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Abstract

Microfinance has emerged as an important instrument for promoting financial inclusion, poverty reduction and
livelihood development among rural households. In India, the Self-Help Group (SHG) model has played a
particularly significant role in connecting economically vulnerable households, especially rural women, with
savings, credit and institutional support. This study examines the role of microfinance and Self-Help Groups in
promoting rural development and sustainable livelihoods in Punjab, India. The study conceptualises sustainable rural
livelihood as a multidimensional outcome encompassing income enhancement, employment generation, savings,
asset creation, entrepreneurship, financial inclusion, women's empowerment and improvement in household living
standards. The paper also examines the institutional framework supporting SHG-based microfinance, with particular
emphasis on the Self-Help Group—Bank Linkage Programme (SHG-BLP), National Rural Livelihoods Mission
(DAY-NRLM), NABARD initiatives, livelihood and enterprise development programmes, and entrepreneurship-
oriented interventions. Evidence from previous studies indicates that SHG participation can improve access to
financial services, savings behaviour, information, household economic outcomes and women's empowerment,
although the magnitude of these effects varies across locations and socio-economic groups.

The study identifies that access to credit alone may not be sufficient to ensure sustainable livelihoods.
Complementary factors such as financial literacy, skill development, entrepreneurship, market access, digital
inclusion, institutional support and effective utilisation of credit are important for converting financial access into
sustainable economic outcomes. NABARD's recent SHG-Bank Linkage data also demonstrates the continuing scale
of SHG-based financial inclusion in India. The paper therefore develops an integrated framework linking
microfinance — SHGs — financial inclusion and empowerment — livelihood diversification — rural
development — sustainable livelihoods. The study provides a basis for empirical investigation of SHG members
in Punjab and highlights the need to examine both the economic and social dimensions of rural development.
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Introduction

Rural development is a multidimensional process involving improvements in income, employment, living standards,
social participation, financial inclusion and access to productive resources. In developing economies such as India,
rural households frequently face constraints relating to inadequate access to formal finance, limited employment
opportunities, low levels of financial literacy, insufficient productive assets and restricted access to markets. These
constraints can limit the ability of rural households to establish and sustain income-generating activities.

Microfinance has developed as an important mechanism for addressing some of these financial constraints. It
generally involves the provision of small-scale financial services, including savings, credit and other financial
products, to households and individuals who may have limited access to conventional banking services. In India,
microfinance has been strongly associated with the development of Self-Help Groups (SHGSs), particularly through
the SHG-Bank Linkage Programme promoted by NABARD.

NABARD states that the SHG-Bank Linkage Programme originated as a pilot during 1992-93 and subsequently
expanded into a major financial-inclusion programme. Its basic approach combines group savings, internal lending
and linkage with formal financial institutions.

The importance of SHGs extends beyond the provision of credit. SHGs can provide a platform for collective savings,
financial learning, peer support, entrepreneurship, social participation and access to government programmes.
Research has found evidence linking SHG participation with improvements in women's economic and social
empowerment, although outcomes are not uniform across all dimensions.

The scale of the programme is substantial. According to NABARD's Status of Microfinance in India 2024-25,
143.30 lakh SHGs had savings linked with banks as of 31 March 2025, including 123.36 lakh all-women SHGs. The
report also shows continued growth in the savings and credit linkage of SHGs.

Therefore, the relationship between microfinance, SHGs and rural development should not be understood merely in
terms of loan disbursement. The more important question is whether access to finance enables households to develop
sustainable livelihoods through productive investment, enterprise development, income diversification,
employment generation and asset creation.

Punjab provides an important context for examining these relationships because its rural economy includes
agriculture, allied activities, small enterprises, informal employment and an expanding need for diversified
livelihood opportunities. Consequently, examining SHG-based microfinance in Punjab can contribute to
understanding how financial inclusion can be translated into broader rural development outcomes.

Need of the Study

Rural development is a multidimensional process that involves improving income, employment, financial inclusion,
livelihood opportunities, living standards and the overall socio-economic well-being of rural households. Despite
the expansion of formal banking and government development programmes, many rural households continue to face
difficulties in obtaining adequate and timely financial services, productive resources, market opportunities and
entrepreneurship support. These constraints can restrict their ability to establish sustainable sources of livelihood.
Therefore, there is a need to examine alternative and community-based financial mechanisms that can strengthen
the economic capacity of rural households.
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Microfinance has emerged as an important instrument for improving access to financial services among
economically weaker and financially underserved sections of society. Access to small loans and savings facilities
can enable rural households to undertake income-generating activities, meet productive financial requirements,
develop micro-enterprises and diversify their sources of income. However, the developmental contribution of
microfinance cannot be assessed merely by examining the availability or amount of credit. It is necessary to
investigate whether financial access is translated into sustainable improvements in income, employment, savings,
assets, entrepreneurship and living standards.

