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ABSTRACT 

Business world in recent times has been subjected to uncertainty resulting to 

increasing demand for improvement in business strategies. Being the case, this study 

assesses the influence of business strategies on the growth of small and medium audit 

firms in Tanzania. Specifically, it focuses on the influence of cost leadership 

strategy, differentiation strategy, focus strategies, and referred former employees on 

firms’ growth. To address the identified objectives, a descriptive survey research 

design was employed to explore both primary and secondary data collected from 125 

staffs from 25 Small and Medium audit firms using a survey questionnaire. The data 

was quantitatively analyzed, and Probit regression model was used to obtain the 

econometric results prior to presentation and discussion of findings. Therefore, the 

descriptive results of the current study reveal that, cost leadership strategy, 

differentiation strategy, focus strategy, and referred former employees influence the 

financial growth of small and medium auditing firms to a greater extent. Also, the 

marginal analysis results reveal that, unlike focus strategy, cost leadership strategy 

and referred former employees significantly influences financial growth in a positive 

manner; while differentiation strategy statistically influence financial growth 

negatively. The results of the current study implies that, for a firm to make a rational 

decision that boost up its financial growth, a business strategy associated to cost 

leadership, differentiation, and referral from former employees are widely crucial.  

 

 

 

 

 

 

 

 

 



vii 

TABLE OF CONTENTS 

CERTIFICATION ................................................................................................... i 

DECLARATION AND COPYRIGHT ..................................................................ii 

ACKNOWLEDGEMENT .................................................................................... iii 

DEDICATION ....................................................................................................... iv 

LIST OF ABBREVIATIONS ................................................................................. v 

ABSTRACT ........................................................................................................... vi 

LIST OF TABLES ................................................................................................. xi 

LIST OF FIGURES .............................................................................................. xii 

 

CHAPTER ONE ..................................................................................................... 1 

INTRODUCTION .................................................................................................. 1 

1.1 Background of the Study ............................................................................ 1 

1.1.1 Concept of business strategy ................................................................... 2 

1.1.2 Organizational Performance and Growth ................................................. 3 

1.1.3 Small and medium sized audit firms in Tanzania ..................................... 4 

1.2 Statement of the problem ........................................................................... 5 

1.3 Research Objectives ................................................................................... 6 

1.3.1 General Objectives .................................................................................. 6 

1.3.2 Specific Objectives ................................................................................. 6 

1.4 Research Questions .................................................................................... 7 

1.5 The significance of the study ...................................................................... 7 

 

CHAPTER TWO .................................................................................................... 9 

LITERATURE REVIEW ....................................................................................... 9 

2.1 Introduction ............................................................................................... 9 

2.2  Theoretical Framework ............................................................................. 9 

2.2.1 The Profit-maximizing and Competition Based Theory ........................... 9 

2.2.2 The Resource Based View Theory ........................................................ 10 

2.2.3 The Theory of Change .......................................................................... 10 

2.2.4 Agency Theory ..................................................................................... 11 



viii 

2.2.5 The Theory of Generic Competitive Strategy ........................................ 11 

2.2.6  Contingency Theory of Leadership. ..................................................... 12 

2.2.7  Human Resources Theory .................................................................... 12 

2.2.8 Innovation Diffusion Theory of Technology ......................................... 13 

2.2.9 Customer Service Theory ...................................................................... 13 

2.3 Empirical Review on Business Strategies ................................................. 14 

2.3.1 The Concept of Strategy........................................................................ 14 

2.3.2 The Concept of Strategic Business Management ................................... 15 

2.3.3 How to Make Business Strategies ......................................................... 16 

2.3.4 Environmental Scanning (Strategic Analysis)........................................ 17 

2.3.5 Strategic Formulation ............................................................................ 18 

2.3.6 Strategy Implementation ....................................................................... 20 

2.3.7 Evaluation and Control ......................................................................... 21 

2.4 Conceptual Framework ............................................................................ 24 

 

CHAPTER THREE .............................................................................................. 27 

RESEARCH METHODOLOGY ......................................................................... 27 

3.1 Introduction ............................................................................................. 27 

3.2 Research Design ...................................................................................... 27 

3.2.1Qualitative Research Design .................................................................. 27 

3.2.2 Quantitative Research Design ............................................................... 28 

3.2.3 Mixed Research Design ........................................................................ 28 

3.2.4 Current Study Research Design ............................................................. 28 

3.3 Targeted Population and Sampling ........................................................... 28 

3.3.1 Targeted Population .............................................................................. 28 

3.3.2 Sample Frame ....................................................................................... 29 

3.3.3 Sample Size .......................................................................................... 29 

3.3.4 Sampling Technique.............................................................................. 29 

3.4 Data Type and Collection Methods .......................................................... 30 

3.4.1 Data Type ............................................................................................. 30 

3.4.2 Data Collection Method ........................................................................ 31 



ix 

3.5 Data Analysis ........................................................................................... 31 

3.5.1 Descriptive Statistics ............................................................................. 31 

3.5.2 Inferential Statistics............................................................................... 31 

3.6 Data Reliability and Validity .................................................................... 35 

3.6.1 Data Reliability ..................................................................................... 35 

3.6.2 Data Validity ......................................................................................... 36 

 

CHAPTER FOUR ................................................................................................ 37 

PRESENTATION OF FINDINGS ....................................................................... 37 

4.1 Introduction ............................................................................................. 37 

4.2 Descriptive statistics ................................................................................ 37 

4.3 The influence of business strategy on the financial growth ....................... 38 

4.3.1 The influence of cost leadership strategy on firms’ financial growth...... 39 

4.3.2 The influence of differentiation strategy on firms’ financial growth....... 40 

4.3.3 The influence of focus strategy on firms’ financial growth .................... 41 

4.3.4 The influence of former employees referred on financial growth ........... 42 

4.4 Econometrics Results ............................................................................... 43 

4.4.1 Results of Probit regression model diagnostics ...................................... 43 

4.4.2 The influence of business strategy on the financial growth .................... 44 

 

CHAPTER FIVE .................................................................................................. 48 

DISCUSSION OF FINDINGS ............................................................................. 48 

5.1 Introduction ............................................................................................. 48 

5.2 The influence of business strategy on the financial growth ....................... 48 

5.2.1 The influence of cost leadership strategy on firms’ financial growth...... 48 

5.2.2 The influence of differentiation strategy on firms’ financial growth....... 49 

5.2.3 The influence of focus strategy on firms’ financial growth .................... 49 

5.2.4 The influence of former employees referred on financial growth ........... 50 

 

 

 



x 

CHAPTER SIX ..................................................................................................... 51 

SUMMARY, CONCLUSSION, AND POLICY IMPLICATIONS .................... 51 

6.1 Introduction ............................................................................................. 51 

6.2 Summary of the Study .............................................................................. 51 

6.3 Conclusion ............................................................................................... 52 

6.4 Policy Implications .................................................................................. 53 

6.6 Area for future studies .............................................................................. 54 

 

REFERENCES ..................................................................................................... 55 

APPENDICES ...................................................................................................... 60 

 

  



xi 

LIST OF TABLES 

Table 4.1: Profile of the auditing firms.................................................................... 38 

Table 4.2: Scale interval of mean results for the interpretation ................................ 39 

Table 4.3: The influence of cost leadership on the firm’s financial growth .............. 40 

Table 4.4: The influence of differentiation strategy on firm’s financial growth ....... 41 

Table 4.5: The influence of focus strategy on firms’ financial growth ..................... 42 

Table 4.6: The influence of former employees referred on financial growth ............ 43 

Table 4.7: Probit Regression model Results ............................................................ 45 

 

 

 

 

 

 

 

  



xii 

LIST OF FIGURES 

Figure 2.1: Four elements of strategic management................................................. 17 

Figure 2.2: Hierarchy of strategy ............................................................................ 19 

Figure 2.3: Strategic decision-making process ........................................................ 22 

Figure 2.4: Benefits of strategic management .......................................................... 23 

Figure 2.5: Conceptual Framework ......................................................................... 25 

 

 

 

 

 

 

  

 

 

 

 

 



1 

CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

Due to the inconsistency of business world, today the world has an increasing need 

for the improvement of the ways business are done. The existence of globalization 

made the world looks like a single village giving opportunity for businesses to grow 

and get new markets across the world (Mahmutovic, Hadžiahmetovic, & Talovic, 

2014). Though the fact that the growth of businesses either locally or overseas goes 

parallel with a lot of challenges. But it should be the purpose of each business to 

always look after new ways to ensure sustainable growth in market share and 

opportunities (Porter, 1979). 

 

Strategic business management is a new discipline that has emerged about 30 years 

ago. It aims at developing new ways of thinking that is the requirements of managers 

of business that are exposed to globalisation. Knowing the resources required in 

order to provide the required amount of services to clients is very crucial. Enterprise 

resource planning is therefore necessary tool needed in every professional firm to 

ensure sustainable growth. To ensure the proper handling of both human, times, 

capital and equipment in an organization, they need to employ good strategies in all 

stages of services provision (Dugguh, Aki, & Isaac, 2018). 

 

New firms emerge each and every day around the country, therefore a strong re-

enforcement on the influence of business strategies and enterprise resource planning 

has a strong effect to improve on the development of small and medium firms all 

over the world. Firms face different obstacles when trying to enter new markets, 

which therefore necessitate strategies. The business environment is changing 

drastically, it will be a significant error to assume that all those firms that operate 

globally will be affected by globalization, and this is because even if the firm do not 

operate internationally, it will face competition from firms that operate globally in 

the local market (Mahmutovic, et., 2014). 
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There are drastic changes in the fundamental environment condition that face the 

business. As days goes on, managers are forced into new management style that put 

business strategies as part and parcel of managers’ duties and responsibilities. To 

better ensure a sustainable management in their firms, the managers and in particular 

the partners have to regularly revise their strategies to ensure competitive advantages 

in the market. This paper goes a long way to show some strategies used and tries to 

suggest new strategies for small and medium firms to implement. ‘What to attain’ 

and ‘How to attain’ are the main objectives that strategic business management is 

aimed to answer in every business. Attaining the targets entails the proper execution 

of the strategies considering the pressure from the competition in the market 

(Dugguh, et al., 2018).  

 

To better understand the above question, this research work looks at some theoretical 

framework of strategic business management and sustainable development and then 

looks at the empirical tests of some factors that enhance a better strategic 

management of organization taking data from various audit firms that are categorised 

as small or medium. Theoretically, chapter two of the paper is based on the literature 

review of the business strategies theories and how they are implemented in various 

firms. The third chapter analyses the ethical behaviours and sustainable development 

in the business environment and chapter four analyses the influence of business 

strategies to the growth of small and medium audit firms. 

 

1.1.1 Concept of business strategy 

Business strategy refers to the pattern of organizational moves and managerial 

approaches carried out to achieve organizational objectives and pursue organization 

mission. Businesses require strategies to guide how to attain objectives and how to 

pursue firms’ mission. Business strategy making is all about how to reach 

performance target, how to win rivals, how to sustain competitive advantages, how to 

strengthen the enterprise long-term business position (Thompson & Strickland, 1984) 

The business strategy formulation represents the commitment of those responsible 

for management to pursue a particular set of actions in the growing business, 
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attracting and pleasing customers, competing successfully, conducting operations 

and improving the firms’ financial and market performance (Johnson, Scholes, & 

Whittington, 2008). 

 

Business strategy can be seen as a plan, play, pattern, position and perspective 

(Mintzberg, Ahlstrand, & Lampel, 2008). A business strategy may also be viewed as 

a pattern of actions and resource allocations designed to achieve the goals of the firm 

(Bateman & Zeithaml, 1993). The business strategy that is pursued by firm should 

aim at building strengths in the area that satisfy firms’ clients and other stakeholders 

of the firm. It therefore forms a comprehensive modern plan that states how the firm 

will attain its mission and objectives, maximizes competitiveness advantages and 

minimizes competitiveness disadvantages.   

