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Abstract

Empirical research was conducted in twelve service organisations to understand the impact of
internal strategic fit on business performance. The findings suggest that the approach used to create
fit has a more significant than the level of fit it creates. A review of the high performing companies
showed they used ‘strategic frameworks’ in stable price-sensitive markets, ‘service/product-based
teams’ in stable design-led markets, ‘flexible resources’ in unstable price-sensitive markets and

‘customer-based teams’ in unstable design-led markets.

Keywords: Strategic fit; Operations strategy; Service operations; Case/field study

1. Introduction

The importance of creating fit has been at the core of management studies for over thirty years (da
Silveira and Sousa, 2010) and is an important building block in strategy development (Venkatraman
and Camillus, 1984; Drazin and de Ven, 1985). Strategic fit within an operation is defined as the
consistency between its competitive priorities, strategy and delivery system (Hayes and
Wheelwright, 1984; Kotha and Orne, 1989; Anderson et al., 1989; Leong et al., 1990; Hill and Hill,
2011). The process of achieving strategic fit concerns identifying, prioritising, communicating,
achieving commitment to and implementing initiatives on two dimensions (Miller, 1981;

Stephanovich and Mueller, 2002):



External fit - The actions and interests of all employees are focused on the key company goals
(Robinson and Stern, 1998) and thus its resources, capabilities and strategies match
the demand of the external environment in which it competes (Stephanovich and
Mueller, 2002)

Internal fit - Employees from different organisational levels and functions agree on the relative
importance of the competitive criteria that the firm must support (Boyer and
McDermott, 1999) and there is fit among variables of structure, between structure and

process, and among variables of process (Miller, 1981)

The need for fit is implicit in almost every operations strategy study even though its has received
little explicit examination (Boyer et al., 2005). The research to date has predominantly looked at
manufacturing operations (Machuca et al., 2007) with the limited service operations research
looking at the external fit-performance relationship (Nayyar, 1992; Smith and Reece, 1999) and
how to measure, manage and maintain internal fit (Hill and Brown, 2007). Equally, much of the
research to date misses out on the contextual richness of the practice-performance relationships

within firms (Menda and Ditts, 1997; Meredith, 1998; Boyer et al., 2005; Sousa and Voss, 2008).

This research starts to address some of these gaps. It investigates the impact of the ‘level of fit’ and
‘approach to creating fit’ on business performance. The findings suggest that the approach used to
create fit has a more significant on business performance than the level of fit it creates. A review of
the high performing companies showed they used ‘strategic frameworks’ in stable price-sensitive
markets, ‘service/product-based teams’ in stable design-led markets, ‘flexible resources’ in unstable
price-sensitive markets and ‘customer-based teams’ in unstable design-led markets. These findings
have significant implications for practitioners. They help them identify where to improve the level
of fit within their business given their performance objectives, and select the appropriate approach

to creating fit given the key order-winner and stability of their market.



The paper starts with a discussion of the current research on the impact of fit on business
performance before describing the approach used to select organisations, determine the approach
they use to create fit and measure the level of fit and business performance that results from this.
The research findings are then presented and the discussion leads to the development of the ‘fitness
approach’ framework showing how organisations should create fit in markets with different key
order-winners and levels of stability. Finally, the paper concludes with a discussion of the research

limitations and future research opportunities.

2.  Assessing the impact of fit on business performance

Table 2 summarises the key findings from the research to date to understand the impact of fit on
business performance. This shows that the majority of research to date has looked at manufacturing
firms where researchers found that external fit positively impacted growth (Anand and Ward, 2004;
da Silveira, 2005) and operational performance (Youndt et al., 1996; Lindman et al., 2001; Brown et
al., 2007). However, not all investigations have found significant relationships. For example, da
Silveira (2005) found that external fit was not significantly related to profitability and da Silveira
and Sousa (2010) found internal fit not significantly related to operational performance. Both sets of
authors suggested that further research was required to better understand their findings and stressed

that they had found insignificant relationships, not significant negative ones.



Table 1
Key findings from previous research into the fit-performance relationship (1992 - 2011)

Type of Research conducted
operation and
dimension of Topic Author Key findings
fit researched (date)
Service
External fit Type of fit ~ Nayyar Fit with customer segments is positively related to return on

(1992) equity
Fit with either internal capabilities or geographic regions is
negatively related to return on equity

Fit with Smith and  External fit is positively related to sales and return on sales
business Reece The fit within the operational elements of a strategy is more
strategy (1999) important than the choice of strategy
Manufacturing

External fit Fit with Youndt et al. Fit between human resource system and manufacturing practices
human (1996) is positively related to operational performance (product quality,
resource employee morale, on-time delivery, inventory management,
practices employee productivity, equipment utilisation, production lead-

time and scrap minimisation)

de Menezes Fit between human resource management and manufacturing
et al. (2010) practices is positively related to operational performance
(productivity)

Fit with Lindman et External fit is positively related to operational performance (cost,
business al. (2001) flexibility, quality and dependability)
strategy
Anand and External fit is positively related to market share and sales growth
Ward (2004)

da Silveira External fit is positively related to market share
(2005) External fit is not significantly related to return on sales or return
on investment

