
British Journal of Economics, Finance and Management Sciences 63 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   The Relationship between Business Strategy and Organizational Performance through Performance Measures of Libyan Commercial Banks  Corresponding author: Ismail Elnihewi1 Faculty of Economics & Political Sciences, Misurata University, Libya i.elnihewi@eps.misuratau.edu.ly  Milad Abdelnabi Salem2 Business Department, Community College of Qatar, Qatar Faculty of Economic, Sebha University, Libya Milad.Salem@ccq.edu.qa  ABSTRACT Organisational performance has a significant impact on the development and economic growth of a country. Currently, Libyan banks suffer from poor performance. Hence, this study examines the relationship between business strategy (prospector) and organisational performance (financial performance) through the performance measures (non-financial measures) of Libyan commercial banks. This study achieves this objective based on seven hypotheses from previous studies and contingency theory. In examining these hypotheses, 217 questionnaires were collected, but only 154 questionnaires from branch managers of Libyan commercial banks were usable. Data analysis was conducted by employing descriptive analysis, factor analysis, reliability analysis, and multiple regressions. The findings indicate that prospector strategy has a positive and significant relationship with non-financial measures and organisational performance. Furthermore, the non-financial measures have a positive influence on organisational performance. The results of this study imply that managers should consider the prospector strategy that may influence the performance measures. This leads to improvements in the organisational performance.  Keywords: Business strategy, performance measures, organisational performance, contingency theory, Libyan commercial banks.  1. INTRODUCTION Organisational performance is one of the most important constructs in achieving the goals of an organisation (Richard, Devinney, Yip & Johnson, 2009). Organisational performance refers to how effectively an organisation is executing an appropriate strategy (Otley, 1999). Increases in the bank's performance have a significant impact on the development and economic growth of any country (Levine, 2005; Paradi & Zhu, 2012). Libyan commercial banks that suffer from the poor performance report a high level of non-performing loans and low revenues (CBL, 2012; Chamiea, Elfeturi & Abusneina, 1997; Gabgub, 2009). This study views the banks’ performance from a financial perspective (objective measures).  Although organisational performance is affected by multiple factors, contingency factors have been widely recognised as important factors that can affect it (Gosselin, 2005; Henri, 2006a; Hoque, 2004; Lee & Yang, 2011). Business strategy is one of the important variables in contingency studies (Chong & Chong, 1997). In organisational literature (e.g., Miles, Snow, Meyer & Coleman, 1978), it has been 



