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1. Introduction

The SME sector performs an important function in the Yemeni economy (YMIT, 2019; AlQershi et al., 2018; OECD, 2017,
World Bank, 2015), including the manufacturing small and medium enterprises (SMEs) (OECD, 2017; World Bank, 2015).
They are key employers and create opportunities for the millions of people coming into the labor market each year (OECD,
2017; Aga et al., 2015). At the same time, Yemen is one of the least developed nations in the region with about 42% of the
populace living below the poverty line. Yemen ranks 149 among 171 countries in terms of human development (OECD,
2017). The unemployment rate reached 12.81% in 2019 (Statista, 2019). It is important to note that SMEs perform a crucial
function in the economies of all countries by making jobs available and acting as suppliers for larger enterprises. From a
survey conducted in 2019, SMEs in Yemen were considered as the solution to economic problems including worsening un-
employment and poverty (YMIT, 2019). With the large number of Yemeni manufacturing SMEs, it is surprising that they
contribute so little to the country’s gross domestic product (GDP), but they have been facing problems in terms of performance
(AlQershi et al., 2019; YMTEVT, 2018; World Bank, 2015; Sky News, 2012; Aljazeera, 2012). The World Bank (2015)
critically appraised the performance of the Yemeni economy in recent years and concluded that it is very weak, especially
that of the manufacturing sector. The World Bank blamed the low performance of the manufacturing sector on a low level of
strategic thinking, planning and innovation (World Bank, 2015; GIIR, 2017). Yemeni SMEs face numerous problems, such
as poor infrastructure, inadequate technical support, problems in securing and adopting new technologies, an inadequate sup-
ply of skilled workers, and lack of opportunities for financing (Algershi et al., 2019; YMIT, 2019; YMTEVT, 2019). As one
of the poorest countries in the world, with a GDP per capita of USD 2,820.8 (World Bank, 2016), Yemen largely relies on
international aid, assistance from its oil-rich neighbors, and remittances sent by expatriates. The manufacturing facilities for
major sectors have been shown to be on the decline. Based on reported statistics, the problems faced by the Yemeni economy
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include lack of interest in industrial facilities, underdeveloped industries that cannot compete with neighboring countries, and
the low level of the national economy; the annual GDP of manufacturing industries is 4%, due to the low performance of
Yemeni production as well as the high inflation rate of 11% (World Bank, 2016). Moreover, the value of imports accounts
for a significant proportion of Yemen’s annual budget: 41% (World Bank, 2016). The statistics also show that the total budget
of the Yemeni economy hinges largely on oil, accounting for up to 93% of the GDP. Industrial exports are estimated to be at
a low of 0.07 %, indicating the extent of the problem. SMEs are therefore unable to make a good contribution unless they
perform satisfactorily. As already indicated, it is their performance that actually contributes to the individual entrepreneur and
to society as a whole (Buli, 2017; Ren et al., 2015). Hence, SME performance is a subject that deserves attention. Although
SMEs generally are important contributors to national development, this study focuses on the performance of manufacturing
SMEs because this sector is considered as a growth pillar of contemporary economies (Chege & Wang, 2020; Mahmood et
al., 2015; Edinburgh Group, 2013). With the current decline in the price of oil, Yemen must place greater emphasis on the
productivity (performance) of its manufacturing sector. A vibrant manufacturing sector will be able to create jobs for the large
number of unemployed youth. Thus, the focus of this study is on the performance of manufacturing SMEs in Yemen.

2. Literature Review

2.1. Strategic Thinking

Strategic thinking demands creativity, foresight and insight. Foresight indicates shadowing the future; that is, foreseeing its
shape before it materializes. Insight pivots on the perimeter uncovering methods that give birth and sense to the future (Zahra
& Nambisan, 2012). Thinking strategically requires research, analysis and forethought in order to create a plan for how you
will proceed as an organization. Therefore, the ability to think strategically provides another dimension to the process of
strategy making. It recognizes that strategic thinking and planning are distinct but interrelated and complementary thought
processes (Training, 2011; O'Shannassy, 1999). According to Heracleous, (1998) there is still confusion in the literature over
the distinction between the two concepts, strategic planning and strategic thinking. Strategic thinking usually refers to a cre-
ative, divergent thought process but strategic planning to a programmatic, analytical thought process. The ambiguity stems
from the fact that, despite continual usage of the terms in the above ways, various scholars often use these concepts in funda-
mentally different ways. While there are distinct thinking styles for some ST and SP which are both useful at various stages
of the strategic management process (e.g. Mintzberg et al., 2005),for others , strategic thinking is not so much creative as
analytical (Porter, 1991); for some , strategic planning had remained an analytical activity but the organizational practice
surrounding it have been transformed ; for others, the main aim of SP analytical methods is to facilitate creativity (ST); and
lastly for others , SP is futile and should be scrapped in favor of ST. According to Tavakoli and Lawton (2005) some scholars
argued that strategic thinking is “adapt at interpreting, analyzing and applying information” and arrange the same information
in more than one way, thereby generating more alternative courses of action’ in the process of achieving determined objectives
(Stumpf, 1989). Furthermore Graetz, (2002) argued that ST involves thinking in time. Strategic thinker understands the inter-
connectivity of yesterday, today and tomorrow. And based on above arguments, the present study hypothesizes that:

