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Ponzi schemes, which have 
become widespread in some parts 
of the country, including eastern 
India and West Bengal, have 
infl icted heavy losses on the 
investors and have claimed 
several human lives. A primary 
survey shows how social 
networks created by self-help 
groups, though they provide 
higher incomes and social 
insurance to the members, 
also facilitate the spread of 
misinformation regarding Ponzi 
schemes and hurt naïve investors. 
The gullibility of potential 
investors can be reduced if the 
same networks are used to foster 
fi nancial literacy.

Social and economic networks, which 
complement impersonal markets, 
have been observed to play very 

important roles in shaping up the fabric of 
a society or economy. Examples of net-
works creating positive externalities are 
numerous. Studies have shown that social 
and economic contacts are important in 
obtaining information about job open-
ings as well as securing employment. 
They are also important in developing 
supply chains and market outlets. They 
matter in decisions regarding technology 
adoption, migration, credit disbursement, 
co-authorship and dissemination of 
research. On the other hand, there are 
examples of networks with negative 
externalities as well. Spreading of com-
puter viruses, expansion of organised 
drug or human traffi cking are indeed 
facilitated by networks, which have neg-
ative impacts on the society (see Jackson 
[2008] for a detailed analysis of social 
and economic networks).

While networks are important in both 
advanced as well as relatively backward 
parts of the world, they become especially 
crucial for societies where formal markets 
are not well-developed. This means that 
for less developed countries networks are 
extremely important. One such important 
network can be observed among micro-
fi nance groups. These groups are formed 
for the purpose of getting small loans from 
rural banks or microfi nance institutions. 
The repayment of each group member is 
often joint liability of the group and some-
times it is an individual liability. Be that 
as it may, the formation of the group itself 
has important social and economic con-
sequences, in addition to securing the loan. 
It gives rise to social networks which facili-
tate other types of economic and social 
exchanges between the group members.

The authors conducted a survey in 
two districts of West Bengal, namely 
Bardhaman and Birbhum. They found 
that members of self-help groups (SHGs), 
who came together with the purpose of 
securing microcredit from a regional 
rural bank, not only succeeded to earn 
higher incomes compared with non-
members, but also enjoyed social in-
surance provided by themselves to one 
another in times of need. The latter 
externality, created by the social network 
of the microfi nance group, is particularly 
important because formal insurance 
markets are almost non-existent in the 
villages where the survey was conducted. 
The survey also indicated that the mem-
bers of the groups, who were all women, 
experienced improvement in their house-
hold decision-making power after they 
joined the SHGs. The detailed fi ndings of 
the survey are found in Dutta et al (2017). 

The purpose of the present article is to 
focus on another aspect of the social net-
work created by the SHGs that became 
evident from our survey. This aspect is 
decidedly negative. More specifi cally, our 
survey reveals that the social networks 
of the microfi nance groups, in addition to 
providing higher incomes, social insur-
ance and more decision-making power, 
have helped to spread Ponzi schemes 
among group members. This has led to 
substantial losses. 

There is an empirical literature empha-
sising various negative aspects of social 
networks. Reiss (1980, 1988) fi nds that 
two-thirds of criminals commit crimes 
with others. Glaeser et al (1996) fi nd that 
social interaction is important in deter-
mining criminal activity, especially with 
respect to petty crime, youth activity in 
crime, and neighbourhoods with unstable 
households. Manning (2018) shows that 
Ponzi investment frauds are facilitated by 
social capital. Baker and Faulkner (2004) 
fi nd, through a case study that while 
investors conducting due diligence before 
investing face a 49% probability of capital 
loss, those failing to do so and relying 
solely on social networks for fi nancial 
information face a 79% probability of 
losing their capital. However, to the best 
of our knowledge, the negative aspect 
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of social networks created through 
microfi nance groups has never been em-
phasised before.

In what follows, we discuss the recent 
growth of Ponzi schemes in India, includ-
ing in West Bengal where the survey has 
been conducted. We describe the struc-
ture of our survey and talk about the data. 
Following this the focus is on the inci-
dence and magnitude of Ponzi scheme 
investments among the respondents of the 
survey and demonstrate that members of 
SHGs tend to be more prone to investing 
in Ponzi schemes than non-members. 
Finally we present our regression re-
sults and conclude the article. 

