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Abstract 

This paper explores the roles, opportunities and challenges of the self help group (SHG) 

approach to local economic development. As this SHG approach to local development is a 

new venture in the country, the study draws on case study research of 16 randomly selected 

SHGs in Jimma town. The study has further contacted purposefully selected government 

institutions, micro finance institution, implementing non-governmental organizations (NGO) 

and individual members from the selected SHGs. 

The findings demonstrate that the SHG approach to local economic development has 

contributed to improvements in the living condition of the target population, mainly through 

employment creation, awareness raising, and linking with other LED actors. The SHG 

approach introduced regular saving, regular meeting and discussion, bookkeeping, internal 

lending, mutual support systems and links the SHG/CLA to development partners in the area. 

The approach encompasses the social, economic and political empowerment process by 

organizing the local people into their own institutions. The inclusion of health, child rights, 

women participation and education into its economic development agenda makes it important 

in the process of poverty reduction and local development. 

It is a pro-poor approach because it exclusively focuses on the organization and capacity 

building of the marginalized women. As a result, destitute and marginalized women, who 

were not able to employ in any formal private andlor public enterprises have opened their 

own and their family businesses. 

The approach also installs democratic leadership style, equal participation and equal 

opportunity to all of the members. The approach can also be applied to other community 

groups at a lager scale for greater impact. Hence, NGOs and local governments can adapt the 

approach for its positive contribution to local development and empowerment of the destitute. 
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CHAPTER ONE: Introduction 

1.1. Background of the Study 

The term local economic development is becoming very common in many works. This is 

realized through partnership formation among local actors. In recent decades, governments 

invite the private sector to be involved in locality development. The partnership between 

government (at federal, regional and local level) and the private sector have become the 

cornerstones of local development. Government support to private sector is necessary to 

initiate new ones and complete the on going development activities in any locality. The 

support must include such tangible incentives from government side as access to soft loans, 

subsidies, infrastructure availability and tax holidays (Blakely and Bradshaw, 2002). 

The general goals of local economic development programs are threefold [ibid]: 

• Building quality jobs for the current population that takes into account the different 

skills the local people possess 

• Achieving local economic stability through building the competitive capacity of the 

local area by up dating the local people to use global technologies and compete in the 

local and global markets and 

• Building diverse economic and employment base through persistent job creation in 

the area 

Nevertheless, most literatures in the field have argued that the leading objective of local 

economic development (LED) is to bring employment benefits through creation of new jobs 

for local residents. This is always positive because residents prefer being employed at a 

market wage to being unemployed (Loveridge, 2007, Bartik, 2003, Blakely and Bradshaw, 

2002). 
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The World Bank (2004) in its local development discussion paper elaborated that community 

based local developments are preferred to what the govermnents of developing nations used 

to follow conventionally for their sustainability, reaching the worthy targets and bringing 

rapid impacts. As a result, preference is made either to decentralized sectoral, local 

govermnent or direct community support approaches to enhance local development. 

Blakely and Bradshaw (2002) have further identified four strategic approaches to realize local 

economic development goals. These options focus on infrastructural development, business 

development, human resource development and community based employment development. 

Communities and their organizations, according to Helmsing (200 I), have three important 

roles in local economic development. That is, people in the area act as consumers, micro 

entrepreneurs and workers. In fact, they can act as individuals or organized groups. 

By referring to practical examples, such as the initiatives of the Guraghe Road Construction 

Association since the 1960s, GTZ-OSHP (2002) indicated community based organizations in 

Ethiopia have long history, perhaps with out evidence as to when they started their work. 

These organizations are different type and have various features. Some of these institutions 

are NGOs, parents' associations, Equb, Jdirs, professional associations, saving and credit 

groups and self help groups. These institutions have their roles to play, among which 

provision of social services; education and promotion of local development are the major 

ones. SHGs are gatherings of volunteer members who are identified by PRA methods. 

From the above discussions, it is possible to take sustainability, effectiveness and equitability 

as the major achievement indicators of community based local economic development 

approaches. Perhaps, it is also possible to take these points as the governing features of 

community based LED. 

The SHG has ideally 15 to 20 members. Structurally, 15 t020 individuals form a SHG, while 

to to 12 SHGs form their Cluster Level Association (CLA) and about 200 to 300 SHGs form 

Federation (Gariyali and Vettivel, 2005). 

These self help groups are contributing their share to the development of their areas by 

themselves or in partnership with governmental and non-governmental organisations or by 

themselves. They can evolve as vibrant voluntary institutions that base and serve the specific 

locality (GTZ-OSHP, 2002). 
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1.2. Statement of the problem 

Among the various actors of LED is SHG as it is a community based institution of that 

specific community. In order to grow into vibrant community institution and thereby 

contribute to local development, the SHG must be recognized by and establish partnership 

with the local government, policy makers, NGOs, other community based organizations, the 

private sector and the community as one of the LED actors . 

The number and forms of community based institutions is large in Ethiopia and their social 

and economic contribution is huge. However, there is a problem of taking the various 

community based institutions as key local development partners and this has limited their 

roles and contributions in development. Particularly, the legal frame work of voluntary 

associations in Ethiopia is lacking/or ambiguously articulated. Furthermore, development 

strategies have failed to incorporate them and have received little attention by the policy 

makers (GTZ-OSHP, 2002). 

Given the number of existing community based institutions that would contribute to local 

economic development, as stated above, however, there is a new style of forming community 

institutions that are believed to empower the local marginalized people to ensure sustained 

local economic development. Two Ethiopian local NGOs [JeCCDO and EKHC] have 

adopted the SHG approach from India in 2002 in partnership with KNH. The approach was 

started in Debre Birhan and Nazareth towns. Currently, there are 15 NGOs that implement 

the SHG approach in both urban and rural areas. Currently, the total number of SHGs in the 

country has reached 1700 and the number of SHG members exceeds 25,000. There are 

positive claims about the SHG approach such as addressing the marginalized, creating 

employment 0ppOltunity, improving the living condition of the destitute community groups 

and supporting the poor to participate in the process of local economic development. 

Despite the emergence of the SHG approach and the positive claims in development, the 

approach is faced with a number of problems that are wOlth investigating. 

First, the approach is a new for the country and it is not adequately known by local 

governments, the grassroots community, policy makers, the private sector and most other 

NGOs. Because of this limited information on the nature and development role of the 

approach, the local community, field workers and some times local governments face 

difficulties in understanding and accepting the approach in the development of the nation. 
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