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Abstract:

This study Is an assessment of the impact of foreign businesses on the financial performance of Small and Medium
Businesses in Zambia. The study employs a sample of 18 SMEs whose businesses are premised near the foreign chain
stores all picked through purposive sampling and based on relevance to the research objectives. Using a mixed-methods
approach grounded in positivist philosophy, the research investigates the extent of exposure to foreign competition, its
financial implications, and strategies for enhancing SME competitiveness. The study's findings indicate that foreign
business presence doesn 't significantly impact SMEs' short-term financial performance, but rather affects their long-
term growth trajectory. Additionally, the presence of foreign businesses has no statistically significant impact on domestic
businesses' Return on Assets (ROA) and Return on Equity (ROE), as evidenced by regression analysis showing positive
but insignificant coefficients for both metrics. Furthermore, the study reviews that SMEs have been negatively affected
in terms of access to capital, technology, and trading infrastructure, which are essential resources for business growth
and development. The study provides insights on the impact of foreign competition on SMEs in developing countries
like Zambia in comparison with the findings in the literature from other countries. The study recommends that policy
makers set policies that are intended at ensuring SMEs have access to capital, trading infrastructure and support through
training, sourcing of technological tools and partnership opportunities. This recommendation is crucial in creating an
enabling environment for SMEs to thrive as a back bone of Zambian economy, employment creation, innovation and
economic growth. Overall, this study provides a comprehensive understanding of the impact of foreign businesses on
SMEs in Zambia and highlights the need for policymakers to create a supportive environment that enables SMEs to thrive
thereby enabling SMEs overcame the challenges posed by foreign businesses and contribute to the growth of Zambian

economy.
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1. Introduction

The globalization of markets has led to increased penetration of foreign businesses into developing economies.
In Zambia, the rise of foreign chain stores has sparked debate over their impact on local SMEs, which are critical
to economic development and employment. Globalization of retail markets has equally led to the expansion of
foreign chain stores in Zambia, posing significant challenges to local small and medium-sized enterprises
(SMEs). Despite government initiatives to support SMEs, they continue to face difficulties competing with

international companies. Historical factors, such as colonial restrictions and trade policies, have contributed to
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the struggles of Zambian businesses. SMEs are crucial to Zambia's economy, contributing to GDP,
employment, and export earnings. However, they face challenges such as limited access to finance, lack of
managerial skills, and power outages. This study investigates the impact of foreign businesses on the financial
performance of Zambian SMEs and identifies strategies to enhance their competitiveness, addressing a

significant gap.

1.2 Statement of the Problem

One of Zambia’s visions for the national vision 2030 is to become a prosperous middle-income country by 2030
(Republic of Zambia, n.d). In order to attain the vision 2030 goals, Zambia is among other things focusing on

enhancing the effective running of domestic businesses to bring growth in the economy.

Zambian Small businesses increasingly face challenges ranging from limited access to finance, infrastructure
constraints, complex regulations, and limited market access and competition from foreign businesses
participating in niche markets once regarded as a preserve for small businesses (Chewe, 2020). Anon (2010),
further alludes to a vast productivity gap existing between Zambian businesses and international competitors.
To reduce this gap the government has come up with several mechanisms among them was an introduction of
a ban on importation of fruits and vegetables mainly sold in foreign chain stores (Lusaka Times, 2017). Despite
these interventions, there is a huge variance in SMEs performance when compared to that of foreign businesses.
For instance, the shutdown of Ulendo following Yango's market entry illustrates how foreign business presence
can impact local enterprises. Ideally, SMEs should perform at par with foreign businesses as they are at an
advantage with certain incentives and access to various markets, policymakers should also have a clear
understanding of the impact of foreign businesses on SMEs, enabling them to develop evidence-based policies
to promote local business growth and development, However, this is not the case as the specific impact of
foreign businesses on SMEs' financial performance remains unclear, the existing empirical evidence is limited
in its ability to fully capture the impact of foreign businesses on SMEs in Zambia. This study thus, seeks to build
on existing knowledge by providing further insights into the relationship between foreign businesses and SME

financial performance, and identifying mechanisms to foster their development.

1.3 Objectives of the Study
To address this, the following are the objectives and research questions;

Specific Objectives

e To determine the extent of exposure of local SMEs to foreign competition.
e To evaluate the effect of foreign competition on the financial performance of SMEs.

e To explore strategies that will enhance the financial competitiveness of SMEs
Research Questions

e  What is the extent of SMEs exposure to foreign competition?
e  Why is their financial performance affected?

e How can SMEs improve their financial competitiveness?
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1.4 Scope of the Study
The study focused on Small and Medium-sized Enterprises (SMEs) in Lusaka Province, Zambia, to investigate
the impact of foreign businesses and chain stores on their financial performance. The study used a mixed-
methods approach, combining primary and secondary data from questionnaires, online journals, reports, and
government websites. Financial data from 2022-2024 was analyzed using financial ratios to assess SME

performance.

1.5 Limitations of the Study

The study faced limitations, including;:

* Difficulty administering questionnaires due to lack of interest from SMEs
* Delays in receiving responses

* Confidentiality concerns and lack of financial records limiting access to necessary data.

