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Background: The role of strategy formulation in enhancing the performance of small and
medium enterprises (SMEs) has attracted much attention amongst researchers worldwide.
However, little research has been conducted on the strategy formulation practices of SMEs and
their implications for the perceived financial performance of these firms, especially in the
developing world.

Aim: This study was aimed at establishing the impact of strategy formulation on the perceived
financial performance of SMEs in Zimbabwe.

Setting: Primary research was conducted in Harare, the capital city of Zimbabwe.

Methods: The study took a case study design in which the researcher collected data from
manufacturing SMEs in Harare, Zimbabwe. Stratified random sampling was employed to
draw 368 questionnaire respondents from the five manufacturing classes that emerged from
the population. Data were analysed using both descriptive and inferential statistics.

Results: The study established that strategy formulation is somewhat prevalent amongst SMEs
in Zimbabwe. The five strategy formulation activities as put forward by the theory are found
in Zimbabwean SMEs. The results revealed that strategy formulation significantly influences
both short-term and long-term perceived financial performance of SMEs in Zimbabwe.

Conclusion: The study has implications at a practical and managerial level. Whilst supporting
SMEs is commendable, governments should prioritise the provision of management and
entrepreneurial training for SMEs to foster the adoption of strategy formulation. This study
suggests that SMEs should make strategy formulation a priority, a key ingredient to the success
of their enterprises. It is necessary to inculcate the necessary culture, which supports effective
strategy formulation. The study proposes suggestions for future research.

Keywords: strategy formulation; strategy formulation process; financial performance; SMEs;
Zimbabwe.

Introduction

The role of strategy formulation in enhancing the performance of small and medium enterprises
(SMEs) has attracted much attention amongst researchers worldwide (Majama & Magang
2017:75; Monday et al. 2016). The terms ‘strategy formulation’, ‘strategic planning’, ‘strategy
making’ and ‘strategy development’ can be used interchangeably to mean the same thing
(Musandiwa 2014:95). According to Sandada (2015:59), there is a ‘strong argument from the
literature that SMEs need to engage in strategic planning if they are to maintain their position as
key economic players’. Strategy formulation is important in strategically positioning firms in
changing circumstances (Melo et al. 2018:45). Mattheeusen and Spontak (2018) have further
argued that the dynamic nature of the African business environment forces businesses of all sizes
to develop and adopt strategic responses to these changes. Strategic formulation is thus an
indispensable management tool that cushions SMEs from the volatile operating environment
(Ralph et al. 2020). Considering the growing importance of SMEs in Zimbabwe’s socio-economic
structure, they need to understand the value of strategy formulation in the success of their
business (Sandada & Chikwama 2016).

Although SMEs are responsible for addressing sustainable development in Zimbabwe (Tinarwo
2016:148), these enterprises are faced with many challenges that negatively affect their performance
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and ultimately their growth (Mabenge, Ngorora-Madzimure &
Makanyeza 2020:2). Findings have shown that most SMEs in
Zimbabwe close down within the first 5 years of their
operation (Sibanda, Hove-Sibanda & Shava 2018:555) and a
smaller percentage face extermination between the 6th and
10th years (Sandada & Chikwama 2016:95), whilst only 5% —
10% thrive to maturity (Acquaah & Agyapong 2015:2;
Nyamwanza 2015:125).

Given this background, the need for strategy formulation
continues to be on the increase, considering that these small
business entities are increasingly threatened by low profit
margins and are also plagued with high failure rates
(Sandada & Chikwama 2016:95). Existing findings attribute
their high failure rate in Zimbabwe to poor management
(Sibanda et al. 2018). Existing literature reveals that lack of
strategy formulation amongst SMEs may thwart them from
achieving their performance targets and ultimately the
potential for survival (Donkor, Donkor & Kwarteng 2018;
Melo et al. 2018:45).

Little research has been conducted on the strategy formulation
practices of SMEs and their implications for the perceived
financial performance of these firms, especially in the
developing world (Majama & Magang 2017:75). For example,
Abosede, Obasan and Alese (2016:331) in Nigeria conducted
a literature search to examine the strategic management
practices of SMEs and established that academics are yet to
agree on the influence of strategic planning on firm
performance. In Botswana, Majama and Magang (2017:75)
concluded that strategic planning significantly influences
firm performance. In Malaysia, Kee-Luen, Hiam-Yong and
Seng-Fook (2013:437) observed that manufacturing SMEs
who have some form of strategic planning are more likely to
perform better in terms of the four perspectives of the
balanced scorecard (BSC).

Donkor et al. (2018) explored the influence of strategy
formulation on firm performance of SMEs in Ghana and
concluded that strategy formulation significantly enhances
performance, whilst in Nigeria, Nwachukwu, Chladkova
and Fadeyi (2017) established that the strategy formulation—
performance relationship is moderated by many
environmental factors.

