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Abstract
Article Info Rural development remains a primary objective for India, as large portions
of the population rely on agriculture and informal sectors for their livelihoods.
Volume 6, Tssue 2, August 2026 Despite various government initiatives, rural communities continue to

struggle with poverty, unemployment, and social inequality. Self-Help
Groups (SHGs), small, informal associations primarily composed of women,
have emerged as a pivotal community-based tool to address these systemic
Published: 25 August 2026 challenges. This study examines the multifaceted role of SHGs in promoting
doi: 10.67192/AFJHSS.6.2.2026.12-19 rural development in India. The research adopts a systematic review
approach, utilizing secondary data from government reports, policy
documents, and peer-reviewed journals to analyze the economic, social, and
empowerment-related impacts of these groups. The findings indicate that
SHGs significantly enhance financial inclusion by providing access to formal
credit, thereby reducing dependency on high-interest informal
moneylenders. Furthermore, SHG participation fosters women’s
empowerment by improving household decision-making power, building
leadership skills, and increasing social recognition. Socially, these groups
serve as essential platforms for learning, facilitating collective action on
health, education, and sanitation. Although challenges such as irregular
training and limited market access persist, the study concludes that SHGs
are a vital engine for rural transformation. Sustained institutional support is
necessary to ensure these groups remain an effective strategy for inclusive
and sustainable development in rural India.
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1. Introduction

Rural development is a major focus of development policy in India, as a large proportion of the population
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continues to live in rural areas and depend on agriculture and informal work for their livelihood. Despite
several government programmes, rural communities still face persistent problems such as poverty,
unemployment, lack of access to credit, low-income levels, and social inequality. In order to address these
challenges, community-based development approaches have been widely promoted. Among them, Self-Help
Groups (SHGs) have emerged as one of the most effective tools for rural development and poverty reduction in
India (Maity, 2023). Self-help groups are small, informal associations of people, usually women, who come
together to save small amounts of money regularly and provide internal loans to members. These groups are
later linked with formal banking institutions through the SHG-Bank Linkage Programme initiated by the
National Bank for Agriculture and Rural Development (NABARD) in 1992 and later mainstreamed in 1996.
The main aim of this programme is to promote financial inclusion by connecting rural poor households with
formal financial systems (Singh, 2008; Maity, 2023). Over time, SHGs have become an important instrument
under the National Rural Livelihood Mission (NRLM) for poverty alleviation and women’s empowerment in
rural India.

A large number of studies show that SHGs have made significant contributions to rural development. One
of the most important impacts is improving access to credit for rural households. Many rural families, especially
women, do not have access to formal banking services and depend on informal moneylenders who charge
high interest rates. SHGs help reduce this dependency by providing group-based savings and easy credit
facilities. Research on NABARD’s SHG-Bank Linkage Programme shows that it has expanded banking access
and improved income levels among rural households (Dutta, 2011). Another major contribution of SHGs is
women’s empowerment. SHG membership allows women to participate in group meetings, financial decision-
making, and income-generating activities. This participation increases their confidence, communication skills,
and decision-making power within households and communities. Studies have shown that women in SHGs
experience greater social recognition and improved status in family and society (Contemporary South Asia,
2012). In many cases, SHG women have also taken leadership roles in local governance institutions such as
Panchayati Raj systems.

SHGs also contribute to social development in rural areas. Through regular group interactions, members
become more aware of issues such as health, education, sanitation, and government welfare schemes. SHGs
often act as platforms for spreading social awareness and collective action. Research findings indicate that
SHG participation improves social inclusion and reduces social exclusion among marginalized rural groups
(Maity, 2023; Springer Study, 2023).

