
actions in case of (i) defaults and irregular savi(igsiefaults in repayment of
instalments or the entire amount of loan raised; {ot using the core services

of the co-operative; (iv) raising voice or being militagainst the co-operative;
(v) disrespecting the bylaws of the co-operative; (vi)aiaing from attendance

in Board or the General body meetings, and (vii) acting prejudicial manner

to the objects and interests of the co-operative

It needs to be pointed out here that in case of an SHigelissolved for
whatever reasons, those interested to continue as mewib#e co-operative
are required to form a new SHG or become part of anotkisting group.
However, a newly formed group (from among the old members wix of
some old and new entrants) should at least have sevehareta be part of the
co-operative. The person wanting to move out from a groupcolect her
share and withdraw from its membership. In case of deattis membership
automatically gets cancelled and the co-operative rethinsmount of share
capital and relevant deposits to the nominee of the deceagsison however
cannot be a member simultaneously in more than one catiyeeproviding

11



similar kind of services. Also, the Self-Help Co-opematentertains one
member at a time from one family.

4.2 Structure

Structures of Self-Help Co-operatives under the patronageDbflKAR has
been shown in Figures 3. Importantly, the co-operatives haga formed by
SHGs with their members being the primary members of tbessperatives.
Within this context, two pertinent questions that emeage (a) since the
primary membership of a Self-Help Co-operative remassemtially individual
based, what then is the role of SHGs? and (b) Why hav@Hkes been retained
as part of the system. The joint liability, peer monitgrand peer pressure built
into the structure of SHGs are key features of negotiatitigasitical issues of
screening (of potential defaulters), provision of incentivgersuading
borrowers to take actions which make repayment most likelygafmicements
(compelling repayments) at a meagre or no transactiois ¢osthe lenders.
Besides, the joint liability among SHG members co-guasmnteach others
loans and prevents the need to pledge any physical collaterdyjgtwood
1999). It is possible that with such expectations, ADHIKAd® retained SHGs
in its co-operative structures. These SHGs work inngla manner as they
were working while being part of the federation. And as wase earlier,
leaders or representatives of these SHGs work towardectof the
compulsory deposits and refund the same to the co-operatives. Quinadkes
the SHGs work as subordinate units, acting as parts avéérall mechanics of
a Self-Help Co-operative.

As defined by the Co-operative Act, 2001, the ultimate authafty co-
operative society rests on its General Body that consisth its members. The
General Body of a co-operative society has the powanemd the bylaws, hold
elections and remove directors, appoint and relieve audirew as well as
approve annual accounts and budgets, and dissolve the societyzeneral
Body also elects a Board of Directors (B&Eyr effective decision-making and
to run the co-operative smoothly. In other words, the @&aair Directors
functions as the executive authority and runs the business cofoperative
society. Members of the Board hold office for a pewbddhree years with one
third of its members getting replaced every year. Toar® has a president, a
vice-president and in some cases a treasurer, generatyclor nominated
from amongst the directors of the Board.

Generally, a member of a Board of Directors is elebtethembers of a zone falling within
the jurisdiction of a co-operative. Hence, the number efbers on a Board of Directors
remains in correspondence with the number of zones in a catiope
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Figure 3: Organization Structure of Primary and Secondary Co-
operatives: ADHIKAR

Primary Primary Primary Primary
Co-operative Co-operative Co-operative Co-operative

Board of
Directors

Board of
Directors

Board of
Directors

Board of
Directors

5 members from th
BoD of each
primary co-

operative represent

in the GB of the
secondary co-
operative

A 4
Presider
Vice-president

General body of th
Secondary Co-
operative

Board of Director:
consists of one
member from each
primary co-
operative.

Board of
Directors

Presider
Vice-President

Notes

(1) Only member of an SHG can become member in a cotoera

(2) Each SHG has a group representative.

(3) All SHG members together constitute the GeneralyB@&B) of a Primary co-
operative.

(4) Board of Directors of a Primary co-operative giets of 11 members where each
is either nominated or elected from within an individual zone
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The Board meets at least once a month for conducting a jpesjmaraisal of the
business and other affairs of a co-operative. It remasonsible for finalising
a long term perspective plan, an annual plan and the budgdt etdgplaced
before the General Body. It also directs the affairs hef to-operative in
accordance with the plan and budget approved by the GB. The Baa the
power to (i) appoint and remove any office bearer, (ii) maievisions for
regulating appointments of employees in the co-operativer thaaries,
allowances and associated service conditions including dhatisciplinary
action(s), and (iii) frame, approve and amend regulatiolasing to services,
funds, accounts and accountability, as well as thesyst information keeping
and its recording.

4.3 Management

These Co-operatives are primarily owned and controlled bgtsland managed
professionally. There are two groups of professionale ®arks within the
boundaries of the co-operative while the other helps themyBbm outside.
Details on the management system of co-operativestdited by ADHIKAR
are explained below (see Figure 4).