 

There are three forms of business strategies namely; corporate strategy, business 

level strategy and functional level strategy (Johnson, et al, 2008). Corporate level 

strategy is concerned with the overall scope of an organization and the value adding 

elements to all business units. These may include diversification strategies and 

retrenchments. The second level is the business level strategy which is concerned 

with how the firm compete in the market arena by providing best services to the 

clients. These strategies include product development and design in order to out 

compete the rivals. And the third level of strategy is the functional level strategy 

which is concerned with how the corporate and business level strategies are delivered 

effectively in terms of resources, processes and people.  

 

1.1.2 Organizational Performance and Growth 

A process through which the structure of an organization increases the number of its 

roles and links. Organization growth is essentially a quantitative process. Firms strive 

for growth regardless of their size. Small and medium wants to be big, big firm wants 

to be bigger. Payroll and other operation expenses tend to increase over time, so for 

the firms to be able to accommodate these increases in expenses they have to grow.  
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Growth must occur if the firm wishes to keep up instead of passing along these 

increased expenses to clients inform of increased prices. Organizational growth can 

be measured by different parameters ranging from net profits, revenues and other 

financial data. Other parameters such as sales, number of employees, physical 

expansion, success of product line, increased market share etc.  

 

Small and medium firms have a lot to benefit from organization growth. The 

following are benefits of growth; increasing efficiency from economies of scale, 

increases power, greater ability to withstand market fluctuations, increased survival 

rate, greater profits and increased prestige for organizational markets. For small and 

medium firms’ growth is seemed as a sign of success and progress. Ultimately, 

success and growth will be gained by how well a firm does relative to its mission, 

vision, goals and objectives. 

 

1.1.3 Small and medium sized audit firms in Tanzania 

There are several definitions of SMEs although all of them tend to use the same 

criteria ranging from number of personal, turnover, asset base and capital outlay. 

European Union defines a SME as an enterprise which employ fewer than 250 

personals (micro 1-9; small 10-49; medium 50-249) and which has annual turnover 

not exceeding 50 million euro, and annual balance sheet total not exceeding 43 

million euro. In the USA the employment size criteria is 500 people with small firms 

employing 100 personals. World Bank classifies all businesses with 11-50 employees 

as small and those with 51-100 employees as medium (Ayyagari, Beck, & 

Demirguc-Kunt, 2003). The World Bank definition differs from that of European 

Union which considers firms with fewer than 50 employees as small and those with 

greater than 50 employees as medium (Dugguh, et al., 2018). 

 

International Federation of Accountants (IFAC) defines SMEs as entities to be of 

small and medium size by reference to quantitative (for example assets, turnover, and 

employees) and or qualitative characteristics (for example, concentration of 

ownership and management on small number of individuals). The term SME, small 
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and medium size practitioners are prevalent amongst accounting bodies but are 

synonymous to SMEs (Mahmutovic, et al., 2014). 

 

In Tanzania out of 226 registered audit firms, only 3.5% fall under large firms, 

11.5% are medium and 85% are small firms. For the purpose of this research the 

researcher will use IFAC definition of SMEs. Out of all the registered audit firms in 

Tanzania SMEs comprise of 96.5%, this is according to NBAA register as at January 

2019. 

 

1.2 Statement of the problem 

Business growth is crucial for SMEs in Audit practice as it evidences the strength, 

progress and profitability of such firms, yet it assists in developing and scorching 

confidence of the audit industry. However Audit firms operate not in a vacuum rather 

in a framework and regulations imposed to them by government and regulatory body 

such as National Board of Accountants and Auditors (NBAA), Bank of Tanzania 

(BOT), Tanzania Insurance Regulatory Authority (TIRA), Tanzania Revenue 

Authority (TRA) and so forth (Chalu, 2019). Over years the government through 

National Board of Accountants and Auditors have been issuing standards, regulations 

and guidelines so as to ensure that the work done by audit firms is of high quality. 

 

Business strategies have shown to have positive relationship with business growth 

and performance, and are becoming an area of increasing concern to many firms in 

Audit practice. When Small and Medium (SMEs) firms in audit industry lack 

traditional of pursuing strategic business management are likely to remain stagnant 

leading to low profitability and unsustainable developed (Dugguh, et al., 2018; 

Susmitha, 2014). Addressing this issue, Small and Medium Enterprises (SMEs) firms 

in audit practice have started adopting strategic business management inclusive of 

cost leadership strategy, differentiation strategy, focus strategy, and reference from 

former employees, so as to remain not only competitive but also sustainable in terms 

of growth. Thus, despite of the effort made by previous studies, little is known 
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regarding how such business strategies have managed to influence the financial 

growth of small and medium auditing firms. 

 

Notwithstanding with other previous studies on the topic which all together insist on 

the importance of business strategies for Small and Medium (SMEs) firms in audit 

practice and other industry.  However, previous studies did not cover and examine 

how business strategies—cost leadership strategy, differentiation strategy, focus 

strategy, and reference from former employees influences financial growth of 

auditing firms (Dugguh, et al., 2018).  Being the case, this study aims to contribute 

on the identified discrepancy in the literature bank and the existing knowledge gap 

regarding how business strategies the growth of small and medium (SMEs) auditing 

firms in Tanzania.  

 

1.3 Research Objectives 

1.3.1 General Objectives 

The general objectives of the study are to assess the influence of business strategies 

in growth of SMEs in Tanzania. The general objective of the study is accompanied 

with the following specific objectives;- 

 

1.3.2 Specific Objectives 

i. To determine the influence of cost leadership strategy on the growth of small 

and medium auditing firms in Tanzania 

ii. To ascertain the influence of differentiation strategy on the growth of small 

and medium auditing firms in Tanzania  

iii. To ascertain the influence of focus strategy on the growth of small and 

medium auditing firms in Tanzania 

iv. To determine the influence of referred former employees on the growth of 

small and medium auditing firms in Tanzania  
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1.4 Research Questions 

The main focus on the research is to find out the influence of business strategies in 

business environment facing small and medium firms in profession services 

provision industry and particularly audit firms. The specific questions are as follows; 

i. What is the influence of cost leadership strategy on the growth of small and 

medium auditing firms in Tanzania? 

ii. What is the influence of differentiation strategy on the growth of small and 

medium auditing firms in Tanzania? 

iii. What is the influence of focus strategy on the growth of small and medium 

auditing firms in Tanzania? 

iv. What is the influence of referred former employees on the growth of small 

and medium auditing firms in Tanzania? 

1.5 The significance of the study 

With the emerging technological advancement, globalization and liberalization of 

trade activities competition among business firms has also increased. Considering the 

audit practice, adoption to strategic business management has been important for the 

firms to remain competitive and sustain their growth. This study is crucial to 

stakeholders in audit practice, specifically those charged with the duty and 

responsibility of management and supervisory.  

i. The study boosts SMEs managers’ knowledge regarding their efforts 

in competing with their rivals and ensuring that their firms remain 

competitive in the market.  

ii. The study helps the government and other regulators in improving the 

effectiveness of audit firms since the study assess the process through 

which business strategies pass through from formulation/development 

to evaluation. 
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iii. Although a lot has been written on the business strategies, particularly 

in the audit practice there is lack of attention from writers and 

practitioners about the business strategies and how they can be 

pursued without impairing the quality of their services to the public. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction  

Literature review chapter presents the review of the literatures related to business 

strategies. On one side it lays down the conceptual outlook of the strategies and on 

the other side the theories on which the study is anchored. Among the theories 

explained are the following; profit maximizing and competition based theory, the 

resource based view theory, and survival based view theory, agency theory, 

contingency theory, the game theory, strategic conflict model theory and the theory 

of change. The main literature sources of information are theoretical literature, 

books, research papers and academic publications. 

 

2.2  Theoretical Framework 

The business strategic management theories refers to the suppositions, propositions 

or system of ideas intended to explain the origin, evolution, principles and 

applications of business strategic management. According to Kaplan and Norton 

(2005) and Hashim (2005) Strategic management theories stems mainly from the 

system perspective, contingency approach and information technology approach to 

corporate management. The following are the business strategic management 

theories applicable to business and governmental organization; 

 

2.2.1  The Profit-maximizing and Competition Based Theory 

The theory stems from the fact that the main objective of each business is to earn 

profit and maintain its sustainable competitive advantage in the industry. The 

business organizations perspective is the basis for this theory as it views the 

companies market competitive positioning as the critical factor for attaining and 

sustaining competitive advantage or in other words the traditional industrial 

organization perspectives offered strategic management a systematic model for 

assessing competition within an industry (Porter, 1979). This is a tantamount of 

economist philosophy of business objectives. Therefore, this theory was adopted in 
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the current study to test for and understand the variable of cost leadership strategy 

and differentiation strategy with respect to sales turn over. Thus, profit maximization 

being the sole aim of any firm, the current study aim to understand how auditing 

firms that employ cost leadership and differentiation strategy influences their 

financial growth.  

 

2.2.2  The Resource Based View Theory 

The theory originates from the management philosophy that the competitive 

resources of any business organization lie in its internal resources rather than their 

position in the external environment. It is attained by analysing the external factors 

(Opportunities and threats), competitive advantage of a business organization 

depends mainly in its unique resources it possesses and how it uses them in 

conducting the business (Burney & Pearson, 1995). The resources based view theory 

explains that some unique resources possessed by the firm has its contribution in 

making the firms generate competitive advantage and eventually superior firm 

performance in terms of profitability, liquidity, growth and so forth (Ainuddin, 

Beamish, Hulland, & Rouse, 2007). Being the case, this theory is being adopted in 

the current study to examine and understand the influence of focus strategy on 

financial growth of small and medium auditing firms. Alternatively, the theory was 

employed to understand how the auditing firms which devote their resources to 

maintain market leadership are likely to influence their financial growth measured as 

sales turnover.  

 

2.2.3  The Theory of Change 

The theory describes more on the building blocks required to bring about a given 

long term goal, the set of connected building blocks interchangeably referred to as 

outcomes, results, accomplishments, or preconditions is depicted on a map known as 

pathway of change/change framework, which is graphic representation of change 

process (Harris, 2005). Likewise, for the auditing firms, personnel tend to shift from 

firm to firm, while these personal remains as connected set of building block for any 

particular firm to secure more clients when they are used as reference. Therefore, the 
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current study examines how firms that seek assignment from clients referred by 

former employees are likely to be the building block towards realizing a positive 

change in their sales turnover.  

 

2.2.4  Agency Theory 

In his contribution to strategic business management, Eisenhardt (1989) formulates 

the theory which shows the relationship between owners and managers as that of 

agent and his/her principal. Both sides operate to fulfil their interests and guile, but to 

achieve the corporate goal there must be congruence between the two sides’ goals. 

There is always contract that binds each side in the relationship so that they act to the 

best interest of the business and the contract between the parties operate best when 

they are efficient in sharing the risks and information. Boards of directors are hired 

by owners to oversee the acts of managers. 

 

2.2.5  The Theory of Generic Competitive Strategy 

The firms’ profitability, liquidity, efficiency, market share and other parameters are 

determined by its relative position in the industry. For the firm to be positioned 

above the average position is the sustainable competitive advantage. The two basic 

types of competitive advantage are named as low cost leadership and differentiation 

when combines with the scope of activities for which firm seek to achieve them, lied 

to three generic strategies for the firm to achieve performance above the average in 

an industry; differentiation, cost leadership and focus (Dess & Davis, 1984; Porter 

M. E., 1980). 

 

The firm may choose either, cost focus and differentiation focus in focus strategy. 

For the firm to become low cost leader, it depends on structure of the industry and 

factors such as advantages of economies of scale and scope, owned technology, 

preferential rights to unique raw material access and other factors. In differentiation 

strategy the firm struggles to be unique in terms of products and ways of providing 

them. These unique products will be offered at a premium price to clients (Porter M. 

E., 1980). The generic strategy of focus rests on the choice of a narrow competitive 
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scope within an industry (Mintzberg, 1994). The firms choose a segment of 

customers in a market to offer a tailored service. It may be either a cost focus or 

differentiation focus. Cost focus exploits the difference cost behaviours in some 

market segments while differentiation focus exploits the special needs of buyers in 

certain segments.   