Ponzi Schemes in West Bengal

Ponzi schemes, popularly known as chit 
funds1 in some parts of the country, have 
been fl oated all over India in different 
forms and structures for quite some 
time. But they are by no means an exclu-
sively Indian phenomenon. The scheme 
had got its name from Charles Ponzi, 
a Boston-based fraudster, who applied 
basic Ponzi techniques to swindle money 
from depositors in the 1920s. Several 
accounts, however, confi rm that the idea 
is much older and had been put into 
practice by others well before Charles 
Ponzi. Unfortunately, the method is still 
in use all over the world. The basic idea 
is quite simple. The owner of the Ponzi 
scheme allures investors to deposit money 
in his scheme by promising much higher 
interest than what can be earned from 
the market. To make the promise initially 
credible the scheme actually pays the 
promised interest for some time and the 
news about high interest payments is 
carefully spread among other potential 
investors through some network. As more 
money starts fl owing in, old depositors 
are paid from the new deposits and, of 
course, substantial amounts are siphoned 
off by the Ponzi scheme owner himself. 
It is a bubble. As long as fresh deposits 
keep pouring in, the bubble becomes 
larger and larger and the scheme con-
tinues. It bursts when new deposits fall 
short of required payouts and this is 
bound to happen at some point in time. 
The larger the bubble, the harder is the 
shock to the economy when the bubble 
eventually bursts. When the bubble bursts, 

it goes without saying, the depositors lose 
most of their investments. 

Understandably, it is not easy to know 
how much money has been collected by 
Ponzi operators in a country or region 
within some specifi c interval of time. 
Estimates appear in the media that are 
sometimes widely different. An Economic 
Times article published on 4 April 2016 
reports that the Central Bureau of Inves-
tigation (CBI) has estimated the total 
amount of money swindled by Ponzi 
operators all over the country to be 
more than `80,000 crore. The estimated 
number of victims is well over six crore. 
While these operations were spread 
across the country, they were especially 
concentrated in Punjab and some other 
North Indian states as well as in the 
eastern states of West Bengal, Assam, 
Odisha and Tripura. The CBI source esti-
mates that the Pearls Group alone mobi-
lised around `51,000 crore from unsus-
pecting depositors. It may be mentioned 
that the Pearls Group operates exclu-
sively in Punjab and other northern 
states of India.

Another report, coming out in the 
Business Standard on 25 April 2015, 
refers to data collected by the All-India 
Small Depositors’ Association from 
agents of 27 money-pooling companies. 
The data show that these agents col-
lectively raised close to `40,000 crore 
in West Bengal alone, excluding the 
money collected by the two biggest 
money-pooling companies, Rose Valley 
and Saradha, whose estimated collections 
were `15,000 crore and `2,500 crore 
 respectively. So, putting together all 
Ponzi companies, the total amount 
mopped up and swindled in West Bengal 
comes to around `57,500 crore. This 
mopping up reportedly took place mostly 
over the period 2011–14. 

Clearly, the two estimates do not 
match. According to the fi rst estimate 
the amount of Ponzi fund raised in the 
four eastern states is around `29,000 
crore. According to the second estimate, 
the duped amount in West Bengal alone 
is twice the amount. Of course, the CBI 
source has said that its estimates are 
likely to go up because the investigations 
are still on. But even if the fi rst estimate 
is revised upwards, it is unlikely to match 

the second estimate which is based on 
data collected from agents. Be that as 
it may, there can hardly be any doubt 
that the problem is extremely grave and 
affects a very large number of people 
most of whom are poor and illiterate. It 
is also beyond doubt that the problem is 
serious in the state of West Bengal where 
we have conducted our survey. Accord-
ing to a report published in the Money-
control on 4 April 2017, the Serious 
Frauds Investigation Offi ce (SFIO) of the 
central government is currently investi-
gating 185 companies for fl oating Ponzi 
schemes out of which 135 schemes were 
operated out of West Bengal.2 

It is not merely a question of monetary 
loss to the investors. Newspapers are full 
of reports of suicides, attempts to suicide, 
lynching of agents by investors and 
deaths due to stress, all related to the 
bursting of Ponzi bubbles. For example, 
after the unravelling of the Saradha 
scam in 2013 several Ponzi scheme related 
deaths were reported in different parts 
of West Bengal.3 