H1: Strategic thinking is positively related to human capital.
2.2. Strategic Planning

Strategic planning is the procedure of authenticating and establishing a direction for business activities by evaluating both the
present and future objectives (Henderson & Hines, 2019). Strategic planning is the mechanism by which an organization
determines its vision and strategies, and makes decisions about allocating its human wealth and other resources to support this
strategy (Allison & Kaye, 2011). It is generally believed that strategic planning could lead to new unique positions, business
models, business processes and/or positioning in relation to rivals in the light of enhanced performance by investment in
human capital (Rothwell & Kazanas, 2003). The firm’s adoption of a new strategy could allow it to either improve its perfor-
mance or regress it through the use of strategic planning (Donkor et al., 2018). Hence, to outperform its rivals in the face of
world change, a firm has to use appropriate strategies in order to keep abreast and to thrive in a changing environment (Yadav,
Pal, Patra and Yadav, 2020; Albrechts et al., 2016). Few studies have been devoted to examining strategic planning in coun-
tries with unique cultural practices, such as Yemen and those of the Middle East, so this is an interesting topic for further
investigation (Al-Kilani, 2019; Omar, 2019; Al-Shammari & Hussein, 2008). However, these studies have examined SP only
in the services sector although they should apply to all industries, including manufacturing; their absence in Yemeni and
Arabic manufacturing firms is an important gap for this study to investigate. Based on previous studies that found a significant
relationship between SP and HC, the present study hypothesizes as follows:

H2: Strategic planning is positively related to human capital.

2.3. Strategic Innovation

Strategic innovation means an innovation in one’s business model that leads to a new way of performing (Alqgershi et al.,
2020; Charitou & Markides, 2002). Strategic innovation guarantees that organizations do not fall into the trap of following
accepted procedures and administrative patterns which cannot, regardless, remain dominant since every one of their adver-
saries is doing similar things. With a specific end goal in a focused commercial center, an organization requires uniqueness
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involving an astute, self-strengthening framework or plan of action (Derrick & Soren, 2007). Previous studies have consist-
ently linked SI to HC; for example, Algershi et al. (2019) concluded that HC can improve SI. Khan, Hussain, Shahbaz, Yang
and Jiao, (2020) found that innovation also has a direct effect through HC. According to AlQershi et al. (2018), strategic
innovation increases organizational efficiency by the efficient use of human capital. In contemporary business, the ability to
form strategic innovation is vital in order to provide an effective and efficient performance. Thus, strategic innovation in
particular is a contribution of the present study in the Yemeni context. Previous studies on SMEs’ performance in Yemen
(Nusair & Osman, 2016; Fararah et al., 2014; Alhammadi & Shahadan, 2014; Fararah & Al-Swidi, 2013; Jabeen et al., 2013)
have ignored innovation and human capital and this is a very serious gap in the literature. In the highly competitive business
environment of the 21st century, firms need to embrace innovation in order to survive and grow to provide value for stake-
holders: owners, employees, and society and the economy in general. Horibe (2016) believed that one way for organizations
to be constantly innovative, win in the competitive market and sustain their growth, is by moving from competitive advantage
strategies towards the innovation path. Mowery, Nelson, Sampat and Ziedonis (2015) stated that current innovative techno-
logical advances are making the markets very dynamic and unstable for business. Thus, finding innovative solutions for dif-
ferentiation and sustaining growth has become even more important for organizations. Based on the above discussion on the
relationship between the variables, the present study hypothesizes as follows:

H3: Strategic innovation is positively related to human capital.