The majority of studies examining strategy formulation—firm
performance in Africa have been conducted with samples of
firms in Nigeria (Abosede et al. 2016, Nwachukwu et al.
2017), Ghana (Auka & Langat 2016; Donkor et al. 2018) and
South Africa (Dubihlela & Sandada 2014; Gomera,
Chinyamurindi & Mishi 2018). In Zimbabwe, Nyamwanza
(2015) conducted a study to explore the strategy
implementation for survival and growth amongst SMEs,
whilst Sandada and Chikwama (2016) explored the driving
forces for the practice of strategic planning in SMEs in Harare.
However, none of these studies dared to investigate the
nature of strategy formulation amongst SMEs and the effect
thereof on their financial performance in Zimbabwe.
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Galbreath et al. (2020) observed that generalising results from
other contexts could be misleading because countries have
different cultures and idiosyncrasies and firms respond
differently to different contexts. In this regard, Shu et al.
(2019) called for scholars to research different and new
contexts. The article thus takes a Zimbabwean perspective.
Zimbabwe is a sub-Saharan African country that has
experienced political and economic instability since 2000.
The economic turbulence, partly blamed on the land reforms,
poor political relations with the West, policy inconsistency
and corruption has led some large corporates to either
downsize or relocate their facilities (Chinakidzwa & Phiri
2020; Mugozhi & Hlabiso 2017). This departure of large
corporates has created huge opportunities for SMEs in the
manufacturing sector (Chinakidzwa & Phiri 2020). In order
to enhance their performance, strategy formulation could
play an important role. This, therefore, calls for the need to
explore the relationship between strategy formulation and
financial performance in a turbulent environment. This
article provides empirical evidence from a Zimbabwean
context. Moreover, within the Zimbabwean SME context, the
article extends previous research on strategy formulation
practices. We believe our study to be the first to explore the
strategy-making process of SMEs in Zimbabwe and its
influence on their financial performance. Hence, this article is
a distinctive contribution to the body of knowledge.

This study’s aim was to examine the impact of strategy
formulation on SME financial performance in Harare,
Zimbabwe, with the specific objectives of examining the
practice of strategy formulationin Zimbabwean manufacturing
SMEs and the establishment of the relationship between
strategy formulation and the perceived financial performance
of SMEs in this context. The remainder of the article is
structured as follows: The next section presents the review of
literature, followed by the research methodology, findings of
the study and conclusion. Finally, the article presents the
study’s limitations and directions for future research in the
last section.

Literature review
Strategy formulation

Strategy consists of the combination of competitive moves
and business approaches that managers employ to please
customers, compete successfully, conduct operations and
achieve organisational objectives (David & David 2016).
Monday et al. (2016:138) viewed strategy development as
managers’ response to the opportunities and constraints
presented by their marketing environment. Lynch (2015:20)
defined strategy formulation as ‘a process of finding a match
between organisational capabilities and opportunities that
are present within the competitive environment’, whilst Auka
and Langat (2016:2) defined it as ‘the process of selecting the
most appropriate course of action for the attainment of
organisational goals and objectives and, thus, facilitating the
realisation of both long-term and short-term objectives’. The
given definitions emphasise that strategy formulation accords
with the organisation’s environment, resources and strategic
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objectives. Musandiwa (2014:112) stressed the need for SME
owner-managers to determine how the whole process of
strategy formulation should be conducted to ensure that they
develop sound and credible strategies.

The literature on strategic management has a range of
strategy formulation models (Musandiwa 2014:115). In his
early work, Mintzberg (1994) identified three main ways in
which strategies are developed: the planning model, the
entrepreneurial model and the learning by experience model.
He describes the planning model as a fully controlled thought
out process for strategy making. Mintzberg’s view is shared
by many leading scholars such as Wheelen et al. (2014),
Thompson et al. (2016), David and David (2016) and Hill and
Jones (2013). These scholars agree that strategy making is a
linear process through many steps (Pitt & Koufopoulos
2012:15); hence, the first distinguishing factor in the strategy-
making process is formalisation (Musandiwa 2014). The
second strategy-making model is the entrepreneurial model.

According to Feurer and Chaharbaghi (1997:13), this model
yields both personal and informal plans.

Musandiwa (2014:96) claimed that the entrepreneurial model
is mostly found in organisations where an owner or
entrepreneur owns and controls the business. Thus, it is
found in entrepreneurial businesses (Mintzberg, Ahlstrand &
Lampel 2009:146). The outcome of this model is
entrepreneurial strategies that are imposed through the
owner-managers’ personal control. The third model is the
learning by experience model, in which, according to
Mintzberg et al. (2009:147), strategies develop from
adjustments and dynamics within the business environment.
With the learning by experience model, strategy formulation
and implementation take place at the same time (David 2015).
This is in contrast to the planning model, where a strategy is
formulated and the execution takes place at a later stage.

Musandiwa (2014:115) posited that no one strategy
formulation model is superior to any others. Cokins (2017)
emphasised that what is important is that strategy
development must be grounded on thorough situational
analysis. Mindful of these planning models, Papulova and
Papula (2014:114) claimed that strategy formulation can
either be deliberate or emergent. Researchers who advocate
for the planning process argued that strategy formulation
must be seen as an analytical and systematic process (David
2015:45). Systematic strategy formulation makes it more
likely that breakthrough business strategies are developed.
Similarly, De Wit and Meyer (2014:121) believed that strategy
development should be a conscious step-by-step process.
The following section examines the strategy formulation
process in detail.