Brown et al. External fit is positively related to operational performance

(2007) (quality conformance, inventory and innovation)
Manufacturing involvement in business strategy formulation is
positively related to external fit

Internal fit Fit within da Silveira Internal fit is not significantly related to operational performance
operation and Sousa (quality, flexibility, and dependability)
(2010)

Within service organisations, Nayyar (1992) studied the external fit with customer segments is
positively related to profitability (return on equity), but external fit with internal capabilities or
geographic regions is negatively related to profitability (return on equity). Whereas Smith and

Reece (1999) found that external fit with business strategy was positively related to growth (sales)



and profitability (return on sales) and that the level of fit within a strategy was more important than
the type of strategy chosen by an organisation. This research aims to build on these findings by
examining the impact of internal fit on business performance within service organisations. It also
starts to answer the call for further research to understanding the impact of fit on performance (da

Silveira, 2005; da Silveira and Sousa, 2010).

2.1 Business performance

The adoption of any particular set of indicators to measure business performance embroils the
researcher in a quagmire of quantification and dimensionality problems as they try to choose
indicators that are valid and meets universal acceptance (Bourgeois, 1980). To overcome these
issues, several authors (for example Kaplan and Norton, 1992; Nilsson and Kald, 2002) suggest
using a combination of financial and non-financial indicators. Financial indicators include sales
growth (Kim and Lee, 1993), return on sales (Papke-Shields et al., 2001), return on equity (Nayyar,
1992), return on investment (da Silveira, 2005) and non-financial indicators include market share
(Anderson and Sohal, 1999), overall competitiveness (Lau, 2002), productivity (Ross, 2002) and

growth in market share (Tracey et al., 1999).

This study uses measures of performance adopted from Ramanujam and Venkatraman (1987),
Kotha and Swamidass (2000) and Papke-Shields and Malhotra (2001). Two items measure
profitability (return on sales and return on investment) and one item measures growth (domestic
market share). All three measures have been used in previous operations strategy research (for
example Boyer et al., 1997; Swamidass and Newell, 1987; Vickery et al., 1993; Ward et al., 1994)

where they had a high level of internal consistency.



2.2 Level of fit

Empirically measuring ‘fit’ can be a challenging and elusive task even though it is core to most
operations strategy research (da Silveira, 2005; Sousa and Voss, 2008; da Silveira and Sousa, 2010).
A number of frameworks such as Chase and Aquilano’s (1981) ‘strategic audit’, Shostack’s (1984)
‘service positioning strategy’ and Heskett’s (1986) ‘strategic service vision’ can be used to guide
strategic decisions within service organisations. However, this research adopts the Hill and Brown
(2007) strategic profiling framework, which is based on Heskett’s (1986) ‘strategic service vision’,
because it is the only one that has been specifically developed for assessing the level of internal fit
within service operations. It is also consistent with other approaches used to investigate internal fit
within manufacturing operations (such as Mills et al., 1998; Hill and Hill, 2009) and it is well suited
to the measurement and analysis procedures necessary to complete empirical research. The Hill and
Brown (2007) framework represents a configurational view of fit by suggesting that a number of
variables within an operation should match and reinforce each other (Miller, 1996; Siggelkow,
2002). It measures the level of fit within an organisation by determining what a business needs to

do and assessing how well it operates and delivers its services and products to its customers:

What the business needs to do (market competitive criteria) — what are the important
competitive criteria that have to be support within its markets and how do they vary in
importance for the different markets it serves (Menda and Ditts, 1997; Boyer and McDermott,

1999; Hill and Brown, 2007; Hill and Hill, 2009).

How the business operates (operations strategy) — are the different functions within the
business aligned in terms of their organisation, investment, performance measurement and

employee incentivisation, reward and development (Heskett, 1986; Hill and Brown, 2007).



How the business delivers its services and products (delivery systems) — are the different
steps in the delivery system, provided by different functions, aligned with each other (Heskett,

1986; Hill and Brown, 2007).

Figure 1 shows the twenty-one variables that need to be reviewed to determine the level of fit
within and between an organisation’s market competitive criteria, operations strategy and delivery
system. It shows a profile for both a ‘high-fit’ and a ‘low-fit’ organisation, where a straight line
shows that all aspects are aligned with each other and indicates a high level of fit. However, this
straight line can be at any point in the framework. For example, a company competing in design-
led, low volume markets would want their profile to be towards the right-hand side of the
continuum, whereas companies competing in price-sensitive, high volume markets would want the
points in their profile to be towards the left-hand side of the continuum. As such, the level of fit can
measured as the Euclidean distance between the actual and ideal position on the profile (da Silveira,

2005).



