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STRATEGIC PLANNING INTENSITY AND PERFORMANCE:
A STUDY AMONG COMMERCIAL BANKSIN SRI LANKA

D. N. Ranasinghe’

ABSTRACT

Research onimpact of formal strategic planning and strategic planning intensity on perfor mance
yields mixed results and had mainly focused only on financial aspect of performance. Theaim
of thisstudy isto examine the rel ationship between formal strategic planning, strategic planning
intensity and performance in both aspects of financial and non-financial. Multiple indicator
measures of strategic planning were used to ascertain the strategic planning intensity and
formality. The study was conducted inthe commercial banks of S'i Lanka. The results of strategic
planning-performance model reveal that being formal in strategic planning and high intensity
in strategic planning improvesfinancial performance. It further reveal sthat strategic planning
intensity have a positive impact on non-financial performance than on financial performance.
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1. INTRODUCTION

Strategic planning has become an important and indispensable function for the survival
of any business organization in any industry ever since the inception of strategic planning.
Among many industries, financial servicesindustry faces a severe competition and risk hence
thinking strategically has become highly crucial (Schmenner, 1995). Within the financial
services industry, banks in particular have begun to concentrate on strategic planning as a
positive response to increase in complexity and change in the financial services industry
(Hopkins and Hopkins, 1997). In studies carried out by Bettinger, 1986; Bird, 1991; Prasad,
1984 it has been revealed that among other things strategic planning was used to improve
financial performance as well.

Despite numerous researches carried out with regards to the study of planning — performance
rel ationships a vague idea exits as to the exact nature of the relationship between planning and
performance. Conclusions with respect to the issue whether the financial performance increase
by formal strategic planning reached by those researches are inconsistent. Various conclusions,
methods, sample and geographical locations were used to those studies. A comprehensive
analysis of literature is laid out in the following section. The focus of this study is to assess
whether there is a relationship between performance (financial and none—financial) and
strategic planning intensity and performance. As a sub objective the study measures a set of
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variables that describes strategy and assess the fitness of a model. The study is conducted in
commercial banks of Sri Lanka.

2. ANALYSIS OF LITERATURE

Academic and practical insights into corporate performance go back to as early as 1970's.
Studies of the relationship between different aspects of business on the corporate performance
have been performed giving mixed conclusions. Large companies from different industries,
banks (Auerbach, 1985; Austin, 1990; Bettinger, 1986; Bird, 1991; Gable and Topal, 1987;
Robinson et al., 1986; Robinson and Pearce, 1983) and also small and medium companies
were taken as the population in those. One of the main features or rather the weakness of the
previous studies was that, only financial aspect of performance was studied while ignoring the
non-financial aspect.

Strategic planning is the process of using systematic criteria and investigation that are
used to formulate, implement and control strategy in an organization and more importantly the
procedure becomes normal when it is documented systematically (Mintzberg, 1994; Pearce
and Robinson, 1994). As per the studies conducted pertaining to the manufacturing firmsit has
been revealed that formal strategic planning have contributed to the superior financial
performance measured in terms of ROI, ROE, ROA etc (Ansoff et al., 1971; Karger and Malik
1975). Studies conducted in 1980's and 1990's such as Armstrong, 1986; Greenley, 1986;
Mintzberg, 1990; Shrader, Taylor and Dalton, 1984 have concluded that there is a negative
rel ationship between formality of strategic planning and financial performance measured based
on generally accepted ratios. However Miller and Cardinal, 1994; Schwenk and Shrader, 1993
confirms the notion of formality of strategic planning indeed improve the financial performance.
The above inconsistent conclusions arise mainly due to methodological flaws, no robust
statistical methods (Hopkins and Hopkins, 1997). One must keep in mind the time span of the
sample study because theimpact of strategic planning on performanceis of long term. Research
has raised this question as to whether the length of time a firm has been involved in strategic
planning process has any impact on performance (Hopkins and Hopkins, 1997). Some
researchers found no positive relationship between planning and performance but have
concluded that the time taken to reap the benefits of planning is not shown within the period of
study concerned (Fulmer and Rue, 1974). Gup and Whtehead in 1989 did a study with in the
banking industry to find the nature of relationship between performance and planning and
found no statistically significant rel ationship between the lengths of time banks had been engaged
in the strategic planning process and their financial performance. By analyzing the works
carried out by Hopkins and Hopkins, 1997; Mintzberg, 1994; Thompson and Strickland, 1987
it can be concluded that strategic planning will give superior financial gains only if the managers
engage in the process do it with some intensity. Miller and Cardinal in 1994 studied the above
notion and affirmed the conclusion.