British Journal of Economics, Finance and Management Sciences 64 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   suggested that improved business performance requires an organisational structure and management style that is related to a specific organisational strategy. Furthermore, Devece, Marqués, Martín, and Albert (2017) found the strategy has a stronger direct impact on organisational performance. Hence, the organisational strategy aims to improve the organisational performance through the use of strategies such as prospector, defender, analyser, and a reactor that fit with the organisation. This study focuses on the prospector strategy.  The literature reveals that the link between business strategy and organisational performance was both direct and indirect (Hoque & James, 2000; Lee & Yang, 2011; Verbeeten & Boons, 2009). Furthermore, several studies emphasised the need to use multiple performance measures in the service sector, including the banking sector (e.g. Hussain & Hoque, 2002; Kaplan & Norton, 2001; Lorenzo, 2008). In addition, Yuliansyah, Gurd, and Mohamed (2017) emphasised the need to adopt business strategies when designing performance measurement systems to obtain superior performance. Therefore, this study used the performance measures as the mediator variable of the relationship between the contingency and institutional factors, and organisational performance. In addition, this study focuses on three perspectives of the Balanced Scorecard (BSC) (customer satisfaction, internal business process, and innovation and learning) that represents non-financial performance measures. 2. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT This study uses contingency theory to help explain the relationship between factors. Contingency theory suggests that the fit between business strategy and the design of management control systems is relevant to superior organisational performance (Chenhall, 2003; Langfield-Smith, 1997).  2.1 Business Strategy and Performance Measures The organisation ought to raise its level of competence in performance measurement and rely upon the fit with the strategy in the design of the PMS (Nanni, Dixon & Vollmann, 1992). Prospector strategy tends to pay attention to non-financial measures relating to products, employee quality and customers whereas the defenders tend to pay attention to financial measurements (Gosselin, 2005). In addition, Ittner, Larcker, and Rajan (1997) reported that the relative weight attached to non-financial measurements is more in firms that adopt an innovative oriented strategy.  Based on the discussion above, the following hypothesis is proposed: 
H1: There is a positive relationship between business strategy and the use of performance measures.  2.2 Business Strategy and Organisational Performance Higher performance will be realised by firms if managerial practices go along with the strategic preference of the organisation (Venkatraman, Henderson & Oldach, 1993). In addition, Hoque (2004) pointed out that the most important factor for organisational performance is the strategy. In support of this argument, Van der Stede, Chow, and Lin (2006) reported a positive influence of the quality-based manufacturing strategy on performance. Also, Mazzarol, Reboud, and Soutar (2009) found a relationship between strategy and organisational performance. Furthermore, Kiprotich, Gachunga, and Bonuke (2018) found that there was a significant positive relationship between cost leadership strategy and the performance of firms. 
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H2: There is a positive relationship between business strategy and organisational performance.  2.3 Performance Measures and Organisational Performance The increased attention of measures of performance evaluation by academics and consultants reflects the greater pressure to improve organisational performance (Hoque, 2004; Pollanen et al., 2016; Nanni et al., 1992; Vieira et al., 2017). Furthermore, Banker and Mashruwala (2007) found that the information on performance measures is significant in explaining performance ratings. In this context, non-financial performance measures have been argued to be better measures, which lead to a financial performance in the future and have a positive effect on the long-term profitability (Hussain & Gunasekaran, 2002).  In view of this, this study hypothesises that: 
H3: There is a positive relationship between the use of performance measure and organisational 
performance.  2.4 Business Strategy, Performance Measures and Organisational Performance Business strategy is an important factor that affects the performance measures and organisational performance (Govindarajan & Gupta, 1985). Furthermore, the association between performance measures and organisational performance is dependent on business strategy (Hoque, 2004). In addition, firms would achieve higher performance if they align managerial practices to their strategic priorities (Venkatraman et al., 1993). Moreover, Yuliansyah, Gurd and Mohamed (2017) stated that business strategies should be considered in performance measurement systems to enhance performance.  Based on the discussion above, we hypothesise: 
H4: Use of performance measures positively mediates the relationship between business strategy and 
organisational performance.  3. RESEARCH METHOD  3.1 Data Collection This study focuses only on 16 Libyan commercial banks, which have 522 branches (CBL, 2017). The sample size covered 217 branches and was determined by referring to Krejcie and Morgan (1970). This study uses a quantitative approach through the distribution of questionnaires to the respondents of branch managers of the Libyan commercial banks. This study is based on 154 usable questionnaires which are analysed using SPSS 19 (Final response rate 51%).  3. 2 Measurement of Variables The variables are measured using a five-point Likert scale ranging from 1= "Strongly disagree" to 5= "Strongly agree".  3.2.1 Business Strategy This study follows Chenhall and Langfield-Smith (1998); and Hoque (2004) in measuring business strategy. Respondents are asked to indicate the degree of emphasis that their branches place on strategic activities.  



British Journal of Economics, Finance and Management Sciences 66 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Table 1: Measures of business strategy Variable Dimension    Items    Prospectors   Provide high-quality products. Provide fast delivery. Reduce the cost of coordination. Provide service and support after service delivery.  3.2.2 Performance Measures The evaluation of performance measures was adopted from Kaplan and Norton (1996); Hoqu Mia, and Alam (2001); Lee and Yang (2011). Non-financial measures are taken from the three dimensions of the BSC. The respondents were asked to indicate each performance measure currently used by the top management in their branches for performance evaluation.  Table 2: Measures for performance measures Variable Dimension    Items Non-Financial Measures  Customer Satisfaction      Internal Business Process      Learning and Growth  Market share to main services. On time delivery service. Customer retention. Customer response time. Survey of customer satisfaction.  Teamwork among employees. Rate the error of operational processes. Employee turnover rate. Employee productivity. Number of customer complaints.  Time-to-market of new services. Number of new services launched. Employee satisfaction. Percentage of revenue from news services. Employees’ suggestions. Training hours per employee.  3.2.3 Organisational Performance Measures of organisational performance depend on the managers’ perception of the organisational performance (increase/decrease) measured by financial indicators only Khong and Richardson (2003); Ringim (2012). The respondents are required to rate their branch over the last three years, indicating the extent of perceived performance.      



