
Bank and Thrift Profitability: 
Does Strategic Planning Really Pay? 

David D. Whitehead and Benton E. Gup 

Commercial banks and savings institutions that have used strategic planning 
in recent years have shown no increase in profitability, according to this 

study, which analyzes possible reasons 

interest ceiling on deposits, and brought thrifts 
into more direct competition with banks by 
expanding their lending and borrowing powers. 
At the state level, many legislatures have moved 
to permit reciprocal interstate banking, again 
intensifying competitive pressures on financial 
institutions. Moreover, banks and thrifts have 
found themselves competing head-to-head with 
nonbank financial services suppliers such as 
Sears, American Express, and Merrill Lynch, as 

these firms augmented their 
roles in the financial services 
industry. 

The pace of many of these 
changes in the competitive en-
vironment was neither orderly 
nor expected by many of the 
market participants. Thus the 
intensity of deregulation and 
the 1979 change in monetary 

Over the past decade, the competitive environ-
ment for financial institutions in the United 
States has changed dramatically. This period 
experienced uncommonly high inflation and 
interest rates, both rapid economic growth and 
severe recession, and domestic and international 
financial shocks brought on by global recession 
and declining energy prices. From the legislative 
side, the Monetary Control Act of 1980 and the 
Garn-St Germain Depository Institutions Act of 
1982 set in motion a wave of 
deregulation that has virtually 
eliminated Regulation Q, or the 
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policy allowing interest rates to be established 
by the market caused unanticipated shocks to 
the competitive environment. 

Against this shifting backdrop of economic 
threats and opportunities, managers of some 
financial institutions recognized the need to 
understand and adapt to the new milieu —the 
need to plan. " Planning permits organizations 
to react quickly in a dynamic environment, to 
explore more alternatives and to develop new 
techniques," as one observer described it." Plan-
ning is a key to survival, profits, improved decision-
making, and avoiding mistakes."1 Studies show 
that only six of the 50 largest banks engaged in 
strategic planning in 1968, but by 1983 about 75 
percent of these largest institutions did so.2 

The rapidly changing environment in which 
financial institutions now operate has encouraged 
planning, but to what extent has planning resulted 
in success? Overall, our study did not find that 
planning significantly increases a bank's profit-
ability. Furthermore, the various levels of planning 
sophistication appeared to have little bearing on 
a bank's success in reaching its planning 
goal. Where increasing market shares was a goal, 
their effect was minimal. This article examines 
the relationship of planning to profitability and 
market shares. The nature of our information, 
though, prohibits definite conclusions about the 
quality of the planning itself and limits us to the 
general nature of strategic planning at banks and 
savings and loan associations. 

Planning Defined 
"Managing" and "planning" denote different 

functions. Managing refers to carrying out the 
traditional objectives of operating an organization, 
whereas planning includes those activities that 
lead to a change in corporate goals or strategies.3 

In the 1960s, "long-range planning" referred to 
the process through which firms set their long-
term goals and objectives; over time, "strategic 
planning" evolved. Today, it is generally under-
stood that strategic planning comprises the fol-
lowing: (1) establishing the corporate mission 
and objectives, (2) assessing competitive threats 
and opportunities, and (3) developing an oper-
ational plan for action, executing that plan, and 
reviewing the results4 Unlike long-range planning, 
strategic planning recognizes the necessity for 

constant revision of these elements as com-
petitive and market environments develop. 

Previous Studies 
Relatively few studies have attempted to deter-

mine the impact of strategic planning on the 
profitability of firms in general and banks in 
particular. One major problem is the lack of a 
consistent and meaningful definition of what 
constitutes strategic planning. All firms engage in 
planning, but they differ greatly in the degree to 
which they implement these plans, revise as the 
environment changes, and use planning tools. 
For example, a firm may have a written plan but 
pay only lip service to it, or it may follow a plan 
blindly without adjusting for environmental 
changes. Thus, the fact that a firm "plans" may 
tell us little about its actual behavior, the quality 
of the plans, or the firm's competitive advantages. 

To overcome this impediment, some investi-
gators have attempted to classify firms by their 
sophistication in planning. Stanley W. Thune and 
Robert J. House (1970), examining36 firms in six 
industries, evaluated sales, stock price, return on 
equity, and return on capital for both planners 
and nonplanners. They concluded that planners 
outperformed the nonplanners. However, their 
study has been criticized because of the small 
number of firms involved. 

