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 C h a p t e r -  2  

 LITUREATURE REVIEW 
 

2.1 Introduction 

 

The literature appearing in this chapter is mostly a collection from articles, research 

papers of various scholars and textbooks. During the survey, a few researches relevant to 

the Sri Lankan context were gathered; others were mostly from web sites and 

international magazines, journals and forums. A wider collection of literature in resource 

based view, resource complementaries and competitiveness of IT was required for the 

study and it helped to explain the research problem and suggest solutions. A separate 

analysis was carried out for the banking industry in Sri Lanka, pointing out the different 

types of banking sectors namely, licensed commercial banks (LCB) and licensed 

specialized banks (LSB).  

 

2.2 Information technology in banking sector 

 

James (2002) defined Information Technology as ‘Hardware, software, 

telecommunications, database management, and other information processing 

technologies used in computer-based information systems.’ Information Systems is 

defined as ‘Systems that use hardware, software, the internet, other telecommunications 

networks, computer-based data resource management techniques, and other information 

technology to transform data resources into an endless variety of information products for 

consumers and business users.’ 

 

In the banking industry, IT applications vary from IT devices, IT systems, IT driven 

communication technologies and to IT driven marketing technologies.  The different 

usages of such IT applications are numerous; for example in banking sector IT is used as 
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IT devices, IT systems, IT based communication technologies and IT based marketing 

technologies. 

 

2.2.1 IT devices 

 

IT device is a general term that refers to the physical artifacts of a technology. In the 

banking industries, IT devices specifically means any supporting hardware peripheral 

which can be used to facilitate day to day banking functionalities such as Automated 

Teller Machines (ATM), currency/coin counters, currency verifiers, Telex machines, 

SWIFT etc., in contrast to non-physical IT systems running on the computer or other 

devices. 

 

2.2.1.1 Automated Teller Machines 

 

Automatic teller machines (ATM) are familiar to most bank customers.  ATM allows the 

customer to do transactions like deposits, withdrawals, to find out the balance in their 

account and change their PIN numbers. This provides a 24-hour service, seven days a 

week; ideal for customers who work irregular hours.  

 

The performance impacts of such ATMs are in variety. ATMs frees up staff from 

performing routine transactions so that more profitable sales-orientated work can be 

done. This also reduces the number of staff, since the computer system does the work. 

This improves customer satisfaction due to the 24 hours customer service of the bank 

since this provides a continuous service outside normal hours.   

 

2.2.1.2 Cash counter 

 

Cash counters and sorters are designed to help quickly (1200 notes/min.) and precisely 

count or sort money. The performance impacts of such cash counters include the 

efficiency due to elimination of hand counting, improves accuracy due to less human 

error in counting, cost effectiveness due to less labor cost of coin processing, higher level 
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of customer satisfaction due to speed in processing bank deposits/withdrawals over 

counter, increase in efficiency of staff due to more time spent on truly important tasks 

and improves staff morale by eliminating boring and tedious jobs. (Roy 2006) 

 

2.2.1.3 Currency detectors 

 

A system for automatic detection of authenticity of security documents by measuring 

reflected components of incident energy in three or more optical wave bands. The system 

involves the use of UV-visible light source, an optional near infra red light source, photo 

detectors and associated sensing circuitry. This provides the highest degree of reliability 

with a combination of custom designed sensors integrated into a single unit. The result 

provides for the first time, a unit which is capable of detecting even the most 

sophisticated counterfeit notes, including previously undetectable "Supernotes". The 

currency detector is simple to use. Fast, upgradable for future currency releases.  

 

2.2.1.4 Telex machines 

 

Telex could also be used as a rudimentary but functional carrier of information from one 

IT system to another, in effect a primitive forerunner of Electronic Data Interchange 

(EDI). The sending IT system would create an output (e.g., bank remittance) on paper 

tape using a mutually agreed format. The tape would be sent by Telex and collected on a 

corresponding paper tape by the receiver and this tape could then be read into the 

receiving IT system. Western Union and other money transfer agencies often function as 

the primary banking service in immigrant communities through check cashing services 

and facilitate telex operations. (Roy 2006) 
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2.2.1.5 Cheque scanner 

 

Cheque Scanner is a peripheral for banking and financial document handling which 

consist of MICR and OCR code line reader and a front and rear scanning unit for image 

capture. The reader scanner can be easily interfaced to the majority of application 

banking programs. 

 

This has many performance benefits including automatic document feeding (up to 

80docs/min), intelligent endorsement, sorting based on code-line, etc. Due to these kind 

of hardware devices the performance of the bank increases, since it saves time and 

improves efficiency and effectiveness. 

 

Some banks implemented Cheque Imaging and Truncation System (CITS) on a 

nationwide initiative of the Central Bank of Sri Lanka, which has benefited a large 

number of clients through the one day clearance. The one day clearing initiative will be 

extended to all parts of the island.  (Roy 2006) 

 

2.2.2 IT systems 

 

An Information System (IS) is the system of persons, data records and activities that 

process the data and information in a given organization, including manual processes or 

automated processes. IS can be used to facilitate day to day banking transactions such as 

core banking systems, back office systems, trade finance systems, and e-learning 

systems, etc. 