One can think of two forces at work. 
The fi rst force is the fl oating of Ponzi 
companies with the sole aim of duping 
gullible investors. The second is the gul-
libility itself, the willingness of the people 
to make quick money without thinking 
about the huge risks involved. Of late, the 
union government has put in some effort 
to contain the fi rst force. It has introduced 
a comprehensive piece of legislation, 
namely the Banning of Unregulated De-
posit Schemes Bill, 2018, which has 
been approved by the Union Cabinet in 
February 2018.4 The bill imposes complete 
prohibition of unregulated deposit taking 
activity and provides for severe punish-
ment and heavy penalty to act as deter-
rent. The state governments have been 
entrusted with the actual implementation 
of the bill. The effort is certainly praise-
worthy, but clearly it is not enough. Even 
with appropriate legislation in place, if 
gullibility persists among the investors, 
illicit Ponzi companies will surreptitiously 
keep cropping up and swindle money 
from unsuspecting small investors in re-
mote corners of the country. Some of 
these swindlers may be caught and tried 
from time to time. But it is unlikely that 
the investors will get back the money 
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they had invested. It is, therefore, neces-
sary to curb the gullibility of the investors.

What are the possible factors respon-
sible for the gullibility? The gullibility, 
it appears, could come from illiteracy, 
especially fi nancial illiteracy. The ten-
dency to invest in Ponzi schemes may 
also be related to the investor’s own and 
family income. Finally, the misinforma-
tion regarding the attractiveness of Ponzi 
schemes is likely to spread through social 
networks, through friends, relatives and 
neighbours, people whom an investor 
trusts. Through our survey we have made 
an attempt to understand which of 
these factors are actually responsible. 

Description of the Survey

Our data is based on a primary survey 
of a random sample of SHGs registered 
with the Paschim Banga Grameen Bank 
(PBGB). The PBGB is a regional rural bank 
(RRB) and was established by the amal-
gamation of three erstwhile Gramin Banks, 
namely Howrah Grameen Bank, Bardha-
man Grameen Bank and Mayurakshi 
Grameen Bank in 2007. They have oper-
ations in four districts—Bardhaman, 
Birbhum, Hooghly and Howrah—with 
their headquarters located in Tikiapara, 
Howrah.

A typical SHG consists of 10 female 
members in the village. There are no 
members from the same household in 
one group. Once a group is formed they 
choose a group leader and a group name 
is assigned. A group then opens a saving 
account with the PBGB. The group also 
decides on its basic rules like the fre-
quency of meetings, its location, amount 
of savings of the group in each month 
and the minimum amount of savings by 
its members. A group can also decide to 
lend money to its members out of the 
group’s savings and charge an interest 
rate on such loans. The PBGB encourages 
such internal loans before providing a 
loan to the group. Once a group is stable 
in its functioning, the group then applies 
for a loan from the PBGB. The loan given 
by the bank is against no collateral and 
is a joint liability. The group distributes 
the loan to its members according to the 
needs of its members for their projects. 
A credit-linked SHG is one that has 
received credit from PBGB whereas a 

savings-linked SHG is one that has a 
savings account with the bank but has not 
received credit yet. As of 31 March 2015 
the number of credit-linked SHGs with 
the PBGB was 34,220 and the number of 
savings accounts linked was 44,447.

The repayment of the loan is generally 
made at the meetings. There is some 
fl exibility on repayment within the 
group, but peer pressure ensures that 
loans are effectively repaid, so that the 
default rate for bank loans is very low. 
Some groups also charge their members 
an additional interest rate over and 
above the interest rate charged by the 
bank. The income that is generated from 
this additional interest is deposited in 
the group’s savings account.

Our survey was conducted in the 
state of West Bengal in July and August 
2016 across two districts―Birbhum and 
Bardhaman. The survey was carried out 
across 14 villages from two blocks in 
Bardhaman, and 11 villages across two 
blocks in Birbhum. The two blocks covered 
in Bardhaman district are Burdwan-II 
and Galsi-II, and the two blocks covered 
in Birbhum are Murarai-I and Nalhati-II. 
A random sample of 57 SHGs was chosen 
across these 25 villages with 28 groups 
in Bardhaman and 29 groups in Birbhum. 
Each group member in an SHG was inter-
viewed using a detailed questionnaire. 
A total of 563 SHG members were inter-
viewed, with 281 members in Bardha-
man and 282 members in Birb-
hum. In order to assess the im-
pact of being a member of a 
SHG, we also surveyed a random 
sample of women who are not 
members of SHGs in the same 
villages. A total of 235 (with 116 
individuals from Bardhaman and 
119 from Birbhum) such non-
members were interviewed using 
a detailed questionnaire. Thus, 
a total of 797 individuals were 
surveyed.