1.6 Theoretical Framework
The study is guided by the Resource-Based View (RBV) theory, which posits that a firm's competitive advantage
stems from its unique resources and capabilities. According to RBV, resources must be valuable, rare,
imperfectly imitable, and non-substitutable (VRIN) to provide a sustained competitive advantage. The theory
suggests that SMEs can resist foreign competition by leveraging their internal strengths and building unique
competencies. RBV emphasizes the importance of resource heterogeneity and immobility in achieving
competitive advantage. The theory has been challenged, with some arguing that rare resources may not exist or

guarantee good performance. Further, Innovation is considered a crucial resource for competitive advantage.
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Figure 1: Resource Based View of the firm

Source: (Utami & Alamanos, 2023)

The RBV theory is used to analyze how foreign businesses' resources (e.g., technology, economies of scale,
management skills) impact SME financial performance in Zambia. The study aims to explore how SMEs can

leverage their unique resources and capabilities to improve financial performance in the face of foreign

competition.
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1.7 Conceptual Framework
The conceptual framework posits that foreign business presence affects SME financial performance, which is

influenced by factors such as access to finance, technology, business acumen, and competition strategies. The

study measures SME financial performance using Return on Equity (ROE) and Return on Assets (ROA).
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Figure 2: Conceptual Framework
Source: (Author,2025)

Figure 2 above shows the relationship between the dependent variable i.e. financial performance and foreign

businesses in Zambia as the Independent Variable.

The conceptual framework postulates that the presence of foreign businesses in a sector significantly impacts
the financial performance of Small and Medium-sized Enterprises (SMEs). The dependent variable, financial
performance of SMEs, is influenced by the independent variable, foreign business presence, which introduces
both competitive pressures and potential business opportunities. Key factors that determine SMEs' financial
success include acquiring relevant training, leveraging proper infrastructure and technology, aligning with
favourable government policies, accessing finance, and implementing effective competition strategies. (Chisala,
2008), identified several key strategies to unlock the potential of its small and medium enterprises (SMEs)
including investment in education and training, promotion of research and development, expansion of market
access, and advancement in technology. These efforts, supported by the creation of industrial linkages and the
formation of business clusters, were seen as vital to achieving the United Nations Millennium Development
Goals particularly the goal of halving poverty by 2015 and to realizing the nation’s aspiration of attaining
middle-income status by 2030. (W-SME Survey Report, 2021), on their study on women SMEs in Zambia
identified social economic norms, electricity, market competition, access to finance, collateral requirements and
high interests as part of the hinderances to SME growth. According to (Hymer, 1976), market flaws are the
foundation for multinational corporations' very existence. particularly significant are two kinds of market flaws:
transaction-cost imperfections and structural imperfections. Economies of scale, knowledge advantages,

distribution networks, product diversification, and credit advantages all contribute to structural flaws that assist
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the multinational corporation gain more market dominance. However, the global corporation finds it beneficial

to replace external transactions with an internal "market" due to transaction costs.

This study aims to investigate how the interaction of these variables affects the performance of both local SMEs
and foreign businesses operating within the same sector. By examining the interplay between factors such as
business acumen, management practices, innovation, government policies, exchange rates, technological
advancements, capital access, and business infrastructure, the research seeks to provide insights into the
dynamics influencing SMEs' financial performance in the context of foreign business presence. Ultimately, the
financial performance of SMEs is contingent upon their ability to effectively navigate and manage these
influencing factors, underscoring the importance of strategic adaptation and resilience in a competitive business

environment.

2. Literature Review

2.1 Empirical Review

The impact of foreign businesses on the financial performance of domestic Small and Medium-sized Enterprises
(SMEs) has been extensively studied, revealing both positive and negative effects. This review examines existing
literature from global, regional, and local perspectives, highlighting the challenges domestic SMEs face in
competing with foreign businesses.

Foreign businesses can significantly impact local SMEs, affecting their demand, visibility, and supply chain
dynamics. SMEs often struggle to penetrate markets dominated by foreign chain stores, which tend to prioritize
imported goods over local products. Stringent standards and requirements imposed by foreign businesses can
be discriminatory, further hindering SMEs ability to compete effectively.

Despite the existing body of research, there is a need for further investigation into strategies that domestic
SMEs can employ to effectively compete with foreign businesses, particularly in the Zambian context. This
study aims to contribute to the literature by exploring the impact of foreign businesses on the financial
performance of SMEs in Lusaka, Zambia.

Globalization has brought about both positive and negative effects on domestic SMEs. Foreign Direct
Investment (FDI) can increase competition, leading to reduced profits for domestic firms (Asiedu & Freeman,
2006). However, FDI can also bring in new technologies, knowledge, and entrepreneurial opportunities (United
Nations Conference on Trade and Development, 2024).

Foreign Direct Investment (FDI) can lead to productivity spill overs and market access spill overs, benefiting
local firms (Blomstrém & Kokko, 2002). However, local firms' ability to benefit from these spill overs depends
on their technological readiness and capacity to adopt new technologies (Sikozi et al., 2016).

SMEs in developing countries face significant challenges competing with foreign businesses due to limited
access to technology, skills, and resources (Mwika et al., 2018). Nevertheless, FDI can have a positive impact
on SMEs by providing access to modern knowledge, technology, and improved production and product quality
(Bozsik et al., 2023).

By leveraging FDI, SMEs can enhance their competitiveness and gain access to new markets, products, and

services. To maximize the benefits of FDI, policymakers should create an enabling environment that supports
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the growth and development of SMEs, including initiatives such as training programs, investment in
infrastructure, and access to finance. Empirical studies have yielded mixed results on the impact of foreign firms
on domestic economies. While some studies support the positive impact of FDI, others have found negative or
no correlation. The contradictory findings may be due to differences in methodologies and data used. The
impact of foreign businesses on domestic SMEs is complex and depends on various factors. Understanding
these dynamics is crucial for policymakers and business leaders seeking to promote the growth and development
of domestic SMEs.

