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ABSTRACT Business-IT strategic alignment is one of the most popular modern management concepts in business and IT
management particularly in Banking sector of India. It refers to the degree of congruence between business and IT
strategies. The dramatic increase in the role of IS/IT in banks lately recognized as IS/IT became an inseparable part of business and industrial

organizations in all sectors including government, healthcare, and education. Ensuring that IS/IT delivers a value to the business is an
important issue to the CEO and IT managers in many business firms and industrial organizations today.
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Introduction

Indian banking is increasingly becoming universal by definition and
deployment rather than being built around the existing branch-zonal/
regional office- head office models. In this process, the role of IT in
banking and financial services will not remain a discrete, segregated
strategic role but more of an integrated and intrinsic component of the
operational and management fabric of these institutions. Any endeav-
our to analyze or facilitate IT deployment in banking should primarily
focus on the “IT Banking” paradigm rather than the“IT in Banking” para-
digm. It is to be clearly understood now that the core competency of
banks should and will always be “banking” and NOT “technology”.

The emphasis, therefore, should necessarily fall on analyzing and es-
tablishing the problems and parameters of banking in the medium
term rather than on issues relating to deployment of technology within
the existing banking environment. Therefore, future deployment of IT
in any banking institution will have to flow from the overall structured
business objectives and strategic goals of that specific institution only.
An IT deployment strategy for a bank, therefore, should define clearly
the performance requirements of various applications, communication
and network facilities and databases etc. required by the bank to fulfill
its overall business objectives and strategic goals and NOT the various
technologies and solutions that are in vogue at any given point of time.
Responding to the banks’ IT deployment strategies, the IT industry
should come out with custom-made, client-specific solutions. These
solutions should use relevant packaged applications and technologies
that could meet the banks'strategic requirements.

The Indian banking story is running in parallel with India’s growth story.
With economic growth of India expected to average at double-digit for
the current decade, the banking sector is also poised for growth as the
factors contributing to the growth of GDP would act as catalysts for the
banking sector as well - in retail, corporate as well as rural banking.
By 2017, the average consumption in rural India will be the same as
of urban India in 2005, according to a McKinsey study. As a result, In-
dia’s labour force will grow at a higher rate than population growth and
therefore, the ratio of working age population to total population will
be on the rise, and it will be more urban, rich and educated. This will
result in a higher flow of savings to the banking system.

IT in Banking

In the five decades since independence, banking in India has evolved
through four distinct phases. During Fourth phase, also called as Re-
form Phase, Recommendations of the Narasimham Committee (1991)
paved the way for the reform phase in the banking. Important initia-
tives with regard to the reform of the banking system were taken in this
phase. Important among these have been introduction of new ac-
counting and prudential norms relating to income recognition, provi-
sioning and capital adequacy, deregulation of interest rates & easing of
norms for entry in the field of banking.

Entry of new banks resulted in a paradigm shift in the ways of bank-
ing in India. The growing competition, growing expectations led to

increased awareness amongst banks on the role and importance of
technology in banking. The arrival of foreign and private banks with
their superior state-of-the-art technology-based services pushed In-
dian Banks also to follow suit by going in for the latest technologies
50 as to meet the threat of competition and retain their customer base.

Indian banking industry, today is in the midst of an IT revolution. A
combination of regulatory and competitive reasons has led to increas-
ing importance of total banking automation in the Indian Banking
Industry. Information Technology has basically been used under two
different avenues in Banking. One is Communication and Connectivity
and other is Business Process Reengineering. Information technology
enables sophisticated product development, better market infrastruc-
ture, implementation of reliable techniques for control of risks and
helps the financial intermediaries to reach geographically distant and
diversified markets.

In view of this, technology has changed the contours of three major
functions performed by banks, i.e., access to liquidity, transformation
of assets and monitoring of risks. Further, Information technology and
the communication networking systems have a crucial bearing on the
efficiency of money, capital and foreign exchange markets.

Technology as the differentiator has become the driver of the Indian
banking business since the past decade with the financial sector re-
forms providing firm foundation. The question of implementing tech-
nology has now transformed into ‘how from the estimate, the cost per
transaction through a branch, ATM and Internet works out to about
Rs.66, Rs.22 and Rs.10 respectively, ignoring the extreme variations
owing to the investment cost vis-a-vis the number and nature of the
transactions. Moreover, technology has resulted in improved quality of
service, any time/any where banking, focused product delivery, cross
selling opportunities, multi-channel touch points for consumption of
services, etc.

