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Human resources strategy as a catalyst for the success of the competitive

strategy: An analysis based on alignment

Purpose — Competitive strategy is one of the key factors traditionally related to performance, but
research explaining the mechanisms through which this strategy improves business results is
scant. This study aims to shed light on this relationship by analysing human resources
management (HRM) strategy as an essential tool for transforming business strategy into results.

Design/methodology/approach — Focussing on two generic competitive strategies, we establish
hypotheses on the need for alignment among four echelons: business strategy, HRM system
objectives, HRM system capabilities and business performance. We test these hypotheses with
structural equation modelling techniques using data provided by 204 industrial companies.

Findings — The results show that to get the most out of a competitive strategy based on quality
differentiation, HRM system objectives and capabilities must be focussed on quality. In the same
way, a competitive strategy based on innovation differentiation requires HRM system objectives
and capabilities focussed on flexibility to achieve the maximum impact on performance. In this
second case, alignment is fundamental in low dynamic environments.

Originality/value — This research not only provides additional evidence for the strategic
relevance of the human resources function but also reveals the potential benefits of focussing on
objectives and capabilities rather than on practices. Moreover, it shows that the role of HRM
objectives and capabilities in the implementation of a competitive strategy can be shaped by
factors beyond the company’s control, such as environmental dynamism.
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1. Introduction

The core purpose of strategic management is to explain the relationship between
competitive strategy and firm performance, but the various mechanisms that make up the causal
chain of this relationship are still not clear. A commonly accepted principle is that competitive
strategy must be translated into consistent functional strategies that develop and support it,
leading to its effective implementation (Hofer and Schendel, 1978). Indeed, Legge (1995) and
Bratton (2007) understand the business strategy as a “second-order” strategy (the first being
corporative strategy) and functional strategies as “third-order” strategies. Although the alignment
that occurs between business and functional levels is considered a key premise, the empirical
work produced to identify and measure their consequences is paradoxically limited (e.g.,
Gonzalez-Benito and Suarez-Gonzalez, 2010; Kuipers and Giurge, 2016; Lengnick-Hall and
Lengnick-Hall, 1988). Our work contributes to this line of research by exploring, in particular,
the mediating role of human resource management (HRM) strategy in the relationship between
competitive strategy and results. Accordingly, we are interested in examining this type of
alignment, in particular whether HRM strategy fit with competitive strategy drives better
performance.

An extensive line of research based on strategic human resources management (SHRM)
has highlighted the strategic importance of this function (e.g., Gunnigle and Moore, 1994;
Kuipers and Giurge, 2016; Lengnick-Hall and Lengnick-Hall, 1988; Schuler and Jackson, 1987).
These prior works have investigated the relationship between human resources (HR) strategy and
competitive strategy and its impact on performance. However, they focus mainly on reporting

types of HRM strategies (Bird and Beechler, 1995; Huang, 2001; Wang and Shyu, 2008) or
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describing the target behaviour or best practices according to each competitive strategy (Delery
and Doty, 1996; Schuler and Jackson, 1987); in other words, they analyse strategic alignment in
terms of the practices, tools or actions chosen in the HR function.

Our study provides a definition of alignment between competitive and HR strategies in
terms of goals and capabilities that considers these elements part of the HRM system, in line with
other studies (Armstrong, 2006; Arthur and Boyles, 2007; Kepes and Delery, 2007; Posthuma et
al., 2013). We have chosen a more content-based approach by considering the ends—that is,
what managers deem important in their HR department (goals)—rather than the means for
achieving them (practices), while distinguishing between what is pursued (goals) and what is
ultimately achieved (capabilities). Considering these two elements together helps clarify how the
alignment between strategic management and HR contributes to achieve better results,
fundamentally inferring two necessary conditions: first, HR objectives should be proposed in the
light of competitive strategy, and second, HR objectives should be realised, that is, they must
become capabilities. Only then is the functional strategy implemented and, therefore, the
competitive strategy fulfilled. Finally, we consider whether the impact of alignment on results is
always positive or whether it depends on the level of environmental dynamism. Through the
introduction of these mediating and moderating variables, we address the two core questions
posed by Guest (2011) in the HRM field: the process question and the contingency question.

Using a sample of 204 Spanish industrial companies, this research provides evidence that
both HRM proposed strategy and HRM realized strategy are essential components through which
competitive strategy can lead to improved performance. In contrast with previous empirical
literature that focusses on practices and ignores priorities, our work suggests that, over and above
the HRM practices implemented, what really matter are the capabilities that these practices

generate in the HR function. In doing so, we attempt to open the HRM ‘black box’ by analysing
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possible mediating variables between HRM objectives and performance, as Harley (2015) states.
Our work contributes to the literature on strategic management and SHRM by showing that the
effective implementation of a competitive strategy depends on a particular configuration of
objectives and capabilities of the HRM system.

The paper proceeds as follows. Section 2 reviews the literature that covers competitive
strategy and the elements of an HRM system (objectives and capabilities). Section 3 presents the
hypotheses on the mediating role of HRM strategy in strategy-related results. Section 4 describes
the methodological design, and Section 5 reports the main results. Section 6 presents our

conclusions, including theoretical and practical implications and limitations.

2. Theory

2.1. HRM as an open system

An open system is a set of neatly interrelated elements that form a unit with a specific
goal and that interact with other elements outside the system (Von Bertalanffy, 1950). According
to this definition, HRM can be understood as an open system, comprised of, among other things,
objectives, practices and capabilities (achievements), and related to other external elements such
as competitive strategy and organizational performance. The specific goal is to contribute to the
improvement of performance through the implementation of the competitive strategy. The use of
the open system concept to include the different HR elements lies at the heart of SHRM (Hendry
and Pettigrew, 1986; Snell and James, 1992; Wright and McMahan, 1992; Wright and Snell,
1991), and this conceptualization is similar to that adopted by other studies in the field (i.e.,
Armstrong, 2006; Arthur and Boyles, 2007; Kepes and Delery, 2007; Lepak and Snell, 1999;
Posthuma et al., 2013). Zedeck and Cascio (1984, p. 463) stated that “human resources issues are

part of an open system, and research (in SHRM) is theoretically insolvent if it is not located in
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the broader context of the organizations”.