Zambia's participation in international trade agreements presents both opportunities and challenges. To fully
benefit from these agreements, Zambia needs to address the challenges faced by SMEs and build their capacity
to compete in the global market. Zambia has committed to creating an open market and international trade
environment through various agreements, including:

e COMESA (Common Market for Eastern and Southern Africa): Aims to eliminate tariff and non-tariff
barriers, establish a common external tariff, and facilitate the free movement of capital and labor.

e SADC (Southern African Development Community): Aims to create an integrated community of trade,
with benefits including access to cheaper imports and goods, access to markets, and tapping into
technology skills.

e Bilateral Agreements: Zambia has signed 15 bilateral agreements with countries to promote and protect
investments.

e Double Taxation Agreements (DTAs): Zambia has signed 24 DTAs to avoid double taxation and promote
investment.

e Zambia's participation in international trade agreements, such as COMESA and SADC, has both benefits
and drawbacks. While these agreements provide access to cheaper imports and goods, they also pose
challenges for local businesses, particularly SMEs. Zambia faces challenges, ranging from stiff competition,
import-oriented challenges, further, businesses face stiff competition from foreign companies leading to
business closures.

Studies have shown that Zambian businesses lack the capacity to compete with giant companies and exploit
opportunities under international agreements. SMEs can contribute to achieving Sustainable Development
Goals (SDGs) by increasing employment, government revenue, and GDP (Kambone & Phiri, 2017). However,
SMEs face challenges, including financial constraints and limited access to finance hinders their ability to
compete and grow, inadequate infrastructure increases transportation costs and limits access to markets and
language and cumbersome border procedures hinder access to regional markets.

Zambia's economy is characterized by a mixed market structure with a liberal trade regime and low barriers to
entry. The country faces challenges such as currency and exchange rate fluctuations, inflation, and a heavy
reliance on copper and cobalt. Despite these challenges, Foreign Direct Investment (FDI) has increased in
Zambia, with the country recording significant investments.

The entry of foreign businesses has brought about both positive and negative impacts on the economy. On the
one hand, foreign businesses have increased competition, created employment opportunities, and provided

affordable products. On the other hand, they have also posed challenges for local businesses, particularly small
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and medium-sized enterprises (SMEs), which struggle to compete with the better technology and skills of
foreign-owned stores.

The Zambian chain store market is dominated by foreign-owned stores, such as Shoprite, pick n Pay, and
Choppies. These stores have a large market share and have targeted small areas, making it difficult for local
retailers to compete. Melissa remains one of the few Zambian-owned supermarkets, and local businesses have
had to differentiate their products or target low-income consumers to survive.

Overall, the impact of foreign businesses on the Zambian economy is complex and multifaceted. While FDI can
bring benefits, it also poses challenges for local businesses. To fully benefit from FDI, Zambia needs to develop
strategies to support local businesses and promote economic growth.

The increasing exposure of Small and Medium-sized Enterprises (SMEs) to foreign businesses through
international trade, foreign market participation, and supply chain dependencies presents both opportunities
and challenges. While engaging with foreign businesses can provide SMEs with access to new markets,
technologies, and resources, it also poses significant challenges that can impact their sustainability and
competitiveness.

SMEs can benefit from international trade by learning from best practices, adopting new technologies, and
building partnerships that enhance their global presence. However, they also face challenges such as foreign
exchange risk, stiff competition from established foreign businesses, and supply chain disruptions. To manage
these risks, SMEs must develop effective strategies, including diversification, market research, digital adoption,
partnerships, and innovation.

By investing in employee training and development, SMEs can build skills and expertise in areas such as
international trade, marketing, and logistics. Additionally, building partnerships with other businesses,
organizations, or government agencies can provide SMEs with access to support and resources, including
training and advanced technology.

In conclusion, SMEs' exposure to foreign businesses presents both opportunities and challenges. By developing
effective strategies and investing in skills and partnerships, SMEs can mitigate risks and remain competitive in
a globalized market, ultimately contributing to economic development and sustainable growth.

Financial performance is a critical aspect of Small and Medium-sized Enterprises (SMEs) sustainability and
growth. It is defined as the act of performing financial activity to achieve financial objectives over a specific
period. Financial performance measurement is essential to evaluate how well organizations are managed and
the value they deliver to stakeholders.

SMEs' financial performance is affected by various factors, including lack of access to finance, poor
infrastructure, low product quality, and lack of training. Foreign businesses have an advantage over SMEs due
to their access to latest technology, vast skills, and a wider pool of finance, creating an imbalance in the chain
store sector.

There is a knowledge gap in understanding the impact of foreign businesses on the performance of SMEs. Most
studies focus on factors affecting SMEs, but there is a need for research on the impact of foreign businesses on
SMEs' performance and how SMEs can acquire competitive competence in a global environment. Financial
performance is crucial for SMEs' sustainability and growth. Further research is needed to fill the knowledge gap

and provide insights into the impact of foreign businesses on SMEs' performance.
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2.2 Literature Review Matrix

Table 1: Literature Review Matrix

Arthur Research Title Research Methods Findings and Knowledge Gap
Mwika, etal | The impact of Mixed method comprising both The findings are the level of globalization
(Mwika, et globalization in qualitative and quantitative. The might affect the business activity of
al., 2018) emerging economies: | questionnaire was administered to developing countries as most of them might
a case study of 100 respondents. not be good with marketing. The researcher
Zambia restricted the findings to Zambia only it is
imperative that a study is done to include
other countries.
Pasali & Assessing the impact | Employed the ordinary least square The findings indicate the SMEs performance
Chaudhary of foreign ownership estimator over an over a sample of is affected by FDI; the level of impact is
(n.d.) on firm performance pooled cross-country firm level data | dependent on the size of the company.
by size: evidence from | from 144 countries for period 2010
firms in developed and 2019
and developing
countries.
(Muchoka, An investigation on The researcher adopted the The findings were the SMEs lacked
2020) the factors pragmatic philosophy and used the managerial skills, technology and good
influencing the descriptive research design. The infrastructure. The study mainly isolated the
growth of small and sample size was 60 companies and factors affecting SMEs and did not focus on a
medium enterprises: a | purposive sampling used. lot of SMEs in their study.
case study of Kabwata
constituency district
(2014-2018)
Ziba & Phiri | The Expansion of A mixed approach was used to Results show that local processing firms’
Regional Supermarket | analyze the data participation in regional supermarket value
Chains Implications chains is constrained by a number of factors
for local suppliers in that pose either strategic or structural
Zambia. barriers to entry.
(Emongor & | The impact of South The research uses a case study Expansion of supermarkets is benefitable to
Kirsten, African supermarkets | approach using three SADC small scale farmers. There is positive
2009) on agricultural countries Zambia, Namibia and relationship between presences of scale
development in the Botswana farmers.
SADC: a case study in
Zambia, Namibia and
Botswana.
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Sector Firms in
Zambia amidst a
volatile Economic