In addition, SHGs play a key role in livelihood improvement and poverty reduction. Many SHG members
use loans to start small businesses such as tailoring, dairy farming, poultry, handicrafts, and small retail
shops. These activities help rural households diversify their income sources and improve economic stability.
Empirical studies show that SHG-linked households often experience higher income levels and reduced
poverty compared to non-SHG households (Dutta, 2011; Contemporary South Asia, 2012). Government reports
and news coverage also highlight that SHGs have enabled many rural women to become economically self-
reliant through entrepreneurship and skill-based activities (Times of India, 2026). Although SHGs have
achieved significant success, some challenges remain. These include irregular functioning of groups, lack of
proper training, limited market access, and difficulties in scaling up small enterprises. The effectiveness of
SHGs also varies across regions depending on institutional support, leadership quality, and access to credit
facilities. Therefore, continuous support from the government and development agencies is essential for
strengthening SHG performance.

Overall, SHGs are widely recognized as an important strategy for rural development in India. They combine
financial inclusion, women’s empowerment, and community participation into a single development approach.
This study examines the role of SHGs in contributing to rural development in India by focusing on their
economic, social, and empowerment-related impacts.

2. Objectives

1. To examine the role of Self-Help Groups (SHGs) in promoting economic development in rural areas of
India.
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2. To analyze how SHGs contribute to women’s empowerment in rural communities.

3. Toassess the contribution of SHGs to improving social development indicators such as education, health,
and social awareness.

4. Toidentify the overall impact of SHGs on poverty reduction and livelihood improvement in rural India.

3. Methodology

This study adopts a qualitative research design based entirely on secondary data to examine the role of Self-
Help Groups (SHGs) in rural development in India. The research relies on existing sources such as government
reports, academic journal articles, books, policy documents, and credible online databases, including
publications from NABARD, the Ministry of Rural Development, and peer-reviewed journals. A systematic
review approach is used to collect, compare, and analyze relevant literature on SHGs, focusing on their
economic, social, and empowerment-related contributions. The collected data are analyzed using thematic
analysis, in which key themes such as financial inclusion, women’s empowerment, livelihood improvement,
and poverty reduction are identified and interpreted.

4. Analysis

4.1. Role of SHGs in Promoting Economic Development in Rural India

Self-Help Groups (SHGs) have played a significant role in promoting economic development in rural India,
mainly through financial inclusion, access to credit, and the promotion of micro-enterprises. Evidence from
NABARD'’s long-term evaluation of the SHG-Bank Linkage Programme shows that SHGs have successfully
expanded access to formal banking services among rural poor households, especially women who were
previously excluded from institutional credit systems (NABARD, 2019). This access to credit has reduced
dependence on informal moneylenders and helped rural families manage consumption needs and invest in
income-generating activities.

One of the key economic contributions of SHGs is the development of micro-enterprises and self-employment
activities. According to the Ministry of Rural Development under the Deendayal Antyodaya Yojana-National
Rural Livelihoods Mission (DAY-NRLM), SHGs are encouraged to engage in livelihood activities such as
dairy farming, tailoring, poultry, food processing, and small retail businesses (MoRD, 2021). These activities
have enabled rural households to diversify their income sources beyond agriculture, which is often seasonal
and uncertain. Studies show that SHG members are more likely to start small enterprises compared to non-
members due to easier access to credit and group support systems (Kabeer, 2005). Research also highlights
that SHGs contribute to income stability and asset creation at the household level. According to Puhazhendhi
and Satyasai (2001), households participating in SHGs in India experienced an increase in income levels and
savings behaviour after joining the group. The group-based lending system encourages financial discipline,
regular savings, and productive use of loans. This improves not only individual household economies but
also strengthens the local rural economy through increased circulation of money.

Furthermore, SHGs have been linked to enhanced financial resilience in rural communities. The World
Bank (2012) reports that SHG-linked households are better able to cope with economic shocks such as crop
failure or health emergencies due to access to internal savings and emergency credit. This reduces vulnerability
and contributes to long-term economic stability in rural areas. In addition, government-led programs such as
DAY-NRLM have significantly scaled up SHG-based economic interventions across India. As of recent
government data, millions of women SHGs have been formed and linked to banks, making it one of the largest
microfinance initiatives globally (MoRD, 2021). This large-scale institutional support has strengthened rural
entrepreneurship and improved access to working capital for small businesses.