The PBGB operates in four 
districts—Bardhaman, Birbhum, 
Hooghly and Howrah. Two dis-
tricts were chosen from the 
four. Of the chosen two, Birbhum 
is under the NRLM mission, 
which gives additional subsidy 
on credit to the SHG members, 

while Bardhaman is not. Therefore, the 
subsidy received on interest rate is higher 
for Birbhum. This has dictated our choice 
of the districts. A list of all SHGs in each 
block was given to us and we randomly 
selected the groups from the list. As for 
the choice of non-SHGs, the enumerators 
went around the villages in which the 
SHGs were chosen and randomly selected 
the non-SHG households.

Demographics

For each member, we collected informa-
tion on the occupation, marital status, 
husband’s occupation (if married), in-
come details and other household char-
acteristics. We did the same for the indi-
viduals who are not part of any SHG. In 
addition to this each group leader was 
interviewed regarding the overall group 
demographics, number of loans taken, 
and amount and frequency of weekly 
meetings, etc. We also collected data on 
village-level characteristics like popula-
tion, number of individuals belonging to 
different religions, castes, etc. Table 1 
provides the demographic characteristics 
of the surveyed women.

We primarily focus on the age, religion, 
marital status, education and income. 
The average age of the SHG members is 
39 years while the average age of the 
non-SHG members is 33 years. The survey 
was carried out in villages in rural areas 
and hence education levels are pretty 

Table 1: Demographics of SHG and Non-SHG Members
Variable SHG Non-SHG 
 Member Member

Number of respondents 563 235

Average age (in years) 39.06 33.18

Average years of education 3.29 5.11

Percentage married 85 83

Average age at the time of marriage 16.34 16.62

Percentage belonging to Hindu religion 61 63

Percentage belonging to Muslim religion 39 37

Percentage belonging to Scheduled Caste 48 47

Percentage belonging to Scheduled Tribe 12 13

Percentage belonging to 
Other Backward Classes 15 17

Percentage of housewives 20 51

Average own annual income (in ̀ ) 25,689.42 16,779.19

Average annual income of husband (in ̀ ) 6,94,67.91 59,995.45

Average number of children 2.48 1.88

Average number of girl child 1.22 0.87

Average number of members in the household 4.3 4.4

Average number of earning members in 
the household 1.97 1.66

Percentage having below poverty line card 70 61
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Table 2: Financial Literacy  (%)
 SHG Non-SHG

Has an account in a bank/post office 46 43

Average savings in bank/
post office (`) 11,859 10,906

Some household member 
has bank/post office account  62 66

Knows interest rate on bank/
post office fixed deposits 10 06

Approached bank for loan 5 3

Knows bank interest on loans  18 24

low. Apart from the years of education, 
individuals were also asked to report 
whether they can read or write. In 
Bardhaman, 61% of the SHG members 
said that they cannot read and write, 
while 44% of the non-SHG members 
cannot read and write. On the other 
hand, in Birbhum, 42% of the SHG group 
members cannot read and write, while 
36% of the non-SHG members in Birbhum 
cannot read and write. Two hundred and 
seventy-three SHG members (50.4%) 
have zero years of education, and 160 
out of 259 (62%) have zero years of edu-
cation among non-SHG members.

As reported in Table 1, 85% of the 
women were married among SHG mem-
bers and 83% married among non-SHG 
members. Among the SHG members, 61% 
of them are Hindu and rest are Muslim, 
while among the non-SHG members, 
63% are Hindu and rest are Muslim. In 
Bardhaman, out of 397 people surveyed, 
85% are Hindu, while the remaining are 
Muslim. Similar proportions in terms of 
religion are present when we compare 
members and non-members in Bardha-
man. However, in Birbhum, of the 401 
individuals, 57% are Muslim, while the 
remaining 43% are Hindu. The propor-
tions are similar when we compare mem-
bers and non-members in Birbhum.

The caste status we consider here is 
defi ned by four main caste categories: 
Scheduled Castes (SCs), Scheduled Tribes 
(STs), Other Backward Classes (OBCs) and 
general. Among SHG members, 48% 
belong to SC, 12% belong to ST, 15% to OBC 
and the rest 25% to the general category. 
Among the non-SHG members, 47% be-
long to SC, 13% belong to ST, 17% to OBC 
and the rest 23% to the general category. 
There is almost no ST representation in 
Birbhum (both among members and 
non-members), but it has a higher pres-
ence of individuals from general category 
relative to Bardhaman.

