International Journal of Social Science Research (IJSSR)
Volume- 1, Issue- 5 | September - October 2024  ISSN: 3048-9490

Assessing the Impact of Microfinance and Self-Help Groups on
Livelihood Diversification in Northern Part of West Bengal

Mr. Gopal Saha', Dr. Sidhartha Sankar Laha?
'Research Scholar, Department of Lifelong Learning & Extension, University of North Bengal
2Associate Professor, Department of Lifelong Learning & Extension, University of North Bengal

Abstract

This study examines how microfinance and Self-Help Groups (SHGs) support rural households
in diversifying their livelihood. We focused our research on the Darjeeling, Jalpaiguri, and
Cooch Behar districts of West Bengal, India and gathered data from 200 households. Our
analysis assessed the extent to which these households diversified their income sources and
examined whether microfinance access and SHG membership played a role in shaping
diversification strategies. Using multiple regression analysis, we find that both microfinance
access and SHG membership significantly encourage livelihood diversification. Access to
microfinance provides households with the financial boost they need to invest in new income-
generating activities. Simultaneously, SHGs provide access to credit, facilitate knowledge
sharing, and help members develop new skills, all of which are crucial to diversifying
livelihoods. We also discovered that socioeconomic factors, such as education level and land
ownership, significantly influence household diversification. These findings underscore the
importance of microfinance and SHGs in helping rural communities diversify their livelihoods
and become more resilient.
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1. Introduction

Rural areas in India, especially in the state of West Bengal, face significant economic
challenges including limited access to formal financial services, reliance on agriculture, and
gender disparities in economic opportunities. The introduction of microfinance and the
establishment of Self-Help Groups (SHGs) have been identified as critical strategies for
overcoming these challenges. Microfinance, through small loans and financial services,
provides impoverished populations with the means to invest in various income-generating
activities. SHGs, which are voluntary associations of people, typically women, offer a platform
for collective action and resource mobilization, contributing to financial inclusion and social
empowerment. In many developing economies such as India, rural livelihoods depend heavily
on agriculture. This dependence makes them highly vulnerable to various challenges, including
climate change, market fluctuations, and economic downturns (Ellis 2000). To build resilience
and improve well-being in these areas, households often adopt livelihood diversification
strategies and engage in a wider range of activities and income sources (Scoones, 1998).

This study examines how microfinance and SHGs in Darjeeling, Jalpaiguri, and Cooch Behar
districts have contributed to livelihood diversification. It focuses on assessing the impact of
these groups on the economic resilience of rural households, with particular attention paid to
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women's empowerment and the transition from traditional agricultural livelihoods to
diversified income sources. Microfinance and Self-Help Groups (SHGs) have become
important tools for reducing poverty and promoting rural development in India. Microfinance
offers small loans and other financial services to low-income individuals who lack access to
traditional banking, thus enabling them to invest in income-generating activities. SHGs are
self-governed peer-managed groups of people with similar socioeconomic backgrounds.
Members pool their savings and provide credit to each other, fostering social capital and
empowerment.

This study explores the role of microfinance and SHGs in promoting livelihood diversification
among rural households in the Darjeeling, Jalpaiguri, and Cooch Behar districts of West
Bengal. These districts, located in the northern part of the state, offer diverse socioeconomic
and ecological settings, with varying levels of agricultural development, poverty, and access to
financial services.

2. Objective:

The objective of this study is to assess the role of microfinance and Self-Help Groups (SHGs)
in promoting livelihood diversification among rural households in the Darjeeling, Jalpaiguri,
and Cooch Behar districts of West Bengal, India. Specifically, the study aims to:

1. Investigate the extent to which access to microfinance and SHG membership influences
livelihood diversification in rural areas.

2. Examine the socio-economic factors (such as education level, land ownership, and
income) that affect the diversification of livelihoods.

3. Explore the mechanisms through which microfinance and SHGs support rural
households in diversifying their income sources, with a particular focus on women’s
empowerment and non-agricultural activities.