Environment

attempts to answer the question of
why the general performance of the

firms has been poor.

(Abdullahi, The Effect of Finance, | This study used Kano State as a case | The findings indicate that finance,
etal., 2015) | Infrastructure and study, and descriptive survey infrastructure, and training have a positive
Training on the research. Sample size of 310 SMEs and significant effect on the performance of
Performance of Small | was drawn through simple random SME:s in Nigeria. This suggests that there is a
and Medium Scale sampling out of the population of dire need for finance, infrastructure, and
Enterprises (SMEs) in | 1530 registered SMEs in Kano State, | training to be given adequate concentration
Nigeria. Nigeria. as they serve as the engine of boosting the
performance of SMEs in Nigeria.
(Hewitt, et Exploring the impact | Employing a quantitative, Notably, the business acumen score exhibited
al., n.d.) of business acumen exploratory, cross-sectional survey a significant, robust positive correlation with
and the macro research approach, primary data was | firm performance, while the macro
environment on firm collected through a structured self- environment score demonstrated a weaker
performance administered questionnaire. positive correlation with firm performance.
Business acumen encompasses a profound
understanding of diverse business aspects,
including finance, strategy, marketing,
operations, and management, embodying a
range of critical skills and abilities.
(Hampwaye | Tracking the This paper analyses the performance | Change in business environment brought
& Hapunda, | Performance of Food | of sixteen selected food processing about by the changes in power outages,
2016) Processing Sub- firms in Zambia. The paper further exchange rates i.e., dollar rate and inflation

contributed to firm poor performance.

(Stien, 2013)

Kamwala Shopping
World Competition
and Cooperation
among Zambian and
Chinese Traders in
Lusaka

The aim of this thesis was to draw a
more nuanced picture of the
exchanges between Chinese and
African actors, and through a
grounded perspective show that the
picture is not entirely positive or
negative; rather it is complex and

context specific

This thesis examines the different traders’
responses to market saturation, and argues
that the recent level of competition has led to
increased geographical mobility among the
traders, as trading networks are expanding
and people and goods are increasingly
moving in all directions. The thesis further
argues that geographical mobility is related to
social mobility and imagined mobility, and
that motilities are key for understanding the
processes currently taking place at Kamwala
Market.

(Mandawa, Enhancing the This research develops and tests a
2016) performance of conceptual model of individual level
women-owned small and firm level factors affecting
and medium-sized performance in women-owned
enterprises in SMEs in Zambia, drawing on the
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developing countries | Competency Approach,
— A study of Zambia Entrepreneurial Orientation (EO),
and Resource Based View of the

firm as the main theoretical

foundations.
Meintjes & Financial A survey was done on a This study aims to fill this gap by
Wolmarans management practices | sample of owner-managers of determining which financial
in successful Small successful SMEs who had been Management skills are relevant for successful
and Medium asked, firstly, SMEs.

Enterprises (SMEs) whether they performed different The study concludes that

secondly, profitability are much more relevant
How frequently they performed than those regarding a balance sheet or
these in their companies. strategic finance.

financial management practices and, | practices regarding working capital as well as

3. Methodology

This research adopts a positivist philosophy and utilizes a case study design to examine the impact of foreign
chain stores on local SMEs. A mixed-methods approach was employed, integrating both qualitative and
quantitative data. This study employed a mixed-methods approach, collecting both quantitative data through
structured questionnaires with Likert-scale items and qualitative data through open-ended responses,

supplemented by secondary data from academic literature and policy documents.

The study utilized purposive sampling to select participants, and data analysis was conducted using regression
analysis to examine the relationship between variables on financial metrics such as Return on Assets (ROA)
and Return on Equity (ROE), while thematic analysis was used to uncover qualitative insights from open-ended

responses.

3.1 Data Collection
Primary data was collected through questionnaires and interviews, while secondary data was gathered from

financial statements, journals, newspapers, books, and websites. The questionnaire consisted of both open-

ended and closed-ended questions, with a Likert scale used to measure respondents’ attitudes and opinions.

3.2 Population
Target Population

The target population for this research comprised of all SMEs that are either locally owned in Lusaka. The
Zambian SMEs owners were also targeted in order to get a view on how their operations are affected by foreign
businesses. The researcher could not include all the chain stores or Zambian SMEs as it would be too large a
population to make good findings. The focus is mainly on the businesses in the central business district and
surrounding areas; Lusaka was picked as it is mainly populated with shops dealing in groceries and clothing that

are mostly traded in the chain stores.
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Study Population
According to the (Bank of Zambia, 2022) survey results, there are approximately 1,553,892 MSMEs in Zambia
this is both formal and informal SMEs, further 4.2% of this 1,553,892 are found in urban areas and deal in
wholesale and retail trade which translates to about 65,263 MSMES in urban areas. There 2,793 SMEs
registered with the Patent and Companies Registration Agency (PACRA) in the CBD.