Strategy formulation process

Musandiwa (2014:100) claimed that strategies are
intentionally created in the same way as a bridge is designed
by a team of engineers. In the same spirit, Burugo and Owour
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(2017:925) viewed strategy development as ‘a rational,
analytical and deliberate process in which goals are stated;
in-depth analysis is conducted; the planner, analyst and
executives develop a formal and comprehensive strategy’.
Hence, this is a process that, when executed effectively,
produces a breakthrough strategy enabling SMEs to fulfill
their objectives (David 2015:74). The following section
examines the steps followed in the formulation of business
strategies in greater detail.

Development of the strategy purpose

The first step in strategy formulation is to develop the
strategic purpose that is the mission and vision of the
organisation (Verreynne, Meyer & Liesch 2014:6). The mission
statement provides the background onto which the strategy
is crafted (David & David 2016:344); it gives the unique
purpose of an organisation, that is, its business (David
2015:40) and distinguishes one business organisation from
another (Adeyemi, Isaac & Olufemi 2017:114). The vision
statement establishes what the organisation wants to become
in the future (David 2015:75). Thus, the two can be combined
to produce a strategic mission statement (Gates 2013).

Establishing strategic objectives

Auka and Langat (2016) observed that setting objectives is a
key component in the strategy formulation process. Adeyemi
etal. (2017:110) defined strategic objectives as the performance
targets needed to accomplish the organisation’s key purpose.
Strategic objectives are needed to assess the success of
organisations (Jones & Hill 2010:16). Thus, they provide
direction on how the organisation fulfills its strategic purpose
as specified in the mission statement (Dess, Lumpkin &
Eisner 2010:29). However, Verreynne et al. (2014:6)
emphasised that the strategic objectives need to be consistent
with the mission statement.

Environmental scanning

The survival of an organisation is conditioned by its
environment (Aldehayyat 2015:469). Thus, organisations,
both small and large, need to monitor their environment to
adapt and respond (David 2013:40).

Successful alignment of marketing strategies with
environmental conditions is dependent on effective
environmental scanning. According to David (2015:72), a
firm’s environment consists of three facets: the internal
environment, the industry environment and the macro (mega)
environment. Changes in each facet present a challenge to
organisations to remain relevant (Wheelan & Hunger 2014:37).
Ultimately, environmental scanning becomes a necessity for
effective strategy formulation (Aldehayyat 2015:469).

Integration of environmental data

The analysis of the business environment helps to identify its
internal strengths and weaknesses and its external threats
and opportunities (Melo et al. 2018:45). According to Du Toit
(2016:18), a successful strategy formulation requires firms to
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integrate both internal and external data from their
environment. Thus, one strategic tool that can be used by
managers to assist in generating practical and reliable
strategies is the strengths, weaknesses, opportunities and
threats (SWOT) framework (Analoui & Karami 2013:129;
David & David 2016). The acronym SWOT stands for
strengths, weaknesses, opportunities and threats (Thompson
et al. 2016). The framework is based on the recognition that
effective strategies enable firms to mitigate the adverse
impacts of threats and weaknesses (Hadighi et al. 2013:38)
and also to capitalise on their opportunities and strengths
(Carlsern & Andersson 2011:86). Hay and Castilla (2006:2)
cited in Musandiwa (2014:123) posed the following questions
that managers should answer in strategy formulation: how
can businesses use the strengths they have? How can
businesses stop their weaknesses? How can businesses
exploit each of their opportunities? How can businesses
defend themselves against threats? Thus, Helms et al. (2011)
claimed that the ability of firms to develop SWOT analysis
will allow them to develop well-informed business strategies.

Strategy analysis and choice

Singh (2009:265) observed that the ‘analysis and choice stage
of the strategy formulation process involves the development
of various strategies leading to the selection of the best strategy
to pursue’. This stage is essentially a decision-making process
involving three main steps: firstly, identifying alternative
strategies; secondly, evaluating the alternatives; and, thirdly,
selecting the most appropriate strategic option. Thus, during
this last stage firms ought to examine their own internal or
corporate characteristics and capabilities and identify the
most important features of the external environment within
which they must operate (Sami 2016:53). Similarly, David
(2015:231) asserted that the selection of the ultimate strategy is
a negotiated outcome between the organisation’s resources,
competencies and the opportunities from the external
environment.

This section has provided the strategy formulation process
informed by strategic management theory (Carlsern &
Andersson 2011; David 2013; David 2015; Hill & Jones 2013;
Lynch 2015; Mintzberg et al. 2009). The strategy formulation
steps, as identified in the literature, are not isolated but are
interdependent (Mintzberg et al. 2009). Researchers are yet
to agree on the strategy formulation processes of SMEs
(Musandiwa 2014; Nwachukwu et al. 2017). Some argue
that the process does not reveal exhaustive strategic
analysis (Nyamwanza 2015; Sami 2016). This is subject to
research in this study.

