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Summary

Strategic management (STM) is recognized as an important element for firms’
success; however, small firms, especially in agribusiness, have widely been overlooked
because it is often thought that a systematic STM is exclusively for large corporate firms.
Firms engage in STM practices such as environmental analysis, formulation of mission
and vision statements, strategic planning, implementation, evaluation, etc., regardless of
their size. The firms need to work out strategic plans to exploit the existing market, but
past research shows that they differ in their capacity to implement and manage strategies.
Whether or not they implement, the ability depends on the features of the firm itself, its
resources and the conditions in the external environment. However, the need of STM
practices for small firms is not well understood and the determinants for its successful
application in small firms are not evidently known. With regard to African agribusiness
firms, there is scant research on how the environmental factors determine the application
of STM practices. Hence, using empirical data from 229 firms in Tanzania, the study
conducts partial least squares structural equation modelling (PLS-SEM) analyses to
estimate a model of the determinants of STM application that leads to firm performance,
a mediating effect of STM application and a multigroup analysis by application of finite
mixture PLS technique (FIMIX-PLS). Lastly, a case study is given to demonstrate

challenges facing agribusiness firms in Tanzania.

In the first part of the analysis (Chapter two), the study explores to what extent the
application of STM practices is affected by internal and external factors of the firms.
Ideas from resource-based theory (RBT) and industrial organization (I/O) are used to
build a conceptual model and formulation of hypotheses. Results show significantly that
better strategic actions reside in the capabilities of firm managers, whereas many external
factors, such as access to public infrastructure, did not turn out to have a significant
influence. Application of STM was more prevalent in firms with extra access to funds.
Hence the study calls on policymakers to accelerate, promote and advocate for more
supportive services such as accessible financial services as well as managerial training
programmes. Impacts of other factors are explained in detail. The findings have
interesting implications for the management of agribusiness firms in African countries

and other developing and emerging economies.



In the second part of the analysis (Chapter three), a mediation analysis is
performed to demonstrate the role of strategic management in facilitating effective use of
resources to achieve performance. Using ‘level of managerial expertise’ and ‘access to
market information’ as primary resources, this research presents various arguments about
their contribution to firm performance. Results indicate that the investigated resources
alone do not directly contribute to firm performance unless there is an application of
strategic management. Further investigation based on multigroup analysis shows three
groups of firms which differ in their resources-performance relationship. The results
imply that the small firms’ paths to achieve performance are different hence managers
ought to identify a fit between their resources and strategic actions in order to improve
the firm performance. The study provides manifold managerial implications for small
firms that seek to improve firm performance. It is useful for small firm managers to apply
modern management techniques of firm operations in order to make timely strategic

decisions depending on the available resources.

Lastly, the case study explains challenges that can affect achievement of firms’
strategies for agribusiness firms in Tanzania (Chapter four). Some of these challenges
include: stringent business regulations, poor availability of storage facilities, poor
infrastructure, inability to penetrate international markets, poor progress in the
implementation of policy recommendations and poor collaboration between scientist,
researchers and actors in food supply chains. Considering the challenges, the firms
should focus on improving their business skills, engage in public-private partnership

programs and communicate policy shortfalls to the government.

Overall, this study provides an early inquiry into small firms> STM application.
More progress surrounding the application can be further explained with the help of in-

depth case studies and analyses of longitudinal data.

Xi



Chapter One

1 General Introduction

1.1 Background Information

1.1.1 Role of Strategic Management and its Role on Attainment of Firm

Objectives

Strategic management (STM) has become an essential managerial tool for business
firms in today’s competitive environments (Grant, 2013). It involves a set of decisions
and actions that determine the long run performance of a firm. Its practices include
environmental analysis, strategy planning, implementation, evaluation and control
(Wheelen & Hunger, 2012) (Figure 1-1). The strategic management process helps
managers to focus on opportunities for growth, react to competitors’ actions and better
utilize firm resources. STM also provides firms and employees with a clear direction for
future developments to achieve performance goals. Moreover, it reduces risks of

unforeseen problems around firms’ environment.

Figure 1-1: Wheelen and Hunger's Strategic Management Model

Environmental Strateey formulation S v impl . Evaluation
scanning * b = frategy implementaticn and control
External Mission —;

. Objectives
Societal J l
environment b Stra [CgiCS
Task ¥
environment Strategies _4’
Internal Policies 1
Program-
mes 1
Structure
culture — Budgets —
resources Pert
erfor-
mance

(Wheelen & Hunger, 2006)



Chapter One: General Introduction

The value and importance of STM practices has been recognized and
comparatively appreciated. Since its evolution strategic management has been directed
towards facilitating organizational responses to the environment (Andrews, 1971; BCG,
1968). Firm managers are encouraged to develop a certain way of thinking that enables
them to understand opportunities from environmental situations, and eventually make
decisions that lead to performance (Steiner & Miner, 1977). In later and current years,
many researchers have looked at the link between STM practices and firm performance
(Andrews et al., 2006; Beaver 2002; Bracker & Pearson 1986; Chen, 2005; Dibrell et al.
2014; Georgellis et al., 2000; Stacey, 2011) while indicating a positive link and

suggesting several contributing factors.

1.1.2 Strategic Management in Small Agribusiness Firms in Developing

Countries

Many research studies have focused on the performance of small agribusiness firms
in developing economies. This is mainly due to the firms’ important impact on net
employment, welfare development and poverty reduction (Doern, 2009; Kinda &
Loening, 2010). However, current practices on how small firms’ managers operate are
insufficient to improve overall firm performance. Using an example of food processors*
in Tanzania, the firms’ contribution to the economy of the country is relevant because the
food processing industry in the country consists of a large number of small and micro
firms® operating in both a formal and an informal manner. Several reports indicate that
there are weak competitiveness and poor managerial skills (Fafchamps & Quinn, 2012;
IFAMR, 2014). Likewise, the firms are faced with several constraints such as poor access
to funds, poor public service infrastructure, limited capital availability, poor access to
market information, etc. which have imposed challenges for firm managers to achieve
their strategies (Dietz et al. 2000; Dinh et al. 2013).

The level of competitiveness of small agribusiness companies in the market is still
poor and not improving, despite the fact that the markets for processed food products
have been expanding and the demand for food is expected to double within the next 30

! Actors (agribusiness traders) in food supply chains dealing with purchase of raw produce from farmers,
food manufacturing, packing, labelling and marketing.

2 Capital less than 12000 US-Dollars



Chapter One: General Introduction

years (Dietz et al., 2000; Dinh et al., 2013). Furthermore, there are large trade deficits in
the agro processing sector and a poor improvement of agro products’ quality (Dinh et al.,
2013; World Bank, 2012). Several efforts have been made by the governments and
private institutions to improve the capacity of managers by providing supporting services
such as financial capital, credit guarantees, micro insurance, training, etc. (Dietz et al.,
2000; MoFEA, 2010). However, the route of how the managers drive their firm
organizations to survive in the markets is not well understood (URT 2007). With this
regard, there is a need to investigate in more detail agribusiness management and how
the resources are controlled and utilized for the future development of small agribusiness
firms (Conforte, 2011). There is a need to take a closer look inside firm operations in
order to assess the capability of the firms to plan, implement, evaluate and control their
strategies. Specifically, it is essential to examine the factors that enable a firm’s capacity

to do so.

Strategic management practices are often assumed to be exclusively utilized by
large corporate firms and considered irrelevant for small business firms. However,
previous studies indicate its importance to small firms as well (W. Anderson, 2012;
Biggs & Shah, 2006; Doern, 2009; Edelman, Brush, & Manolova, 2005; Edelman &
Brush, 2001; Kinda & Loening, 2010). The studies highlighted the huge importance of
‘strategy’ to enhance small business growth. The applicability of strategic management
to small firms was found to be scanty and small firm managers refuse to embrace the

strategic management process due to the following reasons:

(1) 1t is a time consuming process compared to the day to day firm operations
activities;

(2) The managers are not well enough educated to know the terms used in STM
tools such as business plans, balance sheets, cash flow, profit and loss statements,
etc.

(3) There is a negative perception in paying for extra interventions such as
business consultants or training programs (considering the limited resources and

capital availability of small firms) (Beaver, 2007).

As a result, the firms fail to perform due to their inability to manage, for instance,
growth and accounting procedures. Furthermore, many companies are characterized by a

poor strategy to reach the customer due to a lack of transparency of the exchange of

3



Chapter One: General Introduction

business information between managers and employees, a wide-spread failure to develop
control systems, and many more. Contemporary research has indicated repeatedly that
strategic thinking and planning are strongly related to small firm business performance
(Beaver, 2002, 2007).

