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Hot money, hat money, box money – each means money saved into a common fund and lent to members of the same fund. To savers, the money deposited into the communal chest, bowl, or bag is hard-won and precious and they don’t want to lose it. To borrowers, that same money can fund an unplanned medical expense as easily as the planned purchase of a few saplings. Since the savers are the borrowers, and both savings and borrowing have their rewards, group members are vigilant about the money that flows into and out of their fund
.

This essay is about financial self-help groups, groups that accumulate money over time. Called variously self-help groups (SHGs)
, village savings and loan associations (VSLAs), Mutuelles de Solidarite (MuSos), or more broadly, accumulating savings and credit associations (ASCAs)
, or community-managed loan funds (CMLFs)
, these groups are collections of individuals who meet to make regular savings deposits and borrow from the fund generated by those deposits to meet household needs. 

These groups, usually having between 10-20 members, are sufficiently small for each member to sense his or her ownership in the fund. The members of most groups have incomes similar to fellow members, and often hale from the same neighborhood or hamlet. 

Why and how group members save and for what purposes do they borrow?

Sometimes women are desperate to stash away the few coins that trickle into their household. They prefer saving in a group fund to hiding money in their mattresses, clay pots, hollow tree trunks, or bamboo rafters. They like the habit, the practice and the discipline of saving regularly, even when their incomes arrive in fits and starts.  And sometime members want a reason to gather, just to see one another. Women especially, have an interest in leaving the doorstep of the home or the dirt of the field in search of other women - with a good excuse in hand. Life can be lonely without that excuse, and managing money is an excuse good enough for husbands and mothers-in-law.

Group members find many ways to save, even when saving is difficult. Through small acts of thrift women are able to collect a few coins that become the savings deposits at meetings. Some members cut back on consuming tea or sweets to amass their savings. Some sell a chicken or a few eggs or put aside a handful of rice at mealtime. In Pakistan, one woman reported that she found her savings by cutting in half her daily consumption of paan, the local snack. 

Members use loans according to the rules of their groups. Some groups are very flexible and allow many uses. For example, members may borrow to buy schoolbooks for children, take a taxi into town to sell their produce, buy medicine or to repair their home or broken plough. When incomes dip, some members cannot meet their daily needs and borrow to buy food. Other groups are more prescriptive and ask members to use loans only for income opportunities – the purchase of livestock or buying land, or holding on to their grain well after the harvest to get the best price. 

Loan interest rates vary and variation does not stop there. Young groups often set limits on the terms. One-month, three-month, even one-year terms are common, with interest payments to be paid weekly or monthly and the full principal to be paid at the end of the term. In more mature groups with greater sums available and a membership now made up of ‘veteran bankers’, the terms of loans may lengthen to periods longer than a year, especially when the loan is used for the purchase of land or livestock. 

Kinds of Savings Groups

Customary savings groups are groups forming in the wild, as it were, without the oversight of an organization.

The members convene the meetings themselves, taking inspiration from friends, family, the local schoolteacher or religious leader, or from colleagues, however distant, who might be members of a similar group. Customary savings groups can be natural extensions of other kinds of self-help groups
 where people may be coming together already to clear land, build a home, fell trees, produce soap, or harvest the fields. These new groups, financial in nature, can blossom from existing sports clubs or craft cooperatives.

Customary savings groups vary in size. Some groups include a handful of members who reside in the same hamlet. Others, in more densely populated areas, have dozens of members haling from their neighborhood or marketplace. Members place money into a common pot and define rules about who may withdraw the money as a loan.  Usually only members of that group may receive loans, but not always. Sometimes the group chooses to lend to people outside the group, and often charge the outsiders a higher rate of interest.

Customary groups spring from tradition
 or the experience of neighbors. The members of these groups, often demurring to the authority of leaders, decide many things: the amount each members saves, how often members make savings deposits, the repayment period of loans, the frequency of loan payments, interest on loans, and fees for late savings deposits or late loan payments. For example one group may decide that members save $1 per month every month and make that deposit each month at a meeting. Another might decide that savings is $1, deposited every two weeks. Another may group enforce strict repayment rules: “repay your full loan in three-months time at 10% of the original principal or alternatively, repay over a year when you can and as you can”.