Figure 1

Hill and Brown (2007) strategic profiling framework showing a company with high strategic fit and
a company with low strategic fit
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2.3 Approach used to create fit

The majority of operations strategy research has focused on the content of the strategy used rather
than the process used to create it (Anderson et al., 1989, 1991; Adam and Swamidass, 1989; Leong
et al., 1990; Minor et al., 1994; Dangayach and Deshmukh, 2001; Boyer et al., 2005). However, the
research that has been conducted suggests firms should select either a planned or emergent process
depending on their level of market stability (such as Mintzberg and Waters, 1985; Platts et al., 1998;
Barnes, 2002; Harrington et al., 2004; Minarro-Viseras et al., 2005) and orientate fit around their
resources or markets depending on how they wish to compete (such as Hayes and Schmenner, 1978;
Ferdows and Meyer, 1990; Barney, 1991; Berry et al., 1991; Grant, 1991; Stalk et al., 1992;
Draaijer, 1993; da Silveira, 2005; Ketchen et al., 2007; Santala and Parvinen, 2007; Hill, 2008;
Zhou et al., 2008; Hill and Hill, 2011). This study therefore assesses the approach taken to create fit
within an organisation by comparing the process of creating fit with its market stability and the

orientation of approach used to create fit with the key market order-winner it has to support.

3. Case study research methodology

A case study approach was adopted as it enables the impact of fit on performance to be studied in its
‘natural’ setting. This allows why, what, and how research questions to be answered with a
relatively full understanding of the nature and complexity of the phenomenon being studied
(Benbasat et al., 1987; Eisenhardt, 1989; Ellram, 1996; Meredith, 1998; Voss et al., 2002; Yin,
1994) and richer insights and explanations to be developed (Weick, 2007; Sousa and Voss, 2008).
Figure 2 outlines the methodology used to investigate each case study, compare findings across

cases, identify the fit-performance relationships and develop the ‘fitness approach’ framework.
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3.1 Measures

A challenge for contingency research is developing measures that are both valid and comparable
across different contexts (Sousa and Voss, 2008). A measure that covers different contexts will
increase generalisability, but may reduce validity (Boyer and Pagell, 2000). However, a context-
specific measure will increase validity, but may reduce generalisability (Ketokivi and Schroeder,
2004). To overcome these problems, three business performance variables, twenty-one level of fit
variables and four approach for creating fit variables were measured in each organisation. Tables 2,
3 and 4 show mix of perceptual (executive opinion) and objective (data and evidence) scales used to
measure each variable. Given the difficulties of obtaining objective business performance measures
(Boyer et al., 1997; Vickery et al., 1993; Ward et al., 1994; Ward et al., 1995) and the acceptance of
perceptual measures as a substitute (Dess and Robinson, 1984; Joshi et al., 2003), the level of
business performance was based on respondents’ perceptions of how well the company performed
relative to their major competitors. Where possible, these perceptions were then tested against data

or evidence from archival information to further increase their validity.

Table 2
Measures of business performance

Dimension and variable Definition Scale

Business performance
Return on sales Earnings before interest and taxes/sales for current year 0-100%
Domestic market share Figure for current year 0-100%




Table 3

Measures of level of fit within each organisation based on Hill and Brown (2007) framework

Dimension and variable Definition Scale
Market competitive criteria
How are orders won? Importance of ‘offer fast deliveries’ in winning orders 1 (very important) —
5 (not important)
Importance of ‘offer newer products more frequently’ in 1 (very important) —
winning orders 5 (not important)
Importance of ‘have lower selling price’ in winning orders 1 (not important) —
5 (very important)
What does the company sell?  Importance of a ‘capability unique from competitors’ in 1 (very important) —
winning orders 5 (not important)
Similarity of product/service sold to that of competitors 1 (not similar) — 5

Product customisation

Key business task

Key management task

Order volume

Technical similarity

(very similar)
Frequency with which designs are subject to change between 1 (all the time) — 5

orders (never)
Importance of ‘responding to customer needs’ in maintaining 1 (very important) —
future business 5 (not important)

Importance of ‘reducing costs’ in maintaining future business 1 (not important) —
5 (very important)

Required level of management time spent designing new 1 (very significant)
products/services — 5 (not significant)
Required level of management time spent improving process 1 (not significant) —
throughput and efficiency 5 (very significant)
Volume of similar products or services sold in a year 1 (less than 5) — 5

(more than 1,000)
Level of technically similarity of the products or services sold 1 (not similar) — 5
within different customer orders (very similar)

Operations strategy

Organisation layout
Organisation structure
Organisation orientation
Performance measure

orientation

Employee incentivisation,
reward and development
orientation

Percentage of activities that are centralised across operations 1 (0%) — 5 (100%)
units

Percentage of activities grouped into cross-functional teams 1 (100%) — 5 (0%)
rather than functions

Percentage of activities structured around customers rather 1 (100%) — 5 (0%)
than processes

Percentage of performance measures used to monitor and 1 (100%) — 5 (0%)
develop customer support

Percentage of performance measures used to monitor and 1 (0%) — 5 (100%)
reduce operations costs

Percentage of employee incentivisation, reward and 1 (100%) — 5 (0%)
development linked to improvements in customer support

