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ABSTRACT.  This paper investigates causal relationships
between planning and performance utilizing a longitudinal
database with responses from the same 2,956 businesses over
a four-year period. Results confirm the association between
planning activity and performance that is evident in most
extant literature. They also, however, cast doubt on the
traditional perception of the causal sequence of that associa-
tion. Although subject to a number of limitations, the results
indicate that planning is more likely to be introduced into a
small firm after a period of growth rather than before a period
of growth. These results make an important contribution to
understanding the planning performance relationship for two
main reasons: they overcome the static data and relatively
smaller sample size restrictions of many past studies; and, they
provide evidence concerning the sequence of the relationship
between planning and performance.

1.  Introduction

Much of the mainstream research literature
relating to both large and small firms continues
to emphasise correlation between “best practice”
management activities and performance. Research
with this emphasis in the small firm area seems
to be driven by a need to emulate larger firm
activities and establish a set of “desirable” man-
agement activities that all small firms should
implement. When these activities are passed onto
small firm managers through appropriate knowl-

edge dissemination processes there is an expecta-
tion of a more efficient and effective small firm
sector. Supporting this view are research results
that are often used to imply a causal link (that
correlated management activities influence per-
formance) when little more than an association has
been found. Alternate explanations for the corre-
lation (especially that performance influences the
introduction of “best practice” activities) are often
ignored.

The research reported in this paper presents the
opportunity to test hypotheses about the relation-
ship between one indicator of good management
activity (the existence of documented business
plans) and performance (as indicated by growth in
both employment and sales income). The paper
commences with a review of the diversity of
attempts to determine operational definitions of
the performance construct both in large and small
firms. A review of findings in relation to the man-
agement practice of planning and its association
with performance then follows, providing both a
general overview and a more concentrated small
firm perspective. A description of the data set used
is then presented, followed by discussion of the
specific variables utilised, the research questions
analysed, and the method of analysis employed.
After presenting the outcomes of data analysis, the
consequences of the results are discussed.

2.  Assessing performance in small firms

Performance is obviously a central construct of
interest in research concerned with the planning
and performance relationship. However, as sug-
gested by Venkatraman and Ramanujam (1986)
“the treatment of performance in research settings
is perhaps one of the thorniest issues confronting
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the academic researcher” (p. 801). One of the
reasons for this is that, unfortunately, it is not
always clear what performance means or what are
appropriate operational definitions.

As suggested by Murphy et al. (1996), in dis-
cussing entrepreneurship research, “definitions of
successful performance . . . and the variables used
to measure performance vary widely” (p. 15).
Proponents of conceptual frameworks for
assessing performance in small firms reflect
similar views. According to Keats and Bracker
(1988, p. 53), performance may have a different
set of meanings for small (as opposed to large)
firms and consequently it may be inappropriate to
apply similar measures to the assessment of per-
formance. Hence, while they represent “perfor-
mance [as] an undifferentiated, unidimensional
construct” they also suggest “the term may imply
a number of interpretations and appropriate mea-
surements” (Keats and Bracker, 1988, p. 54).
Lumpkin and Dess (1996) are more explicit in
recognizing the multidimensional nature of the
performance construct. They envision a place for
traditional accounting measures such as sales
growth, market share, and profitability alongside
indicators of overall performance (incorporating
goals, objectives and aspiration levels) as well as
other indicators of stakeholder satisfaction
(Lumpkin and Dess, 1996, p. 153).

This diverse nature of the performance con-
struct is reflected in the variety of operational
definitions used in recent empirical studies.
Murphy et al. (1996) provide an analysis of pub-
lications for the seven years to 1993 that are
classified according to dimensions of performance
considered. In 51 articles studied, they found 71
different operational measures of performance that
they group in eight major dimensions of which
efficiency, growth and profit are most frequently
used (Murphy et al., 1996, p. 16). Many of these
measures are what Reid and Smith (2000) identify
as relativist performance evaluation measures that
ask “what goals a firm has set, and then enquires
into the extent to which these goals have been
achieved” (p. 168). However, they identify as a
problem with such approaches a neglect of the
fundamental requirement that performance evalu-
ation cannot be divorced from the market nexus
and that even “life-style” targets must ultimately
enable the firm to pass the long-run test of

economic survival (Reid and Smith, 2000, p. 168).
This may explain why the most frequently used
measures identified by Murphy et al. (1996) are
predominantly economic, and in accordance with
this reasoning, the performance concern in this
paper concentrates on indicators of economic
success.

