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Abstract

This paper attempts to examine the impact of generic competitive strategy on
organizational performance in Nepalese commercial banks. It has employed
descriptive and causal comparative research design to estimate the relationship
between dependent variable (organizational performance) with independent
variables (differentiation strategy, cost leadership strategy, focus strategy,
organization's core competency and bank size). Data has been collected from 384
respondents by using structured questionnaire. The multiple regression model
has been used to test the relationship. It is found that organizational performance
of banks are influenced by cost leadership, differentiation, focus, organization's
core competency and bank size.
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Introduction

Organizational performance has attracted the interest of researchers and practitioners for the last
few decades. Prior research has linked organizational performance with different generic competitive
strategies. Performance is the accomplishment of a given task measured against preset standards of
accuracy, completeness, cost and speed. In measuring a firm’s performance generally one takes into
account performance indicators such as sales, profits, cash flow, return on equity and growth (Dress &
Robinson, 1984). Similarly, Thompson et al. (2007) have argued that what enables a company to achieve
or deliver better financial results from its operations is the achievement of strategic objectives that improve
its competitiveness and market strength. Non-financial measures include innovativeness (Goldsmith et al.,
1984) and market standing (Saunders et al., 1985; Hooley and Lynch, 1985). Therefore, performance is
measured by both financial and non-financial measures. Porter (2000) stated that higher performance can
be attained in a competitive industry through the pursuit of a generic strategy, that include development of
an overall cost leadership strategy, differentiation strategy, or focus.

Strategic management is the formulation and implementation of the major goals and initiatives which
has proven to be an important predictor of an increased organizational performance. The strategic practices
have been linked to improving the overall performance of the firm (Dauda et al., 2010). Porter argued that
superior performance can be achieved through pursuit of a competitive generic strategy. An identification
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and pursuit of the right competitive strategies is a source of superior performance to become a predominant
priority in all organizations.

Cost leadership and differentiation are the two basic types of competitive advantage and performance
norms vary significantly across strategic types. Acquaah and Ardekani (2008) stated firm implementing the
combination of cost-leadership and differentiation strategy experiences substantial incremental performance
benefits over using cost-leadership strategy only. However, the incremental performance benefits to firms
implementing a combination strategy do not significantly differ from the performance of firms implementing
only the differentiation strategy. Porter suggested that cost leadership, differentiation strategy and focus
strategy are three fundamental ways in which firms might achieve sustainable competitive advantage.

Agha et al. (2012) examined that competitive advantage has significant positive impact on
organizational performance. Core competency determines the degree of difference between average and
superior performance. Core competency helps management to shape bank’s market position by forecasting
future (Godbout, 2000). There is a positive relationship between bank size and its performance (Adusei,
2015; Kioko, 2010; Makadok & Walker, 2000)). However, Hirtle (2005) showed that there is no systematic
relationship between bank size and overall performance. Haana et al.(2011) revealed that bank size reduces
return volatility, the negative impact of bank size on bank earnings volatility decreases (in absolute terms)
with market concentration and larger banks located in concentrated markets have experienced higher
volatility.Gnyawali et al. (2008) found that while senior managers in many organizations have started to
think and act strategically, they differ from the western model of strategic management. Much remains to
be done in order for them to thoroughly understand and adopt the strategic management perspective so
that they create advantages and outperform competitors in the global market. Therefore, it is suggested
that high performing banks are more likely to pursue a combination of the generic strategies rather than
pursuing one of the generic strategies in isolation (Thapa, 2010). The evidences show that the studies
devoted to the impact of generic competitive strategies on the organizational performances of banks are
of greater importance. Moreover, research has been done concerning to generic competitive strategies
and performance in western context; however, there are few research have been done in Nepalese context.
Hence, this paper attempts to examine the linkage between generic competitive strategies and performance
of Nepalese commercial banks.

Objective of the Study
The main objective of the study is to analyze the relation between generic competitive strategies and
organization performance of Nepalese commercial banks.
Other specific objectives are:
1. To analyze the impact of differentiation strategy and organizational performance.
1i. To analyze the impact of cost leadership and organizational performance.
iii.  To analyze the impact of focus strategy and organizational performance.
iv.  To analyze the impact of organization’s core competency and organizational performance.
V. To analyze the impact of bank size and organizational performance.

Operational Definitions and Hypotheses

Organizational Performance

Organizational performance is a set of financial and nonfinancial indicators which offer information
on the degree of achievement of objectives and results (Lebans & Euske 2006). Organizational
performance comprises the actual output or results of an organization as measured against its intended
outputs. Similarly, Richard et al. (2009) stated that organizational performance encompasses three specific
areas of firm outcomes: financial performance (profits, return on assets, return on investment, etc.); product
market performance (sales, market share, etc.); and shareholder return (total shareholder return, economic

~ 88 ~



w= PRAVAHA, 25 (1)

value added, etc.).