Percentage of employee incentivisation, reward and 1 (0%) — 5 (100%)

development linked to reduction in operations costs

Service delivery system
Key task

Key resource
Level of flexibility

Level of automation

Level of customer interaction

Type of customer interaction

Percentage of time within the delivery system spent processing 1 (0%) — 5 (100%)
work
Percentage of key tasks processed by technology or equipment 1 (0%) — 5 (100%)

Level of investment required to modify system to deliver new 1 (very significant)
service designs — 5 (not significant)
Percentage of steps processed by a technology or equipment 1 (0%) — 5 (100%)

Percentage of tasks processed in the presence of the customer 1 (100%) — 5 (0%)

Percentage of tasks processed face-to-face with the customer 1 (100%) — 5 (0%)

Quality management orientation Percentage of service quality checks completed by technology 1 (0%) — 5 (100%)

or equipment

Level of service differentiation Percentage of services that are also delivered by competitors 1 (0%) — 5 (100%)

Competitor barriers to entry

Percentage of services that could also be delivered by 1 (0%) —5 (100%)
competitors




Table 4
Measures of the approach used to create fit within each organisation

Dimension and variable Definition Scale
Market
Key order-winner Importance of ‘have lower selling price’ in winning orders 1 (not important) —

5 (very important)
Importance of ‘service or product design’ in winning orders 1 (very important) —
5 (not important)
Stability Volatility of demand over the last 5 years 5 (not significant) —
1 (very significant)
Percentage of demand caused by unpredictable fluctuations 1 (0%) — 5 (100%)

Approach used to create fit

Orientation of approach used to Percentage of strategic decisions that focus on developing 1 (100%) — 5 (0%)
create fit internal resources and capabilities
Percentage of strategic decisions that focus on developing new 1 (0%) — 5 (100%)
services/products, new customers or new markets

Process of creating fit Percentage of strategic decisions that are planned and executed 5 (100%) — 1 (0%)
in line with the plan
Percentage of strategic decisions that emerge over time 5(0%) — 1 (100%)

3.2 Case selection

Twelve case studies were investigated to ensure empirical grounding for the findings without
reducing the depth of research within each case (Glaser and Strauss, 1967; Eisenhardt, 1989; Voss
et al., 2002). Cases were selected using replication logic to either produce similar or contrary results
to other case studies for predictable reasons (Voss et al., 2002). For example, the Construction
Service (Company 3) and Communications Group (Company 8) had low domestic market share
(literal replication), whereas the Utility Metering Service (Company 9) and Domestic Utility
Provider (Company 11) had high domestic market share (theoretical replication). However, other
companies were selected because they had differing levels of business performance, which the
research hoped to explain. For example, the Medium-sized Retail Group (Company 4) had low
domestic market share, but high return on sales and return on investment, whereas the Product
Developer (Company 1) had low domestic market share and low return on investment, but high

return on sales.



Other companies were selected because they were expected to have similar or different levels of fit
and approaches used to create fit. For example, the Utility Metering Service (Company 9) and
Emergency Response Service (Company 10) were both expected to have a high level of fit (literal
replication), whereas the Large Business Utility Provider (Company 2) was expected to have a low
level of fit (theoretical replication). Whereas both the Product Developer (Company 1) and
Communications Group (Company 8) were expected to use an emergent process to create fit (literal
replication), whereas the Medium-sized Retail Group (Company 4) and Emergency Response
Service (Company 10) were expected to use a planned process to create fit (theoretical replication).
Equally, organisations were selected to show a range of organisational characteristics, markets,
operations and delivery systems as shown in Table 5. Selecting case studies in this way created the
rich and robust database that is required for theory development (Eisenhardt, 1989; Yin, 1994).

Once theoretical saturation had been reached no further case studies were added (Eisenhardt, 1989).

3.3 Data

A case study research protocol was used to guide the study and write the report for each company
describing its business performance, level of fit and approach used to create fit. Quantitative and
qualitative data were collected from multiple sources in a systematic way using structured
interviews, site visits, archival information analyses and observations (Eisenhardt, 1989; Patton and
Appelbaum, 2003; Yin, 2003). Each type of data helped strengthen the analysis and allowed

triangulation on important issues to verify and test critical insights and findings.



Table 6
Some examples of the varying characteristics of the case studies researched grouped into different
levels of performance

Case studies grouped Annual sales Markets (#) Type of operation (#) #

by level of delivery

performance Revenue Volume Customers Markets Services Location Sites Employ Funct- Typical system