It is worth noting that it is costly to conduct research on a large sample size, thus a sample will be drawn from
the study population. This sampling will make it easier to draw conclusions and it enables the researcher to

focus on the key details of the study. Further Zambia has approximately 15 chain stores dealing in retail sector.
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Figure 3: Survey map of sampled area

Source: Author’s illustration, 2025

The figure illustrates the geographical scope of the study, showcasing the specific areas where data was collected
and samples were gathered. The population of interest comprised businesses situated in close proximity to
various chain stores, including retail shops, restaurants, and service providers, among others. These businesses
were located in Central Business District, shopping centres, and market areas, providing a diverse and
representative sample of enterprises operating near chain stores. By focusing on these areas, the study aimed

to capture the impact of foreign competition faced by SMEs in Zambia.

3.3 Sampling
The study employed purposive sampling, targeting formally registered SMEs in Lusaka. A sample size of 25 was

determined using a formula, but only 18 responses were received. Financial statements from 10 SMEs were
analysed.

This sampling technique is used because it targets a certain population that will provide the needed information,
in this case formally registered SMEs were targeted. The respondents were selected purposively from the target
population. The researcher also employed the snowballing approach of asking other respondents to recommend

more respondents. The sample was drawn from Zambian SMEs dealing in groceries and clothing.
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Purposive sampling involved selecting SMEs with different size (micro, small and medium enterprises), types
(SMEs dealing in groceries, clothing, fast food, meat & dairy and beauty products) representing a range of

industries ensuring diversity.

3.4 Data Collection
The study collected both primary data and secondary data from journals, newspapers, books, websites and other

publications including financial statements and questionnaires administered to respondents.

3.5 Data Analysis
Thematic analysis was used to analyse qualitative data, while quantitative data was analysed using Statistical

Package for Social Sciences (SPSS) software. Financial performance was measured using key indicators such as
Return on Assets (ROA) and Return on Equity (ROE). The study employed a purposive sampling technique to
target a specific population capable of providing relevant information—formally registered Small and Medium
Enterprises (SMEs) in Zambia. Respondents were deliberately selected from this population based on their
relevance to the research objectives.

To enhance the sample size and diversity, the researcher also utilized a snowball sampling approach, whereby
initial participants were asked to recommend other suitable respondents.

The sample consisted of Zambian SMEs operating in sectors such as groceries and clothing, with additional
representation from fast food, meat & dairy, and beauty products. Purposive sampling ensured inclusion of
SME:s of varying sizes—micro, small, and medium enterprises—and types, thereby capturing a broad spectrum

of industry perspectives and operational scales.

3.6 Validity and Reliability
The study ensured validity and reliability through pre-testing the questionnaire, using triangulation, and

adhering to the sampling method. The researcher also ensured that respondents verified their responses before
submitting to ensure data accuracy. According to Kothari (2004), validity refers to the extent to which a test
measures what it is intended to measure, while reliability pertains to the accuracy and consistency of the
measurement procedure. To enhance the reliability of this study, a pre-test of the questionnaire was conducted.
The instrument was administered to five individuals who were asked to evaluate the questions for clarity,
comprehension, and response processes. Their feedback led to several refinements: ambiguous questions were
rephrased, repetitive items were removed, and the sequence of questions was adjusted to improve flow and
coherence.

To ensure validity, the study employed triangulation, a verification method that mitigates the limitations and
biases inherent in single-method, single-observer, or single-theory approaches (Blaikie, 1991). This involved
analysing multiple journals and scholarly articles to compare findings and maintain alignment with the research
objectives. For primary data, triangulation was achieved by integrating both quantitative and qualitative
methods, while secondary data was used to corroborate and validate the findings.

Additional measures were taken to uphold data integrity. The researcher strictly adhered to the sampling

strategy to avoid compromising the representativeness of the data. Respondents were encouraged to verify their
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responses before submission. The use of Google Forms facilitated this process by allowing participants to revisit
and revise previous answers. The form design was intentionally flexible, enabling open-ended responses and

minimizing restrictions on participant input.

4. Results

The regression analysis revealed that foreign business presence has no statistically significant impact on SMEs’
ROA and ROE. Coefficients were positive but insignificant, suggesting minimal short-term financial disruption.
However, qualitative data indicated that SMEs face long-term challenges in accessing capital, technology, and
trading infrastructure. Respondents expressed concern over reduced market share and limited support
mechanisms.

The study found that Small and Medium-sized Enterprises (SMEs) in Zambia face significant challenges in
competing with foreign businesses, particularly in the areas of supply chain management, customer
relationship, and product quality. The study revealed that 41.2% of respondents agreed that SMEs in Zambia
do not have a good supply chain system, which increases their costs of doing business. Most SMEs struggle to
source products directly from suppliers due to minimum order quantities and buy in small quantities, making
it difficult to compete with chain stores that buy in bulk and take advantage of discounts, further, chain stores
have better customer relationships due to their marketing opportunities and customer retention programs
enabling them to build strong relationships with their customers. SMEs need to develop strong relationships
with their clients to compete effectively.

The study furthermore, revealed that most SMEs prioritize low costs over product quality, with 27.8% of
respondents strongly agreeing and 27.8% agreeing. This was attributed to high competition and low bargaining
power with buyers. Chain stores have an advantage in terms of economies of scale, enabling them to offer quality
products at lower costs.

On the aspect of competition, the study found that Small and Medium-sized Enterprises (SMEs) in Zambia
face significant challenges in competing with foreign businesses. Most SMEs agree that chain stores have better
competitive strategies in terms of marketing and customer service. The respondents reported that chain stores
have an advantage due to their huge capital and advanced technology.