According to Hopkins and Hopkins, 1997, it was suggested that more the managers are
involved in activities such as diversification, better services focus on niche, place emphasis on
external and internal environment and focus on setting direction it means that they believe
strongly on the positive relationship between the planning and performance.
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There is aso literature analysis to ensure that the relationship between planning and
performance of banks exists and there is a cause and effect relationship between performance
and planning and the relationship is somewhat reciprocal i.e. better planning leads to better
financial performance and also better financial performance demands for better planning
(Hopkins and Hopkins, 1997). In the above study the mediating effect of managerial factors
and environmental factors and organizational factors on the strategic planning intensity was
studied using Structural Equation Model and concluded that managerial factors, organizational
factors and environmental factors has a mediating effect on the intensity of strategic planning.

Analysis of literature does not provide a clear idea about the benefits of formal strategic
planning. For example Boyd in 1991 performed a meta-anal yti c study combining some previous
studies; found that formalized strategic planning islinked to a number of performance measures.
Capen and Farley in 1994 concluded similar results. Further, adding to the research of formality
of strategic planning and performance Schwenk and Shrader in 1993 and Miller and Cardinal
in 1994 found some kind of relationships between formal strategic planning and firm
performance in overall. Perry, 2001 also came up with the same conclusion as to the positive
nature of relationship between superior performance of formal strategic planners and non formal
strategic planners. In contrast, researchers such asWalters, 1993; McKiernan and Morris, 1994
and Simpson, 1998 concluded intheir studiesthat thereisno significant benefit fromformalized
planning.

Generdly it is agreed upon among the strategic planning theorists and researchers (Hax
and Majluf, 1991; Higginsand Vincze, 1993; Pearce and Robinson, 1994) that strategic planning
has three folds namely;

1. Formulation, which includes developing a mission, setting major objectives, assessing
the external and internal environments and evaluating and selecting strategies.

2. Implementation.
3. Contradl.

In many organizations the major focus is on these components in the process of strategic
planning. It can be seen that when the managers place equal emphasis on each of the above
three components there is high degree to achieve superior financial performance (Dimma,
1985; Hopkins, 1987). Even though there are numerous research work done with regards to
strategic planning, still there is no consensus on a definition of strategy (O’ Regan and
Ghobadian, 2007). Some of the definiti ons given by different scholars (O’ Regan and Ghobadian,
2007) are given in the Table I.

Formal strategic planning processis a deliberate ways to include factors and techniquesin
a systematic way to achieve specified acts (O’ Regan and Ghobadian, 2007). The organizations
those who take into account the environmental requirements into the strategy formulation
normally out perform than those who do not (O’ Regan and Ghobadian, 2007). And the degree
of success or failure depends on the extent to which they can take the changesinto action. It is
important to understand what is meant by performance and according to Laintinen (2002),
“performance can be defined as the ability of an object to produce results in a dimension
determined apriori, inrelationto atarget” . Performance should be of two folds namely; financial
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Table |
Definitions of Srategy
Author Definition
Hofer and Schendel (1978) The fundamental pattern of present and planned resource deployment and
environmental interactions that indicate how the organization will achieve its
objectives.
Robinson and Pearce (1983) Large scale future oriented plans for interacting with the competitive

environment to optimize the achievement of the organization’s objectives

Wright et al. (1992) Top management’s plansto achieve outcomes consistent with the organization’s
missions and goals

Crittenden and Crittenden (2000)  Strategic planning attempts to systematize the processes that enable an
organization to attain its goals and objectives

Farjoun (2002) The planned or actual co-ordination of the firm's major goals and actions, in
time and space, which continuously co-align the firm with its environment.

and non-financial. Hillman and Keim, 2001 has put forwarded the view that non financial
aspects of performance are important for the existence and success of an organization. Ever
since Kaplan and Norton, (1996) introduced the Balanced Score Card into thefiled of corporate
performance, the importance of non-financial performance was emphasi zed by both practitioners
and academics. Several researches have tried to incorporate some aspects of non-financial
performanceto their strategy performance studies (Steiner, 1979, Luo and Park 2001, O’ Regan
and Ghobadian, 2007). According to many authors non-financial indicators have become the
driving forces of financial indicators. Supporters to this argument even argue that non-financial
indicators should be published as supplementary to financial reports (K aplan and Norton, 1996).
The literature states that customer satisfaction, a non-financial measure, improves financial
performance (Anderson, Fornell and Lehmann, 1994; Fornell, 1992). Mixed evidence also
exist as to the performance and customer satisfaction research conclusions (Ittner and Larrcker,
1998).

