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Abstract

Purpose — The purpose of this paper is to investigate the impact of internal strategic alignment (ISA) on
business performance. A model is developed in which internal alignment is explained by the covariance
between vertical and horizontal alignment. The perspective of business strategy implementation is adopted in
order to support the theoretical relationship between the variables.

Design/methodology/approach — The partial least squares method, a structural equation modeling
technique, is applied to estimate the model.

Findings — The results provide empirical validation for the model and confirm the positive relationship
between internal alignment and business performance.

Practical implications — The ISA model is an essential aid for executives when implementing strategies and
the validated research instrument can be applied for firms as a diagnosis of internal alignment in the organization.
Originality/value — The research contributed to meet the need for studies involving strategy
implementation, as its formulation has already been emphasized, as well as to the need for models of
strategic internal alignment that include activities relevant to the successful execution of the strategy, and to
the need for alignment studies based on a holistic perspective.
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pela covariancia entre o alinhamento vertical e o alinhamento horizontal. E adotada a perspectiva da
implementacdo da estratégia de negdcios para apoiar a relacdo teorica entre as variaveis.
Diseiio/metodologia/enfoque — Os dados foram processados e validados por meio da técnica de
Modelagem de Equagoes Estruturais com estimagdo pelo método Partial Least Squares (PLS).

Resultados — Os resultados dao validagio ao modelo e confirmam a relagio positiva entre o alinhamento
estratégico interno e o desempenho organizacional.

Implicacoes praticas — O Modelo de Alinhamento Estratégico Interno define um conjunto de acdes que
podem servir de guia para os executivos quando da implementacio da estratégia. Os instrumentos validados
podem ser aplicados pelas organizacdes para realizar um diagnéstico do alinhamento interno.
Originalidad/valor — Esta pesquisa traz contribuicdes quanto a necessidade de estudos envolvendo a
implementacio da estratégia, uma vez que énfase tem sido dada a formulacio; quanto a escassez de modelos
de alinhamento estratégico interno que integrem atividades relevantes para a execucdo bem sucedida da
estratégia e a necessidade de estudos de alinhamento empregando a perspectiva holistica.

Palabras clave desempenho organizacional, alinhamento estratégico, ajuste estratégico,
implementacdo da estratégia, modelagem de equacdes estruturais
Tipo de papel Trabajo de investigacion

1. Introduction

Alignment is a central theme in operations management research (Cao et al, 2012,
Kathuria et al, 2007; Schniederjans and Cao, 2009) and is present, for example, in the seminal
works of Andrews (1971) in terms of alignment of strategy to the external environment, and
Chandler (1962) in terms of alignment between structure and strategy.

The theoretical bases outlined and the main constructs and variables for internal
and external alignment are distinct (Schniederjans and Cao, 2009; Venkatraman and Camillus,
1984). External alignment considers the perspective of strategy formulation and, above all, the
adjustment of strategy to environmental variables. In contrast, internal alignment focuses on
the implementation and adjustment of strategy to internal variables. However, researchers
and managers prioritize strategy formulation in detriment of implementation (Brown et al,
2010; Hrebiniak and Joyce, 2001; Zajac et al, 2000). This paper focuses on the context of
strategy implementation and, thus, on internal strategic alignment (ISA).

Vertical alignment has received considerably more attention in the literature (Kathuria
et al, 2007), seeking to determine whether or not there is vertical alignment between
business strategy and a specific functional area (manufacturing, operations, marketing and
information systems). Less attention has been given to horizontal alignment, and the
operational definition of the concept of internal alignment that crosses functions has become
critical (Kathuria et al, 2007).

The problem is that few strategic alignment models exist (Hrebiniak and Joyce, 2001,
Prieto et al, 2009), lacking empirical studies that analyze how internal alignment, from a
holistic viewpoint, influences business performance, transforming strategy into action.

Some frameworks include the classic McKinsey 7-S model (Waterman et al, 1980) and
more recently the “environment, strategy, core competencies and organization” model places
emphasis on the external alignment of the organization supported by appropriate core
competencies, which can be delivered through suitable organizational configurations,
including culture, structure, processes and people (Heracleous and Werres, 2016).