Having examined 386 firms, Robert M. Fulmer 
and Leslie W . Rue (1974) concluded there was 
no meaningful difference between planners 
and nonplanners with respect to sales, earnings, 
and return on equity. Robley D. Wood, Jr. and 
R. Lawrence LaForge (1979) evaluated 32 banks 
that planned. They found that the average changes 
in net income and return on equity were higher 
for the planners than for the nonplanners; how-
ever, they concluded that some of their data 
revealed no difference between the return on 
assets for planners and nonplanners. Their study, 
like Thune and House's, suffers from a small 
sample size. 

Ronald J. Kudla (1980) tested two hypotheses: 
firms that planned have abnormal stock returns 
and their betas differed from nonplanners'. He 
found no support for the first hypothesis, but did 
discover a transitory reduction in the betas for 
firms that planned. 

Richard W. Sapp and Robert Seiler (1981) 
examined 302 commercial banks. Of that sample, 
203 were considered nonplanners, 60 were 
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Table 1. Existence of Formal Planning Process at Respondent Institutions 
(by asset size) 

Asset 
Size 

Formal Planning Process 

Multibank 
Savings Holding One-Bank 

Banks and Loans Companies Holding Companies 

26 15 0 2 
33 6 0 4 
29 38 4 8 
32 2 7 8 

19 2 54 27 

139 63 65 49 

No Formal Planning Process 

Multibank 
Savings Holding One-Bank 

Banks and Loans Companies Holding Companies 

22 25 0 0 
22 10 0 1 
21 16 0 0 
11 0 0 0 

2 0 3 0 

78 51 3 1 

$0-50 million 
50-100 
100-500 
500-1 billion 
1 billion 

and over 

Total 

Asset 
Size 

$0-50 million 
50-100 
100-500 
500-1 billion 
1 billion 

and over 

Total 

Note: Unless otherwise noted all tables use the 316 respondents that reported a formal planning process. 

Source: Federal Reserve Bank of Atlanta 

Total 

43 
43 
79 
49 

1 0 2 

316 

Total 

47 
33 
37 
1 1 

5 
133 

regarded as beginning planners, 27 as inter-
mediate, and 5 as sophisticated planners. It 
was unclear from their definitions if they were 
recording strategic planning, long-range budgeting 
or asset/liability management systems. Their in-
vestigation found significant positive relation-
ships between planning and deposit growth, 
loan yields, and capital to risk assets, but the 
relationship between planning and return on 
equity was weak at best. Given the small number 
of intermediate or sophisticated planners in their 
study, their findings are of questionable value. 

S. Benjamin Prasad (1984) looked at the results 
of 35 medium- to large-size banks and, using his 
own scoring procedure, determined that 18 had 
become sophisticated planners over the 1976-
1980 period. He also shows that the returns on 
equity for four of the banks studied improved 

over the five-year period. However, it is unclear 
whether the four banks were "sophisticated 
planners," or if the improvement in profitability 
was due to other factors, such as geographic 
advantage. In short, this study added little to our 
knowledge of the relationship between profit-
ability and planning. 

To state that strategic planning increases profit-
ability is quite different from saying that it is 
associated or correlated with higher profits. The 
first statement implies causation, whereas the 
second does not Unfortunately, statistical analysis 
generally does not assert causation—only close 
association or correlation among events. One 
may argue that causation runs in either direction; 
that is, strategic planning causes higher profits, or 
lower profits encourage strategic planning. Sta-
tistical tests of these relationships, therefore, 
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generally do not suggest a unique interpretation. 
They empirically determine a statistically signifi-
cant association between the two events, but do 
not prove that one causes the other. Accordingly, 
the reader should be cautioned to view the 
findings in previous work and the results of our 
statistical analysis in light of this limitation. 

