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RESERVE BANK OF INDIA

voww.rbl.org.in

RBI/2017-18/11
FIDD.FID.BC.N0.02/12.01.033/2017-18 July 03, 2017
The Chairman/ Managing Direclor/

Chief Executive Officer
All Scheduled Commercial Banks

Madarm/ Dear Sir
Master Circular on SHG-Bank Linkage Programme

The Reserve Bank of India has, from time to lime, issued a number of
guidelinesfinstructions to banks on SHG-Bank Linkage Programme. In order lo enable
the banks to have instructions at one place, the Masler Circular incorporating the
existing guidelines/instructions on the subject has heen updated and enclosed. This
Master Circular consolidates the circulars issued by Reserve Bank on the subject up 1o

June 30, 2017, as indicated in the Appendix.

Yours faithfully

(Uma Shankar)
Chief General Managsr-in-Charge

Encl: As above
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Master Circular on SHG-Bank Linkage Progranune
-

1. Despite the vasl expansion of the formal credit syslem in the country, dependence of
the rwal poor on moneylenders somehow continued i many areas, aspecially for
meeting unforeseen requirements. Such dependence was pronounced in the case of
marginal farmers, landiess labourers, pelly traders and rural arlisans belonging (o
socially and economically backward classes and Iribes whose propensily lo save is
limited or too small to be mopped up by the banks. For various reasons, credit Lo these
sections of the population has nol been inslilutionalized (o the extenl desired. Studies
conducted by NABARD, APRACA and 1LO on the informal groups promoted by Non-
Governmental Organizations (NGOs=) brought oul that Sell-Help Savings and Credil
Groups had the potential lo bring together the formal banking struclure and the rual

poor Tor mutual benafit and that their working had heen encouraging.

2. Accordingly, NABARD launched a pilol projecl lo cover Sell-Help Groups (GHGs)
promoted by Non-Governmental  Organizations, banks and olher agencles and
supported it by way of refinance. The quick studies conducted by NABARD in & few
slates o assess the impact of the linkage project brought out encouraging and positive
features like increase in loan volume of the SHGs, definite shilt in the loaning paltern of
the members from non-income generating activiies to production activities, nearly 100
per cenl recovery perfoimance, significant reduction in the transaction costs for both the
banks and the borrowers elc., besides leading to a gradual increase in the income level
of the SHG members. Anolher significant feature observed in lhe linkage project was
hat about 85 per cenl of the groups linked will banks were formed exclusively by

waomen.

3 With a view to sludying the functioning of SHGs and NGOs for expanding their
aclivities and deepening thelr role in the rural sector, in Movember 1994, RBI constiluted
a Working Group corpnsing eminent NGO funclionaries, academictans, consultants
and bankers, under the Chairmanship of Shri 8 K Kalia, the then Managing Director,
NABARD. The Working Group was of the view (hal linking of SHGs with banks is a cost

effective, transparent and flexible approach to Improve the accessibility of credit from



the formal banking syslem to the unreached rural poor, which is expecled (o offer the
much needed solution to the twin problems being faced by the banks, viz. recovery of
Ioans in the rural areas and the high tansaction costs in dealing with small borrowers at
frequent intervals. The Group, therefore, felt thal the thrust of the policy should be 1o
encourage the formation of SHGs and linking them with banks, and In this regard, banks
have a major role to play. The Working Group also recommended thal banks should
treat the linkage programme as a business opportunity and they may design area and
group specific loan packages, taking into account inter ah;; 7”719 pcﬂenti-r—._al, localfhgr:;dé?,'

available talent/skillz elc.

4. Linking of SHGs with banks has been emphasized in the Monetary Folicy Slatements
of Reserve Bank of India and Union Budget announcements from time o time and
various guidelines have been issued to banks in this regard. To scale up the SHGs
linkage programme and make it sustainable, banks were advised that they may
consider lending to SHGs as part of lheir mainstream credit operations, both at policy
and implementation level. They may include SHG linkage in their corporate
strategy/plan, training curricutum of their officers and staff and implement il as a regular

business activity and monitor and review it perlodically.