The study also found that foreign businesses are mostly in control of pricing in the economy, and SMEs have
to adjust their prices regularly to compete effectively. Additionally, SMEs face challenges in accessing
international markets due to stringent controls and lack of infrastructure. The respondents reported that foreign
businesses have better access to exports and can acquire goods on credit, which is not suitable for most SMEs.
Furthermore, the study revealed that most SMEs have not benefited from foreign businesses' technology. The
respondents reported that foreign businesses' technology has not been fully taken advantage of or implemented
by many businesses.

On financial impact of foreign businesses on SMEs, the study found that 61.1% of Small and Medium-sized
Enterprises (SMEs) in Zambia reported being in a growth stage, while 27.8% were in a decline stage. The study
also looked at the increase in sales and profitability of SMEs after the establishment of chain stores in their area,

50% of the respondents reported an increase in sales, while 22.2% disagreed and 27.8% were unsure. The
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respondents who reported an increase in sales attributed it to the implementation of strategies such as internal
customer service training, competitive pricing, and loyalty programs.

44.4% of the respondents reported an increase in profits, while 27.8% disagreed and 27.8% were unsure. The
study also found that most SMEs in Zambia do not keep proper financial records, which makes it difficult for
them to access capital from financial institutions.

The study also revealed that accessing capital is a major challenge for SMEs in Zambia. 61.1% of the
respondents reported that they had not applied for a bank loan due to lack of security, high interest rates, and
other reasons. For those who applied for loans, 87.5% were rejected due to lack of collateral, non-availability of
requested information, high interest rates, and financial incapability. The interest rates for approved loans
ranged from 12% to 45%.

The study concludes that SMEs in Zambia face significant challenges in accessing capital, which hinders their
growth and development. The government and financial institutions need to provide support and resources to
SME:s to help them access capital and grow their businesses. The study highlights the challenges faced by SMEs
in Zambia in competing with foreign businesses. To remain competitive, SMEs need to develop effective
competitive strategies, improve their market accessibility, and invest in technology.

The study used descriptive statistics, correlation analysis, independent t-test, and regression analysis to examine
the impact of foreign business presence on the financial performance of Small and Medium-sized Enterprises
(SMEs) in Zambia.

4.1 Demographic Data
The demographic data collected included numbers of years business had been operating, ownership status of

business (Foreign Originated, Zambian Originated or a Hybrid) and the number of employees and estimated
turnover.

Years of Operation

The respondents were asked to state how long they had been operating their business in Zambia. Most of the

SMEs reported to have been operating for more than a year.

How long has you business been in Operation?

17 responses

@ Less than a year
@® 1to5years
More than 5 years

Figure 3: Pie Chart of number of years a business has been operating
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Ownership Status
From the 18 respondents to the questionnaire administered, 17 of the respondents stated that their business

was solely owned by a Zambia. This represents about 94.4% of the respondents.

What is the ownership status of the business?
18 responses

@ Foreign owned business
@ Zambia originated business

@ Joint venture (Zambian and foreign
owners

Figure 4: Ownership Status

Number of employees
The table highlight’s the number of employees in the companies who responded to the questionnaire. From the
respondent’s feedback about 4 companies indicated they had 1 employee while the rest of the respondents had

employees in the range of 4 to 30.

Number of SMEs

No Lessthan5  6to 10 11 to 20 21 to 30
Employee

O R, N W b~ WU

B Number of SMEs

Figure 5: Number of employees

4.2 Descriptive Statistics
The study found that both Return on Assets (ROA) and Return on Equity (ROE) have positive means,

indicating overall profitability in the sample. However, ROE has higher variability compared to ROA,
suggesting that ROE is more volatile.

Correlation Analysis

The correlation analysis showed a strong positive relationship between ROA and ROE, which is expected since

both measure profitability. However, the correlation between ROA/ROE and presence of foreign businesses
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was weak and not significant, suggesting that foreign business involvement may not directly impact profitability

in this sample.

Table 2: Correlation Results

Correlations

Return_on_Asse |Return_on_Equit| Presence_of_Fo

ts y reign_Business

Return_on_Assets Pearson Correlation 1 812" .071

Sig. (2-tailed) .000 664

N 40 40 40|

Return_on_Equity Pearson Correlation 812" 1 .148]

Sig. (2-tailed) 000 362

N 40 40 40|

Presence_of_Foreign_Busin Pearson Correlation .071 148 1
©ss Sig. (2-tailed) 664 362

N 40 40 40|

**_ Correlation is significant at the 0.01 level (2-tailed).

The Pearson Correlation of 0.812 shows a strong relationship between ROA and ROE which is expected since
they both measure profitability. The Pearson Correlation of 0.071 between ROA and presence of foreign
businesses shows a weak positive correlation suggesting no significant relationship, similarly the correlation of
0.148 shows a weak positive relationship between ROE and presence of foreign businesses. The lack of
significant correlation between ROA/ROE and foreign business presence suggests that foreign business

involvement may not directly impact profitability in this sample

Independent T-Test

The independent t-test compared the mean ROA between companies with and without foreign business
presence. The results showed that the difference in mean ROA/ROE between the two groups was not
statistically significant, suggesting that foreign business presence may not be a key driver of ROA/ROE.

