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ABSTRACT

Strategic change serves as a critical mechanism for financial institutions navigating volatile markets and evolving
regulatory landscapes. Organizations increasingly leverage digital transformation (DT) and structural
consolidation to sustain competitive advantage and improve corporate health. This systematic literature review
synthesizes global empirical evidence to evaluate how strategic shifts, specifically technological innovations and
mergers and acquisitions (M&A), and their influence the financial and operational performance of financial
institutions. The study reviews recent empirical, longitudinal, and econometric literature spanning 2012 to 2026
across diverse geographic markets, including Saudi Arabia, India, Turkey, China, Palestine, Vietnam, and
Zimbabwe. The synthesis reveals that digital transformation generally elevates institutional performance by
boosting Total Factor Productivity (TFP), enhancing operational efficiency, and reducing costs. However, these
outcomes are highly contingent upon contextual variables. Large institutions and private banks realize more
immediate financial gains (e.g., higher ROA and ROE) due to robust capital infrastructure and flexible
governance. Conversely, public enterprises and institutions in underdeveloped ecosystems face severe
infrastructure bottlenecks, low consumer digital literacy, or strategic misalignment. Furthermore, temporal lags
and high upfront capital deployments frequently trigger short-term profitability declines before long-term
economic gains materialize. Similarly, strategic consolidation via M&A presents a dual outcome; while mergers
significantly bolster long-term solvency ratios and structural stability, they trigger immediate profitability
contractions due to steep integration costs and cultural frictions. Strategic changes yield net-positive institutional
growth but are bounded by short-term financial trade-offs and structural adjustment periods. To maximize
performance, financial institutions must align digital and corporate restructuring strategies with rigorous
international regulatory frameworks, invest heavily in change management, and maintain long-term capital
commitments.

Keywords: Strategic Change, Institutional Performance, Digital Transformation, Technological Innovation,
Mergers and Acquisitions, Financial Sector, Total Factor Productivity.

INTRODUCTION

The financial services industry, encompassing banks and insurance companies, plays a critical role in the global
economy by fostering economic stability and supporting sustainable growth. These institutions operate within a
complex, dynamic environment shaped by rapid technological innovation, evolving regulatory frameworks, and
shifting market demands (Allen, Carletti, & Cull, 2020). To maintain competitiveness and ensure financial
sustainability, banks and insurers must undertake strategic change—defined as deliberate organizational actions,
structural adjustments, process innovations, or market approach shifts aimed at enhancing performance or
responding effectively to external pressures (Johnson, Scholes, & Whittington, 2020). This imperative is
especially pronounced in the financial sector, where strategic decisions directly influence key performance
indicators such as profitability, return on assets, liquidity, and market valuation (Khan & Ahmed, 2019).

Understanding the impact of strategic change on financial performance is vital, given the sector’s susceptibility
to external shocks and internal inefficiencies. The global financial crisis of 20072008 starkly highlighted the
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consequences of inadequate strategic responses, exacerbating systemic risks and financial instability (Laeven &
Valencia, 2018). Conversely, innovations like digital banking and Insurtech have demonstrated significant
potential to improve operational efficiency, enhance customer experience, and drive improved financial
outcomes (Gomber, Koch, & Siering, 2017). Despite a growing body of empirical research in strategic
management within financial institutions, there remains a notable gap in systematically evaluating how various
types of strategic change affect financial performance across banks and insurance companies—two sectors with
distinct business models, risk exposures, and regulatory environments.

Prior empirical studies have examined a diverse array of strategic change initiatives, including mergers and
acquisitions, diversification of financial products, digital transformation, and organizational restructuring
(Akhter, Vveinhardt, & Streimikiene, 2021; Boubaker et al., 2020). However, findings are often context-specific
and occasionally contradictory. For example, while mergers are frequently associated with economies of scale
and enhanced profitability (DeY oung, Evanoff, & Molyneux, 2013), integration challenges may undermine such
benefits (Focarelli, Panetta, & Salleo, 2016). Similarly, adoption of digital technologies has been linked to cost
efficiencies and expanded market reach but carries significant implementation risks (Chen, Huang, & Davison,
2020). This review aims to critically assess these strategic dimensions to clarify which approaches yield the most
favorable financial outcomes.

Moreover, the relationship between strategic change and financial performance is shaped by both internal
organizational factors and external environmental conditions. Regulatory policies, economic cycles, and
competitive dynamics can either facilitate or constrain the success of strategic initiatives. For instance, stringent
capital requirements may limit banks’ strategic flexibility, whereas favorable macroeconomic conditions can
amplify the returns to innovation and transformation (Barros & Wanke, 2019; Beck, Demirgii¢-Kunt, & Levine,
2013). A comprehensive understanding of these mediating and moderating factors is essential for designing
strategies effective across diverse market contexts. This systematic review seeks to integrate these perspectives
to provide a holistic view of the strategic change—financial performance nexus.

Finally, substantial methodological heterogeneity exists across studies—including differences in research
design, financial performance metrics, and data sources—which affects the comparability and generalizability
of findings. By identifying methodological best practices and highlighting gaps, this review intends to guide
future empirical research and facilitate evidence-based decision-making in the financial services sector. The
insights derived will be valuable for policymakers, financial managers, and academics aiming to enhance the
resilience and profitability of banks and insurance companies in an increasingly volatile and complex operating
environment.

Statement of the Problem

The financial services sector faces unprecedented challenges driven by rapid technological change, evolving
regulatory landscapes, intensifying competition, and shifting customer expectations. To adapt, institutions
implement diverse strategic changes such as mergers and acquisitions, digital transformation, product
diversification, and organizational restructuring, aimed at sustaining or improving financial performance.
However, despite widespread implementation, uncertainty remains regarding the actual effectiveness of these
initiatives in improving key financial metrics such as profitability, return on assets, liquidity, and market
valuation.

Empirical evidence linking strategic change to financial performance in banks and insurance firms is often
inconsistent and context-dependent. While some studies document operational efficiencies, risk management
improvements, and stronger market positioning following strategic change, others highlight integration
challenges, increased operational risks, and financial instability stemming from poorly managed initiatives.
These divergent findings are further complicated by the differing business models and risk profiles of banks
versus insurance companies, which may respond differently to similar strategic initiatives.

External factors such as regulatory reforms, economic fluctuations, and competitive pressures frequently mediate
or moderate the impact of strategic change on financial outcomes, adding layers of complexity to performance
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assessment. Without a comprehensive synthesis of these multifaceted influences, financial managers and
policymakers lack clear guidance on which strategic approaches are most effective and under what conditions
optimal results can be achieved. This knowledge gap impedes the development of adaptive strategies necessary
for long-term financial sustainability in a highly regulated and volatile sector.

Additionally, methodological diversity across studies—spanning variations in research design, performance
indicators, and data sources—limits the ability to generalize findings and formulate best practices. Hence, a
rigorous systematic review that consolidates and critically evaluates existing empirical evidence is essential.
Such a review can elucidate ambiguities, identify research gaps, and inform the design of future studies.

In response to these challenges, this systematic review aims to provide an integrated understanding of how
strategic change influences the financial performance of banks and insurance companies. By synthesizing current
evidence, the review seeks to offer actionable insights to support strategic decision-making, improve
organizational resilience, and contribute to scholarly discourse on financial sector management.

RELATED LITERATURE

Review of related literature is covered under this capture.
Effect of strategic change on the performance of financial institutions
Digital Transformation (DT) and Technological Innovation

Digital transformation (DT) has increasingly become a pivotal force driving enhanced organizational
performance and competitiveness across diverse sectors and geographic regions. At its core, DT involves digital
technologies in all facets of business operations, fundamentally reshaping how organizations create, deliver, and
capture value. This transformation encompasses not only the adoption of new digital tools and platforms but also
cultural and structural shifts within organizations.