Figure4: Management Pattern of Co-operatives Under the Patronage of
ADHIKAR

CEC

Asst. Manager| | Internal Auditor

Board of Directors Manager
of Primary
Co-operative ¢

Asst. Manager

A 4
Primary Co-operative

The Board of Directors is the most powerful body in thérenhanagement
system. Manager and Assistant Manager appointed by tBedBonot come
from the members and are hired to work for the sociBly Board meets at
least once a month. The broad agenda of its meetingdasclappraisabf
achievements in consonance with the targets, monitoringtatessof fund

14



mobilisation, reviewing positions on loan recovery, veaifien of loan
applications and disbursement of fresh loans.

Managers of each primary co-operative meet at leagt @mgonth (generally on
the 8" day of a month at the office of secondary co-operativajiscuss their
problems and share experiences. The Chief Executive Offtte®) helps in
the process of group formation, propagates the benefiteing member in a
Self-Help Co-operative, suggests measures for mitigatiegnal conflicts and
helps the process of its overall development. Through secondaoyerative,
the CEO also guides and conducts orientation programmestmve the
management skills of its Manager and Assistant Managesrnal Auditor
helps the Board in preparing the annual plans and budget to led plefore the
General Body.

4.4 Mobilisation of Funds and Deployment of Credit

Generally, a primary Self-Help Co-operative mobilisesds through deposits
and share capital drawn from its members. In the stueg, & co-operative
receives five different kinds of deposits from a membéesg are compulsory
deposits, fixed deposits, recurring deposits, voluntaayings, and daily
deposits. Among these, the first is mandatory for all and rés are
discretionary.

The amount of compulsory deposits is decided by the menmdfehe groups
themselves as per their paying capacity. However, it ofteres across and
within co-operatives from a minimum of Rs.20 to a maximunRs.50 per

month. These contributions are generally collected by thepgrepresentatives
and deposited in the co-operatives against members’ naMesmbers

defaulting in contributing compulsory deposits are fined Rs. 2oathm The

Manager personally visits the defaulting members for diligccompulsory

savings. A per annum interest amount of 6 per cenffesed on compulsory
savings and gets added to a member’s savings on yeady bas

The amount for fixed deposit begins with a minimunikef500 or its multiples
and expected to be kept at least for a year. The mmifiou recurring deposits
is Rs.50 or its multiples per month for a minimum of 3rgedn interest of 8
per cent per annum on these deposits is receivable by @enedowever, in
case of withdrawal or closure prior to the expiry of theead term, a member
can withdraw the amount at a reducing rate of 1 perceetest for every two
months. In case of premature closure or withdrawal afrrexy deposits, one
loses an interest of 0.5 per cent every three monthslatdd backwards from
the date of maturity. On occasions, such calculationsneze a member left
with only her deposits and no interest. A member cae edemand loan for a
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maximum amount of up to 90 per cent of what she hasrim ©f fixed and
recurring deposits at an interest of 15 per cent per annum.

Voluntary saving starts by placing each time a minimumRef100 or its
multiples, has no stipulated time duration and yields a 4¢mryearly interest.
Members remain free to deposit or withdraw such savargs time during
office hours and no loan is sanctioned against this. Alme can save a
minimum of Rs.5 or its multiples as daily deposits esnelxpected to continue at
least for 2 years. A 4 per cent yearly interest is givethese deposits and after
a year one can raise a demand loan of up to 90 per centainthent saved in
daily deposits at a 15 per cent annual interest.

A member is eligible to apply for loans only after threenths of her joining as
a member in a co-operative. Although a self-help co-operatinctions loans to
a member based on the amount of her compulsory depagiveg priority to
those who save regularly and repay loans on time. Maresting the eligibility
does not necessarily help one to seek loan. These co-opetagivaexl large
provide farm and non-farm loans. A farm loan given genefailya period of 6
to 12 months helps to meet production costs and in undertairey
agricultural activities. Non-farm loans are given for 6 18 months for
conducting petty businesses, vending, processing and activitesddh value to
one’s resources. In addition, co-operatives also provides lé@ consumption,
house construction and repairs. An interest of 24 perpegrannum is charged
on all loans except for demand loans. Irrespective of dh@ kype, a co-
operative also collects 1 per cent of the disbursed lo@aouat as processing
fees from the borrower.

Recommended by the group, the representative submits a neenhimean
application to the Manager for conducting initial checking tioé same.
Subsequently, the Manager visits the field area and desswath the group and
the guarantors for assessing the validity of informationigeal, purpose of the
loan, repayment capacity and saving habits of the borrower then
recommends the loan application for being considered by theiBxe®ody.
On basis of information provided in the loan application andMlae@ager’s
remarks, the Executive Body discusses the matter fordpaloval. Of course,
the Body has the right to either accept or reject the applicat even postpone
a decision on it. The approved application is then forwarded tolamager for
disbursing the loan, who depending on the availability of funds ileethin a
week or so.

