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SAVINGS LED MICROFINANCE 
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In general application, the concept of savings usually stands for depositing money 
separately for a particular purpose, for investing for future needs or depositing cash 
in the bank. But generally in a wider context, the term savings is usually applied for 
denoting reduction in expenses and avoidance of wastage. 
  
Saving is a function of depositing money for any particular purpose or future 
application. It indicates towards the money, which has been saved. For instance, an 
individual may determine to begin saving 10% of his earnings simply due to the 
reason that he is targeting his savings to increase to such an amount so that it is 
adequate for purchasing a plot or land.  
 
Poor people can and do save, in all kinds of ways.  If someone has acquired the habit 
of making regular savings, she can more easily make regular loan repayments. 
Savings provide security for the lender, and funds for lending.  Savings facilities are 
also particularly useful for poor people, because they usually do not have anywhere 
safe to save.  It is recognition of the importance of savings that has led to the use of 
the term ‘microfinance’ rather than ‘micro-credit’. 
 
Why poor people want to save 
▪ They do not have health or life insurance, hence in case of emergencies; they have 

no access to cash or financial assistance. 
▪ They do not benefit from employer pension programs. 
▪ Their jobs are likely to be less secure, or on a casual basis, which means their 

income from wages is less constant or reliable. 
▪ They are more vulnerable than better off people to calamities such as ill-health, 

drought, floods, and crop failure. 
▪ Their main income may come from selling crops twice or once a year, they have 

‘lumpy’ incomes but have regular spending requirements. 
▪ Their main income may alternatively be regular, such as that of a petty trader, 

but they need less frequent larger sums for personal and business reasons. 
▪ They can often only increase their incomes through being able rapidly to seize 

opportunities, such as the purchase of an animal, or leasing a field.  
 
Different ways by which the poor save 
They may include; Hiding cash in a jar or in a hole in the floor; Keeping cattle which 
would otherwise be sold; Buying livestock, whether it is poultry, goats, sheep, cattle; 
Growing trees; Storing crops after harvest rather than consuming or selling them; 
Buying land ; Daily or weekly, and store money with chit holders.  
 
Microfinance and savings  
Microfinance is the financial intermediation activity to improve the livelihood of the 
poor people. The main activity of MF is savings credit and insurance. In Micro 
Finance programme savings is important to run the SHG in a longer run. For that 
certain requirements, federation’s need to meet in order to be able to offer an efficient 
and secure savings service to its members.  
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Importance of Savings in microfinance groups 
One can avail credit to fulfil his/her needs, which are meant for productive purpose 
so that the debt can be repaid from the income generated.  Whereas when the credit 
availed is utilised for meeting the consumption needs and other unproductive needs, 
then repayment becomes difficult and the person will be forced to heavy 
indebtedness which spoils the family peace.  Therefore it is always advisable and 
most important that a small portion of the income should be kept as savings and the 
unproductive needs can be fulfilled from their own savings so that the burdens on 
debt do not increase.  Thus, savings becomes most important in everybody’s life.   
Hence, the promoting organizations insist Self Help Groups members to do savings 
with this understanding and not as a ritual. 
 
Purpose of savings for poor at the group 
• To bring in savings habit among members and also to regularize it. 
• The savings should be made available for the members only. 
• The members should avail loan for minimum or low interest rates. 
• The members should get benefited through credit support from other financial 

institutions. 
• To bring active participation of members and to strengthen them. 
• The members participate in the group meeting, since their savings are in the 

group. 
• There is asset creation in form of savings, which can not be immediately used. 
• The member is eligible for credit depending on the savings done. The credit 

worthiness is assessed through savings  
• To bring self-sufficient state in groups. 
• By doing more savings, they are eligible for more credit. 
 
What are needed to strengthen and mobilize savings? 
Groups, Cluster and federation must be financially strong, well capitalized, 
profitable and well managed. Its loan portfolio must be good quality. Its staff and 
management must be honest and efficient. It must have secure, simple and reflective 
passbook systems and good MIS, to record small deposits and withdrawals 
immediately and accurately. It should be externally regulated and audited. 
 
It must have adequate cash in its cluster to meet member’s withdrawal demand, and 
must therefore have secure cash handling systems. It must have good outreach, with 
its services available when and where clients need them. It must always have enough 
cash available, at every outlet to meet any possible withdrawal demand. It must 
intend, and be perceived to intend to remain in business for as long as there is a need 
for its services.   
 