In Latin America, there is barely any research into the impact of ISA on organizational
performance. A search in the ISI Web Knowledge databases was performed and only the
research conducted by Prieto and Carvalho (2011) was identified. The authors diagnosed and
analyzed the strategic alignment profile of Brazilian companies in the medical diagnostics sector
by applying a specific framework. The impact on organizational performance was also analyzed.

To help fill the gaps, an ISA model was formulated and tested, based on the perspective
of covariance, which assumes that internal alignment is the result of interaction between
vertical and horizontal alignment. A survey-based research, applying structural equation
modeling, was performed to validate the research model.



2. Literature review and research model

2.1 Internal alignment

Alignment is considered both a process and a result (Miles and Snow, 1984). As a result,
alignment should lead the organization to a stage of strategy control and the literature proposes
tools to measure the degree of alignment (Fuchs et al, 2000; Prieto and Carvalho, 2011).

The concept of alignment as a process refers to the practical execution of a set of
structured activities aimed at achieving strategic alignment (Prieto et al, 2009).

The internal alignment construct comprises the fit between the organization’s strategy
and its internal variables (Venkatraman and Camillus, 1984). Skinner (1974) defines internal
fit as the consistency between tasks, policies and practices.

Internal adjustment involves the vertical and horizontal alignment dimensions, and the
concept is tied to the operationalization of the strategy at different organizational levels
(Hofer and Schendel, 1978).

Vertical alignment refers to the configuration of strategies, goals, action plans and
decisions through the various levels of the organization (Kathuria et al, 2007).
Implementation of the strategy is essentially top—down, aiming to make the lower
hierarchical levels establish strategies, objectives and plans that enable the implementation
of a strategy developed at a higher level. When this coherence is reached, it is considered
that vertical alignment has been achieved.

Horizontal alignment occurs between different areas, functions and operations of the
organization. The integration of functions denotes the coherence of strategic decisions and
activities in the areas of marketing, operations and human resources, among others, and
how they complement and support each other (Kathuria et al 2007).

In recent research, the concept of alignment has been considered in different contexts and
also encompassing other theories, e.g., service organizations (Hill and Cuthbertson, 2011;
Prieto and Carvalho, 2011), decentralized organizations (Caker and Siverbo, 2014),
Innovation Strategy (Ryu et al, 2015) and system dynamics (Zakery et al, 2017).

2.1.1 Factors involved in vertical strategic alignment. Comprehensiveness of strategy
formulation. The formal planning process, middle management involvement in the
formulation and consensus about the strategy are part of the same process, herein called the
comprehensiveness of strategy formulation, which comprises aspects of the formulation
that will affect the success of the implementation process.

Formal planning process. The existence of a formal planning process is also associated
with the knowledge shared among executives about the strategy (Rodriguez Bolivar et al.,
2010; Chan et al., 2006), as well as the subsequent process of communication with those
responsible for implementing and monitoring its progress.

Factors related to the definition of the strategy affect dimensions of organizational
commitment, which, in turn, affect individual performance and the successful
implementation of strategies. These factors include the strategy’s adjustment to the
vision, which occurs when the strategy to be implemented is perceived as being aligned with
a broader strategic direction of the organization (Noble and Mokwa, 1999).

Middle management involvement in the formulation. The contemporary theory about
strategic decision considers that the role of middle management goes beyond the traditional
provision of input information and overseeing of the implementation process, since it also
includes regular influencing of the strategy and providing the impetus for new initiatives
(Burgelman, 1988; Floyd and Wooldridge, 1992a; Mintzberg and Waters, 1985). Although
middle managers do not necessarily have the profile required of a strategist, their
knowledge about daily operations and their frontline management of the business are
important sources for strategic innovation, and the likelihood of these ideas emerging is
greater in the creative process of strategy formulation (Campbell and Alexander, 1997).
Other arguments concern the need to plan and analyze the adjustments necessary for the
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implementation already in the formulation phase to ensure that the strategy is viable
(Hambrick and Cannella, 1989).

With regard to the activities involved in implementing the strategy, the role of middle
management is to align the organization’s actions with strategic intentions, through
intervention in the structure, people and systems (Floyd and Wooldridge, 1992b).

Strategic consensus. Consensus improves coordination and cooperation and can be
defined as the agreement between top management, middle and operational managers
regarding the organization’s priorities (Floyd and Wooldridge, 1992b).

It enables more efficient strategy implementation and, hence, is positively associated
with organizational performance (Camelo ef al, 2010; Gonzalez-Benito et al, 2012;
Walter et al.,, 2013).