Generally, loan advanced does not exceed five times wfember’'s total

compulsory deposit. While sanctioning loans, a co-operdbilews certain
rules that are listed below.
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0] Having raised a loan, a member is not allowed to withdnawshare,
CD, FD, RD and DD in full or part thereof unless 75 pent of the
repayment is over.

(i) In case of loans upto Rs.10,000, another member hasa@barantor.
In case of loans exceeding Rs.10,000, a borrower needs tovhave
guarantors. It is important to note that no guaranér m@ise a loan
unless 75 per cent of loan raised has been repaid by tlosvieorr

(iir) Placing of any movable or immovable properties as collaterahe
loan is not encouraged unless agreed by the Board.

(iv) A second loan is not sanctioned to a member unlessasheepaid the
earlier loan at the time of applying except of course ine cas
emergency and demand loans.

In addition to a member’s savings, a co-operative aliect® 20 rupees from
each of its members as share capital. In case ofgnatiefund (collected out of
deposits and repayments) against requirement, the primaperative borrows
from the secondary co-operati/@©n such occasions, the primary co-operative
has to place the loan applications before the secondarperaiive. Like
primary co-operatives, secondary co-operative too condustsezning of the
member co-operative on the basis of its earlier repaymeeatds and amount of
savings. Generally, a secondary co-operative sanctions toats member co-
operatives for a maximum amount of up to ten timessofsiécured saving$'.
For doubts or problems in the loan application, either the GEDe Assistant
Manager of the secondary co-operative visits the primargpeoative or at
times even the applicants. Generally, for small amourtl as an emergency
loar? or a loan within the limit of Rs.5,000, the member co-afpes do not
approach the secondary co-operative.

5. SECONDARY CO-OPERATIVE
A Secondary Co-operative has primary co-operatives aseitsbers. As stated

earlier, it is an autonomous association of primary coatpes jointly owned
and democratically controlled by member co-operativas falfillment of

A Secondary Co-operative is a co-operative establishaghtenily, owned jointly and

controlled democratically by primary co-operativesftdfilment of their common needs.

Out of its monthly savings and repayment collection, embee co-operative has to deposit
10 per cent of such amount as secured savings in the secoodapgrative.

Any member of a co-operative can access an emergeartyThis loan amounts to Rs.1,000
and is aimed at meeting expenditure incurred especially dswaasponding to medical
exigencies. Significantly, this loan can be raised by alnivers irrespective of their having a
loan outstanding or not. But a member yet to clear amgemey loan taken earlier, cannot
access this loan.
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common needs. Under the leadership of ADHIKAR and efforts nhgdthe
leaders of primary co-operatives, a secondary co-operataleed the
“Khandagiri Madhyamika Mahila Samabaya Sangha ttdvas formed and
registered under the Orissa Self-help Co-operative Act, 2001.

The secondary co-operative was formed to provide finhrssaurity and
guarantee to its member co-operatives and to ensurthéhitelinood needs of
their members were met. It also assists the membapeatives towards
improving their operational systems, financial managemedtaaganisational
development through training and capacity building programmes.

The President, Vice-President and other three memimrsdmongst the BoD
as nominated by the General Body (GB) of each primarypeoabive form the
GB of the secondary co-operative (Figure 3). It is mamgdtw the President
and Vice-President of each primary co-operative to benbers in the GB of
the secondary co-operative. Their being part of this famg monitoring and
implementation of policies and relevant decisions at tiregoy co-operative
level. The Board of Directors consists of one membamfeach primary co-
operative who is elected (or nominated) from among thoserepgresents the
GB members in the secondary co-operative. Like a priroargperative, the
BoD of the secondary co-operative too has a president andegresident
elected (or nominated) from amongst the directors on therdBorhe BoD
meets once (generally on th& @ay of a month) in every two months. The
CEO, Internal Auditor and Assistant Manager are appoinyetie Board to run
and manage the co-operative.

The secondary co-operative provides loans to and acceptsigefrom its
member co-operatives. It mobilises funds through shadedaposit collections
from its member co-operatives, and by borrowing fromresiesources. Each
member co-operative has to purchase a share havingeaofdis.10,000 within
a period of three years. Importantly, a member coaipwer has to purchase a
share value of Rs. 2,000 at the time of entry on whighnbt entitled to receive
any interest. A member co-operative also has to &s/&,000 per month as
compulsory deposit and 10 per cent of its total monthly pesé&iom deposits
and repayments as secured savings deposits. Against thmgendber co-
operative can raise loan for a maximum amount of up tditees of such
savings. In order to protect the interests of member eoatipes, the secondary
co-operative also provides emergency loans. It gives 6 @ar ioterest on
compulsory and secured saving deposits and charges 13 penteeest on
loans advanced to member co-operatives. Managers moma the member

10" 5o far, this is the first and only secondary co-operatygestered under the Co-operative Act,

2001. When we visited this co-operative in the month of N2a@6, it had 9 member co-
operatives within its fold. More primary co-operativesrevon their way to registration and
expected to be part of the secondary co-operative.
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co-operatives present loan applications to the CEO betthee28" and 3¢' of
every month. The CEO verifies all these applications@ades them before a
Loan Committe® for final approval and sanction of loans.