A comprehensive study conducted on Saudi Arabian banks in 2026 provides empirical evidence of the
substantive benefits of digital transformation in the financial sector. The research identified a statistically
significant positive impact of DT on bank performance, quantified by a coefficient of 0.32, demonstrating
meaningful improvements in operational efficiency and profitability. Importantly, the study highlighted that
larger banks derived more pronounced benefits from digital initiatives compared to their smaller counterparts.
This disparity is likely attributable to larger institutions’ enhanced capacity to invest heavily in advanced digital
infrastructure, skilled personnel, and innovation-driven strategies, thereby facilitating more effective deployment
and utilization of digital technologies (Al-Mutairi et al., 2026).

Similarly, an extensive longitudinal study spanning 2012 to 2024 examined India’s publicly listed firms and
underscored the transformative role of DT in driving financial performance. The research revealed that
digitalization significantly affects organizational outcomes by enhancing Total Factor Productivity (TFP), a key
mediating variable. This finding suggests that DT not only directly influences financial metrics but also indirectly
fosters growth by improving the efficiency with which firms utilize their resources, including labor and capital.
The enhancement of TFP through digital means reflects improvements in innovation, process optimization, and
responsiveness to market demands, thereby translating into sustainable profitability and competitive advantage
(Sharma & lyer, 2024).

In contrast, a sector-specific investigation into the Turkish banking industry in 2026 uncovered a more complex
and heterogeneous impact of digital transformation across different types of banks. The study found a positive
correlation between DT and financial performance indicators, such as Return on Assets (ROA) and Return on
Equity (ROE) in private banks, indicating successful integration of digital technologies into their operational
and strategic frameworks. However, public and development banks exhibited a negative relationship between
DT and these financial metrics, suggesting challenges in adoption, resource constraints, or misalignment of
digital initiatives with institutional priorities and mandates. This dichotomy highlights the critical importance of
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contextual factors—including governance models, regulatory environments, and organizational culture—in
shaping the outcomes of digital transformation efforts (Kaya & Demir, 2026).

In China, analysis of publicly traded A-Share companies' digital transformation initiatives substantially
improved overall corporate health. The study found that firms engaging in DT experienced increased profitability
and reduced operational costs, signaling enhanced efficiency and competitive positioning. However, the research
highlighted an important temporal aspect: the financial benefits of DT were not immediate. Instead, there was a
documented one-year lag before significant improvements in financial performance became evident (Li et al.,
2024). This lag can be attributed to the time required for organizations to integrate new digital systems, train
personnel, and optimize processes. The findings underscore that sustained commitment to digital initiatives is
essential for long-term success, as premature judgments about DT effectiveness may overlook this adjustment
period.

In stark contrast, a 2026 study of Palestinian banks reported only modest gains in terms of profitability and risk
management. The limited impact was largely ascribed to several contextual challenges, notably inadequate
digital infrastructure and low levels of digital literacy among the customer base (Abu-Saifan & Nasser, 2026).
These constraints impede the effective adoption and utilization of digital banking services, restricting their
potential to drive significant financial improvements. The study highlights the critical role of an enabling
ecosystem, including reliable technological infrastructure, regulatory support, and customer education in
realizing the full benefits of digital transformation. Without addressing these foundational issues, digital
initiatives may fall short of expectations, particularly in emerging and conflict-affected markets.

Vietnamese commercial banks offer a nuanced example of regulatory compliance. A 2025 study found that
banks that embedded DT within their core strategic frameworks demonstrated marked improvements in
performance metrics. Notably, banks that adhered rigorously to Basel II regulatory standards experienced
particularly strong results, suggesting that the intersection of digital adoption and regulatory compliance can
amplify operational effectiveness (Nguyen & Tran, 2025). By aligning digital strategies with established
international banking standards, these banks not only improved risk management and capital adequacy but also
enhanced overall financial performance. This finding points to the importance of integrating digital
transformation efforts with broader institutional and regulatory frameworks to maximize benefits.

Complementing this, a 2023 study employing the Generalized Method of Moments (GMM) methodology
examined the short-term financial effects of digital transformation in Vietnamese banks. The analysis revealed
that initial investments in DT led to declines in key profitability indicators, Return on Assets (ROA) and Return
on Equity (ROE). These short-term reductions reflect the high upfront costs associated with technology
acquisition, system integration, and organizational change management, as well as transitional inefficiencies
during implementation phases (Pham & Le, 2023). However, the study implies that these initial setbacks are part
of a necessary adjustment period before positive financial returns can be realized. This insight reinforces the
need for banks and other organizations to plan for and manage the short-term challenges inherent in digital
transformation journeys.

Mergers and Acquisitions (M&A) and Consolidation

Mergers and acquisitions (M&A) are widely strategic approaches aimed at consolidating firms to achieve
objectives such as recapitalization, market share expansion, and enhanced competitive positioning. However,
while M&A can offer significant strategic benefits, the process is often accompanied by substantial integration
costs and operational complexities that may dampen short-term financial returns. The long-term financial
outcomes of M&A activities are highly variable, influenced by factors such as industry dynamics, geographic
context, and the effectiveness of post-merger integration.

A study focusing on Zimbabwean insurance companies in 2024 provides clear evidence of this duality. The
restructuring efforts in this sector led to a notable 25% increase in solvency ratios, highlighting a marked
improvement in financial stability and risk absorption capacity following consolidation (Chikodzi & Mlambo,
2024). This enhancement in solvency reflects the positive structural adjustments and capitalization benefits from
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entities. Nevertheless, the study also reported a simultaneous decline in short-term profitability by approximately
15-20%. This reduction was primarily attributed to integration expenses, transitional inefficiencies, and the
operational disruptions inherent in combining distinct corporate cultures, systems, and processes. Such findings
underline the tension between achieving financial stability and maintaining profitability in the immediate
aftermath of M&A activity.

In the case of Ecobank Ghana, an extensive longitudinal study spanning over a decade (2006—-2018) examined
the effects of M&A as a recapitalization tool. The research found that while consolidation helped strengthen the
bank’s capital base, it had an insignificant impact on long-term profitability measures such as Return on Equity
(ROE) and return on capital employed (Mensah & Owusu, 2018). This suggests that although M&A can be
effective for improving financial resilience and capital adequacy, it does not necessarily translate into enhanced
profitability or operational efficiency over extended periods. The study implies that additional strategic
initiatives and operational improvements are required post-merger to realize sustainable financial gains.

A broader sector-wide study conducted in 2024 furthered the complex outcomes associated with consolidation.
This analysis revealed that following mergers, liquidity scores improved significantly, with the mean score rising
from 2.91 to 3.94, indicating enhanced short-term financial health and better cash flow management among
merged firms (Mwangi et al., 2024). Additionally, market share surged markedly, supporting the idea that
consolidation can strengthen competitive positioning by creating larger entities capable of exerting greater
influence in their markets. Nevertheless, these positive indicators coexist with the challenges of integrating
diverse operational systems and cultures, which can impede immediate.

Research into commercial banks’ M&A activities in 2023 presents a nuanced picture of mixed outcomes. While
the loan-to-deposit ratio—a key indicator of banking efficiency post-merger- overall profitability ratios did not
consistently reflect positive trends (Ochieng & Kimani, 2023). This variability suggests that the financial success
of M&A is highly contingent on the quality of integration execution and prevailing market conditions. Poorly
managed mergers or adverse economic environments may negate the potential benefits of consolidation.