However, even indicators of economic success
that could be used to measure performance, such
as financial outcomes, are diverse. At the most
basic level performance has been categorized
according to static annual sales or income
measures. The other common approach using
financial measures is where returns on sales, assets
or equity are incorporated to indicate relative
profitability. But not all performance criteria are
static and another approach is to differentiate firm
performance by considering growth in financial
attributes such as sales, income or return
measures.

A difficulty with the use of such financial
measures in small firms is that they usually have
to be ascertained from survey responses of the
firms’ owners who often may not appreciate the
fine distinction necessary in financial definitions.
Reported profit, for example, may be before or
after the owner’s own remuneration. The owner’s
remuneration may be reflective of a market rate
for similar employment, but is just as likely to be
adjusted to reflect life-style wishes or personal
taxation circumstances. Liabilities may include
debt that is arguably equity (debt secured by
personal assets) and many personal assets used in
the business may not be reflected on balance
sheets. Measures involving profit and returns on
assets or investment may not, therefore, produce
comparable outcomes. Sales growth is likely to
suffer least from these potential data problems and
hence provide the most consistent and comparable
indicator of economic performance from a finan-
cial perspective.

Non financial indicators may also be used to
measure economic performance. The most
common non-financial operational performance
measures used seem to be related to the number
of employees. These also range from absolute
numbers to measures incorporating employment
growth. They also include measures of produc-
tivity that relate employment to financial
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measures, such as profit or sales per employee or
labor expenses as a proportion of revenue. While
employee related measures are common, a range
of other operational measures have also been used.
These include new product success; market share;
marketing and sales effectiveness; survival; and,
the firm’s stage in its life cycle. However, the
latter measures also have the potential to suffer
from interpretation problems, limiting compara-
bility. Relating employment to financial measures
(other than sales) re-introduces problems of con-
sistency as well as comparability. While the
reported number of employees may also be inter-
preted differently, reliance on a relative measure
such as employment growth seems best able to
minimize the potential bias of such interpretation.

Finally, there are also approaches that seek to
develop more subjective measures of performance.
Pelham (1997), for example, attempts to assess
performance on the basis of a general measure of
effectiveness. Kotey and Meredith (1997) use a
similar approach. They develop a measure that
includes variables such as increased productivity,
revenue generation, improved technology, job
creation, and community development. Van
Gelderen et al. (2000) also seek to combine
personal and economic success into a total success
score including turnover, profit, personnel,
personal income, goal reaching and subjective
success. As well as the potential interpretation
problems that exist in each of the combined
elements, these measures have the added problem
of potentially subsuming the importance of
economic performance argued by Reid and Smith
(2000), and, unless extremely well constructed,
may not reflect a parsimonious and plausible
measure.

The number of different measures identified in
the above selective review suggest that deter-
mining appropriate indicators of economic per-
formance that can be objectively measured has not
proved to be an easy task. In the absence of
parsimonious multi-dimension measures, and
given the desire to rely on objective and com-
parable economic performance indicators it seems
that measures of growth may be most appropriate.
Of all the financial indicators, sales growth is
likely to be free of most potential bias. Similarly
employment growth seems to be the least trou-
blesome indicator of non-financial economic per-

formance. Accordingly, the analysis in this paper
measures performance in terms of sales and
employment growth.

3.  Understanding the planning and 
3. performance relationship 

Much of the evolution of thought surrounding the
planning and performance relationship in business
has emerged in the consideration of strategic
management issues in large corporations. This
consideration seems to be well justified as Rigby
(2001) reports that strategic planning is ranked
number one worldwide (with 81% reported usage)
in a study of the top management tools used in
large corporations.

Traditionally, business practice research
reflected the belief that rational economic behav-
iour dictated the structured evaluation of alterna-
tives (reflected in traditional planning processes)
as the dominant decision making approach in firms
of all sizes (Gibson, 1997; Gibson and Cassar,
2002). A rational planning perspective was
believed to be at the core of the conventional
strategic management paradigm and strategic
decision-making was perceived to be a sequential
analytical process (Andersen, 2000).