3. STUDY BACKGROUND AND SIGNIFICANCE OF THE STUDY

It was inevitable that analysis on literature about planning and performance relationships
in banks have given mixed results (Hopkins and Hopkins, 1997). For instance Gup and
Whitehead in their study in 1987, it was found the banks those who plan formally had lower
ROIs than the banks who planned less formally. On the other hand Clausen in 1990 had
confirmed from his study higher profitability is attached with high level of formal planning.
Early researchers found that there is a positive relationship between planning and performance
(Ansoff et al., 1970; Thuen and House, 1970; Herold, 1972). McKiernan and Morris, 1994
detected that there is no positive relationship between the formality of planning and overall
performance whilst Kargar,1996 detected a positive relationship between the two. Some of the
later researchers revealed that there is a positive but an insignificant relationship between
planning and performance (Fulmer and Rue, 1974; Malik and Karger, 1975). Pearce and Robins
have foundsthat thereisa positive rel ationship among the formality of planning and performance
while Capon in 1991 concluded that planning has a minimum effect on performance. Adding
further evidences to the insignificant relationship among planning and performance, Boyd in
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his work in 1991 confirmed the lesser reassuring nature between planning and performance.
Wrong performance measures, not taking a considerable time span to the study so that the
impact of planning not depicted on financial indicators and other factors that are unique to
banking industry are the main reasons for the inconsi stent results of previous studies (Hopkins
and Hopkins, 1997). Very limited studies were carried out to ascertain the impact of planning
on financial performance. The ambiguity, lack of current evidence from all over the world
together with lack of research in this field pertaining to banks in Sri Lanka, suggest that it is
important from both academic and practical points of view to examine the following research
guestion; To what extent the intensity of strategic planning and formality of strategic planning
affect the financial and non financial performance of commercial banksin Sri Lanka?

Obj ectives of the Sudy
In the light of the above detailed explanation the objectives of the study are to;

e Identify the level of formality of the content and process of the strategic planning of
the commercial banks in Sri Lanka.

» Identify the variables that best describe the strategic planning intensity of commercial
banks in Sri Lanka.

* Measure the nature of relationship between the strategic planning intensity and
performance of commercial banks in Sri Lanka

In this study | hypothesize that the strategic planning intensity increases the financial and
non-financial performance of banks. Effect on planning intensity and financial performance
has been studied with respect to various industries by Schwenk and Sharder 1993; Steiner,
1979; Thompson and Strickland, 1987). The basic notion of this study is that the intensity with
which banks involve in the strategic planning process influence the financial and non-financial
performance of banks. As put forwarded by the inconsistent research findings previous studies
have miss specified the nature of the relationship between strategic planning and financial

Figure I: Conceptual Framework
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performance in banks. As explained earlier, these miss specifications may be due one or more
of the factors such as wrong performance measures, ignoring length of time and other factors.
More importantly, all most all those studies ignored the crucial aspect of performance, i.e. the
non-financial performance. Consideration of the above factors in this study | have taken a
more balanced approach in performance of banks and have eliminated the i denti fied weaknesses
of previous researches. Sinceit is very important to banks to be vigilant on the ever changing
business environment and at the same time it is vital to cater to the needs of the stakeholders
specially creating wealth for the share holders, engaging in strategic planning in an intensive
manner is not disputable. The findings of this study can be used by the strategy makers to get
an idea regarding the nature and the quantified impact of the strategic planning intensity on
banks financial and non-financial performance hence they can concentrate on the given aspects
of strategic planning in order to improve the financial and non-financial performance. More
over since thisisthefirst research of this nature pertaining to the banking industry in Sri Lanka
conclusions and recommendations of this study can be directly applied tothe Sri Lankan context
with out any adjustments for the geographical or contextual modifications.

The global businesses are now undergoing a recessional period and are facing unfamiliar
situations. According to Gavetti et al., 2005 strategy making is most critical in time where
there are changes and unfamiliar situations. This researchisdone with the intention of providing
recommendations to the banks whether the strategic planning intensity is important in making
superior performance therefore the findings will be useful for the banksin a time of recessions.

4. METHODOLOGY

Sample

The concerned of this study is to assess the impact of strategic planning intensity on
performance of commercial banks of Sri Lanka. It is therefore important to acquire a formal
and legal list of commercial banks. The commercial banks are given the authority to collect
deposits from the public as they are registered under the regulations of Central Bank of Sri
Lanka, the governing body of the financial system in the country. The business of accepting
deposits of money and lending and/or investing of such monies are an activity governed by
specific laws. The Central Bank has, in terms of the provisions of the Banking Act No. 30 of
1988 or the Finance Companies Act No. 78 of 1988, authorized the following three categories
of ingtitutions to carry on such business:

» Licensed commercial banks
» Licensed specialized banks
* Registered finance companies

As per the scope of the study | have selected only the licensed commercial banks, there are
22 licensed commercial banks registered under the above stipulated requirements Central Bank
Annual Report, 2008). Since all the commercial banks are public organizations, the annual
reports are readily available for the general public. Out of these 22, the two government owned
banks were deliberately excluded from the study due the palitical influencein strategic decision
making and the government backing of the performance. On the other hand researcher was in
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the view that inclusion of these two extremely large banks when compared to others would
have distorted the findings of the study. Form the rest of the 20 banks 10 banks were selected
randomly as the sample.