Savings require even higher institutional standards than loans, but they do not need 
anything fundamentally different from lending. 
 
Indigenous Savings systems in rural areas 
In rural areas, from ancient days, there prevails a habit of saving small amounts 
underneath the mud pots. Later on, there were several kinds of savings were 
extensively found like weekly chit (Vara chit), lottery chit (Kulukkal chit), Auction 
chit (Yela chit), yearly chit (Varusa chit), Deevali chit, vessel chit (Pathira chit), 
savings chit done with agents, garments chit (Javuli chit) . 
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People were adhering to those informal types of savings mainly because there was 
no formal institution, which encourages savings systematically.  By doing this lottery 
chit on weekly or monthly basis out of the surplus form daily wages, they were able 
to get a small lump sum amount at specified point of time which was very helpful to 
meet one month grocery materials or to purchase some assets worth of 1 savran.  
This makes them feel more proud.  Similarly, the vessel chit and deevali chit facilitate 
them to celebrate deevali without indebtness and hence they express their heartfelt 
happiness. 
 
Also, they expressed that doing savings chit daily with the agent is simple.  But then, 
it is very clear, that their ignorance on the demerits of adapting these indigenous 
informal savings system affects their growth.  Apart from this, there were different 
informal credit systems like money lending (Kandhu vatti), jewel loan which makes 
the people indebted forever. And few poor people also have a experience in doing 
savings at post office in the form of RD, and LIC through LIC agent.  
 
Strategies for promotion of savings 
 
Understanding of the saving potential 
The federation needs to have a clear understanding of the saving potential of 
members and factors influencing the savings. The capacity of the members to save 
varies according to the context, and it influenced by various factors. To understand 
the savings potentials the federation has to do the followings aspect.  
 

• Month wise agriculture cycle, and other non agricultural work,  
• Wages for each activity,  
• Indigenous savings and credit system,  
• Type of family,  
• Cash flow analysis for different 3 categories of people, and 
• Member counseling  
 

Change the member’s habits and social practices   
After joining the group, the members have started practicing good values in relating 
to microfinance.  The savings practices definitely changes the habits, and it leads to 
reduce the unnecessary expenditure.  
 
Arresting the drain and negative cash flow 
Due to increase the savings the members could able to link with banks and their 
nesting institutions they could able to get loan. So depend upon the savings the 
credit ratio will increase. So member could able to get large amount to redeem their 
debts and spend the amount to productive purpose.  
 
Enhancing the income earning capacity of members 
The permanent income is the income the household feels sure of receiving.  This 
permanent income increases a household’s consumption without changing its 
savings level, and can even decrease the savings level. But the transitory income (or) 
windfall income is a temporary income change, which leads to an increase in saving 
rather than consumption. So the federation have to provide opportunity to skill 
related training and provide loan for income generating activity through livestock, 
seasonal household business. This additional income will lead to higher savings. 
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Based on economic phase: Normally Families are categorize the following four 
categories. In Survival families mostly wage earner and they have debt and no asset. 
In Subsistence families Partly self-employed and fragile Asset. And Self employment 
families they must earn from own activity and they must have performing assets 
worth Rs5, 000 to 20,000.  In entrepreneurship must be own activity and employing 
others and assets beyond Rs 50,000. But first three categories of people possible to 
joined in SHGs. So we have to understand the asset positions as well how they are 
able run their lives. According to the situation only we have to evolve savings 
product.  
 
Life cycle need: The consumption patterns of a household depend on the stage of its 
lifecycle. The lifecycle need starting from birth, education, marriage, widowhood, old 
age and death.  Definitely each family has to fulfill the needs of the life cycle process. 
This life cycle need did not earn productively. So the life cycle needs have to be 
address proactively and have to think and save for future by the members.   
 
Emergencies: we should not avoid family level, illness, accidents, desertions and 
diverse bereavement. For poor families cooping up with these problems are too 
difficult. And they have suffered mentally and economically. It leads to borrow 
money from money lenders. so to build up a reserve against unforeseen 
contingencies. 
 