In Tanzania, there are large numbers of small processing enterprises that are either
registered or not registered and mostly invisible to statisticians. The food production
premises are ever-changing. For example small firm workers may sort, pack, label and
sell fruits, vegetables, rice, maize and other cereals in the owners’ backyards, in a
temporary (half-built) production facility or in a permanent production facility (Dietz et
al., 2000). The situation has not changed much over the years and is quite similar to other
developing economies in Sub-Saharan Africa (Byerlee et al., 2013; World Bank, 2012).
The firms sell their products primarily to domestic markets while trying to meet
customers’ demands and at the same time attempting to penetrate global markets. Despite
their efforts, these firms encounter challenges in implementing strategies due to limited
capital compared to larger companies. These challenges are related to their limited firm
size and experience. Other challenges are due to limited availability of resources such as
low investment level, limited access to market information and low level of managers’
expertise. Moreover, pressures from the external environment such as input availability,
access to funds, and access to public service infrastructure are factors that can push or
hinder firms’ ability to strategize. Considering the industrial organization and resource-
based views in the strategic management literature (Grant, 2013), these factors are

critical links to implementation of firm strategies and attainment of firm performance.

For the purpose of identifying research gaps, several studies show contradicting
arguments for each of the factor’s contribution to the effective implementation of firm
strategies. But, there is no clear explanation on why some firms of the same nature
perform better than others in achieving their strategies while operating in a similar
environment. The truth is that we know very little so far about management practices of
agribusiness firms (Conforte, 2011) and how they differ in their capacity to implement
and manage strategies. All in all, our current understanding of the small firms’ attainment
of strategies is limited, especially with regard to small agribusiness firms in developing

economies.
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1.2 Research Objective

The first research objective is to explore strategic management practices of
agribusiness firms (using a sample of food manufacturers and processors) in order to
understand to what extent their application is affected by internal and external factors of
the firm environments. The study (see Chapter two) employs ideas from the resource-
based theory (RBT) and industrial organization to create a conceptual framework® and
bring out critical factors that enhance a fit between a firm’s internal and external
situation, its STM practices and firm performance. Since existing literature shows
contradicting arguments about the determinants of the successful application of STM
practices, several hypotheses are formulated and tested. The findings will provide
practical knowledge for agribusiness firms in managing their daily operations, especially
now that with constant emergence of new markets there is much more exposure to
competition. The firm managers will be informed on better STM tools applicable in their
environment, as many of them have limited experience in running an enterprise.
Furthermore, the country of research is now focusing on the transformation of small and
medium-sized enterprises (SMEs) from traditional into modern professional commercial
firms (URT, 2010).

The second research objective is to perform further analysis to demonstrate the role
of strategic management in facilitating an effective use of resources to achieve
performance (see Chapter three). This is because previous studies have shown the critical
link between resources and success but other studies indicate that resources alone cannot
contribute towards firms’ success; instead they highlight the connection between the
availability of resources and firm strategy and its management. Technically, we will
apply mediation analysis to investigate the relationship between firm resources, strategic
management practices and firm performance. The analysis will further reveal differences
among firms regarding the deployment of firm resources such as managerial skills and
market information. Due to the fact that the small firms and their paths to achieve
sustainable growth are different, the findings will suggest alternative paths to sustainable
success. Therefore, managers are encouraged to carefully utilize the strengths of their
resources and develop related strategies to gain high returns. Since the food processing

sub-sector is a large component of the manufacturing industry, especially in the

% See Figure 2-1 Chapter two.



Chapter One: General Introduction

developing economies, any improvement will have an important impact on the

competitiveness of the agribusiness sector as a whole.

The third research objective is to identify challenges facing agribusiness firms in
Africa in achieving their strategies. An empirical example is given by demonstrating a

short case study from Tanzania (Chapter four).

1.3 The Sample

1.3.1 Descriptive Statistics of the Sample

The sample consists of 229 firms dealing with food processing of cereals (65.9%),
vegetables (16.4%) and fruits (11.5%), located in Arusha, Dodoma and Tanga regions in
Tanzania®. It was collected between May and August, 2013 through a cross sectional
survey. Data was collected through interviews with firm owners and managers with an
aid of a structured questionnaire. The selection of food processors followed a random
sampling technique. In general, the firms have a mean capital investment of 26.94
million TZS (= 16,600 US$°) and an average of 7%/, years of business operations. The
respondents of this study were both owners and managers of the firm or a manager in
charge. They were knowledgeable about general overview of the firms and cornerstones
of their strategies. The respondents’ ages ranged from 18 to 78 years (average: 43 years),

with an average of 11.05 years of school education.

Table 1-1 indicates further details of the characteristics of the interviewer (i.e. the
firm owner-manager) and the firm. The data presents a brief summary of our raw data. It

does not however indicate whether these differences have statistical significance.

1.3.2 Status of Strategic Management (STM) Practices

The application of strategic management (STM) practices is indicated as a key
variable in all structural model analyses performed in Chapters two and three. The
variable includes a total of 17 statements that are condensed to four categories of STM

practices; (1) environmental analysis, (2) strategy planning, (3) strategy implementation

* See Appendix 1-2: Study Area
®1USD=1,623TZS exchange rate prevailing on 1 August 2013 www.bot-tz.org
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and (4) strategy evaluation and control. The managers were asked to rate the application
of these STM practices on five point Likert scales of 1 to 5.

Table 1-1: Descriptive Statistics

Application of STM practices X (s) Total
_ % of Environ Strategy . Strategy Strategy ST™M
Variables full mental lannin implementat  control & score
sample analysis P g ion. evaluation X (s)
3.47 3.28 3.21 331 3.32
Overall 100% 1 19) 114y (1.09) (122)  (L.09)
Firm location
. 27.1% 3.28 3.19 3.19 3.28 3.21
Region 1 (Arusha) (L02)  (0.98) (0.96) (1.07)  (0.95)
. 45.9% 3.91 3.65 3.60 0.82 3.72
Region 2 (Dodoma) (L03)  (098)  (0.94  (17.23)  (0.91)
Region 3 (Tanga) 27.1% 2.92 2.76 2.57 2.65 2.75
(1.35) (1.29) 1.17) (1.33) (1.22)
Education level (3 groups)
Years of education ; 34.5% 3.03 2.86 2.76 0.35 2.88
Low (below 11 years) (1.24) (1.12) (1.09) (16.16) (1.09)
Middle (between 11 34.1% 3.79 3.53 3.51 3.60 3.61
and 12 years) (1.02) (1.02) (0.99) (1.14) (0.95)
High (above 12 years 31.4% 3.61 3.48 3.39 2.01 3.49
of education ) (1.19) (1.14) (1.05) (12.13) (1.09)
Age of owner manager
Young managers _38 36.8% 3.50 3.31 3.28 2.03 3.36
years and below (1.03) (0.94) (0.89) (11.34) (0.89)
Middle aged managers 30.9% 3.39 3.14 3.15 0.33 3.23
_ 391047 years (1.33) (1.27) (1.20) (17.34) (1.22)
Older managers_ 48 DT 3.50 3.37 3.20 3.39 3.36
years and above i (1.25) (1.18) (1.22) (1.26) (1.17)
Age of firm (years)
Young firms_ <4 S 2.86 2.70 2.51 1.22 2.69
years 1.27) (1.16) (1.04) (11.95) (1.10
Middle aged firms _ 4 S 3.58 3.39 3.34 3.38 3.44
< X < 8 years (1.08) (1.05) (0.97) (1.08) (0.98)
3.95 3.74 3.78 1.05 3.82

i 32.3%
Old firms_> 8 years ° (099 (0.96)  (090)  (17.31)  (0.89)

Core product category

Cereals 659% 356  3.32 3.24 3.37 3.37
(1.09)  (1.07) (1.02) (1.15)  (1.00)
Fruits 164% 319  3.13 3.07 3.15 3.13
(1.43)  (1.29) (1.26) (1.43)  (1.29)
Vegetables 115%  2.96 2.94 2.89 2.86 2.93
(1.33)  (1.38) (1.31) (1.38)  (1.32)

Notes:
Mean values are shown with standard deviations in parentheses. Score values of the application of
STM practices (4 categories), the mean values range between 1 and 5, where 5 is the highest score.
X (s) - Mean (standard deviation).
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Table 1-1 indicates that the average score on the application of STM is 3.32 (s
=1.09), whereby 1 is the lowest and 5 the highest score; however, the scores vary
according to the characteristics of the firms as well as of the manager. For example;
summary on firm location shows that firms located in Tanga region scored less in the
application of STM practices compared to firms located in other regions i.e. Arusha and
Dodoma. Summary of other scores are shown with respect to education level, age of the

firm, product variety, etc.

Furthermore, we ran a correlation analysis to get a preliminary idea on direction of
the relationships between STM practices and factors from the internal and external
environments of the firm. The analyses indicate a series of weak and strong relationships
between the variables. Therefore, before analyzing our structural equation model (in
Chapters two and three), we see that positive correlation exists between STM practices
and factors such as; managerial expertise, firm size, formalization status and increase in
sales. However, negative association exists with ‘self-financed’ status of the firm (r= -
0.31), meaning that the firms which generate their growth capital from firm’s income
instead of acquiring additional funds from external sources have less ability to apply
STM practices. That is why there is a negative correlation with practices such as
environmental analysis (r= -0.3), strategy planning (r= -0.303), strategy implementation
(r= -0.266) and strategy control (r= -0.310). More summary of our data is given in

Appendix 1-1.