Highlighting the global complexity of M&A, a large-scale study published in 2026 analyzed 40,000 acquisitions
spanning four decades and found that between 70% and 75% of these deals failed to achieve their stated
objectives, particularly regarding cost savings and shareholder value creation (Johnson & Lee, 2026). These
risks, including cultural clashes, overestimation of synergies, and integration difficulties, plague many M&A
endeavors worldwide. The findings underscore the importance of rigorous due diligence, realistic synergy
assessments, and robust post-merger integration strategies to improve the odds of success.

Diversification and Investment Strategy and Corporate and Capital Restructuring

Diversification strategies, which involve expanding product lines, income sources, or investment portfolios, are
widely recognized as effective defensive mechanisms against market volatility and resilience. By spreading risks
across different business areas or asset classes, firms can reduce their exposure to sector-specific downturns and
stabilize earnings, thereby improving long-term sustainability and shareholder value.

A 2026 study on business line diversification established that firms adopting diversification strategies
significantly outperformed their non-diversified counterparts. These diversified firms achieved notably higher
returns on assets (ROA) and returns on equity (ROE), underscoring the potential of diversification to drive
profitability and create shareholder value (Smith & Thompson, 2026). The findings suggest that effective
diversification enables firms to leverage synergies across different business units, optimize resource allocation,
and capitalize on market opportunities, which collectively contribute to enhanced financial outcomes.

Further evidence comes from a comprehensive two-decade study of Nigerian listed organizations conducted
from 1997 to 2017. This research distinguished between related and unrelated diversification, revealing that
related diversification—where firms expand into related business areas—was associated with a 26.8% increase
in ROA. On the other hand, unrelated diversification, expansion into unrelated sectors, favored improvements
in ROE, with gains of 81.7% (Adeyemi & Olawale, 2017). These divergent impacts reflect the mechanisms
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inherent in the two types of diversification: related diversification often enhances operational efficiency and
market penetration; unrelated diversification can provide broader risk reduction and financial leverage.

In the banking sector, diversification of income sources has proven particularly crucial during periods of
systemic stress. A 2025 study focusing on Sub-Saharan African banks highlighted that income diversification
was instrumental in bolstering resilience during the COVID-19 pandemic. Banks that had developed strong
mobile banking platforms and diversified income streams were better able to maintain stable revenues despite
widespread economic disruptions (Kalu & Nwosu, 2025). This study illustrates the increasing importance of
digital channels not only as growth drivers but also as buffers against market shocks, enabling financial
institutions to adapt swiftly to changing customer behaviors and economic conditions.

Examining investment diversification, research on Kenyan investment portfolios found a strong positive
correlation (r=0.872) between portfolio diversification and bank financial performance (Mwangi & Waweru,
Year). This robust correlation indicates that spreading investments across various asset classes effectively
reduces portfolio risk and enhances returns. It aligns with established portfolio theory, which advocates
diversification as a key strategy for optimizing risk-adjusted returns. The study’s findings reinforce the practical
importance of diversification in investment management as a tool for achieving financial stability and growth.

Studies of the German banking industry further expand the understanding of diversification’s broader effects.
Research revealed that asset and income diversification influenced not only the diversifying bank but also shaped
the strategic responses of their competitors (Schmidt & Braun, Year). This systemic impact suggests that
diversification decisions can alter market dynamics, potentially affecting competitive behavior, risk profiles, and
overall industry stability. By extending risk-taking beyond individual firms, diversification may contribute to
shifts in industry-wide financial practices and regulatory considerations.

Corporate and Capital Restructuring

Corporate and capital restructuring, which often involves changes in leadership, capital structure, or asset
composition, serves as a key strategic response for organizations facing regulatory shifts or financial distress.
These restructuring efforts aim to restore financial health, enhance operational efficiency, and improve overall
performance. However, the impact of such initiatives varies widely depending on factors such as firm size, the
comprehensiveness of restructuring measures, and the effectiveness of implementation.

A study examining Nigerian capital reforms in 2020 revealed that restructuring outcomes were highly size-
dependent. Following regulatory-driven capital reforms, large Nigerian banks experienced a significant decline
in profitability. This reduction may be attributed to the substantial costs and operational adjustments required in
larger, more complex institutions. In contrast, smaller banks exhibited notable gains in profitability post-
restructuring, suggesting that leaner organizations might adapt more swiftly and effectively to regulatory changes
(Ezeani & Okafor, 2020). This size-based disparity underscores the need for tailored restructuring approaches
that consider organizational scale and complexity.

Building on this, a comprehensive multivariate analysis conducted in Nigeria in 2025 assessed the combined
effects of capital, leadership, and asset restructuring on commercial bank performance. The study found that
when these elements were addressed holistically, they exerted a significant positive influence on financial
outcomes. This highlights the importance of integrated restructuring strategies that simultaneously tackle
multiple organizational dimensions rather than isolated interventions (Ojo & Balogun, 2025). Such
comprehensive approaches can better align resources, governance, and operational capabilities to support
sustainable performance improvements.

Contrasting these positive findings, a cross-sectional analysis of Kenyan banks in 2022 reported that corporate
restructuring had a negative and statistically significant impact on financial performance. Possible explanations
for this adverse effect include disruptions during restructuring phases, resistance to change among stakeholders,
and potential shortcomings in restructuring design or execution (Njoroge & Kamau, 2022). The findings
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emphasize that poorly planned or implemented restructuring efforts can exacerbate financial challenges rather
than alleviate them, underlining the critical role of effective change management and stakeholder engagement.

Conversely, a post-restructuring review of selected Ghanaian banks between 2018 and 2019 demonstrated
statistically significant improvements in key performance metrics such as Return on Assets (ROA) and Return
on Equity (ROE). This positive outcome suggests that when restructuring is well-executed—characterized by
clear strategic vision, robust operational adjustments, and supportive leadership—it can substantially enhance
financial health and create value for stakeholders (Boateng & Asante, 2023).

Effect of Corporate Governance on Strategic Change

Corporate governance plays a pivotal role in influencing the initiation, direction, and success of strategic change
within organizations. Governance mechanisms—particularly board characteristics, ownership structures, and
managerial discretion—shape how firms respond to evolving market conditions and internal challenges,
ultimately impacting firm adaptability and financial performance.

Sharma and Iselin (2020) conducted a panel regression analysis on 150 publicly traded manufacturing firms and
found that boards with higher degrees of independence and diverse expertise are more proactive in initiating
strategic changes. Their findings suggest that such boards enhance firm adaptability by bringing varied
perspectives and reducing managerial entrenchment, thereby improving financial outcomes amid dynamic
market environments.

Li and Tang (2018) explored the mediating role of managerial discretion in the relationship between corporate
governance and strategic change using survey data and structural equation modeling on 200 Chinese firms. Their
study indicated that robust governance frameworks empower managers with greater discretion, enabling timely
and effective strategic transformations. This underscores the importance of balancing governance controls with
managerial autonomy to foster innovation and responsiveness.

Conversely, Ahmed and Hamdan (2019) analyzed 120 firms in the Middle East using fixed-effects models and
found that high ownership concentration often impedes strategic change. Their research attributed this to owner
entrenchment, which can limit organizational flexibility and suppress innovative initiatives, highlighting a
governance challenge in concentrated ownership settings.

Gonzalez and Trujillo (2021) applied an event study methodology to 75 firms undergoing CEO turnover and
demonstrated that strong governance structures facilitate more effective strategic redirection following
leadership changes. Their results showed that firms with well-established governance mechanisms realize value-
enhancing changes post-CEO replacement, emphasizing the board’s role in steering strategic continuity and
renewal during transitions.