Return on Asset

Table 3: Independent T test

Group Statistics

Presenc]

e_of Fo

reign_B

usiness N Mean Std. Deviation | Std. Error Mean
Return_on_Assets 0 16 45650 .286294 071573

1 24 50404 364777 074460
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Independent Samples Test
Levene's Test for Equaliy of
Varianes Hestfor Equaliy of Means
5% Confidence Interval ofthe
Diference
Wean St Error
i Sin, i if | G (Mailed) | Diference | Difierence Linwer Upper
Febim o st EWLd e 160 || om| o me | me| g | 0| e
Equal variances not
assurned -460 | 36872 itk - 47541 10328 - 26834 161751

This output shows the results of an independent samples t-test comparing the mean Return on Assets (ROA)
between companies with and without foreign business presence. The p-value (0.664) is greater than 0.05,
indicating that the difference in mean ROA between companies with and without foreign business presence is
not statistically significant. The mean difference (-0.047542) suggests that companies without foreign business
presence have slightly lower ROA, but this difference is not significant.

Return on Equity

Table 4: Independent T test

Group Statistics

Presenc]|
e_of Fo
reign_B
usiness N Mean Std. Deviation | Std. Error Mean
Return_on_Equity 0 16 43212 402314 .100578
1 24 .56558 475471 .097055
Independent Samples Test
Levene's Testfor Equality of
Variantes Hestfor Equality of Means
85% Confidence Intenval of the
Difference
Mean Std. Emor
F Siq ! df | Sig (Mailed) | Difference Difference Lower Upper
Retun.on. iy - Ealvatances [ e | -om| | om| e | 9| - | 506
Eg;’j",ﬂ“gga"“”“m 95 | %7 Mo | 35 | %m0 | -46%00 | 150082

This output shows the results of an independent samples t-test comparing the mean Return on Equity (ROE)
between companies with and without foreign business presence. There is no significant difference in mean
ROE between companies with and without foreign business presence. The results suggest that foreign business

presence does not have a statistically significant impact on ROE.

34 https://ijcsacademia.com/index.php/eafi ~ ©January 2026


https://ijcsacademia.com/index.php/eafj

EAST AFRICAN FINANCE JOURNAL (EAFJ) E-ISSN: 2959-9121
Volume 5 Issue 1 | 2026 | pp 18-46

4.3 Regression Analysis
The regression analysis found a positive relationship between presence of foreign business and ROA, but the

relationship was not statistically significant. This implies that the presence of foreign business does not have a
statistically significant impact on ROA/ROE.

Overall, the study suggests that foreign business presence may not have a significant impact on the financial
performance of SMEs in Zambia, and that other factors such as industry, company size, management practices,
or market conditions may have a more significant impact on financial performance.

Return on Equity

Table 5: Regression Results (ROE)

Coefficients
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 432 112 3.858 1.000
Presence_of_Foreign_Business 133 .145 .148 923 362

a. Dependent Variable: Return_on_Equity

This output shows the results of a simple linear regression analysis examining the relationship between Presence
of Foreign Business and Return on Equity (ROE). The coefficient (B) is 0.133, indicating a positive relationship
between Presence of Foreign Business and ROE. However, the p-value (0.362) is greater than 0.05, indicating
that this relationship is not statistically significant. Foreign business presence does not have a significant impact
on Return on Equity (ROE). The model does not explain a significant portion of the variation in ROE,
suggesting that other factors may be more influential.

ROA

Table 6: Regression Results (ROA)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 456 .084 5.435 .000]
Presence_of_Foreign_Busin
.048 .108 .071 438 .664
ess

a. Dependent Variable: Return_on_Assets

The coefficient (B) is 0.048, indicating a positive relationship between Presence of Foreign Business and ROA.
The coefficient suggests that for every one-unit increase in the Presence of Foreign Business, the Return on

Assets (ROA) is expected to increase by 0.048 units. This indicates a positive relationship, meaning that as the
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presence of foreign businesses increases, ROA tends to increase as well. However, the p-value (0.664) is greater
than 0.05, indicating that this relationship is not statistically significant. Implying that the presence of foreign
business does not have a statistically significant impact on ROA.

In summation,

Effect of Foreign business presence on ROA

The results show that foreign business presence has no influence on the ROA or performance of the business
because it indicates 0.664 > 0.05. regression coefficient shows a positive direction which is not statistically
significant due to the p value. The results are consistent with the results of (Tongurai & Vithessonthi , 2022)
where a study was conducted to determine international firms perform better when match with domestic firms,
the findings show that international firms do not perform better or worse. However , this is inconsistent with
results of (Bashir, et al., 2014), where they investigated the how net interest margin, ROA, overhead costs and
non-performing loan are affected by foreign bank presence, they used panel regression analysis, the result
suggested that an increase in foreign bank share effects the profitability of domestic bank in decreasing manner,
mostly the foreign bank share effect is only present in the case of net interest margin and return on assets as to
the rest of the variables are less significant.

Effect of Foreign business presence on ROE

The results show that foreign business presence has no influence on the ROE or performance of the business
because it indicates 0.36 > 0.05. Regression coefficient shows a positive direction which is not statistically
significant due to the p value. The results are consistent with results of where the independent T test was used
to check whether there is any significant difference with regard to ROA, ROE, Net Income Margin (NIM) and
Profit Expense Margin (PEM) between domestic and foreign banks operating in Georgian banking sector
within the period of 2009-2013, the results showed that there is no statistically significant difference on ROE

between domestic and foreign banks.

4 4 Discussion

While foreign businesses may not immediately erode SME profitability, their presence introduces structural
disadvantages. SMEs struggle to compete with foreign firms that benefit from superior resources and global
networks. This aligns with findings from other developing economies, where foreign competition often
exacerbates existing vulnerabilities. The study highlights the need for targeted interventions to level the playing
field.

The study reveals that Small and Medium-sized Enterprises (SMEs) in Zambia are significantly exposed to
foreign competition, particularly from chain stores. The findings indicate that SMEs perceive foreign business
competition as a threat to their financial performance, mainly due to their inability to compete with the efficient
supply chain systems, advanced technology, and strong customer relationships of foreign chain stores.