 

2.2.6  Contingency Theory of Leadership. 

The theory argues that there is no one style of leadership that is acceptable among 

many, every leadership style should be based on certain situations, which signifies 

that some people will perform good in a certain situation than when placed in a 

different situation (Lawrence & Lorsch, 1969). The theory is an extension of the 

human trait theory that claims that human habits are related to the situation in which 

leaders exercise their leadership. They are followers’ responsiveness that will 

influence their leaders express their leadership (Enroth, 2007). In order to smooth the 

running of the firms and grow in all aspects of the organization, the leaders should 

associate well with the employees of the firm. 

 

2.2.7  Human Resources Theory 

Business owners and managers use Human Resource theory to administer policies 

and procedures relating to employees. Human resource objectives will vary will vary 

from one firm to another firm basing on particular needs and how the workforce is 

composed. But there are various objectives that are seem to be generally important to 

all organization (Klerck, 2009). In the firm, accounting and finance department is 

responsible for just controlling the expenses and balancing the budget, but the 

responsibility of managing the cost-effectiveness of the firm lies upon human 

resource and this is the most important objective of the human resource theory.  

 

Starting from recruitment process where time and money is consumed up to labour 

turnover, this responsibility falls upon human resource department. It is the 

responsibility of human resource department to recruit highly qualified candidates 

and pay them competitive salaries that fall within the budget. Also training have to 
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be given to employees in order to make them capable in doing their jobs in efficiency 

way. For any organization to remain competitive, it should manage its employees in 

order to raise their productivity (Collings & Wood, 2009).  

 

2.2.8  Innovation Diffusion Theory of Technology 

Innovation can be defined as ideas, practices or object that is perceived as new 

(Rogers, 1995). The notion that adoption of innovation involves the spontaneous or 

planned spread of new ideas is what the theory of innovation diffusion is based. It is 

the perception of change that is significant, if the idea seems new to the potential 

adopter, then it should be considered to be seen on various case studies such as 

controlling scurvy in British Navy, diffusion of the hybrid corn in Iowa, diffusion of 

the news, bottle feeding of the children in the third world, how the refrigerator got its 

hum, Xelox and apple computer, black music in white America, Minitel in France, 

the non-diffusion of the Dvora’k keyboard, and cause of the Irish potato famine 

(Frankelius, 2009). 

Diffusion refers to the information exchange process amongst members of the 

communicating social network aimed at reducing the uncertainty (Rogers, 1995). 

The theory insists that, the existence of an innovation is seen to cause uncertainty in 

the minds of potential adopters (Berlyne, 1962) and uncertainty implies a lack of 

unpredictability of information. The theory claims that a technological innovation 

includes information and so its adoption acts to reduce uncertainty by adopting the 

technology competitive advantages the firm will remain competitive. 

2.2.9  Customer Service Theory 

Every member of the firm should focus on satisfying clients’ needs. The theory of 

customer service is focused on identifying and satisfying the customers’ needs and 

exceeding their expectations. Creating customer royalty is through provision of high 

standards of services consistently. Creating a customer centric culture within a firm 

can help build success (Gloria & Ding, 2005). The firm profitability, customer 

royalty and customer satisfaction depend wholly on quality of customer service. The 
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theory states that for a company to remain competitive it should indoctrinate new 

employees into customer service culture immediately after joining.  

 

The indoctrination is through training and mentorship programs that will make them 

excellent and professional. Do not oversell the products of the firm by setting 

realistic expectations to the customers about the products and services (Hill & Snell, 

1988). Customers who are well satisfied with the services provided by the firm will 

make recommendation to their family members and friends. Increased customer 

service satisfaction may also mean increased expectations that lead to increased firm 

competitive advantage and good position in the market. 

 

2.3  Empirical Review on Business Strategies 

Scarcity is still the main economic problem in the world. As the resources used in 

providing goods and services to the market are limited while the human needs are 

unlimited. This is the reason why business managers need to foster using properly 

their scarce resources in order to meet the needs of their clients/customers and if 

possible being the leader in the market in terms of low price or uniqueness of their 

products. Business strategies become of importance to firms including those which 

provide professional services like auditing, accounting, and taxation and business 

advices so as to manage well their scarce resources to attain the firm’s goals.  

 

2.3.1  The Concept of Strategy 

Writers and business managers do not agree on one meaning of strategy therefore 

they are using the word differently (Mintzberg & Quinn, 1991). It is also defined as 

the pattern or plan that integrates an organization’s major goals, policies and actions 

sequence into a cohesive whole (Quinn, 1991). 

The definition by Quinn (1991) goes further to explain that a strategy that is well 

developed helps to marshal and allocate an organization’s resources into a different 

and viable posture based on its relative internal competencies and shortcomings, 

expected changes in the business environment and contingent moves by intelligent 

competitors.  
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Strategy is the major instrument that senior managers use to shape the future course 

of their businesses. Strategies play the role of identifying how the company will cope 

with its ever changing business environment, to prescribe initiatives and other 

actions that a corporate will take to maintain or gain a good position in the market 

setting. Businesses are competing over clients, so each one will think of how to win 

the market. Strategy is all about winning (Grant, et al., 1998). Though there is no one 

approach agreed by either managers of business or writers on the subject matter of 

business strategies, the fact that business strategies are important for any business is 

undisputable. 

Morgan (1988) asserts that businesses organizations and their managers are surfing 

in a turbulent see like surfers. Therefore they have to ride on the sea waves and twist 

themselves that need competencies to survive. With the business environment where 

everything is changing over time and the rules of the game are unknown to any of the 

player, businesses have to come with new ways of surviving and winning.  

2.3.2  The Concept of Strategic Business Management 

According to Wheelen and Hunger (2008) strategic management is a set of 

managerial decisions and actions that determines the long-term performance of a 

corporate. It involves environmental scanning, strategic formulation, strategic 

implementation and evaluation and control. They emphasize the analysing and 

evaluating of external opportunities and threats in terms of an organization’s strength 

and weaknesses (Wheelen & Hunger, 2008). 

From the perspective of Dess and Miller (1993) strategic management is a process 

that combines three major interrelated activities namely; strategic analysis, strategic 

formulation and strategic implementation. 

Lamb, (1984) states that strategic management is an on-going process that evaluates 

and controls the business and industries in which the firm operates, assesses its 

competitors and sets goals and strategies to meet all existing and potential 

competitor. It also involves assessment of strategies annually or quarterly to 

determine how it has been implemented, and whether it has succeeded or needs 
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replacements by new strategies to meet changed circumstances, new technologies, 

new competitors, new economic environment or new social, financial or political 

environment. 

Presenting it in a meaningful way, it can be understood as the process through which 

business strategies are formulated, implemented and evaluated. It is a good way of 

getting competitive advantages and creates value for the firm. Each firm needs to 

adopt a well-organized strategic management regardless of its size and scale in order 

to be competitive and sustainable. 

2.3.3  How to Make Business Strategies 

After thorough understanding of the strategic management, the business strategies 

formulation process should be figured out. According to Wheelen and Hunger (2008) 

there are four elements in strategic management namely; environmental scanning, 

strategic formulation, strategic implementation and Strategy evaluation. 

The interaction between these four elements is illustrated through the below figure. 

Analysing the current situation and finding out the firm position will be the primary 

activity. Deciding on the kind of strategy to suit the firm will be the next and the 

second step, while the third and the last step will be to put the strategy into action 

and see the results. In case of any discrepancy between expected results and the 

actual outcome, there need an evaluation and changes or shift to another strategy. 

The complete cycle look as below; 
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Elements of Strategic Business Management 

 

 

 

 

 

 

 

 

 

  

 

Feedback/Learning; Making corrections as needed 

 

Figure 2.1: Four elements of strategic management 

Source: Wheelen and Hunger (2008) 

 

2.3.4  Environmental Scanning (Strategic Analysis) 

This refers to the monitoring, evaluation and disseminating of information from the 

external and internal environment to key personnel within the firm (Wheelen & 

Hunger, 2008). The purpose of strategic scanning is to identify strategic factors 

through scanning the environment which contains external and internal elements. A 

comprehensive strategy will take into consideration all the elements.  

Three kinds of analysis used for environmental scanning are namely; Systematic 

analysis, which involves making a basis for any decision making in strategic 

management. It identifies operational environment and its effects on a firm e.g. 

analysis of environment, interest groups, customers, competitors and scenarios 

(Jobber, 1995). Synthesis Analysis involves analysis of productivity, economy and 

impressiveness of the firm (Jobber, 1995). Synthesis analysis combines 

environmental and internal analysis.  
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The third and last is SWOT Analysis, this help the firm to understand itself better 

and it is an important guidance for formulating a proper marketing strategy plan 

(Jobber, 1995). SWOT Analysis is an analysis of firm’s advantages, shortcomings, 

favourable factors and other external. It is the most common used tool in strategic 

management. 

2.3.5  Strategic Formulation 

This is the second step in developing a long term plan for effective management of 

both external and internal environment. The step includes the definitions for firm’s 

mission, specifications of objectives to be achieved, development of strategies and 

guidance for setting policies (Quinn, Goshal, Mintzberg, & Lampel, 2013). “that 

business mission is so rarely given adequate thought, perhaps is the most important 

single cause of business frustration”-Petter Drucker (David, 2011) and “ a corporate 

vision can focus, direct, motivate, unify and even execute a business into a superior 

performance-John Keane (David, 2011). 

Mission and vision are viewed as two different concepts. Mission describes what the 

organization is now, it emphasize the current situation and goals. Mission is the 

purpose or reason for organization’s existence (Wheelen & Hunger, 2008). A well-

conceived mission statement defines the fundamental, unique purposes that sets a 

company apart from other firms of its type and the scope of the company’s 

operations in terms of product (including service) offered and market served 

(Wheelen & Hunger, 2008). Vision is used to describe what the company would like 

to become in the future.  Wheelen and Hunger (2008) defines that vision puts into 

words not only what the company is for the moment but what it wants to become. 

Objectives and goals can state how results are to be obtained but they can state only 

what is to be achieved according to Quinn, et al. (2013). Objectives are to be stated 

in action words and quantification of them if possible. They actually specify the 

mission of the organization. The achievement of corporate objectives marks the 

fulfilment of corporate mission (Wheelen & Hunger, 2008).  
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The main different between an objective and a goal is that the objectives spells the 

quantifications and time, while the goal is an open ended statement of what one 

wants to accomplish. Firms usually establish their goals and objectives in many areas 

like profitability, growth, shareholders wealth, reputation (goodwill), employees’ 

welfares and corporate social responsibility. 

Wheelen and Hunger, (2008) think a strategy of a firm forms a comprehensive 

master plan that states how the corporate will achieve its goals and objectives so that 

it realizes its mission. It maximizes competitive disadvantages simultaneously. The 

hierarchy of business strategies is aimed at making one strategy complement one 

another is shown in the figure below. 

Businesses strategies hierarchies 

 

 

 

 

 

 

 

 

 

                                           

 

 

Figure 2.2: Hierarchy of strategy 

Source: Wheelen and Hunger (2008) 

 

Corporate strategy is the highest level of strategy which describes companies overall 

direction in light of its general attitude towards growth and the management of its 

various businesses and product lines (Dess & Miller, 1993). The following are major 

examples of corporate strategy; stability, growth and retrenchment strategy. The 
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second level is referred to as business strategy, this refers to business units own 

strategies, they only emphasize on competitiveness of the company’s products to the 

market.  

Divisions in business may be according to geographical location, product line, and 

department and so forth (Dess & Miller, 1993). Typical examples of business 

strategies are competitiveness and cooperative strategies. The third level of strategy 

is Functional level strategy; supervisors in departments have to find ways to 

implement the corporate and business strategies, this is done by way of optimizing 

the use of scarce resources in the organization in order to increase their productivity.  