British Journal of Economics, Finance and Management Sciences 67 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Table 3: Measures of organisational performance Variable Dimension Items Organisational Performance  Financial Performance  Number of performing loan. Yearly profit. Non-performing loans. Deposit growth. Collection of bad debts. Fee on transaction services. Current and savings account. Volume of fixed deposit. Financial performance targets. Level of expenses.  4. ANALYSIS  4.1 Reliability Test The term "reliability" refers to the accuracy or precision of the scale (Dunn, Seaker, & Waller, 1994). Reliability is most commonly estimated using Cronbach's Coefficient Alpha. The resulting Alpha was 0.773 for prospector strategy, 0.835 for non-financial measures, and 0.917 for organisational performance. All Cronbach’s Alpha scores were above 0.70 which are acceptable as recommended by Nunnaly (1978).  4.2 Regression Analysis Regression analysis is used to determine the relationship between more than one independent variable and one or more dependent variable (Hair, Black, Babin & Anderson, 2010; Pallant, 2013). Table 4 shows that F value is statistically significant (F= 33.434, P < 0.001), which indicates that the model is statistically significant as suggested by Hair et al. (2010). The R2 for this model is fit (R2=.175). Business strategy contributes significantly to explaining the performance measures (b = 0. 425, t = 5.782, Sig = 0.000), explaining 42%, and has significant influence. Therefore, it can be concluded that the first hypothesis is supported.  Table 4: Regression model of the relationship between business strategy and performance measure Model Coeff.(B) Std. Error T Beta (b)   Sig Constant 1.906 .237 8.050  .000 Strategy Prospector .385 .067 5.782 .425 .000 R2                                                                 .175                                                                 .180       33.434**** Adjusted R2 F change **** P < 0.001, *** P < 0.01, ** P < 0.05, * P < 0.10.  Table 5 shows that F value is statistically significant (F= 14.660, P < 0.001). The R2 for this model is also fit (R2=.088). Performance measure contributes significantly to explain the organisational performance (b = 0. 297, t = 3.829, Sig = 0.000), explaining 29%, and has significant influence. Accordingly, hypothesis two is supported.  



British Journal of Economics, Finance and Management Sciences 68 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Table 5: Regression model of the relationship between performance measure and organisational performance Model Coeff.(B) Std. Error T Beta (b)   Sig Constant 2.474 . 253 9.783  .000 Performance Measure .292 .076 3.829 .297 .000 R2                                                               .088                                                               .082 14.660****  Adjusted R2 F change **** P < 0.001, *** P < 0.01, ** P < 0.05, * P < 0.10.  Table 6 shows that F value is statistically significant (F= 7.323, P < 0.01). Business strategy contributes significantly to explain the organisational performance (b = 0. 214, t = 2.706, Sig = 0.000), explaining 21%, and has significant influence. This leads to accepting the third hypothesis.  Table 6: Regression model of the relationship between business strategy and organisational performance Model Coeff.(B) Std. Error T Beta (b)   Sig Constant 2.757 .237 10.949  .000 Strategy Prospector .192 .071 2.706 .214 .008 R2                                                                  .040                                                                   .046  7.323*** Adjusted R2 F change **** P < 0.001, *** P < 0.01, ** P < 0.05, * P < 0.10.  Table 7 shows that business strategy variable was significantly related to organisational performance (b = 0.214***). However, when the performance measures were included in the relationship between the business strategy and organisational performance, the relationship between them became insignificant with decreased Beta value (b = 0.108). Therefore, the hypothesis that performance measures mediate the relationship between business strategy and organisational performance is fully supported the hypothesis H4.  Table 7: Summary of the results of mediating test (performance measures) Predictors Variables Performance Measures (PM) Organisational Performance (OP) OP with PM Result Strategy Prospector 0.425**** 0.214*** 0.108 Full Mediation **** P < 0.001, *** P < 0.01, ** P < 0.05, * P < 0.10   5. DISCUSSION AND CONCLUSIONS This paper examines the links between the business strategy (prospector), the use of performance measures (non-financial measures), and organisational performance (financial performance). To test these relationships, the study surveyed 154 branches of Libyan commercial banks. The paper used contingency theory to examine the study phenomena. 