Indigenous Savings systems 
There were several kinds of savings were extensively found like weekly chit (Vara 
chit), lottery chit (Kulukkal chit), Auction chit (Yela chit), yearly chit (Varusa chit), 
Deevalichit, vessel chit (Pathira chit), savings chit done with agents, garments chit 
(Javuli chit). Definitely each system has disadvantages and disadvanges. In this 
context, we have to understand, why they are joining in this kind of chit? And we 
must come to clear ideas about advantages and disadvantages with SHG. So 
whatever advantages are exist in indigenous savings ,it must be added in group 
savings.  
 
Type of family 
Depending upon the family type the leaders in the SHG should encourage members 
to do diversified savings. There are five categories of family available. (i) Young and 
newly married; (ii) parents with young children ;(iii) parents with children those 
who are at marriage age; (iv) parents living alone after their children’s marriage; and  
elderly (old ) persons . Depended upon the categories which kind of savings product 
is suitable can be suggested to the members  
 
Practices of savings 
 
Savings policy:  
1. During the group meeting ie. Every week /every fortnight/ every month, all the 

SHG members need to do this regular savings amount as fixed by the group 
members. 

2. Monthly regular savings amount of each member in a group has to be recorded 
and maintained in-group. 

3. Demand, collection and balance in regular savings has to be reviewed every 
month and the balance due in regular savings has to be cleared within 1 or 2 
weeks by the members. 
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4. Interest for regular savings of each member at the rate of Rs 1/Rs100 has to be 
calculated once in every 3 months and it has to be added in the member saving 
ledger.( it is decided by the group depend up on the age of the group.)  

5. Information on savings withdrawal and the reason for the same by the members 
has to be shared with the cluster office regularly on monthly basis. 

6. If the savings withdrawal amount exceeds Rs.500, the message should reach the 
cluster office and only with the knowledge and permission of the cluster leaders, 
the savings shall be repaid to the member. 

7. The SHG member whoever is withdrawing their membership for the genuine 
personal reason, their savings amount along with the interest shall be repaid.   

8. The members withdrawing the savings amount has to sign in the voucher and 
then get back the money. 

9. Regular savings has to be done regularly to a maximum extent of Rs 50/month. 
Beyond this limit, the amount shall be saved for specific purpose for a specific 
period of time as special savings. 

10. If the performance of the SHG in savings, attendance and repayment is best, the 
group shall mobilize loan from bank or from their secondary structure like 
cluster Association based on the total savings amount.  Depending upon the age 
also, the group is provided with the loan amount. 

 
Issues: 
 
Member level:  
• Members only worry about consumption and day to day life  
• Priority to credit  
• Insecurity feeling about savings  
• Comparing with other group members 
• Interest calculation  
• Less clarity on family budget  
• The members did not realize the importance of savings and it reduces the 

unnecessary expenditure. 
• There is no goal setting for a family 
• Depended on husband income for diversified product 
• Social obligation  
• Debt with money lenders   

 
SHGs  
• Proper record  
• Proper guidance by Promotion organization 
• If repayment problem is there , the member savings also stoped  
• If any problems in leaders  or staff, the group will defunct, it leads to no savings 
• Interest to be calculate as per the norms of the group.if it is not placed the 

problem will start.  
• Each year group must be audited and it has to provide confirmation certificate of 

each member’s savings and Loan outstanding. If the SHG is not provide this 
certificate, it leads to untrust with group. 

• Not able to create or provide the system for the members especially for members 
withdrawal the portion of savings   

• Some of the SHG’s give much more importance to credit first not to savings. 
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Way forward  
 
• Members level training to be given on savings. 
• All the people staff to be trained well for popularizing the savings concept.  
• Leaders to be equipped for implementing the savings. 
• Exposure to advanced groups in near by area is needed.  
• Inviting Bankers  to SHG and share the importance of Savings  
• Inviting bankers to federation and collaborating with them for financial inclusion 

for poor at location level 
• Encouraging SHG linkages with Banks leads to higher savings.  
• Ensuring group audit at group level is must  
• Categories the members according to the poverty situation for ensuring the 

savings potentials and diversified savings. 
• Categories the families according to the households for ensure the  different 

savings product  
• Understanding the Indigenous savings and credit system, the federation has to 

organized workshop with people leaders.  
• The federation needs to have a clear understanding of the saving potential of 

members and factors influencing the savings. 
• Federation has to study about various economic activities. Then only the savings 

potentials have to be identified and the promoting organization also give logic 
behind the savings.    
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