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Background of the Study

The literature on planning in small busi

ness has grow n considerably over the past de

cades. W ith a few  notable exceptions, many 

scholars have recommended that small firms 

need to use strategic planning as an essential 

tool for their improved performance. Sup

port for the planning process in small firms 

comes from a variety of w riters in a number 

of forms (G ibb and Scott,1985).

Importance of strategic planning as a 

ment is being increasingly accepted both 

academician and professional managers. A s 

one of the important components of strategic 
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planning process, environmental scanning 

has received importance to explore new op

portunities and to identify threats for mak

ing important strategic decision. The notion 

of environmental scanning developed as 

apart of open system concept that maintains 

its environment. Indeed, many of the impor

tant reasons for small business failures, such 

realistic pricing, low sales can be traced to 

to the world beyond the office doors (Pearce 

II, C hapman and D avid, 1982). The identifi

cation of strategic opportunities and threats 

becomes increasingly vital as the business 

environment becomes more complex and dy

namic. In such an environment, the aware

ness of the current events and the anticipated 

changes may pay off in an improved planning 

to improved performance (Gibb and Scott, 

1985; D eakins, 1996). D espite the prescribed 

benefits of such awareness, empirical knowl

edge of its influences on small business per

formance has been very limited. Authors in 

the area of small business and entrepreneur

and continuous study of the environment 

and integrate the environmental information 

into their strategic planning. D espite this rec

ognition, studies on the effects of environ

mental awareness on small business perfor

mance are very limited. K nowledge of these 

issues in developing countries hardly exists. 

developed countries may not be appropri

ate when applied to small firms in develop

ing countries. H ence, this study is an attempt 

environmental awareness and small business 

performance and thus it contributes to some 

extent in fulfilling the gaps in knowledge.

Environmental Awareness

Strategic planning was defined opera

tionally by three elements of the strategic 

the existence of idea or formal documenta

tion of a future strategic course of action, and 

implications of strategies. It is often asserted 

that strategic planning is essential for a small 

as well as a large business for no other rea

son than that it helps them to take better ad

vantage of the opportunities which lie in the 

future and to forestall the threats that it con

tains (Steiner, 1967). Environmental aware

ness  is a concept from business management 

by which businesses gather information from 

the environment, to better achieve a sustain

able competitive advantage. To sustain com

petitive advantage the company must also 

respond to the information gathered from 

environmental scanning by altering its strat

egies and plans when the need arises.

Timmons (1978) noted that one of the 

most striking characteristics of successful en

trepreneurs their attitude towards and their 

use of planning. Similarly, C arland, H oy, 

Boulton and C arland (1984) used the term 

ers of small firms who use strategic manage

ment practices.

The research in small businesses has 

firms place more importance than larger firms 
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on external information (Johnson and Kue

hn, 1987) and that they conduct environment 

and N ikolaisen,1988). Their environmental 

scanning, however, is frequently reactive, 

informal and unsystematic (Gibb and Scott, 

argued that because of the reactive nature of 

information search planning in small firms is 

often impeded by imperfect and insufficient 

information (Gibb and Scott, 1985;Deakins, 

1996). Johnson and Kuehn (1987) indicated 

that relying primarily on verbal exchanges 

with suppliers, distributors, and customers, 

place information sources both more acces

sible and easier to interpret that technology 

the environmental scanning practices and in

nix and Kansas City metropolitan areas in the 

U nited States. Similar to the study of Johnson 

and Kuehn (1987), this study also found that 

small business owner mangers judge family 

and friends to be more valuable than the tra

ditional formal sources of information and 

advice, such as, lawyers, bankers, and ac

countants. M arket place was found to be the 

most important environment unit of analysis, 

and personal information sources were con

sidered to be more valuable than impersonal 

sources. Holland, Stead, and Leibrock (1976) 

found that managers faced with a difficult 

task preferred personal information sourc

es because they enabled the manger to learn 

about a complex topic in a short time. Writ

ten information sources, such as the profes

sional literature and technical manuals, were 

found to be preferred when task assignments 

were well understood.