Table 1 reports own annual income and 
this appears to be higher for the SHG 
members as compared to non-SHG mem-
bers. The average annual income of a SHG 
member is `25,689, while that of a non-
SHG member is ̀ 16,779. The same pattern 
holds for the husband’s income as well. 
However, there is substantial variation 
in own income as well as husband’s 

income for both SHG and non-SHG. For 
SHG members, the coeffi cients of varia-
tion are 106% for own income and 284% 
for husband’s income. For non-SHG mem-
bers, these numbers are 130% and 144% 
respectively. The proportion of below 
poverty line (BPL) card holders is higher 
among the SHG members as compared 
to non-SHG members. 70% of the SHG 
members possess a BPL card while only 
61% of the non-SHG members do so.

This is somewhat curious. One may 
ask why SHG members as a category, in 
spite of having higher own income as 
well as higher husband’s income on an 
average, have more BPL households. It is 
to be noted that while the difference be-
tween mean own income is statistically 
signifi cant between SHG and non-SHG, 
the difference in mean husband’s income 
is statistically insignifi cant. Even though 
this opens up the possibility that the 
difference between family incomes be-
tween the two groups is statistically in-
signifi cant, it still does not explain the 
difference in BPL percentages which are 
indeed statistically signifi cant. One pos-
sible explanation is that SHG members 
are better connected both socially and 
politically which help them obtain BPL 
status more easily. Our interactions 
with PBGB offi cials confi rmed this. We 

were told that the SHG members were 
chosen not by the bank but by local 
bodies like the gram panchayat. 

In terms of occupation, women in 
SHGs in Bardhaman are primarily agri-
cultural labourers (53%), bird/animal 
farmers (13%) and housewives (10%), 
while women who are non-members are 
primarily housewives (37%) and agri-
cultural labourers (35%). In Birbhum, 
women belonging to SHGs are primarily 
housewives (31%), tobacco/puffed rice 
makers (17%) and agricultural labourers 
(15%) and women who are non-members 
are primarily housewives (69%) and 
tobacco/puffed rice makers (7%).

Financial Literacy

Next, we look at some of the important 
variables that would correspond to the 
fi nancial literacy of the respondents. 
Table 2 reports such descriptive statistics 

EPWRF India Time Series
(www.epwrfi ts.in)

 Agriculture Census Statistics 
Data sets from Agriculture Census have been added to the Agricultural Statistics module 
of the EPWRF India Time Series (ITS) online database. This sub-module contains 
state-wise data on: 

● Number, Area and Average Size of Operational Holdings by Gender, by Social 
Groups and by Size Groups; and 

● Characteristics of Operational Holdings by Tenancy Status, Terms of Leasing, 
Land Use, Irrigation Status, Sources of Irrigation and Cropping Pattern.

 These characteristics are also provided in a two-way classification of Social 
Groups by Size Groups. 

  Social Groups include Scheduled Castes, Scheduled Tribes, Others and 
Institutional Holders 

  Size Groups are: Marginal (Below 1.00 hectare), Small (1.00 < 2.00 hectares), 
Semi-medium (2.00 < 4.00 hectares), Medium (4.00 < 10.00 hectares) and 
Large (10.00 hectares and above)

These data are available quinquennially from 1970–71.
Agricultural Statistics module constitutes one out of 18 modules of EPWRF ITS covering 
a range of macro-economic, fi nancial sector and social sector indicators for India.
For more details, visit www.epwrfi ts.in or e-mail to: its@epwrf.in
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Table 3: Stated Reasons for Not Keeping Money 
in Bank/PO (%)
 SHG Non-SHG 

Higher returns in other investments 66 76

Does not know how to open an account 9 4

Convenience 11 8

No nearby banks 3 0

Other reasons 11 12

Table 4: Nature and Magnitude of Involvement 
in Ponzi Schemes
 SHG Non-SHG

Heard about Ponzi schemes1  52 43

Invested in Ponzi schemes2 55 33

Average investment in 
Ponzi schemes (`) 15,100.64 9,684.85

Getting no return from 
Ponzi schemes3 94 100

Invested in Ponzi schemes by 
withdrawing bank deposit3 7.5 12

Did not know about risk involved 
in a Ponzi scheme3 99 90

Percent of investors who know 
at least one person who benefited 
from Ponzi schemes3  80 37.5

1 Percent of total in each category (SHG, non-SHG).
2 Percent of those within each category who heard about 
Ponzi schemes.
3 Percent of those within each category who actually 
invested in Ponzi schemes.

Table 5: Sources of Information about 
Ponzi Schemes (%)
 SHG1 Non-SHG1

Newspaper 1 1

Television 16 14

Radio 3 0

Relatives2 2 2

Husband 0.4 2

Friends2 75 80

Others  2 1

1 Percent of total number within each category who could 
identify their sources of information about Ponzi schemes.
2 Not in the group (for SHG category).