Resources here refer to personnel, finance, raw materials and fixed assets. Due to 

globalization and the fact that businesses trade overseas, Dess and Miller, (1993) also 

pointed out another type of strategy namely International Strategy. This strategy is 

above all strategies. Through this strategy the company faces all the differences in 

social, political, cultural and economic systems of different nations. 

Each organization has rules and guidelines within which actions should occur, this 

are called policies. Policies are important elements in strategy formulation (Quinn, et 

al., 2013). A policy is an extensive guideline for leaders and managers in an 

organization to link between strategy formulation with its implementation (Wheelen 

& Hunger, 2008). Policies ensure that each employee in the firm make right decision 

and also take actions that support the company’s mission, objectives and strategies. 

2.3.6  Strategy Implementation 

Any strategy or policy become meaningful when put into action, the strategy and 

policy are put into actions through the development programs, budget and 

procedures. The strategy implementation may contain some changes within the 

overall structure, culture and management style of the firm. Wheelen and Hunger 

(2008) acknowledges that a program is a statement of the activities or steps needed to 

accomplish a single use plan.  
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A budget is a statement expressed in terms of money. The budget lists the detailed 

costs of each program. And then all the budget and the program need to follow some 

sequential steps or techniques that entail how a certain task or job is supposed to be 

done (Wheelen & Hunger, 2008). Therefore the approaches in the strategy 

implementation are named as programs, budget and procedures. 

 

2.3.7  Evaluation and Control 

In the process of strategy implementation, there is no guarantee that the expected 

results will be obtained as planned, therefore the need for follow-up arise. The 

process through which the company the company make follow-up of the activities 

planned to check whether the desired performance is equal to actual performance. 

Performance is measured at the end of implementation of strategic management 

process (Wheelen & Hunger, 2008). It is through evaluation where strategists go 

back to revise or correct decisions made earlier in the process. 
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Strategic Decision-Making Process 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2.3: Strategic decision-making process 

Source: Wheelen and Hunger 2008) 

Firm determine its own destine through strategies. Business Strategic Management 

forces firms to initiate and affect activities so that it can exert control over their own 

destinies. Regardless of the type of an organization, whether profit oriented or not for 

profit organization, size of an organization whether large or small, the benefits of 

business strategic management begins to be realized and recognized by more people 

within each unit and level of management in an organization (David, 2011).  
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Not ignoring the history, the benefits of business strategic management had helped 

organizations formulate sound strategies by using more systematic, logical and 

rational approach to strategic choice (David, 2011). 

Benefits of Strategic Management 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

Figure 2.4: Benefits of strategic management 

Source: David (2011)  

The benefits accrued to strategic business management are of two types namely 

financial and non-financial benefits; financial benefits include improvement in 

liquidity, profitability and productivity. And these objectives come as the result of 

achievement of the company’s mission and objectives (David, 2011).  
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The following are non-financial benefits; 

i. It can improve understanding of competitors strategies (through SWOT 

analysis). 

ii. It reduces company’s resistance to change. Through this the company can 

exploit more opportunities that come across them. 

iii. It defines the management problems objectively 

iv. It provides a framework for a company to coordinate and control activities 

v. It promote the communication among the employees and managers 

vi. It encourages having a strategic think, inspiring people think more about the 

future of the company. 

2.4 Conceptual Framework 

Conceptual Framework is a visual or created presentation that explains either 

topographically or in story structure the key components, thoughts or factors and the 

expected relationship among them (Miles & Huberman, 1994). In accordance with 

the reviewed literature, a framework was developed to lead the definition of research 

design in examining the influence of business strategies on growth of small and 

medium auditing firms. The Conceptual Framework portrays the factors from both 

theoretical and empirical review for this study. Therefore, the major factors 

incorporated in the current study include Cost Leadership Strategy, Differentiation 

Strategy, Focus Strategy, Referred former Employees, and Financial growth. 
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Figure 2.5: Conceptual Framework 

From Figure 2.5 presents how the variables are to be operationalized and the present 

relationship among them. The conceptual framework portray both the independent 

and dependent variables and how the associate. Being the case, cost leadership 

strategy as among the explanatory variables was measured as a dummy variable with 

two responses. Thus, a statement “Providing high quality auditing services at low 

cost influences sales turnover” was used as a proxy of cost leadership strategy with a 

binary response of 1 if Yes, and 0 otherwise.  

Therefore, cost leadership strategy is expected to have a positive influence on the 

growth of small and medium auditing firms. Thus auditing firms that provide high 

quality services at low cost are more likely to increase their sale turn over compared 

to those which are not using the same strategy. This is considered to be necessarily 

the case as most of the customer’s psychology is driven with price associated with a 

particular product or services; and they are usually more likely to opt for the most 

affordable product/ service under ceteris paribus.   

Regarding differentiation strategy, it is expected to have a positive influence on the 

financial growth of small and medium auditing firms.  A statement “Pricing audit 

services below that of the competition influences sales turnover” was used as a proxy 

for differentiation strategy bearing a binary response of 1 if Yes, and 0 otherwise. 

Therefore, the association between differentiation strategy and financial growth 

implies that, auditing firms that price their services below the competition price are 
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more likely to increase their sales turn over compared to firms that employ a 

different strategy. This is necessarily the case as customers in most cases tend to shift 

from their vendors following a price increase in the services and opt for cheaper 

services vendors.  

On the other hand, focus strategy is expected to have a positive influence on the 

financial growth of small and medium auditing firms; such that, auditing firms that 

devote resources to maintain market leadership are more likely to increase their sales 

turnover compared to firm that opt for a different strategy. This is more likely to be 

the case as sales are always subject to market ownership, in which the firm that 

dominate the market for its products and managed to sales the extensive quantity of 

its products usually experience a significant sales turn over. Regarding measurement 

of the variable—focus strategy, a statement “Devoting resources to maintain market 

leadership influences sales turnover” was used as a proxy followed by a binary 

response of 1 if yes and 0 if otherwise.  

Finally, a statement “Seeking assignment from companies in which former employee 

are employed influences sales turnover” was used to measure a referred former 

employee strategy bearing a binary response of 1 if yes, and 0 if otherwise. Hitherto, 

referred former employee strategy is expected to have a positive influence on the 

financial growth of small and medium auditing firm, such that, auditing firms that 

which obtain their client referred by their former employees are more likely to 

increase their sale turn over compared to firms that employ a different strategy. This 

is considered to be necessarily the case client usually prefer to seek reference from 

individuals that know well a particular firm before engaging with it; thus assuming 

they get a positive response they will more likely give business  to that particular 

firm; consequently increase in their sales turnover.  
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1  Introduction 

The chapter provides the methodology that is be used in the study. The chapter 

covers; research design, target population, Sampling design, and data collection tools 

and data analysis techniques. 

 

3.2  Research Design 

Research design is the overall procedure for carrying out a research study. Being a 

blueprint of the research study, it brings up both the objective of the attempted study 

and the huge subtleties for information assortment requested to structure and address 

research issue (Gay, Mills, & Airasian, 2012). There are distinctive research design 

relying upon research being conducted, just as entire research question, nature of the 

factors in question, relevant imperatives and scientist's feelings (positivist or 

interpretive (Khan, 2014)). As per Creswell (2014), Research design can be gathered 

into three methodologies being, qualitative, quantitative, and mixed research design. 

 

3.2.1 Qualitative Research Design  

As indicated by Khan (2014) and Creswell (2014), Qualitative Research Design is a 

kind of research design that is focused on interpretivist view, just as assortment of 

information from more modest delegate test bunch to contemplate and comprehend 

the significance given to the research problem by people or gathering. Initially, 

Qualitative Research Design can be drawn from training and sociology discipline 

that centres on contemplating social and cultural events. Qualitative Research Design 

is more beneficial in gathering more information concerning the factors utilizing 

open-ended inquiries to take care of a research question (Leavy, 2017). 

 

In any case, Qualitative Research Design is additionally disintegrated into 

phenomenological, grounded theory, ethnography and case study approach 

(Creswell, 2014).  
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3.2.2 Quantitative Research Design  

As pushed by Khan (2014), a Quantitative Research Design is focused on positivist 

view and it is overwhelmed by assortment more prominent sample size. Quantitative 

Research Design is more adaptable contrasted with Qualitative Design; yet permit 

the assessment of factors' relationship to test for theoretical goals. As indicated by 

Creswell (2014), Quantitative Research Design doesn't normally give top to bottom 

data with respect to the phenomenon under investigation. Regardless, Quantitative 

Design is additionally disintegrated into experimental and mom-experimental design, 

for example, survey design, descriptive research, which further incorporates cross-

sectional and longitudinal approaches (Edmonds & Kennedy, 2017). 

  

3.2.3 Mixed Research Design  

In present days of research, scientists have considered the significance of joining the 

quality of testability from quantitative plan and relevant quality from qualitative plan 

as neither of the plans is adequate to address the research problem adequately when 

utilized freely (Classen, et al., 2007). Nonetheless, the utilization of Mixed Research 

Design requests for analyst's choice on the significant research design; Mixed 

Research Design is additionally gathered into convergent parallel, exploratory 

sequential and explanatory sequential mixed design (Creswell, 2014).  

 

3.2.4 Current Study Research Design  

In light of the talked about benefits and bad marks of various research approaches in 

the former subsections; this study is totally dominated by quantitative research 

design; explicitly a descriptive research design was utilized correspondingly to 

reviewed past investigations.  

 

3.3 Targeted Population and Sampling  

3.3.1 Targeted Population 

As per Creswell (2014), directed populace is a social occasion of individuals who 

bears same features that the researcher is interested to consider. The targeted 

population comprises of number of components, for example, an individual, 
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association, family unit and the preferences (Ishak & Abu-Bakar, 2014). For this 

research study, a population of interest comprised of all small and medium auditing 

firms in Tanzania United Republic. According to the National board of Accountants 

and Auditors, there are 226 audit firms in the country as at the beginning of 2019. Of 

which 8 are large, 26 medium and 192 classified as small. 

 

3.3.2 Sample Frame 

Ishak and Abu-Bakar (2014) stresses that sample frame is the rundown of units from 

which sample is to be drawn. To study a sample rather than the whole populace relies 

upon a few elements including estimation ruinous nature, minimal effort of sampling 

mistake, size of accessible populace, restricted time and financial plan and variety in 

the component of populace (Malhotra, 2005). Therefore, all fifteen (15) medium 

firms and ten (10) small firms located in Dar Es Salaam, making a total of 25 

auditing firms were considered to be a sample frame of the current study. However, 

the staffs from 25 auditing firm were considered as the unit of analysis.  

 

3.3.3 Sample Size  

The amount of respondents drawn from the sample frame to be examined is the thing 

that alluded to as the sample size. Until now, the sample size determination relies 

upon different variables being both qualitative and quantitative. To make reference to 

the few, nature of the investigation, sort of information examination, and time are 

among the qualitative components while the quantitative elements comprises of 

exactness level, standard deviation, certainty stretch, and information examination 

strategies (Malhotra, 2005). According to Gay, et al. (2012) a sample size of ten 

percent (10%) of the accessible population is enough for a descriptive study 

summing up to 125 staffs as unit of analysis. 

 

3.3.4 Sampling Technique  

After determination of sample frame, it is normally significant for the researcher to 

settle on technique of sampling to be utilized whether traditional or probability 

technique or blended. In nutshell, Traditional sampling is on the other hand known as 
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deliberate sampling, or purposive sampling or judgment sampling; and it 

incorporates quota sampling.  

Then again, Probability sampling includes assessment of the likelihood of every item 

in the populace to be included in the sample. Probability sampling is then again 

disintegrated as systematic sampling, stratified sampling, cluster sampling, area 

sampling, and multi-stage sampling (Dawson, 2002). Not at all like the traditional 

sampling techniques, with random sampling it is consistently conceivable to quantify 

the assessment mistake, and it likewise predisposition free. Simple random sampling 

was considered by the current investigation to assemble data with respect to how 

business strategies influences financial growth of small and medium auditing firms.  