2.4. Human Capital

Human capital is at the heart of organizations, relating to employees’ knowledge, skill, competence, innovation and capability;
moreover, employees generate intellectual capital through their competence, attitude and intellectual agility (Subramaniam &
Youndt, 2005). According to Khalique, Shaari, Abdul and Isa (2011), competence includes skills and education; attitude
covers the behavioural dimensions of the employee’s work; while intellectual agility is based on innovativeness and solution
of business problems (Bontis et al., 2000). Human capital consists of the knowledge, experience and talent of employees and
is a major source of value addition. HC is also recognized as an important and vital ingredient for the success of companies
in a competitive environment. The main ingredients of the production-based economy were land, labour, capital and physical
assets. However, in the present knowledge-based economy, HC has become more important than physical assets in adding
value (Hejazi et al., 2016). It has also been recognized as the most important source of performance of various organizations,
leading to increased innovation capability, organizational performance and national economic growth (Sivalogathasan & Wu,
2015). Several researchers have investigated the HC and performance relationship. Algershi et al., (2008), in their study of
the relationship between HC and performance, found a significant relationship. Sharabati et al., (2010) observed a significant
direct influence of human capital on performance. Zerenler et al. (2008) explored the relationship between HC and innovation
performance, and found that HC has a significant role in improving the features of existing services and products. Similarly,
HC and its relationship with organizational performance was investigated among manufacturing firms in Russia; the study
found that human capital has positive effects on organizational performance, clarifying a quarter of the variations in the latter
(Andreeva & Garanina, 2016). Finally, the World Bank (2015) stated that Yemeni firms should make provision for training
SME personnel across the country; increasing the level of human capital requires a large amount of training. Unfortunately,
SMEs are usually too poor to afford the cost of training in modern techniques. What government can do is to encourage such
training especially through providing subsidies to SMEs. Based on this discussion and the report of the World Bank (2015),
which spells out that human capital is a major factor in improving the Yemen economy, the present study hypothesizes:

H4: Human capital mediates the relationship between ST, SP and SI and SMEs’ performance.

Strategic Thinking

Strategic Planning Human — 3 Performance

: Capital
Strategic Innovation / N

Fig. 1. Study Framework
3. Methodology
3.1. Sample and Data Collection

The study’s target population is Yemeni manufacturing SMEs, identified from the 2019 Directory of SME firms (Ministry of
Trade and Industry of Yemen, 2019), and selected for its pivotal role in the Yemeni economy. A quantitative cross-sectional
survey research design was employed, and a total of 397 self-administered questionnaires was distributed to SME managers;
251 responses were retrieved and 16 of these were incomplete, leaving a total of 235 responses for analysis. The unit of
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analysis is the organization level, where the managers of the SMEs are representatives of their firms. The managers are key
respondents with their knowledge and authority in planning and in making decisions, and therefore the most suitable individ-
uals to reply to the survey questions.

3.2. Study Measures

The measurements of this study were adopted from literature. A 5-point Likert scale 1 (strongly disagree) to 5 (strongly agree)
was used to rate the responses from the survey, an efficient way to assess the judgment of the participants and an appropriate
method for gathering accurate data (Franklin & Foa, 2002; Armstrong, 1987). Strategic thinking was measured with an initial
10-item scale adopted from Liedtka (1998) and Napier and Albert (1990). In measuring strategic planning, we adopted Al-
Shammari and Hussein’s (2008) measures. Strategic innovation was initially assessed using nine items adopted from Yang
(2014). Human capital was measured with six items adopted from the work of Bontis, Sharabati and Jawad (2010); finally a
5-point Likert scale (1 = much lower to 5 = much higher) was used to measure firms’ performance, using measures suggested
by a number of researchers, including Mokhtar et al. (2014); Kaplan and Norton, (1992); and Gupta and Govindarajan (1984).
Table 1 displays the study measures.

Table 1
Study Items

Strategic Thinking Items

Our organization have ability to formulation and design of future situation of main processes of organization.

Our organization have ability to select and use of appropriate patterns from organization’s background.

Our organization always benefiting from past events for future prediction.

Our organization works on establishing connection among past, present and future.

Our organization have vision resulted of internal and external analysis.

Our organization have the ability to manage any conflicts and struggle among group members.

Our organization have awareness about organization’s strengths and weaknesses.

Our organization always seeking on developing organizational culture aligned with creativity and change.

Our organization always trying to creating a climate full of positive thinking, honesty and transparency.

Our organization encourage the staff to changing dismantled way of thinking to systematic way of thinking.

Strategic Planning Items

Our organization has long-range plan includes the specification of objectives and goals.