3. Literature Review

The role of SHGs in promoting sustainable livelihoods has been widely discussed in literature.
According to Puhazhendhi and Satyasai (2000), SHGs provide rural populations with access to
credit, which allows them to invest in non-agricultural activities, such as small businesses,
handicrafts, and services. Access to finance is especially significant in rural areas, where
traditional banking services are limited.

Khandker (2005) demonstrates that microfinance has a significant impact on poverty
alleviation by improving income levels, household consumption, and overall economic well-
being. Similarly, a report by the National Bank for Agriculture and Rural Development
(NABARD, 2019) found that SHGs have helped increase financial literacy and provided
women with tools to become more economically independent.

Despite these positive outcomes, there is a need for further research into the long-term
sustainability of SHGs and the extent to which they promote diversification beyond traditional
agricultural livelihoods. Previous studies on West Bengal, particularly in rural areas like
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Darjeeling and Cooch Behar, have focused on the financial benefits, but less on how these
groups contribute to broader economic diversification.

4. Methodology
4.1 Study Area and Sample

This study was conducted in three rural districts of West Bengal, namely Darjeeling, Jalpaiguri,
and Cooch Behar. These districts were selected because of their unique socioeconomic
landscape and the presence of a significant number of SHGs. The study sample comprised 200
SHG respondents from rural households. A stratified random sampling method was used to
ensure that the sample represented different socioeconomic groups, including agricultural and
non-agricultural households.

4.2 Data Collection

Data were collected through a combination of structured and semi-structured interviews. The
survey instrument included questions on household income, participation in SHGs, types of
livelihood activities, and perceived impacts on economic well-being. Focus group discussions
were also conducted with the SHG members to understand their experiences, challenges, and
success stories.

4.3 Variables

Dependent Variable: Livelihood Diversification. We measured this using a Livelihood
Diversification Index (LDI), calculated based on the number and evenness of income sources
for each household. The LDI is calculated as follows: LDI =1 - X(pi"*2)

Where pi represents the proportion of income from the i source. The LDI ranges from 0 (no
diversification) to 1 (perfect diversification).

Independent Variables: Microfinance Access: Amount of loan received (in Rupees), Number
of loans accessed in the past three years, Participation in microfinance programs (dummy
variable: 1=yes, 0=no).

SHG Membership: Membership status in an SHG (dummy variable: 1=member, 0=non-
member), Duration of SHG membership (in years).

Socio-economic Factors: Age of household head (in years), Education level of household head
(in years of schooling)., Gender of household head (dummy variable: 1=male, O=female),
Household size (number of members), Land ownership (in acres), Annual household income
(in Rupees)., Social group (dummy variables for different social categories, e.g., SC/ST, OBC,
General).

4.4 Data Analysis

Descriptive statistics: We used these to summarize the sample's characteristics and the extent
of livelihood diversification. This included measures of central tendency (mean, median),
dispersion (standard deviation), and frequency distributions for key variables.
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Correlation analysis: We examined the relationships between livelihood diversification and the
independent variables using Pearson correlation coefficients. This helped us assess the strength
and direction of these relationships.

Multiple regression analysis: To determine the impact of microfinance and SHGs on livelihood
diversification, we controlled for socio-economic factors by estimating the following multiple
regression model:

LDI = Po + Pi(Microfinance Amount) + B(Microfinance Number) + B3(Microfinance
Participation) + B4(SHG Membership) + Bs(SHG Duration) + Be(Age) + B_7(Education) +
Bs(Gender) + Bo(Household Size) + Bio(Land Ownership) + B11(Income) + X Bi (Social Group)
t+e

Where:

LDI is the Livelihood Diversification Index.

Bo 1s the intercept.

B1 to P11 are the coefficients for the independent variables.
Social Group ; are dummy variables for different social groups.
¢ is the error term.

T-tests or ANOVA: We used these to compare livelihood diversification between different
groups (e.g., SHG members vs. non-members) and to determine the statistical significance of
the differences.

Logistic regression: We employed this to analyze the factors influencing the adoption of
specific livelihood diversification strategies, modeling binary outcomes such as whether a
household has adopted a particular non-farm activity.

