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 C h a p t e r -  1 

 INTRODUCTION 
 

 

1.1 Background 

 

The use of information technology (IT) as a competitive weapon has become a popular 

saying; but there is still a lack of understanding of the factors that determine the influence 

of information technology on a particular organization. The focus of this research study is 

to find out the impact of information technology in bringing competitive advantage and 

to find out the complementary factors that will enable IT in bringing performance 

advantage to the banking industry of Sri Lanka. 

 

The “strategic necessity hypothesis” (Clemons & Row 1991) suggest that IT is a strategic 

necessity in an organization and it creates sustainable competitive advantage by 

leveraging or exploiting preexisting resources.  

 

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 resource-based view asserts that firms gain performance 

advantages by accumulating economically valuable, relatively scarce, and imperfectly 

imitable resources or resource combinations. (Barney 2001) 

 

The IT literatures, 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 utilizing relationships among complementary 

resources.  
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This study focuses on the complementary human resource factors and organizational 

procedural factors that play a key role in IT effectiveness in the Sri Lankan banking 

industry. This research investigates human resources and organizational procedures as 

complementary factors that when combined with information technology to produce 

competitive advantage through resource complementariness. Nevertheless, there may be 

other structural, industrial and internal factors which may play an important role in this 

relationship.  

 

This research study investigates linkages between information technology (IT) and bank 

performance in the Sri Lankan banking sector and examines the existing IT literature and 

presents results from a new empirical study. This in return will help the Sri Lankan banks 

to identify which human resource factors and which organizational procedural factors are 

needed to be improved when using IT as a competitive weapon in the Sri Lankan banking 

sector. Therefore the findings of this research are not only academically important but 

also industrially invaluable and this will open the path for the future scholarly researchers 

to carry out similar studies for other industries apart from the banking sector. 

 

The banking industry was chosen for this study because banking industry has a critical 

impact on the Sri Lankan economy, and also the banking industry is one of the service 

industries which have sustained clear and profound IT changes in the past few decades. 

 

Even though there are many e-banking research study carried in the Sri Lankan banking 

sector, there is very little solid empirical work or combination of finding on information 

technology (IT) and its impact on the Sri Lankan banking sector. This foremost study 

helps to explain and reason out the ways in which, IT can be used as a competitive 

weapon and point out the complementary resource factors that need to combine with IT 

to bring performance advantage to the Sri Lankan banking industry.  
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1.2 Research issues 

 

The use of IT in the banking sector has improved rapidly during the last decade, and it is 

important for Sri Lankans to find out the role of information technology in achieving 

competitive advantage to the Sri Lankan banking industry.  

 

(a) What is the impact of IT on achieving competitive advantage to the Sri Lanka 

banking sector? 

(b) What human resource complementary factors when combined with IT which 

would bring performance advantage to the Sri Lankan banking sector? 

(c) What organizational procedural complementary factors when combined with IT 

which would bring competitive advantage to the Sri Lankan banking sector? 

 

1.3 Objectives of the study 

 

There are 3 major objectives underlying this research study; which is given below: 

 

(a) To investigate, whether there is performance variance in the Sri Lankan banking 

sector, due to information technology  

(b) To investigate, whether complementary human resource factors when used 

jointly with  IT, generates a significant performance variance in the Sri Lankan 

banking sector 

(c) To investigate, whether complementary organizational procedure factors when 

used jointly with IT, generates a significant performance variance in the Sri 

Lankan banking sector 

 

1.4 Significance of the study 

 

The banking sector is one of the most dynamic and vibrant sectors of the economy, with 

development taking place during the last decade in terms of institutions, instruments, 
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range of services, and the geographic coverage. The Sri Lankan banking industry plays a 

major role in stabilizing the Sri Lankan economy.   

 

There are three major categories of institutions that are subject to licensing, regulation 

and supervision by the Central Bank in the public interest because they accept deposits 

from the general public. They are licensed commercial banks, licensed specialized banks 

and registered finance companies.  

 

There are 23 licensed commercial banks, of which, 11 are locally incorporated banks 

while the other 12 are local branches of foreign banks. These banks have a total of 1,711 

branches and other service outlets spread throughout the country. The 14 licensed 

specialized banks consist of long-term lending/ development banks, savings banks and 

regional development banks. This is further explained as an analysis of the banking sector 

in the Chapter 3 of this research. 

 

Rapid technological advancement including an automated cheque clearing house that 

clears cheques from most parts of the country within three days, ATMs, credit cards, 

electronic funds transfer facilities and several financial derivatives are evidence to this. 