1.4 Outline of the Dissertation

The dissertation is structured as follows: Chapter two presents a paper titled ‘The
Impact of External and Internal Factors on Strategic Management Practices of
Agribusiness Firms in Tanzania’. The main research questions are: What is the influence
of internal and external factors on the successful implementation of a firm’s strategic
management practices? What is the implication of these influences to managerial
decisions? In this paper, a conceptual model is developed for the study to test a number
of hypothesized relationships by using primary data from the 229 firms in our sample.
We apply partial least square — structural equation modeling (PLS-SEM) through
smartPLS 2.0 M3 software (Ringle et al., 2005). Thereafter, an illustration from the
importance performance matrix analysis (IPMA) is included in the analysis section to

8
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demonstrate a ‘priority map’ for managerial decisions. The paper was published in the
GlobalFood Discussion Paper Series and is currently under review in an international

peer-reviewed journal.

Chapter three presents a paper titled ‘Agribusiness Firm Resources and
Performance: The Mediating Role of Strategic Management Practices’. The paper aims
to answer additional research questions: Do strategic management practices mediate the
relationship between firm resources and firm performance? Are there significant
differences among firms in the role of strategic management practices as a mediating
variable? As stated in the previous chapter, we apply partial least square — structural
equation modeling (PLS-SEM) to estimate a resource-strategy-performance® model for
mediation analysis. Thereafter, multigroup analysis is conducted to uncover
heterogeneity within the sample by using STM as a mediator variable in the model. We
apply FIMIX-PLS technique in conducting the multigroup analysis (Hahn et al., 2002;
Sarstedt et al., 2011). The technique is also available in the smartPLS 2.0 M3 software.
The paper was published in the GlobalFood Discussion Paper Series and is currently

under review for journal submission.

Chapter four presents a paper titled: ‘HomeVeg Tanzania: Managing a New
Strategy amidst GLIMPSE Challenges’ The paper is written using case study research
approach. Data was collected primarily by conducting unstructured interviews with the
owner and employees of the agribusiness firm under analysis. The production facility of
HomeVeg Ltd. was visited between June and July 2013. Basically, the case discusses a
journey towards planning and implementing a firm strategy concerning product market
entry. Real examples on challenges relating to Government, losses and wastage,
infrastructure, markets, politics and policies, science and innovation, and environment
(GLIMPSE) were given. The case was published in 2014 in the special issue of the
International Food and Agribusiness Management Review (IFAMR).

A summary and some concluding remarks follow in the last section of this
dissertation. Furthermore, some managerial implications are derived from the empirical
results. Limitations of the research approach applied in this thesis and some ideas for

future research directions close the dissertation.

® See Figure 3-1 Chapter three.
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Appendix 1-1: Descriptive and Correlation Statistics

STM practices
correlation (sig. 2-tailed)

Environm Strategy
Variables X (s) ental Strate-gy implementa Sy Total
analysis planning tion control STM
Managers education (years) 11.05  0.233***  0.272%** 0.274%** 0.213%**  (.283***
(351)  (0.000) (0.000) (0.000) (0.001) (0.000)
Age of owner-manager 43 0.029 0.049 0.004 0.073 0.050
(10.7) (0.670) (0.462 (0.957) (0.280) (0.460)
Manager’s years of experience in 6.86 0.376***  0.373*** 0.413*** 0.416%**  0.438***
the firm (years.) (4.91)  (0.000) (0.000) (0.000) (0.000) (0.000)
Proficiency in language of 2.93 0.380***  (0.391*** 0.358*** 0.341%**  0.418***
instruction. [foreign language (1 = (1.32) (0.000) (0.000) (0.000) (0.000) (0.000)
low, 5 = high)
Manager's level of expertise (9 = 30.69 0.584%*** 0.513*** 0.573*** 0.563*** 0.612***
low, 45 = high) (7.61) (0.000) (0.000) (0.000) (0.000) (0.000)
Age of firm (years) 754 0.401%**  0.399%**  0.509%** 0.499%**  0.481%**
(5.03) (0.000) (0.000) (0.000) (0.000) (0.000)
Number of full time employees 5 0.374*** 0.374*** 0.359*** 0.325%** 0.405***
(3.41)  (0.000) (0.000) (0.000) (0.000) (0.000)
Capital investments (000,000 Tz 26.94  0.559***  0.505*** 0.518*** 0.528***  (.545***
shillings) (51.81) (0.000) (0.000) (0.000) (0.000) (0.000)
Formalization status (4 = low, 13.14 0.525%** 0.502*** 0.562*** 0.522*** 0.571***
20=high) (3.60)  (0.000) (0.000) (0.000) (0.000) (0.000)
Total number of product varieties 6.61 -0.076 -0.161** -0.079 -0.069 -0.084
(1.92) (0.251) (0.015) (0.233) (0.301) (0.205)
Access to production inputs 4.15 0.317*** 0.294*** 0.324*** 0.298*** 0.323***
(average score; 1 = low, 5=high) (0.75)  (0.000) (0.000) (0.000) (0.000) (0.000)
Access to information on raw 434  0.225%**  (.184%** 0.138** 0.132** 0.192%**
materials (1 = low, 5 = high) (0.94)  (0.001) (0.006) (0.038) (0.049) (0.004)
Self-financed firms (dummy) 0.27 -0.300%**  -0.303***  -0.266*** -0.277***  -0.310%**
(0.45) (0.000) (0.000) (0.000) (0.000) (0.000)
Input availability (average score) 412  0.213%**  0.191*** 0.224%** 0.193***  0.220%**
(0.81) 0.001 0.004 0.001 0.004 0.001
Infrastructure_(availability of 4.40 0.123* 0.028 0.002 0.032 0.072
power supply) (1 = low, 5=high) (0.73) (0.064) (0.675) (0.979) (0.634) (0.278)
Infrastructure - availability of phone =~ 4.36 0.095 0.018 0.016 -0.039 0.067
services (1 = low, 5=high) (0.80) (0.153) (0.786) (0.806) (0.566) (0.316)
Infrastructure - continuous and 3.11 0.338*** 0.263*** 0.278*** 0.252%** 0.328***
uninterrupted electricity supply (1.25) (0.000) (0.000) (0.000) (0.000) (0.000)
(1 = low, 5=high)

Continues on the next page.....
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STM practices

correlation (sig. 2-tailed)

Environm Strategy

. _ Strategy ) Strategy Total

Variables X (s) ental . implementa
. planning . control STM
analysis tion

Infrastructure - continuous and 321 0.242*%**  0.204*** 0.186*** 0.194***  0.238***
uninterrupted water supply (1= (1.25)  (0.000) (0.002) (0.005) (0.003) (0.000)
low, 5=high)
Distance from production facility to 4.81 0.000 0.058 0.045 0.100 0.049
main road (km) (10.9)  (0.996) (0.417) (0.527) (0.166) (0.494)
Access to the main road - travel 34.39 0.045 0.095 0.087 0.115 0.096
time from production facility to (130) (0.532) (0.186) (0.225) (0.109) (0.179)
main road (Mins)
Distance from production facility to 4.03 0.167** 0.140** 0.163** 0.118* 0.186***
the nearest major market (km) (10.6) (0.017) (0.044) (0.019) (0.093) (0.007)
Electricity availability (number of 4.40 -0.067 -0.063 -0.065 -0.002 -0.090
interruptions per month) (5.44)  (0.323) (0.354) (0.336) (0.978) (0.185)
Bureaucracy- number of incidences 1.65 0.244%** 0.159** 0.262*** 0.282***  0.254***
Of Changes in busineSS regulations (195) (0001) (0038) (0001) (0000) (0001)
per year
Convenience of the business license 3.43 0.199***  0.196*** 0.235*** 0.191%**  (0.228***
procedure (1:p00r’ 5:exce”ent) (099) (0003) (0003) (0000) (0004) (OOOO)
Bureaucracy - average number of 10.76 -0.098 -0.073 -0.074 -0.063 -0.109
days from initial application to (114)  (0.175) (0.309) (0.301) (0.379) (0.130)
approval
Increase in sales (average 3 year 3.61 0.531*** 0.523*** 0.532*** 0.535*** 0.559***
trend; 1=decrease , 5=increase) (0.84)  (0.000) (0.000) (0.000) (0.000) (0.000)
Increase in expenses (average 3 3.78 0.123* 0.095 0.172%** 0.144** 0.131**
year trend; 1=decrease , 5=increase) (0.66) (0.063) (0.152) (0.009) (0.030) (0.048)
Increase in number of workers 3.13 -0.086 -0.066 -0.035 -0.093 -0.079
(average 3 year trend; 1=decrease,,  (gs5)  (0.197) (0.319) (0.596) (0.166) (0.236)
5=increase)
Notes:

Spearman rho correlation, (r) Sig. 2-tailed test, significance at *** p< 0.01; **p < 0.05 and *p <

0.1.

Strength of correlation between variables: small (r= 0.10) medium (r= 0.30 to 0.49) and large

(r=0.50 to 1.00).