 

2.2.2.1 Core banking system 

 

The core banking system (CBS) is a strategic banking application that supports a wide 

range of customer, product building, deposit, lending, and payment functionality for the 

banking environment. This system provides a customer-centric view and has the ability to 

effectively manage customer relationships, allowing rapid introduction of personalized, 
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products, packages, and services, supporting streamlined functions and processes to 

increase customer satisfaction, reducing costs and minimizing operational risk with 

automated processes, and enabling volume growth through scalability. (Roy 2006) 

 

This has a vide array of integrated suite of banking applications (components) designed 

for numerous banking functionalities which includes: 

(a) Financial institution infrastructure – defines the organizational structure of the 

institution  

 

(b) Product components – supports development and administration of personal and 

commercial deposits and lending products and complex product packages   

 

(c) Customer management and customer overview – provides comprehensive 

customer overview, maintains detailed customer information and supports 

customer administration and customer relationships covering all types of 

customers including personal customers and corporate customers.   

 

(d) Account administration – support for accounts throughout the account’s lifecycle  

 

(e) Payment transactions – supports transactions and payments, including multi-

currency transactions  

(f) Management information system component– provides the data interfaces for 

management information, financial reporting, operational reporting and 

statements. 

Core banking systems can bring significant benefits to the bank; 

(a) Enables the organization’s customer relationship management (CRM) strategy by 

providing a robust operational customer database and customer administration  
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(b) Provides cost savings and improved customer service through simplified account 

administration  

 

(c) Facilitates increased productivity and reduction of errors through components that 

automate calculation of complex fees and interest rates   

 

(d) Provides increased business and operational efficiency by handling high volume 

transactions 

 

(e) Impacts growth in banking business by increase in customer satisfaction through 

higher customer interaction and increase in efficiency by employees spending less 

time on front office activities which saves more time to spend interacting with 

customers. 

 

2.2.2.2 Back office system 

 

In banking the back office system is the heavyweight IT processing system that handles 

position keeping, clearance, and settlement. In banks, the back office system is the 

system which handles administrative functions that support the trading of securities & 

bonds, including recordkeeping, confirmation, settlement, and regulatory compliance. 

Sometimes back offices may be somewhere other than the main headquarters of the bank.  

 

The front office system would contain customer-facing teller staff and the back office 

systems would be those involved in administration tasks but without being seen by 

customers. Although the operations of a back office systems are usually not thought of, 

they are a major contributor to a bank’s efficiency.  

 

The back office system is the most vital part of most banking systems where tasks 

dedicated to running the bank itself take place and most of the times it is directly linked 

to the core banking system and secure e-banking network. A back office system will keep 
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a record of the bank transactions, and update the accounts as needed. Payments, receipts, 

and reports can also be produced by the back office system. (Flower 2005) 

 

2.2.2.3 Trade finance system 

 

Trade finance system is the comprehensive system, enabling all international trade 

finance business to be done in one system environment.  Trade finance system is 

complete application software available today to manage international trade finance 

business, enabling all work to be done in one comprehensive environment. (Roy 2006)  

 

2.2.2.4 e-learning system 

 

The e-learning is the delivery of a learning, training or education program by electronic 

means. The e-learning involves the use of a computer or electronic device to provide 

training, educational or learning material. There are many e-learning systems available 

for various educational programs including for banking industry. The best example can 

be taken from Hatton National Bank; more trainers were mobilized during the year 2006 

to implement and achieve the far reaching goals of the training plan, which included a 

total of 172 internal and external training workshops, retreats and programs covering a 

total of 3789 team members over 2432 training hours which was supported by a 

comprehensive e-learning system. A new interface will be introduced into Hatton 

National Bank’s e-learning modules in the year 2007 linking all 150 branches online. The 

interface aids faster access and a host of new features to enable location based training 

with interactive modules.  Comprehensive details of all courses, chat rooms, Q&A 

sessions and mock examinations for preparation are currently included in the features and 

in the near future, online examinations and virtual classrooms will also be facilitated.  

Hatton National Bank already has 2,700 team members registered online for e-learning 

facilities with daily usage of a commendable 200 hits which is an indicator of the success 

in using IT as a platform to enhance knowledge development. (Hatton National Bank 

2006) 
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2.2.2.5 Cheque Imaging and Truncation Systems 

 

With the implementation of the innovative Cheque Imaging & Truncation System, image 

- friendly cheques will be electronically transmitted without having to cross physical 

boundaries. Thereby, cheque clearing will become swift and secure, triggering a new 

lease of life to commerce in Sri Lanka. 

 

In May 2006, LankaClear introduced the Cheque Imaging and Truncation system (CITS), 

which facilitates the electronic presentment of cheque images and clearance of cheques. 

The CIT system introduced a uniform cheque clearing time schedule of T + 1 throughout 

the country, enabling commercial banks to credit proceeds of cheques to their customers' 

accounts on the following business day. 

 

Most of the Sri Lankan banks are currently working on directly interfacing processes 

with Central Bank’s Cheque Imaging and Truncation System, in order to enable cheques 

deposited directly 24x7 without the intervention of tellers for immediate processing. 