Commitment to the strategy depends on how managers perceive that the strategy is
aligned with the organization’s interests and how they perceive it is aligned with their own
interests (Floyd and Wooldridge, 1992b; Noble and Mokwa, 1999).

Management capabilities to implement the strategy. The ability to effectively implement
the strategy may be, in and of itself, a source of competitive advantage, since it is considered
valid, rare and difficult to imitate and thus able to improve business performance (Barney and
Mackey, 2005; Powell, 1992). Managers responsible for implementation must have the skills to
identify the main obstacles to the implementation of the strategy, and ask themselves if the
strategy can be operationalized before actually implementing it — hence, while it is still in the
formulation phase (Hambrick and Cannella, 1989).

Managers also have the role of building and maintaining the necessary support for the
implementation of the strategy amid the resistance that naturally arises due to the interest
of certain parties in upholding the old strategy, or because they do not understand a new
proposal (Hambrick and Cannella, 1989). The superiority of a team of implementers
requires a high capacity for coordination and integration of decisions and actions among
all the functions (Govindarajan, 1989; Hitt ef al, 1982) and, in this case, adequate
communication with management levels has been identified as the key to achieving a
shared understanding about strategic priorities (Noble, 1999; Rapert ef al., 2002; Reich and
Benbasat, 2000).

People’s involvement with the strategy. People committed to the strategy are
predisposed to engage in behaviors that support the strategy, as well as to assist
in the necessary strategic changes (Gagnon et al, 2008). People’s involvement
encompasses the conditions necessary to promote behavior aimed at the achievement
of objectives and goals. Employees’ attitudes are influenced when they understand what
is expected of them and feel that they can contribute (Boswell and Boudreau, 2001; Biggs
et al, 2014). In this regard, the role of a system of performance measurements is to
objectively communicate the expected contribution. To this end, these measurements
must make sense to people, they should be presented as being related with the core
purpose of the business, and they must be linked to a rewards and recognition system
(Hrebiniak, 2005).

2.1.2 Factors involved in strategic horizontal alignment. Process orientation. Process-
oriented thinking became popular in the 1980s as a core element of the total quality
management movement, based on the premise that obtaining the desired quality in products
and services depends, above all, on the processes in which they are planned and produced
(Davenport and Short, 1990; Hackman and Wageman, 1995).

The process concept has expanded to the strategic level through policy deployment,
which emphasizes interfunctional cooperation for the achievement of organizational
objectives that are geared towards the market, the customer and his or her needs
(Cole, 1998).



Today, “execution” is one of the practices employed by the most successful companies.
Companies recognize that they cannot have high performance in all their processes, so they
focus on the processes that are essential to meeting the needs of their customers,
concentrating their energy and resources on these processes to make them as efficient as
possible (Jayaram and Xu, 2013; Nohria et al, 2003).

Customer orientation. It is understood as the extent to which departments and functions
follow a single direction, strategically established to meet and anticipate customer needs.
This requires the company to have identified strategic customers before doing anything to
improve customer satisfaction. It also requires a direct relationship between customer needs,
process configuration and organizational infrastructure.

Customer orientation can lead to gains in competitive advantage by placing a high
priority on value creation and maintenance for the customer, which, in turn, will result in the
addition of new capabilities to deliver products and services that add value (Berry et al,
1999; Olson et al., 2005).

Recent studies demonstrate that operations’ strategic alignment to the firm’s objectives
allied to responsiveness to the market need for customization, contributes to firm
performance (Sardana et al, 2016)

2.2 Alignment and performance

The concept of strategic alignment follows two main directions, the descriptive and the
normative (Venkatraman, 1989b). The descriptive orientation specifies the relationship
between a set of theoretically related variables without, however, relating them with
performance. In contrast, the normative orientation explicitly incorporates the relationship
between alignment and business performance.

The relationship between alignment and performance is discussed by authors such as
Galbraith and Kazanjian (1986), Ginsberg and Venkatraman (1985), Miles and Snow (1984),
Powell (1992) and Zajac et al. (2000). It is expected that an organization that shows a high
degree of adjustment or congruence among its components is a relatively more effective
organization (Miles and Snow, 1984).

According to these authors, successful organizations make strategic adjustments
to their competitive environment and support the strategies with suitable management
structures and processes. Less successful organizations typically display poor external and
internal adjustment.