(£M) (000s) (000s) served offered -ees ions levels of steps
hierarchy

High return and

high share

1 Utility Metering 156 1,430 1,430 5 3 UK 16 1,560 5 9 7
Service

2 Product Developer 702 507 7 3 10 UK 4 39 7 4 8
Emergency 234 1,820 1,820 5 3 UK 16 1,820 5 9 8
Response Service

4 Medium-sized 1,634 4,618 1,603 9 7 NOR 13 1,430 7 8 7
Retail Group

5 Large-sized Retail 5,323 2,130 1,350 9 7 UK 24 990 5 7 7
Group

6 Communications 6,131 3,512 2,130 7 7 UK 32 1,120 4 8 7
Group

High return and

low share

7 Retail Bank 8,320 910 845 8 13 UK 1 975 10 7 8

Low return and

low share

8 Small Business 5,486 312 312 5 7 UK 7 1,235 5 7 7
Utility Provider

9 Large Business 4,823 130 130 9 7 UK 5 390 4 8 7
Utility Provider

10 Small-sized Retail 642 497 27 3 10 UK 3 24 7 4 8
Group

11 Domestic Utility 1,313 5,608 5,603 9 7 UK 7 1,560 7 9 7
Provider

12 Construction 273 241 72 5 7 UK 8 845 7 9 14
Service

On-site, face-to-face interviews were conducted with several executives in each organisation lasting
between one and two hours depending on the number of variables reviewed. Multiple questions
were used to guide these interviews (Swamidass, 1986; Menda and Dilts, 1997; Boyer and
McDermott, 1999; Sousa and Voss, 2008) and the range of executives interviewed reflected the type
of organisation and the aspect of fit being reviewed. For example, more senior executives knew

more about market competitive criteria and operations strategies, whereas less senior executives



better understood service delivery. Typically, executives worked in operations, sales, marketing or
another support function and ranged from the managing director/CEO to executives working three
levels beneath them. Interviews started with the managing director/CEO in each organisation,
moved down the hierarchy and then stopped when the level of fit and approach used to create fit
within each organisation was fully understood (Menda and Ditts, 1997). The data collected from
these interviews was then tested against archival information such as operational performance,
financial performance and minutes of meetings. Site visits were undertaken and observations were

also made to understand how each business actually operated.

The level of fit within the organisation was then calculated using three steps. Firstly, the ideal
profile was identified based on the mode position of the ‘market competitive criteria’ variables. As
such, the research adopted the view that a firm’s ‘operations strategy’ and ‘service delivery system’
must match its market needs rather than requirements defined within the literature (as in Ahmad and
Schroeder, 1990) or a sample of top performers (as in Venkatraman and Prescott, 1990). Secondly,
the level of misfit was measured within each variable by calculating the Euclidean distance between
the position on the profile and the ideal position on the profile (Venkatraman, 1989; Venkatraman
and Prescott, 1990; Choe et al., 1997; Ahmad and Schroeder, 2003; da Silveira, 2005). Finally, the
level of fit within each variable was calculated by subtracting the measure of ‘misfit’ from the
maximum Euclidean distance possible, which in this case is 4 because we are measuring on a five
point scale. For example, the level of fit would be ‘4’ if the position was at the ideal point on the

profile or ‘3’ if the position was one point away from the ideal position.

The approach used to create fit within each cases was then assessed by first calculating the
Euclidean distance between the approach used to create fit and the key market order-winner; and

between the process used to create fit and the level of market stability. This measure of ‘misfit’ is



then subtracted from the maximum Euclidean distance possible, which in this case is 4, to create a
measure of fit. For example, the level of fit would be ‘4’ if the process used to create fit matched the
level of market stability or ‘3’ if it was one point away from it. A detailed case study write-up was
then completed using a standard format and tables to summarise the level of fit and approach used
to create fit within each organisation. Finally, these findings were then presented back to the
executives involved to verify the findings and so further increase validity. Where necessary, the case

study was updated to clarify facts or include new ones.

3.4 Identifying fit-performance relationships

Once all the case studies had been completed, the level and type of business performance was
correlated with the level of fit and approach used to create fit all twelve companies to understand
the relationships that exists between fit and performance. Once these relationships had been
identified, illustrations from the companies researched were used to both challenge and help explain
them. From this analysis, fifteen propositions were identified and the ‘fitness approach’ framework
was developed. These conclusions were then presented back to a representative number of
executives from each participating firm at a one-day workshop to ensure that the critical fit-
performance relationships had been identified, the ‘fitness approach’ framework accurately
summarised the approaches of high performing businesses; and the conclusions reached were
meaningful and relevant for their businesses. Where necessary, the fit-performance relationships

and ‘fitness approach framework’ were updated.

4. Analysis and discussion

The research found varying levels of business performance, levels of fit and approaches used to

create fit within the cases investigated. The findings from each case are summarised before showing



how the data was analysed to identify the fit-performance relationships and develop the ‘fitness

approach’ framework.

4.1 Case descriptions

The first level of analysis identified the business performance, market competitive criteria,
operations strategy, service delivery system and approach used to create fit within each
organisation. Using the interview guide, the research team gathered information and produced a
twenty to twenty-five page report for each case study. The findings from each organisation have

been summarised in Appendices A, B, C, D and E.