X (s) — sample mean (standard deviation)
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Appendix 1-2: Study Area
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Chapter Two

2 The Impact of External and Internal Factors on Strategic

Management Practices of Agribusiness Firms in Tanzania

Theresia Dominic and Ludwig Theuvsen

Abstract

All firms need to work out strategic plans to exploit the existing market, but they
differ in their capacity to implement and manage strategies. Considering the industrial
organization and resource-based views in the strategic management literature, we
understand that firm attributes, resources and external environmental factors are critical
links to strategic practices. With regard to African agribusiness firms, there is scant
research on how these factors determine the successful application of strategic
management practices. Therefore, this study uses empirical data from 229 agribusiness
firms in Tanzania to obtain insights into the determinants of their choice of strategic
management practices. The results show significantly that better strategic actions reside
in the capabilities of firm managers, whereas many external factors, such as access to
public infrastructure, did not turn out to have a significant influence. The findings have
interesting implications for the management of agribusiness firms in African countries

and other developing and emerging economies.

This paper has been published in this similar version as a discussion paper within the Global

Food Discussion Paper Series.
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Chapter Two: The Impact of External and Internal Factors on Strategic Management Practices
of Agribusiness Firms in Tanzania

2.1 Introduction

Competitiveness in global markets has required firms to think, plan and make
decisions strategically. In this case a series of practices such as environmental analysis,
strategy formulation, implementation, evaluation and control of strategic plans within
firms are applied through strategic management (STM) approaches (Wheelen & Hunger,
2006). Strategic management consists of actions that provide a framework for the long-
term development of a company and result in the achievement of a firm’s objectives
(Hitt, Ireland, & Hoskisson, 2009). Various studies have revealed that small and
medium-sized firms differ from large companies with regard to their strategic
management practices (Welsh & White, 1981) and often lack strategic awareness (Gibb
& Scott, 1985). Several studies of small firms have attempted to link STM and firm
performance (R. Andrews et al., 2006; Beaver, 2002; Bracker & Pearson, 1986; Chen,
2005; Georgellis et al., 2000; Stacey, 2011). Schwenk and Shrader (1993) examined 14
research studies and showed a positive, significant link between the planning activities of
small firms and their performance. However, success depends on who carries out the
planning in a given firm and a proper assessment of the firm’s resources and
environmental conditions (Stacey, 2011). Since relatively few agribusiness studies
discuss firms’ strategic management practices, this study seeks to fill that gap by
examining STM application in food processing firms (Trienekens, 2011). Greater
attention is needed to ‘strategic management’ explanations of agribusiness firms
(Mugera, 2012; Ng and Siebert, 2009) especially in the context of developing and
emerging economies since companies from these economies have only rarely been

addressed by strategic management research.

STM practices are sometimes considered less relevant for small and medium-sized
firms, especially in the agribusiness sector, because it is thought that a systematic STM is
necessary only for large corporations (Chen, 2005; Fard et al. 2011; Hitt et al., 2009). In
this regard, small firms end up having poor plans on how to get their products to final
consumers in food markets (Admassie & Matambalya, 2002; Kinda & Loening, 2010).
But in many countries food markets are characterized by a high intensity of competition
and increasing internationalization (Rama, 2005; Theuvsen et al., 2010). Theoretically,
this means that the firms facing the hardship in the market environment will require more

strategic practices than those facing simple environments (Miller & Friesen, 1983)—
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regardless of their size. Furthermore, firms in competitive environments should be
proactive, foresee changes in their environment and refine their strategies according to

market requirements (Sull, 2009).

In Tanzania and other developing and emerging economies, food processing firms
have great potential for growth, and their strategic management orientation is
progressing. However, despite some progress, strategic management is still in its infancy
in many companies and our current understanding of their operating strategies has
remained limited. Several explanations are offered for firms’ reluctance to implement
strategic management practices, including lack of better trading strategies and poor
managerial skills (Dinh et al., 2013). Over the years government programs such as the
Tanzanian Agricultural Sector Development Program 2006-2013, have been formulated
to support the building of better functioning agro processing firms (Dinh et al., 2013).
However, firms abilities to develop their own strategies differ and are not well
understood. Some firms are better at implementing management practices than others.
Therefore, our research question is this: What is the influence of internal and external
factors on the successful implementation of a firm’s strategic management practices? The
factors investigated here are firm characteristics, its access to resources and the external

pressures on the firm from its operating environment.

The remainder of this paper is structured as follows: In Section 2 we clarify the
foundation behind specific relationships between various contingency factors and
management practices through giving a theoretical background and building a conceptual
framework. We also generate research assumptions based on different arguments from
the empirical literature. Section 3 describes the sample, measures and analytical
techniques. Then results are presented in Section 4, including primary data from
interviews with agribusiness firm managers. Finally, in Section 5 we discuss the

conclusions and implications of the results and give directions for future research.

2.2 Theoretical Framework and Hypotheses

Due to market competition and other external challenges, firms make efforts to
carry out systematic planning and decision making. Strategic management is a
management practice that can contribute to these efforts. It contains a full set of actions

required for a firm to analyze its external and internal environments; formulate its
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corporate, competitive and functional strategies (Hofer & Schendel, 1978); achieve
strategic competitiveness; and earn above-average returns (Hitt et al., 2009). The concept
demonstrates why some firms consistently perform better while others fail to do so (Nutt,
2004). Furthermore, in their effort to perform better, firms engage with STM practices in
order to achieve their objectives and hence satisfy those interest groups which are
affected by the achievement of the firm’s objectives (according to the stakeholder theory
[Freeman, 2010]).

With regard to the relationship between strategic management practices and firm
performance, two theoretical strands in the strategic management literature can be
distinguished. The first theory—the industrial organization model of above average
returns, or 1/0 theory—suggests that the external environment is the primary determinant
of firms’ strategic actions (see, for instance, Porter 1980). The environment is assumed to
impose pressure and constraints that determine the strategies resulting in the achievement
of firm objectives. The key to this theory is identifying these determinants, tailoring
strategies accordingly and competing successfully (Collis, 1991). This perspective has
also been applied to the analysis of strategic management in the agribusiness sector,

including small and medium-sized firms (Niederhut-Bollmann & Theuvsen, 2008).

The second theory—the resource based theory (RBT) in strategic management—
views internal organizational resources as the key determinants of strategy and
performance, suggesting that a firm’s unique resources and capabilities are the critical
links to strategic management practices. According to Barney (1991) and Barney and
Hesterly (2010), firms must be organized to take advantage of their resources and
capabilities in order to remain competitive and realize their potential. With regard to
agribusinesses, RBT has not been widely used to explain the differences in performance
with regard to small agribusiness firms. Therefore, as suggested by Mugera (2012), there
is a need to apply it in agribusiness studies to come up with more in-depth analyses of
resources and capabilities that enhance better strategic management practices and hence

performance.

Thus, to engage in STM practices, such as formulating mission and vision
statements and planning and implementing strategies, firms use both the industrial
organization and resource-based views. The first strand of strategic management theory
is concerned with the firm’s external environment, which sets the scene for strategic
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decisions, while the second theory focuses on the firm’s internal environment, i.e., its
tangible, intangible and human resources and its capabilities (Hitt et al., 2009).
Furthermore, no single strategy would be appropriate for all firms operating in a
particular type of environment; rather, the choice of strategies depends on individual firm
characteristics, a firm’s environment and available resources and capabilities (Grant,

2013).

For the purpose of identifying research gaps, we review studies that have been
conducted in relation to the determinants of STM practices, mainly firm characteristics,
firm resources and external factors. We also explain studies on firm performance in

relation to STM practices to develop the theoretical framework underlying this study.

2.2.1 Firm Characteristics

STM implementation is affected by several firm characteristics, including size,
output, sales growth and profitability (Heyder and Theuvsen 2008). The variations of
each can affect the choice of STM practices and eventually the overall firm performance.
Fajnzylber et al. (2006) analyze variation in firm age and managers’ experience,
concluding that strategic performance tends to decline as a firm ages because, when a
new practice is introduced, younger firms more easily adopt it, while for older firms it
may be costly to let go of old strategies and work procedures. Others disagree, saying
that old firms easily adapt to new practices due to the staff’s greater degree of experience
(Hitt et al., 2009). Experienced staff can enhance knowledge transfer from previous
strategic challenges (Gary et al., 2012) and hence engage in more adequate strategic

practices.

On the matter of firm size, Weinrauch et al. (1991) argue that small firms lack a
strategic orientation compared to larger ones and that bigger firms are presumed to be
relatively more efficient than smaller ones. In contrast, Coviello et al. (2000) claim that
small firms actually have a more strategic orientation because they are driven to develop
strategic planning processes as they grow in size, scope and resource base. Furthermore,
some studies indicate that firm size does not appear to influence how firms plan their
strategies (Miles et al., 2000), but Bigsten and Gebreeyesus (2007) observed that smaller,

younger firms are more strategic since they grow faster than larger, older firms.
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Another characteristic is degree of formalization, i.e., the extent of written rules,
procedures and instructions in a firm (Adler & Borys, 1996), or, more specifically,
formality, i.e., the official status of a firm, for instance, for the purpose of paying taxes
(McKenzie & Sakho, 2010). There is empirical evidence that firms with a high level of
formalization show better application of STM practices, higher revenues or better
performance (Fajnzylber et al., 2006; McKenzie and Sakho, 2007). However, Bigsten et
al. (2004) identified no significant difference in achieving productivity strategy between
small formal and informal firms. Earlier studies described efficient formal organizations
as those with a clear division of work and a clear structure of command (Fayol, 1921);
recent studies focusing on small businesses indicate the same but with more focus on
abiding by business regulations, other written rules, etc. (Robbins & Judge, 2012). Many
developing countries recognize the importance of small businesses in economic growth
and hence tolerate informal business structures because the informal sector reduces
unemployment (Nelson & DeBruijn, 2005). However, regardless of whether these firms
operate formally or informally, it is not clear whether they are able to conduct STM
practices. Based on these arguments on size, age and formality status, we hypothesize the

following:

Hi: Firms’ distinguishing characteristics have significant effects on successful
application of STM practices.
Hia: The older the firm is, the more common is the application of STM practices.
Hip: Increase in firm size is associated with increase in the application of STM
practices.
Hi.: The formalization status of a firm has a positive effect on its application of
STM practices.