Study Design 
The data we used in this study are based on a 

1983 mail survey of banking organizations and 
savings and loan associations located throughout 
the United States.5 The Federal Reserve Bank of 
Atlanta conducted that survey to determine the 
extent to which banking organizations (including 
S&Ls) engaged in strategic planning, as evidenced 
by a formal (written) plan. The banking organi-
zations were divided into banks, one-bank holding 
companies, multibank holding companies, and 
savings and loan associations. The survey was 
designed as a stratified random sample to reflect 
organizations of all asset sizes and wide geo-
graphic distribution. Each of the 50 states is 
represented, with no state contributing more 
than 10 percent of the total responses. The 
results of this survey, published in the Federal 
Reserve Bank of Atlanta's December 1983 Eco-
nomic Review, are highlighted here as background 
for the analysis to follow. 

Financial institutions engage in the process of 
strategic planning to widely varying degrees. 
Some organizations only profess to do so, while 
others take planning seriously. In our attempt to 
segregate sophisticated planners from the others, 
we made a number of alternative assumptions 
concerning the behavior of planners. For example, 
we defined sophisticated planners as organi-
zations that had formal written objectives. W e 
then assumed that the more sophisticated planners 
had planning departments that used econometric 
models and regression analysis to make pro-
jections or analyze alternative courses of action. 
Moreover, we considered how often the plans 
were revised, to whom the planners reported, 
and other factors. W e examined these factors 
individually and collectively to ascertain which 
organizations were sophisticated planners. 

Number of Organizations. Table 1 shows that 
316 banking organizations and savings and loan 
associations indicated they had a formal planning 
process, and 133 indicated otherwise. The data 

Table 2. Respondents' Length of Time 
in Planning Process* 
(by asset size) 

Asset Less than 1-3 3-5 5-10 Over 10 
Size 1 Year Years Years Years Years 
$0-50 million 9 9 7 3 1 
50-100 7 9 10 5 2 
100-500 20 22 16 5 3 
500-1 billion 10 15 14 7 1 
1 billion and over 11 32 27 21 7 
Total 57 87 74 41 14 

Percent of 
Respondents 21 32 27 15 5 

•The number of responses to this question (273) is less than the total 
respondents doing formal planning (316) because not all respondents 
answered this question. This also applies to other tables. 

Source: Federal Reserve Bank of Atlanta 

revealed that the use of formal planning was 
related to organization size: 95 percent of insti-
tutions with assets of $1 billion or more planned 
while only 48 percent of those with assets of $50 
million or less planned. 

Length of Time. Table 2 relates the length of 
time in the planning process forthe respondents 
by asset size. Only 14 organizations stated that 
they had been involved in planning for more 
than 10 years. Fifty-three percent indicated an 
involvement of three years or less. This response 
implies that the rapidly changing competitive 
environment may have fostered the use of stra-
tegic planning. 

Other Factors. The survey also determined 
who in the organizations was responsible for the 
planning process, how often the plans were 
revised, and various techniques (for example, 
portfolio analysis and econometric models) that 
the planners used. 

Degree of Commitment. The detailed infor-
mation derived from the survey gave us a number 
of ways to measure the degree to which organi-
zations engaged in strategic planning. Because 
we posed questions that identified the organi-
zational level where planning was undertaken, 
the title of the individual to whom the planning 
group reports, reasons for planning, focuses of 
the planning effort, types of tools used, and how 
long the organization has been engaged in plan-
ning, we were able to define planning at high and 
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Table 3. Profitability and Deposit Growth of Planner and Nonplanner Banks 

Cases Mean Separate Variance Estimate 
t Probability* 

Deposit Growth 
Planners 231 
Nonplanners 71 

ROA 
Planners 231 
Nonplanners 71 

ROE 
Planners 231 
Nonplanners 71 

'Significant level = 1.00 — Probability 

Source: Federal Reserve Bank of Atlanta 

35.16 
11.06 

.87 
1.18 

7.47 
8.72 

1.26 

-3.80 

-3.91 

.21 

.00 

.00 

low levels of sophistication. Of course, ambiguity 
of the term planning necessitated such definition. 

Attempting to differentiate among firms that 
pay lip service to the planning process and those 
that are in fact committed to it, we established 
various criteria for the level of planning sophis-
tication and designated all institutions that re-
sponded positively to the survey as planners or 
nonplanners. This step allowed us to remove 
some of the ambiguity from the term planning. 