(People’s Bank 2006) 

 

 

2.2.3 Benefit of IT in banking sector 

 

In the banking sector, the benefits of such applications are in range; for example:  

(a) Atlanta-based NetBank, does not offer any products or services that require a physical 

brach, and the bank is thriving with its lean online business model. Atlanta-based 

NetBank has 10 consecutive quarters of profits for the years 2000, 2001 & 2002. 

(James 2002)  

 

(b) Regulatory requirements have put international banks in a prime position to benefit 

from customer relationship management systems. Customer relationship management 

Systems (CRM) could be the light at the end of the tunnel for banks looking for 
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returns on regulatory-driven technology investments. The Hongkong and Shanghai 

Banking Corporation has invested in their data infrastructure for compliance purposes 

now have the opportunity to leverage their stock of well-stored and cleaned data to 

achieve additional benefits on their substantial investments. (Flower 2005)  

 

(c) In the Sri Lankan banking industry, Sampath Bank has over 10,000 customers already 

using Internet based facilities in varied forms, for Sampath Bank, this is a four-fold 

increase in three years. Today’s customers profile in most parts of the country can be 

constructed as a busy businessman relying in multiple business ventures who travels 

both internally and externally and depends heavily on communication facilities. 

Sampth has addressed the customer needs by providing a mobile and internet 

platforms. IT options were introduced in the year 2004 to Sampth’s customers which 

included SMSAlertz, which is a boon to customers in their daily transactions which is 

very popular even in areas such as Ampara, SET Plus and e-factoring. (Sampath Bank 

2006)   

 

(d) In the Sri Lankan banking industry, the People’s Bank has offered telegraphic money 

transfers to the overseas account holders. The blue collar workers in the Middle East 

whose contribution to Sri Lanka by way of inward remittances in the year 2004 

numbered a large 127,000 telegraphic transfers, have been the backbone of the bank 

Overseas Customer Unit and intern contributes vastly to the development of the 

economy and the socio-economic growth framework of a lower and lower middle 

segment of society. (People’s Bank 2006) 

 

2.3 View of information technology in achieving competitive advantage 

 

Until recently, the IT literature seemed almost positive, focusing on case studies of 

amazing IT success – e.g., the American Airlines SABRE reservations system (Bunday, 

1986), the case study suggested, for example, that American Airline has not only gained 

direct strategic advantages over late-moving rivals such as Pan Am, but had significantly 
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altered industry structure by creating switching costs among reservation agents and 

creating IT-based entry barriers. Some researchers argued that sustainable competitive 

advantage can be brought in to an organization with means of IT innovation and 

sophistication based on its potential for altering a full range of strategic and industry 

structure variables, including cost positions, scale economies and power relations with 

buyers and suppliers. (Porter 1985) 

 

The problem of the conversion of IT into competitive advantage is a long way from being 

resolved. During the little more than 15 years of this research line, in different studies 

contradictory results have been found (Byrd & Turner 2001).  

 

From the inception, IT researchers believed tight IT strategy linkages, asserting that IT 

affects firm strategies that strategies have IT implications, and that firms must somehow 

integrate strategic thrusts with IT capabilities For example, related IT to a value chain, 

concluding that the main strategic purpose of IT is to coordinate activities in the chain. 

Bakos and Treacy  (1986) concluded that IT should support competitive thrust such as 

cost leadership, differentiation, innovation, growth, and external alliances; and argued 

that IT serve primarily to “manage organizational interdependence”, that is to solve 

coordination problems among departments and strategic business units.  

 

A number of researches examined the conditions under which IT creates sustainable 

competitive advantage. In summary, the pre-1990 IT literature focused on the strategic 

importance of IT adoption and innovation, and reflected a general optimism concerning 

IT’s potential for creating competitive advantage. Even though IT had clearly produced 

advantages in a few spectacular cases, relatively little research was carried out to find the 

specific impact of IT in a sector/industry.  

 

Challenges to the early optimism have arisen from one research study done in the 

banking sector. The emerging empirical evidence, of Banker and Kauffman, 1988 found 

little or no significant connection between ATM adoption and performance. In another 

research of an examination of 30 well-known IT cases, researchers found that, within 5 
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years of IT implementation, 21 of the 30 firms had experienced competitive declines 

either in market share, profits, or both. (Kettinger, Guha & Segars 1994) 

 

In a study involving 31 IT heavily used organizations, reported that in most industries, 

ITs had no distinct impact on entry barriers, but that when impacts were present they 

tended toward reducing, not increasing, entry barriers. They found no direct connection 

between technology and performance. (Zahra & Covin 1993).  

 

In Neo (1998) finally concludes that IT per se had little to do with performance, which 

was driven more by IT-oriented strategic planning and management vision and support.  

 

 

2.4 Resource-based view (RBV) 

 

Aside from recent empirical findings, another major challenge to earlier optimism has 

arisen out of resource-based theory which has emerged in recent years as a potential 

integrating paradigm for strategy research. One research study concludes that firms hold 

heterogeneous resource portfolios (whether by history or design) and that this resource 

heterogeneity is responsible for observed variability in financial returns across firms. 