2.2.2 Firm’s Resources and Capabilities

Firms’ ability to achieve their objectives is closely related to the resources they
possess and how they are managed (Bloom & Van Reenen, 2007). Firm resources
facilitate successful implementation of strategies as long as they are valuable, rare,
imperfectly imitable and imperfectly substitutable (Penrose, 1959; Mugera, 2012).
Availability and management of valuable resources facilitate better strategic practices.
However, Ferrier (2001) proposed an opposing explanation by arguing that a lack of

resources will actually cause aggressive strategic practices by the firms, as they struggle
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to compete to acquire resources; but there are limited studies to support this argument.
With reference to resource-based theory as explained earlier, our study looks at helpful
resources such as tangible and intangible possessions that are controlled and invested by
the firm to implement strategies and attain and sustain competitiveness (Barney, 1991).
The small firms’ strategic actions are often affected by their low investment capacity due
to their tendency to use unsustainable sources of finance, such as their own savings,
money from local lenders, or loans from family and friends (Dinh et al., 2013). Hence,
low investment might pose a challenge when applying STM practices. Access to market
information is also an important factor for STM, especially when conducting
environmental analyses (Hitt et al., 2009).

The most discussed resource for large firms is managers’ level of expertise.
Expertise is associated with better application of strategic management practices as
discussed by Boehlje et al. (2011). The authors analyzed the consequences of strategic
uncertainty for the agribusiness firm and indicated that managers should be able to
reassess the firm’s strategy. If firm managers have limited business ability, they will not
be able to resolve their firms’ strategic positions (Ambrosini & Bowman, 2009; Mugera,
2012). However, the authors do not specify which expertise works best for small firm
operations. Also, there are insufficient programs to help small agribusiness firm owners
to improve their skills. More attention has been devoted to seeking external sources of
funds, while the issue of managerial expertise has been neglected (Kweka & Fox, 2011).
Based on these arguments concerning firm’s investment level, access to market

information and managers’ level of expertise, we hypothesize the following:

H,: Changes in firms’ access to internal resources and capabilities are associated with
an increase or decrease in the application of STM practices.
Haa: An increase in firms’ investment level is associated with an increase in the
application of STM practices.
Hap: The more firms have access to market information, the more they apply STM
practices.
Hyc: An increase in managers’ expertise is associated with an increase in the
application of STM practices.
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2.2.3 Pressure from the External Environmental

A number of environmental factors are identified in several studies as determinants
of firm strategies. Successful implementation of strategies depends on having adequate
information on changing customers’ needs, changing technology in one’s industry and
government regulations and on knowing what competitors are up to and what is
occurring in the general economy both domestically and worldwide (Burke, 2011). The
external environment of small firms is characterized by several constraints that affect a
firm’s ability to afford strategic operations (Dobbs & Hamilton, 2007; Kweka & Fox,
2011). Therefore, it is implied that those companies that face these constraints will have a
hard time implementing and achieving their strategies. But Smallbone and Wyer (2006)
argue that these constraints actually constitute a greater impetus for the firm to perform

strategic practices.

For example, Dinh et al. (2013) indicate that unavailability of quality inputs can
prevent firms’ competitiveness. Better availability of raw agricultural products, food
packages, tools, labels, etc., facilitates better strategic actions. Other studies identify
specific factors that can benefit small firms, such as access to public infrastructure (e.g.,
electricity and public transport [Jin and Deininger 2008]), whereas in countries such as
Tanzania, poor quality infrastructure causes marketing barriers (Kweka, 2006).
Furthermore, in the external environment, access to funds (i.e., bank loans or grants) is a
potential factor. Evidence shows that smaller firms with access to external funds are able
to make strategic investment plans and grow more quickly than those relying on their
own funds (Fafchamps & Quinn, 2012). Therefore, availability of inputs, public
infrastructure and access to funds may all have a significant influence on the
implementation of firm strategies, simply because they pressurize the firms to develop
new and better strategies in order to cope with external changes or may limit a firm’s

ability to act strategically. In this regard, we formulate the following hypothesis:

Hs: Pressure from a firm’s external environment will directly affect the application of
STM practices.
Hs,: Better availability of inputs will directly affect the application of STM
practices.
Hsp: Better access to better public infrastructure services will directly affect the
application of STM practices.
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Hs.: Better access to external sources of funds will directly affect the application
of STM practices.

2.2.4 Strategic Management Practices

Understanding the unique elements of small firms” STM practices in agribusiness
is critical in this era of food market transformation (Bakker, 2011). Some studies have
analyzed STM practices and discussed its pitfalls, but, as noted above, these studies have
often concentrated on medium-sized and large corporations (Chen, 2005; Fard et al.
2011; Hitt et al., 2009; Stacey, 2011). For large organizations, the application of STM
practices includes sophisticated application of various tools and procedures involving top
management executives, professional managers such as planning specialists, other
employees and external consultants and stakeholders. But when we study small firms
(with capital of less than US$125,000), we have to look at the very basic details of their
ability to perform each step of STM practices as described by Wheelen and Hunger
(2006):

(@) The preliminary step of STM practices includes environmental scanning;
we assess whether firms are aware of their internal and external market
environment or whether they are informed about potential opportunities of
the firm, etc.

(b) We assess whether there are strategic plans that are listed in terms of firm
objectives, in a specific time frame and if so, whether they are regularly

updated and known to every employee in the firm.

(c) The following step involves strategy implementation; we assess whether
firms have developed an operating manual for employees, have adequate
number of workers who are committed to strategic management practices or

whether they can finance these activities.

(d) The last step involves strategy evaluation; we assess whether the firms have
a tendency to compare actual activities with original plans, have alternative
plans in case of unexpected developments or regularly compare their firm’s

strategy with those of competitors.

23



Chapter Two: The Impact of External and Internal Factors on Strategic Management Practices
of Agribusiness Firms in Tanzania

Even though strategic management practices may seem suitable at first sight,
mainly for large corporate firms, there is a need to establish their relevance for small
firms as well. Initially, there is a need to better understand which STM practices small

firms actually apply and what determines the application of STM practices.

2.2.5 Performance

The study by Bakar et al. (2011) of STM application in business firms concluded
that STM enables firms to increase their profit by increasing sales and reducing
unnecessary expenses. It has repeatedly been argued that practices such as strategy
planning and implementation serve the purpose of improving firm performance and that,
hence, both constructs are closely linked (Andrews et al. 2009; Boyne and Walker 2004;
Andrews Boyne, and Walker 2006; Beaver 2002; Bracker and Pearson 1986; Chen 2005;
Georgellis, Joyce, and Woods 2000; Stacey, 2011). Moreover, Woods and Joyce (2003)
indicated that firms that were using STM tools achieved rapid growth in performance.
However, only a very limited number of studies apply to small agribusiness firms. Some
studies that have examined these firms show that those companies which engage in
strategic management practices do not do so mainly for reasons of reaching performance
goals but for reasons of complying with public pressure and meeting stakeholders'
expectations (Heyder and Theuvsen, 2012). Other studies have shown that for
agribusiness firms to have a clear strategic position improves their performance
(Theuvsen, Heyder, & Niederhut-Bollmann, 2010).

Since specific routes to performance are many, varied and not susceptible to simple
generalizations (Cooper et al., 2005), when determining the performance of food
processors, we included a variety of questions on revenue growth and sales growth
perceived by managers during the past three years, as used in Zhang and Li (2008), and
trends in total expenses as used by Van Duren et al. (2003). We also looked at number of
employees since the number can correlate highly with sales volume and growth (Beck et
al., 2005; Zhang and Li, 2008) and achievement of strategies as possible measures of

performance. We therefore propose the following hypothesis:

H4: The greater the extent of strategic management practices, the better the firm'’s
performance.
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To sum up our discussion from the literature, a conceptual framework underlying

the empirical analyses (see Figure 2-1) is proposed.
Figure 2-1: Conceptual Framework

Determinants Outcome

4 N\
Firm characteristics

Age H;

Size

Formalization status /ﬁ
. J

- N 4 STM practices ) Firm
. H, performance
L eveIFolfr Twr :;St%li:t:es »|  Environmental scanning and _ Sal
Information access analysis . - T(iaef;f\fg::s
Firm’s expertise Strate_gy plannlng_ H Numee)r of
) Strategy implementation 4
Strategy evaluation and employees

N\ H control
/ Pressure from external 3 \ /
environment
Extent of input availability

Access to public
infrastructure
Access to external funds

-

Source: Authors’ illustration

2.3 Methodology

2.3.1 Data collection and sample description

The hypotheses and conceptual framework outlined above inspired an empirical
study of strategic management practices in small Tanzanian agribusiness firms. Between
May and August 2013, data was collected through interviews with firm owners and/or
managers with the aid of a structured questionnaire. The sample consisted of firms
processing cereals, vegetables and fruits located in the Arusha, Dodoma and Tanga
regions of Tanzania. The selection of firms followed a random sampling technique from
a list of processors in the Small Industries Development Organization (SIDO). SIDO is a
parastatal organization for improving the effectiveness of small industries in the country.
Over 331 firms were contacted and agreed to participate in the interviews; 229
questionnaires were qualified for analysis after excluding partially completed
questionnaires. Sixty-two questionnaires were collected from Arusha, 105 from Dodoma

and 62 from Tanga.
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The description of the sample is presented in Table 2-1. The firms have an average
of 7'/, years of business operations and process on average three types of food products:
cereals, fruits and vegetables. The majority of the firms (98.5%) buy farm produce from

local farmers, and the rest (1.5%) import produce from neighboring countries.