An HRM system has three interrelated elements that fall along different hierarchical
levels of abstraction (see Figure 1): (1) HRM objectives (goals), understood as the importance
HR managers give to different priorities of the HR function; (2) practices, or the politics,
programs and decisions made to implement the HRM strategy in each of the main subfunctions
(e.g., recruitment, selection, training, compensation) (Wright and Boswell, 2002); and (3) HRM
capabilities, or the achievements made with respect to those HRM priorities and in relation to
competitors. These elements are therefore interconnected. They distinguish (1) what the HRM
system is designed to achieve, (2) how it will achieve it and (3) what it actually achieves. If we
adapt Chandler’s (1962) well-known definition of strategy to the HR context, HRM strategy
consists of the first two levels, as they can be viewed as “the determination of the basic long-term
goals and objectives of” the HR function “and the adoption of courses of action and the allocation
of resources necessary for carrying out these goals” (Chandler, 1962, p. 13). For example, if the
HRM system determines that the priority should be to increase workforce flexibility, the firm
might find it suitable to implement initiatives or practices such as skills training or flexible job
assignments. These sequences of decisions define the HRM strategy. Whereas previous studies
have focussed on the second level (practices or means), the current research focusses on the first
level (objectives or goals) as the relevant element to assess strategic alignment.

‘figure 1 here’

Following Mintzberg’s (1978) terminology, the first two levels actually constitute the
intended HRM strategy rather than just the HRM strategy, whereas the third level (HRM
capabilities) represents the realized HRM strategy. The intended strategy cannot always be
implemented; consequently, it might differ from the realized strategy. In the aforementioned

example, although the objective of the HRM system is to increase workforce flexibility, and this
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might lead to the implementation of certain practices, such implementation depends on diverse
factors, and the degree of achieved flexibility (the capability of the HRM system) might vary.

If objectives are the desired capabilities and capabilities can be understood as achieved
objectives, this three-level scheme suggests that an effective internal alignment in the HRM
system basically lies in the good fit between objectives and capabilities, that is, between the first
and third levels. The second level, HRM practices or means, is fundamental to achieve this
internal alignment but not to measure it. Internal alignment refers to the degree of effectiveness
of the HRM systems, that is, the extent to which these systems can achieve the proposed
objectives and build the desired capabilities.

This logical progression is consistent with the literature on SHRM, since it shows that an
adequate configuration of HRM practices is critical to achieve a good alignment between
objectives and capabilities. In line with the systemic view, it is also reasonable that this
configuration will depend not on individual practices but on systems or patterns of practices
(Boxall and Macky, 2009; Combs et al., 2006; Huselid, 1995; Ichniowski and Shaw, 1999).
However, these practices must be consistent with some HRM objectives, and they are actually
means to achieve the capabilities that fit with those objectives.

For HRM system capabilities to contribute to better firm performance, not only is the
internal fit between objectives and capabilities crucial, but an external fit between the HRM
system objectives and the competitive strategy must also be evident. As Figure 2 shows, the HR
function should transfer the competitive strategy’s objectives to its own objectives that relate to
the characteristics of both the employees and the system that manages them. It should then ensure
the development of capabilities that are consistent with these objectives. This perspective allows
us to analyse the HR function’s strategic contribution in terms of its internal and external

alignment.
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Our view of HRM capabilities is compatible with the concept of ‘organizational
capability’ (Ulrich, 1987; Ulrich and Lake, 1991), or the capacity to integrate and sustain other
capabilities, such as the financial, marketing and operational. The thesis underlying this concept
is that organizational capability can be created with an appropriate set of HRM practices and can
be a fundamental source of competitive advantage. Thus, the practices — capabilities —
performance chain is already present in Ulrich’s (1987) proposal. We add competitive strategy
and HRM objectives as the necessary antecedents to ensure that capabilities are strategically
aligned, that is, that the created capabilities fit with the needed capabilities and can consequently
generate competitive advantage.

‘figure 2 here’

2.2. Objectives and capabilities of HR and competitive strategy

As we previously mentioned, HRM objectives and capabilities constitute the intended and
realized HRM strategies, respectively. Our aim in this regard is to shed light on the relationship
between these two sides of HRM strategy and the competitive strategy dimensions. To measure
competitive strategy, we use Porter’s (1980) framework of generic strategies, as the one most
widely accepted in strategic management literature (Miller and Dess, 1993). This framework
distinguishes two sources of competitive advantage: cost leadership and differentiation. In line
with Miller and Dess (1993), these sources represent independent dimensions; therefore, in our
research we focus on the second one, mainly for parsimony. Our aim is to show that an approach
based on objectives and capabilities, not just practices, can further illuminate the HRM system’s
strategic role, rather than to comprehensively review all the potential chains of alignment (i.e., all
the successful combinations of options at the competitive strategy, HRM objective, HRM

capability, and organizational performance levels).
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Several empirical studies have defined and measured competitive strategy through various
dimensions derived from Porter’s (1980) initial proposal (e.g., Gonzéalez-Benito and Sudrez-
Gonzalez, 2010; Lee et al., 2010; Nayyar, 1993; Sanz-Valle et al., 1999). Many of them identify
more than one dimension associated with differentiation, most commonly distinguishing
differentiation in innovation and differentiation in quality (Huang, 2001; Lee et al., 2010).
Herein, we follow these studies and focus on these two dimensions.

Thus, we focus on two HR objectives that, rather than reduce costs, aim to contribute to a
company’s performance by enhancing some characteristic of its employees or its management
system to make a difference in the market. The first objective is quality. It is necessary to
distinguish between quality as an employee attribute and quality as an HRM system attribute
(Quijano et al., 2005) that allows employee quality to have an impact on the company. Employee
quality refers to the levels of qualification and training, whereas system quality refers to the
orientation towards the development of human capital focussed on improving products/services
and processes and increasing customer satisfaction.