Having defined what we believed to be a 
satisfactory array of planning criteria, we pro-
ceeded to performance measurements. Firms 
may differ in the objectives they formulate in 
their planning process. Although the profit ob-
jective is perhaps the most prevalent, increased 
market share also is a reasonable end. In order to 
gain market share, a firm probably will have to 
sacrifice some profits. Recognizing this fact, we 
relied on three performance yardsticks: return 
on assets and return on equity were used to 
measure profitability while absolute growth in 
deposits measured deposit growth. 

In the present study, we use regression analysis 
and analysis of variance to assess the impact 
planning has on the profit and growth measures. 
Regression analysis isolates the performance 
impact of given variables across all banking 
organizations, that is, planners and nonplanners, 
banks and savings and loan associations. The 
analysis of variance statistically tests the signifi-
cance of the difference in performance between 
two identified groups (planners and nonplanners, 

18 

banks and S&Ls). Given our data base, we also 
were able to control for length of time in the 
planning process, geographic location of the 
institution, its deposit size, and certain other 
characteristics identified through the survey. Our 
primary objective was to identify any statistically 
significant linkage between planning, however 
defined, and a firm's profitability or deposit 
growth. 

The original survey also enabled us to identify 
firms that claimed they undertook no formal 
planning procedures. Therefore, we could test— 
with interesting results—for a significant dif-
ference in profits and growth for all firms that 
professed to plan relative to those that maintained 
they did not. 

The Results 
The basic purpose of our analysis, to test for a 

relationship between planning and profitability 
or planning and deposit growth, allowed us to 
structure a simple first test. Our aim here was to 
draw a distinction between two groups of firms— 
those that have a formal written plan and those 
that do not. W e conducted a regression analysis 
using only a planning dummy and our three 
performance measures. For all three, the planning 
dummy variable proved statistically insignificant 
at the 90 percent level of significance. Even 
when the size of the firm was added as an 
independent variable, the planning dummy variable 
still proved statistically insignificant. 
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Table 4. Profitability and Deposit Growth of Planner and Nonplanner Banks 
(by deposit size) 

Deposit Growth 
Planners 
Nonplanners 

ROA 
Planners 
Nonplanners 

ROE 
Planners 
Nonplanners 

Deposit Growth 
Planners 
Nonplanners 

ROA 
Planners 
Nonplanners 

ROE 
Planners 
Nonplanners 

Deposit Growth 
Planners 
Nonplanners 

ROA 
Planners 
Nonplanners 

ROE 
Planners 
Nonplanners 

Deposit Growth 
Planners 
Nonplanners 

ROA 
Planners 
Nonplanners 

ROE 
Planners 
Nonplanners 

0 - $ 5 0 Million in Deposits 

Cases 

26 
16 

26 
16 

26 
16 

Mean 

12.09 
1 1 . 1 6 

1.22 
1.31 

9.07 
10.18 

$ 5 0 - $ 1 0 0 Million in Deposits 

Cases 

36 
20 

36 
20 

36 
20 

Mean 

15.64 
10.26 

1 .00 
1.17 

8.37 
8.93 

$ 1 0 0 - $ 5 0 0 Million in Deposits 

Cases 

37 
23 

37 
23 

37 
23 

Mean 

19.91 
11.39 

0 .86 
1 . 1 6 

7.56 
8 . 1 2 

$ 5 0 0 Million - $1 Billion in Deposits 

Cases 

42 
12 

42 
12 

42 
12 

Mean 

11.25 
11.61 

0.66 
1.07 

7.03 
7.56 

Separate Variance Estimate 
t 

0.20 

-0.48 

- 1 . 2 8 

Probability* 

0.84 

0.64 

0 . 2 1 

Separate Variance Estimate 
t 

1.58 

- 0 . 8 6 

-1.40 

Probability* 

0 . 12 

0.39 

0.17 

Separate Variance Estimate 
t 

1 . 1 0 

-2.17 

- 1 . 1 8 

Probability* 

0.28 

0.03 

0.25 

Separate Variance Estimate 
t Probability* 

-0.09 0.93 

-2.17 

-0.53 

0.04 

0.62 

"Significant level = 1.00 - Probability 

Source: Federal Reserve Bank of Atlanta 
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Table 5. Relationship of Size and Sophistication of Planning Process to Profitability 

Savings and Loans Banks 

Performance Variable 
Regression 
Coefficient Significance 

Regression 
Coefficient Significance 

Deposit PL Dum 12.04 0.940 13.740 0.250 
Growth Size 0.96 0.220 16.460 0.760 
ROA PL Dum -0.27 0.995 -0.230 0.987 