Financial performance

According toPucci, Nosiand Zanni (2017:12), the measurement
of SME’s financial performance is, unquestionably, one of the
critical aspects of management and entrepreneurship research.
Ordinarily, SMEs prefer financial indicators in assessing their
performance (Ahmad 2014; Pucci et al. 2017). Pucci et al.
(2017:13) posited that finance is the corporate heart of any
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business. This means that decisions should be made according
to their financial return. Furthermore, users of financial
indicators argue that organisational finances are a valuable
pool of resources for future growth that assist firms to pursue
their growth strategy (Salloum et al. 2016:24). According to
Chong (2008:7), cash generation and profitability are
significant aspects in SMEs’ capacity to attain their long-term
non-financial goals such as innovativeness, reputation and
quality, and hence the use of financial measures in this study.
Furthermore, financial performance indicators are regarded
as objective and easily interpretable for comparative analysis
(Raymond et al. 2013:470).

This study used the financial performance indicators of sales
revenue, profit, cash flows, earnings before interest and tax,
return on capital employed and return on total assets. Despite
their continued use in strategic management research,
Raymond et al. (2013) posited that they are not readily
available in the public domain and most SMEs do not have
the data (Salloum et al. 2016:25). However, in this study, the
researchers adopted a subjective approach in assessing firm
financial performance following the recommendations of
Harif, Hoe and Ahmad (2013) and Mageto, Prinsloo and
Luke (2018), that in the absence of objective financial data,
researchers may use relative and perceived measures of
financial performance. Thus, in this study, the participants
were asked to indicate their financial performance trend for
the past 3 years on the seven-point Lickert scale.

Review of empirical studies

Melo et al. (2018) recommended that businesses of all sizes
engage in strategic planning practices in order to survive
volatile environments. The empirical evidence on the practice
of strategy formulation, as well as its impact on performance
in SMEs, is inconclusive. This section offers a discussion of
the findings from previous studies on strategy formulation
amongst SMEs. The finding of Abosede et al. (2016) is that
not all SMEs formally plan, but of those that plan formally,
the majority tend to do so inconsistently and infrequently.

Pratiwi et al. (2017:8650) investigated the strategic planning
of SMEs in Malaysia and concluded that in instances where
strategic planning is adopted, it is often unstructured and
irrational. Omsa, Ridwan and Jayadi (2017:77) observed that
often the strategy process is based on unreliable and
insufficient information, usually gathered through informal
means. David and David (2016) concurred and add that
when entrepreneurs employ strategic thinking, these
activities are rarely rational and logical because of insufficient
resources and lack of expertise.

However, Cheng, Kadir and Bohari (2014) found conflicting
results. They examined the relevance of the deliberate
strategic planning to SMEs and whether the Wheelen and
Hunger (2014) strategic planning model for SMEs could be
applied in the Asian context. The results of the study revealed
that the majority of SMEs in Asia have strategic planning
processes that resemble the Wheelen and Hunger (2014)
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model. Thus, they concluded that Asian SMEs prefer
developing rational strategy formulation. In another study in
the United States of America, Wang et al. (2015) conducted a
quantitative study to interrogate the barriers to planning in
SMEs and observed that ownership motivations are key to
understanding strategic planning practices of SMEs.

The study revealed that higher levels of strategic planning
are found in SMEs with owner-managers who are growth
orientated and lower levels existed in those SMEs with
owner-managers who pursue personal agendas.

In Sweden, Tell (2010) conducted a study aimed at generating
a better understanding of the strategic planning behaviour of
top managers in small, fast-growing manufacturing firms.
Empirical data were collected by both the survey approach
and structured observations. The findings indicated that
SME managers in fast-growing firms are engaged in many
different activities, ranging from operational (production,
marketing and sales) to administrative (firm personnel and
financial issues). Thus, these managers spend very little time
on strategic planning. Tell (2010) claimed that this could
explain why growth in some firms may decline or cease.

Strategy formulation is considered a fundamental strategic
management aspect that enhances firm performance,
especially in the unstable and dynamic business world
(Auka & Langat 2016; Melo et al. 2018).

Earlier research work (Abosede et al. 2016; Burugo & Owour
2017; Donkor et al. 2018; Pucci et al. 2017, Sandada &
Chikwama 2016) showed that successful SMEs appreciate the
role of strategy formulation and make greater use of the
strategy formulation tools such as SWOT analysis. Mattheeusen
and Spontak (2018) investigated the effect of strategy
formulation on SMEs’ financial performance, establishing that
it had a significantly positive influence on firm performance.

In the emerging economies, Kee-Luen et al. (2013) concluded
that SMEs practising strategic planning are more likely to
perform better on the four perspectives of the BSC, namely,
learning and innovation, financial, customer and internal
business process perspectives. Similarly, Pashaa and Poisterb
(2017) confirmed the overall positive effect of strategy
formulation on SMEs’ long-term and short-term financial
performance. In another study, Siddique (2015:22) concluded
that strategy formulation significantly impacts overall SME
performance.