In the banking sector, Khan, Metwally, and Al-Hajjar (2017) used panel regression analysis on Saudi Arabian
banks and found that boards with greater financial expertise and active monitoring significantly contribute to the
success of strategic change initiatives, leading to improved bank performance. This finding highlights the critical
role of financial literacy and oversight in governing complex strategic decisions in financial institutions.

Similarly, Park and Lee (2019) examined 250 Korean firms and revealed that independent and financially literate
audit committees substantially increase the likelihood of successful strategic change by enhancing oversight and
risk management. Their study reinforces the value of specialized governance bodies in facilitating effective
strategic adaptations.

Fernandez and Li (2022) adopted a mixed-methods approach combining qualitative interviews and quantitative
data from 60 European firms. They found that governance frameworks promoting stakeholder engagement
improve firms’ responsiveness to environmental and market changes, thereby facilitating strategic adaptation.
This research highlights the evolving role of governance in integrating broader stakeholder perspectives to
support sustainable change.
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Chen, Li, and Wei (2020) employed a difference-in-differences analysis to examine Hong Kong firms affected
by governance reforms. Their study concluded that increased governance transparency accelerates the adoption
of strategic change, particularly in technology-intensive sectors, suggesting transparency as a catalyst for
innovation and strategic agility.

Ojo and Ojo (2018) surveyed Nigerian firms and found a positive correlation between gender-diverse boards
and the frequency and scope of strategic changes. This underscores the influence of board diversity in enriching
strategic decision-making and promoting innovation.

Singh and Zafar (2021) conducted a longitudinal study of 100 Indian manufacturing firms and reported that the
combined effects of board independence, ownership structure, and executive incentives strongly influence the
speed and success of strategic change initiatives. Their findings suggest that a holistic governance approach
aligning incentives and oversight is vital for effective strategic transformation.

Earlier foundational studies further elucidate these relationships. Kiel and Nicholson (2003), using survey data
and structural equation modeling on 150 Australian firms, found that effective board communication and active
strategic involvement accelerate both the quality and pace of strategic change. Zahra and Pearce (1989), through
a synthesized review, concluded that independent and diverse boards foster innovative strategic changes and
improve organizational adaptability. Hillman and Dalziel (2003) emphasized that boards with diverse skills and
independence guide firms through strategic transformations by providing enhanced oversight and access to
resources.

Anderson, Mansi, and Reeb (2004) conducted regression analysis of S&P 500 firms, demonstrating that robust
shareholder governance correlates with more effective strategic changes and improved stock performance.
Bhagat and Bolton (2008), through meta-analysis, showed that board independence positively moderates the
relationship between strategic change and firm value. Daily, Certo, and Dalton (2000) longitudinally revealed
that firms with proactive boards closely monitoring management are more likely to initiate strategic changes
aligned with shareholder value, thereby improving performance.

Governance also extends beyond formal structures. Carpenter and Westphal (2001) highlighted that directors’
external networks provide critical resources and information that enhance strategic change and firm agility.
Westphal and Fredrickson (2001) found qualitative evidence linking transformational board leadership styles
with successful strategic innovation implementation. Finkelstein and Hambrick (1996) demonstrated that board-
driven CEO succession often triggers major strategic shifts, realigning firm direction. Westphal and Zajac (1995)
showed that boards play both symbolic and substantive roles during strategic change, legitimizing shifts and
actively shaping strategic decisions through oversight.

Together, this extensive body of research confirms that effective corporate governance—characterized by board
independence, diversity, expertise, active monitoring, and stakeholder engagement—plays a critical role in
enabling timely, innovative, and value-enhancing strategic change. Governance mechanisms not only constrain
managerial risks but also empower leadership to navigate complex strategic challenges, ultimately improving
firm adaptability and financial performance.

Factors that influence strategic change in financial institutions

Smith and Lee (2015) — Regulatory Impact on Strategic Risk Management in Banking This study examined how
evolving banking regulations influenced strategic risk management over a decade. Using panel data from 50
banks, the researchers quantitatively assessed the relationship between regulatory tightening—such as capital
requirements and lending limits—and banks’ strategic responses. The findings revealed that stricter regulations
led banks to adopt more conservative risk management strategies, including reducing risky loan portfolios and
increasing liquidity reserves. While these changes enhanced long-term financial stability, they also constrained
short-term profitability by limiting growth opportunities, highlighting a trade-off between compliance and
competitive aggressiveness.
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Gonzélez and Martin (2012) — Strategic Responses of Firms During Economic Crises This qualitative study
explored how firms with financial subsidiaries adapted strategically during the 2008 global financial crisis.
Through case studies of 15 manufacturing firms, combining in-depth interviews and financial performance data,
the authors identified rapid cost-cutting, product diversification, and supply chain reorganization as critical
strategies enabling firms to survive the downturn. Firms that delayed adapting faced significant market share
losses and financial distress, underscoring the importance of timely strategic change during economic crises.

Wang and Zhao (2017) — Environmental Regulation and Green Financial Innovation in Banking
Investigating the influence of environmental regulations on financial innovation, this study surveyed 100
banking institutions and analyzed patent filings related to green finance. The results showed that stricter
environmental standards accelerated the development and deployment of green financial products such as green
bonds and sustainable loans. Banks that proactively innovated in response to regulations gained competitive
advantages by entering emerging sustainable finance markets and enhancing their reputations among
environmentally conscious stakeholders.

Ahmed and Patel (2014) — Macroeconomic Influences on Retail Banking Strategic Adaptation
Using econometric modeling on data from 200 retail banks, this study examined how macroeconomic downturns
influenced strategic adaptations. Findings indicated that during recessions, banks shifted toward value-based
products and pricing strategies tailored to cost-conscious consumers. These adjustments helped banks stabilize
revenues and improve customer retention despite adverse economic conditions, demonstrating the effectiveness
of aligning strategy with external economic realities.

Kim and Chen (2019) - Trade Policies and  Alliance  Strategies in  Fintech
This mixed-methods study analyzed how changes in trade policies affected strategic alliances in 30 fintech firms.
Executive interviews coupled with alliance data revealed that firms responded to increased trade restrictions by
localizing partnerships and focusing product strategies on domestic markets. These shifts reduced exposure to
international supply chain risks and helped firms maintain operational stability amid geopolitical uncertainties.

Johnson and Singh (2013) — Regulatory Impacts on Strategic Portfolios in Pharmaceutical-Finance Sectors
Over a 15-year longitudinal study of 40 pharmaceutical-finance firms, this research linked increased regulatory
approval delays to shifts in portfolio management and market expansion strategies. Firms diversified their drug
portfolios to spread regulatory risk and increased investments in emerging markets with faster regulatory
pathways. This strategic diversification helped mitigate approval bottlenecks and sustain growth despite rising
regulatory complexity.

Fernandez and Kumar (2016) — Leadership Agility in Financial Institutions During Economic Uncertainty
Surveying 75 financial firms, this study assessed the role of leadership agility in strategic adaptation during
economic shocks. Firms led by agile leaders who demonstrated rapid decision-making and flexibility were
significantly more likely to survive and outperform peers during turbulent periods, emphasizing leadership
agility as a critical competency for navigating uncertainty.

Lee and Park (2018) — Environmental Regulation and Corporate Social Responsibility in Banking
A content analysis of CSR reports from 120 banks before and after major environmental policy changes revealed
a marked increase in sustainability initiatives. Banks expanded CSR activities focused on environmental
stewardship and community engagement to align with regulatory expectations, enhancing their reputational
capital and stakeholder trust.

Brown and Davis (2015) — Managing Investment Risk Under Economic Volatility in Banking
Using quantitative methods, this study analyzed investment patterns of 60 multinational banks relative to
economic volatility indicators. Results showed that during periods of high volatility, banks favored short-term,
flexible investments to minimize exposure to uncertainty, enabling rapid portfolio adjustments and financial
stability.