3.4 Data Type and Collection Methods  

This part presents a deliberate methodology that was utilized in data collection; as is 

the data type to be utilized to address the research questions of the current study.  

 

3.4.1 Data Type  

i. Primary Data 

Primary data are direct information gathered straightforwardly from the field. 

Regardless of that, Primary data are typically exact and fabrication-free; they are 

exorbitant monetarily, just as time astute and availability (Dawson, 2002). 

Accordingly, the current study gathered Primary data from 125 respondents to 

addresses the research problem.  

 

ii. Secondary Data 

Secondary Data are the recycled data which includes all information accumulated 

from various sources and not straightforwardly from the field. The collection cycle of 

Secondary Data includes inspecting pertinent reports related to this study (Dawson, 

2002). In contrast to Primary Data, Secondary Data doesn't need the researcher to be 

truly present in the field, subsequently making more affordable in term of availability 

and time. Notwithstanding, Secondary Data are exposed to incorrectness and 

eventually immaterial to the current study. Consequently, this study somewhat 
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utilized Secondary Data with the sole reason for clarifying and legitimizing the 

primary data gathered and the dependent variables.  

 

3.4.2 Data Collection Method  

The strategies utilized in the process of data collection are what alluded to as data 

collection method; and therefore, this examination utilized both Primary and 

Secondary Data, and the ensuing subtleties portray the techniques utilized to collect 

the necessary information to address the research objective.  

 

i. Questionnaire 

This study utilized the questionnaire to gather required data from 125 respondents to 

address the research issue nearby. In any case, the survey questionnaires were 

questioner regulated containing both open and close-ended inquiries. Additionally, a 

pilot study was done to test the questionnaire to check whether there are any 

inconsistencies taken note. The 10 pilot respondents made mindful of the process, 

trailed by collection of their remarks not restricted to the length, phrasing and 

structure of questionnaire. The reactions were checked on altogether and significant 

modifications rectified assuming any. 

 

3.5 Data Analysis 

3.5.1 Descriptive Statistics 

Descriptive statistic method, for example, proportions of test scattering, proportions 

of test conveyance, and proportions of focal inclination was utilized to break down 

the profile of the respondents. Moreover, arrangement procedures and graphical 

portrayal was contemplated. Finally, the study made use of Statistical Packages for 

Social Sciences (SPSS) and excels programs to handle the descriptive statistic part of 

data analysis. 

 

3.5.2 Inferential Statistics 

Inferential statistics is the type of data analysis method that involves drawing 

conclusion from the sample. Inferential statistics were employed to determine the 
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influence of business strategies on the growth of small and medium auditing firms in 

Tanzania.   Regarding analytical models, a Probit regression model was employed to 

determine the the influence of business strategies on small and medium auditing 

firms in Tanzania. For the case of Probit regression model, the dependent variable 

(Financial growth) was measured by a question such that “What is the change in 

sales turnover of your firm?” and the response was binary such that 1 if ‘Increasing; 

and 0 Otherwise. Specifically, the STATA Version 13.0 was exploited to 

accommodate the econometrics analysis objective to determine the probability that 

auditing firms experience increase in sales turnover; thus 𝐹𝑖𝑛𝐺𝑖 = 1  as in equestion 

(3.2). 

𝑃 = 𝑃𝑟𝑜𝑏[𝐹𝑖𝑛𝐺𝑖 = 1|𝑋𝑗] = 𝐹(𝑋′𝛽)              (3.2) 

Where𝐹𝑖𝑛𝐺𝑖  stand for Financial growth of Small and Medium Auditing firms; 

𝐹(𝑋′𝛽) is the cumulative density function of the standard normal distribution for 

Probit model. Also, 𝑋𝑗represent the factors that influence FinG, whereas 𝑗 denote the 

𝑗𝑡ℎ  explanatory variable, while 𝑖 denotes the 𝑖𝑡ℎ observation. Therefore, the 

expression that estimates the probability that there is an increase in sales turnover of 

auditing firms is expressed in equation (3.3) and (3.4) that:- 

𝑃 = 𝐹(𝑋′𝛽) =  𝜙(𝑋′𝛽)                (3.3) 

𝐹𝑖𝑛𝐺𝑖 = {
1 𝑖𝑓  𝐹𝑖𝑛𝐺𝑖

′ = 1

0 𝑂𝑡ℎ𝑒𝑟𝑤𝑖𝑠𝑒
                                      (3.4) 

Where, 𝜙(𝑋′𝛽) is the functional form of the standard normal distribution; while β is 

vector of a parameters; and 𝑋′ is the variable column vector that influence𝐹𝑖𝑛𝐺𝑖 .  

Nevertheless, equation (3.4) implies that, if FinG is achieved; then 𝐹𝑖𝑛𝐺𝑖 = 1 and if 

otherwise𝐹𝑖𝑛𝐺𝑖 = 0; thus, if 𝐹𝑖𝑛𝐺𝑖
′ = 1, then 𝐹𝑖𝑛𝐺𝑖 = 1 and if 𝐹𝑖𝑛𝐺𝑖

′ = 0, 

then𝐹𝑖𝑛𝐺𝑖 = 0. 
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Marginal Effects for Probit Regression Model 

The marginal effect expression for the binary outcome models after a partial 

derivative on equation (3.2); is mathematically expressed as in equation (3.5). 

𝜕𝑃

𝜕𝑋𝑗
=

𝜕𝑃𝑟𝑜𝑏[𝐹𝑖𝑛𝐺𝑖=1|𝑋𝑗]

𝜕𝑋𝑗
= 𝐹′(𝑋′𝛽)𝛽𝑗     (3.5) 

Similarly, a partial derivative on equation (3.3) is expressed in equation (3.6) such 

that:-  

𝜕𝑃

𝜕𝑋𝑗
= 𝐹′(𝑋′𝛽)𝛽𝑗 = 𝜙(𝑋′𝛽)𝛽𝑗     (3.6) 

Nevertheless, the average marginal effect for each explanatory variable is expressed 

in equation (3.7) such that:-  

𝜕𝑃

𝜕𝑋𝑗
=

1

𝑛
∑[𝐹′(𝑋′𝛽)𝛽𝑗] =

1

𝑛
∑[𝜙(𝑋′𝛽)𝛽𝑗]     

 (3.7) 

And for the dummy variables, the average marginal effect is expressed in equation 

(3.8) such that:- 

𝜕𝑃

𝜕𝑋𝑗
=

1

𝑛
∑[[𝜙(𝑋′𝛽)|𝑋𝑗 = 1] − [𝜙(𝑋′𝛽)|𝑋𝑗 = 0]]              

(3.8) 

Finally, an equation (3.9) is generated to accommodate all the factors that are 

considered as explanatory variable in the current study. 

𝐹𝑖𝑛𝐺𝑖 = 𝑋𝑗
′𝛽 +  Ԑ        (3.9) 

With reference to explanatory variables narrated in Table 2.1, equation 3.9 can now 

be expressed as in equation (3.10) such that:- 

𝐅𝐢𝐧𝐆 = ∝  + 𝛃𝟏𝐗𝟏 +  𝛃𝟐𝐗𝟐 +  𝛃𝟑𝐗𝟑  + 𝛃𝟒𝐗𝟒 +  𝛆    (3.10) 
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Where, β1, β2 β3, and β4 are the slope coefficient of the explanatory variables X1, X2, 

X3, and X4 respectively, while ε is the error term; whereas:- 

X1- Cost Leadership Strategy  

X2- Differentiation Strategy  

X3- Focus Strategy  

X4- Referred former employees 

Probit Regression Diagnosis Test  

The current study also took into consideration of Probit Model test using STATA 

program Version 13.0; and the test are explained in the next explanation  

i. Specification Error Test  

Probit model estimations involve the assumption that the decision to use outcome’s 

link function expressed on the left-hand side of equation (3.10) is the right one, and 

thus, Probit result is the linear permutation of the independent variables. On the other 

hand, the right-hand side of the equation 3.9 is subjected with the presumption that 

every significant variable are remembered for the model, and unimportant one are 

avoided. Being said, any variation of the stated assumption is referred to as 

specification error or model misspecification. Therefore, a linktest command was 

executed after Probit command in STATA Version. 13.0 to test for any model 

specification error. A rule of thumb for not having a model specification error is that, 

the linktest results for any additional explanatory variable (a linear predicted value, 

_hat) was statistically significant, while it squared (_hatsq) was statistically 

insignificant unless by chance (Long & Freese, 2014). 

 

ii. Model Goodness-of-fit-test 

The goodness-of-fit test provides an overall evidence of how the model fits the data. 

To test how the model fits the data, a Hosmer and Lemeshow’s goodness-of-fit-test 

was executed in STATA V. 13.0. The rule of thumb is that, the model was fitting the 
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data well as the expected frequency and the observed frequency are closely; and 

when the actualp-value is greater than the threshold p- value=0.05 (Long & Freese, 

2014). 

 

iii. Multicollinearity Test 

Multicollinearity exists when variables in the model are highly correlated such that it 

becomes difficult to uniquely determine the coefficients with all the explanatory 

variables existing in the same model. Collinearity is never absence among 

explanatory variables in the same model, but only the degree and effect of colliearity 

in the estimation process is what matters its degree and effects is what matters in the 

estimation process. Therefore, to test for multicollinearity, a command in STATA V. 

13.0 was executed to generate the results for Variance Inflation Factors (VIF) and 

Tolerance. The rule of thumb is that, the concern for adverse effect of 

multicollinearity was only raised when VIF is greater than or equal to 10. 

 

3.6 Data Reliability and Validity 

For a valuable interpretation of the data, both validity and reliability measuring 

instruments of data were taken into consideration to provide a suitable judgment of a 

measurement instrument or a test. 

 

3.6.1 Data Reliability 

The degree to which a test consistently measures whatever it is supposed to is 

referred to as reliability (Gay, et al., 2012). There are five test of reliability such as 

alternative form, test-retest, stability, scorer, equivalent and Split-half, Kuder-

Richardson, or Cronbach’s alpha. However, to ensure reliability the current study 

took the liberty to extract some of its concepts and questionnaire items from past 

studies that were tested for reliability. Also, the questionnaires were piloted and be 

interviewer self-administered to ensure consistency of results obtained from data 

collected.  
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3.6.2 Data Validity 

A degree to which a test measures what it is supposed to measure to aid appropriate 

interpretation of the results is what referred to as Validity (Gay, et al., 2012). There 

are four types of validity, being; content validity, criterion-related validity, constructs 

validity, and consequential validity. However, to ensure content validity, a random 

sampling technique was employed; while item validity was ensured through prior test 

of designed questionnaire through a pilot study. Furthermore, the current study 

employed a quantitative method of data analysis to assist in the finding 

generalization to ensure internal validity.  
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CHAPTER FOUR 

PRESENTATION OF FINDINGS 

4.1 Introduction 

This chapter covers the results concerning the influence of business strategy on the 

financial growth of small and medium auditing firms in Tanzania. The results are the 

output of the quantitative analysis on the collected data; in which a descriptive 

statistics exhibit the profile of the unit of analysis and later narrating the influence of 

business strategy on growth by categorizing each type of business strategy as a 

separate objective.  

 

4.2 Descriptive statistics 

This section explore the nature of the firms involved, status of registration, years of 

operations, number of employees with the firm, and the sales turnover of the firm for 

the past year. 