Small Business Performance.

M easuring firm performance has be

come an important component of empirical 

research in the field of strategic management 

or marketing strategy. R esearchers frequent

ly take the performance of firms into account 

nomena as structure, strategy and planning. 

R esearch which incorporates performance 

must address two basic issues (1) selection 

of a conceptual framework to define per

formance, and (2) identification of accurate, 

available measures that operational perfor

mance (Dess and R obinson, 1984). Scholars 

have suggested a number of frame works to 

define performance. R egardless of the frame

it has been apparent that performance, it has 

been apparent that performance is a complex 

and multidimensional phenomenon and 

opeartionalising such a concept is inherently 

difficult. Dess and R obinson (1984) indicated 

that obtain accurate economic performance 

data is often a problem in measuring perfor

firms and privately –held firms. In provid

ing a framework for operationalisng perfor

mance, Venkatraman and R amanujam (1986) 

referred to the   narrowest conception of busi

ness performance that centers on the use of 

that are assumed to reflect the fulfillment of 

the economic goals of the firm. These finan

cial indicators have been dominant models in 

empirical research. Typical of this approach 

would be to examine such indicators as sales 

growth, profitability, earnings per share, and 

so forth. Venkatraman and R amanujam (1986) 

business performance would include empha

sis on indicators of operational performance. 
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troduction, product quality, marketing ef

fectiveness, customer satisfaction, custom

er loyalty, manufacturing value added, and 

other measures of technological efficiency 

with the domain of business performance. 

The inclusion of operational performance in

sive use of financial indicators and focuses on 

that key operational success factors that lead 

to financial performance (Venkatraman and 

Ramanujam, 1986). While business perfor

mance can be measure using financial indica

tors, operational indicators, or both, a further 

issue in its operationlistion is the sources of 

data (Venkatraman and Ramanujam, 1986). 

The sources of performance data are either 

primary or secondary. Using the conceptu

cial versus operational indicators) and data 

sources (primary versus secondary) as two 

basic but different concern in the overall pro

cess of measuring business performance,

Similar experience was also observed in 

a number of research in other countries. Har

riss (1981) quoted the following statements 

from some studies of Indian small traders…  

“ they lie when it came to statements about 

wealth, business, capital, turnover and so 

forth which they never correctly told to any

chants are extremely reticent regarding mon

ey matters in business. Unni (1981) indicated 

confidentiality of responses was assured, the 

unwillingness of small businessmen to spec

ify their profit and sales over the last few 

years. O rpen (1993) described small firms are 

notorious for their inability and unwilling

ness to provide desired information.

Environmental awareness and 

Small Business performance

O n the issue of the importance of envi

ronmental scanning on small business per

formance, Bollinger (1984) found that scan

financial performance. Similar results were 

also found by O rpen(1993) in a study of 51 

small firms in England. In this study, he re

ported that small firms, which possess more 

information about themselves ad their envi

ronment, engage in formal strategic planning 

and they perform better financially than their 

counterparts. Bamberger (1980) noted, there 

is a positive relationship between the exis

tence of a more or less formal strategic plan

O rimsby (1990) pointed out the relationship 

between strategic planning and performance 

of small businesses, and that there is a tension 

between normative statements and the find

ings of empirical research (Hanlon and Scott, 

1993), increasing evidence has confirmed that 

strategic planning has a positive effect on the 

performance of small businesses.

O rpen (1993) argued that formal strate

gic planning follows improved performance, 

and another view is that formal strategic 

planning provides a structure for decision 

making, helping small businesses to take a 

long term view, and that in general, it ben

efits small firms. O thers have claimed that 

tions to better prepare for and to deal with 

rapidly changing environments that most of 

them face. Lyles, Baird, O rris, and Kuratko 

(1993) argued that as small business owners 

adopt a more formal planning process. There 

is a significant increase in the thoroughness 
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