As the success of the banking business increasingly tends to hinge on the
proper adoption and utilization of technology, IT Governance has assumed
great significance. Simply put, IT Governance is nothing but a subset of
Corporate Goverance concerned about ensuring appropriate direction
and control of IT activities to the benefit of an organization. IT Governance
implies adoption of a defined framework of plan, do, check and act using
performance metrics, key goal indicators and maturity models.
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Fig 1. Indian Banking Structure
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Information Technology (IT) has transformed the conduct of businesses
in every sector of the economy. Financial sector is one such area where
the touch of IT has completely overhauled the nature and accelerated
the pace of business. IT has been instrumental in improved commu-
nication and connectivity across all segments/players of this sector as
well as in enhancing the quality, efficiency and speed of delivery of fi-
nancial services.

The Reserve Bank has played a pivotal role in this process of transfor-
mation of the financial sector with the use of IT. As the central bank,
the Reserve Bank has strived to create a conducive environment for
promoting technological adoption encompassing the financial sector.
Moreover, being an important institution in the financial sector, it too
has undergone the process of technological change. Finally, the Re-
serve Bank has endeavoured to streamline technological change in a
manner that would help to enhance the inclusiveness of the financial
sector.

While technology has become an integral part of conducting and man-
aging business in the financial sector, it can hardly ever be character-
ised as static. It has evolved over the years and it is important, therefore,
that the financial sector too reviews these developments and adapts
itself to the same. It is in this context of review and adaptation to tech-
nology that the information management requires specific attention.

In the context of increased demand on IT solutions changing technol-
ogy scene and gaps in adoption of technology to meet the information
needs, the study has identified the specific areas that need to be ad-
dressed during the ensuing years. These issues may be addressed in the
short, medium and long term.

Some of the important issues are delineated below:

«  lIssues in integration of information and technology

«  focused approach in usage of data for MIS and Decision Support
System (DSS)

« Inadequacies in information needed to take vital decisions

«  Disparate IT systems at different levels of maturity

«  Metadata and uniform data reporting standards

« Adoption of data mining and business analytics for information
refinement

«  Re-engineered business processes and delivery models

«  Strategic alignment between business and IT

«  Information and security policies

«  Business continuity management

- Project management

« Vendor management

«  Availability of trained manpower for deployment of technology

IT Strategic Alignment

This addresses the key question-whether a bank’s technology invest-
ment is aligned to its strategic business objectives, enabling the for-
mation of capabilities necessary to deliver business value. IT strategy
provides banks the opportunity to:

«  Add value to products and services

«  Assist in competitive positioning

+  Reduce costs and improve administrative efficiency
« Increase managerial effectiveness

When formulating an IT strategy, a bank must consider:

«  Business objectives and competitive environment

«  Current and future technologies: costs, risks and benefits

«  Capability of the IT organization and technology to deliver current
and future levels of service and its implication on the bank (extent
of change and investment)

«  Operating cost of current IT: whether this provides sufficient value
to the business

«  Regulatory and compliance requirements

As IT gets more critical for a bank'’s survival in addition to enabling
growth, IT Strategy Committees need to broaden their scope beyond
offering advice on strategy, to other areas like IT risks, value and per-
formance.

Challenges in IT Strategy

« ldentifying barriers to strategic alignment

«  Evaluating effectiveness of alignment of IT and strategic business
initiatives

«  Ensuring business and IT goals cascade throughout the bank into
roles, responsibilities and actions

« Identifying inter-dependencies of strategic initiatives and impact
on value delivery and risk

«  Ensuring an effective communication and engagement between
business and IT management