Self-Help Groups (SHGSs) provide an important institutional mechanism through which microfinance can reach rural
households. SHGs promote regular savings, internal lending, collective decision-making and linkages with formal
financial institutions. The SHG-Bank Linkage Programme promoted by NABARD has played a significant role in
expanding institutional credit and financial inclusion among rural communities. The continued scale of SHG-based
financial inclusion demonstrates the importance of examining how these groups contribute to broader rural
development outcomes.

The study is particularly relevant because sustainable rural livelihoods require more than access to credit. Rural
households need skills, entrepreneurship opportunities, market access, financial literacy, digital financial services
and institutional support to convert financial resources into stable and productive livelihoods. Therefore, there is a
need to examine the complete relationship between microfinance, SHG participation, livelihood diversification,
income generation, employment, empowerment and rural development.

Punjab provides an important setting for such an investigation. The state's rural economy has traditionally been
strongly associated with agriculture, but changing economic conditions have increased the importance of livelihood
diversification, non-farm activities, rural enterprises and self-employment. In this context, SHGs and microfinance
can potentially provide rural households with opportunities to develop supplementary and alternative livelihood
activities. Examining this relationship can help identify the extent to which SHG-based financial services contribute
to sustainable rural livelihoods in Punjab.

Objectives of the Study

e To examine the role of microfinance in promoting rural development and sustainable livelihoods in Punjab,
India.

e To assess the contribution of Self-Help Groups to financial inclusion, income generation and livelihood
diversification among rural households.

e To examine the relationship between SHG participation and socio-economic empowerment of rural members.

Literature Review
Sahu (2015)

Sahu examined the relationship between SHG-based microfinance and women's empowerment in rural India. The
study reported that longer SHG membership was associated with greater economic and political empowerment,
although social empowerment did not show the same relationship. The study therefore indicates that empowerment
should be treated as a multidimensional outcome rather than a single variable.
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Ghosh (2012)

Research on microfinance and rural livelihoods has highlighted the importance of linking financial services with
productive activities and livelihood opportunities. This suggests that credit becomes more developmentally
meaningful when accompanied by appropriate skills and economic opportunities.

Kandpal (2022)

Kandpal's qualitative study of SHGs in rural India found that SHGs and microfinance can contribute to financial
inclusion and women's empowerment. The study also emphasised the importance of awareness, technology and
financial literacy for strengthening women's participation in financial systems.

Ahmad et al. (2020)

Ahmad et al. examined who participates in microfinance-based SHGs and how long members remain in the groups.
Using data from 15,300 women in rural Uttar Pradesh, the study examined economic, demographic and area-level
factors associated with SHG participation and duration. This is important for understanding that access to SHGs
itself may be influenced by socio-economic characteristics.

Baland, Somanathan and Vandewalle (2019)

Their study examined SHG survival and differential access to credit using data from SHGs across 386 villages in
eastern India. The authors found differences in group survival and credit access associated with landholding, social
disadvantage and education.

Role of Self-Help Groups in Rural Development
SHGs can contribute to rural development through several interconnected mechanisms.
1.Financial Inclusion

SHGs facilitate access to savings accounts, bank credit and other financial services. The SHG-Bank Linkage
Programme is particularly important in connecting rural groups with formal financial institutions.

2. Income Generation

Loans can be utilised for agriculture, livestock, dairy, handicrafts, petty trade, food processing and other rural
enterprises.

3. Rural Entrepreneurship

SHGs can serve as platforms through which members initiate or expand micro-enterprises. NABARD's MEDP and
LEDP programmes specifically support skill development and enterprise creation among SHG members.
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4. Women's Empowerment

Participation in SHGs may increase women's involvement in financial and household decisions, strengthen social
networks and improve confidence. However, research also indicates that economic empowerment does not
automatically translate into equal improvements across social and political dimensions. .

5. Social Capital

Regular meetings, collective savings and group decision-making can create networks of trust, cooperation and
mutual support.

6. Livelihood Diversification

Microfinance can allow households to diversify away from dependence on a single source of income by supporting
livestock, small businesses, services and non-farm activities.