Table 4.1 shows that, 40% of the auditing firms under study were categorized as 

small auditing firm, while 60% falls under medium auditing firms. Regarding the 

status of registration, 56% of the auditing firms were registered as sole 

proprietorship, whereas 44% as partnership. Nevertheless, 52% of the auditing firms 

under study have operated for less than 5 years, while 32% and 16% have operated 

for about 6 to 10 years and over 10 years respectively. On the other hand, among the 

firms under study, 56% of them have below 10 numbers of employees, 32% have 

between 11 to 20 employees, and only 12% have over 20 employees. Finally, 64% of 

the small and medium auditing firms had a sales turnover of below 100 Millions, 

24% had between 100 and 200 Million sale turnover, while only 12% had over 200 

Million as their sales turnover. The preceding statistics try to communicate the 

characteristics of the studied small and medium auditing firms.  
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Table 4.1: Profile of the auditing firms 

 Frequency Percent 

Nature of the firm 

Small 50 40.0 

Medium 75 60.0 

   

Firm’s status of registration 

Sole proprietorship 70 56.0 

Partnership 55 44.0 

   

Firm’s year of operation 

0-5 65 52.0 

6-10 40 32.0 

Over 10 years 20 16.0 

   

Firm’s number of employees 

0-10 70 56.0 

11-20 40 32.0 

Over 20 employees 15 12.0 

   

Sale Turnover for past year (amount in TZS) 

Below 100 Millions 80 64.0 

101- 200 Millions 30 24.0 

Over 200 Millions 15 12.0 

   

Total for each category 125 100.0 

 

 

4.3 The influence of business strategy on the financial growth 

In establishing the influence of business strategy on the financial growth of small and 

medium auditing firms, the study employed a point Likert scale to collect data from 

respondents by rating the extent to which each business strategy influence financial 

growth of small and medium auditing firms in a scale of 1to 5. Being the case, 5 

were used as a greatest extent of influence, whereas 1 was used as least extent of 

influence. The data from the respondents were analyzed in which the means and their 

respective standard deviations were established to explore the variability of each 

individual response from the general mean of responses per each developed 
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statement. Therefore, the mean results that accommodate the interpretation purpose 

are exhibited in an interval scale in Table 4.2. 

 

Table 4.2: Scale interval of mean results for the interpretation 

Scale interval of mean results Interpretation  

Up to 1 Not at all 

1.1 to 2.0 To a small extent 

2.1 to 3.0 To some extent 

3.1 to 4.0 To a greater extent 

4.1 and above To a very greater extent 

 

4.3.1 The influence of cost leadership strategy on firms’ financial growth 

Table 4.3 reveals the mean and the standard deviation results of the extent of 

influence of cost leadership strategy on the financial growth of the small and medium 

auditing firms.  Being the case, the results in Table 4.3 reveals that, a firm strategy to 

improve efficiency by employing experts influences its financial growth to a very 

greater extent; while continuously cost cutting across audit service value chain 

influences financial growth to a greater extent; the same as for a strategy to outsource 

and increase automation. Also, a firm that strive to capture all available economies of 

scale as among the cost leadership strategies influences its financial growth to a 

greater extent, yet influencing its financial growth to a very greater extent when it 

tries to operate the facilities at a full capacity.  

 

On the other hand, a firm that shift it operations to technology usage and/ or 

information systems that bypass other firms is likely to influence its financial growth 

to greater extent and to some extent when it performs certain audit value chain 

activities. Finally, the firm that provides audit services at a low cost but of highly 

quality influences it financial growth to a very greater extent. Generally, it can be 

concluded that cost leadership strategy influences the financial growth of small and 

medium audit firms to a greater extent.  

 



40 

Table 4.3: The influence of cost leadership on the firm’s financial growth 

Statements on cost leadership  Mean 
Std. 

Deviation 

Improving efficiency by employing experts 4.08 1.038 

Continuously cutting cost across audit service value chain 3.32 1.030 

Outsourcing and increased automation 3.64 0.810 

Striving to capture all available economies of scale 3.28 1.208 

Trying to operate facilities at full capacity 4.08 1.038 

Shifting to the use of technologies and/or information systems. that 

bypass 
3.96 1.020 

The need to perform certain audit value chain activities 2.76 1.012 

Providing audit services at a low cost but of high quality 4.16 0.987 

Average Mean  3.66   

 

4.3.2 The influence of differentiation strategy on firms’ financial growth 

Table 4.4 reveals that, a firm’s strategy to price audit services below that of 

competition influences its financial growth to a greater extent; whereas, any decision 

to price audit services higher than that of completion influences financial growth to a 

small extent. A strategy to offer different services or products than the competitors 

greatly influence the financial growth of auditing firms, which is likely the same 

when the firm opt to expand accounting/ audit services mix to include features that 

competitors do not offer.  

Being flexible with frequent visit to the client premises to check on the business 

progress and offer advice where needed has a very greater influence on its financial 

growth. A firm thatis strategically located at the audit client, and that offers audit 

services which are complex and which cannot be easily imitated to some extent 

influences their financial growth.  

A decision by a firm to allow services customization, and of which its product has 

offered a unique value to the customer needs also influence that firm’s financial 

growth to some extent. On the other hand, a strategy to advertise to persuade public 



41 

to use the firm product, and provide services that continually stand out as a results of 

proper branding influences firm’s financial growth to a greater extent. 

Nevertheless, a strategy to explore many markets to positively impact sales turnover, 

and being sensitive on offering its product in different market segments both 

influences firm’s financial growth only to some extent. Generally, with an average 

mean of 3.07, it implies that differentiation strategy influences financial growth of 

small and medium auditing firms to a greater extent. 

Table 4.4: The influence of differentiation strategy on firm’s financial growth 

Statements on differentiation strategy  Mean Std. 

Deviation 

Pricing Audit services below that of the competition 3.80 1.291 

Pricing audit services higher that the competition 1.88 1.092 

Offering different services/products than the competitors 3.88 1.269 

Expanding accounting/audit services mix to include features that 

competitors do not offer 
3.96 1.241 

Being flexible with frequent visit to the client premises to check on the 

business progress and offer advice if need be 
4.44 0.870 

firm is strategically located to the audit client is strategically located to the 

audit client 
2.04 1.241 

Offering audit services which are complex and cannot be easily imitated 2.76 1.052 

By allowing service customization (Tailor-made services). 2.88 1.166 

Advertising to persuade the public to use the company’s products. 3.44 1.193 

Providing services/ products that offers unique value to the customer 

needs 
2.88 1.166 

To provide service/ products that continually stand out due to proper 

branding 
3.16 1.313 

To explore many markets to positively impact the sales turnover. 2.20 1.080 

To be sensitive on offering its product in different market segments 2.60 1.118 

Average Mean 3.07   

 

4.3.3 The influence of focus strategy on firms’ financial growth 

Table 4.5 reveals that a firm that focuses on selling audit or accounting services to 

only particular market niche influences its financial growth to some extent, whereas, 
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a firm influences its financial growth to a greater extent by devoting resources to 

maintain market leadership in such a market niche.  

Notwithstanding, a decision to innovate audit or accounting services or product for a 

particular market niche also influences firms financial growth to some extent. 

Eventually, with an average mean of 3.17 implies that focus strategy influences the 

financial growth of small and medium auditing firms to a greater extent. 

Table 4.5: The influence of focus strategy on firms’ financial growth 

Statements on focus strategy  Mean 
Std. 

Deviation 

Focusing on selling audit/ accounting services to a particular market 

niche only 
3.00 1.080 

By devoting resources to maintain market leadership in this niche. 3.68 0.945 

Innovate audit / accounting product/service for this niche 2.84 0.850 

Average Mean 3.17 

 
 

4.3.4 The influence of former employees referred on financial growth 

Table 4.6 reveals that finding job opportunities for firm’s employees following a 

certain period of service to some extent influence the financial growth of that 

particular firm. Also, a decision to maintain a database of former employees; 

communicating with former employees to know their employment status; and 

seeking assignments from companies where firm’s former employees are employed, 

altogether influences the financial growth of that particular firm to a greater extent. 

Overall, an average mean of 3.34 indicates that a firm’s decision to refer to their 

former employees influences the growth of small and medium auditing firms to a 

greater extent.  
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Table 4.6: The influence of former employees referred on financial growth 

 Statements on former employees referred Mean 
Std. 

Deviation 

Finding job opportunities for firms employees after certain period of 

service 
2.32 1.030 

Maintaining a database for former employees 3.92 1.152 

Communicating with former employees to know their employment 

status. 
3.52 1.194 

Seeking assignments from companies where firms’ former employees are 

employed 
3.60 1.472 

Average Mean 3.34 

 
 

4.4 Econometrics Results 

4.4.1 Results of Probit regression model diagnostics 

The current study tested for the appropriateness of employing a Probit regression 

model by performing model specification error test, multicollinearity test; and model 

goodness-of-fit test. 

 

i. Probit model specification error test 

The results (output) of the model misspecification test as exhibited in Appendix II 

reveals that, _hat is statistically significant at 5% level of significance with a p- value 

= 0.028; while _hatsq is statistically insignificant with a p- value = 0.314. These 

results are consistent with the rule of thumb regarding model misspecification test, 

implying that neither of the irrelevant variables were included nor relevant variables 

were omitted in the model, and employing Probit link function was a right call, and 

the model was correctly specified.  

 

ii. Probit model goodness-of-fit test 

The results for goodness-of-fit test of the model by Hosmer and Lemeshow as shown 

in Appendix III indicates that observed frequencies and expected frequencies in  

most of the group-table matches closely; yet the generated p- value = 0.6674 is 
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beyond the threshold p- value = 0.05. These results imply that, the Probit regression 

model fits the data; and the conditions associated with goodness-of-fit of the model 

was obeyed.  

 

iii. Multicollinearity Test 

The results of multicollinearity test exhibited in Appendix IV reveals that, 

multicollinearity problem among variables involved in the current study model is not 

a serious concern as the results of Variance Inflation Factor (VIF) for the individual 

explanatory variable is below 2.5. 

 

4.4.2 The influence of business strategy on the financial growth of auditing 

firms 

The results of the Probit regression model covers the predictors, their respective 

marginal effects coefficient, level of significance, and standard errors are presented 

in Table 4.7. The results further covers the Chi-square, log-likelihood value, and 

Pseudo R-square. Regarding the overall test of significant of all variables involved in 

the model under study, the results in Table 4.7 reveals a Chi-square value of 118.7 

(df = 4) and p- value of 0.001 implying both the dependent variable and its predictors 

correctly predicts the model at 1% level of significance.  

Furthermore, the results reveal that, the acceptance of alternative hypothesis, and 

rejection of the null hypothesis such that financial growth of small and medium firms 

are not influenced its predictors. Notwithstanding, a Pseudo R-squared of 0.539 

implies that the variations in the dependent variable—financial growth are explained 

by its predictor—business strategy by approximately 53.9%; while the predictor does 

not explain such variations by approximately 46.1%. Eventually, the results 

concerning the influence of each explanatory variable on financial growth are 

explained in the subsequent explanations. 
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Cost leadership strategy and financial growth of small and medium audit firms 

Cost leadership strategy being a dummy variable measured by a statement such that 

“Providing high quality auditing services at low cost influences sales turnover” 

having a binary response of 1 if Yes, and 0 if otherwise. Being the case, Table 4.7 

reveals that cost leadership strategy has a positive influence on the financial growth 

of small and medium auditing firms, and it is statistically significant at 1% level of 

significance. Cost leadership strategy bears a marginal effect coefficient of 

0.482such that, other things being equal, an audit firm that provides high quality 

service at low cost is 48.2% more likely to influence its financial growth compared to 

audit firms that implement a different strategy. 

Table 4.7: Probit Regression model Results 

  

VARIABLES 

Coef. 

(Std. Err) 

Marginal Effect Coef. 

(Std. Err) 

Cost Leadership Strategy (COLS) 2.856*** 0.482 

 (0.949) (0.064) 

Differentiation Strategy (DIFS) -1.776* -0.300 

 (0.987) (0.140) 

Focus Strategy (FOCS) 0.263 0.044 

 (0.971) (0.163) 

Referred former Employees (REMP) 1.657* 0.280 

 (0.959) (0.140) 

Constant -1.218  

 (1.294)  

   

Number of Observation 125  

LR Chi2 (4) 118.47  

Prob> Chi2 0.001  

Log Likelihood value -17.911  

Pseudo R2 0.539  

*** p<0.01, ** p<0.05, * p<0.1 being a levels of significance  
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Differentiation strategy and financial growth of small and medium audit firms 

A statement “Pricing audit services below that of the competition influences sales 

turnover” with a binary response such that 1 if Yes, and 0 if otherwise, was used to 

measure the influence of differentiation strategy on financial growth. Table 4.7 

exhibits that differentiation strategy has a negative influence on financial growth; yet 

statistically significant at 10% level of significance. Differentiation strategy has a 

marginal effect coefficient of -0.300 implying that, under ceteris paribus, small and 

medium firms which price audit services below that of competition are 30% less 

likely to influence their financial growth compared to those pricing the audit services 

above the competition price.  