The second objective is HR flexibility, which has recently received a great deal of
research attention (Beltran-Martin et al., 2008; Ubeda-Garcia et al., 2017). Sanchez (1995)
identified two components of the flexibility construct: resource flexibility and coordination
flexibility. The first pertains to the extent to which a resource can be applied to multiple uses, and
the cost and time to change a resource to an alternative use. The second attribute refers to the
degree to which the company can reassign resources and how they are organized. Therefore,
these components applied to HR flexibility refer to both the employee’s flexibility and the
flexibility of the system to modify employee skills and behaviours.

We view these objectives — as well as the corresponding capabilities and the associated

competitive strategy dimensions — as complementary (Lepak and Snell, 1999, 2002; Youndt et
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al., 1996), not alternatives (Arthur, 1992; Delery and Doty, 1996; Huselid, 1995), and we analyse
them as independent dimensions. Putting less emphasis on one objective does not necessarily
imply giving more importance to another. Rather, the pursuit of a goal, if handled properly, can
lead to the attainment of another objective. As such, the two dimensions considered for
conceptualizing competitive strategy (differentiation in quality and differentiation in innovation)
and the two functional priorities in the area of human resources (quality and flexibility) provide

the conceptual platform for building our model of analysis.

3. Model and hypotheses

3.1. Alignment between competitive strategy and HR strategy

Within the HRM system itself, a study may be made of the internal alignment that occurs
between its various elements (objectives, practices and capabilities). Internal alignment will be
present if the HRM practices conducted are consistent with the objectives and, as a result,
developing organizational capabilities to meet these objectives is possible — that is, if internal
efficacy occurs as goals are achieved (see the middle section of Figure 2). According to Kepes
and Delery (2007), this type of adjustment and its consequences is rarely explored in literature,
although it is often recognized indirectly. Posthuma et al. (2013) state that an HR system is a
high-performance HR system when the different levels that compose it are aligned. Therefore, we
deem it necessary to provide empirical support for these theoretical ideas through a study that
analyses the alignment between various elements of the HRM system — here, objectives and
capabilities.

Nevertheless, this alignment contributes to the performance of the business unit only to

the extent to which it helps develop a competitive strategy. It is therefore reasonable to assume



oNOYTULT D WN =

Personnel Review

that an external fit must also occur between competitive strategy and HRM strategy if the HRM
strategy is to realise its full potential (see the top of Figure 2). This perspective of alignment
between strategic levels responds to a basic assumption of strategic planning, which is usually
deemed a top-down process (Hofer and Schendel, 1978).

After a competitive strategy has been designed, functional strategies should be rolled out
to develop and support this overall strategy. This involves two conditions: (1) coherence (external
alignment) between competitive strategy and HRM strategy in terms of the company’s
competitive priorities must be present, and (2) the intended functional objectives should
ultimately be achieved; that is, they must become capabilities (internal alignment). Only then will
the full implementation of the functional strategy be achieved, along with the competitive
strategy that affects firm performance.

This idea has been defended in a similar way in the field of production. The theory of
production competence proposed by Cleveland ef al. (1989) establishes that objectives and
production capabilities should align with the competitive strategy to contribute to its
implementation and thus improve firm performance. Other research has extended this approach to
other functional areas, such as marketing and design and product development (Droge et al.,
1994) and purchasing (Gonzalez-Benito, 2007). According to these arguments, we propose the
following:

HI. The effect of competitive strategy on firm performance is channelled through the

HRM system’s objectives and capabilities, such that these two elements mediate the

relationship between competitive strategy and performance and capabilities mediate the

relationship between objectives and performance.

This hypothesis establishes the need for alignment; however, it does not identify its nature—that
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is, it does not specify which HR objectives should be associated with which competitive
strategies. Therefore, we review the proposals in the literature on the behaviours each competitive
strategy requires, the practices that promote them and the HR objectives that must be consistent

with them, and we derive two sub-hypotheses from H1 for each competitive strategy considered.

A company that bases its competitive strategy on quality differentiation needs highly
qualified and knowledgeable employees to offer high-performance products, which can be
pursued through sophisticated recruitment processes, demanding selection processes or
continuous training. However, these means respond to the concept of practices. In industrial
sectors, greater product quality usually involves greater technical complexity or an elaborate
design, so skills and training are essential. It also requires employees to be concerned about
quality, to be cooperative and interdependent and to adopt a medium-long-term approach when

performing their tasks (Schuler and Jackson, 1987).

These behaviours can be achieved only if HR practices are designed following the basic
criterion of quality improvement, such that the key point lies in the orientation given to practices,
rather than in the selected practice itself (i.e., continuous training). On the one hand, the company
will try to select the best candidates for each job, for which it is usually necessary to use multiple
selection techniques. Alternatively, the company could choose to use continuous training to
update employees’ knowledge and skills, teaching them the best techniques to do their work.
Both rigorous selection and continuous training can facilitate the acquisition of the high-quality
human capital required to implement this strategy. On the other hand, concern about reducing
errors attributed to employees would strengthen a differentiation strategy based on quality.
Accordingly, employee job performance evaluation would be designed to identify opportunities

for improvement and inform each employee about the areas in which they can improve
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developing their human capital and contributing to a higher-quality offer.

Standing out in the market as a result of this attribute also depends on employees'
involvement with their work and their ability to make changes and improvements independently.
All these characteristics describe an HRM system driven by quality. The preceding arguments

allow us to derive the following sub-hypothesis from H1:

Hla. A competitive strategy that emphasizes quality differentiation positively influences
firm performance when quality is an HRM system’s objective and capability; that is, the
HRM system’s objective and capability on quality mediate the relationship between this

competitive strategy and performance.

The second dimension of competitive strategy considered is innovation, which is another
way a company can differentiate itself from its competitors (Porter, 1980). A competitive strategy
that puts emphasis on innovation requires prioritizing the introduction of new products or new
processes, so it will be important to have a flexible HRM system, in which employees have a
broad range of knowledge and skills that allow them to generate new ideas and develop
innovations. A focus on long-term tasks and working in a coordinated manner are also necessary.
Finally, it requires greater risk taking in decision-making and greater creativity than the quality

differentiation strategy (Schuler and Jackson, 1987).