Our organization has long-range plan includes the selection of long-range strategies

Our organization has long-range plan includes the determination of future resources required.

Our organization have procedures for anticipating or detecting error in, or failures of, the plan for preventing or correcting
Our organization have some attempt to account for factors outside of the immediate environment of the firm.

Strategic Innovation Items

Our organization always makes new products, or upgrade old products to meet consumer demands.

Our organization uses new designs for branding and entire product categories to show the inner spirit and unique culture
Our organization develops incorporates a financial system in order to improve operational efficiency and reduce the costs
Our organization makes improvements in the quality of some materials.

Our organization has found new ways to deliver products that customers already use and appreciate, like direct sales,
Our organization develops new marketing methods and ideas and ways of advertising, public relations, promotions, and
Our organization has increased the use of high technology for transformation and flow of goods for external efficiency,
Our organization improves new customer interaction channels, distribution systems or technological concepts based on
Our organization uses some methods to acquire goods or services at the best possible total cost.

Human Capital Items

The competence of the organization’s employees as a whole is equal to the most ideal level (matching their work re-

Our organization gets the most out of its employees when they cooperate with one another in team tasks.

Our organization’s employees undergo continuous training programmers every year.

Our organization’s employees continuously learn from others.

The company devotes a lot of time and effort to updating and developing employees’ knowledge and skills.

Our organization’s staff are highly professional.

Performance Items

Return on Investment

Sales Volume

Market Share

Profitability Growth

Cash Flow

New Product Development.

Research and Development Activates

Cost Reduction Program




N. AlQershi / Management Science Letters 11 (2021) 1007

4. Results

4.1. Direct Relationship

Analyzing the findings of the study model, we deduced that all relationships have strong and satisfied support. The structural
model’s full estimates are presented in Fig. 2. In hypotheses 1, 2 and 3, we predicted positive relationships between SI, SP,
ST and human capital. As Figure 2 suggests, we found that SI, SP, ST has a significant positive influence on human capital
(B=0.41, t=8.12, p<0.03); (=0.32, t=3.41, p<0.01) and (f=0.52, t=4.71, p<0.03) respectively, supporting H1-H3.

Strategic
Planning

0.58% Performance
8.35)

SP4

SPS

Strategic
Innovation

579

e

Fig. 2. The results of statistical test
1’=183.27, d.f. =81, p-value=0.000, CFI = 0.93, GFI= 86, RMSEA=78; *Significant at the p-value of 0.05 or less.

4.2. A Mediating Role of Human Capital

In the mediation relationship (H4), the study tried to determine the mediating role of human capital between SI, SP and ST
and firm performance. If the indirect influence of SI, SP and ST on firms’ performance is significant in comparison to the
direct influence of these constructs on performance, this demonstrates the significant role of human capital in implementing
SI, SP and ST. To empirically test this mediation effect, an additional model was analyzed, adding a direct path from SI, SP
and ST to performance. The chi-square (¥2) values of the proposed model were then compared with those of the alternative
model (Westland, 2016). 2 difference analysis indicated that the addition of a direct path does not enhance the fit significantly
at the 0.05 level (study model: y2=183.27 with df 81 vs. alternative model: ¥2=183.91 with df 82). The extent of direct and
indirect influence between SI, SP and ST on performance was also compared. The total influence of SI, SP and ST on perfor-
mance is 0.81, with an indirect influence of 0.50 and a direct influence of 0.17. Therefore, the study concludes that the indirect
influence through human capital is dominant in explaining the total influence between SI, SP and ST and firms’ performance.
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Table 2

The results of confirmatory factor analysis
Construct Indicator Estimates t-value SMC
Strategic Thinking
ST1 1.02 10.23 0.62
ST2 0.91 11.71 0.54
ST3 1.21 9.84 0.61
ST4 1.43 8.06 0.72
STS 0.83 11.02 0.68
ST6 1.03 12.41 0.58
ST7 1.26 11.08 0.53
ST8 1.21 14.62 0.62
ST9 0.86 10.31 0.76
ST10 0.97 16.81 0.69
Strategic Planning
SP1 1.02 17.54 0.68
SP2 0.81 11.48 0.58
SP3 0.95 18.67 0.69
SP4 1.29 14.93 0.72
SP5 1.32 18.21 0.78
Strategic Innovation
SI1 0.84 20.43 0.61
S12 1.07 19.46 0.66
SI3 0.75 15.81 0.68
S14 0.95 13.85 0.51
SI5 0.91 21.34 0.58
S16 1.13 19.72 0.61
SI7 0.98 11.81 0.52
SI8 1.09 12.07 0.68
SI9 0.91 14.34 0.69
Human Capital
HC1 1.08 9.37 0.63
HC2 1.19 12.00 0.77
HC3 0.93 16.36 0.80
HC4 0.81 18.09 0.72
HCS 0.96 17.36 0.68
HCo6 1.07 20.61 0.82
Performance 19.50 0.74
PEl 0.88 21.72 0.83
PE2 0.95 18.05 0.61
PE3 1.28 19.17 0.53
PE4 1.17 16.42 0.40
PE5 0.84 15.06 0.61
PE6 0.90 18.11 0.67
PE7 1.21 12.21 0.78
PE8 0.99 17.05 0.81

