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CHAPTER 2 

REVIEW OF LITERATURE 

 

2.1   INTRODUCTION 

 There is no denying of the fact that as a financial innovation the micro finance originated in the 

developing countries during the seventies of the last century and credit goes particularly to our 

neighbouring country Bangladesh and to Prof. Yunus. Probably Prof. Yunus was the first person 

who proved the effectiveness of a small amount of money that have done a lot by providing little 

loans to the villagers of the neighbouring village of his University during the seventies of last 

decade. Attention of the academic community of the world and policy makers has centered in 

Bangladesh after the successful completion of the village level experiment by Prof. Yunus and 

especially after the establishment of Grameen Bank by him at Bangladesh. Now it is an academic 

exercise among the development planners and policy makers how to remove the poor people from 

the regime of poverty. As a result, we have had innumerable number of national and international 

literature on micro finance, poverty eradication, women empowerment and self help groups and 

their impact. Here, we oblige to mention selectively some of them according to the following sub-

themes. 

1) Women empowerment. 

2) Self help group and their impact. 

3) Micro finance. 

4) Poverty alleviation. 

    

2.2    WOMEN EMPOWERMENT  

Amin and Pebley (1994) in reviewing gender inequality within households they observe that 

BRAC’s loan contributed to increase women’s mobility outside the home and their control on 

household resources and household decision making power. They also revealed that the incidence 

of abandonment reduces with the receiving of micro credit loans. 

 
Batliwala (1994) in her study identifies three approaches to women’s empowerment: (i) integrated 

development; (ii) economic development and (iii) consciousness raising and organizing among 
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women. According to author, through the first approach women are able to improve their 

everyday realities by assisting them in meeting their survival and livelihood needs, i.e., their 

practical needs. The second approach improves women’s economic position and the third 

approach will organize the women to recognize and challenge gender and class-based 

discrimination in all aspects of their lives. 

 
Hashemi et.al (1996) examined whether women’s access to credit has any impact on their lives. 

Their results show that women’s access to credit increases asset holding in their own names 

increases their purchasing power, and their political and legal awareness. The authors also show 

that group based credit programs can reduce men’s violence against women by making women’s 

lives more public.  

 
Mayoux (1997) points out that the impact of microfinance on women varies from woman to 

woman. These differences arise due to the difference in productive activities or different 

background. Sometimes, microfinance mainly benefit the women who are already better off, 

whereas the poor women are either neglected by the microfinance programmes or are least able to 

benefit  because of their low resource base, lack of skills and market contacts. However, poorer 

women can also be more free and motivated to use credit for production. 

 
Kumaran (1997) made a case study of three SHGs, viz. active, passive and dissolved in Andhra 

Pradesh and found that the main factors responsible for active functioning of SHGs were 

solidarity and cohesiveness. On the other hand, passivity and dissolved were mainly on account of 

irregularities in savings and repayment of loan and lack of mutual trust and confidence among the 

members.  

 
Khandker et.al (1998) in their study finds that the impact on household consumption of the credit 

programs is approximately twice as large for women borrowers than male borrowers. 

 
Hayes et. al (1998) have discussed the relationship between poor women’s participation in micro 

credit programmes and their empowerment by taking both SHG and non-SHG members in rural 

Bangladesh. They used three indices, viz. interspersed consultation index, individual autonomy 

index and authority index to show this relationship. The results have shown that the SHG 

members are ahead of non-members in all the three indices of empowerment. The authors suggest 
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that by providing independent sources of income outside home, micro credit is able to reduce 

economic dependency of the women on husbands and thus help enhance autonomy. 

 
Kabeer (1998), based on research into the impact of credit programs in Bangladesh, found that 

women’s access to credit strengthens their bargaining power within the household, improves their 

perception of self worth and can lead to a long term decrease in domestic violence.  

 
Khandker (1999) in his study on the social impact of microfinance in Bangladesh found that  1% 

increase in loans to women borrowers with the Grameen Bank increase the probability of school 

enrolment by 1.9% for girls and 2.4% for boys whereas 1% increase in credit to male loan holders 

increase boys’ enrolment by 3.1% but had no effect on girls. 

 
Otero (1999) points out that microfinance creates access to productive capital for the poor and 

enables them to move out of poverty. By providing material capital to a poor person, their sense 

of dignity is strengthened and this can help to empower the person to participate in the economy 

and society.  

 
Dunn (1999) in a case study of microfinance clients in Lima, Peru, reports only 28% of clients 

live below the poverty line compared to 41% of non-clients. She also found that the average 

income of households participating in microfinance is 50% higher than the income of non 

participating households. 