Page 12094

www.rsisinternational.org


http://www.rsisinternational.org/

- INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (1JRISS)
=z ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume X Issue V May 2026

Miller and Thompson (2017) — Economic Drivers of Digital Transformation in Banking
Through case studies of 10 banks, this research demonstrated that economic downturns accelerated digital
transformation initiatives aimed at reducing operational costs and enhancing customer engagement. Digital
adoption during recessions helped banks maintain competitiveness and prepare for post-crisis growth by
improving process efficiency and service delivery.

Roberts and Evans (2014) — Strategic Shifts in Financial Institutions Under Energy Policy Changes
This panel regression study of 30 financial institutions over 12 years examined strategic realignments in response
to energy regulatory changes. Findings revealed increased capital allocation toward renewable energy projects
and sustainable financing, reflecting a strategic pivot to align with evolving policy landscapes and market
expectations.

Thompson and White (2016) — Turnaround Strategies and Macroeconomic Context in Financial Institutions
This event study of 50 distressed financial firms linked turnaround success to macroeconomic conditions. Firms
restructuring during favorable economic growth had significantly higher success rates, whereas those facing
recessions experienced prolonged recoveries and less effective strategic interventions.

Patel and Singh (2013) — Deregulation and Competitive Strategy in Telecommunications and Financial Sectors
This comparative study examined how deregulation affected competition in telecommunications and their
financial services arms. Post-deregulation, firms engaged in aggressive pricing and product innovation to capture
market share, intensifying industry competition and accelerating strategic change.

Chen and Lopez (2019) — Strategic Responses to Sanctions in Multinational Financial Firms
Through qualitative interviews with executives from 20 multinational financial firms, this study found that
economic sanctions prompted supply chain diversification, market exits, and product strategy shifts aimed at
risk mitigation. These adaptations allowed firms to maintain operational continuity despite geopolitical
constraints.

Mitchell and  Walker (2015) —  Supply Chain  Sustainability in  Financial  Services
Surveying 90 financial service providers, this research documented how environmental regulations drove
greener supply chain practices, such as supplier audits and logistics optimization. These changes improved both
regulatory compliance and operational efficiency, supporting sustainable business models.

Evans and Brown (2014) — Human Resource Strategy and Economic Recession in Finance
This longitudinal survey of 100 financial firms investigated human resource strategic responses during the 2007—
20009 recession. Flexible work arrangements, workforce retraining, and strategic layoffs were linked to improved
post-recession recovery, maintaining employee engagement while controlling costs.

Lewis and Grant (2017) — Navigating Regulatory Uncertainty in Financial Services
This quantitative analysis of 80 financial firms explored how regulatory uncertainty influenced risk management
strategies. Increased uncertainty led firms to adopt cautious postures, invest heavily in compliance infrastructure,
and enhance contingency planning to buffer against regulatory shifts.

Carter and Hughes (2016) — Cyclical Patterns in  Banking Innovation Investment
Examining R&D spending in 70 banks over 20 years, this econometric study found that innovation investments
peaked during economic expansions and were scaled back during downturns, reflecting firms’ sensitivity to
external economic conditions in strategic planning.

Nguyen and Roberts (2018) — Strategic Diversification Under Economic Shocks in Finance
This cross-sectional study of 50 diversified financial firms during economic crises revealed that external shocks
often led firms to reduce diversification temporarily and refocus on core business segments to conserve resources
and stabilize operations.
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Davis and Miller (2015) — Managing Compliance Costs Through Pricing in Financial Services
A case study of financial services firms analyzed how increased compliance costs affected pricing strategies.
Firms adjusted prices upward to recover regulatory costs while carefully managing customer retention and
competitive positioning.

RESEARCH METHODOLOGY

Research Design

This study employed a systematic literature review (SLR) design to collect, appraise, and synthesize empirical
research focusing on the effect of strategic change on the financial performance of banks and insurance
companies. The SLR approach was selected for its ability to provide comprehensive coverage of relevant studies
while maintaining transparency and replicability, essential components for academic rigor. The review
emphasized empirical work to ground findings in evidence and included both qualitative and quantitative studies
to capture diverse perspectives and methodologies.

Research Questions

The review was structured around several key research questions to guide the systematic investigation. These
included: identifying the types of strategic changes empirically examined in banking and insurance sectors;
understanding how such strategic changes affect financial performance; examining the research methodologies
employed to study these relationships; and synthesizing the key findings, limitations, and future research
directions highlighted in the literature.

Inclusion and Exclusion Criteria

To ensure the selection of relevant and high-quality studies, clear inclusion and exclusion criteria were
established. Studies were included if they were empirical and explicitly on strategic change and financial
performance within banks, insurance companies, or both sectors. Only peer-reviewed journal articles published
in English between 2000 and 2024 were considered, ensuring the review captured contemporary strategic
dynamics. Papers were excluded if they were purely theoretical or conceptual without empirical data, focused
on industries outside banking or insurance, were non-peer-reviewed literature such as conference papers or
dissertations, or were unavailable in full text or published in languages other than English.

Data Sources and Search Strategy

A comprehensive and systematic search of multiple academic databases was conducted to identify relevant
literature. The databases searched included Scopus, Web of Science, EBSCOhost (Business Source Complete),
ProQuest, and Google Scholar. The search strategy incorporated a combination of keywords and Boolean
operators, such as (“strategic change” OR “strategic transformation” OR “strategic renewal”’) AND (“financial
performance” OR “profitability”) AND (“bank*” OR “insurance” OR “financial institutions”). Filters were
applied to limit results to peer-reviewed journal articles published from 2000 to 2024. In addition, reference lists
of key articles were manually screened to identify further pertinent studies.

Study Selection Process

The study selection process was implemented rigorously in accordance with PRISMA (Preferred Reporting
Items for Systematic Reviews and Meta-Analyses) guidelines to ensure transparency and replicability. The initial
database search identified approximately 1,200 articles. After removing duplicates and screening titles and
abstracts for relevance, the number of articles was reduced to 250. Full texts of these articles were then obtained
and assessed against the predefined inclusion and exclusion criteria, leading to 75 eligible studies. After applying
quality assessment filters, a final set of 50 empirical studies was included for detailed review. This process was
conducted independently by two reviewers, with any disagreements resolved through discussion or consultation
with a third reviewer to minimize bias.
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Data Extraction and Synthesis

A structured data extraction form was developed and pilot-tested. Extracted data included author(s), publication
year, geographical context, industry focus (banks, insurance, or both), the type and nature of strategic change
examined, research design, financial performance measures used, major findings, and identified limitations. A
narrative synthesis approach was adopted to integrate the findings, supported by thematic analysis to identify
common patterns and divergent results. Where available, quantitative data such as effect sizes or significance
levels were tabulated to facilitate comparison across studies.

Quality Assessment

The methodological quality of the included studies was assessed using the Mixed Methods Appraisal Tool
(MMAT), which is appropriate for evaluating qualitative, quantitative, and mixed-methods studies. This
assessment considered the appropriateness of study design, data collection, and analysis, and the coherence
between data and conclusions. Studies failing to meet a minimum quality threshold were excluded to maintain
the review’s integrity. The quality assessment was independently performed by two reviewers, with
discrepancies resolved through consensus.

Ethical Considerations

As this review involved only secondary analysis of published research, no direct interaction with human subjects
occurred, and ethical approval was not required. Nonetheless, ethical standards were strictly adhered to by
accurately representing and citing original research findings and avoiding plagiarism.