In Africa, Nigeria in particular, Nwachukwu et al. (2017)
confirmed that strategy formulation significantly increased
SME competitiveness and performance. In South Africa,
Gomera et al. (2018:45) investigated the relationship between
strategy formulation and financial performance of South
African SMEs in the Buffalo City Metropolitan and found out
that strategy formulation and financial performance were
positively and strongly related. Donkor et al. (2018) explored
the influence of strategy formulation on firm performance of
SMEs in Ghana and concluded that strategy formulation
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significantly enhances SME performance. In Nigeria,
Nwachukwu et al. (2017) established that the strategy
formulation—performance relationship is moderated by
many environmental factors. The review of literature by
Dauda, Akingbade and Akinlabi (2010) established that some
studies reported a positive relationship whilst others showed
non-existence of a relationship. Studies conducted by
Shrader, Mulford and Blackburn (1989), Birley and Westhead
(1990) and Covin (1991) found insignificant relationship
between strategy formulation and firm performance. Fulmer
and Rue cited in Musandiwa (2014) conducted a quantitative
study in the United States of America to establish the
influence of strategy formulation on the performance of
SMEs, but their findings failed to establish any wvalid
relationship between rational long-term planning and
financial performance. The study found no differences in
sales growth, return on sales and earnings growth between
those groups who had formal planning and those who did
not plan. In the United Kingdom, Falshaw, Glaister and
Tatoglu (2006) conducted a survey to investigate the impact
of strategy formulation on firm performance. The findings of
the study indicated an absence of a relationship between
formal strategic planning and firm performance. In the same
vein, Sarason and Tegarden (2003) cited in Germanos (2012)
also investigated the influence of strategy formulation on the
performance. The study was descriptive and found weak
support for the relationship.

The review of literature is testimony that the majority of
researchers have accepted that strategy formulation enhances
firm performance, whilst a few still reject the direct and
positive relationship. The review found no document on the
strategy formulation practices of SMEs and the relationship
between strategy formulation and financial performance in
Zimbabwe. Hence, this study sought to explore the strategy
formulation practices of SMEs in Zimbabwe and their impact
on financial performance. The study hypothesises that
strategy formulation is significantly and positively associated
with SME perceived financial performance.

Research methodology
Study design

A case study design was used in this research. Data collection
was conducted in Harare, the commercial nerve centre of
Zimbabwe. The researcher adopted the case study strategy
by focusing only on manufacturing SMEs in Harare. The
overall aim of adopting a case study strategy was to obtain an
in-depth understanding of strategy formulation in SMEs and
its influence on their perceived financial performance in
Zimbabwe whilst focusing only on a single case of study (the
manufacturing SMEs). The selection of this case study was
not based on a random choice, but rather a considered
decision based on its role in the country’s economy.

Study population

Sekaran and Bougie (2016) stated that the relevant population
may be apparent from the main research question.
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TABLE 1: Sample size per strata.

Sector Proportion of total Population in Sample size
respondents (%) sector
Food products 22 2033 81
Clothing & footwear 15 1386 55
Wood & furniture 30 2773 110
Chemical & petroleum 10 924 37
Metals 23 2125 85
Totals 100 9242 368

Hence, the main research question guided the researcher to
the study’s population. All registered manufacturing SMEs
in Harare were targeted. According to the 2012 FinScope
Survey, Zimbabwe has 3.4 million SMEs (Bomani 2017). Of
these, 13% are in Harare, and 9242 (2.1%) are found in the
manufacturing sector, the target population. The study
targeted all manufacturing SMEs located in both the
residential areas and the light industrial areas of Harare.

Sampling and sample size

The target population was divided into five manufacturing
classes, five mutually exclusive groups emerging from the
population: food products, clothing and footwear, wood and
furniture, metals and chemicals.

Yamane’s 1967 formula was used to determine the study’s
sample size of 368 from a population of 9242.

The formula is most appropriate with stratified sampling
(Anyanga & Nyamita 2016; Kowo, Sabitu & Adegbite 2018).
According to Yamane, the formula for calculating a sample
size is:

N

) [Eq“”

Given the 9242 manufacturing SMEs in Harare, the required
sample size was 368, calculated as illustrated here, where:

N = Population size (9242)
e = Degree of accuracy (5%), expressed as a proportion (0.05),
is the margin of error.

N
n=—-——
1+ N(e)®
LN
¢ N?*-1
1+
N
9242

n=——_———;-
1+9242(0.05%)

Therefore, n = _ 383405
383.405
1+
( 9242 J
_ 383.405
1.041
=368 [Eqn 2]
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The final study participants were proportionally selected
from the different sectors using simple random sampling.
Table 1 shows the sample size from each stratum.

The sample size in this study is 368 — more than 30 but less
than 500. Thus, the sample size fits Roscoe’s (1975) rule of
thumb, which says that where the sample can be classified
into subgroups the sample size should be at least 30 for each
category (Sekaran & Bougie 2016:269).