Overall, evidence from policy reports and empirical studies shows that SHGs contribute to rural economic
development by improving access to credit, promoting micro-enterprises, increasing household income, and
strengthening financial resilience in rural India.

4.2. Contribution of SHGs to Women’s Empowerment in Rural Communities

Self-Help Groups (SHGs) have been widely recognized as an effective mechanism for promoting women'’s
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empowerment in rural India. Empowerment through SHGs is not limited to economic benefits but also includes
social, psychological, and political dimensions. Evidence from several studies and policy reports shows that
SHGs participation has significantly improved women’s agency, decision-making power, and social status
within households and communities (Kabeer, 2005; NABARD, 2019). One of the most important ways SHGs
contribute to women’s empowerment is through financial independence. Access to microcredit enables women
to engage in income-generating activities without depending on male family members or informal moneylenders.
According to NABARD (2019), women in SHGs are able to access small loans for activities such as livestock
rearing, tailoring, handicrafts, and small trade. This financial participation enhances their contribution to
household income, which in turn increases their bargaining power within the family.

Studies also highlight improvements in decision-making power among SHG members. Kabeer (2005) notes
that women involved in microfinance groups in South Asia are more likely to participate in household decisions
related to children’s education, health care, and spending patterns. In the Indian context, SHGs’ participation
has been associated with greater involvement of women in both economic and social decisions at the household
level. This shift indicates an improvement in intra-household gender relations and a gradual reduction in
traditional gender inequalities. SHGs also play animportant role in enhancing women’s social empowerment.
Regular group meetings provide a platform for women to interact, share experiences, and discuss community
issues. This collective space helps reduce social isolation and builds confidence among rural women. According
to Swain and Wallentin (2009), SHG participation leads to improved self-confidence, communication skills,
and awareness of rights and government welfare schemes. These social changes are critical in rural areas
where women often face mobility restrictions and limited public participation.

In addition, SHGs contribute to political empowerment by encouraging women to participate in local
governance. Research shows that many SHG members become active in Panchayati Raj Institutions (PRIs)
and local decision-making bodies after gaining confidence and leadership skills through group activities
(Deininger and Liu, 2013). In several Indian states, SHG networks have acted as a training ground for women
leaders, enabling them to contest local elections and engage in community governance.

Government programs such as DAY-NRLM have further strengthened women’s empowerment through
SHGs by promoting leadership development, capacity building, and institutional support. The Ministry of
Rural Development reports that SHGs are not only financial institutions but also platforms for social
mobilization and empowerment of rural women (MoRD, 2021).

Overall, research evidence and policy reports clearly indicate that SHGs contribute to women’s empowerment
by improving economic independence, enhancing decision-making power, strengthening social networks,
and increasing participation in local governance in rural India.

4.3. Contribution of SHGs to Social Development Indicators (Education, Health, and Social
Awareness)

Self-Help Groups (SHGs) contribute not only to economic and women’s empowerment but also play an
important role in improving social development indicators in rural India. These indicators mainly include
education, health, sanitation, and social awareness. Evidence from government reports and empirical studies
shows that SHGs function as platforms for social learning and collective action, which helps improve community
well-being (MoRD, 2021; NABARD, 2019). In the area of education, SHGs have been associated with increased
awareness about children’s schooling and reduced dropout rates in some rural communities. Group
discussions often emphasize the importance of educating children, especially girls. According to the National
Rural Livelihoods Mission (DAY-NRLM), SHG members are regularly sensitized about the importance of
education and government schemes such as scholarships and school enrollment drives (MoRD, 2021). Studies
also indicate that when women participate in SHGs, they are more likely to invest in their children’s education,
as financial and social awareness improve within households (Swain and Wallentin, 2009).

Health is another important area where SHGs have shown a positive influence. SHGs often serve as
platforms for spreading awareness about maternal health, child nutrition, immunization, and sanitation
practices. Research from India suggests that SHG participation is linked with improved health-seeking behaviour
among rural women, including increased use of maternal and child health services (Kabeer, 2005). In many
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states, SHGs have collaborated with local health workers (such as ASHAs) to promote institutional deliveries
and nutrition programs under government schemes like the National Health Mission (NHM). This indicates
that SHGs act as important community-level partners in improving rural health outcomes.