Coupled with this dominance of an economi-
cally rational and structured planning process has
been the importance attached to the relationship
that such a process has with performance. As
Venkatraman and Ramanujam (1986) suggest,
“most strategic management theories either
implicitly or explicitly underscore performance
implications, since performance is the time test
of any strategy” (p. 802). The fundamental
strategic management model built around these
understandings implied that attention to the
strategic planning process would improve organi-
zational performance.

However, support for the normative suggestion
by strategic planning advocates that all firms
should engage in formal strategic planning has
been shown to be inconsistent and often contra-
dictory (Pearce et al., 1987) and there has been
no conclusive evidence to demonstrate perfor-
mance effects (Andersen, 2000). Both Pearce et al.
(1987) and Andersen (2000) include a compre-
hensive analysis of studies that have explored the
planning and performance relationship and the
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results that have influenced their conclusions.
They also both suggest that some of the variations
in observed relationships are associated with
research design and application. Finally, the
complexity of determining adequate measures of
performance and the ongoing use of a “wide array
of operationalizing schemes” (Venkatraman and
Ramanujam, 1986, p. 813), as discussed from a
small firm perspective in the previous section of
this paper, is also identified as a contributing
factor (Andersen, 2000).

Perhaps in response to the inconclusive results
mentioned above or perhaps simply as a conse-
quence of greater availability and understanding
of appropriate research processes there has been
a moderation of the traditional view of the
planning and performance relationship. For
example, Lumpkin and Dess (1995) cite Miller
(1987) in suggesting the existence of at least three
categories of the strategy making process: (i)
rationality, involving the traditional emphasis on
systematic formal planning; (ii) interaction, rec-
ognizing the importance of political bargaining
and consensus building; and, (iii) assertiveness,
introducing the influence of individuals, especially
those with proactive risk seeking orientations.
Similarly Pearce et al. (1987) suggest “a complete
evaluation of the benefits of strategic planning
necessitates the consideration of the nonfinancial
or psychological consequences” (p. 659). Also,
Andersen (2000) discusses recent moves to
consider management autonomy and organiza-
tional learning in place of (or at least as a com-
plement to) traditional strategic planning. The
strategic management model may still imply a
strong causal relationship between the planning
process and organisational performance but now
recognizes the moderating influence of factors
such as individual orientations and group
dynamics.

Traditional studies investigating the link
between planning, other business activities and
performance in small firms have mirrored the
research emphasis in the large firm setting. As was
the case for large firm studies, while some studies
show a relationship between planning and perfor-
mance, few are able to make causal assertions, and
there are many studies that simply do not show
any relationship (O’Neill et al., 1987).

Supporting a relationship, Schwenk and

Shrader (1993) applied a meta-analysis procedure
to a range of studies completed before 1990 and
found planning to be positively related to several
performance measures. Similar associations have
also been reported in subsequent studies. For
example, Olson and Bokor (1995) using 121 firms
from Fortune 500 companies show that perfor-
mance is influenced by the interaction of planning
formality and innovation (strategy content). Also,
Rauch and Frese (1998) found initial support for
a positive relationship between planning and
success from a cross sectional analysis of
responses from a survey of 200 German small
business owner/managers. Similarly, Gibson and
Cassar (2002, p. 171) used analysis of a database
of 3,554 Australian firms to conclude that perfor-
mance indicators related to size and sales volume
are positively associated with business planning.

Results from studies questioning the relation-
ship between planning and performance are just as
evident. For example, both Risseeuw and Masurel
(1994) (relying on the results from a survey of
1,211 real estate agents in the Netherlands), and
Lyles et al. (1993) (whose sample consists of 188
Midwestern U.S.A. firms) find only weak or
moderated relationships. In a follow up survey
involving 85 of their initial respondents, Rauch
and Frese (1998) could not support their hypoth-
esis that more sophisticated planning leads to more
success. No association between planning for-
mality and performance was found by McKiernan
and Morris (1994) using data from a longitudinal
sample of 3,000 firms in the U.K. Similarly,
Lumpkin et al. (1998) found very little correlation
between planning and performance in their
analysis of 133 firms in Southwestern U.S.A. As
Rue and Ibrahim (1998) comment “evidence
regarding the relationship of these [planning]
processes with . . . performance is mixed” (p. 25).