Similar to the two previous cases, the behaviours this competitive strategy entails require
implementing appropriate practices to endow HR and the HRM system with enough flexibility to
adapt to continuous innovation. First, the organization needs to select candidates with greater
adaptability and learning and train them to acquire a wide range of knowledge and skills; that is,
the company needs to invest in flexible human capital. In this regard, a competitive strategy

based on innovation is also related to employees’ experience, as “knowledge accumulates
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rapidly through experience” (Jackson et al, 1989, p. 731), and this allows generating
innovations. Therefore, high levels of rotation would be detrimental to innovation, as they reduce
employee experience. Conversely, job security favours a long-term view of work and the creation
of informal relationships with colleagues that may result in joint projects or initiatives that
generate innovations. Second, if performance appraisal and compensation include various criteria
and are related to the proposal of new ideas or the development of new products, employees will
be more motivated to act flexibly and pursue innovation development. Finally, job design
practices must allow the employee to develop multiple tasks and collaborate with other
employees in different positions, which facilitates adaptation to new positions and the emergence
of new ideas to be transformed into innovations. These arguments allow us to formulate the

following sub-hypothesis:

HIb. A competitive strategy that emphasizes differentiation in innovation positively
influences firm performance when flexibility is an HRM system’s objective and
capability; that is, an HRM system’s objective and capability on flexibility mediate the

relationship between this competitive strategy and performance.

3.2. Moderating effect of environmental dynamism on the relationship between

alignment and performance

Achieving alignment in dynamic environments is complicated because it takes time — a
scarce and valuable factor when the market is rapidly changing (Homburg et al., 1999). This
means that the effect of alignment on results is less positive than in stable environments and can

even turn negative.

Dynamic environments require an open definition of strategy in which consideration is

given to different objectives for different functional areas. Adapting to a changing context



oNOYTULT D WN =

Personnel Review

requires that functional-level priorities are continually evaluated and reviewed, sometimes adding
new ones. Doing so will require adaptation and reorientation of the HR department, which takes
considerable time. Finding a perfect but rigid alignment means that misalignments can occur
whenever market conditions change. By contrast, a wider range of objectives represents a greater
variety of alternatives in the combination of competing priorities at a functional level, giving the
company more flexibility in choosing them. In this case, alignment, or a company’s basic
strategic capability, can inhibit strategic flexibility (i.e., the ability to reformulate the strategy,
changing the emphasis of competitive priorities and adapting to the environment), becoming a
basic rigidity that prevents the firm from providing a coordinated response to unexpected

changes.

Wright and Snell (1988, p. 759) make a similar argument in their analysis of the
compatibility between fit and flexibility: "as change becomes discontinuous and unpredictable, it
may be much more difficult for managers to obtain the information they need and to align the HR
systems with the strategic initiatives in a timely way". The idea also underlies the concept of
‘strategic agility’ (Ahammad et al., 2020; Ananthram et al., 2013), which is increasingly used to
refer to the ability to adapt strategy to the circumstances of each moment in dynamic
environments. Strategic agility requires versatile and responsive HRM systems that are not
necessarily focussed on specific objectives and capabilities. Consequently, in dynamic and
changing contexts, the company benefits if it allows functional areas to follow a more open
definition of the strategy, empowering them to adapt to environmental circumstances. We

therefore formulate the following hypothesis:

H2. The connection between competitive strategy and firm performance through the

HRM system is stronger in less dynamic environments.
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4. Methodology

4.1. Data

The target population consisted of Spanish manufacturers with 100 or more employees in
five industrial sectors: food and kindred products (SIC 20); fabricated metal products, except
machinery and transportation equipment (SIC 34); transportation equipment (SIC 37); chemicals
and allied products (SIC 28); and industrial and commercial machinery and electronic and other
electrical equipment (SIC 35-36). According to our study’s objectives, we required that the target
population consist of companies with a high number of employees, so that they would likely have
a fairly developed HR function and specifically an HR manager to whom we could address the
questionnaire. This led us to focus on industrial companies with more than 100 workers. We then
decided to focus on a limited number of industrial sectors so as not to introduce too much
heterogeneity. Finally, we chose these five sectors because they have the largest number of
companies in the reference population (Spanish industrial companies with more than 100
employees), altogether representing 50% of that population. Using the Sistema de Analisis de
Balances Ibéricos database provided by Bureau Van Dyck, we identified 1,140 companies: 400,
216, 207, 168 and 149 in each of the five sectors, respectively.

The data were gathered using an online questionnaire addressed to the manager
responsible for HR through the survey platform SurveyMonkey. The survey took place between
March and June 2015 and resulted in 204 complete responses (17.89% response rate) — 76, 28,
49, 30 and 21 in each of the five sectors, respectively. The average number of employees in the
companies in the sample is 315 (305, 235, 434, 240 and 286 in each respective sector), and the
average turnover is €112 million (average of €105 million, €45 million, €160 million, €139

million and €79 million in each respective sector).
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We conducted mean difference tests to detect response bias using financial variables (i.e.,
return on equity; return on investment; return on assets; profit margin and earnings before
interest, taxes, depreciation and amortization) and other firm descriptive characteristics such as
total assets, age and number of employees, which were in the database for all the firms of the
population. However, we found no significant differences between respondents and non-
respondents. Likewise, a Levene test indicated no differences in the variance of these variables.

To assess whether our results are likely to be significantly affected by common method
bias, for the set of items used to construct each possible pair of variables in the model, we
conducted a Harmon’s single-factor post hoc test for common method variance. In no case did we
find a good fit to a single factor, which indicated no “same-source” factor in our data. Therefore,
we conclude that the data showed no indications of relevant artefactual correlations between the
variables used in the study.