 

Focus strategy and the financial growth of small and medium audit firms 

As exhibited in Table 4.7, focus strategydespite of having a positive influences 

financial growth of small and medium audit firms; it is not statistically significant. 

Focus strategy bears a marginal effect coefficient of 0.044implying that, other this 

kept constant, audit firms that devote their resources to maintain market leadership 

are 4.4% more likely to influence their financial growth compared to those which 

employs a different strategy. However, a statement “Devoting resources to maintain 

market leadership influences sales turnover” was taken as a proxy of focus strategy 

bearing a binary response of 1 if yes and 0 if otherwise.  

 

Referred former employees and financial growth of small and medium audit firms 

A statement “Seeking assignment from companies in which former employee are 

employed influences sales turnover” was used to measure a ‘referred former 

employees’ variables bearing a binary response of 1 if yes, and 0 if otherwise. 

Therefore, Table 4.7 exhibit that a strategy of referring former employees has a 

positive influence on the financial growth of small and medium auditing firms, and it 

is statistically significant at 10% level of significance. Referred former employees 

bears a marginal effect coefficient of 0.280 such that, other things being equal, an 
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audit firm that seek assignment from companies that has employed their former 

employees are 28% more likely to influence its financial growth compared to audit 

firms that does otherwise. 
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CHAPTER FIVE 

DISCUSSION OF FINDINGS 

5.1 Introduction 

This chapter presents the discussion and arguments on the findings presented in the 

preceding chapter concerning the influence of business strategy on the financial 

growth of small and medium audit firms. It should be noted that the current study 

seeks to expand the understanding and knowledge of different stakeholders on how 

business strategies influence the growth of audit firm. Therefore, the subsequent 

explanation presents the discussion of the key findings in a manner that they were 

presented in the preceding chapter. 

 

5.2 The influence of business strategy on the financial growth 

5.2.1 The influence of cost leadership strategy on firms’ financial growth 

Basing on the findings in established in Table 4.3, the results generally shows that 

cost leadership strategy influences the financial growth of small and medium audit 

firms to a greater extent. These results are in favor of the argument made by previous 

scholars Porter (1981) and Klerck (2009) under profit maximization and competition 

theory; and human resources theory respectively. Regarding the marginal analysis 

results positively and significantly influence financial growth; which implies that, 

under ceteris paribus any change in cost leadership by increase, the financial growth 

of a firm will increase as well. The result in Table 4.7 further reveals that, cost 

leadership strategy is 48.2% more likely to influence firm’s financial growth 

compared to other firms that do not provide high quality audit services at lower cost.  

The results are necessarily the case, as most clients (customers) prefers a qualitied 

products yet very sensitive to price charged, which will ultimately increase sales 

turnover of the particular audit firm. 

In reference to previous studies, the results of the current study regarding the 

influence of cost leadership strategy on audit firm’s financial growth are consistently 
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with the previous studies by Mohd, et al (2005), and Frankelius (2009); while 

disagree with Fred (2011) and Ainuddin, et al (2007). 

5.2.2 The influence of differentiation strategy on firms’ financial growth 

Basing on the results in Table 4.4 reveals that differentiation strategy influences 

financial growth to greater extent following an analysis made comprehensively on 

statements explaining differentiation strategy. These results are supportive of the 

argument made by Hill (1988) in customer services theory, and Porter (1981) under 

the theory of generic competitive strategy. Nevertheless, the results of marginal 

analysis in Table 4.7 indicated that differentiation strategy has a negative influence 

on the financial growth of small and medium audit firm; implying that holding other 

things constant, differentiation strategy and financial growth moves in separate 

direction. 

Also regarding differentiation strategy, the results indicate that firms pricing audit 

services below that of competition are 30% less likely to influence financial growth 

compared to those charging the same or higher than the competition price. This is 

necessarily the case since any service or product demand is not only influence by its 

price; thus other clients may opt for a high qualitied service even at higher price, 

leading to less sale turnover. These findings of the current study are consistence with 

those of Wheelen and Hunger (2008) and David (2005), while they are against the 

argument of Ding (2005) and Harris (2005) such that differentiation strategy in terms 

of advertisement influences sales turnover of the firm in a positive manner. 

5.2.3 The influence of focus strategy on firms’ financial growth 

Table 4.5 indicated that focus strategy influences firm’s financial growth to a greater 

extent which is in line with the discussion of Lawrance (1967) in the contingency 

theory of leadership, and Rogers (1995) under innovation diffusion theory of 

technology.  

The marginal analysis results revealed that focus strategy significantly influences 

financialgrowth in a positive manner, implying that both of the variables move to the 

same direction.  
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Furthermore, a focus strategy of a firm to devote its resources to maintain market 

leadership is 4.4% more likely to influence firm’s financial growth compared to other 

firms which implement other strategies. This is necessarily the case as most source of 

sales turnover are dependable of product market size, such that the greater the market 

for a particular product or service, the greater the sales turnover of that particular 

firm. The results of the current study regarding focus strategy support the findings of 

previous studies by Collins and Wood (2009), and Fred (2011) yet inconsistent with 

the study by Ding (2005), and Ainuddin, et al (2007) such that focus strategy does 

not necessarily influence the growth of small and medium firms.  

5.2.4 The influence of former employees referred on financial growth 

Former employees referred are to some extent crucial in influencing the growth of a 

particular firm, for the same reason it was considered as a new variable to influence 

financial growth of small and medium audit firms. The result depicted in Table 4.6 

indicated that former employees referred by a particular firm have influences to its 

financial growth. The results as displayed in Table 4.7 further indicates that, firms 

that seeks assignment from companies in which their former employees have been 

employed are more likely to influence their sales turnover by 28%, The positive 

relationship depicted in these results are necessarily the case as audit clients in some 

extent are influenced by confidence, trust, and referrals regarding the quality of a 

particular audit consultant. Therefore, such a trust, confident, and referrals made by 

firm’s former employees are more likely to earn those particular firm new clients 

which will likely boost their sales turnover. Finally, it is fair to conclude that, the 

results of the current study regarding the influence of referred former employees 

should form a basis for reference by future studies. 
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CHAPTER SIX 

SUMMARY, CONCLUSSION, AND POLICY IMPLICATIONS 

6.1 Introduction 

This chapter presents the summary of the entire current study and conclusion drawn 

from the findings previously discussed. Afterwards identifying the policy 

implications, limitation of the current study, and eventually suggest the area that 

needs further research.  

 

6.2 Summary of the Study 

The current study stresses on assessing the influence of business strategies on the 

financial growth of small and medium audit firms in Tanzania. Specifically, it 

focuses on the influence of cost leadership strategy, differentiation strategy, focus 

strategies, and referred former employees on financial growth of small and medium 

auditing firms in Tanzania. 

To address each of the identified objectives, the current study employed a descriptive 

survey research designto explore both primary and secondary data collected from 

respondents (business managers from 25 small and medium audit firms) using a 

survey questionnaire. The data was later analyzed quantitatively without neglecting 

the use Probit regression model to establish the influence of each business strategy 

on financial growth prior to presentation and discussion of findings.  

Finally, the descriptive results of the current study reveal that, cost leadership 

strategy (Mean= 3.66), differentiation strategy (Mean= 3.07), focus strategy (Mean= 

3.17), and referred former employees (Mean= 3.34) influence the financial growth of 

small and medium auditing firms to a greater extent. Nevertheless, the marginal 

analysis results reveal that, cost leadership strategy significantly influences financial 

growth in a positive manner; and by basing on its marginal effect coefficient it 

implies that, audit firms that provides high qualitied audit services at lower cost are 

more likely to influence their financial growth by 48.2%.  
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Regarding, differentiation strategy, it was also found to statistically influence 

financial growth but in a negative manner; yet implying that auditing firms are 30% 

less likely to influence financial growth by pricing audit services below that of 

competition. On the other hand, focus strategy despite of bearing a positive sign; it 

had no significant influence on financial growth; but basing on its marginal effect 

coefficient,audit firms that devote their resources to maintain market leadership are 

more likely to influence sales turnover by 4.4% compared to other firms. Finally, 

former employees referred by firm significantly influence financial growth in a 

positive manner; such that basing on marginal analysis results, audit firms that seeks 

assignment from companies in which their former employees are employed are 28% 

more likely to influence their sale turnover compared to firms that implement 

different strategy.  

6.3 Conclusion 

Conclusively, business strategies have a crucial influence on the financial growth of 

small and medium auditing firms measured in terms of sales turnover. Cost 

leadership strategy gives manager a room to use the available experts, to do cost 

cutting across audit services, to outsource and increase audit service automation, to 

economically provide qualitied audit services, and to operate their firms at full 

capacity. Likewise, differentiation strategy allow managers in small and medium 

audit firms to exploit on advertisement, branding of their services, and winning their 

competitors through offering a unique audit services; altogether, have a positive 

boost on their sales turnover.  

Focus strategy on the other hand allows managers in small and medium audit firms 

to focus on selling audit services to a particular market niche in which they have 

devoted resources to maintain market leadership. Yet, referred former employees 

have a crucial influence on financial growth through their valuable referrals which 

are more likely to expand the market size of that particular firm, ultimately increases 

their sales turnover. 
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6.4 Policy Implications 

Following the confirmation that, business strategies influences financial growth of 

small and medium audit firms to a greater extent, the current study identified the 

following policy implications:- 

i. The results regarding cost leadership strategy indicates that it 

influences financial growth significantly and to a greater extent. Being 

the case, business managers need to exploit the best experts in the 

market to add value and increase quality in their auditing services; and 

if they manage to assign such a service with an economical price to 

their client it will ultimately boost up their sales turnover.  

ii. A monetary value attached any product or services gradually 

influence sales turnover of any firm; this is as well among the 

statement were justified during the analysis of differentiation strategy. 

Therefore, basing on the results of how differentiation strategy 

influences financial growth, it is recommended that, business 

managers should be rational in making decision on whether to price 

their services above or below or the same as that of competition.  

iii. Referred former employees were as well found to significantly 

influence financial growth to a greater extent and in a positive 

manner. These results implies that to a greater extent business 

managers should consider the importance of referral made to former 

employees as they usual pave a way for market expansion of auditing 

services that in return expand their sales turnover.  

iv. Eventually, the findings of the current are crucial to policy makers in 

making policies regarding auditing services; audit firms in marking 

rational decision regarding business strategy to employ; as well as to 

other audit stakeholders in understanding and exploring business 

strategies to their advantages to influence sales turnover.  
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v. Although a lot has been written on the business strategies, particularly 

in the audit practice there is lack of attention from writers and 

practitioners about the business strategies and how they can be 

pursued without impairing the quality of their services to the public. 

6.5 Limitation of the Study 

Despite the valuable output of the current study, it is also subjected to number of 

limitations in terms of the research context, sample size, research method and the 

analytical technique to be used to perform the analysis. 

Regarding the research context: the current study was conducted in Tanzanian Small 

and Medium (SMEs) audit firms for at least five years from 2014, big firms even 

with the same time bound may yield different results. Therefore caution about the 

generalization of the results should be taken with caution.  

Also, due to time and fund constraint only few firms were considered in the current 

studyin which the results are more likely to be different if more firms were 

considered in the current study. 

Third, a qualitative method using survey questionnaire and interview were used for 

this research, the use of observation methods for data collection would have been the 

most suitable method for the research, however due to constraints of time, only 

questionnaire and interview will be used. 

Fourth, the data collection process encountered the problem of non-response as most 

managers considered it a threat to release their strategic plans to the researcher for 

the study.  