+ Monitoring and assessing current and future technology improve-
ments

With Respect to IT Strategic Alignment, Banks Need to,

inter-alia, ensure the following

a) Banks should have an up-to-date business strategy that sets out a
clear direction for IT that is in accordance with the business objec-
tives

b) Major IT development projects need to be aligned with business
strategy, having a business case

c) ITinvestments need to be suitably balanced between maintaining
the infrastructure that support the bank’s “as is” operations, and
the infrastructure that transforms the operations and enables the
business to grow and compete in new areas

d) IT budget reflects priorities established by the portfolio of IT-relat-
ed investment programmes and includes ongoing costs of main-
taining the infrastructure

e) Board’s IT Strategy Committee reviews and advises the manage-
ment about IT-related investments

f) IT Steering Committee (or equivalent) composed of executives
from business and IT management have responsibility to: deter-
mining prioritization of IT-related investment; track status of pro-
jects; resolve resource conflict; monitor service levels and service
improvements

g) [T Steering Committee should assess if the IT Governance struc-
ture fosters accountability, is effective and transparent, has well-
defined objectives, actions and unambiguous responsibilities for
each level in the organisation structure

h)  Performance of IT management is monitored

i)  Comprehensive and ongoing due diligence and oversight process
is established for managing the bank’s outsourcing relationships
and other third-party dependencies supporting e-banking (Also
see”IT Outsourcing”in report)

Rationale of Alignment in Indian Banking Sector

With respect to a company’s strategic policies, ICT has played an impor-
tant role in the organization’s existence. Previous research has found
that the information system strategy is now considered equal with
business strategy (Hirschheim and Sabherwal 2001).

In other discussions, information systems are appreciated for making
significant contributions to a company’s strategic alignment (Cam-
ponovo and Pigneur 2004). Furthermore, an excellent strategic align-
ment of business strategy and information systems strategy will lead
the information system to a crucial point, which eventually boosts busi-
ness performance (Hirschheim and Sabherwal 2001).

Strategic alignment of business strategy and information technology/
system strategy will respond to the challenge to the company faced
with stiffer competition. Teo and King (1999) assert that the impor-
tance and integration use of business planning information system’s
planning (BPISP)

has been empirically proven to increase the information systems con-
tribution to company performance. Unfortunately, the investment
value of the information systems cannot be fully realized owing to the
lack of strategic alignment between business strategy and information
systems strategy in the company (Henderson and Venkatraman 1993).
Hence, an increase in performance and competitive advantage will be
difficult to accomplish.

This paper assumes that the use of information systems is a
fundamental'issue in every business, especially in the banking sec-
tor. Strategic alignment —which is one of the hot topics in information
systems— is also new and compelling, especially in terms of its imple-
mentation in India. For that purpose, empirical evidence is required to
assess the correlationof information technology/systems alignment
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to business strategy and organizational performance (Sabherwal and
Chan 2001). Similarly, Camponovo and Pigneur (2004) mention that
analogous research on different environments and at different times
is still needed to find the dynamic changes and to evaluate the general
patterns that might emerge.

Strategic Alignment Definition

The strategic alignment of information technology/systems strategy
and business strategy has been discussed since the 1980s (Brancheau
etal. 1996). This issue later became the main concern of every organiza-
tion in the 1990s (Plowman 1998). At the 11th Annual Critical Issues of
Information Systems Management Study, hosted by the Computer Sci-
ences Corporation in 1998, 72 percent of 594 information technology/
systems executives announced that aligning ICT and corporate goals
was their focus.

The concept of strategic alignment has been developed from covaria-
tions in particular time, such as:

«  Business strategy importance level attributes, which is the choice
between partnership and/or strategic alliance,

«  Information technology/systems strategy’s importance level at-
tributes, consisting of information technology/systems strategic
roles, information technology systematic competence, and infor-
mation technology/ systems process choices.

This approach is consistent with the basic model of Henderson and
Venkatraman’s (1993) which describes the strategic alignment termi-
nology as “the emergent concept” (refer to Figure 1). The approach
is also adopted from other empirical research (Croteau et al. 2001).
Sabherwal and Chan (2001) summarize the concept as “the degree of
congruence between business and information strategy strategic ori-
entation” (p. 2).To help the company decide which perspective to adopt
in a particular situation and condition, Luftman et al. (1993) propose a
model to identify the strengths and weaknesses of the strategic align-
ment model: (1) the main power domain (anchor), (2) the weak spot
domain (pivot), (3) the influenced domain, which is the change caused
by anchor to find the solution for pivot.Meanwhile, Kefi and Kalika
(2005) categorize the strategic alignment perspective into: (1) business
execution, (2) competitive potential, (3) IT potential, and (4) service
level.Contingency theory provides a good lens to view both the rela-
tionship between the variables defining strategic alignment and the
implications of this strategic alignment on performance (Venkatraman
1989; Kefi and Kalika 2005).