 
Rahman (1999) points out that the impact of microfinance on women empowerment is not always 

positive. He shows that out of 120 women borrowers, 18% claim a decrease and 70% emphasize 

an increase in violence and aggressive behaviour in the household because of their involvement 

with the bank. 

 
Ashe and Parrott ( 2001) in their study on the impact of microfinance and women empowerment 

in Nepal exhibit that 68 percent women experienced an increase in their decision making role in 

relation to family planning , children marriage , selling property and sending their daughters to 

school. 
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Hunt and Kasynathan (2001) observe a rather interesting finding that all the women member of 

the SHGs simply transfers the total loan amount to the hands of their husbands, sons or even sons 

in law. 

 
MYRADA (2002) conducted an impact study among 190 members of 12 self help groups spread 

over Andhra Pradesh, Karnataka, Kerala and Tamil nadu and find that relatively older groups are 

succeeded to increase their share in family income than those who are in younger groups. This is 

also true in the case of awareness about health and hygiene.  

 
Bhat and Bhubaneswary (2004) in their study on the empowerment of rural women in 

Pondicherry examine about the determinants of earnings, benefits and problem of rural women 

under self help group project. They have found that all most all the members of self help groups 

are engaged in traditional and less remunerative non-farm activities.  

 
Naila Kabeer (2005) examines with empirical evidence the impact of micro finance of poverty 

reduction and women empowerment. According to her it is very easy to incorporate economic 

productivity and social wellbeing of poor women with the financial access but it does not ensure 

women empowerment automatically without developing education, political quotas and access to 

wage work. Thus a radical structural transformation along with the financial provision that 

ensures the women empowerment. 

 

2.3   SELF-HELP GROUPS AND THEIR IMPACT 

Shylendra (1999) in his study found that micro credit schemes using SHGs have enabled the 

poorer sections of the society and destitute to have easy and continued access to credit without 

any collateral and mortgage property. 

 
Gurumoorthy (2000) finds that SHG is a viable alternative to disburse micro credit to the rural 

women for the purpose of making them entrepreneur and encouraging them to enter into 

entrepreneurial activities. The women led SHGs have successfully showed how to mobilize and 

manage thrift, credit needs, maintain linkage with the banks and enforce financial self-discipline. 

 

Bhatia and Bhatia (2000) through some case studies pointed out that the recovery of SHGs is high 

and their involvement had helped the bank branches in recovery of old dues. The authors also 
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observed that there have been radical changes in the living standards of the SHG’s members, in 

terms of ownership of assets, increase in saving and borrowing capacity and so on. 

 
Satish (2001) in his paper raised some issues related to the functioning of SHGs. Adequate care 

should be taken to ensure homogeneity of socio-economic status of the member while forming 

SHGs. He suggested that SHG movement has to be spread all over rural India rather than being 

concentrated in a few pockets of the country.  

 
Mishra et. al (2001) in their study found that the main problems of the SHGs members are lack of 

training, credit and marketing facilities, entrepreneurship, social evil and high interest rate. The 

authors suggest involving Commercial Banks to provide liberal credit at cheaper rate to the poor. 

 
Awasthi et. al (2001) in their article observed that SHGs have made a positive impact on creating 

leadership, improving literacy, consciousness about health and hygiene and skill forming among 

the group members. However, they suffered from lack of motivation, infrastructure, forward and 

backward linkages, insufficient loan, inadequate provision of marketing and inputs etc. 

 
Ramana Rao (2001) deals with the experiences of micro credit movement through SHGs and 

found that the SHGs have spread their outreach with small amount of credit but financial 

deepening of credit system through SHG movement remains a far cry. So the SHG members 

borrow from various agencies, which may lead to repayment problems due to multiple financing. 

In this connection, it was suggested that the policy to integrate SHGs within the mainstream 

banking should receive greater attention and this could alone strengthen the process of integrated 

credit flow for production cum investment purpose on a sustainable basis. 

 

Singh (2001) conducted a study in Uttar Pradesh comparing the pre and post SHG situations of 

women SHGs. He found that the average value of assets increased by 46% and the annual income 

per household by 28% between pre and post SHG periods. The borrowing for consumption 

purpose was completely absent in the post SHG situation. Credit delivery was easier through 

SHGs compared to formal and informal institutions. SHGs replaced the moneylenders; credit 

delivery was made simple and quick with lower interest. It was suggested to improve the 

awareness and educate the members to keep records proper to grow in future. 
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Narendra (2001) in his study points out that SHGs play three roles simultaneously. Firstly, it 

provides mutual help and internal financial intermediation. Secondly, it facilitates external 

mediation and thirdly, it empowers women to make demand on the external world.  