The study highlights that SMEs in Lusaka possess unique resources, such as local market knowledge, networks
with local suppliers and customers, and agility in adapting to market changes, which can contribute to their
competitive positioning against foreign chain stores. However, these resources are not being fully utilized due
to various challenges, including lack of good supply chain systems, ineffective customer relationship

management, and limited access to technology.
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The study also finds that Zambian SMEs struggle with customer relationship management, lacking effective
strategies to build and maintain strong customer connections. In contrast, foreign chain stores leverage their
established brand reputation, referrals, and loyalty programs to retain customers. Additionally, SMEs face a
significant pricing disadvantage compared to foreign chain stores, largely due to differences in cost structures,
economies of scale, and pricing strategies that favour larger international competitors.

Furthermore, the study reveals that foreign businesses have better and advanced technology compared to local
SMEs, which creates a significant technology gap. The rapid expansion of foreign chain stores in Zambia has
highlighted this gap, with many local SMEs struggling to match the advanced digital capabilities and
infrastructure of their international competitors.

Overall, the study concludes that SMEs in Zambia need to develop robust strategies to improve their supply
chain management, customer relationship management, and technology adoption to remain competitive in the

face of foreign competition.

5. Conclusion and Recommendations

Foreign competition presents a nuanced challenge for SMEs in Zambia. Although short-term financial metrics

remain stable, long-term growth is threatened by limited access to essential resources. Policymakers must

prioritize SME support through capital access, infrastructure development, training programs, and technology

partnerships. Strengthening these areas will enhance SME resilience and foster sustainable economic

development.

The study concludes that Small and Medium-sized Enterprises (SMEs) in Zambia are exposed to foreign

competition from chain stores that have better technology, low pricing, efficient supply systems, and better

infrastructure. However, the study finds that foreign business presence has no statistically significant effect on

the financial performance of SMEs.

The study recommends that policy makers should provide SMEs with more opportunities to access capital at

favourable conditions and interest rates, provide tax incentives, relax export and import regulations, and provide

training programs for local SMEs. SMEs are also advised to leverage government support programs, improve

technology and customer service, invest in training, prioritize quality service/products, and collaborate with

stakeholders.

The following are the recommendations based on the findings

Policy Makers

e The government needs to work on providing SMEs with more opportunities to access capital at favorable
conditions and interest rates. There is need for the policy makers to find lending institutions that can
partner with SMEs. Easy access to finance would be the first step to encourage local SMEs, as it stands it
is very difficult for local SMEs to access affordable financing.

e Provide tax incentives to SMEs and increase tax base so that the burden of tax does not rest entirely on a
few businesses. Further, the government needs to provide tax amnesties for local businesses and prioritize

local businesses to supply goods and services to the government.
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Relax the export and Import regulations for Manufactures and Entrepreneurs, this will reduce burden on
end users in terms of price. The government equally needs to simplify and automate the process of
obtaining import and export licenses to reduce bureaucratic delays and costs.

Provision of training programs for local SMEs whose end product not only benefits the owners but also
improves economic development in the country, increasing on training gives the SMEs an opportunity of
gaining knowledge on their business that will enable them to compete effectively. There is also need to
conduct training on financial literacy as most of the SMEs have been lagging behind on effective
mechanisms for management of finances.

Negotiate better treaties especially those on foreign direct investments and introduce non-tariff barriers
to deter low quality products entering Zambia, a reduction in low quality products will ensure the market
prices are fairly set according to the costs incurred on procurements.

Create standard policies on how local businesses are to be paid for commodities supplied to avoid late
payment, as most SMEs complained of their working capital being tied up due to late payments by most of
the chain stores when they are supplied. The policy makers need to have a deliberate policy on any form

of business-related transactions that the foreign businesses have with SMEs.

Small and Medium Businesses (SMEs)

In order to remain competitive, the SMEs need to;

38

SMEs need to leverage government support programs such as the community development fund and the
Citizens Empowerment Commission Initiatives this will help them in terms of funding for their business.

Improve technology and customer service, most of the SMEs are lagging in terms of the use of advanced
technology tools, they need to adapt to the changing environment, further, SMEs need to improve on their
marketing skills and leverage the use of new advanced methods, they can do so by benchmarking with
similar institutions.

Training — SMEs need to invest in trainings, the findings of the study show that SMEs in Zambia do not
prioritize training for both staff and management. The trainings need to be sector specific, SMEs can
collaborate with institutions like Technical Education, Vocational and Entrepreneurship Training
Authority (TEVETA) for these trainings.

Quality service/products should be a priority in all the SMEs do. Then pricing should be reasonable. SMEs
should also invest in marketing activities as that is the only way to sale the brand. They need to focus on
digital transformation, strengthen customer service and product quality. Further, Customer service must
be at its best and continuously engaging key stakeholders on any improvements on the products before
implementation

Collaboration with stakeholders and other businesses as this will help foster information exchange,
business opportunities and to access capital. This can be done through engaging with Zambia Chamber of
Commerce and Industry for access to business opportunities, training programs and access to business
networks. They can also collaborate by attending business fairs and conferences especially with large

businesses.
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e Diversify products and invest in different product portfolios in order to mitigate the risk, the more products
the business invests in, the less risk they are exposed to. They also need to invest in strategies that help
them stay competitive.

Overall, the study provides insights into the impact of foreign businesses on the financial performance of SMEs
in Zambia and highlights the need for policy makers and SMEs to work together to create a conducive business

environment that promotes the growth and development of SMEs.

Recommendations for Future Research
The study suggests that future research could explore comparative studies across cities or sectors, or the impact
of different types of foreign investment on SMEs. Additionally, the evaluation of policy interventions currently

in place for SMEs in Zambia could provide valuable insights.
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