(Peter 1993) 

 

If a firm produces consistently superior returns, competitors will seek causal connections 

among resources and performance, and will attempt either to imitate high-performing 

resources, acquire them in factor markets, or to develop alternative resources that produce 

similar benefits. The firms achieve sustained performance advantages by accumulating 

resource portfolios that produce economic value, are relatively scarce, and can sustain 

competitive attempts at imitation, acquisition, or substitution. The resource-based view 

asserts that firms gain performance advantages by accumulating economically valuable, 

relatively scarce, and imperfectly imitable resources or resource combinations. (Barney 

2001) 
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Valuable, scarce resources may survive competitive imitation if protected by imitation if 

protected by imitation barriers, or “isolating mechanisms” such as:  

 

a. Time compression diseconomies (a resource may require accumulation over time 

through learning, experience, firm-specific knowledge, or trained proficiency in 

skills) 

 

b. Historical uniqueness  / first-mover advantages (some resources are inherently unique 

or were originally acquired under non replicable conditions, such as distinctive 

location, the co-optation of a sole raw material source, or first-mover advantages such 

as reputation, brand loyalty, or the power established industry standards 

 

c. Embeddedness of resources (the value of resource may be inextricably linked to the 

presence of another complementary or co-specialized resource  

 

d. Causal ambiguity (connection between firm’s resource portfolio and its performance 

may be unclear, such as when a firm’s success results from cultural or social 

phenomena too complex for managers to understand or manage (Barney, 2001) 

 

Whereas traditional strategy research has focused on advantages derived from industry 

and competitive positioning, the resource-based research has focused on advantages 

stemming from firm-specific, intangible resources such as organization culture, learning, 

and capabilities. (Hall 1993) 

 

Firm specificity (e.g., skills developed to operate highly specialized machinery) enables 

firms to capture returns to a valuable resource by reducing its value in other contexts, and 

intangibility raises impediments to competitive observation and interpretation. Unlike 

product attributes and strategic positions, which competitors often replicate, or render 

obsolete, firm-specific, intangible resources tend to be tacit, idiosyncratic, and deeply 

embedded in the organization’s social fabric and history. Protected by isolating 
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mechanisms such as resource connectedness and causal ambiguity, these resources may 

offer more complex and sustainable paths to competitive advantage. (Peter, 1993)  

 

2.5 Comparison of IT with resource based criteria 

 

In a resource-based conceptual analysis of IT and firm performance, Clemons and Row, 

advanced a commodity view of IT, arguing that competitive imitation eventually erodes 

most IT-based advantages, that non-imitators are eliminated, and that above-normal 

returns to the IT eventually vanish. The authors also argued that, not only information 

technology unlikely to differentiate competitive performance, but they may not even 

improve overall industry returns, since customers and suppliers may choose any potential 

efficiency gains for themselves. The authors concluded that ‘Examples of using 

information technology to achieve sustainable advantage through either barriers to 

imitation or first mover advantages do exist, but they are far less common than trusting 

first scan of the MIS literature would imply’ (Clemons & Row 1991) 

 

Applying the assumptions made by resource-based view (RBV), IT considered in 

isolation may constitute a value-generating resource, in its most advanced form it may be 

rare, but it can hardly be called difficult to imitate. Moreover, due to the current rapid 

distribution of technological innovations, IT would be closer to the concept of 

commodity than the notion of differentiating element. Nevertheless, when IT acts in 

conjunction with other human or management elements, it can generate a positive 

synergy effect which rival organizations find much more difficult to imitate or substitute. 

(Alfonso, Jesus & Sebastian 2004) 

 

The notion that information technology alone does not generate sustainable performance 

advantage has received increasing support in recent IT research, and has produced a 

perspective known as the ‘strategic necessity hypothesis’, to which most IT researchers 

now adhere (Clemons & Row 1991, Alfonso, Jesus & Sebastian 2004).   
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This hypothesis consists of two propositions: 

 

a. Information technology provides value to the firm by increasing internal and external 

coordinating efficiencies, and firms that do not adopt them will have higher cost 

structures and therefore competitive disadvantage;  

and 

b. Notwithstanding (1) firms cannot expect information technology to produce 

competitive advantages because information technology is readily available to all 

firms/competitors, buyers, suppliers, and potential new entrants in competitive factor 

markets.  

 

The strategic necessity hypothesis is somewhat bleaker than earlier perspectives in its 

estimate of the IT-derived performance advantages, treating IT decisions more as threats 

than opportunities, that is., as investments to avoid competitive decline, but with little 

likelihood of producing competitive advantages. According to this view, firms would 

appear to have only three feasible paths to IT-based competitive advantage: either  

 

a. Reinvent IT advantages perpetually through continuous, leading edge IT innovations;   

or 

b. Move first and stop first mover advantage;  

or 

c. Embed information technology in organizations in such a way as to produce valuable, 

sustainable resource complementary.  