Research Variables

The measure | used to strategic planning intensity is based on Hopkins and Hopkins study
in 1997 in which they have used a detailed examination of strategic planning components
comprising of strategic planning process. The componentsincluded mission, objectives, internal
and external environmental analys's, strategic alternatives, strategy implementation and strategic
control. The Chief Executive Officer (CEOs) of selected commercial banks were given the
following definition of strategic planning” a process of using systematic criteria to formulate,
implement and control strategic alternatives and formally documenti ng expectations concerning
the process’ (Hopkins and Hopkins, 1997). They were asked to indicate whether their bank
actively involved in strategic planning i.e. the level on emphasis on each of the aspect on a
scale ranging from 1 (weak emphasis) to 5 (a strong emphasis), as given in Table Il. Detailed
information was given to the CEOs during the preliminary discussions.

Table 1
Level of Srategic I ntensity

No.  Aspect 1 2 3 4 5
Determining the banks mission

Developing major long term objectives
Assessing the external environment

Assessing the internal environment
Evaluating strategic options

Implementing strategic options

Controlling the implemented strategic options

~N o O~ WN R

| have adopted a written strategic plan as a substitute measure of formality. Thisisinline
with the work done by (O’ Regan and Ghobadian, 2007, Bracker et al. 1988). Therefore the
CEOs were asked whether they keep written documentation through out the total process of
strategic planning. Table 111 depicts the content of formalized strategic planning used to assess
the levd of formality of strategic planning for the present study.

In order to derive a more comprehensive and unique picture of banks financial situations,
two measures were used for the financial performance dependant variable. The first measure
was Return on Equity (ROE), calculated as net income divided by shareholders’ equity. ROE
has been considered as the true measure of financial performance in many of the previous
studies (Bird, 1991; Hopkins and Hopkins, 1997). ROE has been taken as an appropriate
measure of performance in service organizations by Heskett, in 1986.

Deposit growth has been taken as the other measure of financial performance by the author
keeping inline with the works done by previous studies (Gup and Whitehead, 1989; Lenzner
and Mao, 1995; Hopkins and Hopkins, 1997). Deposit growth is an important measure in the



50 e D. N. Ranasinghe

Table 111
Content of the For malize Srategic Planning

No:  Aspect

Covered at least three years into the future

The specifications of objectives and goals

Other possible aternative strategy

Action plans for the major function areas of the firm

Identified and allocated resources required to support selected strategy

o O~ W N R

Procedures for anticipating or detecting errors in, or failures of the plan and for preventing or correcting
them on a continual basis.

7 Some attempt to account for factors outside the immediate environment of the firm

banking sector performance. This was measured as the percent change in consumer demand
deposits for each bank between two consecutive years.

Data used to calculate all the financial measures were taken form the annual reports and
were for five years from 2004 to 2008.

It is vital to get a comprehensive representation of performance of banks that are not
financial this should cover all the aspects of the banks to name employees, customers, suppliers,
innovation and creativity etc. | have analyzed number of previous studies pertaining to this
area of non-financial performance and derived the following variables to measure the non-
financial aspect of the banks. They are; Number of ATMs, Number of branches, Number of
training programmes, Number heads in training programmes, Staff retention ratio. Strategic
planning intensity was analyzed against the above identified non-financial performance
indicators. Since the research that have been carried out pertaining to the non-financial aspect
of performance is very poor the researcher couldn't find a model that has been developed
previously in order to carry out a confirmatory factor analysis as for the financial performance.
Therefore | have done a comprehensive regression analysis in order to establish a relationship
between the non-financial performance independent variables and strategic planning intensity.

The aim of the study is to identify the economically important sector in the stock market. The
guestionnaire was mailed to the CEOs of the selected banks after briefing them about the study
and the instructions to fill the quegtionnaire. The research instrument’s validity was checked by
Test Re Test method by discussing with the same CEOs after one month of the collection of the
guestionnaires. Since the same answers were given by the respondents after one month time it
can be concluded that the questionnaire used for the study passes the validity test. Due to the
smaller number of elements in the study there was a 100% response rate and no non respondents.