Based on this approach, we examine the strategic alignment concept
and demonstrate that a positive linkage exists between alignment and
performance.

The term “strategic alignment” consists of the words “alignment” and
“strategy.” Alignment is coordination achieved when the company in-
formation technology/systems strategy is derived from the organiza-
tion strategy (Lederer and Mandelow 1989), comprising:

content linkage, referring to the consistency of business plan and
information technology/systems plan,
timing linkage, referring to whether the information technology/
systems plan is developed after, along with, or before the business
plan is made,

- personnel linkage, referring to different participants’ involvement
degree in the planning of business and information technology/
systems area.

In the meantime, strategy can also represent “objectives” (Reich and
Benbasat 1996), “plan” or “planning” (Teo and King 1997). In this discus-
sion, the strategy consists of:

« Information technology/systems strategy, which is the main
choice emphasizing the implementations and uses of technology-
based information systems in a company (McFarlan et al. 1983;
Knight and Silk 1990),

+  Business strategy, which determines the company positioning in a
business area (Porter 1980).

Other literature defines strategic alignment as:
«  Relationship, in which the specific IS objectives need customiza-
tion according to the organization objectives (Zviran 1990),

Partnership, which is used to describe a working relationship
reflecting a long-term commitment, a sense of mutual coopera-
tion, shared risk and benefits, and other qualities consistent with
concept and theories of participatory decision making (Henderson
1990),

«  The degree to which the resources being directed to each of the
seven dimensions of IS strategy are consistent with the strengths
of the organization’s emphasis on each of the corresponding seven
dimension of business strategy: aggressiveness, analysis, defen-
siveness, futurity, innovativeness, proactiveness, and riskiness
(Chan et al. 1997),

«  The extent to which the IS/IT strategy supports, and is supported,
by the business strategy (Luftman et al. 1993),

«  Theinternal fit and functional integration between business strat-
egy and IS/IT strategy and how this integration is important to
gain competitive advantage (Henderson and Venkatraman 1993),

+  The degree to which the IT mission, objectives, and plans support
and are supported by business mission, objectives, and plans (Re-
ich and Benbasat 1996).

The Importance of Strategic Alignment

Literature has underlined the significance of strategic alignment. Boar
(1994), for instance, claims that organizations need to build, align, and
develop competitive advantage through the empowerment of infor-
mation technology/ systems in response to the challenges of global
competition. Khandelwal (2001) adds, “It is clear that for enterprises to
achieve their corporate objectives the information systems supporting
the business process have to give right management information, at
the right time. To do this, IT in an enterprise must align with the organi-
zational objectives” (p. 23). According to Premkumar and King (1992),
strategic alignment is the linkage of information systems planning
with business planning. Ideally, business plan and information systems
plan —either product or corporate planning function- should be linked
through the direct mapping of information systems strategy to one
or more business strategies (Calhoun and Lederer 1990). Through the
alignment of information systems plan and business plan, information
resources will support the business goals, and reap the advantage of
information systems strategic utilization (Premkumar and King 1991).
Therefore, an increase in performance can be achieved and competitive
advantage will be attained, leading the banking sector to survive and
thrive despite fierce competition.

The Effect of Strategic Alignment on Organizational Per-
formance

Much literature has also emphasized the effect of strategic alignment
on organizational performance. Chan et al. (1997) states that “Com-
panies that appear to perform best are companies in which there is
alignment between realized business strategy and realized informa-
tion systems strategy” (p. 142). Luftman and Brier (1999) similarly de-
clares, “Companies that have achieved alignment can build a strategic
competitive advantage that will provide them with increased visibility,
efficiency, and profitability to compete in today’s changing markets” (p.
121).

Unfortunately, a positive correlation between strategic alignment and
organizational performance tends to be diverse. Sabherwal and Chan
(2001) point out, “Empirical research on the performance implications
of this alignment has been sparse and fragmented” (p. 21). Likewise,
Brynjolfsson and Hitt (1998) claim, “While the average returns to IT in-
vestment are solidly positive, there are huge variations across organiza-
tions, some have spent vast sums on IT with little benefit, while others
have spent similar amounts with tremendous success” (p. 50).