The use of a single informant in each company may also be a source of measurement
error, due to the selection of items, raters or time (Wright et al., 2001). With regard to the
measurement error due to item selection, as shown subsequently, the high Cronbach’s alpha
estimates reveal strong internal consistency of the constructs, which minimizes the risk of error
due to item sampling. Furthermore, several researchers reviewed the questionnaire, and we
pretested it on 27 companies to identify ambiguous or confusing aspects. With regard to the
measurement error due to rater selection, we made an extensive effort to identify the most
knowledgeable informant, as Huselid and Becker (2000) suggest. To this end, we contacted each
company by telephone to identify the HR manager so that we could personalize the questionnaire
and prevent it from falling into the hands of poorly informed raters. In addition, because we sent
the questionnaire to the highest level of employee responsible for HRM, we can assume that the

recipient would have, when appropriate, the necessary authority to ask the required information
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from other people more specialized in certain issues. The measurement error due to time refers to
the differences in responses resulting from the date when respondents filled out the questionnaire.
As Wright et al. (2001) and Huselid and Becker (2000) indicate, knowing whether the difference
in responses is due to measurement error or to a true change in issues about which the respondent
is asked is difficult. Thus, we applied the questionnaire within a short period in which no
significant economic or social changes occurred that might have altered HR managers’

perceptions or opinions of the issues addressed in the questionnaire.

4.2. Measures

4.2.1. Competitive strategy

To measure the two dimensions of strategy (quality differentiation and innovation
differentiation), we asked managers to use a seven-point Likert scale (1 = “no importance”, 7 =
“great importance”) to rate the importance the company gives to a series of objectives shown in
Table 1. Respondents considered at least three items for each dimension, chosen in line with the
studies of Gonzalez-Benito and Sudrez-Gonzélez (2010) and Nayyar (1993).

We performed a confirmatory factor analysis with AMOS using the maximum likelihood
estimation procedure (for all the scales). The goodness-of-fit indices revealed good consistency
of the observed data with our measurement model, thus allowing us to verify the
unidimensionality and convergent validity of the constructs (see the highly significant weights in
Table I).

‘table I here’

We assessed the reliability of the construct using the omega with unequal weights

(weighted omega) (Bacon ef al., 1995), obtaining satisfactory results in both cases. The weighted

omega is an appropriate measure to assess construct reliability in structural equation modelling
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because of the implicit assumption that the weights of each indicator in its corresponding
construct are not equal. We tested discriminant validity by applying Anderson and Gerbing’s
(1988) proposed procedure. The two-factor model with the estimated correlation parameter
between the constructs set to 1 provides a poor fit (3> = 45.173; y*/gl = 3.227; root mean square
error of approximation = 0.105; comparative fit index = 0.966), significantly worse than the fit of
our confirmatory model (Ay?(gl = 1) = 29.544, p < .001). Therefore, the discriminant validity of

our scales is supported.

4.2.2. HRM objectives and capabilities

To measure the HRM goals and capabilities considered herein (quality and flexibility), we
used the items shown in Table II. For objectives, HR managers used a seven-point Likert scale (1
= “no importance”, 7 = “great importance”) to rate the strategic importance of each of these
aspects to them when making decisions about the HRM system. To measure the achieved
capabilities, HR managers indicated, on these same issues, their firm’s position with respect to its
competitors using a seven-point Likert scale (1 = “well below the competition™, 7 = “well above
the competition™).

‘table II here’

A confirmatory factor analysis conducted for both the objectives and capabilities scales
provides evidence of the constructs’ unidimensionality and convergent validity. Although the
goodness-of-fit indices and weights provide less favourable values than those for the competitive
strategy scales, they are still acceptable values. The omega with unequal weights reflects
acceptable values and provides evidence for the reliability of the constructs. This procedure

supports discriminant validity.
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4.2.3. Performance

Previous HR scholars have conceptualized firm performance multidimensionally (Boselie
et al., 2005). In this same vein, we distinguish commercial and financial performance.
Respondents rated their firm’s performance relative to that of their competitors for each of the
aspects listed in Table III on seven-point Likert scales (1 = “lowest”,7 = “highest”). The first five
refer to aspects related to the company’s commercial success, and the other three refer to ratios
based on accounting data and are related to the company’s financial performance. Previous
research has used similar items to measure various dimensions of business performance (e.g.,
Chen and Paulraj, 2004; Smith and Reece, 1999; Ward and Duray, 2000). Note that both
performance constructs use multiple indicators, in contrast with the majority of the empirical
strategic management studies analysed by Boyd et al. (2005), which rely on single-indicator
measures.

The use of perceived measures is also a usual practice (Morrison and Roth, 1992;
Robinson and Pearce, 1988; Venkatraman, 1990). Previous studies have shown a significant,
positive correlation between these perceptions and the information provided by other external
data sources (Venkatraman and Ramanujam, 1987).

A confirmatory factor analysis provides evidence of unidimensionality and convergent
validity, as well as high omega indices of reliability. Again, in this case, discriminant validity is
supported.

‘table I1I here’

4.2.4. Dynamism

To measure the dynamism construct, we asked respondents to rate the extent to which

four aspects of the business environment had changed frequently, or not, in recent years (using a
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seven-point Likert scale anchored by 1 = “not at all” and 7 = “completely”). Our measure of
dynamism (see Table IV) has close similarities to the measures used in the following studies:
Gonzalez Benito et al. (2010), Gonzalez-Benito et al. (2012), Homburg et al. (1999), Miller and
Friesen (1983) and Sutcliffe and Huber (1998). We found evidence of unidimensionality,
convergent validity and reliability (see Table IV).

‘table IV here’

4.3. Analysis

To verify H1, we assessed the extent to which the observed data fit the two sub-models
presented in Figure 3, in which each focusses on a competitive strategy (quality and innovation)
and the corresponding HRM objective and are linked respectively to Hla and H1b. We
considered a causal relationship between commercial and financial performance, as is the norm in
recent research (Gonzalez-Benito and Suarez-Gonzalez, 2010). We used structural equation
modelling to simultaneously estimate the relationship model and the measurement model,
performing the analysis with AMOS using the maximum likelihood estimation procedure. Table
V shows the correlations between all the constructs employed in our analyses.