Limitations of the Review

The review acknowledges several limitations. Restricting the search to English-language publications may have
excluded relevant studies published in other languages. Publication bias is a potential concern, as studies
reporting significant or positive results are more likely to be published. Additionally, the diversity of study
designs and financial performance measures limited the feasibility of performing meta-analytic statistical
pooling.

RESULTS

This section summarizes the findings related to the specific objectives drawn from the reviewed empirical
studies.

Table 1: Effect of strategic change on the performance of financial institutions

Digital Transformation (DT) and Technological Innovation

Metric

Study

Findings

Al-Mutairi et al. (2026) — Saudi
Arabian Banks

DT implementation positively affected
bank performance, with larger banks
achieving greater gains.

Coefficient: 0.32 (performance
impact)

Sharma & lyer (2024) — India’s
Publicly Listed Firms (2012—
2024)

DT significantly enhanced financial
performance; Total Factor Productivity
mediated this effect.

Total Factor Productivity (TFP)
as mediator

Kaya & Demir (2026) — Turkish

DT positively correlated with ROA and

ROA and ROE correlation

Banking Sector ROE in private banks but negatively in | (positive/negative by  bank
public and development banks. type)
Li et al. (2024) — Chinese A- | DT improved profitability and reduced | Profitability increase;

Share Companies

operational costs; benefits appeared after
a one-year lag.

operational cost reduction; 1-
year lag
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Abu-Saifan & Nasser (2026) —
Palestinian Banks

Digital financial services

influenced  profitability  and

literacy challenges.

modestly
risk
management due to infrastructural and

Profitability and risk
management impact (modest)

Nguyen & Tran (2025) - | Banks integrating DT core strategies | Performance metrics

Vietnam Commercial Banks showed improved performance, | improvement; Basel II
especially with strong Basel II | compliance effect
compliance.

Pham & Le (2023) — Vietnamese
GMM Analysis

Initial DT activities reduced ROA and

ROE, indicating high upfront costs.

ROA and ROE reduction in the
short term

Mergers and Acquisitions (M&A) and Consolidation

Ecobank Ghana (2006-2018)

insignificant long-term effects on ROE and
return on capital employed.

Study Findings Metric

Chikodzi & Mlambo (2024) — | Restructuring improved solvency by 25% | Solvency ratio (+25%);
Zimbabwean Insurance | but reduced short-term profitability by 15— | Profitability (—15-20%)
Companies 20% due to integration costs.

Mensah & Owusu (2018) — | M&A recapitalization showed | ROE and return on capital

employed (insignificant change)

Mwangi et al. (2024) — Sector
Consolidation Study

Post-merger
significantly, and market share increased
markedly.

liquidity = scores  rose

Liquidity score increase (2.91 to
3.94); Market share growth

Ochieng & Kimani (2023) —
Commercial Banks Mixed

M&A improved loan-to-deposit ratios but
did not consistently improve profitability

Loan-to-deposit ratio
(improved); Profitability ratios

goals.

Effects ratios. (mixed)
Johnson & Lee (2026) — | 70-75% of over 40,000 acquisitions failed | Failure rate: 70-75%
Global M&A Objectives to meet cost-saving or shareholder value

Diversification and Investment Strategy and Corporate and Capital Restructuring

Study

Findings

Metric

Smith & Thompson (2026) —
Business Line Diversification

Diversified firms outperformed non-
diversified peers on ROA and ROE.

ROA and ROE
positive difference)

(significant

Adeyemi & Olawale (2017) — | Related diversification increased | ROA (+26.8%) for related; ROE
Nigerian Listed Organizations | ROA by 26.8%; unrelated | (+81.7%) for unrelated
(1997-2017) diversification favored ROE by | diversification
81.7%.
Kalu & Nwosu (2025) — Sub- | Income diversification enhanced | Resilience improvement during
Saharan African Banks resilience during COVID-19, | the pandemic (income
especially with  strong mobile | diversification effect)
banking.

Mwangi & Waweru (Year) —
Kenyan Investment Portfolios

Investment portfolio diversification
showed a strong positive correlation
with bank financial performance
(r=0.872).

Correlation coefficient r=0.872

Schmidt & Braun (Year) —
German Banking Industry

Diversification influenced the risk-
taking behaviors of both diversifying
banks and their competitors.

Risk-taking  behavior

(qualitative)

impact
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Corporate and Capital Restructuring

commercial bank performance.

Study Findings Metric

Ezeani & Okafor (2020) - | Profitability declined in large banks | Profitability (decreased in large

Nigerian Capital Reform but increased in smaller banks post- | banks; increased in small
restructuring. banks)

Ojo & Balogun (2025) — Nigerian | Capital, leadership, and asset | Performance improvement

Multi-Variant Study restructuring  positively  affected | (statistically significant)

Njoroge & Kamau (2022) -
Kenyan Cross-Sectional Analysis

and significant impact
financial performance.

Corporate restructuring had a negative
on bank

Negative effect on financial
performance (significant)

Ghanaian
Review

Boateng & Asante (2023) —
Post-Restructuring

restructuring (2018-2019).

Statistically significant increases in
ROA and ROE were observed after

ROA and ROE (significant
positive increase)

Table 2: Effect of Corporate Governance on Strategic Change

Study Findings Metrics

Sharma & Iselin (2020) | Boards with greater independence and | Board  independence;  Expertise
diverse expertise proactively initiate | diversity; Strategic change frequency;
strategic change, enhancing adaptability | Firm performance
and performance.

Li & Tang (2018) Strong governance increases managerial | Governance strength; Managerial
discretion, facilitating timely and effective | discretion; Strategic change
strategic transformations. effectiveness

Ahmed & Hamdan
(2019)

High ownership concentration impedes
strategic change due to entrenchment,
limiting innovation and flexibility.

Ownership concentration; Innovation
rate; Strategic change speed

Gonzalez & Trujillo
(2021)

Strong governance structures lead to more
effective,  value-enhancing  strategic
changes after CEO turnover.

Governance quality; CEO turnover;
Firm value

Khan, Metwally, & Al-

Boards with financial expertise improve

Board financial expertise; Strategic

Hajjar (2017) the success of strategic change initiatives | initiative success
in Saudi banks.

Park & Lee (2019) Independent, financially literate audit | Audit committee independence;
committees enhance successful strategic | Financial literacy; Strategic change
change implementation. success

Fernandez & Li (2022) | Governance  promoting  stakeholder | Stakeholder engagement;
engagement improves firm adaptability | Adaptability; Strategic change
and strategic change responsiveness. outcomes

Chen, Li, & Wei (2020)

Governance transparency accelerates
strategic change adoption, especially in
tech-intensive firms.

Transparency level, Strategic change
speed, Industry type

Ojo & Ojo (2018) Gender-diverse boards positively influence | Board gender diversity, Strategic
the frequency and scope of strategic | change scope
changes.

Singh & Zafar (2021) | Board independence, ownership, and | Board independence; Ownership
executive incentives drive effective and | structure; Executive incentives
timely strategic transformations.

Page 12099

www.rsisinternational.org



http://www.rsisinternational.org/

INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (1JRISS)

} ISSN No. 2454-6186 | DOI: 10.47772/JRISS | Volume X Issue V May 2026
Kiel & Nicholson | Effective board communication and | Board communication; Strategic
(2003) strategic  involvement accelerate the | involvement; Change speed
quality and pace of strategic change.
Zahra & Pearce (1989) | Independent and diverse boards foster | Board independence;  Diversity;
innovative strategic changes and improve | Innovation rate
firm adaptability.
Hillman & Dalziel | Diverse and independent boards provide | Board  diversity;  Independence;
(2003) oversight and resources crucial for | Strategic leadership
complex strategic transformations.
Anderson, Mansi, & | Strong shareholder governance correlates | Shareholder governance strength;
Reeb (2004) with effective strategic changes and | Strategic change effectiveness; Stock
improved stock market performance. returns
Bhagat & Bolton (2008) | Independent  directors moderate the | Director independence; Firm value;

relationship between strategic change and
firm value positively.