Improved understanding of the planning and
performance relationship has also been evolving
in studies in the small firm sector. Lumpkin and
Dess (1995), for example, introduce a psycholog-
ical dimension when they suggest simplicity in
strategy making processes has a positive associa-
tion with performance during early stages but is
detrimental as organizations grow and mature
(more so in a dynamic environment). Simplicity
is a combination of Hart’s (1992) command and
symbolic modes. “This combination results in a
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simplistic strategy-making process, in which
enthusiasm for the vision inspired by the symbolic
mode is bounded and limited by the narrow
domain and directive style of command mode”
(Lumpkin and Dess, 1995, p. 1398).

Van Gelderen et al. (2000) also proposes a
conceptualization of strategy in small firms based
on five psychological orientations centered on the
individual owner/manager(s) of the organizations.
They acknowledge that in small firm studies, the
pervasive influence of founders and owners, and
their dominance in making decisions, implies a
high degree of equivalence between the individual
and the organizational levels of analysis (Dickson
and Weaver, 1997). Van Gelderen et al. (2000,
p. 175) suggest that success is associated with a
higher use of a complete planning strategy (a
proactive attempt to actively structure the firms’
situation) and also with a critical point strategy
(a strategy that concentrates on main issues
planning) when used at an earlier phase of the
business life cycle. Similarly the reactive strategy
(strategy that is driven by the situation and in
which actions are not planned) was found to be
associated with failure.

As well as the issues surrounding adequate
measures of performance, the results of studies
into the relationship between planning and per-
formance seem to be influenced by the opera-
tionalization of the planning construct. As
Andersen (2000) suggests, “comprehensiveness
and formality are not synonymous with strategic
planning and may say little about the effectiveness
of the planning process” (p. 186). Strategic
planning is now recognized as a multi-faceted
process that is not easily captured by a single
objective measure. Nonetheless, in studies such as
those already outlined, the simple existence of
written plans has often been used to measure the
planning activity (Berman et al., 1997). This view
is supported by Matthews and Scott (1995) who
also suggest that the extent to which planning
documents exist (formality) has been the most
widely used dimension of strategic planning in the
literature (p. 36). Reliance on such a narrow def-
inition does potentially limit a clearer under-
standing of the relationship between performance
and the planning process. However there seems
to be value in recognizing that planning is an
important element of many strategies and, if it is

not confused with or represented as the strategic
planning process, important understandings of
performance influences can be found by simply
studying the incidence of formal planning.

Despite the recent advances in recognising indi-
vidual and contextual influences, the normative
arguments that planning influences performance
continue to find favour in small firm studies. For
example, Berman et al. (1997) on the basis of a
correlation between sophisticated planning and
growth in revenue conclude “firms that plan
produce better financial results than firms that do
not plan” (p. 4). Similarly, Orser et al. (2000)
suggests that “growth follows from the
owner/managers intentional actions taken to plot
the future course of their businesses” (p. 50) even
though they show only a cross sectional associa-
tion. The extent to which this view prevails,
despite the equivocal support, is reflected in a
recent recommendation to members of the
International Labour Organization which calls for
availability and accessibility of support services
to include (among 23 categories) “business plan
development and follow-up” (ILO, 1998). The
implied outcome of such suggestions is that firms
that introduce planning should be rewarded with
better performance. It seems that there is still a
strong intuitive appeal that “has led to a prolifer-
ation of academic and practitioner literature
stressing the importance of planning, promoting
models of the planning process, and offering nor-
mative advice on how to effectively design and
implement strategic and operational plans”
(Lumpkin et al., 1998).

While the above perspective is dominant, not
all arguments suggest the direction of the rela-
tionship is one in which planning leads to
improved performance. There is also support for
an alternate understanding and explanation for the
observed (even if equivocal) result of a relation-
ship between planning and performance. This is
that improved performance might generate condi-
tions where planning becomes more important
(Gibson, 1997). Some support for this alternative
is evident in the review of past research summa-
rized by Stone and Brush (1996) in which they
suggest one of the main determinants of planning
in entrepreneurial firms was the “influence of
investors or banks for planning document[s]”
(p. 644). They did not mention a desire for
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improved performance as a determinant. Stone and
Brush (1996) mount a powerful argument to
suggest that the planning in entrepreneurial firms
is a consequence of internal and external pressures
for commitment and legitimacy but not a conse-
quence of a desire for improved performance.

Van Gelderen et al. (2000) also suggest that
“success may lead to specific strategies involving
more sophisticated management and control
techniques because of expanding activities and
hiring new employees” (p. 165). This view is also
reflected by Lumpkin and Dess (1995) in their
suggestion that “as organizations grow and mature
and face more complex and multifaceted environ-
ments, more complex decision-making processes
are required” (p. 1398). Accordingly, it is possible
that formal planning processes emerge in organi-
zations as a consequence of improved performance
and not as critical determinants of that perfor-
mance.