 
Puhazhendhi and Badatya (2002) in an assessment study on the impact of the SHG-Bank Linkage 

Program in India at the grass root level found that loans from moneylenders and other informal 

sources with higher interest rates significantly reduced due to intervention of SHGs. It was also 

observed that consumption loans were replaced by production loans during post SHG situation. 

 
Rao (2002) reveals that the existing formal financial institutions have failed to provide finances to 

landless, marginalized and disadvantaged sections in the rural society. SHGs help the poorest of 

the poor to encourage savings and promote income generating activities through small loans and 

as a result the borrowers are able to overcome the vicious circle of poverty. 

 
NABARD (2002) conducted a study on 560 households from 223 SHGs in 11 states of India and 

found that there has been a positive result in increasing the standard of living of SHG members in 

case of asset ownership, savings and borrowings capacity. The average value of asset including 

livestock and consumer durable has increased considerably. Almost all members developed 

saving habit in the post SHG. The trend of consumption loans reduces. The average net income 

per household has increased by 18% between the pre and the post SHG conditions. 

 
Pattanaik (2003) in her study finds that SHGs are continuously striving for a better future for 

tribal women as participants, decision-makers and beneficiaries in the domestic economic, social 

and cultural sphere of life. But due to certain constrains like gender inequality, exploitation, 

women torture, various SHGs are not organized properly and effectively.  

 
Senthil and Sarkar (2004) state that the SHG covered women collectively struggling against direct 

and indirect barriers to their self development and their social, political and economic 

participation. 

 
Manab Sen (2005) has made a study on the SHGs in west Bengal and found that the dependence 

on the internal resources is quite high because of the weak or inadequate bank linkage. The author 

also found that most of the poor households are ignorant of basic services and programs to which 
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they are entitled. Lack of intensive facilitation stands in the way. The author reports the lack of 

capacity building initiative without which the basic objective of the SHGs cannot be achieved. 

 
Indira Kumari and Roa (2005) in their study found that the functioning of the SHGs is mainly in 

social activity, thrift and credit. One important conclusion of the study was that the SHG activities 

have been helping the poor women in economic and social development. The authors suggested 

that the process of formation of SHG is to be systematically institutionalized. They also added 

that training is an important factor for formation and sustainability of SHGs. 

 
Loganathan and Asokan (2006) in their article analyze the performance of SHGs and reveal that 

SHGs have provided access to credit to their members, promoted saving, reduced dependence on 

moneylenders and above all empowered rural women.      

 

 

 

2.4 MICRO FINANCE 

 
Malcolm Harper (1988) has discussed the various aspects of micro finance with the help of 15 

case studies across the world and claimed that the poor can and have able to effort much higher 

rate of interest than what prevails in the formal banking system. He further claims that the average 

incremental return on investment is rather high in analyzing the return of fund of micro finance. It 

has been noted that most of the micro finance initiatives depend on a sizeable portion of grants 

and subsidies. This study also covers several case studies including the Grameen Bank of 

Bangladesh. 

 
Hulme and Mosley (1996) in their book have shown that microfinance has a positive economic 

effect on the poor and it is larger for those who are closer to the poverty line. 

 
Dadhich (2001) in his study on microfinance a panacea for poverty alleviation explained the 

performance of SHGs and pointed out that properly designed and effectively implemented 

microfinance is not only to alleviate poverty and empower women but also be a viable economic 

and financial tool. 
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Vijayanthi (2002) in his study suggested that women should be considered as participants in the 

welfare programs rather than beneficiaries. According to author, intensive training in group 

cohesiveness, group integration and self-reliance should be imparted to group members for the 

sustainability of SHGs. 

 
Chavan and Ramkumar (2002) in their study show that micro credit programs have been able to 

bring about a marginal improvement in the beneficiaries’ income. The authors conclude that 

credit is not the sole means of addressing the problem of rural poverty. An improvement in the 

living conditions of the rural poor requires among other things such as agrarian reforms, 

democratic decentralization, education, primary health care and the maintenance of a public food 

distribution.  

 
Littlefield et. al (2003) in their study point out that microfinance is able to empower women to 

become more confident, more assertive, more likely to participate in family and community 

decision and better able to confront systemic gender inequalities. 

 
Mahmud (2003) in his study observed that micro credit participation did not improve women’s 

access to material resources nor did it expand women’s choice a great deal. Women participation 

in the public sphere that could become choice enhancing remained limited, as they were not able 

to overcome the structural barriers. 

 
Sen (2003) conducted a study of extremely poor households involved in microfinance in 

Bangladesh and showed that those who regularly take loans do see important improvements in 

their livelihoods. However, those households who only participate occasionally often just to keep 

the credit line so that they can borrow get negligible benefits from participating. 