Table 2-1: Descriptive Information about the Sample (N=229)

Variables Mean Std.Dev  Min  Max
Information on Firm

Firm age (yrs.) 7.54 5.03 3 2858
Full-time employees 5.00 341 3 20
Capital investment in million TZS 26.94 51.81 0.3 350
Self-financed firms (dummy) 0.27 0.40 0 1
Total number of products 3.00 1.92 1 11
Non-perishable (dummy) 0.66 0.48 0 1
Family business (dummy) 0.26 0.44 0 1

Products: Cereals (65.9%), fruits (16.4%), vegetables (11.5%), other (6.2%)

Information on Respondent

Age 43.00 10.70 18 78
Years of education (yrs.) 11.05 3.51 1 22

The respondents in this study were those who were able to provide a general
overview of the firm and the cornerstones of their strategies. Their ages ranged from 18
to 78 years (average: 43 years), with an average of 11.05 years of school education; 61

percent of the respondents were female

2.3.2 Model Estimation

Appendix 2-1 shows the variables and items used for building our model: latent
variables (or constructs), items in each construct, means and standard deviations. The
formal status of a firm is represented by four items, its access to information by eight
items, managers’ expertise by nine items, and size and age by one item each. Other
constructs are level of investment, which has six items; access to public infrastructure
(eight items); availability of inputs (two items); and access to external sources of funds
(one item). However, items that loaded less than 0.5 were excluded. We use partial least
squares structural equation modelling (PLS-SEM) through Smart PLS 2.0 M3 software to
estimate our model. The software has the advantage of dealing with complex explorative
models with multiple relationships. Also, our study model measures relationships

between eleven constructs together with a mix of reflective, formative and single items,
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which can be easily handled without any identification problem by PLS-SEM (Haenlein
and Kaplan, 2004; Hair et al., 2014).

We decided to build a hierarchical component model (HCM) and calculate
coefficients by using a repeated indicator approach. The approach involves testing
second order structures that contain two layers of constructs; this means that items
(indicators) used in the first layer are repeated in a second layer. These variables are firm
resources (Rs) and pressure from the external environment (EXT); using only two such
variables means that the model will have fewer exogenous constructs, thus reducing the

number of relationships in the structural model and making the path model easier to
grasp.

2.3.3 Quality Assessment of the Model

We proceed by testing the reliability of our outer model (mode A) through
composite reliability (CR) score and construct convergent validity through average
variance extracted (AVE) scores and discriminant validity using the Fornell-Larcker
criterion as applied in Henseler et al. (2009). Table 2-2, Table 2-3 and Table 2-4 show
that all items are reliable, with CR scores above the threshold value of 0.708. Also, all
measures of AVE for the first order constructs are above 0.5, which means that the latent
variable on average explains more than 50% of the variance in the measured variables;

hence, convergent validity is met.

Convergent validity for the second order constructs ‘firm resources’ and ‘pressure
from external environment’ show AVE values of 0.462 and 0.43 respectively. The first
value is below the threshold of 0.5 but quite close to this threshold. The latter value of
0.43 for the second order construct is not close to the threshold; but its first order
constructs (i.e. ‘INPUT’ and ‘INFRA’) have their AVE values above the threshold

(Table 2-4) hence we will keep the variable in the model.
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Table 2-2: Quality Criteria for Firm Characteristics Constructs

Variable Construct Loadings AVE CR Cronbach a
AGE Age of the firm (AGE) 1item 1 1
SIZE Size of the firm (SIZE) 1item 1 1
FORMAL Formalization status (Xs) 4 items 0.734 0.917 0.879
FORM_1  You have a picture of an organization

structure. 0.84
FORM_2  You have indicated clearly the division

of work for employees. 0.91
FORM_3  You have written a clear business plan. 0.85
FORM_4  You are able to abide to all legal business

regulations. 0.82

Table 2-3: Quality Criteria for Reflective First Order Constructs of Firms’ Internal

Resources

Variable  Construct Loadingg AVE CR Cronbach a
INVEST Investment level: 0.81 0.90 0.758
INVEST_1  How much have you invested on the firm’s buildings? 0.91
INVEST_2  How much have you invested on the firm’s motor 0.89

vehicle?

INFO Information Access 0.66 0.85 0.743
INFO_1 Information on where to get raw materials 0.73
INFO_2 Information access on changes in product prices 0.87
INFO_3 Information access on where to sell 0.83
EXP Manager’s level of expertise 0.63 0.94 0.926
EXP_1 Level of expertise in bookkeeping and accounting 0.73
EXP_2 Level of expertise in managing employees 0.81
EXP_3 Level of expertise in marketing techniques 0.79
EXP_4 Level of expertise in financial management 0.83
EXP_5 Level of expertise in stock taking and record keeping 0.82
EXP_6 Level of expertise in food quality and safety standards 0.78
EXP_7 Level of expertise in customer care 0.81
EXP_8 Level of expertise in product presentation 0.78
EXP_9 Level of expertise in food processing 0.79

Table 2-4: Quality Criteria for the Reflective First Order Constructs of ‘Pressure

from Firm’s External Environment’ Variable

Variable  Construct Loadings AVE CR Cronbach
a
INPUT Input availability 0.68 081 0.537
INPUT_1  Availability of agricultural inputs 0.84
INPUT_2  Availability of non-agricultural inputs 0.81
INFRA Access to public infrastructure level 0.68 0.86 0.748
INFRA_2  The firm is in the city center. 0.62
INFRA_7  There is a continuous and uninterrupted 0.91
electricity supply.
INFRA_8  There is a continuous and uninterrupted 0.91
water supply.
FUNDS Access to funds (FUNDS) (single item 1 1

excluded from HCM)
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We use the Fornell-Larcker criterion to check for discriminant validity. The aim is
to see whether a construct shares more variance with its measure than it shares with other
constructs in a given model. The criterion is met when the AVE scores (see diagonal
values in Table 2-5) of each latent construct is higher than the construct’s highest squared

correlation with any other latent construct (Fornell & Larcker, 1981).

Table 2-5: Fornell-Larcker Criteria

1 2 3 4 5 6 7 8 9 10 11
1. AGE single item
2. EXP 0.07 0.63
3. FORMAL 0.08 0.28 0.73
4. FUNDS 0.01 0.00 0.02 single item
5. INFO 0.02 0.18 0.14 0.00 0.66
6. INFRA 0.06 0.08 0.01 0.10 0.08 0.68
7. INPUT 0.01 0.07 0.04 0.01 0.10 0.03 0.68
8. INVEST 0.10 0.16 0.07 0.00 0.02 0.05 0.03 0.81
9. PERF 0.01 0.14 0.18 0.00 0.10 0.01 0.01 0.01 0.90
10. SIZE 0.06 0.07 0.16 0.01 0.03 0.01 0.02 0.07 0.10  single item
11. STM 0.14 0.30 0.29 0.00 0.16 0.05 0.03 0.10 0.35 0.19 0.91
Note:

AVE values are positioned on the diagonal, and the correlations between the
constructs are in the lower left triangle.

After variable measures have been confirmed as reliable and valid, we then assess the structural
model for collinearity because the path coefficients may be biased if the estimation involves
significant levels of collinearity among predictor variables. We run three sets of linear regression
models on SPSS for the purpose of checking the variance inflation factor (VIF) values.
Appendix 2-2 shows that VIF values are below the threshold value of 5.0, thus
indicating no multicollinearity problem. After assessing the quality of our measurements,

we run the PLS algorithm to examine key results of the model.

2.4 Results

Table 2-6 shows resulting relationships between variables, path coefficients, R-
squared, t-statistics for the standardized path coefficients and p-values. The t-statistics
were tested by running bootstrap with 5,000 re-samples. Table 2-6 also presents the
results of the hypothesized structural model because one path characterizes each
hypothesis. The results show that application of STM practices is influenced by a firm’s
distinguishing characteristics: firm age (Hia; 0.135***), firm size (Hip; 0.231***) and
formalization status of the firm (Hi.; 0.227***). Moreover, the application of STM

practices is greater if there are high investment levels (Hz,; 0.042***), access to market
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information (Hap,; 0.061), increase in managers’ level of expertise (Hyc; 0.284***) and
better access to funds (Hsc; 0.089%). In contrast, the effect of better availability of inputs
and access to public infrastructure services do not significantly influence application of
STM. Therefore, hypotheses Hs, and Hs, are not supported. Altogether, 48.5 percent of
the variance in application of STM practices is explained by the determinant (exogenous)
variables in the model, with the highest contribution coming from managers’ level of

expertise, followed by firm size and the formalization status of the firm.