4.2 Business performance, level of fit and approach used to create fit

Through joint discussions supported by interview notes, archival information, site visits and
observations, the research team used the data in Tables 8, 9, 10, 11 and 12 to ranked each variable
between 1 and 5. Table 7 shows the resulting business performance, level of fit and approach used
to create fit within each case study. Of the twelve companies researched, four companies had high
return on sales (scored between 4.0 and 5.0) and two had good return on sales (scored between 3.0
and 3.9). Whilst three companies had high return on investment and two had good return on
investment. However, only two had high market share and three had good market share. Within the
level of fit, five companies had an ideal profile of 1, three companies an ideal profile of 3 and four
companies had an ideal profile of 5. The level of fit is then shown for all of the twenty-one
variables investigated by comparing them with the ideal profile where 4.0 indicates the maximum
level of fit and ‘-’ shows that there was no fit. The approach used to create fit was then assessed by
comparing the orientation of approach with the key market order-winner and the process used with

the market stability. Again 4.0 is the maximum level of fit and ‘-’ indicates that there was no fit.



Table 7

Business performance, level of fit and approach used to create fit within each case study

Dimension and variable

Case study (grouped by performance level)

High return and

High return and Low return and low share

high share low share
1 2 3 4 5 6 7 8§ 9 10 11 12
Business performance
Return on sales 50 45 45 35 3.0 3.0 4.5 25 1.5 1.5 1.0 05
Domestic market share 3.0 35 3.0 50 40 3.0 1.5 1.0 20 2.0 1.0 2.0
Level of fit
Ideal profile 5 1 5 1 3 3 5 3 1 1 5 1
Market competitive criteria fit
How are orders won? 40 4.0 4.0 4.0 4.0 4.0 4.0 4.0 35 4.0 4.0 3.0
What does the company sell? 40 4.0 40 4.0 40 4.0 3.0 40 3.0 40 40 4.0
Product customisation 4.0 40 40 40 40 4.0 3.0 4.0 3.0 40 40 25
Key business task 40 40 40 40 40 4.0 4.0 40 40 4.0 4.0 40
Key management task 40 4.0 40 40 40 4.0 4.0 40 4.0 40 4.0 35
Order volume 4.0 40 40 25 25 4.0 2.5 40 40 1.5 3.0 20
Technical similarity 40 40 40 35 35 40 3.5 40 3.0 35 3.0 35
Operations strategy fit
Organisation layout 40 40 40 40 2.0 20 - 20 20 - - -
Organisation structure 40 40 40 40 40 20 - 20 20 1.0 - -
Organisation orientation 40 40 35 40 20 20 3.0 20 20 1.0 - -
Performance measure orientation 1.0 4.0 2.0 1.5 4.0 4.0 1.5 20 - 40 1.0 40
Employee incentivisation, reward 1.0 3.0 3.0 3.5 4.0 4.0 0.5 20 - 40 1.0 20
and development orientation
Service delivery system fit
Key task 4.0 35 40 35 35 40 - 20 - 10 1.0 15
Key resource 40 35 40 2.0 35 4.0 2.0 35 1.0 20 1.0 05
Level of flexibility 4.0 35 40 35 20 4.0 2.0 20 1.0 40 - -
Level of automation 30 30 35 20 3.0 20 2.0 25 - 10 - 15
Level of customer interaction 40 40 40 20 20 20 4.0 30 20 40 - -
Type of customer interaction 20 40 25 40 20 20 4.0 20 20 40 20 -
Quality management orientation 4.0 3.0 3.5 35 25 2.0 - 20 20 40 10 -
Level of service differentiation 4.0 3.0 40 35 20 20 2.0 20 - 10 3.0 -
Competitor barriers to entry 40 35 40 35 35 40 - 20 - 1.0 10 15
Approach used to create fit
Fit between orientation of approach 4.0 4.0 4.0 4.0 40 3.5 2.5 20 20 20 1.0 1.0
used to create fit and key market
order-winner
Fit between process used to create fit 4.0 4.0 4.0 4.0 4.0 3.5 25 20 20 20 20 15

and market stability

Note:

1. The maximum potential level is 4.0 for each measure of the level of fit and approach used to create fit

2. ‘> indicates that there was no fit.



4.3 Impact of level of fit on business performance

Using the data in Table 7, each of the three measures of business performance were then correlated
against the level of fit within each of the twenty-one variables used to assess the market competitive
criteria, operations strategy and service delivery system in each organisation. Table 8 shows the
variables that were found to have a significant relationship with business performance. These
findings are discussed in more detail using illustrations from the companies researched to help

explain the correlations that were identified.

Table 8
Impact of level of fit on business performance: variables with a signiicant relationship

Dimension and variable Correlation with business performance

Return on sales Domestic market share

Operations strategy fit

Organisation layout *0.75
Organisation structure *0.71 *0.79
Organisation orientation **0.93

Service delivery system fit

Key task *0.72
Key resource *0.77
Level of flexibility *0.72
Level of automation *0.80
Level of customer interaction *0.74
Level of service differentiation *0.76
Competitor barriers to entry *0.72
Key:

*  significant to 0.005
** significant to 0.001

As Table 8 shows, a number of different variables are positively related to either return on sales or
market share. However, the only variable to positively impact both return on sales and market share
is ‘organisation structure’. For example, the Medium-sized Retail Group (Company 4) initially

created fit within its performance measures and employee incentives, rewards and development.