Therefore, evaluations on the effect of strategic alignment on organiza-
tional performance are still needed. Bruce (1998) asks, “If alignment is
needed to facilitate optimum business benefit, how do we know when
we have it? It is important to look at the impact IT is having on business
results” (P. 17). Delone and McLean (1992) add that an evaluation on in-
formation technology/ systems performance in organization is still one
of the pivotal topics in the field of information systems.

Alignment: Answer to Indian Banking Sector IT and Busi-
ness Strategy paradox

Strategic alignment theory and practice should be in sync
With strategic alignment, most banks will foster in ways we had expect-
ed. There will be little conventional academic wisdom to challenge;
except for the need to document IS strategy and plans, and to have
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IS personnel participate actively in the development of new products
and services. In short, the literature and practice generally seemed to
be in sync.

Structural alignment varied by organization; there was
no one right way.

With structural alignment, though, there was more to dispute, espe-
cially with respect to the preconditions. IS organizations did not always
manifest strong business skills and a customer orientation, and ClOs
were not always powerful members of senior management teams.
IS steering committees were not always necessary, and partnerships
with external IS consultants/service providers were not always utilized.
Structural alignment could possibly be achieved in more ways than
past research had uncovered. And different banks might successfully
achieve structural alignment in different ways. At any given point in
time, we found no “one right way” to promote structural alignment. In
fact, viewing alignment from such a rigid standpoint was potentially
detrimental. Banks are, after all, as unique as the individuals they em-
ploy; they cannot be forced into standard, straightforward molds.

IS strategic alignment mattered more than formal IS
structural alignment.

Also, because some preconditions for strategic and structural align-
ment consistently existed in all banks, while others existed only in
several of them, we considered that this might indicate possible dif-
ferences in importance. Some alignment factors might be preferable
but not essential, while others might be both preferable and essen-
tial. Using these criteria, we found that preconditions for alignment
of organizational strategy were generally essential, while those for
alignment of the formal organization structure were generally merely
preferable. Does this indicate that, for consistent overall IS alignment,
the strategic alignment factors are critical, compared to those of for-
mal structural alignment? Taking this one step further, could one go
as far as to suggest that IS strategic alignment is more important to
overall IS alignment than IS structural alignment? Even more thought
provoking, is it possible that managerial practice in certain organi-
zations transcends our traditional understanding of alignment and
performance? Some organizations seem to have the “juggling act”
mastered, putting just the right emphasis on strategy, structure, cul-
ture, staff, and skills.

Some other factors are:

«  Flexibility of IS structures was important

«  Structure is a means to an end.

+  Firm wide active involvement;

«  Long term focus andMeeting of the minds;

«  Clarity and consistency;

«  Corporate Contribution, User Orientation, Operational Excellence
and Future Orientation

« Management skill and capability;

«  Alignment facilitating processes;

«  Organizational structure, culture;

. Communication;

- ITasan organizational tool.

«  The informal organizational structure is more important to IS
alignment than commonly recognized

- Strong company culture may be a precondition to an informal
structure that fosters alignment.

Conclusion

This discussion has shown that there is a clear need for further research
into alignment, especially the practicalities of its achievement in Indian
Banking Sector. Banks are often involved in IT projects and manage-
ment of these projects (or programmes of projects). They increasingly
get questions about the performance of the portfolio of IT projects of a
company, which is accordance with literature findings described before.

Do projects in banks actually contribute to the business? Are (internal)
IT customers satisfied with projects delivered? Is money invested in the
right projects (risk vs. return) in the right areas (aligned with business ob-
jectives)? And how can the performance are improved? This is where fur-
ther research comes in sight and fills in the gap with a focus on the per-
formance measurement of IT investments.Having provided an overview
of alignment, drawing attention to gaps in the research, there is a need to
develop a model of alignment and will research in many banks. This will
enable banks to demonstrate a practical framework to determine current
alignment levels in firms and to monitor and change future alignment
as required. Through the use of this framework, alignment is more likely
to be achieved in practice. Further research should try to focus on Indian
Banking and seeks to test if this type of enterprise could achieve best per-
formance levels by aligning strategy, structure and IT.
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