Some banks have introduced phone-banking and electronic banking facilities and many 

have extended banking hours with some services being made available 24 hours a day 

through automation. The banking system is now linked closely to the worldwide 

networks via SWIFT and credit card gateways. For example, Hatton National Bank the 

premier private bank of Sri Lanka stated on website, they will continue to invest in 

leading-edge technology to deliver faster response times through an integrated linkage to 

all delivery channels. Fully automated self service kiosks were added to the Internet 

services offered by the Hatton National Bank during the last year, with the added feature 

of bill payment receipts being issued. Many banks have implemented cheque imaging 

and truncation system on a nationwide initiative of the Central Bank of Sri Lanka, which 

has benefited a large number of clients through the one day clearence. The one day 

clearing initiative will be extended to all parts of the island.  This shows that the Sri 
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Lankan banks are investing significantly to improve their IT capabilities during the last 

few years. 

 

Therefore the use of IT in the banking sector has improved during the last decade rapidly, 

and it is important for Sri Lankans to find out the role of information technology in 

bringing competitive advantage to the Sri Lankan banking industry. This is the first study 

in the Sri Lankan banking Industry in finding out the complementary human resources 

and organizational procedures which needs to be combined with information technology 

in bringing competitive advantage to the banking industry in Sri Lanka 

 

This study carried out across the banking sector categories: licensed commercial banks 

and licensed specialized banks and gives a more comprehensive overview of having 

resource complementary factors which impact the competitive advantage in the Sri 

Lankan banking sector 

 

1.5 Methodology in brief  

 

The variables were defined under the conceptualization, which was initially identified 

through the literature survey and later verify the applicability in the banking industry 

through analyzing the importance of those variables in the systemically important 

banking sector. The scientific approach of the study is discussed in detail in chapter 4 in 

two major sections, research design details and research methods. Under research design, 

type of the study, nature of the study, study setting, time horizon of the study and unit of 

analysis are explained. Research methods section explains the survey method, 

questionnaires, level of measurement of variables, validity and reliability of the 

questionnaire, data collection, and methods of data analysis. 

 

It was a Stepwise Multivariate Principal Component Analysis Study and the research was 

conducted for the Sri Lankan banking industry’s population. The study was analytical in 

nature and exploratory. The hypotheses formulated for the conceptual model of this 
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study, are stated in Chapter 4. The hypotheses were tested analyzing the nature of the 

relationship between the dependent and independent variables.  

 

1.6 Scope and limitations of the study  

 

This study has the following enumerated limitations. First, the research was based on the 

Sri Lankan banking industry which in overall has only 37 banks as the population. Also 

the banking industry consists of two different banking sectors; namely licensed 

commercial banks (LCB) and licensed specialized banks (LSB). The analysis is carried 

out for both sectors separately, since the usage of information technology is far greater in 

LCB than LSB and also due to the fact that major difference in the business process in 

these two different banking sectors. Therefore the final result is given for each banking 

sector separately rather than for the total banking industry as a whole.  

 

Since few specialized small scale banks were not having any standard rating procedures 

(Ex: Central Bank’s recommended, Fitch Rating), industry expert point of view, advice 

from bank supervision department and also comparison of annual reports were taken into 

consideration when categorizing those banks into rating categories. 

 

The results refer to the banking industry in Sri Lanka, so that the results may not be the 

same in other industries or other countries. The study focuses only on the banking 

industry and may limit the applicability of the results to other industries.  

 

The results of this research has very little relevance to other industries, but acknowledge 

that some of the specific IT involved (ex: ATM, cheque scanning) have greater visibility 

in banking than in other industries, and that some technologies vital to other industries 

may have less importance in the baking industry.  

It was difficult to get the best possible replies for the total questionnaire from 

interviewing only the senior banking staff members; therefore the questionnaires were 

partly filled by bank management staff member, and rest of the questionnaire was filled 

by low level operational staff member of each bank under this census process.  
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1.7 Organization of the chapters in the research   

 

The chapters of the study are organized in the following sequence.  

 

(a) Chapter 1 represents the background, significance, objectives, brief description of 

methodology and limitations of the study.  

 

(b) Chapter 2 reviews a broad literature on IT in banking industry, resource-based view, 

complementary human resource factors, complementary organizational procedure 

factors and analysis of the Sri Lankan banking industry in terms of licensed 

commercial banks and licensed specialized banks. 

 

(c) Chapter 3 gives the comprehensive background of the Sri Lankan banking industry.  

 

(d) In Chapter 4, dependent variables and independent variables are identified and the 

conceptualized model developed for the study is illustrated. The hypotheses 

postulating the individual and collective relationships between the dependent and the 

independent variables are presented. 

 

(e) In Chapter 5, research methodology of the study is presented in detail. 

 

(f) In Chapter 6, the presentation of data and the analyses the study are discussed. 

 

(g) In Chapter 7, the findings of the research are discussed. 

 

(h) In Chapter 8, the recommendation and conclusions are given.  