5. ANALYSISAND DISCUSSION

During the discussion that the researcher held with the respondents it was revealed that all
the banks have written documents for their planning purposes. It isinteresting to anal yze whether
all the banks have given equivalent emphasis on all the content given in Table Il. Percentages
were calculated from the answers given by the respondents for the respective seven contents
under formality. Table 111 shows the percentages.
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It isapparent from the Table that content of formality iswell covered by most of the banks.
Since the banks selected are commercial banks and are very large in terms of operations they
have considered their plans for the future covering at least three years. Content no 6 and content
no 7 are the ones that were given lesser attention by most of the banks. Few banks have paid
less attention to prepare action plans for major functional areas.

Table IV
Percentage Coverage of Aspects of Formal Srategic Planning
No.  Aspect Percentages
1 Covered at least three years into the future 95%
2 The specifications of objectives and goals 97%
3 Other possible aternative strategy 90%
4 Action plans for the major function areas of the firm 64%
5 Identified and allocated resources required to support selected strategy 75%
6 Procedures for anticipating or detecting errorsin, or failures of the plan and 45%
for preventing or correcting them on a continual basis.
7 Some attempt to account for factors outside the immediate environment of the firm 54%

Analysis of the above facts and figures reveals that the commercial banksin Sri Lanka are
focusing on formality of strategic planning i.e. they are concerned of having written
documentation for the strategic planning purposes.

Intensity and Financial Performance

SPSS version 16 was used to analyze data. The convenient nature and the sophisticated
features of SPSS has facilitated the analysis of data. As the dependant variables, i.e. financial
and non-financial performance of banks are theoretical constructs and cannot be observed
directly they are operationalised by variables that are observable and measurable. Hopkins and
Hopkins developed the measurement model and was used in this study. They modeled strategic
planning intensity as a theoretical construct with seven key variables as per Table Il. The seven
variables given in the Table are Mission (MSN), Long Term Objectives (LTO), External
Envireonment (EENV), Internal Environment (IENV), Evaluation (EVA), Implementation
(IMPT) and Controlling (CTRL).

Confirmatory factor analysis was used to assess whether the measurement model is
consistent with the data collected in this study. Confirmatory factor analysis differ fromthat of
exploratory factor analysis, with the later researcher istypically interested in whether data for
many observed variables can be adequately represented by a few unobserved variables.
Exploratory factor analysis is useful in underlying structure of observed variables. With
confirmatory factor analysis the researcher has to start with a theory which has been previously
validated and assess how well the data confirm. If the data fits good that shows the analysis
support the theory being tested. Confirmatory factor analysis may also be used to develop and
assess a measurement model that describesthe relationship between latent and observed variables
and also to develop structural equation models that assess the causality between latent and
observed variables (Baker, 2003). In this study confirmatory factor analysis will be used to
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assess the fit of the data with the Hopkins and Hopkins measurement model which specifies
that identified strategic planning variables are really measuring an unobservable uni-dimensional
strategic planning construct. The theoretical model assessed is depicted by a path diagram in
Figure, 2 in the diagram the latent variable, i.e. the strategic planning is given by an oval and
the observed variables are depicted by rectangles.

Figure Il: Confirmatory Factor Analysis M odel of the Strategic Planning Construct and
Observed Variables

Indeimed
eavinnaeel

[mplementaion

Long kzm

A
Exiemal Evahiatam
vl ra

e =

ConinalEreg

Mission ff
/ /

The above model indicates that there isan unobservabl e, uni-dimensional strategic planning
construct that is assumed to affect seven observed strategic planning variables as mentioned
above.

To test the nation, that the firm financial performance is related to the use of strategic
planning intensity tools, the financial performance variable (five year average of ROE, and
Deposit Growth) was regressed. The equation | reflects the relationship;

Equationl
ROE = [0 + 1 strategy + error

Where ROE represents the five year average Return On Equity, strategy represents the
latent strategic planning construct and the error term.

Equation 3
Deposit Growth = 30 + B1 strategy

Results

The first step was to estimate the latent variable model shown in Figure 2 according to the
works of Hopkins and Hopkins to confirm the model’s consistency with the data. The
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confirmatory factor analysis for the measurement model was performed in SPSS. The
respondents’ ratings for the seven strategic planning variables were the inputs to this analysis.
Table V presents the results of the analysis for the model.

Table V
Correlation Matrix

MSN LTO EENV IENV EVT IMPT CTRL
MSN 1.000 .
LTO . 1.000
EENV . .149 1.000
IENV . 575 .710 1.000
EVT . .910 .354 .730 1.000
IMPT . 175 .354 411 417 1.000
CTRL . .642 .540 .837 .764 .382 1.000
Sandard Deviations

0 0.90 0.53 0.69 0.38 0.76 1.15

The relationship between the strategy and the performance was the primary concerned.
The coefficient on strategy variableis positive and statistically significant at the 1% probability
level, indicating that firms place greater emphasis on strategic planning tend to have higher
ROE.