Table 6: Monetary Relationship of SHG Members Within and Outside Group 
 From Other Members  From Outside Group
 within the Group

Average number of persons approachable for a medium1 loan 3.8 1.15

Average number of persons approachable for a large2 loan 2.7 1.11

Average amount (`) that can be raised during emergency 2,746.21 1,692.41

1 A medium loan is equal to half month’s family income.
2 A large loan is equal to a full month’s family income.

where it shows that almost 95% of the 
SHG members and around 97% of the 
non-members have never approached a 
commercial bank for a loan. Most of the 
respondents did not know the interest rate 
paid by a bank on fi xed deposits and the 
interest rate charged by the commercial 
bank on a loan. More important, less 
than 50% of both SHG members and 
non-members had an account in a bank 
or a post offi ce and the fi gure does not 
signifi cantly improve if their family 
members are included. Thus, the level of 
fi nancial literacy among both the SHG 
members as well as non-members seems 
to be rather poor.

The situation is actually worse than 
that suggested by Table 2. While Table 2 
might suggest ignorance of members 
and non-members about the formal 

fi nancial sector, Table 3 reveals more. 
Those respondents who reported that 
they did not have any account in banks 
or post offi ces, were asked the reasons 
behind this. Of those who answered the 
question, a large proportion of both SHG 
members and non-members (66% of 
SHG members and 76% of non-mem-
bers) said that they had deliberately 
chosen not to deposit their savings in 
banks or post offi ces because they ex-
pected to get higher returns elsewhere. 
“Elsewhere” undoubtedly included Ponzi 
schemes and it seems that these re-
spondents were not only ignorant about 
deposits that are safe, but were actually 
misinformed about investments that are 
highly risky.

Exposure to Ponzi Schemes 

Our survey was conducted in 2016. 
We asked the respondents about their 
investments in Ponzi schemes over a 
period of fi ve years prior to that date. 
From Table 4 it is clear that a higher 
percentage of SHG members were aware 
of Ponzi schemes compared with non-
members and the difference is statisti-
cally signifi cant. Again, of those who 
had heard of Ponzi schemes, a much 
higher percentage of SHG members 
actually invested in such schemes com-
pared with their non-member counter-
part. As percentage of total SHG members, 
28.7% had invested in Ponzi schemes. 
The corresponding fi gure for non-mem-
bers is 13.8% and the difference is sta-
tistically signifi cant. Again, the average 
amount of investment in Ponzi schemes 
for SHG members is 56% higher than the 
average investment of non-members 
and this difference is also statistically 
signifi cant. 

A few more things are apparent 
from Table 4. Though 94% of SHG 
members and 100% of non-members 
did not get any return from their invest-
ments in Ponzi schemes, very few of 
them (1% of SHG members and 10% of 

non-members) were actually aware of 
the risk involved. Since a large fraction 
of members (80%) heard of someone 
who had actually benefi ted from some 
Ponzi scheme, and the fraction is only 
37.5% for non-members, it seems that 
the spread of misinformation was high-
er among members.

Therefore, the evidence suggests that 
both the incidence and the magnitude of 
investment in Ponzi schemes were higher 
among SHG members compared with 
non-members. What could be the reasons 
behind this? One possible reason is, of 
course, higher income. SHG members, 
on an average, had statistically signifi -
cant higher income than their non-mem-
ber counterparts which, in all likelihood, 
was due to their SHG activities. The aver-
age income differences between the hus-
bands of the members and non-members, 
on the other hand, were found to be small 
and not statistically signifi cant. It may 
be conjectured that higher own income 
of group members provided them the 
necessary funds to take up the invest-
ments. However, our regression results, 
discussed below in detail, indicate that 
neither own income nor husband’s in-
come has an impact on investment in 
Ponzi schemes.

The factor that seems to be the most 
important determinant of investment in 
Ponzi schemes is the social network of 
friends and relatives. Table 5 indicates 
that friends have been by far the most 
important source of information about 
Ponzi schemes for both members and 
non-members. For SHG members, the 
closest friends are likely to be other 
members of the group. But curiously 
enough, not a single SHG member re-
ported that she has learned about Ponzi 
schemes from another member of her 
group. On the other hand, 75% of the 
SHG members have reportedly learned 
about Ponzi schemes from “friends 
outside the group.” This is hard to 
reconcile with Table 6 and Table 7 (p 31). 
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 Table 8: Regression Results 
Variables Model 1 Model 2 Model 3
 (1) (2) (3)