Hypothesis H; was supported. The extent of strategic management practices
significantly contributes to firm performance (0.591***); however, only 35 percent of

the variance is explained.

Table 2-6: P-values and Hypothesis Testing

Relationships Coff?itcr;ent valtues p-value  Sig. Hypothesis Decision
AGE — STM 0.135  3.189 0.002 *** H1 Hi, Supported
SIZE - STM 0.231  5.137 0.000 *** Hip Supported
FORMAL — STM 0.227 3.377 0.000 *** Hie Supported
INVEST — STM 0.042  4.398 0.000 *** H2 H,, Supported
INFO —» STM 0.061 4577 0.000 *** Hap Supported
EXP — STM 0.284 5.388 0.000 *** Ha. Supported
INPUT — STM 0.015 0.990 0.323 NS H3 Hs, Not supported
INFRA —- STM 0.046 0.974 0.331 NS Hap Not supported
FUNDS — STM 0.089 1.713 0.088 * Hs. Supported
STM — PERF 0.591 13.175" 0.000 *** H4 H, Supported
R- Squared values: STM = 0.485

PERF = 0.350

Significance: *p<0.1; **p<0.05; ***p<0.01 One tailed test

Predictive relevance Q? is another criterion for the model assessment (Henseler et
al., 2009) and values of Q? larger than zero verify that our exogenous latent variables
have predictive relevance for the endogenous latent variables STM and PERF. The
results yield the values 0.337 for STM and 0.237 for PERF (see Appendix 2-3), which
confirm the predictive relevance of the associated path model relationships. We then
extend our findings of PLS-SEM outcomes by conducting the importance—performance
matrix analysis (IPMA) as applied by Martilla and James (1977).
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2.4.1 Importance—Performance Matrix Analysis (IPMA) for STM Practices

IPMA is useful in extending PLS-SEM findings using latent variable scores. The
matrix shows which attribute (i.e., exogenous variable) a manager should focus on in
order to apply STM practices successfully. Thus, IPMA provides guidance for strategic
development (Slack, 1994). The term importance refers to the impact of a latent variable
on an endogenous (or target) variable, while performance represents responses from the
data in a form of latent variable scores or index values. In generating the matrix, we use
‘application of STM practices’ as our target variable; thereafter total effects (importance)
and index values (performance) are determined (Hair et al., 2013). The total effect of a
path between two constructs is the sum of all the direct and indirect effects in a structural
model derived from a PLS path model estimation. The index values, on the other hand,
are derived by means of re-scaling all observation data to a range of 0 and 100 (see,
Anderson and Fornell, 2000; Hock and Ringle, 2010) using the formula:

yrescaled _ (x; — Minscale[x]
i

= .100
(Maxscale[x] — Minscale [x])

Xi represents i data (latent variable score), Minscale [x] represents the lowest, and
Maxscale [x] the highest value in the x data (Hock & Ringle, 2010). The mean values of
all latent variable scores are rescaled with the higher values indicating better performance
Table 2-7 shows the resulting total effect and latent variable index values extracted from
a smartPLS report. If, for example, the index value of AGE increases by one unit, the
index value of the target variable STM will increase by 0.135 points in a static manner of
assessment (ceteris paribus). For quick interpretation of all variables, a graphic IPMA
representation is created by using a Microsoft Excel spreadsheet application (see Figure
2-2).
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Table 2-7: IPMA Results

Total Effects  Index Values
Variable (Importance) (Performance)
Firm age AGE 0.135 17.76
Firm size SIZE 0.231 25.97
Formalization status FORMAL 0.227 57.10
Level of investment INVEST 0.042 29.71
Access to market information INFO 0.061 77.77
Managers’ level of expertise EXP 0.284 60.38
Awvailability of inputs INPUT 0.015 77.86
Access to public infrastructure INFRA 0.046 55.66
Access to funds FUNDS 0.089 60.35

In terms of recognizing priority areas or issues requiring managerial action,

attention should be paid to the variables that are positioned high on the x- and y-axes in

Figure 2-2. Reading from the x-axis, managers’ level of expertise ranks first on the

importance scale, followed by firm size and formalization status, whereas availability of

inputs ranks lowest. Reading from the y-axis, availability of inputs ranks first on the

performance scale, followed by access to market information; in this case, firm age is the

least important variable.

Overall, attention is given to the variables positioned in the top-right corner (see

Figure 2-2), which indicates a relatively high share of importance and performance

compared to other variables. In this case, managers’ level of expertise and the

formalization status of the firm are selected as areas of priority for the successful

application of STM practices.
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Figure 2-2: IPMA Representation of Determinants of STM Practices
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2.5 Discussion and Conclusions

The results of our analysis demonstrate a positive link (Hz; 0.591***) between
strategic management practices and firm performance. This finding provides justification
for the need of STM practices for firm survival in competitive and dynamic markets.
Since we surveyed small enterprises, the results provide support for the argument that
there is a need for strategic awareness not only in medium-sized and large enterprises but
also in small ones (Gibb & Scott, 1985). Furthermore, our empirical findings are in line
with earlier studies that have indicated the positive effects of systematic strategic
management in small enterprises (Andrews, Boyne and Walker, 2006; Bracker and
Pearson, 1986; Georgellis et al., 2000).

Also, our analysis provides support for the notion that firm characteristics have a
significant effect on STM practices. Looking at the path coefficient scores and IPMA
presentation for each variable of firm characteristics separately, a firm’s formalization
status has a greater impact on the application of STM practices than its age and size (see

Figure 2-2). The result is not in line with the study conducted by Bigsten et al. (2004),
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which found no high productivity strategy achieved by changing from informal to formal
status. After all, developing countries often tolerate the operations of informal businesses
due to their contribution to net employment growth. In addition, firms do not see any
profit gains by formalizing their businesses. Informal firms usually engage in food
processing business on a trial basis, using family members in a part-time position, with
no clear structure or direction and no paperwork or financial records. This informal
management style is contrary to Max Weber's (1968) assertion that creating formal
authority structures in any business enables it to benefit from the so-called “technical
superiority” of bureaucratic organization. Our study supports Weber, indicating that
greater formalization will enhance firms’ successful strategy implementation (Hjc;
0.227***) because they will have more opportunities to make investment efforts and
participate in export activities than informal firms. Hence, formal firms will be in a good
position to implement their strategies; however, this applies mostly to firms with greater
age (Hia; 0.135***) and larger size (Hip; 0.231***), The latter findings parallel early
results from a contingency perspective in organization theory, which indicated that older
and larger firms tend to become more formalized (Child, 1975). The trend towards
increasing formalization and implementation of management systems has more recently

been demonstrated for small growing enterprises, as well (Davila, 2005).

Further analysis provides support for the proposed relationship between available
firm resources and the application of STM practices. Firm resources including
investment level, access to information and management’s expertise are positively
associated with an increase in STM practices. These are helpful resources that support
the implementation of strategies and hence gain and sustain competitiveness. The
argument from the literature that firms with fewer resources aggressively engage in
strategic practices (Ferrier, 2001) is not supported. The study looked at valuable
resources for the food processing firms in this context and found that ‘level of expertise’
contributes most to STM implementation. Firms with relevant skills are in a good
position to strategize well and position their products more easily in the market. The
existing literature also indicates the same relationship, with no clear indication of which
skills they are referring to (Ambrosini & Bowman, 2009; Mugera, 2012). Among several
skills investigated in this study, knowledge of food quality and safety standards, expertise
in food processing and customer care were considered relevant. In contrast, firms with

inadequate skills cannot implement their strategies successfully even if they have good
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strategic plans in place. From a more general point of view, the findings support the
widely shared resource-based view that it is often intangible and human resources that
provide a basis for long-term competitive advantages since these resources are often
difficult to imitate or replace (Prahalad & Hamel, 1990).

Our findings also show that the degree of a firm’s ability to implement STM
practices is influenced by better access to information (Hg,; 0.061***). As long as
information is accessed and understood, it can be used to unravel market uncertainties
and hence formulate and implement strategies and control results. This supports Hitt et
al.’s (2009) proposition that access to information is essential for strategic management
steps such as environmental analysis, for which firms need to be informed about relevant
elements of and changes in the firm’s internal and external environments. Thus, firms
with better access to information on where to get agricultural produce, produce prices,
where to sell their products, customer needs, competitors’ actions and other relevant
topics have better opportunities to successfully engage in strategic actions than those
with poor access. Those with poor access are uninformed about what they need to solve
their problems and unable to understand market trends clearly; as a result, they lose focus

in goal accomplishment.