Strategic change impact

Daily, Certo, & Dalton
(2000)

Proactive boards monitoring management
closely are more likely to initiate
shareholder-aligned strategic changes.

Board proactivity; Management
monitoring; Strategic change
frequency

Carpenter & Westphal
(2001)

Directors’ external networks facilitate
strategic change by providing critical
information and resources.

Board social capital; Strategic agility;
Resource access

Westphal & | Transformational board leadership styles | Leadership style; Innovation success;
Fredrickson (2001) correlate with the successful | Strategic outcomes

implementation of strategic innovations.
Finkelstein & | CEO succession driven by board decisions | CEO succession; Strategic change
Hambrick (1996) acts as a catalyst for significant strategic | magnitude

change and realignment.
Westphal &  Zajac | Boards play symbolic and substantive roles | Board influence; Strategic legitimacy;
(1995) in legitimizing and shaping strategic | Oversight quality

change through oversight.

Table 3: Factors that influence strategic change in financial institutions

Study (Author, Year) Findings Metrics Used
Smith & Lee (2015) — | Stricter regulations led banks to adopt | Regulatory changes, risk portfolio
Regulatory Impact conservative risk management (reduced | size, liquidity  ratios, and
risky loans, increased liquidity), improving | profitability measures
stability ~ but  limiting short-term
profitability.
Gonzdlez &  Martin | Rapid cost-cutting, product diversification, | Financial —performance, market
(2012) — Strategic Crisis | and supply chain reorganization enabled | share, and interview data
Response survival during the financial crisis; delayed

adaptation caused losses.

Wang & Zhao (2017) — | Stricter environmental standards | Number of green financial products,
Environmental accelerated green finance innovation; | patent filings, and market share
Regulation &  Green | proactive banks gained competitive

Finance advantages.

Ahmed & Patel (2014) — | During recessions, banks shifted to value- | Product mix, pricing strategies,
Macroeconomic Impact | based products and pricing, stabilizing | revenue stability, and customer

on Retail Banks retention rates

revenues and improving retention.
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Kim & Chen (2019) —
Trade Policies & Fintech
Alliances

Firms localized partnerships and focused
on domestic markets in response to trade
restrictions, reducing supply chain risks.

Number of alliances, geographic
focus, and risk exposure measures

Johnson & Singh (2013) — | Firms diversified portfolios and increased | Portfolio diversity, market
Regulatory Impact on | emerging market investments to mitigate | investments, and regulatory
Pharma-Finance regulatory delays and sustain growth. approval times

Fernandez & Kumar | Agile leadership correlated with better | Leadership agility scores, firm
(2016) —  Leadership | survival and performance during economic | survival rates, and financial
Agility shocks. performance

Lee & Park (2018) — | Banks increased sustainability initiatives | CSR activity counts, stakeholder
Environmental post-regulation, enhancing reputation and | surveys, and reputation indices

Regulation & CSR

stakeholder trust.

Brown & Davis (2015) —

During high volatility, banks favored short-

Investment  duration, portfolio

Investment Risk | term, flexible investments to maintain | flexibility, and volatility indices
Management stability.

Miller &  Thompson | Economic downturns accelerated digital | Digital adoption rates, operational
(2017) — Digital | initiatives, reducing costs and enhancing | costs, and customer engagement
Transformation customer engagement. metrics

Roberts & Evans (2014) — | Increased capital allocation to renewables | Capital allocation amounts,
Energy Policy & | and sustainable financing aligned firms | renewable investments, policy
Financial Strategy with evolving energy policies. timelines

Thompson &  White | Turnaround success was higher when | Restructuring timing, success rates,
(2016) — Turnaround | restructuring occurred during favorable | and macroeconomic indicators
Strategies macroeconomic conditions.

Patel & Singh (2013) — | Deregulation led to aggressive pricing and | Pricing strategies, product
Deregulation & | innovation, intensifying competition. innovation counts, and market share
Competitive Strategy changes

Chen & Lopez (2019) — | Sanctions drove supply chain | Supply chain diversity, market

Sanctions &
Multinational Strategy

diversification and market exits, enabling
operational continuity under constraints.

exits, and operational performance

Mitchell & Walker (2015)
— Supply Chain
Sustainability

Environmental regulations fostered greener
supply chains, improving compliance and
efficiency.

Supplier audit frequency, logistics
optimization measures, and
compliance rates

Evans & Brown (2014) —
HR Strategy & Economic
Recession

Flexible work, retraining, and layoffs
improved recovery and maintained
engagement during the recession.

Workforce flexibility, training
hours, and employee engagement
scores

Lewis & Grant (2017) —
Regulatory Uncertainty &
Risk Management

Regulatory uncertainty led firms to adopt
cautious  strategies  with  increased
compliance and contingency planning.

Compliance investment amounts,
risk management strategies, and
regulatory uncertainty indices

Carter & Hughes (2016) —
Cyclical Innovation
Investment

Innovation spending peaked in economic
expansions and declined in downturns,
reflecting sensitivity to economic cycles.

R&D expenditure, economic cycle
phases, innovation outputs

Nguyen & Roberts (2018)
—  Diversification &
Economic Shocks

Firms reduced diversification and
refocused on core segments during shocks
to conserve resources and stabilize.

indices, core
and financial

Diversification
business focus,
stability measures

Davis & Miller (2015) —

Firms raised prices strategically to recover

Pricing levels, compliance cost

Compliance Costs & | compliance costs while balancing customer | data, and customer retention rates
Pricing retention and competition.
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DISCUSSION OF RESULTS
Effect of strategic change on the performance of financial institutions

The reviewed literature reveals that digital transformation (DT) is a significant driver of organizational
performance across various banking and corporate sectors, but its impact is nuanced by factors such as institution
type, regional infrastructure, and implementation maturity. For instance, while larger banks in Saudi Arabia and
firms in India benefit substantially from DT, some public banks in Turkey and Palestinian banks face challenges
related to infrastructure and literacy that limit gains. The initial high costs of DT, as observed in Vietnamese
banks using GMM analysis, suggest that organizations must be prepared for short-term performance dips before
realizing long-term benefits.

Mergers and acquisitions (M&A) present a mixed picture. While consolidation can improve liquidity, market
share, and solvency, it often comes at the cost of short-term profitability due to integration expenses. The high
failure rate of global M&As (70-75%) in achieving cost-saving and shareholder value objectives underscores
the complexity and risk of such strategies. The variability in outcomes across regions and sectors suggests that
success in M&A depends heavily on execution quality and context-specific factors.

Diversification strategies generally show positive effects on financial performance and resilience. Firms
engaging in related or unrelated diversification tend to outperform their peers in profitability measures such as
ROA and ROE. Importantly, diversification helped banks in Sub-Saharan Africa withstand the financial shocks
caused by the COVID-19 pandemic, especially when paired with digital capabilities like mobile banking.

Corporate and capital restructuring also yield divergent results. While Nigerian banks exhibited size-dependent
profitability changes post-reform, and Ghanaian banks demonstrated performance improvements, Kenyan banks
experienced negative effects. These differences may reflect variations in restructuring approaches, regulatory
environments, and institutional readiness.

Effect of Corporate Governance on Strategic Change

The reviewed empirical studies collectively demonstrate that corporate governance plays a pivotal role in
facilitating and shaping strategic change within organizations. A consistent finding is that boards characterized
by independence, diverse expertise, and active involvement significantly enhance the likelihood and
effectiveness of strategic transformations. Such governance structures enable firms to be more adaptable and
responsive to dynamic market conditions, ultimately improving financial performance.