Understanding of the planning and performance
relationship in small firms is evolving. While the
traditional reliance on a rational structured
decision process still seems to dominate, there is
increasing recognition of the greater importance
of individuals in small firm settings, and also
increasing acceptance of the possibility that the
formal planning process follows rather than leads
improved performance. While the existence of
documented business plans is not, on its own,
representative of strategic planning, it is indica-
tive of strategy related activity. In the absence of
other reliable measures of strategic processes, the
presence of documented plans is a common proxy
that is at least indicative of different approaches
to strategic thinking. While comprehensive docu-
mented plans are not essential in all stages of a
firm’s development, they are associated with many
successful strategies.

This paper seeks to further improve the under-
standing of the planning and performance rela-
tionship in small firms in two ways. Firstly, there
is an attempt to confirm the relationship between
the presence of planning in firms and the achieve-
ment of higher performance. Secondly, the two
alternate explanations for the causal sequence of
that relationship (that performance precedes
planning or that planning precedes performance)
are examined. Importantly, in this study there is
no claim that the mere existence of documented

plans represents the strategic process. It recog-
nizes, however, that as a part of that process
formal planning may exist. This study is con-
cerned only with the relationship between perfor-
mance and the existence of documented plans.

4.  The research

Data

The analysis in this paper utilised results from the
Business Growth and Performance Survey devel-
oped by the Australian Bureau of Statistics (ABS)
on behalf of the Office of Small Business (now
located in the Australian Federal Government’s
Department of Workplace Relations and Small
Business). The survey collected data for the first
time after the end of the 1994–95 financial year
and continued each year for the next four years.

For a firm to be included in the analysis
reported in this paper it had to meet the following
criteria: (1) be an active firm in each year; (2)
provide responses to all surveys; (3) have less than
200 full-time equivalent employees in 1995; and
(4) have positive sales each year. These criteria
ensured that only operating firms with reliable
data were used in the final sample. The require-
ment for positive sales eliminated firms that were
atypical and ensured that the performance values
calculated from sales data were not distorted by
unusual values caused by negative signs. After
applying the above criteria, a sample was obtained
of 2,956 firms that provided survey responses in
each of the four years from 1994–95 to 1997–98.

Variables

The following questionnaire responses have been
used as surrogate definitions for the variables
analyzed in this paper.

Consistent with the earlier discussion section
on performance, along with the need to develop
operational definitions that relate to readily
obtained data sources, performance is measured
by relying on appropriate and accessible financial
data (sales growth) and quantifiable operational
activities (employment growth) and is defined in
the following way.

Employment (Sales) Growth is determined as the end
period employment (sales) minus the beginning period
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employment (sales) all divided by the beginning period
employment (sales).

While a multi-faceted process view of strategy is
desirable, as already discussed the existence of
written business plans is often a necessary opera-
tional definition imposed by data availability
constraints. This is the case in this study.
Consequently, the following definitions and sub-
sequent results are about the relationship between
the existence of formal documented plans and
performance and not performance and strategic
planning.

Regular planners are those respondents who responded
“yes” in each year to the dichotomous question that iden-
tified the presence of a documented formal strategic plan
or formal business plan.

Regular non-planners are those respondents who
responded “no” in each year to the questions used in
determining regular planners.

Planning introducers are those respondents who in any
year responded “yes” to the questions used to identify
regular planners, but who in all prior years had responded
“no”.

An alternative criteria was to define planning
introducers as those respondents who in any year
and in all subsequent periods responded “yes” to
the questions used to determine regular planners,
but who in all prior years responded “no”. This is
a more expansive definition but would have led
to fewer firms being defined as planning intro-
ducers. Tests using this alternate definition were
applied and the results found to be similar to those
reported in this paper.

Hypotheses

The first hypothesis seeks to confirm the expec-
tation reflected in the literature that firms that plan
perform better than firms that do not plan. As
detailed in the preceding outline of the research
data, there are available four consecutive years’
responses to questions about planning activity.
This enables refinement of the general test of this
type of hypothesis by identifying the regular
planners (who have documented plans in each
year) and regular non-planners (with no docu-
mented plans in any year).