 
Mahajan (2005) in his study points out that micro credit is only adequate even as a tool for 

poverty alleviation. But it is unable to bring about economic growth alone. Economic growth can 

be obtain if micro credit along with livelihood finance such as financial services, agriculture and 

business services and institutional development services are added. 

 
Kabeer (2005) examines the impact of microfinance on poverty alleviation as well as women 

empowerment with the help of empirical evidence. The findings suggest that there is need for 
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caution in talking about the impact of microfinance in general. The success of microfinance 

organizations in building up the organizational capacity of poor women provides the basis for 

their social mobilization that many other development interventions have not been able to 

achieve.  

 
Murray (2005) in his paper focuses on how women from a microfinance institution can interact 

with potential clients in a more gender sensitive manner. A major element in this process is to 

move beyond the belief that just because the majority of the clients are female, there are no 

gender issues. The real problem is not the exclusion or inclusion of women, but the empowerment 

of women through their active participation in decision-making that affect their lives. 

 
Sriram (2005) reviews the performance of formal institutional channels of microfinance and 

concludes that in the general development of infrastructure and support mechanism of the poor, 

prioritization and planning of activities need to be done in consultation with elected representative 

so that the local area development fund can be better harmonized with other resources.  The 

author also suggests that at the policy level it is needed to encourage the states to expand 

cooperative companies for the provision of financial services. 

 

Khandakar’s (2005) study on microfinance institutions of Bangladesh considering two time 

periods 1991-92 and 1998-99 exhibits clearly that poverty decline moderately by 18.2 percent in 

programme villages and 12.6 percent in non-programme villages. Again poverty decline more 

than 20 percent for participants who were in the programme since 1991. 

 

Basu and Srivastava (2005) through their study show that the progress of micro finance is modest 

in nature in our country. It has been estimated by them that only 5 percent poor people at the 

Indian level are benefiting from the functioning of microfinance against 65 percent in Bangladesh. 

 
Kalpana (2005) pointed out micro finance as a new and much publicized paradigm and often 

promoted as a sort of magic bullet for poverty eradication. However, an open criticism which 

suggests that it is better to stress on micro finance’s protectional aspects rather than the 

promotional aspects. 
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2.5  POVERTY ALLEVIATION 

Mayoux (1993) pointed out that female self help groups are emerged as the confluence of three 

distinct paradigms. They are the financial self sustainability paradigm, the poverty alleviation 

paradigm and feminist paradigm. The self sustainability Paradigm advocates that minimum 

financial services rooted through women will alleviate poverty in a large extent in context of the 

females and children. The second paradigm appears as a targeted paradigm to fulfill the woman’s 

practical need for income and employment. While, the third paradigm is also the feminist one and 

ensures women empowerment as an end in itself. 

  
Mutua Kimanthi and others (1996) pointed out five important elements for sustainable and 

profitable micro credit programme. They are programme should be a part of an ongoing concern, 

not limited term project; second, the design must include comprehensive operations and financial 

projection; third, establishment of performance indicators; fourth, product pricing and fifth, strong 

financial and credit operation system. 

 
Goetz and Sengupta (1996) clearly show in their study that 63% of women who borrow loan have 

the partial or very limited or no control over the use of loan amount.  

 
Mayoux (1997) in his study concluded with frustration by saying that impact of micro finance on 

women is not always positive. Even the increase in income for women can also come in exchange 

of heavier workloads and repayment pressure.   

 
Yunus (1997) opined that for making a poverty free economy, micro credit is not enough. The 

poor people should be linked to markets, financial institutions and even multinationals. Moreover, 

he also added that the social investment is able to convert the disadvantaged sections of the 

society into entrepreneurs. 

 
Yunus and Jolis (1998) pointed out that, the exclusion of women from land right is the main cause 

of their marginalization. Whenever, they obtained the leasing right or use right in a group either to 

look after community forest (Nepal) or fishing ponds (Bangladesh) no doubt these will increase 

both the productivity and food security among the households. 
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Haff and Stiglitz (1999) observed that micro credit market in developing countries generally 

suffers from three problems. They are the screening problem, the incentive problem and the 

enforcement problem. These problems can be solved, according to them, in a better way by group 

lending approach. 

 
Marcus, porter and Harper (1999) show that the percentage of school going children increases 

decisively among the households related to the micro finance. 

 
Osman (2000) in his article remembering us that it is not possible to reduce the rural poverty by 

considering scatterly the micro finance projects only. According to him microfinance schemes 

with parallel complementary programmes are essential for the eradication of rural poverty.   