Size -0.02 0.360 -0.080 0.993 
ROE PL Dum -0.47 0.660 -0.510 0.930 

Size -0.64 0.990 -0.630 0.999 

Source: Federal Reserve Bank of Atlanta 

Given these findings, we decided to separate 
the banks from the S& Ls and test the relationship 
between planners and nonplanners and the 
performance variables. Again, the criterion for 
planning was a formal written plan. An analysis of 
variance we performed for the full sample of 
banks, divided into those that planned and those 
that did not, revealed a statistically significant 
difference between the two groups. The banks 
defined as planners showed lower returns on 
assets (ROAs) and returns on equity (ROEs) than 
did the nonplanners and the difference was 
statistically significant. Planners tended to have 
higher, but not significantly higher, growth in 
deposits than did the nonplanners (see Table 3). 

This unexpectedly negative relationship be-
tween planning and profitability called for further 
analysis. Because size may be related to decen-
tralized decision making, which some suggest 
results in better performance, we divided the 
banks into four deposit size groups ($50 million 
or less, $50-$100 million, $100-$500 million, 
and $500 million-$1 billion). W e had too few 
observations to evaluate nonplanners above $1 
billion in deposits (see Table 4). 

The third category of banks, those in the $100-
$500 million category, show no significant differ-
ence in deposit growth or ROE, but planners 
showed significantly lower ROA than nonplanners. 
The same finding applied to banks in the fourth 
size category, $500 million - $1 billion. The 
finding of this negative relationship for the two 
size categories of banks is consistent with the 
results obtained when the analysis is performed 
on all banks. One possible explanation for this 
negative relationship is that banks in these size cat-
egories that plan may have more financial leverage 

(relatively less equity capital) than nonplanners. 
The relationship between ROE, ROA, and a 
financial leverage ratio (LR) is explained by the 
following equation. 

ROE = ROA X LR 
or 
Net income = Net income x Total assets 
Total equity Total assets Total equity 

If the ROE for both planners and nonplanners 
is similar and the ROA is lower, the difference 
between the two groups must be accounted for 
by financial leverage. 

Along this same line, large commercial banks 
have relatively less equity capital than small 
commercial banks. Possibly some of this "size 
effect" also is showing up in these categories 
which cover banks that range from $100 million 
to $500 million, and $500 million to $1 billion. 

Any touchstone used to distinguish planners 
from nonplanners maybe questionable owingto 
the imprecision of the term "planning." To ensure 
that the negative relationship between planning 
and ROA did not simply result from our using a 
formal written plan to separate the two groups, 
we redefined the planning and nonplanning 
groups based on several criteria As a first attempt 
to distinguish among degrees of planning, we 
categorized planners as high and low. High 
planners included all organizations that revised 
their plans quarterly or continuously and in 
which a planner or executive planning committee 
was responsible for strategic planning. 

Controlling for size of the organization, we ran 
regressions forthe high and low planning groups. 
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Table 6. Performance of Organizations by Major Planning Emphasis 