‘figure 3 here and table V here’

To test H2, we assessed whether the proposed sub-models shown in Figure 3 fit better in
less dynamic than highly dynamic environments. Accordingly, we considered two sub-samples,
one consisting of companies whose perception of dynamism is above the average (110
companies) and the other consisting of those that are below the average (94 companies), and
compared the fit of each sub-model in each of the sub-samples. To confirm H2, we would require
that the effects shown in the sub-models in Figure 3 be more significant in the group of

companies with less dynamic environments.
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5. Results

5.1. Alignment between competitive strategy and HRM strategy

For the models in Figure 3, Table VI shows some of the goodness-of-fit indices typically
used to assess the validity of structural models. The chi-square goodness-of-fit test rarely records
a p-value greater than the recommended value of .05 because it does not take degrees of freedom
into account. It is therefore common to use the chi-square estimate divided by the number of
degrees of freedom. This ratio presents satisfactory levels for all the models. The other indices
also recorded the recommended values or are close to them. Because these indices are penalized
by the number of degrees of freedom (except for adjusted goodness of fit), which are high in our
sub-models, we can conclude that the fit is acceptable in both cases.

‘table VI here’

Figure 3 shows the estimated coefficients for each of the relationships considered between
the latent variables. In both cases, the relationships of the causal chain are significant at a
confidence level of 99%, excluding the direct effect of the pertinent HRM capability on financial
performance. We estimated the two sub-models again, suppressing the relationship between both
types of performance, and in both cases, the direct effect of the pertinent capability in financial
performance was significant at a 99% confidence level. This finding indicates that commercial
performance mediates the relationship between capabilities and financial performance.

To determine whether other relationships are relevant but not accounted for in our model,
we estimated the two sub-models by incorporating the direct effect of the competitive strategy
dimension on firm performance, as well as the direct effect of HRM objective on performance.
Figure 4 shows the quality sub-model with direct effects as a sample: note that we introduce two

additional arrows to the corresponding model in Figure 3. Table VII provides the coefficients of
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the two aforementioned effects obtained for each of the sub-models (note that the first line
replicates the coefficients of the new effects shown in Figure 4). Both cases are similar. On the
one hand, the new sub-models have significantly better fit (expected because the new model
imposes fewer restrictions and reduces the degrees of freedom). On the other hand, the direct
effect between each differentiation strategy and firm performance is significant, with a
confidence level of 99.9%. In addition, the direct effect of the quality and flexibility objectives on
commercial performance is significant, albeit negative and with a lower level of significance.
These results provide support for Hla and Hlb, but HRM objectives and capabilities partially
mediate the main relationship between competitive strategy and performance. Full mediation
would require that the direct effects introduced in Figure 4 be non-significant, so we conclude
that the entire effect is channelled through the mediating variables.
‘figure 4 here and table VII here’

This partial mediation implies that the effect of a differentiation strategy on organizational
performance occurs not only because of a proper alignment of the HRM area with the strategy
but also for other reasons. We therefore consider the alignment with other functional areas. With
regard to the HRM quality and flexibility objectives, the direct effect is negative, implying that
putting importance on these objectives may even be counterproductive if it is not accompanied by
their effective achievement. These findings reinforce the validity of our model, as they support

the need to achieve these capabilities to truly improve firm performance.

5.2. Moderating effect of dynamism

Figure 5 shows the results of the estimation of each sub-model in the two sub-samples
considered. In the quality sub-model, internal and external alignments remain significant in both

sub-groups. In the innovation sub-model, the causal chain of relationships remains significant
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only when dynamism is low, while this chain is broken when dynamism is high. In particular, the
impact of external alignment decreases with an increase in dynamism. The results therefore
provide support for H2 only for the strategic dimension of innovation.

‘figure 5 here’

6. Discussion

The results show support for the mediating role of the HR function in the competitive
strategy—performance relationship. In this section, we discuss our findings’ theoretical

implications and the reasons that could explain some of the unexpected relationships.

6.1. HI

That different competitive and functional strategic levels put similar importance on
different strategic dimensions (external alignment) is necessary but insufficient to improve
performance; what is also required is that the previously proposed objectives be achieved
(internal alignment). To establish HRM objectives coherent with competitive strategy
dimensions, not only must the HRM contribution involve HR managers being integrated in or
interacting with the top management team, but the HRM system must also have internal efficacy
in terms of the consecution of that objective. Therefore, the HR function contributes through
capabilities, not just functional objectives. These findings highlight the importance of internal
alignment in tandem with external alignment, as both are necessary to understand the HR
function’s role. Indeed, our data show that putting importance on certain objectives without
turning them into capabilities may even be detrimental to the company.

By drawing attention to the various functional objectives and establishing a relationship to
different competitive strategies, we maintain that the most appropriate practices for each strategy

are those that support the achievement of the relevant objective. However, and in contrast with
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prior research, we do not propose specific practices associated with each competitive strategy
(Bird and Beechler, 1995; Huang, 2001; Schuler and Jackson, 1987); instead, we highlight the
objectives that must be pursued in this area, because some practices can be designed to focus on
one objective or another. For example, the generic practice of extensive training could support
the quality priority if it is designed to improve the techniques and tasks currently performed in
the manufacture of the products, but it could also support achieving flexibility if the content of
the training contributes to the development of new skills, to the use of new tools or techniques
and so on.

The results show that the strategies based on differentiation (in quality and innovation)
have direct effects on performance regardless of the HR area, and they are even more significant
than those arising from the corresponding functional objectives. In other words, for a strategy
based on quality or innovation to have positive effects on results, the company can differentiate
itself in other functional areas (e.g., marketing, manufacturing, research and development).
Indeed, in the industrial sectors considered, the proportion of capital goods in the firm’s assets is
of paramount importance, and it can increase the manufacturing function’s impact. Therefore,
quality or innovation strategies can be based on using new materials that do not require new
worker skills or the incorporation of technology developed by the company's suppliers, actions
that do not involve new training requirements in the sectors in question here. However, although
quality and innovation can have positive effects on firm performance regardless of HRM, this
area can significantly help channel the impact of both strategic dimensions on commercial
performance. Therefore, HR managers should be aware that their contribution is not crucial but
important.