Members decide who makes the lending decisions within the group, when meetings are held, and penalties for non-attendance. They decide other things, too, such as who can be a member and what happens if a member leaves the group. 

Borrowers determine how much money they will borrow and for what purposes. The group then decides, often according to established set of rules set by members themselves, if the borrow can repay the loan and if his or her purpose is a good. Depending on the group, some members borrow to buy an asset – a goat, some fertilizer, a bicycle – to boost their household incomes. Some borrow to purchase school uniforms for their children, or to pay for a medical emergency. Some use their loans to purchase food in the lean season, between the expense of planting and the long wait until the harvest. Members usually borrow as individuals but sometime several individuals will borrow together for a common purpose, such as leasing some land to grow a crop. 

Promoted savings groups are groups promoted with intention. These groups are like customary groups with this exception: an organization - national government, a local NGO or charity, or an international agency – forms the groups. The organization hires staff, marshals volunteers or trains managers (to be paid at some by the groups) to develop new groups. 

The organization forms new groups for several reasons. First, it believes savings groups are a good place for households to store money or insure against emergencies, in the absence of more individualized services like personal bank accounts or family medical insurance. Groups, in the promoter’s view, help members smooth out irregular influxes and outflow household cash. For example, if a member’s income is at a low point when a school fee comes due she can ask for a loan from her group and make the tuition payment. 

Second, membership in a group might confer on women a confidence that they otherwise might not have the chance to gain. Women comprise the membership of most groups and many report that joining a group gives them the chance to collect both cash and status within their household. They feel important. And this importance boosts them into a new level of self-confidence. They want to do other things besides save or lend, sit on a school committee, clear land with neighbors, or run for local office. 

Third, savings groups provide a springboard for other kinds of support, which the organization might offer (more on this later). For example, let us assume an organization is intent upon bringing health services to a village. By creating savings groups, the organization might improve the effectiveness of its health services. If women are already gathering for their regular savings and loan meetings, they might be willing to attend a training in hygiene or prenatal care. And that same savings group might choose to invest its own funds in improved health services. It might lend to a member who would like to pay for the services of a mid-wife or to another to buy a mosquito net.

International organizations like CARE, CRS, and Oxfam brand their efforts by using a name for their method of forming groups. For example, CARE calls the groups it promotes VSLAs (Village Savings and Lending Associations), CRS in Africa calls its groups SILCs (Savings and Internal Lending Communities), and Oxfam America calls its groups SfC (Savings for Change) groups. 

Assisted saving groups can include customary groups or promoted groups. They are savings groups that are assisted by governments, financial institutions, or civic organizations, or international agencies. These groups receive some kind of service because they are deemed worthy of service. 

For examples, banks in India lend to savings groups and will help them place surplus funds, savings or interest, which the group has collected in excess of what it has lent to group members, into a savings account. These are assisted groups. The bank may not have formed the group, but is happy to do business with them. Elsewhere, agricultural extension workers might assist savings groups by introducing members to new crop varieties or irrigation methods. These too are assisted groups. 

Shared and Distinguishing Features 

Savings groups which accumulate funds over time have many features in common, regardless of their locale. Many rules are set by the groups themselves. They describe when meetings take place, member qualifications, the rate of savings, loan amounts and periods and rates of interest. They also describe meeting procedures, recordkeeping and the election of leaders. But, there are exceptions to this. When promoters of groups – local individuals or agencies – tell groups what to do and what to decide, the rules sometimes become standard, with little variation from group to group. 

Over time, rules can become complex, as the group learns from experience. Sometimes groups will limit loans amounts to a percentage of the fund, or a percentage of the borrower’s savings, or both. Other times, the group will insist that all outstanding loans be repaid at a specific time of the year. For example, in Assam, India, many self-forming groups collect all outstanding loans in January, well after the harvest when people are likely to be able to repay, and then distribute cash in the fund back to members.