Product and Service Development 

Deposit Growth 
Planners that emphasized 
Those that did not 

ROA 
Planners that emphasized 
Those that did not 

ROE 
Planners that emphasized 
Those that did not 

Cases 

138 
1 2 2 

138 
1 2 2 

138 
1 2 2 

Mean 

52.29 
13.27 

0.68 
0.85 

6.43 
6.96 

Separate Variance Estimate 
t Probability* 

1.23 

-2.07 

-1.44 

0.22 

0.04 

0.15 

Market Extension 

Deposit Growth 
Planners that emphasized 
Those that did not 

ROA 
Planners that emphasized 
Those that did not 

ROE 
Planners that emphasized 
Those that did not 

Cases 

53 
1 2 2 

53 
1 2 2 

53 
1 2 2 

Mean 

28.36 
13.27 

0.60 
0.85 

6.13 
6.96 

Separate Variance Estimate 
t Probability* 

1.89 

- 1 . 6 6 

-1.95 

0 .06 

0 . 1 0 

0.05 

Corporate Development 

Deposit Growth 
Planners that emphasized 
Those that did not 

ROA 
Planners that emphasized 
Those that did not 

ROE 
Planners that emphasized 
Those that did not 

Cases 

158 122 
158 
122 

158 122 

Mean 

49.89 
13.27 

0.65 
0.85 

6.51 
6.96 

Separate Variance Estimate 
t Probability* 

1.31 

-2.24 

-1.27 

0.19 

0.03 

0 . 2 1 

Social, Economic, and 
Political Considerations 

Deposit Growth 
Planners that emphasized 
Those that did not 

ROA 
Planners that emphasized 
Those that did not 

ROE 
Planners that emphasized 
Those that did not 

Cases 

146 122 
146 122 
146 122 

Mean 

51.55 
13.27 

0 . 6 8 
0.85 

6.66 
6.96 

Separate Variance Estimate 
Probability* t 

1.27 

-1.87 

- 0 . 8 1 

0 . 2 1 

0.06 

0.42 

•Significant level = 1.00 - Probability 

Source: Federal Reserve Bank of Atlanta 
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Table 7. Comparative Performance of Planner Organizations 
(by planning objective) 

Competitive ROA and ROE 

Deposit Growth 
Planners that focused on ROA or ROE 
Those that did not 

ROA 
Planners that focused on ROA or ROE 
Those that did not 

ROE 
Planners that focused on ROA or ROE 
Those that did not 

Growth in Market Share 

Deposit Growth 
Planners that focused on market share 
Those that did not 

ROA 
Planners that focused on market share 
Those that did not 

ROE 
Planners that focused on market share 
Those that did not 

Achieving Competitive Advantage 

Deposit Growth 
Planners that focused on competitive advantage 
Those that did not 

ROA 
Planners that focused on competitive advantage 
Those that did not 

ROE 
Planners that focused on competitive advantage 
Those that did not 

Use Technology Internally 

Deposit Growth 
Planners that emphasized technology 
Those that did not 

ROA 
Planners that emphasized technology 
Those that did not 

ROE 
Planners that emphasized technology 
Those that did not 

Separate 
Cases Mean Variance Estimate 

t Probability* 

228 38.27 1.29 0.20 
122 13.27 

228 0.70 -1.85 0.06 
122 0.85 

228 6.96 0.03 0.97 
122 6.96 

Separate 
Cases Mean Variance Estimate 

_t_ Probability* 

153 18.59 1.82 0.07 
122 13.27 

153 0.63 -2.04 0.04 
122 0.85 

153 6.26 -1.97 0.05 
122 6.96 

Separate 
Cases Mean Variance Estimate 

_t_ Probability* 

89 18.71 1.62 0.11 
122 13.27 

89 0.79 -0.43 0.67 
122 0.85 

89 6.40 -1.43 0.15 
122 6.96 

Separate 
Cases Mean Variance Estimate 

t_ Probability* 

72 80.46 1.10 0.27 
122 13.27 

72 0.69 -1.52 0.13 
122 0.85 

72 6.75 -0.51 0.61 
122 6.96 
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Table 7. (conf d.) 

Providing New Technology 
to Customers 

Deposit Growth 
Planners that emphasized technology 
Those that did not 

Cases 

66 
122 

Mean 

21.90 
13.27 

Separate 
Variance Estimate 

2 . 0 6 

Probability* 

0.04 

ROA 
Planners that emphasized technology 
Those that did not 

ROE 
Planners that emphasized technology 
Those that did not 

66 
122 

66 
122 

0.79 
0.85 

6.26 
6.96 

-0.33 

-1.78 

0.74 

0.08 

•Significant level = 1.00 - Probability 

Source: Federal Reserve Bank of Atlanta. 

Table 5 shows the results for both banks and 
S&Ls. The banks showed a negative and statisti-
cally significant relationship between planning 
and profits (measured as ROAor ROE). The S&Ls 
exhibited the same negative and significant re-
lationship between planning and ROA but the 
relationship between planning and ROE was 
insignificant. In addition, the S&Ls showed a 
positive and statistically significant relationship 
between planning and deposit growth. These 
results generally confirmed our previous finding. 
When the analysis of variance incorporated these 
distinctions for high and low planners, it showed 
the same negative relationship between high 
planning and profitability. A statistically signifi-
cant difference existed between the two groups 
of planners with respect to both deposit growth 
and ROE, and the relationship between planning 
and ROA was negative with respect to the high 
planning category. High planners continued to 
show a positive and statistically significant relation-
ship with deposit growth. Thus, this new definition 
of high and low planners essentially confirms our 
earlier results. 