Ingroup 0.706*** (0.139) 0.702*** (0.141) 0.713*** (0.142)

Own years of education 0.0330* (0.0186) 0.0346* (0.0191) 

Years of education of husband  -0.00685 (0.0172) -0.00727 (0.0175) 

Own annual income  1.03e-06 (2.09e-06) 1.41e-06 (2.25e-06) 4.92e-08 (2.57e-06)

Husband annual income 1.38e-06 (1.12e-06) 1.34e-06 (1.12e-06) 8.66e-07 (1.11e-06)

Muslim   0.204 (0.173) 0.221 (0.175)

Scheduled Tribe  0.0899 (0.176) 0.0857 (0.177)

Other Backward Classes  -0.242 (0.214) -0.301 (0.217)

GEN  0.153 (0.186) 0.0671 (0.191)

Do you read and write   0.156** (0.0614)

Bplcard   0.166 (0.125)

Constant -1.399*** (0.157) -1.488*** (0.169) -1.847*** (0.248)

Observations 638 636 630

Standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.

Table 6 clearly indicates that for an SHG 
group member, monetary relationship is 
much stronger with members within the 
group as compared with outsiders. This is 
true both with respect to the possibility 
of raising a medium or a large loan and 
with respect to the amount that can be 
raised. Table 7 further demonstrates that 
there is suffi cient social interaction be-
tween group members. It is, therefore, 
only natural that a typical SHG member 
will learn about Ponzi schemes primar-
ily from other group members.

It seems likely that the SHG members 
were “instructed” not to say anything 
that will implicate the group in Ponzi 
scheme-related activities. As a result, 
there was systematic misreporting by 
SHG members regarding the source from 
which they learnt about Ponzi schemes. 
But whether a group member learned 
about Ponzi schemes from other group 
members or not, the statistical association 
between investing in a Ponzi scheme 
and being in a group is strong and this is 
more clearly brought out by the regres-
sions to which we now turn. 

Regression Results

In this section, we discuss the regression 
results and show that being a member of 
SHG has a signifi cant positive impact on 
investments in Ponzi schemes. We use 

the probit regression model which is 
given by

Pr (Y = 1|X) = Φ(×ʹβ)

where Y is binary dependent variable. It 
takes value 1 if an individual has invested 
in a Ponzi scheme and 0 otherwise. We 
also have a vector of regressors X, which 
are assumed to infl uence the outcome Y. 
The primary independent variable is a 
dummy named ingroup which takes a 
value 1 if an individual is a member of SHG 
and 0 otherwise. The other independent 
variables are own years of education, 
years of education of husband, own annual 
income and husband annual income. 
The regression result of Model (1) given 
in Table 8 5 shows that the co-effi cient of 
the dummy variable ingroup is positive 
and highly signifi cant implying that 
SHG members have a signifi cantly higher 
probability of investing in Ponzi schemes. 
Years of education of husband, own annual 
income and husband annual income do 
not have any impact on probability of 
investment while own years of education 
has a signifi cantly positive impact on the 
probability of investment in Ponzi schemes. 
In Model (2), we add the dummy Muslim 
which takes value 1 if the individual is 
from the Muslim community and simi-
larly we add broad caste dummies, ST, 
OBC and GEN which takes value 1 if the 

member is from the respective commu-
nity. The results remain unchanged and 
hence show that belonging to a particular 
religion or caste does not have any im-
pact on the probability of investment. In 
Model (3), we add two more dummy 
variables. The dummy bplcard takes a 
value of 1 if the member possesses a BPL 
card and the dummy do you read and 
write takes a value 1 if the member can 
read or write in any language. However, 
we drop two variables own years of 
education and years of education of 
husband. The results remain unchanged 
and are very similar to Model (1). This 
gives us confi dence that irrespective of 
different models, the co-effi cient of the 
dummy ingroup remains positive and 
highly signifi cant.

Our regression results confi rm our 
earlier surmise that being a member of an 
SHG is closely associated with the proba-
bility of investing in Ponzi schemes. 
Theoretically, we cannot claim any cau-
sality between the two; all we can claim 
is a strong correlation. In other words, 
we cannot directly claim that being in a 
group “causes” an increase in the proba-
bility to invest in Ponzi schemes. But a 
bit of refl ection should convince us that 
indeed the group is likely to have exert-
ed some infl uence on the member to in-
vest in such bogus plans. Let us see why.