Due to changes in the organizational environment, perfect alignment is usually a condition
to be strived for rather than accomplished. On the other hand, minimal alignment is required for
organizational survival (Fuchs et al, 2000; Miles and Snow, 1984, Prieto and Carvalho, 2011).

Alignment is seen as a dynamic process in which the manager will simultaneously
consider environmental variables and organizational resources (Nadler and Tushman, 2001;
Zajac et al., 2000). There is the challenge of foreseeing which changes in the organizational
environment are relevant and require changes in strategy. Changes in exogenous variables,
such as consumer preferences, government policies, competitors’ actions, etc., may create
new demands, opportunities or restrictions to the current position. Moreover, the quality of
existing resources or their value in facing current or future competition, as well as
organizational competencies may render the successful implementation of a particular
strategy unfeasible, requiring a change in the strategic option.

An inappropriate strategy for the external environment or a poor operationalization of
the strategy can result in strategic misalignment (Prieto and Carvalho, 2011).

The purpose of this paper is to investigate the relationship between internal strategic fit
and business performance. Given the complexity this involves, the purpose of a strategic
alignment model is to ensure that the activities required are specified.
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Figure 1.
Overall model
underpinning
this paper

The organization’s performance is dependent on both internal and external alignment
and the process of achieving alignment is dynamic and needs to be monitored and adjusted
continually (Prieto and Carvalho, 2011; Siggelkow, 2001). However, the effect of external
alignment on performance has received more attention from the researches. To fill the gap in
understanding the impact of internal alignment on performance, the following hypothesis
is proposed:

HI. The ISA is positively related to business performance.

2.3 Research model

The theoretical scope that characterizes the two constructs, strategy formulation and
management capabilities to implement the strategy, in fact, presents very tenuous
boundaries. Although the implementation process as a whole requires the involvement of
the executive (Hambrick and Cannella, 1989), among the variables specified in the
theoretical model, comprehensiveness of strategy formulation and management capabilities
are the two that place a greater emphasis on the responsibilities directly assigned to them.
In this regard, the comprehensiveness of strategy construct represents the activities related
to the formulation of the strategic plan, while the management capabilities construct
represents the executives’ abilities required to put the strategy into practice.

Moreover, these constructs overlap within the strategic process, and the activities
involved in strategy definition and strategy implementation may affect one another at any
time (Hrebiniak, 2005).

The decision to keep them separate in the model is due mainly to the need to measure the
management capabilities to put the strategy into practice. Although the literature indicates
that implementation ability can become a competitive advantage, on the other hand, it also
points out that even well-formulated strategies have not been implemented because little
attention is given to intangible organizational aspects, including coordination capabilities,
commitment and interpersonal skills (Beer and Eisenstat, 1996; Bourne et al., 2003).

Based on the literature review performed, an ISA model was formulated, based on the
perspective of covariance, which assumes that internal alignment is the result of interaction
between vertical and horizontal alignment, as shown in Figure 1.

Vertical alignment is conceived as a set of actions required to implement the strategy,
from the formulated strategy up to its deployment at all the levels of the organization. It is
posited that the factors involved in vertical alignment are the comprehensiveness of
strategy formulation, management capabilities for strategy implementation, and people’s
involvement with the strategy. The comprehensiveness of strategy formulation construct is

Comprehensiveness of
strategy formulation

Vertical
Alignment

A

Formal planning process
Middle management involvement
Strategic consensus

Management capabilities for Internal Business
strategy implementation Alignment Performance
People’s involvement with the
strategy

Process orientation o Horizontal
Customer orientation B Alignment




defined as multidimensional, composed of the variables of formal planning process, middle
management involvement in the formulation and strategic consensus.

Horizontal alignment involves understanding customer needs and aligning processes
(cross-functional) able to deliver what the customer needs. The factors involved in
horizontal alignment are process orientation and customer orientation. The model also
represents the normative perspective of alignment (Venkatraman, 1989b), expressed by the
dependency relationship between alignment and business performance that was presented
in HI.

3. Research methods

This study aims to propose and to validate an ISA model and investigate its relation with
performance. Thus, the research methods adopted were the systematic literature review to
develop the conceptual model and a survey-based research applying structural equation
modeling (SEM) for validation.