Differentiation

A differentiation strategy is appropriate where the target customer segment is not price-sensitive, the
market is competitive or saturated, customers have very specific needs which are possibly under-served,
and the firm has unique resources and capabilities which enable it to satisfy these needs in ways that are
difficult to copy. Aykan et al. (2013) found significant positive relationships between the differentiation
strategy of competitive strategies and perceived qualitative-quantitative performances. Dess et al., (1984)
also revealed the positive relationship between differentiation strategy and the organizational performance.
Similarly, Atikiya et al. (2015) presented the significant positive relation between differentiation strategy
and organizational performance. Based on it, this study develops the following hypothesis:
HI1: There is a positive relationship between differentiation strategy and organizational performance.

Cost leadership

Cost leadership strategy involves the firm winning market share by appealing to cost-conscious or
price-sensitive customers. This is achieved by having the lowest prices in the target market segment, or
at least the lowest price to value ratio (price compared to what customers receive). It involves being the
leader in terms of cost in industry or market. Kinyuira (2014) revealed that cost leadership strategy has a
significant positive relationship with the organizational performance. Allen et al. (2006) stated that there
is positive effect of generic strategies on optimal performance of organizations. Similarly, Atikiya et al.
(2015) found that performance of an organization are significantly influenced by cost leadership strategy.
Based on it, this paper develops the following hypothesis:
H2: There is a positive relationship between cost leadership and organizational performance.

Focus

A marketing strategy, in which a company concentrates its resources on entering or expanding in
a narrow market or industry segment is defined as a focus strategy. A focus strategy is usually employed
where the company knows its segment and has products to competitively satisfy its needs. Allen et al.
(2006) concluded there is positive and significant relationship between focus strategy and organizational
performance. Generic strategies can successfully be linked to organizational performance through the use
of focus strategy (Thompson et al., 2008; Datta, 2009). Therefore, the hypothesis can set as:
H3: There is a positive relationship between focus strategy and organizational performance.

Core competency
Core competency is a harmonized combination of multiple resources and skills that distinguish a firm
in the marketplace and therefore are the foundation of companies’ competitiveness. Zaim et al. (2013) argued
that organizational performance is significantly influenced by the core competencies whereas Jabbouri et
al. (2014) stated there is a significant correlation among core competences and organizational performance.
Similarly, Nimsith et al. (2016) concluded significant impact of core competence on performance through
competitive advantage. Based on it, the following hypothesis can set as:
H4: There is a positive relationship between organization’s core competency and organizational
performance.

Bank Size
Size represents the structure of a bank and it has influenced on the organizational performance
through implying generic strategies. According to Kioko(2010), there is statistically significant relationship
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between bank size and organizational performance and Adusei (2015) concluded that increasing bank size
leads to increasing organizational performance. Based on it, this paper develops the following hypothesis:
HS5: There is a positive relationship between bank size and organizational performance.

Methods

The descriptive research design has been used for searching the adequate data and information about
factor affecting the organizational performance. Similarly, casual-comparative research design has also
used to determine the casual or consequences of difference that already exist between the variables and
the relationship between independent and dependent variables. Data are collected from 384 respondents
through structured questionnaire survey and analyzed by using descriptive statistics and multi-step
regression analysis. The model is presented as:

OP= B, + B, CLS+ B, DIF+ B, FCS + B, OCC+f, BSIZE + ¢,

Where, OP = Organizational performance; CLS= Cost leadership;

DIF= Differentiation FCS= Focus; OCC= Organization’s core competency;
BSIZE = Bank size; B1, B2, B3, p4, p5 are the coefficient of the variables;
¢= Error term.

Validity and reliability

In this study, Cronbach’s alpha is used to test reliability of the primary data. The value of Cronbatch’s
alpha has obtained 0.896 which is greater than 0.7 which indicates there is strong internal consistency
among the determinants of organizational performance.

Results

Descriptive analysis

The mean value of cost leadership strategy ranges from minimum of 3.33 to the maximum of 4.57
where weighted average mean value for the aspects of cost leadership strategy is 3.985 which indicate that
aspects of the cost leadership strategy are satisfactory. The mean value of differentiation strategyranges from
minimum of 3.22 to the maximum of 4.75 where weighted average mean value for the aspects of product
quality is 3.83 which indicate that aspects of the differentiation strategy are satisfactory. The mean value of
focus strategy ranges from minimum of 2.65 to the maximum of 4.33 where weighted average mean value
for the aspects of focus strategy is 3.57 which indicate that an aspect of focus strategy is satisfactory.

The mean value of organizations core competency ranges from minimum of 3.71 to the maximum
of 4.54 where weighted average mean value for the aspects of organizations core competency is 3.93
which indicate that aspects of organizations core competency are satisfactory. The mean value of banks
size ranges from minimum of 3.89 to the maximum of 4.42 where weighted average mean value for the
aspects of banks size is 4.07 which indicate that aspects of banks size are satisfactory. The mean value
of organizational performance ranges from minimum of 3.43 to the maximum of 4.42 where weighted
average mean value for the aspects of organizational performance is 3.99 which indicate that aspects of
organizational performance are satisfactory.