These helped it better serve its design-led market, but return on sales did not significantly grow
until it re-orientated its ‘organisation structure’ around its different market segments. The new
structure enabled it to better understand the true costs of serving different customers. As a result, the
cost of serving these customers reduced (which increased return on sales) and it was able to develop
new customer-specific service offerings (which increased its market share). The Product Developer
(Company 1) had a similar experience. It initially increased fit within its delivery system to better
support its design-led customer requirements. The service it offered became significantly different
to its competitors and, as a result, it was able to increase prices and grow return on sales. Although
these changes made it more profitable, its market share only started to grow when it introduced
customer-based teams to identify their needs and then design delivery services to meet them.
However, the improvement in fit within its ‘organisation structure’ not only increased market share,
but also increased the profitability of these new sales as its customer-based teams were able to
develop new services that customers believed added more value to their business and for which they
were prepared to pay a premium. The Medium-sized Retail Group (Company 4) also grew market
share and return on sales when it restructured its organisation into customer-based to support its

design-led markets.

The same was true for companies operating in price-sensitive markets. The Utility Metering Service
(Company 9) initially created fit within its operations strategy by changing its performance
measures and its employee incentives, rewards and development. However, its return on sales and
market share only significantly grew when it centralising its ‘organisation structure’ around specific
business processes, which enabled it to develop a significant competitive advantage within its
market. Also, although the Retail Bank (Company 12) still has low fit within all aspects of its
delivery system, it has started to increased increase both return on sales and market share by re-

orientating its ‘organisation structure’ around its business processes. Therefore, it seems that an



organisation Even though they are not clearly defined. This is an example of how an organisation
can increase return on sales by re-orientating its organisation before fully developing fit within its
other operations strategy variables. As such, it has increased return on sales even though fit within

all its other operations strategy variables is still low.

Further investigation of why the level of fit within a firm’s ‘organisation structure’ appears to more
significant than other variables in improving business performance suggested that this was because
it reflected the approach used to create fit within an organisation rather than the level of fit it

created. A more detailed analysis of this is described in the next section.

4.4  Impact of approach used to create fit on business performance

As discussed earlier, the academic literature suggests that organisation should use a process of
creating fit that reflects their market stability and the orientation of approach that reflects the key
market order-winners they have to support. Table 9 analyses the findings presented earlier in Table
7 and suggests that both return on sales and market share are significantly and positively related to
fit between the ‘orientation of approach to create fit and key market order-winner’ to be supported.
For example, the Medium-sized Retail Group (Company 4), Large-sized Retail Group (Company 7)
and Product Developer (Company 1) used a market-led approach to support the key service/product
design order-winner within their markets. Whilst the Utility Metering Service (Company 9) and
Emergency Response Service (Company 10) both used a resource-based approach to reduce their
operating costs and support their price-sensitive markets. The high level of fit between the
orientation of approach to create fit and the key market order-winner meant all these businesses

performed well even though they had a low level of fit in certain aspects of their business.



Table 9
Impact of approach used to create fit on business performance: variables with a significant
relationship

Dimension and variable Correlation with business performance

Return on sales Domestic market share
Orientation of approach used to create fit **0.87 **0.82
Process used to create fit **0.84 **0.83
Key:

*  significant to 0.005
** significant to 0.001

Equally, return on sales and market share are both significantly and positively related to fit between
the process of creating fit and the level of market stability. For example, the Product Developer
(Company 1) and Communications Group (Company 8) both used a highly emergent process to
understand and support their ever-changing customer needs. By contrast, the Medium-sized Retail
Group (Company 4), Utility Metering Service (Company 9) and Emergency Response Service
(Company 10) all used a highly planned approach to develop fit with stable customer demands. In
both instances, the high level of fit between the process used to create fit and the stability of the
market they served meant the companies performed well even though they had a low level of fit in

certain aspects of their business.

4.5  Approach for creating fit in high performing organisations

Given the impact that the approach for creating fit seems to positively impact both return on sales
and market share, the high performing companies were reviewed to understand the approaches they
used to support markets with different key order-winners and levels of stability. Figure 3 shows the
‘fitness approach’ framework that emerged from this analysis, which identifies four types of
approach to be used within differing markets. Each type of approach is now explained in more

detail.



Figure 3

‘Fitness approach’ framework showing the appropriate approach for creating fit within different
markets and the approach taken by the ‘high return and high share’ businesses (Companies 1, 2, 3,
4,5 and 6)

Orientation of approach to create fit

Resource-based Market-led

High | Strategic framework Service/product-based teams | Planned

0 ®
Market @

Process of
stability creating fit
Low | Flexible resources Customer-based teams | Emergent

Price Design

Key market order-winner

‘Strategic framework’ approach suits price-sensitive stable markets. Both the Emergency Response
Service (Company 10) and the Utility Metering Service (Company 9) used a ‘strategic framework’
approach to create fit within their price-sensitive stable markets. In both cases, a ‘strategic
framework’ had been developed and implemented by senior management that linked the overall
strategic objectives of the business to performance contracts for individuals working within the
business. This created a very systematic way of managing the business that enabled them to
continually identify and reduce its costs, but meant they were not particularly good at adapting to
their markets and modifying the level of fit within their organisation. However, the stability of their
markets meant this was not a problem and the cost focus suited their price-sensitive customers. In
the Emergency Response Service (Company 10) even though its performance measures were not
aligned to the market and the level of customer interaction was too high, the ‘strategic framework’
created strategic clarity in the business and ensured that the daily activities within the business

supported and maintained these objectives. As a result, it was able to achieve high return on sales



and good market share. Equally, a similar ‘strategic framework” was used by the Utility Metering
Service (Company 9), which meant it had high market share and good return on sales even though
its performance measures and employee incentivisation, reward and development were not aligned

to its markets.