But the reader is also likely to see differences among groups. A group in Niger might want to close out its common fund and distribute cash back to members once per year, according to the growing season, and when they may need the lump sum of cash. But groups in some parts of South Asia rarely do this. They tend to keep accumulating their funds over many years, at least seven or eight years. 

Promoted groups take on shared characteristics. Promoting institutions often decree certain limits. For example, groups that follow the VSL model disburse funds at least once per year, fully harvesting their funds so that each member receives what they have saved during the year plus a portion of the fund’s interest. 

As another example, in Haiti, savings groups have three boxes to signify different ways of managing savings. The red box contains funds to be used by members in times of personal emergency. Sometimes the money requested by the members comes to her as a grant and sometimes as a loan, according to the rules of the group. The blue box is for managing funds that may come to group from a bank in the form of a group loan, and the green box handles the bulk of deposits. The green box furnishes loans to members for a variety of reasons: school payments, medical bills, home repair, or small enterprises. But the point is all over Haiti, most groups either save in these colorful boxes, or even if they save in a plain box, they will use the term red box or blue box to refer to the way that they manage their money. 

Scale and Expansion. How do groups multiply? More to the point, how do the organizations that are forming the groups expand increase the number of groups in their ambit? 

Promoting organizations (like international and local NGOs) increase savings groups in several ways. They retain virtual armies of staff whose job it is to form groups. They organize village or neighborhood volunteers - including members of existing groups - to take up the task of forming groups. They train local entrepreneurs to form groups and then those entrepreneurs, paid by the groups, are motivated financially to keep creating groups and to make sure the groups they form are strong, else they won’t get paid. And finally some organizations do different combination of these activities to scale up their groups.

Depth and Multiple Memberships

Belonging to one group is a good start but to some, one membership in one group, does not provide for diverse savings and loan products. For example, in rural Assam, some villagers belong to many groups. One study shows that the average household in one village has membership in seven different savings groups
. Interestingly, this same study shows that people are earning good incomes from forming and overseeing savings groups. These managers are paid by the groups to keep them on track. 

The advantages of a member belonging to many groups are clear. She can borrow from multiple sources and not depend on a single source or group for all her needs. This could be especially important in times of emergency. If one group is tapped out with all cash out on loans, she can approach another group for quick cash. She can save in multiple places, a good way to hedge her savings risk in case one group is mismanaged and loses some funds. Plus, different groups liquidate their funds at different times of the year and some over many years. A member of multiple groups can plan on getting different lump sums of cash at different times.

Quiddity, Quality and Sustainability 

What makes a savings group a savings group? And how long must members stay grouped to produce impact or to be considered a ‘good’ group?

The answer varies. Some organizations believe groups should last on and on, and feel a sense of failure when groups split up. For example, one author asked members in Darjeeling whose group been running for three years, what in their minds constituted quality. They answered that quality meant attendance was high, savings regular and loans repaid on time. I ask how they fared by their own criteria. They said, they were a poor group, now, but had been a good group in the past, and disbanded right then and there. The promoter felt she was a failure and the author felt the opposite. The group had served its purpose and some of its members might join other groups or simply feel good about have developed a habit of savings.

Some organizations believe groups can form and dissolve, without penalty to their purpose, with members retaining the discipline and the financial rewards of good savings practices. For example, the VSLA model automatically limits to a group’s financial tenure. Groups gather in loans, distribute savings and start afresh at least once per year. No one much minds that the group reorganizes, even with new members entering and old ones departing. Once the group reforms, it can continue the activities of saving, borrowing and cashing out its fund from time to time.

But, this speaks to the financial aspects of a group. What about the confidence members gain when working together to curb household expenses and set aside small amounts of cash; how long does it take for the self-esteem of even the poorest members to build? I leave the reader and researchers to answer this question.

One pudding has provided proof. Read Marcia Odell’s paper on the results of her work with WORTH in Nepal, program developed by PACT
. A study in 2007 examined the status of the approximately 1,500 “Village Banks” (savings groups) that women had created in Nepal, between 1999-2001, during the funded WORTH program phase. In 2007, 64% of the savings groups had remained active; women from 25% of the groups had helped to start an estimated 425 new groups; from 2001 to 2007, savings and interest, on average, had almost quadrupled to nearly $3,100. 