SHGs also contribute significantly to improving social awareness. Regular group meetings create
opportunities for discussion on issues such as domestic violence, alcohol abuse, hygiene practices, and
government welfare schemes. According to NABARD (2019), SHGs play an important role in spreading
financial literacy and social awareness among rural women, which helps them become more informed about
their rights and available public services. This increased awareness often leads to greater participation in
community activities and collective problem-solving. In addition, SHGs strengthen social cohesion and collective
action in rural communities. By bringing women from similar socio-economic backgrounds together, SHGs
create strong social networks that facilitate the sharing of information and resources. Studies show that these
networks help reduce social exclusion and increase community participation in development programmes
(Deininger and Liu, 2013). In many cases, SHGs have also been involved in local campaigns related to sanitation
under the Swachh Bharat Mission, contributing to behavioral change at the village level. Government programs
such as DAY-NRLM further support SHGs in improving social development indicators by integrating training
and capacity-building components. These include awareness programs on health, nutrition, education, and
social issues, which strengthen the overall development impact of SHGs (MoRD, 2021).

Overall, evidence from policy documents and research studies indicates that SHGs contribute to social
development in rural India by improving education awareness, strengthening health-seeking behaviour, and
increasing social awareness and collective action.

4.4. Overall Impact of SHGs on Poverty Reduction and Livelihood Improvement in Rural
India

Self-Help Groups (SHGs) have been widely recognized as an important institutional mechanism for reducing
poverty and improving rural livelihoods in India. Their impact is mainly seen through increased access to
credit, promotion of self-employment, and improvement in income stability among rural households. Large-
scale evidence from government programmes and independent evaluations shows that SHGs have contributed
to both direct and indirect poverty reduction outcomes, especially among women-led households (NABARD,
2021; DAY-NRLM, 2022).

One of the main pathways through which SHGs reduce poverty is by improving access to financial resources.
Rural poor households often face difficulties in accessing formal banking services due to a lack of collateral
and documentation. SHGs address this gap through group-based savings and internal lending systems,
which are later linked with banks. According to the Ministry of Rural Development, under the DAY-NRLM
programme, millions of SHGs have been formed across India to strengthen financial inclusion and provide
credit support for livelihood activities (MoRD, 2022). This access to credit enables households to invest in
productive assets and small businesses, reducing income insecurity.

SHGs also play a key role in promoting livelihood diversification. Many members use loans to engage in
non-farm activities such as dairy farming, tailoring, food processing, handicrafts, and petty trade. The World
Bank (2019) reports that participation in SHG-based programs in India has led to increased self-employment
opportunities and improved income levels among rural women. This diversification is particularly important
inrural areas where agriculture alone is often seasonal and uncertain. By creating alternative income sources,
SHGs help households reduce dependence on agricultural wages and cope better with economic shocks.

In addition, SHGs contribute to income stability and poverty alleviation through savings behavior and
financial discipline. Regular savings within groups create a sense of financial security and emergency support
for members. The International Fund for Agricultural Development (IFAD, 2018) highlights that SHG-based
microfinance systems improve household resilience by enabling access to emergency funds during crises such
as illness, crop failure, or unemployment. This reduces vulnerability and prevents households from falling
deeper into poverty.

Empirical evidence also suggests that SHGs have a positive impact on asset creation and household
welfare. Studies from large-scale evaluations of SHG programs show improvements in household consumption,



Karunarathne Rasika R.A. and K.G. Nethmal Lakshitha Sampath / Afr.] Humanit.&Soc.Sci. 6(2) (2026) 12-19 ~ Page 17 of 19

food security, and ownership of productive assets such as livestock and small equipment (NABARD, 2021).
These improvements indicate gradual movement out of poverty, especially among long-term SHG members.

Government-led initiatives such as DAY-NRLM have further strengthened the livelihood impact of SHGs
by integrating skill development, entrepreneurship training, and market linkage support. This has helped
SHG members not only start small enterprises but also sustain them in competitive rural markets (MoRD,
2022). Such institutional support is critical for ensuring long-term poverty reduction outcomes.