Hypothesis 1: firms that are regular planners
will have better performance compared with
firms that are regular non-planners.

The next two hypotheses seek to make an initial
exploration of the possible causal sequence of the
planning performance relationship. As outlined
more fully in the preceding discussion, the tradi-
tional understanding of the relationship is that
planning leads to improved performance. If this
is a valid understanding then planning should be
introduced prior to improved performance. 

Hypothesis 2: firms that become planning intro-
ducers will have better performance fol-
lowing the introduction of planning,
compared to firms that do not become
planning introducers.

A converse understanding, also outlined in more
detail in the earlier discussion, is that the intro-
duction of formal planning follows improved per-
formance. If this is a valid understanding then
improved performance should occur before
planning is introduced.

Hypothesis 3: firms that become planning intro-
ducers have better performance before the
introduction of planning, compared to firms
that do not become planning introducers.

Control variables

Research on entrepreneurial success also suggests
that certain controls should be included. Common
measures used include business size, the age of the
company, the industry experience of the owner,
and industry type (van Gelderen et al., 2000;
Andersen, 2000; Evans, 1987). Accordingly, the
latter hypotheses have been tested using multiple
(OLS) regressions that model performance
(employment or sales growth) as the dependent
variable, and size, industry, age and the planning
construct as independent variables. This approach
is used to control for the influence of structural
characteristics of the firm (size, industry and age),
and hence isolate the relationship between
planning and performance. It is not used to facil-
itate the development of a predictive model.

Because of the positive skewness of the
employment data, size is represented as the log
of employment in all regressions. Industry is
controlled for by using the following dummy
variables based upon two digit Australian and
New Zealand Standard Industry Classification
(ANZSIC) subdivisions: manufacturing; wholesale
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trade; retail, accommodation, cafes and restau-
rants; property and business services; and, other
industries incorporating mining, construction,
transport, finance, cultural and personal services.
Ideally, using a continuous variable would best
control for firm age. Unfortunately data con-
straints did not allow the use of a continuous age
variable for this analysis. Consequently, age was
controlled for by using a series of dummy vari-
ables, where the age of the business was catego-
rized as: 0–2 years; 2–5 years; 5–10 years; 10–20
years; and greater than 20 years. Given the
assumptions associated with OLS regression and
the presence of extreme values in the distribution
of growth rates, cases for which the dependent
performance variables were outside the two tailed
limits of the 5th and 95th percentile were win-
sorized. Winsorization is a process that replaces
the extreme observations of a distribution beyond
a specified lower and upper percentile, with the
value at that percentile.

There was also an expectation that there could
be a lag effect in respect of the anticipated rela-
tionships in both hypothesis 2 and hypothesis 3.
Van Gelderen et al. (2000), for example, suggest

there is a marginally significant lagged effect of
prior success on later planning strategy use (p.
175). Teach and Schwartz (2000) also suggest, for
the industry they examined, that strategic persis-
tence (over time) and performance are related,
although only weakly (p. 39). Accordingly, tests
incorporating lagged relationships were also per-
formed.

5.  Results

Descriptive statistics

The aggregate responses with respect to the
planning activity for the four years are summa-
rized in Table I. Only 16.3% of all 2,956 firms
are regular planners whereas 43.5% are regular
non-planners. The remaining 40.2% (described in
the table as irregular planners) has a differing
response in at least one year. From the perspective
of other questions analyzed in this paper, the
proportion of firms in the final sample that become
planning introducers in 1996 is 14.0%, 1997 is
5.6% and 1998 is 4.8% (highlighted by the use of
italics in Table I). While not shown explicitly in
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TABLE I
Planning status over the study period

Planners in 

1995 1996 1997 1998 Number %

Regular non-planners No No No No 1287 043.5

Irregular planners No No No Yes 0141 004.8
No No Yes No 0070 002.4
No No Yes Yes 0095 003.2
No Yes No No 0130 004.4
No Yes No Yes 0045 001.5
No Yes Yes No 0075 002.5
No Yes Yes Yes 0164 005.6
Yes No No No 0130 004.4
Yes No No Yes 0034 001.2
Yes No Yes No 0033 001.1
Yes No Yes Yes 0056 001.9
Yes Yes No No 0083 002.8
Yes Yes No Yes 0046 001.6
Yes Yes Yes No 0084 002.8

Regular planners Yes Yes Yes Yes 0483 016.3

TOTAL 2956 100.00

Note: The subset of irregular planners defined as planning introducers in each year are emphasised by the use of italics.
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the table, the proportion each year of firms that
have documented plans (i.e. the total “Yes”
responses in each year) varies between 32.1% and
37.6%.