The literature review searching process was performed using the Web of Science
database, using the keywords “strategic fit,” “strategic alignment” and “strategic
consensus” in the paper title and in the abstract. A filter was applied according to the
areas of interest (management, business and industrial engineering), and they had all been
published between 1987 (the first occurrence) and 2015. After the abstracts were read,
the sample included 153 articles directly related to strategic alignment in the context of
business strategy.

3.1 Sample and data collection instrument

The research included a non-probabilistic sample. The survey respondents were defined as
directors, middle management and executives that support the top management team. It is
understood that professionals in these hierarchical level are the best qualified to deal with
matters related to the implementation of business strategies.

The requirements for calculating the minimum sample size were met for the
multivariate analysis test applied using G¥*Power 3.0 software (Faul et /., 2007). Chin and
Newsted (1999) recommend the use of statistical power analysis for determining the
sample size. Following the recommendation of Hair et al (2005), a 5 percent level of
statistical significance, which is the power level required for 95% confidence and an effect
size of 15 percent, were considered to calculate the size of the sample, resulting in an
expected sample of 73 respondents.

The executives received an e-mail explaining the scope of the research and a link to
answer the questionnaire online. We collected 129 responses from executives of different
companies, four of which were discarded, one due to incorrect reporting of data and the
other three due to the inadequate profile of the respondents, and thus ended up with
125 valid questionnaires.

The data collection was performed in Brazil. The sample was predominantly composed
of large companies (63.2 percent), followed by medium-sized companies (25.6 percent).
The sampling was considered appropriate for the research, since there is a tendency that
larger companies have more formalized management tools, like formal strategic planning.
The respondents are from a variety of industries and include both manufacturing
(46.0 percent) and services (54.0 percent) sectors.

3.2 Research instrument measures

The definition of the research instrument started after the definition of the theoretical model.
The use of validated scales available in the articles gathered in the literature review
was prioritized.
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Table 1.
Convergent validity
and reliability of the
alignment model

The questionnaire was improved by means of content validation (Netemeyer et al., 2003;
Venkatraman and Grant, 1986). Seven professors specializing in the area of this study were
given a document detailing the research objectives, the theoretical model and the research
instrument and rated each of the items of the questionnaire in terms of its clarity and
representativeness to measure the construct (Netemeyer ef al, 2003, p. 103). The improved
version of the questionnaire was then submitted for validation by executives, in order
to verify its adequacy from the respondents’ point of view. Four executives participated in
this process.

3.2.1 Dependent variable operationalization. Business performance was designed as a
first-order latent variable (LV), applying multiple criteria to measure performance
(Chakravarthy, 1986), and was previously tested (Sabherwal and Chan, 2001) for the
dimensionality of its indicators (see the recommendations of Combs et al, 2005;
Venkatraman and Ramanujam, 1986). The questionnaire was originally proposed by
Venkatraman (1989a) and its dimensions were later expanded by Chan et al (1997) to
include market growth, profitability, product and service innovation and corporate
reputation, which are measured through a total of eight items. Perceptual measures of
performance were applied, due to their effectiveness when compared with traditional
objective measures (Venkatraman and Ramanujam, 1986). The respondents were asked to
compare the performance of their companies with the average performance of competitors
in the industry, applying a five-point Likert scale: (1) much worse than the competition, to (5)
much better than the competition.

3.2.2 Independent variables. The ISA model was designed as multidimensional and
reflective second-order LV that is represented by a system of two interrelated and
complementary first-order LV: vertical alignment and horizontal alignment. In the reflective
measurement model the direction of causality (represented by arrows) is from the latent
construct to its indicators, in which changes in the specified latent constructs cause changes
in all their indicators, as our assumption in the covariate ISA Model. The core variables
applied in the ISA model and its literature traceability is presented in Tables I and II.
The questions and descriptive statistics are given in Table Al

Average variance Composite  Cronbach’s
Construct extracted reliability a

Comprehensiveness of strategy formulation constructs

Formal planning process (FORPLAN) 0.586 0.857 0.777
Middle management involvement (MIDMANAG) 0.622 0.899 0.860
Strategic consensus (STRCONS) 0.711 0.908 0.865
Vertical alignment constructs

Comprehensiveness of strategy formulation (COMPSTR) 0.646 0.845 0.726
Management capabilities (MANCAPABI) 0.607 0.902 0.869
People involvement (PEOPLINV) 0.575 0.904 0.875
Vertical alignment (VERTALIG) 0.781 0914