Planning differs among organizations according 
to the results that each considers important. 
Some firms structure their planning efforts toward 
product and service development, others pursue 
market extension or corporate development, 
and still others desire to monitor changes in their 
business environment (social, economic, and 
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political). While all of these planningapproaches 
are useful, we wanted to see if a difference in 
performance was associated with each. There-
fore, we redefined our sophisticated planners as 
all those organizations that revised their plans 
quarterly or continuously and placed heavy em-
phasis on (1) product and service development, 
(2) market extension, (3) corporate develop-
ment, or (4) social, economic, and political con-
siderations. All other organizations fell into the 
less sophisticated planning group. 

Once again, we performed analyses of variance 
using our three performance measures as the 
dependent variable (Table 6). Those sophisticated 
planners that emphasized product or service 
development displayed no statistically significant 
differences in deposit growth or ROE, but their 
ROA was significantly lower than that of their less 
sophisticated counterparts. For those sophisticated 
planners that emphasized market extension, the 
results showed significantly lower ROA and ROE 
and significantly higher deposit growth. This is a 
logical relationship, as a firm trades off higher 
profits against greater deposit growth through 
market extensions. Sophisticated planners that 
emphasized corporate development exhibited 
significantly lower ROAs than their less sophisti-
cated counterparts, which again is consistent 
with our earlier finding. Finally, that group of 
sophisticated planners that emphasized monitoring 
their social, economic, and political environment 
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also showed no statistically significant difference 
regarding deposit growth or ROE. But with re-
spect to ROA, the sophisticated group showed 
statistically significant and lower ROAs. Thus, 
even when we redefined sophisticated planning, 
the result was unchanged: where a statistically 
significant difference occurred it consistently 
showed more sophisticated planning associated 
with low ROA performance. 

W e redefined the planningeffortonce more to 
ensure accuracy of our results. Recognizing that 
firms may have different objectives, we categorized 
planners into five additional groups, clustering 
those that revised their plans quarterly or con-
tinuously and placed major emphasis on (1) 
providing a competitive ROA or ROE, (2) growth 
in market share, (3) achieving competitive ad-
vantages, (4) cost reductions through use of new 
technology for internal functions, and (5) com-
petition and cost advantages through application 
of new technology for customers' use. An analysis 
of variance was run using each of these five 
categories of planners against those institutions 
that planned but did not emphasize that par-
ticular planning objective (Table 7). Again, the 
relevant dependent variables were market growth, 
ROA, or ROE. 

The group of planners whose objective was a 
competitive ROA or ROE showed no significant 
difference in market growth or ROE. They did, 
however, show a statistically significant and lower 
ROA than the group of planners that did not 
emphasize ROA or ROE Apparently, these planners 
failed to meet their objectives. By contrast, 
planners that emphasized growth in market 
share seem to have been successful, for the 
results showed a statistically significant and higher 
deposit growth. The costs of this achievement 
are painfully obvious—statistically significant and 
lower ROA and ROE than that group of planners 
that did not share their objective. This finding is 
consistent with the proposition that some organi-
zations are willing to surrender a degree of 
profitability to gain market share. 

No statistically significant difference was found 
for those planners who focused on new tech-
nology for internal use and those with different 
targets. For the group whose objective was to 
achieve an advantage over their competitors, 
performance results are no different from those 
of planners that did not attempt this. Our finding 
is especially reasonable in the financial services 
industry, where new products can be copied 
quickly and at low cost. Planners that concentrated 
on providing new technology for customers' use 

are shown to have a statistically significant and 
higher growth in market share and statistically 
significant and lower ROE than counterparts that 
did not pursue this objective. Such a situation 
seems consistent with an emphasis on market 
growth; that is, by promoting use of new tech-
nology a firm may make it easier for a segment of 
the population to obtain banking services. To a 
large extent planners who focused on technology 
for customer use and those who sought to 
increase market share may be measuring the 
same thing. The latter group apparently com-
pleted their objective relative to other planners. 