 

The first two paths have proven precarious. Perpetual innovation may hypothetically 

produce advantages, but these advantages vanish if innovation either ceases or stumbles, 

and are haunted by ever-shortening IT development cycles. First mover IT advantages 

seems more promising, particularly those involving proprietary systems customized to 

exploit firm specific strength or opportunities (example SABRE). However, such systems 

typically resolve into complementary resource (i.e., they produce advantage by margining 
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with skills, relationships, or strategic positions), and even then the empirical data suggest 

that such advantages rarely endure. (Thomas & Anne 1997)  

 

For these reasons, the resource view has focused on complementary resource as the most 

feasible path to IT advantage.  

 

Despite its less optimistic view of IT’s direct performance impacts, the strategic necessity 

hypothesis does appear to fit the emerging empirical evidence, and its resource-based 

origins provide a solid theoretical foundation for investigating the contexts and 

conditions under which IT may produce competitive advantage.  Particularly, it points 

toward a more balanced perspective, one that acknowledge the commodity view, while 

allowing the possibility of advantages arising from margining information technology 

with other resources: if IT per se do not provide distinctive advantages, then the firm 

must use them to leverage or exploit firm-specific, intangible resources such as 

organizational leadership, culture, and business processes (Zahra & Covin 1993) 

 

 

2.6 Resource complementariness 

 

In the past researches of IT-based advantages, the resource-based view has emphasized 

sustainability protected by resource embeddedness, which is further identified as resource 

complementarities and resource co-specialization. (Barney 2001) 

 

 

2.6.1 Complementary resources: 

 

Complementary represents an enhancement of resource value, and arises when a resource 

produces greater returns in the presence of another resource than it does alone. (Peter M., 

1993) An element complementary to other elements, resources of the organization 

resulting in complementary or synergy effects that would explain improvements in 

competitive position that are more than proportionate than the resources operate jointly, 
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compared to when they operate separately. (Alfonso, Jesus & Sebastian 2004) 

Complementariness can exist between resources or even in a manner of organizational 

procedures.  

 

For example, an Electronic Data Interchange (EDI) System that only marginally 

improves performance under ordinary conditions, but produces sustainable advantages 

when combined with supplier trust on hand.  

 

Under the resource view, a complementary interaction typically enhances the value for 

both (or all) complementary resources, although the causality may be ambiguous (Barney 

2001).  

 

For example, an EDI system may enable a firm to enhance its supplier trust, while the 

existing supplier relationships maximize EDI’s inherent information sharing capabilities.  

An off-the-shelf EDI system would be a commodity resource, yet it may combine with 

supplier trust to produce an embedded and mutually reinforcing advantage in producing 

resource bundle.   (Keen 1993) 

 

 

2.6.2 Co-specialized resources: 

 

Complementary resources are co-specialized if one resource has little or no value without 

the other, e.g., IT hardware and software, neither of which has valued without the other. 

(Clemons and Row, 1991) 

 

 

2.7 Complementary resource topologies 

 

Complementary represents an enhancement of resource value, and arises when a resource 

produces greater returns in the presence of another resource than it does alone. 

Complementariness can exist between resources or even in a manner of organizational 
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procedures, which will be described later in this study. The following describes the past 

research study related findings on resource complementariness and would help later to 

build the two major types of complementary factors; complementary human resources 

and complementary organizational procedures. 

 

Walton (1999) and Benjamin & Levinson (1993) classified resources as Organizational, 

Business, and Technological, and argued that IT performance depends on the integration 

of resources across these categories. 

 

Keen (1993), divided resources into human, business processes and technology resources, 

and developed a ‘fusion’ framework that strongly parallels resource-based theory, 

arguing that the key to IT success lies in the capacity of organizations to fuse IT with 

latent, difficult-to-imitate, firm-specific advantages embodied in existing human and 

business resources. He identified resources such as flexibility, openness and CEO’s 

commitment to IT as complementary human resources.  

 

Alfonso, Jesus and Sebastian (2004) identified the most important complementariness 

comes in the factors of human resources. Using Walton framework, these researchers 

focused on the role of organizational flexibility, open organization, consensus and open 

communication as complementary human resources. 

 

A variety of complementary resource typologies exist, for example, Grant (1991), Barney 

(2001) and Black & Boal (1994). But the Alfonso, Jesus and Sebastian (2004), Walton 

(1999) and Keen (1993) typologies arose specifically in the IT context, and focused on 

resources that may interact with IT to produce competitive advantages.  

 

Few researchers have classified resources in strategic perspective. In manufacturing 

organizations it is classified into technoware, humanware, orgaware, and inforware 

(Sharif 1997, Ramanathan 1994). In this classification,  technoware  refers  to the 

tangible and palpable part of the machineries, humanware refers to human skills needed 

to realize the potential of technoware, orgaware refers to the support net of principles, 
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practices and arrangements that govern the effective use of technoware by the 

humanware, and inforware refers to accumulated knowledge needed to realize the full 

potential of the technoware, humanware, and orgaware.  

 

According to Keen (1993), ‘The wide difference in competitive and economic benefits 

that companies gain from information technology rests on management difference and 

not a technical difference.  Some business leaders are somewhat better able to fit the 

pieces together than other’.  

 

The IT literature, contingency approaches, the strategic necessity hypothesis, and 

resource based theory point to the same conclusion:  that IT advantage depends heavily 

on ‘fitting the pieces together‘. That is on exploiting relationships among complementary 

factors. This study investigates complementary human resources and complementary 

organizational procedures that may combine with IT to produce competitive advantage 

through resource complementarily.  