British Journal of Economics, Finance and Management Sciences 69 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   The results suggest a significant relationship between business strategy and performance measures. This result supports the hypotheses of the study. This result is also consistent with the contingency theory, which asserts that the optimum design of the performance measure is dependent on the strategy of the organisation (Chenhall, 2003; Langfield, 1997). In addition, it is consistent with many studies such as Van der Stede (2006), Hoque (2004) and Abernethy and Guthrie (1994). Moreover, the study found that the relationship between performance measures and organisational performance is positive and significant. Such findings are consistent with the argument that the measurement of the performance evaluation by academics and consultants reflects the increased pressure to improve organisational performance (Hoque, 2004; Nanni et al., 1992; Pollanen et al., 2016). Furthermore, other researchers found that performance measures have a positive influence on the financial performance of the organisations in respect of long-term profitability (Banker et al., 2000; Van der Stede et al., 2006). In addition to the previous results, the study found that business strategy has a positive and significant relationship with organisational performance. This result is in line with Miles and Snow’s (1994), which indicates that when the management style is connected with a business strategy, this will lead to the improvement of business performance. This result is also consistent with the contingency theory that stresses that the prospector strategy is a reason to use new techniques by firms which would eventually lead to improving corporate performance (Abrahamson, 1996).  The relationship between business strategy and organisational performance may not be only direct, but also indirect through the contribution of performance measures between those variables. Consequently, it leads to the improvement in the organisational performance. Such a notion can be considered to be one of the assumptions of the contingency theory that assumes that the fit between contingency variables, and the design of the Management Control Systems (MCS) is relevant to the performance of the organisation (Chenhall, 2003; Ittner et al., 1997; Yuliansyah et al., 2017).  This study contributes to organisational performance related issues by investigating the mediating role of performance measures in the relationship between business strategy and organisational performance. Additionally, it investigates issues in the commercial banks of Libya, as a developing country. It opens the door for future studies to investigate issues related to performance in developing countries. Future studies could compare the results extracted from specialised banks and commercial banks as well as financial institutions.  ACKNOWLEDGEMENTS We express sincere appreciation to all persons who contributed to this research by providing useful advice and comments.  REFERENCES  Abernethy, M. A., & Guthrie, C. H. (1994). An empirical assessment of the “fit” between strategy and management information system design. Accounting & Finance, 34(2), 49-66. Abrahamson, E. (1996). Management fashion. Academy of Management Review, 21(1), 254-285. Banker, R. D., & Mashruwala, R. (2007). The moderating role of competition in the relationship between nonfinancial measures and future financial performance. Contemporary Accounting Research, 24(3), 763-793. CBL. (2017). The evolution the important financial indicators of commercial banks. Tripoli: Central Bank of Libya. 



British Journal of Economics, Finance and Management Sciences 70 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Chamiea, A., Elfeturi, A., & Abusneina, M. (1997). Role of institutions and financial market in rebuilding the structure of Libyan economy. National Academy of Scientific Research. Chenhall, R. H. (2003). Management control systems design within its organisational context: findings from contingency-based research and directions for the future. Accounting, Organizations and 
Society, 28(2-3), 127-168. Chenhall, R. H., & Langfield-Smith, K. (1998). The relationship between strategic priorities, management techniques and management accounting: an empirical investigation using a systems approach. Accounting, Organizations and Society, 23(3), 243-264. Chong, V. K., & Chong, K. M. (1997). Strategic choices, environmental uncertainty and SBU performance: a note on the intervening role of management accounting systems. Accounting and 
Business Research, 27(4), 268-276. Devece,C., Marqués,D., Martín, m., & Albert,C.(2017) Information Systems Strategy and its Relationship With Innovation Differentiation and Organizational Performance, Information 

Systems Management, 34(3), 250-264. Dunn, S. C., Seaker, R. F., & Waller, M. A. (1994). Latent variables in business logistics research: scale development and validation. Journal of Business Logistics, 15, 145-145. Gabgub, A. I. (2009). Analysis of non-performing loans in the Libyan state-owned commercial banks: 
Perception analysis of the reasons and potential methods for treatment. Unpublished PhD Thesis, Durham University (UK). Gosselin, M. (2005). An empirical study of performance measurement in manufacturing firms. 
International Journal of Productivity and Performance Management, 54(5/6), 419-437. Langfield-Smith, K. (1997). Management control systems and strategy: A critical review. Accounting, Organizations and Society, 22(2), 207-232. doi: 10.1016/s0361-3682(95) 00040-2. Govindarajan, V., & Gupta, A. K. (1985). Linking control systems to business unit strategy: impact on performance. Accounting, Organizations and Society, 10(1), 51-66. Hair, J. F., Black, W. C., Babin, B. J., & Anderson, R. E. (2010). Multivariate Data Analysis (7 ed.). New Jersey: Prentice Hall. Henri, J. F. (2006a). Management control systems and strategy: a resource-based perspective. 
Accounting, Organizations and Society, 31(6), 529-558. Hoque, Z. (2004). A contingency model of the association between strategy, environmental uncertainty and performance measurement: impact on organizational performance. International Business 
Review, 13, 485–502. Hoque, Z., & James, W. (2000). Linking balanced scorecard measures to size and market factors: impact on organizational performance. Journal of Management Accounting Research, 12, 1-18. Hoque, Z., Mia, L., & Alam, M. (2001). Market competition, computer-aided manufacturing and use of multiple performance measures: an empirical study. The British Accounting Review, 33(1), 23-45. Hussain, M. M., & Gunasekaran, A. (2002). Non-financial management accounting measures in Finnish financial institutions. European Business Review, 14(3), 210-229. Hussain, M. M., & Hoque, Z. (2002). Understanding non-financial performance measurement practices in Japanese banks: a new institutional sociology perspective. Accounting, Auditing & Accountability 
Journal, 15(2), 162-183. Ittner, C. D., Larcker, D. F., & Rajan, M. V. (1997). The choice of performance measures in annual bonus contracts. Accounting Review, 72(2), 231-255. 