Our study shows significant results for the effects of level of investment on STM
practices. Firms that invested more on assets such as firm buildings and motor vehicles
were able to carry out their regular production plans and transportation in a convenient
environment with adequate space for food hygiene and safety. Such firms are able to
implement their strategies and realize their potential. Similar arguments have been made
in previous studies, which link the poor performance of manufacturing firms to poor
investment capacity (Dinh et al., 2013). The resource-based view in strategic
management also argues that there is a need for a sufficient resource basis for doing
business although most of these resources do not provide competitive advantages
(Barney, 1991). Hence, policies should aim to promote private investment in input to
resolve one of any small firm’s major challenges—how to attract interested venture
capitalists to invest in a modern production plant, machinery and food processing

equipment.

The results of this study also show that there are significant and insignificant
factors in the external environment that affect the application of STM. Better input
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availability and access to public infrastructure services do not have a significant effect on
the implementation of STM practices. The latter was surprising because we expected that
access to public infrastructure would enhance the effective implementation of STM
practices. It could be challenging in strategic implementation and monitoring aspects of
STM if there is inadequate availability of electrical power, water, communications
services, etc. The reason for our finding could be that the firms surveyed are not very
exposed to external pressure compared with large firms that deal with complex transport

logistics and exporting activities.

The conditions in firms’ external environment shape the way they formulate their
strategies. Previous studies indicated that pressure from the external environment can
push firms to perform certain strategic actions (Heyder and Theuvsen, 2012; Smallbone
and Wyer, 2006). Therefore, the only significant external environment factor was access
to external sources of funds. Our results showed that the hypothesized positive effect of
the access to funds and the implementation of STM practices was confirmed (Ha;
0.089*). STM practices were more prevalent in those firms which have more alternatives
for financing current and future activities. Those with a lack of access to loans and
complicated bank loan applications claimed that STM practices are expensive, irrelevant
and time-consuming in light of the small earnings they make. These firms depend more
on their owners’ savings, which is often an inadequate and very limited source of finance
for business operation and expansion; hence, better access to formal sources of funds,
such as bank loans, is needed. This brings us to the essential point of having a strategic
plan in place that will convince formal financial institutions to issue loans and attract
potential investors. The plan will also motivate firms to work hard towards firm
performance (since our Hy hypothesis is supported). Therefore, if we look at pressure
from external environment factors, the greater focus is on access to external sources of

funds.

The study provides manifold starting points for future research. For instance, it
does not imply that there is a best resource or capability for all firms but rather that there
are skills that are valid for the effective application of STM in this context. Scholars may
further pursue studies of STM practices that focus on the entire portfolio of skills (e.g.,
marketing, finance, human resources and logistics) possessed by agribusiness managers.

Such studies may further demonstrate the link between managerial skills, application of
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STM practices and firm performance. The analysis opens up another research path to
explain the sphere of knowledge that determines effective strategic management
practices. Overall, the conceptual model explains 48.5 percent of the variations in STM
practices and 35 percent of the variation in firm performance. Obviously, there are other
factors that have yet to be explored in order to explain the variability in our conceptual
model.

We based our research on the fact that proper strategic plans and skills are needed
to exploit food markets. Results support the view that internal organization resources are
a critical link to strategic practices (Barney & Hesterly, 2010) by discussing specific
items in the study area context. The study contributes to the literature by providing a
clarified categorization of important and relevant items for quick managerial actions.
Thus, the findings provide various starting points for improving management practices
and political and administrative actions. Since Tanzania has targeted the country’s
manufacturing sector to increase its contribution to GDP from 8 to 15 percent between
2009 and 2015 (MoFEA, 2010), knowledge and skills should be promoted, and research
findings translated into productive actions. Overall, this research is an early inquiry into
the strategic management process for firms of this nature in an emerging African
economy. Much needs to be accomplished if it is to serve agribusinesses in the years
ahead. Therefore, deeper qualitative and quantitative explorations are required in the

future.
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Appendix 2-1: Descriptive Statistics of Variable Items

Item Statement/Question Mean Std. Dev
AGE Number of years since firm establishment (yrs) 43 10.699
SIZE Capital investments in Tanzanian shillings (5 groups) 2.04 1.112

Size of the Firm (SIZE):
Scale:1=below 5 mil TZS, 2=5 to 25 mil TZS 3=25 to 50 mil TZS; 4=50 to 100 mil TZS; 5=above 100 mil
TZS

Formal status (FORMAL): Formalization status of the firm (scale from 1=strongly disagree to 5=strongly

agree)

FORM_1 You have a picture of an organization structure. 3.11 1.060
FORM_2 You have indicated clearly the division of work for employees. 3.39 1.035
FORM_3 You have written a clear business plan. 3.17 1.035
FORM_4 You are able to abide by all legal business regulations. 3.47 1.066

Investment Level (INVEST):  1=Very low, 2=Low (25%), 3=Average (50%), 4=High (75%) 5=Very
high (up to 100%)

INVEST_1  How much have you invested in firm buildings? 2.38 1.385
INVEST_2  How much have you invested in firm's motor vehicles? 2.04 1.165
INVEST_3  How much have you invested in employee training? 2.50 1.211
INVEST_4  How much have you invested in production technology? 3.41 1.028
INVEST_5  How much have you invested in office tools (raw materials, salary,

water and electricity tools)? 2.82 1.332
INVEST_6  How much have you invested in marketing activities? 2.95 1.211

Firm’s access to information (INFO)
Scale: 1=Completely inaccessible 2=Inaccessible, 3= Average access, 4=Accessible and 5=Highly
accessible

INFO_1 Information on where to get raw materials 4.34 0.941
INFO_2 Information on changes in product prices 4.04 1.049
INFO_3 Information on where to sell 3.97 0.993
INFO_4 Information concerning customers' whereabouts 3.89 1.014
INFO_5 Information about when to sell 3.92 1.013
INFO_6 Information on competitors 3.70 1.128
INFO_7 Information on tax rates 3.38 1.286
INFO_8 Information on trade associations 3.61 1.177

Level of manager’s expertise (EXP) scale from 1=strongly disagree to 5=strongly agree

EXP_1 Level of expertise in bookkeeping and accounting 3.03 1.094
EXP_2 Level of expertise in managing employees 3.45 1.053
EXP_3 Level of expertise in marketing techniques 3.26 1.056
EXP_4 Level of expertise in financial management 3.21 1.107
EXP_5 Level of expertise in stocktaking & recordkeeping 3.36 1.081
EXP_6 Level of expertise in food quality & safety standards 3.56 1.056
EXP_7 Level of expertise in customer care 3.72 1.006
EXP_8 Level of expertise in product presentation 3.37 1.074
EXP_9 Level of expertise in food processing 3.73 1.070

Input availability (INPUT) Scale: 1=Not available 3=Available 5=Easily available
INPUT_1 Auvailability of Agricultural Inputs 4.34 0.870
INPUT_2 Auvailability of Non-Agricultural Inputs 3.85 1.014
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Item Statement/Question Mean Std. Dev

Access to public infrastructure level (INFRA): scale from 1=strongly disagree to 5=strongly agree

INFRA_1 The firm is located along the regional highway. 341 1.273
INFRA_2 The firm is in the city center. 3.42 1.265
INFRA_3 There is access to telephone services. 4.42 0.695
INFRA_4 There is access to electricity. 4.40 0.730
INFRA_5 There is access to water. 4.37 0.749
INFRA_6 There is continuous phone service. 4.36 0.799
INFRA_7 There is a continuous and uninterrupted electricity supply. 3.11 1.246
INFRA_8 There is a continuous and uninterrupted water supply. 3.21 1.254

Access to Funds (FUNDS): Scale: 1=Very poor 2=Poor 3=Fair 4=Good 5=Very good
FUNDS Access to funds aggregate mean score 34 0.79

Strategic management practices (STM) practices (scale from 1=Strongly disagree to 5=Strongly agree)
You have developed a list of strengths and weaknesses (of the

STM_1 firm). 3.32 1.301

You are informed about all opportunities that are good for firm
STM_2 development. 3.39 1.298
STM_3 You understand your customers and what products they need. 3.70 1.304
STM_4 You have visualized what your firm might be like five to ten years

from now. 3.38 1271
STM_5 You have developed a list of the firm’s objectives. 3.37 1.252
STM_6 The objectives are regularly updated. 3.14 1.261
STM_7 The objectives are known to every employee. 3.24 1.318
STM_8 You have a fully developed operational procedures manual. 291 1.354
STM_9 Work procedures are fully communicated. 3.24 1.320
STM_10 The procedures are fully understood by every employee. 3.42 1.353
STM_11 The firm can afford to finance actual implementation of strategies. 3.16 1.247
STM_12 Employees are fully committed to the implementation of strategies. 3.47 1.293
STM_13 There is an adequate number of staff to implement firm strategies. 3.19 1.303
STM_14 There are enough competencies to implement the strategies. 3.10 1.254
STM_15 You regularly compare your activities to your plans. 341 1.273
STM_16 You develop alternative plans. 3.24 1.279
STM_17 You regularly compare your strategies with those of your 3.33 1.331

competitors.

Performance (PERF) 1=Decrease 2=Slight decrease 3=The same as in the preceding year 4=Slight increase
5=Increase

Rev_1la Sales revenue this year (2013) 3.73 1.082
Rev_1b Sales revenue last year (2012) 3.60 0.971
Rev_1c Sales revenue in 2011 3.50 0.991
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