 

 

2.7.1 Complementary human resources  

 

Neo (1998) argued that organizational cultures offer powerful forms of competitive 

advantage because they are difficult to articulate and require the simultaneous 

manipulation of complex relationships and technologies.  In resource-based empirical 

studies, Hansen & Wernerfelt (1999) and Rumelt (1991) found that some factors of 

human resources (that is organizational climate and goal directedness) explained greater 

proportions of performance variance than strategy and economic factors.  

 

Also Sharif (1997), found that human resource behavioral factors, such as open culture 

and CEO’s commitment, explained significantly greater performance variance than 

process factors (such as error reduction) and traditional quality control methodologies.  
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Keen (1993) argued that interaction among IT and qualitative human resource variables 

strongly influenced IT performance. The study described CEO’s commitment, flexibility, 

and openness as complementary human resource that bring performance variance. 

 

Though the currently popular notion that firms should merge technology with human 

dimensions is not new, tracing its roots to ‘socio-technical’ framework developed at 

London’s Tavistock Institute 40 years ago (Barney 2001). Miller (1975), developed the 

‘socio-technical’ framework as a reconciliation of human, organizational and 

technological needs, arguing that maximized technological performance requires 

simultaneous optimization of an organization’s social and technological subsystems. 

Subsequently, leading organizational researchers working in the 1960’s and 1970’s 

showed that technologies performed poorly in the absence of proper alignments with 

structures and cultures (complementary human relations). 

 

Although new IT require extensive adaptations from managers, users, and technologists, 

firms often respond slowly, unable to execute the higher-order changes necessary to 

merge IT with patterns of interpersonal behaviors and communications (Neo 1998). He 

suggested that IT often fail because managers under estimate the magnitude of the 

required organizational shifts, as well as their own resistance to implementing the 

principles of open organization.   

 

The empirical results in the organizational ecology literature have shown that innovations 

affecting core organizational features (such as structures and cultures) produce the most 

powerful resistance to adoption because managers perceive them as posing the most 

significant survival risks (Hansen & Wernerfelt 1999). In resource terms, managerial 

resistance to open organization acts as an isolating mechanism that impedes successful IT 

imitation, and protects the performance advantages of firms that combine IT with open 

cultures.  

 

The cultural variables most frequently linked with IT performance are open organization 

and open communication. Some research also points out complementary factors may 
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exist between IT and organizational consensus that is organizational trust, cooperation 

and the absence of fundamental conflict. (Alfonso, Jesus & Sebastian 2004) 

 

In an empirical study of 168 firms, some researches found that overall performance was 

not explained by technology with strategy (Keen 1993). He argued that IT increase 

mutual dependencies across organizational functions, enabling more frequent and 

elaborate communication among unlike interests, and requiring personnel to interact 

more ‘seamlessly’. 

 

Clemons and Row (1991) argues that in their retail industry analysis, success in EDI 

system requires stores to interact more cooperatively with their own home offices and 

distribution centers, as well as with suppliers connected through EDI systems. In this 

study concluded that most effective innovators ‘reduce conflicts and isolation between 

organizational units; create mechanisms for exchange of information and new ideas 

across organizational boundaries. This ensures that multiple perspectives will be taken    

into account in decisions; and provide coherence and direction to the whole   

organization.   In these   team-oriented cooperative environments, innovation flourishes. 

 

Although researchers have extensively investigated the role of consensus in strategic 

planning and firm performance, there is no solid evidence that it gives any value to the 

organization. In one study of Bourgeois (1980) found connections between performance 

and top management consensus on strategy. In another study concluded only that some 

level of consensus on either strategies or objectives was necessary. (Dess 1987) 

 

On the other hand, intra-organizational conflicts affect not only top management, but 

entire organizations, and even small conflicts can embed themselves deeply and 

intractably, misdirecting motivation, decreasing adaptability and inhibiting the 

productivity of people and technology (Neo 1998). 
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Organizational consensus reinforces IT capabilities to expand communications and 

disseminate information, functional area conflicts and territorialism, frustrate them, and 

inhibit IT functionality (Kanter 1984). 

 

Conversely, IT may enhance the value of a high consensus culture, facilitating 

communications and mutual interdependencies (Rockart & Short 1989). 

 

The IT embraced bank / organization must operate lean, retraining middle manager, and 

fostering frequent, unstructured communications across branch boundaries. Ultimately, 

executives must change from controlling authority figures to supporting counselors, with 

a high level of communication. (Nicolau & Roerto 2000) 

 

In describing linkages among IT, strategy, and organizational infrastructures, Henderson 

and Peter M., 1993 emphasized the role of the CEO’s commitment to the success of IT 

implementation. According to the authors, successful IT requires a top executive who 

acts as ‘business visionary’ and ‘prioritizer,’ clearly supporting and articulating the need 

for IT, and communicating its functionality within the context of the organization’s 

strategy, structure, and systems.  

 

Neo (1998) emphasized that ‘management vision and support’ has differentiated 

successful from unsuccessful IT in bringing competitive advantage.  