6. GROWTH IN DEPOSITSAND CREDIT

Table 1 presents an analysis of growth in deposit mahiiz and flow of credit
across co-operatives working under the patronage of ADHIKARIently, the
amount of deposit mobilization has increased fromZ3s36,557 in 2004-05 to
Rs. 36,70,845 in 2005-06 at a rate of 57.1 per cent. The totédmuitsy credit
of all the co-operatives has increased form Rs. 31,32d5%150,32,002 at a
rate of 60.7 per cent during the same period. These groteth of credit and
deposits are highly scattered across co-operatives. Agjyamr positive growth
in the supply of credit and deposit mobilisation has beeerebd across co-
operatives except a negative growth of the former compomerdase of
Padmabati. Though the rate of increase in credit disimersehas been higher
than the rate of deposit mobilization for all the cesmgives, this is not true in
all cases. For instance growth in deposit mobilizakiaa been higher than the
rate of growth in supply of credit in case of Padmabatij Begruti and Maa
Tarini.

Tablel. Annual Growth Rates (%) in Deposits and Credit Across Co-

oper atives
Deposit Mobilisation (in Rs.) Loan Outstanding (in Rs.)

Co-operatives 200405  2005-06 CTOMN 200405  2005-06 CroMN

Rate Rate
Padmabaiti 393610 414102 5.2 557148 481258 -13.6
Nari Bikas 290546 426900 46.9 331158 543928 64.3
Nari Jagruti 620469 1206061 94.4 892720 1672022 87.3
Mahalaxmi 290765 474395 63.2 303481 535472 76.4
Maa Tarini 569899 615516 8.0 854348 891019 4.3
Sramajibi Bikas 35745 179768 402.9 65350 459121 602.6
Maa Tarini (G)* 135523 266853 96.9 127950 302032 136.1
Maa Shakti - 43550 - - 65700 -
Maa Adi Shakiti - 43700 - - 81450 -
All 2336557 3670845 57.1 3132155 5032002 60.7

Note:* Maa Tarini Gruhanirmana

' The Loan Committee consists of the President, Viceid@masand the CEO. The committee
meets once in every two months.
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A high growth rate of either credit or deposits can léated to a low level of
credit and deposits in the base year. It however does not prave tbo-
operative with a lower growth rate, will have a smalNetume of deposit
mobilization and a lower scale of deployment of credit. Aoperative with a
lower growth rate may have begun mobilizing deposits and degjayedit on
a larger scale at an early stage in order to incréaseolume of credit
disbursement and collection of deposits. At a subsequege,st further
expansion of credit and deposits at the same rate magiffiielt. So, an
appropriate step would be to compute the average amount oftdepas credit
to understand movement of these co-operatives.

Table 2 gives data on average amounts of deposit and twedite financial
years 2004-05 and 2005-06. Importantly, the growth rates of avenagents
of deposit and credit move in the same direction for athmeratives suggesting
that with amount of deposit rising, the amount of creid goes up.
Corresponding with the pattern, at places where amount of itlepaisilisation
has declined, the amount of credit flow too has falldms Suggests that deposit
mobilisation is an important factor influencing the flowfohds in a self-help
co-operative. However, a decline in the volume of average a@nabuteposit
collection can be attributed to more number of new atgranto the co-
operative system. In other words, because of new estnamiber of members
having less than the mean value of deposit collectionineasased during the
financial year 2005-06 compared to 2004-05. Similarly, reductiorthen
availability of credit can be ascribed to a rise in asd® credit by members.
For instance, only 55 per cent of total members weneelest during the year
2004-05, a rate that increased to around 68.4 per cent by thd 200506
(Table 3). This indicates that the rate of growth in tership has been lower
thalr; the rate of growth in loanees during the financiatrs/2004-05 to 2005-
06.

12 A member who has borrowed at least once since the incepi@ocoeoperative is treated as a

loanee. Since in this analysis, a member who has borrowerd ance receives the same
weightage and remains at par as a 'loanee’ with thoseghaerrowed more than once, it
would be pertinent to ascertain variations in the frequefiagising credit by members.
Subsequent sections deal with this issue.
13 There exists a higher degree of variation in the rdftito@nees to members across co-
operatives. For instance, of every 100 members, loaneesasdrigh as 91 in case of Nari
Jagruti and as low as 22 in case of Maa Shakti. It givésdication of existence of a positive
correlation between percentage of loanee to membershandge of the co-operatives. In
other words, members of a relatively older co-operadieelikely to have more chances of
raising loans compared to their counterparts in a negpeacative.
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TABLE 2.