Groups and Formal Financial Services 

In India, more than three million groups are linked to banks, meaning groups have opened accounts in the name of the group. They can store surplus group savings, sums of money, not lent to group members but maybe put in reserve for emergencies or future investments
. They can also receive loans from state and commercial banks through the SHG Bank-Linkage Scheme of NABARD. Banks lend to groups at a ratio of no more than four rupees of credit to one rupee in a group’s ‘corpus’ (accumulated savings plus interest). The group then can supplement its loans to members with more credit from the bank. 

Across the border in Pakistan, the First Microfinance Bank of Pakistan has developed an ingenious savings product based on the traditional savings group called ‘Committee’. The Bachhat Committee product offers groups of up to 35 clients unfamiliar with bank savings chance to deposit a predetermined amount each month for market rates of return. For example members can choose to deposit 100 rupees ($2 USD), 300 rupees ($6 UDS) or 500 rupees ($1,000) USD per member. At maturity - after one, two, three, or four years - groups may liquidate their accounts. At that time, members may withdraw savings or place them in individual household accounts. If a member dies before the group’s savings matures, insurance completes the unsaved balance on behalf of the deceased member. The The First Microfinance Bank of Pakistan now has more than 7,000 individual savings in less than a year.

Groups as Platforms for Social Development

Groups can help catalyze or support other social interventions in six ways: training, community action, grant solicitation, group income-generation, group purchases, and social marketing.

Training and education: group meetings can be extended to include short education or training sessions in literacy, health awareness, business creation and management, disaster awareness, or financial literacy. The most effective trainings tap into the stated needs of the groups. In some awareness training (like HIVAIDS) the group may not be adequately sensitive to threat to know that it needs training. In these instances, the service provider must keep messages, short, powerful and sustained (one training is insufficient).

Community Action: Groups can be mobilized to address issues or gaps in their communities, often through approaching NGOs for assistance to meet other recognized needs. These can include infrastructure projects, schools, and cereal banks. In India, community action can take the form of working with local police to stop household violence or local government to contract for a new village bridge or road.

Grant solicitation: Some groups have written proposals for various sorts of assistance, with soe actually winning the grants. In these cases, groups are maybe thinking of eliminating the NGO middle-person and becoming NGOs themselves. In Orissa, many groups have won the right to distribute public food to schools and villages and have even been able to secure additional funds from international NGOs to supplement government food. Other groups have written and won grants to install various disaster prevention programs ranging from new wells to new or strengthened embankments.

Group Income Generating Activities: Many groups create income generating activities to be managed by the group, and involving member participation. These are typically in agriculture, agricultural transformation, or animal husbandry. These activities frequently spring up after groups have had trainings in business formation, such as CARE’s ‘Select, Plan and Manage’ training modules. In Latin America, CRS has integrated farming and watershed activities, most of which revolved on increased yields and better marketing, with savings group activities. And in Orissa, savings groups had successfully sold tamarind and cashew from group-based harvesting activities.

Group purchases: Some groups set an objective of helping members acquire needed household goods. A group in Kasese Uganda had set the goal of all members having foam mattresses and was systematically making loans to members who didn’t already have mattresses. This was a member-instigated purchase. Group purchases also extend to agricultural inputs, where groups may secure a lower price for seeds, fodder or fertilizer.

Social marketing: Closely related to the preceding item, groups are a logical platform for donor- instigated socially useful purchases. I’m hoping to use savings groups in a couple of countries as distribution networks for solar lamps; lamps can pay for themselves in six months or less in saved kerosene, but not everyone can lay their hands on the $18 or so necessary to acquire a lamp. The group members are the perfect demographic for selling lamps, and lamps are better in every way (health, education, amount of light, cleanliness, and economic) compared to kerosene.

Cost per Client 

Cost-benefit is an issue with NGOs
 interested in integrating savings and other group activities. At the moment, the sector lacks proof that integration of various sectors with savings groups results in greater impact or lower cost or both. Further research is needed to be able to ascertain groups as an efficient markets or producers of services other than their original purpose.
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