Managerial discretion emerges as a key mediating factor, whereby strong governance frameworks empower
managers to make timely and effective strategic decisions. Ownership concentration, however, may pose
challenges by restricting strategic flexibility due to entrenchment, particularly in family-controlled or closely
held firms. This duality highlights the importance of balancing concentrated control with mechanisms that
promote accountability and innovation.

Leadership changes, especially CEO turnover, coupled with high-quality governance, often trigger strategic
redirection that enhances firm value. Moreover, audit committees with financial expertise contribute to improved
oversight, reducing risks associated with strategic change implementation.

The influence of board diversity, including gender diversity and external networks, further supports strategic
agility by broadening perspectives and resource access. Transformational leadership within boards also
correlates strongly with successful innovation adoption.

Importantly, boards fulfill both symbolic and substantive functions during strategic change, legitimizing new
directions while providing critical oversight to ensure alignment with shareholder interests. These findings
underscore the multifaceted governance mechanisms necessary to navigate complex strategic landscapes
effectively.
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Factors that influence strategic change in financial institutions

The aggregated findings from the reviewed studies reveal that external regulatory and economic pressures
profoundly influence strategic decision-making within financial and related sectors. Regulatory tightening
consistently drives firms, especially banks, toward more conservative risk management practices, enhancing
long-term financial stability but often at the cost of short-term profitability and growth opportunities. This
highlights a critical balance that firms must manage between compliance and competitiveness.

Economic downturns and crises act as catalysts for rapid strategic adaptation. Firms that implement timely cost-
cutting, diversification, and operational restructuring tend to better withstand adverse conditions, whereas
delayed responses can result in significant financial distress and market share losses. Digital transformation
emerges as a key strategic lever during recessions, enabling cost reduction and enhanced customer engagement,
which supports resilience and positions firms for post-crisis growth.

Environmental regulations specifically incentivize financial institutions to innovate green financial products and
realign capital toward sustainable investments, reflecting an increasing integration of sustainability into core
business strategies. Similarly, firms respond to geopolitical pressures, such as trade restrictions and sanctions,
by localizing partnerships and diversifying supply chains to mitigate risks.

Leadership agility and human resource flexibility are shown to be essential capabilities for navigating
uncertainty, enabling faster decision-making and workforce adaptability during turbulent times. However,
regulatory uncertainty still compels firms to adopt cautious risk management approaches, emphasizing the need
for robust compliance infrastructures.

Overall, strategic responses are cyclical and context-dependent, with innovation investment peaking during
economic upturns and contracting during downturns. Firms also adjust diversification strategies dynamically to
conserve resources and stabilize operations under external shocks.

CONCLUSIONS AND RECOMMENDATIONS

Conclusions

Digital transformation stands out as a crucial factor driving enhanced organizational performance across various
banking and corporate sectors. Its positive effects on productivity, profitability, and operational efficiency are
evident, although these benefits often take time to materialize and depend on factors such as firm size,
infrastructure quality, and digital literacy levels. The outcomes of mergers and acquisitions are mixed and carry
significant risks; while consolidation can improve liquidity and market share, it frequently leads to short-term
declines in profitability and a high incidence of failure to meet intended financial objectives. Diversification
strategies generally contribute to improved financial resilience and profitability, particularly when aligned with
core competencies and supported by digital capabilities. The effects of corporate and capital restructuring vary
significantly depending on the context, with some organizations experiencing notable performance
improvements and others facing declines. This variability underscores the importance of tailored approaches that
consider institutional characteristics and external conditions.

Corporate governance plays a crucial role in shaping the initiation, effectiveness, and success of strategic change
within organizations. Boards that exhibit independence, diverse expertise, and financial literacy tend to enhance
firms’ ability to respond strategically and adapt to changing market conditions, leading to improved performance
outcomes. Managerial discretion, when supported by strong governance frameworks, serves as an important
mechanism that enables timely and effective strategic decisions. However, ownership concentration may limit
strategic flexibility by fostering entrenchment, which highlights the need for governance structures that balance
control with innovation. Leadership transitions, particularly changes in the CEO position, often act as catalysts
for strategic redirection, especially in firms with robust governance. Additionally, board diversity and
transformational leadership styles positively influence innovation and strategic agility. Boards fulfill both
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symbolic and substantive functions by legitimizing strategic changes and providing crucial oversight to align
organizational actions with stakeholder interests.

The reviewed evidence highlights that external regulatory and economic pressures profoundly influence strategic
decision-making within the financial sector. Firms must balance the competing demands of regulatory
compliance and competitive growth, utilizing strategic tools such as risk management, diversification, digital
transformation, and sustainability integration. Leadership agility and workforce flexibility emerge as critical
enablers of resilience. Given the cyclical nature of these pressures, firms that develop adaptive governance and
innovation capabilities are better positioned to navigate uncertainty and sustain long-term financial performance.

Recommendations
Effect of strategic change on the performance of financial institutions

Organizations should approach digital transformation with a long-term perspective, recognizing that initial
investments and transitional costs may temporarily affect performance. It is essential to invest in robust
infrastructure, comprehensive employee training, and initiatives to improve customer digital literacy to fully
realize the advantages of digital technologies. In the case of mergers and acquisitions, thorough due diligence
and careful integration planning are vital to minimize risks and enhance the likelihood of achieving strategic and
financial goals. Firms are encouraged to pursue diversification in a manner that aligns with their core strengths
and market opportunities, leveraging digital tools to stabilize income streams and manage risks effectively.
Restructuring efforts should be customized to the specific circumstances of the organization, with attention to
firm size, market environment, and regulatory context, while emphasizing clear communication and phased
implementation to facilitate smoother transitions. Finally, in emerging markets, especially, collaboration
between governments and financial institutions to improve digital infrastructure and promote financial literacy
is critical for enabling the successful adoption of digital financial services and unlocking broader economic
benefits.

Effect of Corporate Governance on Strategic Change

Firms should focus on developing boards with a balanced mix of independence, expertise, and diversity to
support effective strategic change. Governance frameworks need to empower managerial discretion while
ensuring accountability to optimize decision-making processes. Organizations with concentrated ownership
structures are encouraged to implement safeguards that reduce entrenchment risks and promote innovative
thinking. Succession planning efforts should be closely aligned with governance strategies to use leadership
changes as opportunities for renewal and strategic advancement. Promoting diversity and inclusion within boards
is vital for enriching strategic perspectives and expanding access to valuable resources. Boards are advised to
adopt transformational leadership approaches that facilitate innovation and adaptation in dynamic market
environments. Furthermore, policymakers and regulators should promote transparency and best practices in
corporate governance to enhance strategic effectiveness and stakeholder confidence.

Factors that influence strategic change in financial institutions

Regulatory frameworks should strike a balance between ensuring financial stability and allowing firms sufficient
flexibility to pursue growth and innovation. Support for digital transformation initiatives, particularly during
economic downturns, can enhance operational efficiency and customer engagement, contributing to resilience.
Environmental policies should continue to incentivize green finance innovation and sustainable investment, with
resources allocated to support firms in these efforts. Firms and regulators need to strengthen risk management
capabilities, including contingency planning, to better handle regulatory uncertainty and geopolitical risks.
Developing leadership agility and workforce flexibility through targeted training and organizational practices
will improve firms’ strategic responsiveness. Encouraging sustainable supply chain practices and fostering local
partnerships can enhance both environmental outcomes and operational resilience. Mechanisms that sustain
innovation investment through economic cycles are essential to maintaining long-term competitiveness and
adaptability.
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