To start with, we may dispose of the 
reverse causality, namely investment in 
Ponzi schemes “causing” SHG participa-
tion, as unlikely. What is possible, how-
ever, is that a member having a trait of 
being more “social” has a higher proba-
bility of being a member of an SHG as well 
as of becoming more vulnerable to Ponzi 
schemes through her social contacts. But 
being social should also imply that she 
socialises with her group members. In-
deed, her socialisation is more with her 
own group members than with outsiders, 
as refl ected in our survey and reported 
in Tables 6 and 7. So it is very unlikely 
that she has not learned anything about 
Ponzi schemes from her closest associates 
who are her own group members. The 
fact that none of the SHG members have 
reported to have learned about Ponzi 
schemes from other group members can 
only be explained as “response directed 
from above” on which we have already 

 Table 7: Social Interaction among Group Members

Average number of group members who help in work-related matters 3.9

Average number of group members who interact outside group meetings 8.8

Average number of group members with whom gifts are exchanged 7.7

Average number of group members from whom help is expected during social occasions/
illness/emergency 6.3

Average number of group members to whom help is expected to be provided during social 
occasions/illness/emergency 6.3
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commented. In short, while we admit of 
the possibility that being more “social” can 
cause both SHG participation and Ponzi 
investment and hence can explain the sig-
nifi cance of the ingroup dummy in our 
regressions, it is also highly likely that 
being in a group has enhanced social in-
teractions and therefore the vulnerability 
of becoming exposed to a Ponzi scheme.

One result reported in Table 8 seems 
counter-intuitive though. In both Models 
(1) and (2), investment in a Ponzi scheme 
is positively and signifi cantly associated 
with years of own education. While one 
would have expected that education is 
likely to caution the investor against risky 
and spurious investments, one could 
think of several possible reasons why it 
may not be so. First, more education may 
bestow a kind of leadership and promi-
nence on the person which would also 
make her a target of Ponzi scheme 
agents, for if the leader invests in the 
scheme, others are more likely to follow. 
Second, an educated person may have 
higher aspirations which may induce 
her to go for risky investments. These 
are, of course, mere conjectures and are 
not substantiated by any evidence.

Concluding Remarks

In this paper we have tried to identify, 
through a primary survey, the factors that 
are responsible for the spread of Ponzi 
schemes among rural households. Our 

primary survey was conducted in two 
districts of West Bengal. Our survey sug-
gests that at one level, fi nancial illiteracy 
in general and ignorance about the risks 
associated with Ponzi schemes in parti-
cular are primarily responsible for the 
spread of Ponzi schemes. But at another 
level, even pervasive fi nancial illiteracy 
cannot guarantee the smooth working 
of Ponzi schemes unless there is a social 
network through which misinformation 
about the schemes can be transmitted. In 
our survey we found out that SHGs are like-
ly to have provided such a network, so 
much so that SHG members had a signifi -
cantly higher tendency to invest in Ponzi 
schemes compared with non-members. 

There is a strong policy implication of 
our research. Our survey suggests that 
SHGs build up very strong social net-
works of mutual trust and friendship. 
We suggest that these social networks 
can be used to spread fi nancial literacy. 
The rural banks or the local govern-
ments which set up these groups can 
take up the task. The ultimate initiative, 
of course, will have to come from the 
central and state governments. 

Notes

1  The expression “chit funds” is not quite appro-
priate to describe Ponzi schemes. While Ponzi 
schemes are essentially illegal, chit funds are 
perfectly legal instruments, regulated by the 
Chit Fund Act 1982 of the central government 
as well as other state laws. They enable savings 
and credit facilities within a group. 

2  Though our study pertains to West Bengal, Ponzi 
schemes are by no means confi ned to this state 
alone. This should be clear from our preceding 
discussion and a statement made in 2016 by CBI 
director Anil Sinha which said that the agency 
was investigating cases spread over 26 states. 
Two of the biggest scandals, Saradha and Rose 
Valley were in West Bengal and that had prob-
ably put the state into some kind of a spotlight. 
See http://www.openthemagazine.com/arti-
cle/openomics-2018/ponzi-schemes-the-fraud. 

3  Such reports appeared in the Telegraph on 1 May, 
4 May and 5 May of 2013 and in the Kolkata edi-
tion of the Times of India on 20 April, 21 April, 
24 April, 1 May, 7 May, 8 May, 14 May and 
17 May of 2013.

4  A concise description of the bill may be found 
in a newspaper report appearing in the Hindu, 
8 June 2018.

5  The number of observations in Table 8 is less 
than the total number of people interviewed. 
This is due to missing data on some variables 
for some respondents.
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