6.6 Area for future studies 

Basing on the stated limitations, a replicate of the current is needed from future 

studies while consider widening the size of representative samples, and expanding 

the study to other nature of audit firms as the study covers only small and medium 

auditing firms in Tanzania.  
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APPENDICES 

Appendix I: Questionnaire 

 

Questionnaire Number: ________ 

Date: _______________________ 

Telephone Number (If available)_______________________________ (Optional) 

IDENTIFICATION AND DECLARATION 

First of all, I would like to thank you for taking the time for this interview. My name 

is Titho E. Kitalika and I am collecting data for a Master Dissertation with the 

purpose of investigating the influence of business strategies on the growth of small 

and medium auditing firms in Tanzania. In total, I will acquire response from 125 

business managers, 5 from each firm out of 25 auditing firms [fifteen (15) medium 

firms and ten (10) small firms] located in Dar Es Salaam City. The findings of this 

study will be essential for decision making and knowledge expansion to policy 

makers, Audit units, and other stakeholders towards analyzing and understanding the 

influence of business strategy on financial growth of auditing firms. Eventually, the 

data collected will be used for analysis only, with no reference to specific official or 

their names in the final published report. 
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Kindly answer all the questions by ticking or by providing the answers in the 

spaces provided. 

PART A: GENERAL BACKGROUND  

1. What is the name of your audit firm? (Optional)………………………… 

2. Nature of your auditing firm  [    ] Small [    ] Medium 

3. Registered as a: Sole proprietorship [ ], Partnership [   ] 

4. Number of years in operation. 

0 -5 [ ]  6-10 [ ] Over 10 [ ] 

5. How many employees does the organization have? 

 0 - 10 [ ]  11– 20 [ ]  Over 20 [ ]   

6. Turnover for past year. (TShs Millions):  

Below 100 [    ]  101 -200 [  ]   Over 200 [ ]  

 

 

PART B: COMPETITIVE STRATEGIES ADOPTED AND 

IMPLEMENTATION CHALLENGES. 

 

1. How do you describe competition in the small and medium audit firm service 

industry in Dar es Salaam in deed? 

Weak competition [ ], Strong competition [ ], Very strong competition [ ],  

Hyper competition [ ] 

Kindly indicate your view on the extent to which the following competitive strategies 

have been applied in your firm to remain competitive and influence its financial 

growth. 

Use a five point scale where 1= Not at all 2 = To a small extent 3 = To 

some extent, 4 = To greater extent, 5 = To a very greater extent 
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 Market Penetration and Market 

Development 

1 2 3 4 5 

2 Increasing number of audit services offered 

to present audit customers 

     

3 Increasing volume of audit service sales to 

new customer 

     

4 Identification of new audit service potential 

users 

     

5 Expanding audit services geographically by 

opening new branches 

     

6 Targeting new segments/groups      

 

 Product Development 1 2 3 4 5 

7 Adding new audit service features or 

product refinement 

     

8 Expanding the audit service line      

9 Developing new audit/accounting services 

for the existing market 

     

10 Diversification (introducing new unknown 

audit services) 

     

 

 

 Focus Competitive Strategy 1 2 3 4 5 

11 Focusing on selling audit/ accounting 

services to a particular market niche only 

     

12 By devoting resources to maintain market 

leadership in this niche. 

     

13 Innovate audit / accounting 

product/service for this  
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COMPETITIVE STRATEGIES IMPLEMENTATION CHALLENGES 

To what extent does your firm encounter each of the following challenges when 

implementing competitive strategies to influence its financial growth?  

Use a five point scale where 1= Not at all 2 = To a small extent 3 = To 

some extent, 4 = To greater extent, 5 = To a very greater extent 

 Competitive strategies implementation 

challenges 

1 2 3 4 5 

14 Need for more compliance by regulatory 

body NBAA 

     

15 Insufficient financial resources      

16 Poor communication      

17 Resistance to change      

18 Weak or inappropriate strategy      

19 Too many conflicting priorities      

20 Insufficient leadership attention      

21 Weak/Ineffective Top leadership      

 

PART C: COST LEADERSHIP STRATEGY AND FIRMS FINANCIAL 

GROWTH  

 

Kindly indicate your view on the extent to which the following cost leadership 

strategies have been applied in your firm to influence its financial growth. 

Use a five point scale where 1= Not at all 2 = To a small extent 3 = To 

some extent, 4 = To greater extent, 5 = To a very greater extent 

 Cost Leadership Competitive Strategies 1 2 3 4 5 

1 Improving efficiency by employing 

experts. 

     

2 Continuously cutting cost across audit 

service value chain 

     

3 Outsourcing and increased automation      

4 Striving to capture all available economies 

of scale 

     

5 Trying to operate facilities at full capacity      

6 Shifting to the use of technologies and/or 

information systems. that bypass 

     

7 The need to perform certain audit value 

chain activities 

     

8 Providing audit services at a low cost but 

of high quality 
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PART D: DIFFERENTIATION STRATEGY AND FIRMS FINANCIAL 

GROWTH  

Kindly indicate your view on the extent to which the following differentiation 

strategies have been applied in your firm to influence its financial growth. 

Use a five point scale where 1= Not at all 2 = To a small extent 3 = To 

some extent, 4 = To greater extent, 5 = To a very greater extent 

 Differentiation Competitive Strategies 1 2 3 4 5 

1 Pricing Audit services below that of the 

competition 

     

2 Pricing audit services higher that the 

competition 

     

3 Offering different services/products than 

the competitors 

     

4 Expanding accounting/audit services mix 

to include features that competitors do not 

offer 

     

5 Being flexible with frequent visit to the 

client premises to check on the business 

progress and offer advice if need be 

     

6 Your firm is strategically located to the 

audit client 

     

7 Offering audit services which are complex 

and cannot be easily imitated 

     

8 By allowing service customization (Tailor-

made services). 

     

9 
Advertising to persuade the public to use 

the company’s products. 

     

10 
Providing services/ products that offers 

unique value to the customer needs 

     

11 
To provide service/ products that 

continually stand out due to proper 

branding 

     

12 
To explore many markets to positively 

impact the sales turnover. 

     

13 
To be sensitive on offering its product in 

different market segments 
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PART E: FORMER FIRM STAFFS AS REFEREES AND FIRMS 

FINANCIAL GROWTH  

Kindly indicate your view on the extent to which the former firm’s staffs used as 

referees have been used in your firm to influence its financial growth. 

Use a five point scale where 1= Not at all 2 = To a small extent 3 = To 

some extent, 4 = To greater extent, 5 = To a very greater extent 

 Using former firm staffs as referees 1 2 3 4 5 

1 Finding job opportunities for firms 

employees after certain period of service 

     

2 Maintaining a database for former 

employees  

     

3 Communicating with former employees to 

know their employment status. 

     

4 Seeking assignments from companies 

where firms’ former employees are 

employed. 

     

 

F. END OF QUESTIONNAIRE  

I would like to express my sincere gratitude for your precious time and the 

information you provided. 

1. Is there any information left out of this questionnaire that you think can be 

useful in exploring the influence of business strategy on the growth of small 

and medium auditing firms in Tanzania? (Please Specify) 

____________________________________________________________________

____________________________________________________________________

____________________________________________________________________

____________________________________________________________________

_______________________________________ 
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Appendix II: Specification Error test 

. linktest 

 

 

Probit regression                                 Number of obs   =        

125 

         LR chi2 (2)      =     119.83 

                                                  Prob > chi2     =     

0.0000 

Log likelihood = -17.2350653                       Pseudo R2       =    

0.5781 

----------------------------------------------------------------------------

--- 

SALT |   Coef.  Std. Err.      z    P>|z|     [95% Conf. Interval] 

--------------+-------------------------------------------------------------

--- 

     _hat |   0.9184207   0.4176821     2.20   0.028     0.0997789    

1.737062 

   _hatsq |   0.6398104   0.6359916     1.01   0.314    -0.6067102    

1.886331 

    _cons |  -0.7766005   0.7940729    -0.98   0.328    -2.332955    

0.7797538 

----------------------------------------------------------------------------

--- 
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Appendix III: Model Goodness-of-fit 

. lfit, group (10) table 

 

Probit model for SALT, goodness-of-fit test 

  (Table collapsed on quantiles of estimated probabilities) 

  (There are only 7 distinct quantiles because of ties) 

  +--------------------------------------------------------+ 

  | Group |   Prob | Obs_1 | Exp_1 | Obs_0 | Exp_0 | Total | 

  |-------+--------+-------+-------+-------+-------+-------| 

  |     1 | 0.0906 |     0 |   0.3 |     3 |   2.7 |     3 | 

  |     3 | 0.1414 |     1 |   0.7 |     4 |   4.3 |     5 | 

  |     4 | 0.1699 |     1 |   0.5 |     2 |   2.5 |     3 | 

  |     5 | 0.7588 |     1 |   2.1 |     2 |   0.9 |     3 | 

  |     7 | 0.9356 |     4 |   3.7 |     0 |   0.3 |     4 | 

  |-------+--------+-------+-------+-------+-------+-------| 

  |     8 | 0.9626 |     4 |   3.9 |     0 |   0.1 |     4 | 

  |    10 | 0.9998 |     3 |   3.0 |     0 |   0.0 |     3 | 

  +--------------------------------------------------------+ 

 

       number of observations =        125 

             number of groups =         7 

      Hosmer-Lemeshow chi2(5) =         3.21 

                  Prob > chi2 =         0.6674 
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Appendix IV: Multicollinearity test 

. collin SALT COLS DIFS FOCS REMP 

(obs= 125) 

 

  Collinearity Diagnostics 

 

                        SQRT                   R- 

  Variable      VIF     VIF    Tolerance    Squared 

---------------------------------------------------- 

SALT      2.30    1.52    0.4348      0.5652 

COLS      2.12    1.46    0.4721      0.5279 

DIFS      1.56    1.25    0.6396      0.3604 

FOCS      1.24    1.12    0.8036      0.1964 

REMP      1.39    1.18    0.7210      0.2790 

---------------------------------------------------- 

  Mean VIF      1.72 
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Appendix V: Probit Regression Results 

. probit SALT COLS DIFS FOCS REMP 

 

 

Probit regression                                 Number of obs   =        

125 

       LR chi2(4)      =     118.47 

                                                  Prob > chi2     =     

0.0010 

Log likelihood = -17.9110321                       Pseudo R2       =    

0.5387 

 

----------------------------------------------------------------------------

--- 

SALT |    Coef.    Std. Err.      z    P>|z|     [95% Conf. Interval] 

--------------+-------------------------------------------------------------

--- 

COLS |   2.855864   0.9492717     3.01   0.003     .9953255    4.716402 

DIFS |  -1.776194   0.9874346    -1.80   0.072     -3.71153    .1591421 

FOCS |   0.2632497  0.9710422     0.27   0.786    -1.639958    2.166458 

REMP |   1.656781   0.9586422     1.73   0.084    -.2221237    3.535685 

_cons | -1.21772    1.294041     -0.94   0.347    -3.753994    1.318553 

----------------------------------------------------------------------------

--- 
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Appendix IV: Average Marginal Effect 

. margin, dydx (*) 

 

Average marginal effects                          Number of obs   =       

125 

Model VCE    : OIM 

 

Expression   : Pr(SALT), predict() 

dy/dx w.r.t. : COLS DIFS FOCS REMP 

----------------------------------------------------------------------------

--- 

             |            Delta-method 

     |     dy/dx     Std. Err.      z     P>|z|      [95% Conf. Interval] 

--------------+-------------------------------------------------------------

--- 

COLS |   0.4821097   0.0635287     7.59   0.000     0.3575958    0.6066236 

 IFS |  -0.2998464   0.1401882    -2.14   0.032    -0.5746102   -0.0250825 

FOCS |   0.0444402     0.16311     0.27   0.785    -0.2752495    0.3641299 

REMP |   0.2796877    0.140424     1.99   0.046     0.0044616    0.5549138 

----------------------------------------------------------------------------

--- 

 

 

 

 

 