Average Amounts of Deposit Mobilisation and Supply
of Credit Across Co-Operatives

Average Amount of Bposits

Average Amount of

(inRs.) Outstanding Credit (in Rs.)
Co-operatives
Growth Growth
March March Rates March March Rates
2005 2006  (in %) 2005 2006  (in %)
Padmabati 1308 1101 -15.8 1851 1280 -30.9
Nari Bikas 1605 1642 2.3 1830 2092 14.3
Nari Jagruti 1224 1917 56.7 1761 2658 51.0
Mahalaxmi 1077 1138 5.6 1124 1284 14.2
Maa Tarini 857 743 -13.3 1285 1076 -16.2
Sramajibi Bikas 325 461 41.8 594 1177 98.2
Maa Tarini Gruhanirmana 355 432 21.7 335 489 45.9
Maa Shakti - 224 - - 339 -
Maa Adi Shakiti - 196 - - 365 -
All 967 933 -3.5 1296 1279 -1.4
Table3. Member VersusL oanees Across Co-oper atives
Mar - 2005 Mar - 2006
Co-operatives % of % of
No. of No. of loanees to No. of No. of loanees to
members loanees members members loanees members
Padmabati 301 162 53.8 376 315 83.8
Nari Bikas 181 170 93.9 260 225 86.5
Nari Jagruti 507 414 81.7 629 575 91.4
Mahalaxmi 270 112 41.5 417 320 76.7
Maa Tarini 665 400 60.2 828 610 73.7
Sramajibi Bikas 110 35 31.8 390 295 75.6
Maa Tarini (G)* 382 37 9.7 618 250 40.5
Maa Shakti - - 0.0 194 43 22.2
Maa Adi Shakti - - 0.0 223 58 26.0
All 2416 1330 55.0 3935 2691 68.4

Note:*Maa Tarini Gruhanirmana.
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Table 4. Co-operatives Wor king with ADHIKAR by Their CDR

Credit Deposit Ratio (in %)
Co-operatives

2004-05 2005-06
Padmabati 141.5 116.2
Nari Bikas 114.0 127.4
Nari Jagruti 143.9 138.6
Mahalaxmi 104.4 112.9
Maa Tarini 149.9 144.8
Sramajibi Bikas 182.8 255.4
Maa Tarini Gruhanirmana 94.4 113.2
Maa Shakti - 150.9
Maa Adi Shakti - 186.4
All 134.1 137.1

Table 4 presents credit deposit ratio (CHBR)y co-operatives for the years
2004-05 and 2005-06. Interestingly, for each of the co-operathe& DR has
been more than 100 per cent during both the financial yeaeptfor Maa
Tarini Gruhanirmana during 2004-05. This indicates that tvasea net inflow
of funds to all co-operatives. Since the CDR has beer than 100 per cent, a
guestion that comes up is as to how do these co-operatotaizm additional
loanable funds? Apparently, they depend on the secondaryecatiop which
charges a 13 per cent interest on loans advanced teeitden co-operatives.
Based on information given in Table 3, the inferences thabeadrawn are (i)
any increment on a 100 per cent of CDR can be attributeddtting of
additional loanable funds by the secondary co-operative,iiquie¢lining CDR
in case of Padmabati, Narijagruti and Maa Tarini is nohgwo less utilisation
of internal funds.

7. LOANABLE FUNDS: OWNED Vs. BORROWED

As explained earlier, a Self-Help Co-operative generalbbilises loanable
funds from collection of deposits and by borrowing from theoiséary co-
operative. Evidently, all of them have generated large priopserof loanable
funds through mobilization of internal deposits rathentby borrowing to meet
credit needs of their member borrowers (Table 5). Except fee rate of
dependence on borrowed funds for meeting credit needs has honereased
during the financial year 2005-06 compared to 2004-05. This is dilne tact

4 The CDR indicates as to how far the resources mobiliged Within a given area are being
utilised in the same area, and what part of such rescaneggtting away from the area.
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that the rate of growth in credit disbursement has begimehithan the rate of
growth in deposit mobilisation for all co-operatives.

Table 5. Funds Owned and Borrowed by Co-operatives Working with

ADHIKAR
2004-05 2005-06

Co-operatives Own Fund Borrowed Own Fund Borrowed

(in %) (in %) (in %) (in %)
Padmabati 70.6 29.4 86.0 14.0
Naribikas 87.7 12.3 78.5 21.5
Narijagruti 69.5 30.5 72.1 27.9
Mahalaxmi 95.8 4.2 88.6 11.4
Maa Tarini 66.7 33.3 69.1 30.9
Sramajibi Bikas 54.7 45.3 39.2 60.8
Maa Tarini Gruhanirmana 105.9 -5.9 88.4 11.6
Maa Shakti - - 66.3 33.7
Maa Adi Shakti - - 53.7 46.3
All 74.6 25.4 72.9 27.1

To provide loans to primary co-operatives, the secondargperative often
borrows from external agencies. In this case, the secomdaoperative has
borrowed from the FWWB(I) — an apex micro finance orgdimeaocated at
Ahmedabd, India® If the rate of borrowing is equal to the rate of loans
sanctioned! it implies that borrowed funds have fully been utilisey the
secondary co-operative. Otherwise, the extent of thisreliftel can be treated
as own funds of the secondary co-operative. Based orotits raising of
funds by borrowing and the extent of their utilisation by $leeondary co-
operative is shown in Graph 1.