5. Separate Segment under priority sector: In order to enable the banks 1o report
iheir SHG lending without difficulty, It was decided that the banks should report their
lending to SHGs for on-lending to members of SHGs ‘Lmder the respeclive categories,
viz. 'Advances to SHGs' irrespeclive of the purpuses for which the members of SHGs
have been disbursed loans. Lending to SHGs should be included by the banks as part

of their lending to the weaker seclions.

6. Opening of Savings Bank Afc: The SHGs, regislered or unregistered, which are
engaged in promeling savings habils among their members would be eligible to open
savings bank accounts with banks. These SHGs need nol necessatlly have already
availed of credit facilities from banks before opening savings bank accounts. IKYC
verification of all the members of SHG shall not be required while opening lhe savings

bank account of the 3HG as KYC verlfication of all the office hearers shall suffice. No



separale KYC verification of the members or office bearers shall be necessary at the
-

tirne of credit linking of SHGS,

7. SHG lending to be a part of planning process: Bank lending lo SHGs should be
included in branch credit plan, block credit plan, district credit plan and state credit plan
of each bank. While no targel is being prescribed under SHEG bank linkage: prograniime,
ulmost priority should be accorded (o the seclor In preparation of these plans. It should

also form an integral part of the bank's corporate credit plan.

8. Margin and Security Norms: As per operational guidelines issued by NABARD,
SHGs may be sanclioned savings linked loans by banks (varying from a saving Lo loan
ratio of 1:1 1o 1:4). However, in case of matured SHGs, loans may be given beyond the

lirnit of four times the savings as per the discretion of the bank.

9 Documentation: A simple system requiring minimum procedures and documentation
is a precondition for augmenting flow of credit to SHGs. Banks should slrive to remove
all operational irrilants and make arrangements to expeditiously sanction and disburse
credit by delegaling adequale sanctioning powers 1o branch managers. The loan
application forms, procedures and documents should be made simple. It would help in

providing prompl and hassle-liee credit,

10. Presence of defaulters in SHGs: Defaults by a few members ol SHGS and/or their
family members to the financing banlk should not ordinarily come lin the way ol financing
SHGs per se by banks, provided the SHG is not in defaull. However, the bank loan may

not be utilized by the SHG for financing a defaulter member lo the bank,

11. Capacity Building and Training: Banks may initiate suitable steps to internalize
the SHGs linkage project and organize exclusive short duration programmes for the
field level functionaries. In addilion, sultable awareness/sensitization programmes may

be conducled for their middie level controlling officers as well as senior officers.

12. Monitoring and Review of SHG Lending: Having regard to the patential of SHGs,
banks may have to closely monilor the progress regularly at various levels. In order Lo

give a boost o the ongoing SHG bank linkage programme for credit flow o the



unorganized sector, banks were advised in January 2004 that monitoring of SHG bank
linkage programme n“nay be made a regular item on the agenda for discussion al the
SLBC and DCC meelings. It should be reviewed al the highest corporate level on a
quarterly basis. Furlther, progress of the programme may be reviewed by banks al
regular intervals. A prograss report, as prescribed vide circular
FIDD.FID.BC.No.56/12.01.033/2014-15 dated May 21, 2015, may be sent lo NABARD

(Micro Credit Innovations Department), Mumbai, on a hall-yesrly basis, as on 30

Seplember and 31 March each year so as to reach within 30 days of Ihe half-year to

which the report relates.

13. Encourage SHG Linkage: Banks should provide adequale incentives lo their
branches in financing the Sell Help Groups (SHGs) and establish linkages with them,
making lhe procedures simple and easy. The group dynamics of working of the $SHGs
need neither be regulaled nor formal structures imposed or insisted upon. The approazh
to financing of SHGs should be tolally hassle-free and may also Include consumption

expenditures.