Data collection and instrumentation

Data were collected through a self-administered structured
questionnaire, distributed to SMEs for a period of 3 months
between February and May 2019. The questionnaire consisted
of three sections. Section A aimed at soliciting demographic
characteristics of both the study participants and the
participating firms. Section B solicited for strategy
formulation activities. Section C covered the short-term
financial performance. Section D covered the long-term
financial performance. The items used to measure the
constructs were adapted from the literature, that is, items for
strategy formulation were borrowed from David and David
(2016), Lynch (2015), Singh (2009), Sandada (2015), Sandada
and Chikwama (2016), and Wheelen and Hunger (2014) cited
in Nwachukwu et al. (2017). Items for financial performance
were borrowed from Mageto et al. (2018), Germanos (2012),
Wang et al. (2015) and Makanyeza and Dzvuke (2015).
However, the items were modified to suit the present study.
Based on a five-point Likert scale, the respondents were
requested to indicate their level of agreement with statements
regarding strategy formulation and perceived financial
performance. The response points were as follows: 1, strongly
disagree; 2, disagree; 3, neither agree nor disagree; 4, agree;
and 5, strongly agree. The Likert scale made it easier for the
researcher to code and analyse data from the questionnaires.

Data analysis

Data gathered were cleaned and coded with the help of the
Statistical Package for the Social Sciences (SPSS) Version 23.
Data were presented in the form of easy-to-interpret tables.
Descriptive statistics such as mean and standard deviation
were used to summarise the data, whilst inferential statistics
allowed the researcher to examine the relationship between
study variables. Pearson’s product-moment correlation
coefficient was computed to determine the strength of the
relationship between strategy formulation and perceived
financial performance.

Validity and reliability

The researchers ensured validity by asking questions that were
in line with the research objectives and backed by theoretical
and empirical literature. Besides this, some questions used
were adapted from questionnaires from previous studies (see
the section ‘Data collection and instrumentation”). The principal
researcher sought expert evaluation from the supervisor during
the development of the questionnaire. In order to ensure that
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TABLE 2: Cronbach’s alpha for the strategy formulation and perceived financial
performance scale.

Section Valid cases Number Cronbach’s alpha Comment

of items coefficient
Strategy formulation 289 25 0.885 Internally
reliable
Short-term financial 289 3 0.827 Internally
performance reliable
Long-term financial 289 3 0.817 Internally
performance reliable

the questionnaire measured the impact of strategy formulation
on perceived financial performance in SMEs, the researcher
carefully planned the research methodology that consisted of
sampling, appropriate instrumentation and appropriate
statistical treatment of the data (Sekeran & Bougie 2016). In
order to ensure reliability, the questionnaire was pilot tested in
Chegutu town, located south-west of Harare. The internal
consistency of the questionnaire was then determined via
Cronbach’s coefficient alpha. Cronbach’s alphas for the
measuring instruments are shown in Table 2.

In this study, Cronbach’s alpha for each of the scales of the
variables was tested and found to range from 0.817 to 0.885,
implying that the instrument was highly reliable (Saunders,
Lewis & Thornhill 2016:480).

Ethical considerations

The principal researcher applied for an ethical clearance and
it was obtained from the University of KwaZulu-Natal's
research committee (HSS/0507/018D) and a letter of
permission was also obtained from the Ministry of Industry,
Commerce and Enterprise Development (reference number
NP/33/448). Thus, the researchers proceeded to data
collection knowing very well that the respective authorities
had consented to the study.

Throughout the research process, the researchers ensured
transparency, honesty, faithfulness and trustworthiness. As
such, the study participants were eager to participate and
ultimately return the completed questionnaires.

Presentation and discussion of
findings
Sample composition

Atotal of 368 questionnaires were distributed to respondents,
of which 304 were returned and 15 were discarded owing to
incomplete responses on different parts of the questionnaire.
A total of 289 questionnaires were finally used in the study.
Therefore, the response rate was approximately 83%. The
study results indicate that men (55%) participated more than
women (45%). Regarding age distribution, the results
revealed that the majority (58.8%) of the respondents were
aged between 32 and 53 years. Mutengezenwa (2018)
explained that these economically active people would want
to raise their standard of living through operating small
businesses, as formal employment opportunities in
Zimbabwe have shrunk. The results of the study also showed
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that 65.0% of the respondents had at least a diploma,
evidence of a high degree of literacy. Thus, the results
indicated that most of the entrepreneurs in Harare have
formal tertiary education, which assists them in managing
their ventures (Tinarwo 2016:149). These findings
complement the general literacy rate of Zimbabwe, currently
pegged at 92% (Mbengo 2016:212).