Several measuresindicate that the model fits well with the data. The correlation coefficient
for “determining mission” is zero and the standard deviation is zero. This indicates that all the
respondents have put the same level for thisvariable. The average value of 5.00 for this variable
indicates that all the respondents think that they place a higher importance for the mission in
strategic planning process.

The next step is to estimate the nature of relationship between strategy and performance.

Table VI
Correlation matrix — Financial Perfor mance

ROE Deposit Growth
Developing |g term objectives .748 .733
Assessing ext environment .375 .202
Assessing int env .691 716
Evaluating strategic options .938 .856
Implementing strategic options .483 141
Controlling the options .829 .651
ROE 1.000 .823
Deposit Growth .823 1.000

The above correlations indicate the nature of relationship between the strategy and
performance. The correlations are higher between many of the variables and ROE and Deposit
Growth other than assessing external environment which has a relatively lower impact on
ROE and Deposit Growth.
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Strategic planning intensity was analyzed against the above identified non-financial
performance indicators. Since the research that have been carried out pertaining to the non-
financial aspect of performance is very poor the researcher couldn’t find a model that has been
developed previously in order to carry out a confirmatory factor analysis as for the financial
performance. Therefore | have done a comprehensive regression analysis in order to establish
a relationship between the non-financial performance independent variables and strategic
planning intensity.

The correlations reveal a positive relationship between the non-financial performance
indicators and the strategic planning intensity. The strength of coefficients show that the impact
of strategic planning intensity on non-financial performance is important for performance. This
is more evident by assessing the correlations between the ng external environment and the
non-financial performance indicators. The above results are true at alevel of significance of 1%.

Table VII
Correlation Matrix: Non-Financial Perfor mance
# ATMs # branches # training programmes # heads in training programs
LTO 0.875 0.883 0.761 0.877
EENV 0.567 0.455 0.378 0.413
IENV 0.679 0.688 0.597 0.656
EVT 0.988 0.863 0.855 0.897
IMPT 0.511 0.698 0.485 0.576
CTRL 0.841 0.778 0.789 0.875

Findings of the research are important for the academicians those who are interested in the
field of performance and strategic planning. Especially this study gives an insight into the non-
financial performance aspects hence the future research can focus on this regard more. The
practitioners will find very valuable findings from the study. From the basic findings it is
important for the practitioners involved in the banking sector in Sri Lanka to concentrate more
on strategic planning intensity because it improves both financial and non-financial aspects of
performance. More that they engage in strategic planning the more that they will reap benefits
from non-financial performance than that of financial performance.

6. CONCLUSION

This study is carried out with the intention of assessing the level of formality and strategic
planning intensity of commercial banks and to ascertain the relationship between strategic
planning intensity and formality against financial performance and non-financial performance.
Asasecondary objectivel identified thevariablesthat best describes strategic planning intensity
of commercial banks in Sri Lanka. Reviewing the literature pertaining to the issue of strategic
planning intensity and performance it was found that there are several research studies carried
out in this regard but has generated mixed conclusions. Several reasons were given for these
mixed conclusions. This study employed confirmatory factor analysis to ascertain the strategy
construct and found that identified variables describes strategy with a statistical significance.
Furthermore it was revealed that there is a positive relationship between strategic planning
intensity and financial performance. More importantly, it can be concluded that the nature of
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relationship between non-financial performance and strategic planning intensity is stronger
than that with the financial performance. In the light of the above findings | recommend that if
the banks engage in strategic planning more intensely it will generate better financial
performanceand non-financial performance. Thesefindings can also be applied to other financial
services organizations in the country that work in the same environmental conditions.

7. LIMITATIONSAND SUGGESTIONS FOR FUTURE RESEARCH

The data was collected from the CEOs of the respective banks. These banks are well
known among the community in Sri Lanka. This factor might have influenced the respondents
when filling the questionnaire. |.e. they might have given the attention to fill the questionnaire
that reflects their image rather than concentrating on giving 100% accurate feedback of the
level of intensity that they face. The CEOs may have the view that they do strategic planning in
a more intensive manner due to their success in the industry even though in real scenario the
case may be of somewhat different. Thisissue was addressed in some previous similar research
studies. According to Hopkins and Hopkins, 1997, the data is self reported and the limitation
arises due to that. The banks those who possess a good financial status would likely to be
pleased with their strategic planning and assume a high level of intensity. Similar statements
have been made by some other researchers in their studies stating the limitation attributing to
the salf reported nature of the data and the respondents attitudes towards their performance
and image (Clapham and schwenk, 1991). Considering the significant research findings came
up in the study this limitation can be neglected as having minimum impact on the findings.
This study has focused only on formality and intensity of the strategic planning in commercial
banksin Sri Lanka. The mediating factors such as managerial, organizational and environmental
factors that affect firm performance can be taken for a study and the multiple relationships can
be measured. Further more it would be important to understand the cause and effect rel ationship
between the performance and strategic planning rather than the nature of relationship. More
sophisticated statistical models can be used to ascertain the cause and effect relationship and
the findings will be more useful for the academies and practitioners. The same study can also
be extended to include all the organizations in the CSE and a more representative sample
should be drawn to represent all the sectors. In terms of practical point of view, this study
contributes to the existing knowledge the importance of organizational commitment to strategic
planning if it is to be effective. This finding can be generalized to other financial services
institutions subject to similar conditions. Finally it is apparent that if the commercial banks
need to befinancially successful and have better non-financial indicatorsthey need to be engaged
in strategic planning more intensely.