5 The secondary co-operative does not receive ams loirectly from external

agencies. Instead, it receives loans through ADHIKABnd¢, the amount of loan
sanctioned by ADHIKAR to the secondary co-operative iayreated as its total
external funds. The outstanding credit of the secondargperative from the
FWWB(I) through ADHIKAR was Rs. 4,70,000 during 2004-05. The esdras
however increased to around Rs. 6,50,000 by the end of 2005-06.

16 Rate of borrowing = (total external outstanding loan/ totastanding credit of co-

operativesx100.
17" Rate of loan sanction = (total outstanding credit — mé¢giosit mobilisation)/ total
outstanding creditx100.
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Graph 1. Borrowings and Utilisation of External Funds by the Secondary

Co-operative
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Apparently, the rate of borrowing has been lower as agthesrate of loans
sanctioned during both the financial years. It suggeststhieasecondary co-
operative may have sanctioned the additional loan amaumhember co-
operatives from its own funds. Notably, the proportion>demnal loan to the
total outstanding credit has declined from around 15 per cenngdthe

financial year 2004-05 to 12.9 per cent in 2005-06. It appears frenthik in

order to provide credit to primary self-help co-operatives, stheondary co-
operative has begun to depend on its own funds.

8. SHG MEMBERSAND THE CREDIT MARKET

Of the 31 sample SHG members, 16.1 per cent have ever obtaigeldan
from formal financial institutions (Table 6). It should rewer be noted that the
members did actually require credit, but their lack ofeas to formal credit
make them dependant on informal credit. It is evidentdhanany as 64.5 per
cent of the sample households had borrowed from informates. We were
told that even informal credit market was not accessiblalt Since such
markets in our field area, as also elsewhere in rurah loperate frequently on
status and intensity of personal relationships, anybmwe@pared to pay the
interest and meet collateral requirements, does not neibessalify to receive
a loan from lenders (Basu 1997). Significantly, all had iobthloans from
their co-operatives indicating the degree of dependencengasity of their
accessibility to the co-operatives. The data also sudgbestoften the same
members placed outside the formal credit market, acasgeas from their
self-help co-operatives.
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Table6. SHG Membersand Their Dependency in the Credit Mar ket

Description Extent of Dependency
Number of SHG members who ever took loan(s) 5 (16.1)
from formal sources *

Number of SHG members having loan(s) outstanding 20 (64.5)
from informal sources *

Number of SHG members raised loan(s) from their 31 (100)

own co-operatives *

Average amount of outstanding loan (in Rs.) from all 19201 -
sources (a + b)

Average amount of total outstanding loan (in Rs.) 3785 (29.7)
from

own co-operative (&)

Average amount of outstanding loans (in Rs.) from15416 (80.3)
informal

sources (b

Note: (1) No sample respondent had any outstanding loanféronal sources.
(2) Figures in parenthesis in rows (*) are perietdtal sample.
(3) Figures in the parenthesis in rows (#)tlaeepercentage of total outstanding
loan.

Data given in Table 6 also show sources on which members dépetiteir
credit need. On an average, a borrower has managedi®diya19.7 per cent
of her households’ credit requirement form a co-operative thi¢ rest raised
from informal sources. Since most of these co-operastesed giving loans
within a year of their existence and had to cover more nurabenember
borrowers, the availability of loan amount was [Badevertheless, the rate at
which deposit mobilization and supply of credit are inareggs credit
availability from these co-operatives is likely to sulos& more and more
amount of informal credit raised by these membersear future.

An important issue that comes to our mind is as to dneall members get
equal opportunity in accessing credit from a self-help ecvaipve? We have
examined this issue by comparing the ordinary members with afhahe
‘position’ holders. This has been done by using different indlisahat include,
(i) proportion of members accessing credit; (i) averagmber of times loans
obtained; (iii) average amount(s) of loan obtained eacte;ti(iv) average
amount of compulsory deposits, and (v) the status ditaleposit ratio (CDR).
Table 7 presents such financial links of SHG membeosigir which they have
been mediating with their federations.

18 At the time of our field work in April-May 2006, these selffheb-operatives were just two to
two and a half years old.
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Table7. Financial Links of SHG Members Since Their Joining
the Co-oper ative

All  Position Ordinar

Description holder * member
Sample members from different SHGs 31 14 17
Average number of times loans obtained 2.5 3.4 1.8
Average amount of loan obtained each time (in Rs.) 4238 4187 4317
Average amount of compulsory deposits (in Rs.) 1148 1299 1024
Average amount of other deposits (in Rs.) ** 1008 1957 226
Credit deposit ratio (in %) 369.2 322.4 421.7

Note: (1) # Accumulated figure;
(2) * Office bearer either at SHG, clustethe Co-operative (past or present)
(3)2 Members not holding any position of office.
(4) ** includes FD, RD, VD and DD
(5) While calculating the CDR, only the figsi on compulsory deposits have
been taken.
(6) 100 % access to credit by members.