5. Results

This section presents a comprehensive overview of our data analysis findings, accompanied by
tables that visually represent the key results. The analysis encompasses various statistical
methods and techniques employed to extract meaningful insights from the collected data. These
tables serve as concise summaries, allowing readers to quickly grasp the most significant
outcomes of our research.

Table 1: Descriptive Statistics of Sample Households

Age of Household Head 45.2 44 12.5
Education Level (Years) 8.5 8 3.2
Household Size 5.3 5 2.1
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Land Ownership (Acres) 2.5 2 1.8
Annual Household Income (Rs) 125,000 120,000 50,000
Microfinance Loan Amount (Rs) 25,000 20,000 @ 15,000
Number of Microfinance Loans 2.1 2 1.3

Livelihood Diversification Index (LDI) 0.65 0.68 0.20

Source: Field Survey

Table 1 presents a summary of the key characteristics of the 200 households included in our
study. It shows the average (mean), middle value (median), and spread (standard deviation) for
variables such as the age of the household head, education level, household size, land
ownership, income, microfinance loan amounts, number of loans, and the livelihood
diversification index. For instance, we can see that the average age of a household head is 45.2
years, and the average household income is Rs 125,000. The LDI has a mean of 0.65, indicating
a moderate level of livelihood diversification among the households.

Table 2: Correlation Matrix

Livelihood 1 0.42** 0.35** 0.51** 0.28** 0.60**
Diversificatio

n Index (LDI)

Microfinance  (0.42** 1 0.20%* 0.30** 0.15 0.45%*
Loan Amount

SHG 0.35**  0.20% 1 0.25%* 0.10 0.30**
Membership

Education 0.51%*  0.30%** 0.25%* 1 0.20* 0.55%*
Level

Land 0.28**  0.15 0.10 0.20%* 1 0.35%*
Ownership

Income 0.60**  0.45** 0.30** 0.55%* 0.35** 1

Note: *p <0.05, **p <0.01

Source: Field Survey
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Table 2 displays the correlation coefficients between the variables in our study. The values in
the table show how strongly different variables are related to each other. For example, the
correlation between LDI and income is 0.60, a moderately strong positive correlation,
suggesting that households with higher incomes tend to have more diversified livelihoods. The

Figure 1: Network Graph of Variable Correlations
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asterisks indicate the statistical significance of these relationships, with ** denoting a very
strong significance level (p < 0.01) and * denoting a strong significance level (p < 0.05). This
table helps us understand the relationships between the variables before we delve into the
regression analysis.

Table 3: Results of Multiple Regression Analysis

Intercept 0.20 0.08 2.50 0.013
Microfinance Loan Amount (Rs) 0.000002 0.0000005 4.00 <0.001
SHG Membership 0.05 0.02 2.50 0.013
Education Level (Years) 0.03 0.01 3.00 0.003
Land Ownership (Acres) 0.02 0.01 2.00 0.047
Annual Household Income (Rs)  0.000001 0.0000002 5.00 <0.001
Gender (Male=1) 0.01 0.015 0.67 0.502
Age of Household Head 0.005 0.003 1.67 0.097
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Household Size -0.01 0.008 -1.25 0.213
Social Group (OBC) 0.02 0.025 0.80 0.424
Social Group (SC/ST) -0.03 0.03 -1.00  0.317
R-squared 0.58
Adjusted R-squared 0.56

Source: Field Survey

Table 3 presents the results of our multiple regression analysis, which examines the relationship
between livelihood diversification (LDI) and several influencing factors. The table shows the
coefficient (P), standard error, t-value, and p-value for each variable. The coefficients indicate
the effect of each independent variable on the LDI, while controlling for the other variables in
the model. For example, the coefficient for microfinance loan amount is 0.000002, which

Figure 2: Scatter Plot with Regression Line
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suggests that for every additional Rupee of microfinance loan, the LDI increases by 0.000002
units, holding other factors constant. The p-values indicate the statistical significance of these
effects. The R-squared value of 0.58 means that 58% of the variation in livelihood
diversification is explained by the variables included in the model.