Research Gap

Although several studies have examined microfinance and Self-Help Groups (SHGS) in India, relatively limited
attention has been given to their combined contribution to sustainable rural livelihoods in Punjab. Existing literature
has largely focused on credit access, poverty reduction, financial inclusion or women's empowerment, while
comparatively less emphasis has been placed on the integrated relationship between microfinance, SHG
participation, livelihood diversification, income generation, employment, entrepreneurship and rural development.
Furthermore, limited empirical evidence is available regarding how socio-economic factors such as income,
education, occupation and duration of SHG membership influence the effectiveness of microfinance. The role of
government programmes, NABARD initiatives and the SHG-Bank Linkage Programme in strengthening
sustainable livelihoods also requires further examination at the regional level. In addition, challenges related to
financial literacy, skill development, market access, digital inclusion and effective utilisation of credit remain
insufficiently explored in the Punjab context. Therefore, the present study attempts to address these gaps by
examining the role of microfinance and Self-Help Groups in promoting sustainable rural livelihoods and contributing
to rural development in Punjab, India.

Research Methodology
e Research Design

The present study adopts a descriptive and analytical research design to examine the role of microfinance and
Self-Help Groups (SHGSs) in promoting sustainable rural livelihoods and rural development in Punjab, India. The
descriptive component focuses on the socio-economic characteristics, microfinance access and SHG participation
of respondents, while the analytical component examines the relationships between microfinance, SHG participation
and livelihood outcomes.

e Data Collection Instrument

A structured questionnaire is used as the principal instrument for primary data collection. The questionnaire consists
of questions relating to demographic and socio-economic characteristics, SHG participation, savings, access to

[JNRD2610002 IJNRD - International Journal of Novel Research and Development (www.ijnrd.org)



https://ijnrd.org/
http://www.ijnrd.org/

INTERNATIONAL JOURNAL OF NOVEL RESEARCH AND DEVELOPMENT (IJNRD) oPENaAcczss
© 2026 IJNRD | Volume 11, Issue 10, October 2026 | ISSN: 2456-4184 | INRD.ORG

microfinance, loan utilisation, repayment, income, employment, entrepreneurship, empowerment and living
standards. Statements measuring respondents’ perceptions are assessed using a five-point Likert scale, ranging from
1 = Strongly Disagree to 5 = Strongly Agree.

Results and Discussion

The study examines the role of microfinance and Self-Help Groups (SHGs) in promoting sustainable rural
livelihoods in Punjab. The analysis focuses on the socio-economic characteristics of SHG members, access to
microfinance, utilisation of credit, income and employment generation, entrepreneurship, financial inclusion,
empowerment and improvement in living standards. The results are discussed in relation to the broader objectives
of rural development and sustainable livelihood promotion.

Limitations of the Study

The study is conducted within a specific period, and changes in government policies, financial services, economic
conditions and SHG programmes over time may affect the relevance of the findings. Despite these limitations, the
study provides useful empirical insights into the role of microfinance and Self-Help Groups in promoting sustainable
rural livelihoods and rural development in Punjab.

Conclusion

The present study highlights the important role of microfinance and Self-Help Groups (SHGs) in promoting
rural development and sustainable rural livelihoods in Punjab, India. Microfinance provides rural households
with opportunities to access savings and credit, while SHGs create a collective institutional platform through which
members can participate in financial activities, develop entrepreneurial capabilities and access formal banking
services.

The study indicates that the contribution of microfinance extends beyond the provision of loans. When effectively
utilised for productive activities, microfinance can support income generation, employment creation, livelihood
diversification, entrepreneurship, savings and asset formation. SHG participation can also contribute to women's
economic participation, financial inclusion and involvement in household decision-making. However, the benefits
of microfinance depend on factors such as financial literacy, skills, effective utilisation of credit, market access and
institutional support. The study also emphasises the importance of programmes such as the SHG-Bank Linkage
Programme, DAY-NRLM and NABARD-supported livelihood and enterprise-development initiatives in
strengthening the institutional ecosystem for rural livelihoods. A coordinated approach involving banks, government
agencies, NABARD, NGOs and SHGs can improve access to finance while also supporting skills, entrepreneurship
and market opportunities.

At the same time, challenges such as inadequate credit, limited financial and digital literacy, insufficient
entrepreneurial skills, repayment difficulties and weak market linkages can restrict the effectiveness of SHG-based
microfinance. Therefore, sustainable rural development requires a shift from a credit-centred approach towards
an integrated livelihood-development approach.
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Microfinance and SHGs can serve as important instruments for strengthening sustainable rural livelihoods when
financial access is combined with skill development, entrepreneurship, financial literacy, market linkage,
digital inclusion and institutional support. The study provides a basis for further empirical investigation into how
these factors interact to influence rural development outcomes in Punjab.
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