It is worth noting that the results are consistent with Ulrich’s (1987) proposals in two

respects. First, organizational capabilities based on adequate HRM are relevant to obtain

Page 24 of 44



Page 25 of 44

oNOYTULT D WN =

Personnel Review

competitive advantage; that is, HRM is critical in explaining organizational performance. Second,
these organizational capacities contribute to generating other capabilities (e.g., economic,
marketing, technological) typical of other functional areas. In other words, the human resources

function enables other functional areas to improve organizational performance.

6.2. H2

The results confirm the relevance of environmental dynamism in explaining phenomena
in the HR function (Ketkar and Sett, 2010; Sheehan et al., 2016). Dynamism alters the logical
order of the proposed model, though the results for each strategy are different. In the quality sub-
model, dynamism does not affect significant relationships. However, when we include direct
effects we observe that a quality strategy is more likely to improve firm performance in dynamic
environments. Therefore, in addition to confirming that the alignment in the quality priority is
beneficial in low- and high-dynamism environments, our data show that this strategy may be a
way to achieve economic advantages in highly dynamic environments, and this advantage may
hold for not only the HR function but also other functions.

Finally, we find that the emphasis on innovation strategy in dynamic environments does
not translate immediately into greater flexibility of HR. This strategic dimension is most affected
by environmental dynamism, such that in these situations, it is more difficult to agree on the
nature of the mechanisms in the HR area that contribute to greater innovation.

These results indicate that introducing dynamism into the model of analysis entails a
dynamic linkage that changes how the firm achieves fit as the environment changes. When the
environment is stable, the fit of the innovation sub-model has significant effects, but when
dynamism is high, the alignment with the competitive strategy is no longer significant, implying

that the efficacy of the HRM strategy is not more important than its efficiency, because the effect
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of the flexibility objective remains significant in highly dynamic environments. Pretending that
the company is aligned with the environment and the HR strategy at the same time is difficult if
the environment changes rapidly. In summary, the effects of alignment are not always the same.
Instead, we show that environmental variables, such as dynamism, influence how this occurs.
However, the effect associated with dynamism is not universal but dependent on the competitive
strategy the company emphasizes. Therefore, this environmental variable will be more relevant
for companies in which innovation is a cornerstone of their competitive advantage.

Therefore, firms that want to stand out for their innovative features in a dynamic
environment will have a greater range of priorities that the HR function can help achieve, beyond
flexibility. The attributes that lead to innovation could be related to excellent customer
orientation, personalized service and so on. However, the reason could be even broader, because
the greater environmental dynamism could emphasize the relevance of alignment with other
functions, which opens the door to new research in which several (dynamic) alignments can be
analysed simultaneously. This line of research would draw on existing works that analyse the
effect of fit between different functions on performance—for example, between HR and
manufacturing (Jayaram et al., 1999; Youndt et al., 1996), between marketing and manufacturing
(Weir et al., 2000) or even between structure and environmental variables (Wilden et al., 2013).
To achieve this purpose, our findings provide an incentive to examine two or more alignments

simultaneously to obtain more robust results.

6.3. Limitations

Our research is not without limitations, which in turn may offer opportunities for future

research. On a theoretical level, our work identifies a few alignment chains (business priorities —
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HRM objectives — HRM capabilities) that contribute to organizational performance to illustrate
the potential of the proposed approach; however, it is far from providing a complete vision on all
of the chains. We focus on Porter's (1980) paradigm and consider only one of his generic
strategies (business differentiation). Undoubtedly, expanding the range of strategies and
considering other typologies of competitive strategies will help identify and understand all the
optimal connections between the different strategic echelons. Furthermore, in the specific case
we analyse, we find that competitive strategies based on quality and innovation can have an
effect on the results through areas other than the HR area. Therefore, further research analysing
alignment with other functional areas, as well as the consistency between different areas, is
necessary for the effective implementation of competitive strategy based on these two aspects.

At the methodological level, although we employ several measures to minimize the
negative effects of using a single source of information, we acknowledge this shortcoming as
undoubtedly the main limitation. Using different informants for each construct as well as for
different constructs would significantly reduce the measurement error and the possible

appearance of artefactual covariations without the need for other control measures.

7. Conclusions

This research sheds light on the effect of competitive strategy on firm performance. It
analyses how a business strategy must be implemented if it is to be truly effective. Specifically,
we investigate the role of HRM strategy as a mediator between functional objectives and
capabilities, providing insight into how to channel business objectives.

The study offers important implications to the SHRM academic literature by highlighting
the usefulness of distinguishing between the HR department’s objectives and capabilities and

thus by providing more detail on alignment and how it is affected by environmental variables.
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Considering a firm’s emphasised strategic dimension, as well as the environment’s degree of
dynamism, we present evidence of the effectiveness of different patterns of alignment. If a
company aims to achieve differentiation through higher quality, it should work to achieve a high-
quality HRM system. Similarly, if the aim is to differentiate through innovation, flexibility of the
HRM system will help. However, these strategies can be implemented through other functional
areas, leaving the door open to new research. While the HR area does contribute to the
development of these strategies, simple consistency between functional and competitive goals is
not enough and can even waste time and resources if no substantial changes occur in the area,
especially in dynamic environments and when an innovation strategy is pursued. These results
signal the importance of capabilities in this model, showing that to outperform competitors, HR
professionals must not only understand competitive strategy and value the importance of their
role in attaining it but also provide the necessary resources and develop the appropriate practices

to hire employees with an ideal profile as dictated by the firm’s competitive strategy.
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TABLES

oNOYTULT D WN =

Table 1. Confirmatory factor analysis of differentiation competitive strategy

; Goodness of
10 Differentiation competitive strategy 12/5;1 Weight Alfa Omega Woerlngehg;tzd fit

13 Quality To develop a good image of
14 differentiation products and to increase the
15 company’s reputation

16 To offer products with superior 6.44 0.890 1 (p value)=

17 quality (0.837) ok 15.629

18 (0.270)
To ensure that our products are a 6.46 0.820

benchmark in the market (0.862) sk df=1.202

(06'74788) 0804 0875 0877  0.885

21 Innovation To foster the research and 5.94 0.838

22 differentiation development of new products (1.183) oo 0.883  0.888 0.913 RI\(;I(S);E?:
To continually incorporate new 590 0.846 '

technologies into the company's (1.149) . CFI=0.997
products and processes ’