Regular planners versus regular non-planners

Table II provides the results from testing the rela-
tionship between employment performance of the
regular planners compared to the non-planners. As
for all the subsequent tables, each column contains
the regression coefficient (

 

β), the standard error
(std. err.), and an indication of statistical signifi-
cance. The first three columns in Table II provide
the results for yearly employment growth during
1995–96, 1996–97, and 1997–98 respectively,
while the fourth column reports the results for
employment growth over the entire sample period.
As expected, regular planners generally experience
higher rates of employment growth, after control-
ling for size, age and industry influences. The
relationship between the existence of documented
business plans and performance measured by
employment growth is positive and significant in
each of the periods examined.

Similar analysis between regular planners and
regular non-planners was also performed when
performance is measured by sales growth. The
results are not presented in a table but are avail-
able from the authors upon request. Generally the
results for sales growth are slightly weaker than
those for employment growth, however, regular
planners do consistently experience greater sales
growth in each of the three years. In addition, the
sales growth over the entire sample period indi-
cates a significant difference on the business
planning variable.

Overall the employment and sales growth
results support the first hypothesis that firms that
are regular planners will have better performance
(measured both by employment growth and sales
growth) compared with firms that are regular non-
planners.

Planning introduction before improved 
performance

Table III provides the results from testing for the
causal association between the introduction of
formal business planning and subsequent perfor-

mance. The sample firms analysed were all firms
that were regular non-planners for all of the
1995–98 period and all firms that were not
planners in 1995 and became planners in 1996.
Size, age and industry coefficients are again dis-
played in addition to the coefficient for business
planning which represents the incremental effect
of introducing formal or written business planning
upon the employment and sales growth of the firm.
Because the sales growth results were not different
from those relating to employment growth only
the latter are presented in Table III. The first
column provides the findings for the 1996–97
year. While the business planning coefficient is
positive, this effect is not significant at conven-
tional levels. Similar results (positive but not
significant business planning coefficients) are
displayed in the final column of Table III, which
reports the effect of introducing planning in 1997
upon employment growth over 1997–98.

The results in Table III focus on a period of
performance potentially starting anytime between
one and thirteen months after the introduction of
formal planning. This temporal period may not be
long enough to capture the potential incremental
impact of planning upon the performance of the
firm, particularly if there is a lag between planning
introduction and performance outcomes. Lagged
relationships were tested for planning introducers
in 1996 against 1997–98 performance and are
reported in column two of Table III. Again the
coefficient of business planning was positive but
the results did not indicate a significant relation-
ship between planning and performance. A
possible additional test for the 1996 planning
introducers was to combine the two years perfor-
mance for 1996–98. The results of this analysis
are displayed in the third column of Table III.
Once again while the business planning coefficient
is positive, significant effects could not be identi-
fied. Overall the results reported in Table III
suggest that there is not a statistically significant
relationship between planning introduction and
subsequent performance and therefore hypothesis
two cannot be supported.

Improved performance prior to planning

Table IV provides the results of examining if
planning introducers experienced greater employ-
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ment and sales growth in the period prior to
becoming introducers when compared with firms
that continued not to plan. In particular, the first
two columns report the relationship between per-
formance during the 1995–96 year and the intro-
duction of formal business planning in 1996, while
columns 3 and 4 deal with 1996–97 performance
and planning introduction in 1997. For both years,
there is a positive and significant effect between
planning adoption and employment growth with
the results, although still positive, not as strong for
sales growth.

The first two columns in Table V present
similar results for detecting the influence of
growth upon planning adoption during 1997–98.
Unlike the earlier years reported in Table IV, there
is no significant relationship although the rela-
tionship continues to be positive. Also in Table V
the results examining the effect of the prior years’
growth (1996–97) upon planning adoption in 1998
are presented in the last two columns. There is a
possibility that there is a lag between the growth
experienced by a firm and the introduction of
formal business planning and by examining earlier
periods, the growth influences upon planning
introduction may be better specified. Strangely
(given the results in Table IV) there is no statisti-
cally significant relationship with employment but
a moderately significant association with sales
growth when examining this lagged association.