In this study, the majority (88.2%) of the sampled enterprises
had been in existence for fewer than 10 years. These results
validate Bomani’s (2017:273) study of SMEs in Harare, which
found that 90% of SMEs had fewer than 10 years experience
in business. This is an indication that SMEs in Zimbabwe are
still in their infancy (Bomani 2017:273). The results of the
study showed that 97.6% of the surveyed enterprises employ
between 5 and 20 employees, whilst none employed between
41 and 75 employees. It was also revealed that the majority of
the participating firms (68.5%) had an annual turnover of less
than $2000000. These findings are evidence that most
manufacturing enterprises are small and reflect that,
generally, SMEs cannot employ a large number of permanent
employees (Nyamwanza 2015:08).

Strategy formulation amongst SMEs

The results from the five aspects of strategy formulation are
shown in Figure 1.

Figure 1 shows that the majority of respondents (66.0%)
indicated that they are involved in setting the strategic
purpose and 64.0% have strategic objectives. Most of the
respondents (66.0%) indicated that they are involved in
environmental scanning, whilst 64.0% indicated that they
integrate data from all sources to formulate their strategies.
An equal number (60.0%) of the respondents held the opinion
that they have a systematic method of selecting their best
strategy. Thus, to a certain extent, SMEs in Zimbabwe practise
strategy formulation in their business.

The findings of this study resonate well with other studies
in the developed world. In their study of strategic process
approaches of SMEs in Australia, Wiesner and Millett
(2012) found out that 66.7% of SMEs are involved in strategy
formulation. Chen and Liu’s (2012) study concluded that
73.0% of SMEs have well-established business planning
systems. However, these results dismiss the allegation that
some SMEs do not engage themselves in strategy
formulation (Abosede et al. 2016 in Nigeria and Pratiwi
etal. 2017 in Malaysia). These findings support the claim by
Mattheeusen and Spontak (2018) that given the volatile
nature of the business environment in Africa, SMEs should
develop strategic responses to cushion themselves from the
changing circumstances. As such, environmental dynamism
drives SMEs to strategy formulation (Sandada & Chikwama
2016:96).

Of interest is that the findings do not support the claim by
Omsa et al. (2017) that SME strategy process is based on
unreliable information gathered through informal means.
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FIGURE 1: Summary of strategy formulation amongst small and medium enterprises.

TABLE 3: Overall means of five activities.

Description N Mean Standard deviation
Setting strategic purpose 289 3.674 0.895
Strategic objectives 289 3.583 0.923
Environmental scanning 289 3.656 0.896
Data integration 289 3.684 0.888
Making choices 289 3.601 0.960

TABLE 4: Strategy formulation and short-term financial performance model
summary.

Observations
289

Standard error
3.865

R R-square
0.783 0.613

Adjusted R square
0.652

The findings illustrate that the limited resources and expertise
on the part of the entrepreneur does not affect the undertaking
of important strategic management activities such as strategy
formulation. The five activities were analysed for their
overall means, as depicted in Table 3.

Table 3 shows that all the means were above the third score of
the Likert scale, providing further evidence that the SME
owner-managers either moderately or strongly agreed that
these activities are important in strategy formulation. The
dimension of data integration was highly ranked with a
mean value of 3.684, followed by setting strategic purpose
(mean = 3.674) and environmental scanning (mean = 3.656).
The least ranked factors were making strategic choices (mean
= 3.601) and strategic objectives (mean = 3.583). This
indicates that the SME owner-managers perceived data
integration as the most important dimension of strategy
formulation. The high mean values of strategic purpose,
environmental scanning, making strategic choices and
strategic objectives also imply that they had similar views
that these activities are also key elements in formulating
their business strategies. Previous studies have confirmed
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the importance of integrating both external and internal
data in successful strategy making (Musandiwa 2014).
David and David (2016) claimed that the ability of firms to
synchronise internal and external data enables them to
develop appropriate breakthrough strategies. Research also
acknowledges that during environmental scanning, SMEs
discover opportunities and threats that shape their future
performance (Ralph et al. 2020) and drive their organisation
in new directions (David 2015). Overall, the results of the
study reveal that the strategic planning processes of most
SMEs resemble the Wheelen and Hunger (2014) strategic
planning model.

Strategy formulation and financial performance

Tables 4 and 5 show the results of the statistical analysis to
determine the relationship between strategy formulation and
financial performance.

The findings of the study revealed that strategy formulation
is positively and strongly connected to both short-term and
long-term financial performance in manufacturing SMEs (r =
0.783, r = 0.817, respectively). Moreover, the study’s findings
illustrate that strategy formulation enhances long-term
financial performance much more than short-term financial
performance. The findings are consistent with some previous
investigations available in the literature (e.g. Nwachukwu
et al. 2017 in Nigeria; Gomera et al. 2018 in South Africa;
Donkor et al. 2018 in Ghana). The findings also validate the
claim by Thompson et al. (2016) that:
[TThe essence of good strategy making is to build a market
position strong enough and an organisation capable enough to
produce successful performance despite unforeseeable events,
potent competition and internal difficulties. (p. 17)
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TABLE 5: Strategy formulation and long-term financial performance model
summary.

R R-square Adjusted R-square Standard error Observations

0.817 0.667 0.649 3.804 289

TABLE 6: Strategy formulation and financial performance regression weights
model.