The key findings which emerge from Table 7 are, (i) Averageban of times
loans obtained by a position holder has been higher comparediit@rg
members. (ii) Notably however, the average amount of Ibtaireed each time
by a position holder has been lower compared to ordinary ersmbhe CDR
therefore appears higher in case of ordinary members?@sition holders tend
to save more in terms of compulsory and other formdepiosits. (iv) Since a
member can also raise demand loans, the higher frequencgessang credit
by a position holder may not necessarily be conditioned by heticadi
savings in CD alone. This result contradicts earliedifigs that a position
holder remains placed better than an ordinary membg&rms of volume of
loans raised and frequency of accessing ctédihis indicates that all members
get equal opportunity in accessing credit, irrespectivina@f social status and
positions in the SHGs, clusters as well as primarysasdndary co-operatives.

9. SAVING STATUSAND ACCESSTO CREDIT

Of the 31 respondents, 25 were saving the scheduled amount inlgorypu
deposits (CD) and 6 were saving more than that. Thosegsenore in CD are
accessing credit at a higher frequency (Table 8). Significatitough the
amount of loan obtained each time is slightly highertliose saving more, the
CDR is higher in case of those saving less. This meansh# average net flow
of fund is higher for the latter group. Can one then sayaHtagher frequency
of accessing credit is due to a member’s additionahgawn CD? This may not
really hold true since members also raise demand lo&esd8terminants hence
can be additional savings in other forms of deposits inatu8D, RD, VD and
DD.

9 For a more detailed discussion, see Das, Biswaroop (2000).
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Table8. Compulsory Deposits and Accessto Credit by Members

Members who are

Members who are .
saving more than

saving the

Indicators the scheduled
scheduled amount :
X amount in CD
in CD account
account

Number of SHG members 25 6
Average number of times raised credit since joining 2.1 2 4.
Average amount of loan obtained each time (in Rs.) 4225 4264
Average amount of compulsory deposits (in Rs.) 998 1773
Average amount of other deposits (in Rs.) * 699 2296
Credit deposit ratio (in %) 423.4 240.5

Note: (1) # Accumulated figure
(2) While calculating the CDR, only the figaron compulsory deposits have
been taken.
(3) *includes FD, RD, VD and DD

Table9. SavingsHabitsand Accessto Credit by Members

Members having Members having

Indicators CD and other
only CD f .
orms of saving
Number of SHG members 12 19
Average number of times raised credit since joining 1.3 3.2
Average amount of loan obtained each time (in Rs.) 4313 4218
Average amount of compulsory deposits (in Rs.) 863 1328
Average amount of other deposits (in Rs.) * 0 1645
Credit deposit ratio (in %) 499.9 317.6

Note: (1) # Accumulated figure
(2) While calculating the CDR, only the figaron compulsory deposits have
been taken
(3) *includes FD, RD, VD and DD

As seen in Table 9, average number of times credit actesk®aver in case of
members having only CD than those having CD as well lasr dorms of

savings. However, amount of loan obtained each time an@@ie are higher
in case of the former group. Hence it becomes difficulinter that a higher
frequency of accessing credit is related essentiatly saving more in terms of
CD.

10. REPAYMENT AND PROFITABILITY

The repayment starts after a month of realization of a. I8aself-help co-
operative generally collects repayments in instalments. s &nd non-farm
loans are given for a maximum period of 12 to 18 monthsyreower has to
repay the former loan in 10 and latter loan in 15 equshiments at a reducing
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rate of interest. If a loanee fails to repay for nttvn a month, she has to pay a
penalty at the rate of 1 per cent per month on thelmeta amount. In case of
the delay exceeding for more than three months, the Mamhaiggs it to the
knowledge of BoD and issues a formal notice to the concdoasetbe. After
four months from the date of default, a co-operative hasigheto adjust the
amount from loanee’s savings and share capital. If tladlsghfort of the default
amount, a co-operative can adjust the same with thes siradt deposits of
guarantor(s). Even with such steps if the amount cabeoadjusted, a co-
operative can initiate action to realise the amount ftbenassets listed in the
loanee’s application. Since no guarantor can raiseraupkess 75 per cent of
loan raised has been repaid by the borrower, the peesupeepersuades a
borrower to repay the loan on time. Nevertheless, it hie tollective
responsibility of all members to get the loan back witteriest. And indeed,
profit of a financial institution gets determined by thieraf repayment.

On an average, repayment has been to the tune of 85 per degt luhth the

financial years with only negligible variations acrossoperatives (Table 10).
However, a closer scrutiny of the rate indicates that tteeafarepayment has
varied between 83 to 87 per cent and repayment was morsteonsn 2005-06
compared to 2004-05.