The results reported in Tables IV and V indicate
that all the business planning coefficients are
positive, with the relationship between employ-
ment growth in 1995–96 and planning introduc-
tion in 1996 exhibiting the strongest relationship
(at the 0.001 level of significance). Employment
growth in 1996–97 and planning introduction in
1997, and the lagged effect of sales growth in
1996–97 and planning introduction in 1998 were
also significant at the 0.05 level of significance.
These results suggest moderate support for
hypotheses 3.

As is evident in Tables III to V, there is low
predictive power as represented by the low R2

values in all regressions. While this is of some
concern, the use of the regression technique was
not to develop a predictive model but rather to
evaluate the contribution of planning activity to
tested outcomes. In such a scenario appropriate
concentration, as has been reported in this paper,

is on the regression coefficients and not on the
models goodness of fit (Goldberger, 1991).
Nevertheless, an explanation for the low R2 values
was the possible “heterogeneity” of sample firms
across industry and age that has been identified
and investigated in other research (Evans, 1987).
However, replication of the tests for specific
industries failed to support such an explanation.

6.  Implications and conclusion

The findings of the analysis reported in this paper
are significant for several reasons. Firstly, they
rely on a large and rigorously collected sample.
The use of over 2,900 firms from an ABS data set
means these results are based on one of Australia’s
largest and most reliable samples, and accordingly
provide a strong basis for generalization across
Australian firms.

The second significance of these results is that
they provide support for the general belief that
planning is more prevalent in better performing
firms. The regular planners are associated with
higher levels of performance across all periods
analyzed.

Finally, in terms of significant results, there
appears to be slightly stronger support for the
notion that improved performance precedes
planning introduction than for the more popular
belief that planning will precede improved per-
formance. There are some strong associations
evident when the commencement of planning
follows periods of improved performance
measured by employment growth. There was at
best, limited evidence of associations when per-
formance after the introduction of planning was
tested. Consequently these results suggest there
may be greater credence to the claim that
improved performance is the precursor to planning
introduction, rather than the traditional view that
planning activity leads to better performance. This
supports van Gelderen et al.’s (2000) claim that
“undifferentiated prejudice by advisors and banks
as well as other influentials that top down planning
is always good has to be modified” (p. 176).

These results have implications for both
business policy and practice. A significant policy
implication is that adoption of formal planning by
small business need not be an objective of gov-
ernment. Encouraging formal business planning as
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a means of improving growth in the small business
sector may not achieve the desired outcome. This
does not mean that policy programs providing
resources for small businesses to undertake
planning should be eliminated, the mere fact that
small firms plan and adopt planning suggests
positive benefits. However as this study has shown
they do not appear to be related to future growth.
Wholesale encouragement of formal business
planning by the small business sector does not
appear warranted.

A clear implication for business practice is that
small business management should not think that
it is irrational not to plan. The findings of this
study suggest that the use of formal planning does
not necessarily result in superior performance.
However, it does suggest that businesses that are
better performers are more likely to use business
planning.

Also, it is indeterminate from this study
whether the adoption of planning by the respon-
dents was related to attempts to cope with
increased growth or more simply a legitimization
device for future capital requirements, or even
some other explanation. It is also unclear how
useful and what particular benefits were associ-
ated with the adoption of a formal business plan.
Also the results have not been able to examine the
longer-term implications of business planning.
Given there are only four data points available the
longest lag observed between adoption of planning
and performance is one year. Consequently, if
formal business planning has a significant positive
influence on the growth of the business in later
periods, it has not been detected in this study. Such
questions need to be addressed in future research.

At this stage analysis of the data has incorpo-
rated only limited treatment of possible industry
effects that may be masking some associations.
The opportunity exists for further research to
examine the relationship between firm growth and
planning on a more detailed industry basis. Also
the operationalization of formal planning used in
this research is narrow and uni-dimensional due to
data constraints. Further research is needed that
examines various other dimensions of the multi-
faceted planning process and their association with
performance.

Finally, there is also a need for future research
to attempt to rule out alternative explanations of

causality even though this may reduce the gener-
alizability of such studies. One approach to
dealing with this problem is to follow firms from
inception while controlling for exogenous factors.
Alternatively, future research needs to recognize
that just because an association is found there may
not necessarily be a causal link. While the task
may be difficult, casual relationships between
business behaviors and business performance
remains a very important and open question, and
one that needs to be addressed in future research.
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