6. Discussion

Our findings indicate that microfinance access and SHG membership significantly contribute
to livelihood diversification among rural households in West Bengal. Access to microfinance
empowers households to invest in new income-generating activities, thereby broadening their
livelihood base. This is consistent with studies that highlight microfinance's role in facilitating
investment and promoting economic self-sufficiency. SHGs also play a crucial role by
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providing not only credit but also platforms for knowledge sharing, skill development, and
social support. These factors collectively enhance households' capacity to explore and adopt
diverse livelihood strategies.

The study also confirms the significant influence of socio-economic factors on livelihood
diversification. Education level and land ownership, in particular, play a vital role in shaping
diversification patterns. Households with higher education levels may possess better
knowledge and skills to engage in a wider range of activities, including non-farm employment.
Similarly, land ownership provides a foundation for agricultural diversification and can also
serve as collateral for obtaining loans, further supporting diversification efforts.

7. Conclusion

This study examined the role of microfinance and Self-Help Groups (SHGs) in promoting
livelihood diversification among rural households in West Bengal, India. Our findings provide
strong evidence that both microfinance access and SHG membership positively influence the
diversification of household income sources. Microfinance enables households to overcome
financial constraints and invest in new economic activities, while SHGs provide crucial support
through credit access, knowledge sharing, and skill development.

Moreover, our analysis highlights the importance of socio-economic factors, such as education
level and land ownership, in shaping livelihood diversification strategies. These factors not
only affect households' ability to diversify but also influence the types of activities they pursue.
The implications of these findings are significant for poverty reduction and rural development
policies. Microfinance programs and SHGs can be effective tools for promoting livelihood
diversification, enhancing household resilience, and improving overall well-being. It is crucial
that these interventions are designed and implemented in a way that considers the specific
socio-economic context and addresses the diverse needs of rural households. Future research
could explore the long-term impacts of livelihood diversification on poverty dynamics and
examine the role of other factors, such as access to markets and infrastructure, in shaping
diversification outcomes.

8. Recommendations

To improve the impact and sustainability of Selt-Help Groups (SHGs) in rural areas, a
multifaceted approach is necessary. First, government policies need to be strengthened to
encourage the formation and long-term sustainability of SHGs. This could involve creating
supportive frameworks for easier access to financial resources, offering incentives for new
SHGs, and providing grants or subsidies to help these groups grow. Strengthening such policies
would ensure that SHGs are not only formed but are also able to thrive and continue to serve
their members over time.

In addition to supportive policies, targeted financial literacy programs should be introduced
for SHG members. These programs would focus on improving their understanding of financial
management, budgeting, savings, and investments. Financial literacy is crucial as it enables
members to manage their funds effectively, make informed decisions about their businesses,
and avoid financial pitfalls. By enhancing their financial skills, SHG members can better handle
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the financial responsibilities that come with running their small enterprises and can make more
strategic decisions about livelithood diversification.

To further assist SHG members in diversifying their income sources, training programs and
resources should be made available to help them enter more profitable and sustainable
enterprises. These programs should focus on teaching new skills, such as entrepreneurship,
business development, marketing, and access to markets. Additionally, SHG members should
be encouraged to explore sectors beyond agriculture, such as handicrafts, small-scale
manufacturing, or service-based businesses. Providing access to market linkages and business
opportunities will enable SHGs to venture into sectors with higher growth potential, improving
their income and overall livelihoods.

Finally, monitoring and evaluation systems need to be implemented to track the progress and
impact of SHGs over time. This could include regular assessments to measure how effectively
SHGs are contributing to their members' livelihood diversification and economic resilience. It
is essential to establish robust mechanisms that not only measure success but also identify
challenges as they arise. These evaluations would allow for timely interventions and
adaptations, ensuring that SHGs remain relevant and effective in addressing the changing needs
of their members. By continuously monitoring and evaluating the impact of these initiatives,
policymakers and organizations can fine-tune their strategies to support SHGs and their
members better.
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