To be the first on the market in 558 0911
introducing innovations (1.346) Hokk

29 To offer products adapted to the

30 particular needs of each one of our 6.06 0.649
31 clients (1.132) R

32 +p<0.10; *p<0.05; **p<0.01; ***p<0.001
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Table 2. Confirmatory factor analysis of the HRM objectives and HRM capabilities

oNOYTULT D WN =

HRM objectives HRM capabilities

Mean (SD) Weight Alfa Omega Weighted Mean (SD)  Weight Alfa Omega Weighted

Omega Omega
Quality  High average employee expertise 5.67 (1.030) 0.561 0.826 0.552 0,845 4.90(1.052) 0.654 0.899 0.649 0.904
*Hk ok
Reduction of errors attributed to employees 5.85(1.040) 0.451 4.83 (1.071) 0.714
*Hk ok
Resolution of problems by employees 5.91(0.984) 0.631 498 (1.162) 0.786
*xk ok
Employees’ involvement with their work 6.39 (0.844) 0.697 5.13(1.194) 0.764
kokok EEES
Customer satisfaction-oriented employees 6.13 (1.063) 0.632 4.99 (1.309) 0.783
ok ok
Improvements in work introduced by employees 5.74 (1.053) 0.7*28 4.71 (1.259) 048*09
ek *
Employees’ human capital development 5.94 (1.039) 2;7*54 4.94 (1.117) 2;7*36

Flexibility Breadth in the range of knowledge and skills of 6.04 (0.920) 0.682  0.881 0.691 0,886 5.09 (1.010) 0.761 0.905 0.738 0.908

employees, enabling them to perform multiple Hokk kol

tasks

Updating of employees’ knowledge and skills  5.96 (0.876) 0.742 4.97 (1.022) 0.836
sokok sk ok

Employee autonomy to configure the set of 5.64 (1.126) 0.696 4.74 (1.053) 0.814

tasks performed HHE oAk

Employee initiative to promote changes 5.65(1.176) 0.754 4.59 (1.173)  0.773
ok Hokok
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HR management system capability to assign
employees to different jobs or tasks according to
their abilities

Adaptability of employees to new work
situations

Personnel Review

5.64 (1.189) 0.761

skeskosk

5.93 (1.069) 0.817

sk

479 (1.255)  0.747

sksksk

4.99 (1.145) 0.768

sksksk

Goodness of fit

¥? (p value)= 180.956 (0.000)
Pdf=2.827

RMSEA=0.095

CFI=0.903

¥? (p value)= 226.546 (0.000)
¥*/df=3.540

RMSEA=0.112

CFI=0.905

+p<0.10; *p<0.05; **p<0.01; ***p<0.001
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Table 3. Confirmatory factor analysis of performance

Page 36 of 44

) Mean Weight Alfa Omega  Weighted  Goodness of
Firm performance (SD) Omega fit
Commercial ~ Reputation and image 5.41 0.770  0.837  0.906 0.958
performance (1.030) oAk X (p value)=

Customer satisfaction 5.64 0.652 42.295
(0.885) *k (0.002)
Market share (of the main 5.19 0.699
product) (1.157) HAK x*/df=2.226
Sales growth 5.12 0.960
(1.156) Hkk RMSEA=
Success of new product 5.10 0.945 0.078
launches (1.110) HA*
Financial Profits as a percent of sales 4.60 0.730 0952  0.792 0.798 CFI=0.976
performance (1.112) oAk
Return on assets 4.77 0.713
(1.059) oAk
Return on equity 4.80 0.800
(1.080) oAk
+p<0.10; *p<0.05; **p<0.01; ***p<0.001
4
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Table 4. Confirmatory factor analysis of dynamism

Mean (SD) Weight Alfa

Omega

Weighted Goodness of
Omega fit

Dynamism

The technology in our industry has 4.95
changed very frequently (1.321)
Tastes and preferences of customers 4.85

in our industry have changed very (1.128)
frequently

Strategies/commercial activities of 5.10
our key competitors have changed (1.065)
very frequently

Regulations and legislation 4.88
applicable to our industry have (1.298)

changed very often

0.626  0.731  0.732

sksksk

0.660

sksksk

0.714

skeksk

0.545

sk

0.742 2 (p value)=
2.777
(0.249)
/df=1.389

RMSEA=
0.044

CFI= 0.995

+p<0.10; *p<0.05; **p<0.01; ***p<0.001
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Table 5. Correlations between the model’s variables

1 2 3 4 5 6 7 8
Competitive 1. Differentiation in
strategy quality
2. Differentiation in ,68%**
innovation
Objectives of the 3. Quality J38%*F 33k
HRM strategy 4 Flexibility A0%x 30%x 68
Capabilities of the 5. Quality A4x* AS¥E O A7¥* 36%*
HRM strategy ¢ plexibility ALFE 3%k 34wk g]Ex 7)wx
Performance 7. Commercial J37kF 49%k ,14% ,15% A5 A4k
performance
8. Financial Q28%*  30** ,11 ,18% J38%*k 3Tk E 5wk
performance
Dynamism 9. Dynamism 7% L 20%% ]9k ,10 Rk 24%* ,10 ,02

*p, 0.05 and **p , 0.01 (two-tailed); Spearman’s correlation coefficients
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Table 6. Goodness-of-fit indexes for the two sub-models

%2 (p value) y2/df  RMSEA RMR  GFI  AGFI  CFI
Sub-model quality 558.949 (0.000)  2.07 0073 0085 0821  0.784  0.897
Sub-model innovation 612.367 (0.000)  2.48 0085  0.144 0806  0.764  0.883
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Table 7. Direct effects on commercial performance

Competitive Strategy HR objectives
Sub-model quality 0.339%** -0.275*
Sub-model innovation 0.51 1% -0.183*

+p<0.10; *p<0.05; **p<0.01; ***p<0.001
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Figure 3. Proposed sub-models
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Figure 4. Quality sub-model with direct effects
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Figure 5. Subgroup analysis
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