Correlation analysis
The Pearson correlation coefficients have been conducted and the results are presented in Table 1
Table Pearson’s correlation matrix for the impact of genetic competitive strategy on organizational
performance in Nepalese Commercial Banks
This table shows the correlation between dependent variable i.e. organizational performance (OP)

and independent variables i.e. cost leadership strategy (CLS), differentiation strategy (DIF), focus strategy
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(FCS), organizations core competency (OCC) and banks size (BSIZE).

Variables Mean S.D. CLS DIF FCS ocCcC BSIZE 0]y
CLS 3.9850 .62762 1

DIF 3.8300 .64114 491%** 1

FCS 3.5700 .60160 333 201* 1

ocCC 3.9300 .59743 S568** S51%* S13%* 1

BSIZE 4.0700 57334 A489%** 355 * 201%%* A452%%* 1

OP 3.9900 .69259 A451%* 397** 306%* S17* A11%* 1

Notes: The asterisk signs (**) and (*) indicate that the results are significant at 1 percent and 5 percent level respectively.

The results present that there is positive relationship of all independent variables with organizational
performance that indicates: better the cost leadership strategy, higher would be the organizational
performance; higher the level of differentiation strategy, higher would be the organizational performance;
more concentration in focus strategy leads to an increase in the organizational performance; stronger
organization’s core competency leads to improve the organizational performance of bank and larger banks
size higher would be the organizational performance.

Regression analysis
Table 2
Regression result of generic competitive strategy on organizational performance.

This table represents the regression results on organizational performance (OP) i.e. dependent
variable and independent variables i.e. cost leadership strategy (CLS), differentiation strategy (DIF), focus
strategy (FCS), organizations core competency (OCC) and banks size (BSIZE). The regression results are
estimated using regression equation as OP= 3, + 3, CLS+ B, DIF+ 3, FCS + 8, OCC+B, BSIZE + ¢,

Regression coefficients of
CLS DIF FCS OCC BSIZE

Model Intercept Adj.R* SEE  F-value

1.479 0.613
0.292 0.582  41.968
(4.020)** (6.481)**
2.249 0.431
2 0.151 0.642  18.177
(5.947)%* (4.263)**
2.609 0.352
3 0.087 0.666  10.191
(6.658)** (3.188)**
1.538 0.597
4 0.261  0.597 35.545
(3.961)** (5.963)**
1.902 0.494
5 0.163  0.633  20.205
(4.347)** (4.494)%*
1.172 0.519  0.181
6 0.307  0.578 22.867
(2.878)** (4.836)** (1.711)
1.490 0376  0.271
7 0.195 0.622 12.930
(3.149)** (3.778)** (2.578)**
1.121 0.559 0.159
8 0.307 0.577 22.570
(2.592)** (5.636)** (1.586)

0.837 0.477 0.169 0.157

0313 0575 16231
(1.809)  (4.271)** (1.653) (1.539)
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0.803 0.403 0.69 0.321
10 0347 0561 18.397
(1.907)  (3.506)** (0.639) (2.602)**
0.790 0443  0.148 0.201
0318 0572 16578
(1.713)  (3.820)** (1.450) (1.743)
0.541 0411  0.150  0.131 0.181
12 0322 0572  12.940
(1.099)  (3.496)** (1.423) (1.287) (1.541)

0.499 0347  0.68 042 0264  0.142
(1.015)  (2.927)** (0.605) (0.386) (1.907)  (1.247)

The asterisk signs (**) and (*) indicate that coefficients are significant at 1 percent and 5 percent levels.

0.345 0562 11.369

The results show that beta coefficients are positive and significant for cost leadership strategy
with the organizational performance. It reveals that cost leadership strategy has positive impact on the
organizational performance of bank and this result is consistent to the finding of Atikiya et al. (2015). The
beta coefficients are positive and significant for differentiation strategy which indicates that differentiation
strategy has positive influence on the organizational performance of bank and it is similar to the study of
Aykan et al. (2013). Similarly, the result presents that beta coefficient is positive and significant for focus
strategy which indicates that the focus strategy has positive effect on the organization performance of bank.
The result is similar to the finding of Thompson et al., (2008).

Likewise, the results also exhibit that the beta coefficients are positive and significant for organizations
core competency with organizational performance which indicates that the organizations core competency
has positive effect on the organizational performance of bank. The finding is similar to findings of Zaim et
al. (2013). Additionally, beta coefficients are positive and significant for banks size. It states that larger the
banks size, higher would be the organizational performance of bank. Thus, the finding is consistent with
Kioko (2010).

Conclusion
Performance is measured by both financial and non-financial measures. Performance can be attained
in a competitive industry through the pursuit of a generic strategy, that include development of an overall
cost leadership strategy, differentiation strategy and focus.This study concludes that the organizational
performance of Nepalese commercial banks are influenced by factors i.e. cost leadership, differentiation,
focus, organization’s core competency and bank size.
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