Next, we categorized organizations into more 
or less sophisticated groupings dependent upon 
their use of given types of planning tools. Our 
assumption was that those organizations that 
were serious about planning would use the most 
sophisticated tools and would show higher per-
formance as a result. W e structured a regression 
equation that used independent variables to 
indicate whether firms use simulation techniques, 
PIMS, external data bases, econometric analysis, 
or regression analysis in their planning efforts. 
The equation was run separately using each of 
the three performance measures as dependent 
variables. None of these variables proved to be 
significant (at the 90 percent level of significance) 
in explaining ROA differences among the planners, 
and only the use of external data bases was 
statistically significant and positively related to 
ROE. In terms of explaining deposit growth, we 
found thatonlythe use of simulation techniques 
and external data bases proved statistically signifi-
cant and the simulation variable was negatively 
associated with deposit growth. Geographic lo-
cation and institution size were included as 
independent variables and appeared not to be 
statistically significantly associated with the vari-
ation in the performance measures. Therefore, 
over the observation period only the use of 
external data bases proved to be positively 
associated with performance. The more sophisti-
cated tools either were not statistically signifi-
cantly associated with performance or were 
negatively associated with performance measures 
(the case of simulations). Thus, the degree of 
sophistication or commitment to the planning 
process as measured by the use of refined 
planningtools was insignificantly associated with 
performance. 

As a final effort, we tested the hypothesis that 
planning pays off but only after a period of time. 
To do so, we looked at the relationship between 
length of time an organization has been involved 
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in planning and the firm's ending year profits 
(1983). Our regression equation used location 
(state), deposit size, and length of time engaged 
in planning as independent variables. W e were 
unable, however, to identify a statistically signifi-
cant relationship between profits (ROA and 
ROE) and length of time the organization was 
engaged in planning. Organization size and lo-
cation proved insignificant in explaining deposit 
growth or ROA, and only size proved to be 
significantly (though negatively) related to ROE. 
This weak but still significant negative relation-
ship runs counter to intuition and is less than 
satisfying. But overall we found no evidence to 
support the proposition that length of time 
engaged in planning is positively associated with 
the organization's profit performance or deposit 
growth. 

Conclusion 
Our purpose in this study was to determine if 

strategic planning made a measurable contri-
bution to the profitability of banking organizations 
and savings and loan associations. W e examined 
316 banking organizations that planned and 133 
that did not categorizing the data by size, type of 
organization, and degree of sophistication in the 
planning process. 

I n spite of the large volume of data we analyzed, 
the study does have several shortcomings. First, 
the respondents may define strategic planning in 
different ways. Second, we do not know anything 
about the "quality" or use of the plans. W e 
attempted to adjust for these flaws by using 
several definitions for planners, by differentiating 

the degree of sophistication in the planning 
effort, and by focusing on various objectives of 
the planning effort. Even so, our results yield no 
consistent statistical evidence that strategic plan-
ning increases the profitability of the organi-
zations studied. They produce limited evidence 
that sophisticated planners may have greater 
deposit growth than unsophisticated planners 
and nonplanners; however, this deposit growth 
did not seem to enhance their profitability. In 
fact, the evidence shows a negative relationship 
between planning and profitability. 

The discovery that planning is not associated 
with increased profitability is not surprising. Firms 
that show strong profits probably feel less pressure 
to engage in sophisticated planning than those 
with weak profits. Hence, our findings may be 
interpreted to mean that low profitability en-
courages more planning. And in light of our 
finding that length of time in the planning process 
has little bearing on profitability, if planning pays 
off it takes a long time to do so—apparently 
longer than our observation period. Another 
explanation for the negative association between 
planning and profits is that new products or 
services developed and offered by one organi-
zation are quickly adapted by competitors, thereby 
reducing differences in profitability. 

The fact that strategic planning showed no 
positive relationship to profitability should not 
be considered a condemnation of planning per 
se. The questions we have raised about the 
quality of planning and competitive advantage 
must be answered. Equally important, we must 
analyze the effect of planning on stockholder 
wealth. Only then will we have the answers we 
began to seek here. 

NOTES 

' See Benton E. Gup (1980). 
2See D. Robley Wood, Jr. (1980), Giroux and Rose (1 984), and Gup and 
Whitehead (1983). 

3Robert Mainer (1973). 
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