Model Unstandardised  Standardised T Sig. Collinearity
coefficients coefficient: B statistics
B Std. error Tolerance  VIF
Constant 5.96 0.945 5.518 0.000 1.000 1.000
Strategy 0.658 0.004 0.135 3.923 0.002 0.861 1.403
formulation

VIF, Variance Inflation Factor; Std. error, standard error; Sig., significance

This claim implies that organisations that engage in strategy
formulation can enhance their competitiveness and
consequently improve their financial performance
significantly. The findings do not support earlier findings by
Falshaw et al. (2006) in the United Kingdom, whose study’s
findings indicated the absence of a relationship between
strategic planning and firm performance.

Table 6 shows the multiple regression analysis (MRA) of the
data. The results of the MRA show that there is a statistically
significant and positive relationship between strategy
formulation and perceived financial performance of
manufacturing in Harare (8 = 0.658, ¢ = 3.923, p < 0.05):

e Predictors: (Constant), strategy formulation
* Dependent variable: Perceived financial performance

These results imply that a unitincrease in strategy formulation
index leads to a 0.658 increase in combined SME perceived
financial performance. Thus, the hypothesis was accepted.
However, as the variables under investigation are only two,
the tolerance and VIF are normally one (Hair et al. 2019).

The study’s results are in line with previous findings in
both developed and emerging economies (Burugo &
Owour 2017; Pashaa & Poisterb 2017; Pucci et al. 2017;
Siddique 2015). These studies concluded that successful
SMEs appreciate the role of strategy formulation and make
greater use of tools such as SWOT analysis to enhance their
performance. Thus, these results entail that strategic
planning is a veritable vehicle for improving SME financial
performance. These results donate support to the claim
that the lack of strategy formulation amongst SMEs may
thwart these enterprises from achieving their performance
targets and ultimately their potential for survival (Donkor
et al. 2018).

Conclusion and managerial
implications

The present study sought to enhance an understanding of
strategy formulation practices of SMEs and the influence
thereof on their perceived financial performance. It
specifically sought to determine the extent of strategy
formulation prevalent in SMEs in Zimbabwe, to determine
the financial performance implications on these firms.
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The study concludes that all the SME categories in Zimbabwe
are somewhat involved in strategy formulation. The five
strategy formulation activities, as stipulated by De Wit and
Meyer (2014), Musandiwa (2014:100), Burugo and Owour
(2017:925) and David (2015:74) — namely, development of the
strategy ~ purpose, establishing strategic objectives,
environmental scanning, integration of environmental data
and strategy analysis and choice — are somewhat prevalent
amongst SMEs in Zimbabwe. The perceived financial
performance of SMEs has increased for the period over
which they were formulating strategies. The study also
concludes that, overall, strategy formulation positively
predicts their financial performance.

These results imply that the influence of strategy formulation
on a firm’s financial performance differs and is relatively
greater in the long term than in the short term. As there has
not been any research on the influence of strategy formulation
on financial performance in Zimbabwe, the present study
provides groundbreaking evidence. As such, the empirical
findings have important academic and managerial
implications. It is generally agreed in the literature that
strategy formulation drives the performance of enterprises
(David & David 2016; Lynch 2015; Mattheeusen & Spontak
2018; Ralph et al. 2020). Based on the empirical findings of the
present study, SMEs should make strategy formulation a
priority, as a key ingredient to the success of their enterprises.
Along with this, it is necessary to determine the required
culture with which to support effective strategy formulation
for enhanced financial performance.

According to Donkor et al. (2018:63), most governments in
developing countries have come up with programmes that
support SME training in enterprise management and
administration. Especially in developing countries such as
Zimbabwe, SMEs should take advantage of the efforts of
their governments and embrace strategic management
principles in their day-to-day activities. Governments are
encouraged to continue with these policies targeted at
providing training and workshops on enterprise management
for SMEs to adopt strategic management fundamentals such
as strategy formulation to enhance their performance.
Moreover, SMEs in Zimbabwe should not wait for
government support to augment their performance and
growth; instead, they should engage in strategy formulation
to establish breakthrough strategies that enhance their
performance.

This requires a willingness by SME owner-managers to
develop a more futuristic and strategic approach.

However, particular attention should be given to long-term
financial performance, which was found to significantly
improve because of strategy formulation.

Limitations and future research

Despite the insights gained from this study, it has three major
limitations that future research should overcome.
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Instead of using objective measures, the study used
subjective measures of financial performance. Firstly, the
nature of the enterprise studies made it impossible to use
objective financial data. Secondly, the study adopted a
cross-sectional research design. Alongitudinal study would
have provided more robust conclusions concerning the
direct effects of strategy formulation on SME financial
performance. Lastly, the study used data obtained from
Zimbabwe, a developing country in Southern Africa, which
obviously may affect the generalisability of the study
findings to other African countries in different stages of
development. However, the findings may be generalised to
several countries in Africa with social, economic and
institutional environments that are similar to those in
Zimbabwe.
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