14. Interest rates: The banks would have the discretion o decide on the interest rales

applicable to loans given to Self Help Groups/member beneficiaries.

15. Service/ Processing charges: No loan relaled and ad hoc  sorvice
charges/inspection charges should be levied on priority seclor loans up 1o 25,000, In
the case of eligible priority seclor loans to SHGs/ JLLGs, this limil will be applicable per

member and nol lo the group as a whole.

16. Total Financial Inclusion and Credit Requirement of SHGs: Banks have been
advised lo meel the entire credit requirements of SHG meaembers, as envisaged in
Paragraph 93 of the Union Budget announcement for the year 2008-09, made by the
Honourable Finance Minister, wherein il was staled as under: "Banks will be
encouraged to embrace lhe concept of Tolal Financial Inclusion. Government will
request all scheduled commercial banks to follow the example sel by some public

seclor banks and meet the entire credit requirements of SHG members, naniely, (a)



——

income generalion activilies, (b) social needs ke housing, educalion, mairiage, olc.

-
and (c) debt swapping”,
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Appendix

List of Circulars consoelidated in the Master Circular

Circular No,

RPCD.No.Flan BC13/PL-00 2/91/92

Date

iy 24,1687

Subject

Improving  Access ol Ruaral poor (o
Banking- Role of Inlervening Agencias.
Sall Help Grow

DBRAMLBC N0 81/14.01,001/2015-16 _

2016

2. | RPCD.No.PL.EC.120/04.09.22/95.96 AP 21996 Linking ol CHelp Groups wilh
banks- Worldng Group an NGOs and
e N | BHGs- recommendalions -ollow by
3. | DEODDIR.BCA1/12.01.01/98 Fehrucnrv Openlng of 5 ivmqf‘ bank accounts in |
10,1998 lhvﬂ e all lc{lp Groups(SHGs)
4. | RPCD.PLBC/12/04.09 22/98-99 oty 24 “l__f}‘JB Lk 2lp Groups with Banks
5 | RPCD.No.PLAN.BC.94/04.09.01/98-00 April 24.1999 | Loans 1o Micio Gredil “Organizations-
o | Rates of Inleres|
B. RPCD.PL.BC.28/04 .09 22/99.2000 Saptember :-]U_ ] [ r(!r!ii' |]r\[i\m;’\’g lhumuh Mlun f“](-d][
), 1999 | Organizations/ Sell Help Groups
7. RPCD.No.PL.BC.62/04.00.01/90-2000 February 18, Micro credil
2000
8. | RPCD.No.Plan.BC 42/04.09.22/2003-04 | November 03. | Micro Finance 777
2003
9. | RPCD No.Plan.BC.61/04.09.22/2003-04 January 09, | Credit flow (o the unorganized seclor
2004
10. | RBI/385/2004-05, March 03, 2005 | Subimltling progress report under micro
RPCD.No.PlanBC 84/04.09.22/2004-06 |  aedit ]
11. | RBI/2006-07/441 June 20, 2007 | Microfinance. Submission  of PIOYress
RPCD.CO.MFFIL.BC.No, PUJ/‘[_ 2.01.01/2006-07 | lreports e
12, | RPCD.MFELBC.No.56/12.01.001/2007-08 Aprit 15, 2008 Total Flnanclal inclusion and  Cradil
L B b Hequirement of SHGES. o
13. | DBOD.AML.BC . No.B7/14.01.001/2012-13 March 28, 2013 | Know  Your  Customer  Norms/And
Money Laundering Slandards/
Combaling of Finanzing of
Terrorism/Obligation of baoks  under
Prevention of Money Laundering Act,
- 2002 - Simplilying norms for Selfl Melp
P L Groups .
14 | FIDD.FID.BC.No.56/12.07.033/2014-15 | May 21,2015 | 5HG-Bank  Linkage Frograimme  —
T e | R@VISION O progregs reports
16 | Master Direction February 25, Master  Direction Mnow  Your

Cuslomer (KYC) Dir ection, 2016