References
Anderson, Forndl C., Lehmann, D. R. (1994), “ Customer Satisfaction and Market Share and Profitability”,
Journal of Marketing, 56(July), pp. 53-66.

Ansoff, H. I. (1991), “ Critique of Henry Mintzberg's The Design Schoal: Reconsidering the basic Premises
of Strategic Management”, Srategic Management Journal, 12(6), pp, 449-461.

Ansoff, H. I., J. Averner, R. G, Brandenburg F. E., Portner and R. Radosecivh (1971), “Acquisition
behaviour of U.S. Manufacturing firms”, Vanderbit University Press, Nashville, TN.



56 e D. N. Ranasinghe

Armstrong, J. S. (1986), “The Value of Forma Planning for Strategic Decisions: Reply”, Srategic
Management Journal, 7(2), pp. 183-185.

Auerbach, R. D. (1985), “Money Banking and Financial Markets”, Macmillan, New York.

Baker, G A. (2003), “ Strategic Planning and Financial Performance in the Food Processing Sector”,
Review of Agricultural Economics, 25(2), pp. 470-482.

Bettinger, C. (1986), “Facing the Day to Day Challenge of Practical Strategic Planning”, American
Banker, pp. 4-6.

Bird, A. (1991), “A 1990's Twist on Strategic Planning”, Bankers Magazine, pp. 66-69.

Boyd, B. K. (1991), “ Strategic Planning and Financial Performance’, Journal of Management Studies,
28, pp. 353-74.

Boyd, B. K., Reuning-Elliot E. (1998), “A Measurement Modd of Strategic Planning”, Strategic
Management Journal, 19, pp. 181-92.

Bracker, J. S., Keats B. W., Pearson J. N. (1988), “Planning and Financial Performance among Small
Firmsin a Growth Industry”, Srategic Management Journal, 9(6), pp. 591-603.

Capon, N., Farley J. U., Hulbert J. M. (1994), “Strategic Planning and Financial Performance: More
Evidence’, Journal of Management Studies, 31(1), pp. 105-110.

Clapham, S., C. Schwenk (1991), “Self Serving Attributions, Managerial Cognition and Company
Performance’, Srategic Management Journal, 12(3), pp. 219-229.

Fornell, C. (1992), “ A National Customer Satisfcation Barometer: The Swedish Experinece’, Journal of
Mar keting, 56(January), pp. 1-21.

Fulmer, R. M., L. W. Rue (1974), The Practice and Profitability and Long Range Planning, Managerial
Planning, 22, pp. 1-7.

Gable, M., M. T. Topol, (1987), “Planning Practices of Small Scale Retailers, American Journal of
Business, 22, pp. 19-32.

Gavetti, G, Levinthal D. A., Rivkin J. W. (2005), “ Strategy Making in Novel and Complex World: The
Power of Analogy”, Srategic Management Journal, 26(8): 691-712.

Gredey, G E. (1986), “ Does Strategic Planning |mprove Company Performance?’, Long Range Planning,
19, pp. 101-1009.

Gup, B. E., D. D. Whitehead (1989), “ Strategic Planningin Banks: Does it pay?’, Long Range Planning,
22, pp. 124-130.

Hax, A. C., Mgluf N. S. (1991), “ The Strategy Concept and Process: A Pragmatic Approach”, Prentice
Hall.

Herold, D. M. (1972), “Long Range Planning and Organizationa Performance: A CrossValidation Study”,
Academy of Management Journal, pp. 91-102.

Heskett, J. L. (1986), “Managing in the Service Economy”, Harverd Business School Press.
Higgins, J. M., Vincze (1993), “ Strategi c Management: Concepts and Cases”’, Dryden Press.

Hillman, A. J., Kem G D. (2001), “ Sharehol ders, Stakeholdersand Social Issues’, Srategic Management
Journal, 22(2), pp. 125-139.

Hofer, C. W., D. Schendd (1978), “ Strategy Formulations: Analytical Concepts”, West Publishing.