Table 10. L oan Repayment Status Across Co-oper atives Promoted by

ADHIKAR
2004-05 2005-06

Total Total Rate o Total Total Rate o

Co-operatives Outstandint  DemancRepaymer Outstandini Demanc Repaymer
(inRs.) (inRs.) (in %) (inRs.) (inRs) (in %)

Padmabati 557148 468004 84 481258 409069 85
Nari Bikas 331158 284796 86 543928 473217 87
Nari Jagruti 892720 776666 87 1672022 1454659 87
Mahalaxmi 303481 254924 84 535472 455151 85
Maa Tarini 854348 726196 85 891019 766276 86
Sramajibi Bikas 65350 54894 84 459121 390253 85
Maa Tarini (G)* 127950 106199 83 302032 253707 84
Maa Shakti - - - 65700 55188 84
Maa Adi Shakti - - - 81450 68418 84
All 3132155 2671679 85 5032002 4325938 85

Note:*Maa Tarini Gruhanirmana.

As it appears from Table 11, Sramajibi Bikas and MaaniT@ruhanirmana as
incurred loss during both the financial years though itsmelwas lower in
2005-06. Maa Shakti and Maa Adishakti too have incurred Idssehe year
2005-06. Co-operatives generally incur loss due to (i) poor repay(ng

smaller spread available for covering financial and mamage costs, and (iii)
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low volume of business. Maa Tarini Gruhanirmana seems tacbering losses
due to the availability of smaller spread as it chargeset&ent interest per
annum on loans. In other cases it seems to havedueeto the low volume of
business. Except these four co-operatives, the rest arenggganofit. The

members, board of directors, co-operative staff as \asll officials of

ADHIKAR believe that, other things remaining the sanhe amount of profit
will go up with respect to the volume of business over a pefitiche.

Table11. Profitability Statusin the Co-operatives of ADHIKAR

(in Rs.)

Co-operatives 2004-05 2005-06
Padmabati 34003 5637
Nari Bikas 28775 23086
Nari Jagruti 56654 87313
Mahalaxmi 5668 5768
Maa Tarini 43748 30707
Sramajibi Bikas -12703 -2364
Maa Tarini Gruhanirmana -18272 -14400
Maa Shakti -11400
Maa Adishakti -6557
All 137873 117790

Note: (-) stands for loss

In a self-help co-operative model, since profits as wellasses are shared
among all members proportionately, the peer pressure apgpdagsather high,

which in turn ensures a substantially high repayment ofslo@hus, it can be

stated that pumping of microfinance through Self-help cratpres ensures a
high degree of sustainability. This even eliminates igles for funding agencies
while providing loanable funds to agencies. In case of tr@m@&en or Joint

Liability Group (JLG) models, saving by members is freglyediscouraged.

Thus, adjustments of any kind gets ruled out in case of emayment of loans.

Hence, neither the first line and nor the intermediary agengossess full

control over borrowers in the latter models.

11. CONCLUSION

Some of the salient findings that emerge from the paperBraround 68 per
cent of members without access to formal credit recdneas from the SHCs
during 2005-06; (2) Proportion of loanees to members shows agasncy
trend suggesting a rise in access to credit by membense 8ignificant is that
the rate of growth in membership has been lower thanateeaf growth in
loaness; (3) These co-operatives have generated 72.9 peofciwir total
loanable funds through internal deposit mobilization;Tyugh the volume of
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external loans has increased in absolute terms, its piapoo total credit has
shown a decreasing trend; (5) The rate of growth of averagerdrof deposits
and credit move in the same direction, suggesting that iethide in amount of
deposits, the volume of credit too has gone up. Similarly, waereunt of

deposit mobilization has declined, the amount of cregiply too has slumped.
This indicates that the volume of deposits tends to deterthie flow of funds
in these self-help co-operatives; (6) the Credit DepogibR@DR) being more
than 100 per cent indicates at full utilisation of depasitbilised; (7) the rate
of repayment was about 85 per cent; (8) As members carraitsee demand
loans, higher frequency of accessing credit by a positolder may not
necessarily be conditioned by one’s savings in the CD alone.

These co-operatives indeed appear participatory in theeggoof decision
making as well as mobilisation of deposits and disbursemiertredit with
potentials for financial as well as social intermé&dim among the poor, and
present a workable model with features of strengthening tineigles and
practices on which co-operatives can be sustained. Eljidéme constitution,
management and regulation of these co-operatives alreagy stane of the
pertinent components identified by the Vaidyanathan Comenitte
(Vaidyanathan, 2005), essential for reviving and revitadighe co-operative
credit structure in the countryside. With legal measured associated
institutional reforms strengthened further, such and ainstructures can be
enabled to evolve as more participatory and self-governindopia for
provision of appropriate financial services, particulariyhrural poor.
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