British Journal of Economics, Finance and Management Sciences 71 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Kaplan, R., & Norton, D. (1996). The balanced scorecard: translating strategy into action. Cambridge: Harvard Business Press. Khong, K. W., & Richardson, S. (2003). Business process re-engineering in Malaysian banks and finance companies. Managing Service Quality, 13(1), 54-71. Kiprotich,E., Gachunga,H.,& Bonuke,R.(2018) Influence of cost leadership procurement Krejcie, R. V., & Morgan, D. W. (1970). Determining sample size for research activities. Educational 
and Psychological Measurement, 30, 607-610. Langfield-Smith, K. (1997). Management control systems and strategy: A critical review. Accounting, 
Organizations and Society, 22(2), 207-232. doi: 10.1016/s0361-3682(95)00040-2. Lee, C.-L., & Yang, H.-J. (2011). Organization structure, competition and performance measurement systems and their joint effects on performance. Management Accounting Research, 22(2), 84-104. doi: 10.1016/j.mar.2010.10.003. Levine, R. (2005). Finance and growth: theory and evidence. Providence: Brown University and the NBER. Lorenzo, L. (2008). Performance measures from a contingency perspective: field evidence. Paper presented at the In 31st Annual Congress of the European Accounting Association, Rotterdam. Mazzarol, T., Reboud, S. & Soutar, G.N. (2009). Strategic planning in growth oriented small firms. 
International Journal of Entrepreneurial Behavior & Research, 15(4), 320-345. Miles, R. E., & Snow, C. C. (1994). Fit, failure and the hall of fame: How companies succeed or fail. New York: Free Press. Miles, R. E., Snow, C. C., Meyer, A. D., & Coleman, H. J. (1978). Organizational strategy, structure, and process. Academy of Management Review, 3(3), 546-562. Nanni, A. J., Dixon, J. R., & Vollmann, T. E. (1992). Integrated performance measurement: management accounting to support the new manufacturing realities. Journal of Management Accounting 
Research, 4(1), 1-19. Otley, D. (1999). Performance management: A framework for management control systems research. 
Management Accounting Research, 10, 363-382. Pallant, J. (2013). SPSS survival manual: A step by step guide to data analysis using SPSS. New York: McGraw-Hill International. Paradi, J. C., & Zhu, H. (2012). A survey on bank branch efficiency and performance research with data envelopment analysis. Omega, 41(1), 61-79. Pollanen,R., Maksoud,A,A,. Elbanna, S., & Mahama,H. (2016) Relationships between strategic performance measures, strategic decision-making, and organizational performance: empirical evidence from Canadian public organizations, Public Management Review, 19(5), 725-746, DOI: 10.1080/14719037.2016.1203013. Richard, P. J., Devinney, T. M., Yip, G. S., & Johnson, G. (2009). Measuring organisational performance: Towards methodological best practice. Journal of Management, 35(3), 718-804. Ringim, K. J. (2012). Effect of the business process reengineering factors and information technology 
capability on organisational performance. Unpublished PhD Thesis, Universiti Utara Malaysia. Strategy on performance of manufacturing firms in Kenya. European Journal of Business and Strategic 
Management,3(1), 32-51. Van der Stede, W. A., Chow, C. W., & Lin, T. W. (2006). Strategy, choice of performance measures, and performance. Behavioral Research in Accounting, 18, 185-205. 



British Journal of Economics, Finance and Management Sciences 72 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Venkatraman, N., Henderson, J. C., & Oldach, S. (1993). Continuous strategic alignment: Exploiting information technology capabilities for competitive success. European Management Journal, 11(2), 139-149. Verbeeten, F. H. M., & Boons, A. N. A. M. (2009). Strategic priorities, performance measures and performance: an empirical analysis in Dutch firms. European Management Journal, 27(2), 113-128. Vieira,R., O’Dwyer,B.,& Schneider,R.(2017) Aligning Strategy and Performance Management Systems, 
Organization & Environment 30(1), 3-26. Yuliansyah, Y., Gurd,B., Mohamed,N. (2017) "The significant of business strategy in improving organizational performance", Humanomics, 33(1),.56-74, https://doi.org/10.1108/H-06-2016-0049.   