 

The same notion arises in (Benjamin & Levinson 1993) concept of the ‘senior 

management entrepreneur’ who is willing to view IT as a central part of business 

thinking, to examine how strategic decisions are affected by IT, and to examine cross-

functional IT applications.  

 

CEO’s commitment enhances IT success by making resources available for 

implementation, integrating IT with business strategy and processes, and ensuring 

continuity in IT investments over time (Kettinger 1994).  
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Using the Walton framework, Benjamin and Levinson (1993), focused on the role of 

organizational flexibility in successful IT implementation.  

 

In a study of IT systems in 24 companies, (Benjamin & Levinson 1993) found that ‘Only 

a handful of companies demonstrated that managerial attention was focused on the 

potential impact of information technology’ and CEO have well documented tendencies 

to perpetuate commitments to the status quo, and to develop successors who share their 

own repertoires and frames of reference. These CEO biases and rigidities may create 

inadequate or inconsistent IT deployments, and combine with IT obsolescence to inhibit 

performance.  

 

IT researchers, consultants, and executives have universally asserted that firms should 

introduce IT planning efforts (Clemons & Row 1991), as a potential    advantage 

producing complementarities.   

 

 

2.7.2 Complementary organizational procedures  

 

Clemons and Row (1991), argued that firms need to integrate technologies with business 

logistics and practices, including supplier logistics, customer relationship, and IT 

planning. Supplier and Customer relationships occupy a central role; particularly in light 

of the rapid expansion of Electronic Data Interchange (EDI) technology. EDI systems 

combine intra and inter-organizational information processing to facilitate sophisticated 

electronic interactions with suppliers. However, in the absence of open and trusting 

supplier relationships, such systems can do little but magnify existing suspicions, and 

fracture tenuous relationships. (Clemons & Row 1991) 

 

The capacity to craft and maintain trusting and economically viable customer 

relationships, and then to leverage these relationships using sophisticated inter-

organizational IT, appears to require tacit, complex coordination and communications 

skills that competitors may find difficult to replicate (Hall 1993).  
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The studies show that Bank of Ceylon stated that Customer Satisfaction Surveys are an 

integral part of our strategic focus. There is a continuous process to obtain customer feed-

back and amend our action plans accordingly. They recognize that customer satisfaction 

is not only an obligation, but also one of the few ways to achieve a sustainable 

competitive advantage. The Research Unit conducts scientific sample surveys 

periodically to measure customer satisfaction and to take corrective action where needed. 

The results indicate that customer evaluation of service quality can be influenced by their 

perception towards a combination of factors including Customer Relationship 

management. 

 

IT researchers consistently advocate IT training as an indispensable complement to 

hardware and software investments (Benjamin & Levinson 1993). The only sustainable 

value to IT training appears to lie in merging firm-specific IT with firm-specific training 

to produce idiosyncratic, causally ambiguous organizational capabilities (Barney 2001). 

This may be possible through a combination of formal and on-the-job training   methods 

and Procedures which emphasis firm-specific IT applications, and may in the long run 

produce embedded IT skills. Importance of IT training in banking industry was pointed 

out by Commercial Bank of Sri Lanka, by opening staff development center with lecture 

rooms and IT center, a mini Library. Annual report of Hatton National Bank stated that; 

Creating a learning culture on the foundations of knowledge, skills and competence, 

enhances Hatton National Bank ability to create a motivated team which Hatton National 

Bank firmly believe is necessary for Hatton National Bank to meet their determined 

goals.  The training and Development therefore, remain an integral factor to this bank’s 

personal, professional and corporate growth. The in-house training plan, formulated by 

the Hatton National Bank training centre is designed in accordance with the Training 

Needs Analysis. Also in annual report of People’s bank it was mentioned that, the 

People’s Bank core banking training team continues to train, users in branches. This 

shows that some banks have given high priority towards Training procedures.   
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Rockart and Short (1989), have argued that a powerful IT feature is its capacity for 

enabling people to work effectively in teams. If, as discussed earlier, ITs facilitate the 

move away from traditional hierarchy and toward open organization, what remains   

would appear to be the team-based structure. According to Rockart and Short, IT such as 

e-mail, voice-mail, computer conferencing, and videoconferencing make it more feasible 

for teams to coordinate asynchronously (across time zones) and geographically.  

 

When analyzing the relevance of team building to the Sri Lankan banking industry the 

People’s Bank Mission can be pointed out. People’s Bank states that part of the corporate 

mission is to create opportunities for our employees to benefit from their high 

performance by becoming value creating, skilled, self confident and professional 

individuals who are also team players. People’s Bank’s branch operations team and 

Technical Team continue to support by way of issuing operational instructions and 

guidelines.  Therefore this shows that the team building is an important procedural factor 

to the banking industry. 

 

Some researchers have argued that best practices benchmarking is essential to the 

development of competitive Information System environment (Hall 1993), and 

benchmarking advocates have claimed that ‘benchmarking has emerged as a fundamental 

tool for helping managers better evaluate the features, functionality, benefits, roles and 

costs of technology’. However, as a sustainable source of competitive advantage 

benchmarking is inherently suspect, since it appears to emphasize the systematic 

observation and replication of competitive resources, rather than the having firm-specific 

targets. A firm might very   well extend its   own innovative capacities by observing the 

processes and technologies of competitors (or firms in other industries), but it is not clear 

that firms consistently utilize benchmarking   in   that   fashion,   or   that   it   would   be 

reasonable to expect them to do so.  