Overall, evidence from government reports and international development organizations indicates that
SHGs contribute significantly to poverty reduction and livelihood improvement in rural India by enhancing
financial inclusion, promoting self-employment, increasing income stability, and strengthening household
resilience.

5. Major Findings

SHGs have Significantly Improved Financial Inclusion in Rural India: The study found that SHGs have
expanded access to formal banking and credit facilities among rural poor households, particularly women
who were previously excluded from institutional financial systems. Through the SHG-Bank Linkage

Programme and DAY-NRLM initiatives, rural communities gained easier access to savings, loans, and
microfinance services.

SHGs Promote Rural Economic Development through Micro-Enterprises and Self Employment: Evidence
from government programs and research studies indicates that SHGs support income-generating activities
such as dairy farming, tailoring, poultry farming, handicrafts, and small retail businesses. These activities
have helped rural households diversify income sources and reduce dependence on seasonal agricultural
employment.

SHGs Contribute Greatly to Women’s Empowerment in Rural Communities: The analysis revealed that
SHGs strengthen women’s economic independence, decision-making power, and participation in community
affairs. Women members gained confidence, leadership skills, and greater involvement in household and
local governance decisions through participation in SHG activities.

SHGs Improve Social Development Indicators Such as Education, Health, and Social Awareness: The
study found that SHGs function as platforms for spreading awareness regarding children’s education, maternal
health, sanitation, nutrition, and government welfare schemes. Participation in SHGs has increased social
awareness and encouraged collective action within rural communities.

SHGs Strengthen Social Cohesion and Community Participation: By bringing together women from similar
socio-economic backgrounds, SHGs create strong social networks that encourage cooperation, information
sharing, and collective problem-solving. These networks help reduce social exclusion and improve community
participation in development programs.

SHGs Play an Important Role in Poverty Reduction and Livelihood Improvement: Findings indicate that
SHGs contribute to increased household income, savings behaviour, and asset creation. Access to emergency
credit and diversified livelihood opportunities has improved financial resilience among rural households
and reduced economic vulnerability.

Government Support Programs have Strengthened the Effectiveness of SHGs: Initiatives such as the
Deendayal Antyodaya Yojana-National Rural Livelihoods Mission (DAY-NRLM) have expanded SHG
activities through training, capacity building, bank linkage, and market support. These institutional
interventions have increased the long-term sustainability and development impact of SHGs in rural India.

Despite their Positive Impact, Some Operational Challenges Remain: The study also identified issues
such as limited market access, inadequate training, irregular functioning of some groups, and dependency
on external institutional support. These challenges affect the overall effectiveness of certain SHGs across
regions.

Overall, SHGs have Emerged as an Effective Grassroots Mechanism for Rural Development in India:
Overall, SGHs have emerged as an effective grassroots mechanism for rural development in India. The combined
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evidence from policy reports, government data, and empirical studies demonstrates that SHGs contribute not
only to economic development but also to social empowerment, community participation, and sustainable
livelihood improvement in rural India.

6. Conclusion

The role of Self-Help Groups (SHGs) in India represents a comprehensive strategy for rural development that
extends well beyond mere financial provision. By functioning as small, informal associations that prioritize
regular savings and internal lending, these groups have successfully integrated rural households, particularly
women, into formal financial systems through the SHG-Bank Linkage Programme. This integration has been
pivotal in reducing reliance on high-interest informal moneylenders while providing the necessary capital for
households to diversify their income through micro-enterprises such as dairy farming, poultry, and handicrafts.
Furthermore, SHGs serve as critical platforms for social and political empowerment, as membership fosters
increased decision-making agency at the household level and encourages women to take on leadership roles
within local governance bodies like the Panchayati Raj Institutions. Finally, by facilitating collective action
and awareness-raising regarding health, sanitation, and education, SHGs have become indispensable to
community-level social development, though their long-term efficacy continues to rely on consistent institutional
support and targeted capacity-building efforts.
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