Strategic Planning Intensity and Performance: A Study among Commercial Banks... o 57

Hopkins, W. E. (1987), “ Devel aping the Planning Skills of Engineersin Management Training”, Jour nal
of Management in Engineering, 3, pp. 249-256.

Hopkins, W. E., Hopkins S. A. (1994), “Want to Succeed: Get with the Plan”, Journal of Retail Banking,
16(3), pp. 26-31.

Ittner, D., Larcker D. F. (1998), “ AreNonfinancial M easures Leading Indicators of Financial Performance:
An Analysis of Customer Satisfaction”, Journal of Accounting Research, Vol. 36.

Kaplan, R. S, Norton D. P. (1996), “The Balanced Scorecard, Boston”, Harvard University Press.

Karger, D. W., Z. A. Malik (1975), “Long Range Planning and Organizational Performance”, Long
Range Planning, pp. 60-64.

Kargar, J. (1996), “ Strategic Planning System Characteristics and Planning Effectivenessin Small Mature
Firms’, Mid-Atlantic Journal of business, 32(1): 19-34.

Kudla, R. J. (1980), “The Effects of Strategic Planning on Common Stock Returns’, Academy of
Management Journal, 23, pp. 5-20.

Laitinen, E. K. (2002), “A Dynamic Performance Measurement System: Evidence from Small Finish
Technology Companies’, Scandinavian Journal of Management, 18, pp. 65-99.

Luo, Y., Park S. H. (2001), “Srategic Alignment and Performance of Marketing Seeking MNCs in
China’, Srategic Management Journal, 22(2): 141-155.

Lenzner, R., Mao P. (1995), “Banking Pops Up in Strategic Places Forbes’, pp. 72-76.

McKiernan, P, Morris C. (1994), “ Strategic Planning and Financial Performancein UK SMES: Does
Formality Matter? British Journal of Management, 5(Special Issue): s31-s41.

Miller, C. C., Cardinal L. B. (1994), “ Strategic Planning Performance: A Synthesis of More than Two
Decades of Research”, Academy of Management Journal, 37, pp. 1649-1665.

Mintzberg, H. (1990), “ The Design School: Reconsidering the Basic Premises of Strategic Management”,
Srategic Management Journal, 11(3), pp. 171-195.

Mintzberg, H. (1994), “ The Fall and Rise of Strategic Planning”, Harvard Business Review, 72(1), pp.
107-114.

O’'Regan, N., GhobadianA. (2007), “ Formal Strategic Planning: Annual Raindanceor Wheel of Success?’,
WWW.inter science.wiley.com

Pearce, J. A., Robinson R. B. (1994), “ Strategic M anagement: Formulation, |mplementation and Control”.

Perry, S. C. (2001), “ The Relationship between Written Business Plans and Failure of Small Businessin
the US, Journal of Small Business Management, 39(3), pp. 61-81.

Prasad, B. S. (1984), “ The Paradox of Planning in Banks”, Bankers Magazine, pp. 77-81.

Robinson, R. B., PearceJ. A. (1983), “ The Impact of Formal Strategic Planning on Financial Performance
in Small Organizations’, Srategic Management Journal, 29, pp. 329-346.

Schmenner, R. W. (1995), “ Service Operations Management”, Prentice Hall.

Schwenk, C. R., Shrader C. B. (1993), ‘Effects of Formal Strategic Planning in Small Firms: A Meta
Analysis’, Entrepreneurship Theory and Practice, Spring, pp. 53-64.

Shrader, C. B., Talylor L. A., Dalton D. R. (1984), “ Strategic Planning and Organizational Performance:
A Critical Review”, Journal of Management, 10, pp. 149-171.

Simpson, D. G (1998), “Why Most Strategic Planning is a Waste of Time and What You can do about it,
Long Range Planning, 31(1): pp. 623-627.



58 e D. N. Ranasinghe

Seiner, G S. (1979), Strategic Planning, Free Press.
Thompson, A., Strickland A. (1987), Strategic Management, Business Publications.

Thune, S. S., House R. J. (1970), “Where Long Range Planning Pays Off”, Business Horizons, pp. 81-
87.

Walters, P. G P. (1993), “Patterns of Formal Planning and Performance in US Exporting Firms’,
Management I nter national Review, 33(1), pp. 43-63.

Wright, P. M. & McMahan, G. C. (1992), “Theoretical Perspectives for Strategic Human Resource
Management”, Journal of Management, 18(2): 295-320.



[%] Win JPDF

This document was created with the Win2PDF “print to PDF” printer available at
http://www.win2pdf.com

This version of Win2PDF 10 is for evaluation and non-commercial use only.
This page will not be added after purchasing Win2PDF.

http://www.win2pdf.com/purchase/




