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Inter-firm Linkages and SMEs’ Development
in Sub-Saharan Africa: Empirical Evidence
from the Construction Industry in Burkina Faso
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The importance of micro, small, and medium enterprises (SMEs) in developing
countries to the processes of economic and social development has been theoretically
and empirically acknowledged by numerous academics and policy-makers. However,
in countries like Burkina Faso, one of the world’s least developed countries, most of
indigenous enterprises are still struggling without sufficient support from formal
institutions. As a result, entrepreneurs use their own networks to substitute for
formal business supporting institutions. In order to find the key to reducing such
hindrances, in recent years the “collective efficiency” of inter-firm linkages or
co-operations has become a considerable tool and drawing increasing attention.
Following this tendency, several countries in Sub-Saharan Africa have implemented
inter-firm linkages-emphasized projects, as elsewhere in the world. However, the
results show that the collective efficiency tends to not present in Africa due to the
small size of markets, over-supply of labor, weak institutions, and the absence of
very efficient large-scale enterprises.

Although there is persuasive evidence that inter-firm linkages or cooperation can
raise economic efficiency and competitiveness in certain countries, it is hard to sort
out the appropriate and effective interventions that help to increase such cooperation.
Especially in Africa, the dynamism of inter-firm linkages seems strongly varied
according to culture, economic and policy factors, and it is not well understood in its
mechanism and nature.

Therefore, this study attempts to uncover several questions on the role of inter-firm
linkages in the process of SMEs’ development in Sub-Saharan Africa. The study was



inspired by the lack of comprehensive studies on inter-firm linkages embedded in the
construction industry in Burkina Faso. This study is examined based primarily on the
results of firm-level interview and questionnaire survey, with reference to the
“embeddedness approach” and the “sub-sector approach”.

The main questions and findings are as follows:

1) What are possible internal and external constraints impeding the effectiveness
of inter-firm linkages and SMEs’ growth in the construction industry in Burkina
Faso?

There are certain internal and external constraints confronting SMEs’ growth in the
construction industry of Burkina Faso. Burkina Faso’s economic performance has
been heavily disadvantaged by the external factors such as what happens beyond its
borders or how weather goes because the country lives mostly off agricultural
exports, mainly cotton and cereals, and receives substantial foreign aid. In particular,
economic and political difficulties of an important trading partner like Céte d’Ivoire
have serious spillover effects on the region. In fact, the problem disrupted the flow
of exports and imports and it leads to an increase in prices and inflation. In addition,
the decline of private transfers, especially worker’s remittances from Cote d’Ivoire,
has affected the balance of payments of neighboring countries negatively. Such
external constraints directly induce internal constraints on individual actors such as
enterprises. However, results show that the majority of obstacles come from the
unfriendly business environment created by GOBF such as legal and regulatory
frameworks and administrative procedures or barriers to private investment.

2) What are the characteristics and mechanisms of contractual inter-firm
linkages (subcontracting or contracting) in Burkina Fasoe’s construction
industry? '

The findings uncovered the nature and mechanism of contractual inter-firm linkages
through subcontracting. The results tell us that subcontracting relationships are
wide-spread among overall different-sized enterprises with a low frequency of
transactions. Additionally, these linkages are vertically disintegrated and
horizontally specialized with only slight flexibility. This vertical disintegration of
the construction sector may have been caused by the liquidation of two large
state-owned construction enterprises. It could have been more vertically integrated if
theses two companies still existed. Regarding horizontal specialization, most of
enterprises have to deal with problems of fluctuations in output. This situation gives
rise to the “flexible specialization” in horizontal linkages of both ICE and FCE to a
certain extent. This is one of the survival strategies in a country like Burkina Faso

where there is no sufficient business supporting system. In Burkina Faso, the



construction industry is populated by large numbers of small firms and its related
construction works tend to be carried out in batches. Normally, fostering
subcontracting arrangements, between SMEs and LEs is conducive to the success of
SMEs’ development. However, these benefits have not triggered the growth of SMEs
yet in Burkina Faso. Rather, it has promoted a mutual support mechanism and created
strong horizontal cooperation especially among smaller-sized enterprises.

3) What are the characteristics and mechanisms of non-contractual inter-firm
linkages (social networks) in the Burkina Fase’s construction industry?

The results clarified several features and mechanism of non-contractual linkages
including two different kinds of social networks (SNEs) embedded in the
construction industry of Burkina Faso. Both ICE and FCE had diversified and
wide-spread business-oriented networks (BONs), but its strength is limited.
However, this type of network developed strong cooperation among SMEs for
lending or borrowing construction-related requisites and substituted for formal
business service institutions. On the other hand, community-oriented networks
(CONs) were deeply intertwined with BONs, and their social and business problems
became a burden on capable construction entrepreneurs. Therefore, SNEs have both
costs and benefits to actors in the construction sector in Burkina Faso. Through its
informal institutions, SNEs somehow facilitate business transactions and foster
networking. At the same time, SMEs encourage relatives and friends to become
dependent on entrepreneurs and limit their chance of succeeding. They become, if
not parasites, at least a burden that entrepreneurs have to cope with. These extra
expenses may be compared with the legally imposed social expenditures that modern
corporations in Japan and Western countries have to carry.

4) How non-contractual inter-firm linkages affect contractual inter-firm
linkages?

According to the findings of questionnaire on contractual and non-contractual
linkages, there is no correlation between subcontracting and SNEs. However, there is
evidence that through its informal institutions, SNEs somehow facilitate business
transactions and foster networking. In fact, due to an absence of formal business
supporting institutions, enterprises have to complement their situation by using
SNEs. Needless to say, subcontracting linkages with large enterprises generally
enables SMEs to alleviate certain constraints stemming from their limited internal
resources, and to improve their capacities and production efficiency (Hayashi 2005).
However, as effective large enterprises are missing in the Burkina Faso’s

construction industry, this kind of subcontracting mechanism is not the case. Most



SMEs would rather use their SNEs than subcontracting linkages to alleviate certain
constraints. This is the reason why contractual transactions are feasible without
business supporting services and it is how local ‘enterprises facilitate their
contractual governance.

5) Can these two types of linkages enhance the construction-related SMEs’
growth in the Burkina Faso?
There is a possibility. However, at the present, the author believe that inter-firm

linkages would somehow help overcome the obstacles facing African indigenous

SMEs to a certain extent, but not yet help their growth dramatically. In light of the
obstacles in the construction industry in ‘Burkina Faso, as SNEs function as
entrepreneur’s social security, health insurance, financial service, business referral
system, and business supporting service (as in other Sub-Saharan countries), it is
hardly possible to achieve smooth subcontracting transactions without dealing with
such SNEs. The lower the poverty line goes, the stronger the role of SNEs among
SMEs becomes. Construction entrepreneurs in Burkina Faso can just use such
functions as a temporary measurement in order to complete their present project, but

not for future projects.

6) What possible interventions can have the greatest impact on inter-firm
linkages and SMEs’ development?

1. Rearrangement and accumulation of both macro- and micro-data on the
construction industry in Burkina Faso

2. Reexamination and improvement of tender processes and the clauses of contract
3. Reexamination of SMEs-related regulations and policies

4. Reinforcement of existing voluntary business or professional associations
5.Coordination of both governmental and non-governmental business service
institutions

6.Enhancement of accessibility to financial service institutions including
micro-finance institutions

7. Enhancement of accessibility to training and acquisition of technical certification
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