SMC: squared multiple correlation; chi-square=130.84 with 79 df, p=0.000, RMSEA=0.05. Standardized coefficient and t-value in parentheses. t-values
greater than 1.96 are significant.

5. Discussions and Contributions

This study made several unique theoretical contributions regarding management constructs: human capital, strategic thinking,
strategic innovation, strategic planning, and SMEs’ performance. The empirical evidence for the theoretical relationships
proposed in the research framework highlights and confirms the significant direct and indirect relationships. It specifically
provides evidence of the key role of human capital in mediating the relationships between ST, SI, SP and SME performance
in the context of a developing, Middle Eastern nation, Yemen. The study fills the literature gap of quantitative studies dedi-
cated to performance of SMEs.

With little evidence for the relationship between ST, SI, SP and performance, it was imperative to identify the overall mech-
anism and the conditions by which ST, SI, SP successfully improve business effectiveness (AlQershi et al., 2018). To this
end, the study investigated the mediating role of human capital in the relationship between ST, SI, SP and SME performance.
It designed a comprehensive framework demonstrating that strategic thinking, strategic planning and strategic innovation and
human capital lead to improved capability, in turn enhancing firms’ performance.
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The empirical findings of this study reveal that the entrepreneurial orientation, comprising strategic thinking and innovative-
ness and development of human capital, are significantly related to performance. SME managers in Yemen should train their
staff on a continuing basis. Although training appears to be costly and is therefore avoided by SMEs, managers must under-
stand that the benefit is greater than the cost.

The results also have unique managerial implications for both academics and practitioners. First, the efficiency of companies
has a vital role in strategic work implementation. Our results showed that strategic thinking, strategic innovation and strategic
planning improve firm performance through human capital. This means that strategic thinking, strategic innovation and stra-
tegic planning alone are not sufficient, and improved performance was realized when firms facilitated its human capital. Thus,
the study strongly recommends that managers pay more attention to raising their human capital by utilizing strategic thinking,
strategic innovation and strategic planning. Finally, this study reinforces the significance of strategic thinking, innovation and
planning in order to boost human capital effectively. Based on this study’s findings, it is very important for firms to pay
attention to strategic thinking, strategic innovation and strategic planning and provide the training to their employees to en-
courage them to enhance their performance.

6. Limitations and Future Research

This study has several limitations. First, the sample was limited to manufacturing SMEs, limiting the findings’ generalizability
to other sectors. So future researchers may prefer a probabilistic sampling method. Second, the partial mediating effects of
HC indicate that other variables mediate the link between strategic thinking, strategic planning, strategic innovation and
SMEs’ performance. Future studies may investigate the mediating role of other dimensions of intellectual capital such as
innovation capital. Finally, this study used a quantitative approach, but future studies might investigate the extent of the study
variables by using qualitative techniques to provide in-depth knowledge of the issues. This would help to understand how
SMEs can implement strategic thinking, planning and innovation for performance. Despite the insights achieved, however,
little attention has previously been devoted to examining this relationship in countries with unique cultural practices, such as
those of the Middle East, so this is an interesting topic for further investigation, building on these results and further expanding
our knowledge of this significant research topic.

7. Conclusions

In conclusion, this study can be beneficial to practitioners, academics and policy makers by enhancing their understanding of
the importance of implementing strategic thinking, strategic planning and strategic innovation, by exploring the holistic roles
by which human capital leads to organizational performance; it will assist firms in learning what to do to achieve high perfor-
mance. Additionally, it is evident that human capital plays a vital role in improving firm’s ability from several aspects. Also,
in order to utilize strategic thinking, strategic planning and strategic innovation and human capital effectively, firms need to
focus on how to develop knowledge rather than on what knowledge to develop, taking quick action in developing training for
employees.
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