 

In the study of applicability of benchmarking for the banking sector of Sri Lanka, it was 

observed that Hatton National Bank one of the systemically important banks in Sri Lanka 

and premier private  sector banks, follows IT training, team building, benchmarking 
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practices, and this shows the importance of finding the positive effects of such procedures 

to the entire Banking Sector. The Hatton National Bank infuses good practices in line 

with world class practices implemented via specifically designed training and 

development programs that will meet our goal to be the best. Also team building was 

identified as a key strength. In Hatton National Bank online website it was noted that, in 

Hatton National Bank there will always be a passionate, empowered team of associates 

committed to reviewing the bank’s structure in the light of world-class best practices. 

(Hatton National Bank 2006).  

 

Of the studies cited thus far, few have failed to advance systematic IT planning as the 

preferred alternative to erratic or unplanned development. Clemons and Row, 1991, for 

example, lamented that most of the spectacular successes were, in fact, accidents, with 

managers developing IT as solutions to pressing problems, without recognizing their 

potential strategic impacts. Thus, American Airlines invited competitors to share in the 

development   of   an  industry wide  information   system, viewing SABRE as a response 

to personnel shortages and the rising costs of order entry, not as an opportunity to 

manipulate industry structure. 

 

According to Clemons and Row (1991), ‘Accidents make a very good copy, but are a 

dreadful way to create business strategy.’ On the other hand, the voluminous literature 

linking strategic planning and financial performance has produced equivocal results, 

suggesting that planning alone does not readily convert to superior performance.  

 

According to Barney (2001), IT planning may conceivably produce advantages, but only 

if it ‘enables a firm to recognize and exploit other of its resources, and some of these 

resources might be sources of sustained competitive advantage’. Acknowledging its 

popularity, including IT planning in this research, that the advantage producing 

opportunities for IT planning may be limited to banks that has high level of strategic 

planning process.  
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2.8 Bank rating methodology 

 

Many bank rating institutes exists, but Fitch Ratings is considered as the most 

outstanding and reliable rating institute in Sri Lanka. And in this study, Fitch Rating 

Lanka (FRL) has taken as the ranking mechanism for performance variance analysis. 

This rating provides a comparison of the bank position of profitability compared to other 

banks in the same banking industry in local market. Fitch Ratings Lanka is a joint venture 

between Fitch Ratings Inc, International Finance Corporation, (IFC), Central Bank of Sri 

Lanka, and several leading local financial institutions. Fitch Ratings inc. is one of the 

three internationally accredited rating agencies, and rates over 5,900 international banks 

and financial institutions, and more than 1,400 corporations.  

 

Fitch ratings are an opinion on the ability of an entity or of a securities issue to meet 

financial commitments, such as interest, preferred dividends, or repayment of principal, 

on a timely basis. Fitch credit ratings apply to a variety of entities, including but not 

limited to, corporations; bank loans, as well as the financial strength of insurance 

companies. In the Sri Lankan context, Fitch Rating gives a meaningful measure of the 

banks profitability and its stability in the local market. The Fitch Rating Lanka’s National 

Long-term rating was used as a performance measure since it can be used as a standard 

measure across the banking industry.  

 

Rating   Performance Indicator  

 

AAA A very strong and very high profitable bank. Characteristics 

include outstanding profitability and balance sheet integrity. They 

are assigned only in case of exceptionally strong capacity for 

timely payment of financial commitments 

AA+, AA, AA- A strong and high profitable bank. Characteristics include superior 

profitability and balance sheet integrity. Very strong capacity for 

timely payment of financial commitments. In par with performance 

of AAA rating 
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A+, A, A- A strong and profitable bank. Characteristics include accepted  

profitability and marginal balance sheet integrity. The capacity for 

timely payment of financial commitments is considered strong 

BBB+, BBB, BBB- A comparatively less strong and profitable bank. Characteristics 

include acceptable profitability and marginal balance sheet 

integrity. This indicates that indicate that there is currently a low 

expectation of credit risk 

BB+, BB, BB- A comparatively lesser strong and profitable bank. Characteristics 

include less profitability and less balance sheet integrity. This 

rating indicates that there is a possibility of credit risk developing 

in the bank 

CCC, CC, C An extremely weak credit risk relative to other banks in the same 

country. Very little capacity for meeting financial commitments 

DDD, DD, D These categories of bank ratings are assigned to banks which are 

currently in default 

 

2.9 Conclusion 

 

In summary, the most important human resource complementary factors that are relevant 

for the Sri Lankan banking industry are flexibility, open organization, open 

communication, consensus and CEO’s commitment. The most important organizational 

procedure complementary factors that are relevant for the Sri Lankan banking industry 

are customer relationship procedures, benchmarking, IT training procedures, IT planning 

and team building practices. These resources form the basis for my hypothesis and this 

will be broadly discussed in the next chapter. 

 

 

 