   
Dasgupta (2001) found that the informal credit in the form of group approach created a number of 

benefits like savings mobilized by the poor, access to the required amount of credit by the poor, 

matching the demand and supply of credit, reduction in transaction cost for both the lenders and 

borrowers. 

 
 Zaman (2001) by assessing the poverty and vulnerability impacts of micro finance in Bangladesh 

comes to the conclusion that, self help groups play significant roles in reducing the vulnerability 

of the poor through income and consumption smoothing.    

 
Madheswaran and Dharmadhikary (2001) explained the use of peer monitoring in rural lending 

and found a positive impact on loan repayment and rural poverty. They suggest that the micro 

credit program should be used to meet the current demands of the rural women, i.e. for health, 

education or consumption. This will lead to a gradual improvement in their quality of life and will 

enable them to identify activities for economic betterment. They conclude that for poverty 

alleviation and women empowerment, the target intensive effort at sporadic intervals cannot help 

rather intervention should be steady pace and systematic. 

 
Robinson (2001) observes that commercial microfinance is not meant for core poor or destitute 

but is rather aimed at economically active poor. She opines that providing credit to people who 

are too poor to use it effectively helps neither the borrower nor the lender and would only lead to 
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increasing of debt burden and erosion of self-confidence. She suggests that this segment should 

not be the target market for financial sector but of state poverty and welfare programs. 

 
Murdoch and Haley (2002) in their study show that microfinance can significantly increase the 

income of poor households, which translates into better nutrition and health for impoverished 

families. The remunerations from increase in household income and better nutrition spill over into 

many other areas in which the poor are in need of help. The holistic impact of microfinance can 

create a deep and lasting impact on poverty alleviation. 

 
Grootaert (2003) reveals that building social capital facilitates empowerment. Social capital and 

empowerment are multilevel concepts and facilitate the link to poverty reduction, whereas 

Community Driven Development is a manifestation of social capital and empowerment.  

 
Harper (2003) in his study revealed that saving mobilization on a regular basis make the poor 

empowered and can contribute to an important in the quality of their lives. It serves to capitalize 

on the productive activities which sustain the family and thereby enhancing income of the 

family. 

 
Nirmala et al. (2004) examine the factors of earnings, benefits and problems of rural SHG 

scheme. The main benefits of SHGs are increased participation in social service and organized 

action, having received new skill/training and better access to credit facilities. The major 

problems faced by respondents are loans not received on time, difficulty in getting raw materials 

and labour and marketing problems. It is recommended that the respondents should be 

encouraged into more diversified and remunerative activities which would raise their earnings 

and thus their savings too. 

 

Sinha (2005) divulges the fact through his study that micro finance has a significant contribution 

on both savings and borrowings of the poor in our country. 

 
Tripathy (2006) in his study concludes that community based micro-enterprises like cotton coir 

rope making, coconut leaf thatching, spices production etc.are more viable economic activities in 

the country to drive the beneficiaries out of the poverty trap in the rural areas. To sustain the 

community economic activities, leadership and membership training is a must for the SHGs. 
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Swaminathan (2007) in his study points out that by providing microcredit to the poorest of the 

poor, the gap in the formal rural credit sector can be filled. Microcredit is able to overcome the 

weakness in the banking system. However, while small-scale rural credit is necessary, overall 

credit policy must build on the strengths of the banking system in India.   

 

  

2.6     CONCLUSION 

Thus we see that various studies have been undertaken on the development of microfinance and 

SHGs in different countries, regions and districts. These studies have highlighted different 

aspects of microfinance and SHGs in different countries, regions and districts. Although, we see 

that most of the researchers have the opinion that women’s access to credit through the 

microfinance route can empower women and reduce poverty, the empirical evidence so far 

provided in support of this view is mixed. While one group advocates that it has significant 

impacts in reducing poverty and women empowerment through women’s mobility, ability to 

make purchases, major household decisions, ownership of productive assets, legal and political 

awareness and participation in public campaigns and protests etc.; others caution against such 

optimism and point out to some negative impacts, such as female access to microfinance with 

male exclusion may have perverse effect on women’s empowerment, it increases spousal conflict 

and aggression, again women borrowers often surrender control over investment decisions to 

their husband and ultimately male capture the control over productive assets and their fruits etc.  

Whilst there are still others which follow the middle path which argues that while microfinance 

does increase access of capital for the poor, in order to reduce poverty other non financial 

services must be added on. Given the mixed evidence of the literature on women empowerment 

and poverty effects of microfinance, we can conclude that there is scope and need of more 

studies in this regard.   

 

 

 

 

 

 