‘Flexible resources’ approach suits price-sensitive unstable markets. In contrast, the
Communications Group (Company 8) had to support highly competitive price-sensitive markets
that were continually destabilised by competitor activity, which created a high level of customer
churn in the industry. This market instability meant that it couldn’t use a rigid strategic framework
approach to creating fit. Instead, it focused on developing ‘flexible resources’ that were lean, but
able to adapt to market changes. This meant that it could respond quickly to counter act any
competitor activity such as launching a new service or product or reducing their prices. This
emergent and resource-based approach enabled to maintain a good market share and return on sales

even though it had low fit within its organisation layout, structure and orientation.

‘Service/product-based teams’ approach suits design-led stable markets. The Medium-sized Retail
Group (Company 4) competes in design-led stable markets using ‘service/product-based teams’ that
are continually developing new services and products for their customers. These teams work in a
very planned way looking ahead at expected future customer requirements and developing services
and products to meet these needs. By looking ahead and developing services and products to meet
expected rather than current market requirements, it ensures that it is seen as the leader in its market
and is always one step ahead of its competitors. As a result, it maintains a high market share and
good return on sales even though it has low fit within the key resource, level of automation and
customer interaction in its delivery system and the performance measures it uses to manage them.

By contrast, the Large-Sized Retail Group’s (Company 7) markets are more competitive and less



stable than those served by the Medium-sized Retail Group (Company 4) even though they are still
design-led. To meet these requirements, its ‘service/product-based teams’ have to respond to current
market changes as well as thinking about future customer requirements. To facilitate this, it uses a
very sophisticated customer loyalty programme to track customer behaviour and preferences. This
allows it to identify and respond quickly to any changes in its markets. It also trials new services
and products within some of its stores to see how customers respond and, if necessary, it will then
make further modifications before launching these products across its stores. Equally, it may decide
to only stock these products within some of its outlets and not others. As a result, although it still
uses ‘service/product-based teams’ to create fit within its organisation, these are more customer-
focused than those used in the Medium-sized Retail Group (Company 4). This approach has
enabled it to gain a high market share and good return on sales even though it has low fit within its

organisation layout, organisation orientation and several aspects of its delivery system.

‘Customer-based teams’ approach suits design-led unstable markets. The markets served by the
Product Developer (Company 1) are design-led and constantly changing as its customers are
continually searching for new and better performing services and products. To support these
markets, it uses key account managers who work closely with clients to understand their needs.
Based on these requirements, a five-year business plan is developed for each client outlining key
objectives and milestones. Customer specific performance measures and targets are then developed
and used as the basis for employee incentives, rewards and development. As client needs change,
they are immediately identified and reflected back into the operating strategy and service delivery
system of the business. In this way, high fit is achieved and also maintained over time. These teams
use daily customer feedback to monitor performance and identify areas for improvement. The

people within these teams are highly skilled and able to flex and change service delivery in line



with differing market requirements. As a result, it has a high return on sales and a good market

share.

5. Conclusions and recommendations for further research

This research makes several contributions to the study of internal strategic fit within service
organisations. Firstly, it suggests that the approach to creating fit has a more significant impact on
business performance than the level of fit it creates. Secondly, it develops the ‘fitness approach’
framework that identifies four approaches for creating fit within different markets: a ‘strategic
framework’ for price-sensitive stable markets, ‘flexible resources’ for price-sensitive unstable
markets, ‘service/product-based teams’ for design-led stable markets and ‘customer-based teams’
for design-led unstable markets. These findings answer the call for research to better understand the
process of operations strategy (Adam and Swamidass, 1989; Anderson et al., 1989, 1991; Leong et
al., 1990; Minor et al., 1994; Dangayach and Deshmukh, 2001; Boyer et al., 2005). Future research
now needs to test these fidnigns on a wider sample of service organizations. It might also be a good
starting point for investigating manufacturing organisations (da Silveira’s, 2005; da Silveira and

Sousa, 2010).

These findings also have significant implications for practitioners. Firstly, it also suggests that if
they want to improve both return on sales and market share at the same time, then they should focus
on developing the approach to creating fit within their business rather than the level of fit that it
creates. Secondly, it helps them select the appropriate approach to creating fit given the key order-
winner and stability of their market. As with all case study research, the findings and conclusions
presented have their limitations. Although the case studies were selected using replication logic, the

findings and conclusions may not be generalisable to all organisations.
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