Horizontal alignment constructs

Process orientation (PROCORI) 0.726 0914 0.873
Customer orientation (CUSTORI) 0.731 0916 0.876
Horizontal alignment (HORALIG) 0.819 0.901

Structural model constructs

Internal alignment (INTALIG) 0.830 0.907 0.650
Business performance (BUSPERF) 0.559 0.910 0.887




Measures of vertical alignment. The “comprehensiveness of strategy formulation”
comprises aspects of the formulation that will influence the implementation process.
The construct was defined as multidimensional, comprising the variables of formal
planning process, middle management involvement in the formulation and consensus
regarding the strategy.

The “formal planning process” measures an established strategic planning process
based on the assertions adapted from the attributes developed by Miller (1987) and
identified in the work of Powell (1992).

“Middle management involvement in strategy formulation” aims to measure the extent
to which middle managers participate in the strategy formulation process and consists of
five items based on attributes developed by Noble and Mokwa (1999).

“Strategic consensus” involves determining how middle management understands and
supports the company’s strategy, measured by the instruments proposed by Noble and
Mokwa (1999) in the constructs of “perceived importance of strategy” and “strategic
commitment,” which were adapted to this research. A scale of four items was submitted to
the respondents.

“Management capabilities to implement the strategy” are measured based on attributes
developed by Hitt and Ireland (1985) and employed by Carmeli and Tishler (2004), and Noble
and Mokwa (1999). There are six statements that measure the existence of skills required of
executives to promote strategic alignment.

“People’s involvement with the strategy” encompasses the conditions necessary to
promote a behavior geared at achieving goals, applying the instrument created by Carmeli
and Tishler (2004) and Labovitz and Rosansky (1997).

Measures of horizontal alignment. Horizontal alignment involves understanding customer
needs and aligning processes (functional) that can deliver what the customer needs.

“Process orientation measures” how previous departments and functions are in terms of
allowing strategic objectives to be followed. This instrument consists of four items proposed by
Labovitz and Rosansky (1997), and applied by Collins (2002) and Prieto and Carvalho (2011).

Customer orientation measures how much departments and functions follow a single
direction, established strategically in order to meet and anticipate the customer’s needs.
The respondents evaluated four statements originating from the work of Narver et al. (2004)
and adapted by Olson et al. (2005).

3.3 Data analysis

The SEM technique was used for the empirical analysis, because it estimates the multiple
and interrelated dependence in a single analysis. SEM allows the examination of
relationships among multiple predictor and response variables that can be observable
(directly measured) or unobservable.

SEM enables the definition of alignment from the holistic perspective or from that of
covariance (Venkatraman, 1989b, p. 435; Venkatraman and Prescott, 1990), rather than from
the bivariate perspective, due to the possibility it offers of testing the relationship among
multiple LVs and thus fits the objectives of this research well.

Construct FORPLAN MIDMANAG STRCONS
Formal planning process (FORPLAN) 0.766

Middle management involvement (MIDMANAG) 0.505 0.789

Strategic consensus (STRCONS) 0.463 0.460 0.833

Note: Diagonal elements in italics are square roots of average variance extracted (Hulland, 1999)
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Figure 2.

Effect of internal
alignment on business
performance — partial
least squares analysis

The partial least squares (PLS) method was applied, which is particularly recommended for
small size samples and does not depend on the normality of the variables or the normality of
the residuals, since the probability of significance is estimated by bootstrapping (Chin and
Newsted, 1999; Falk and Miller, 1992; Tenenhaus et al., 2005).

4. Results

SEM requires the definition of two models, the measurement model (i.e. construct validity)
and the structural model (i.e. hypothesis testing). Both were estimated using SmartPLS
2.0 M3 software (Ringle et al, 2005) and the results are presented in Figure 2.

The measurement model was analyzed according to convergent and discriminant
validity (Hulland, 1999; Netemeyer et al., 2003; Venkatraman and Grant, 1986).

Firstly were analyzed the factor loadings of the indicators as shown in Table Al. After
two rounds and the exclusion of one indicator, all the loadings were above 0.7, as
recommended by Fornell and Larcker (1981), except for the indicators 3 (0.630) from
the formal process planning. It was decided to keep indicator 3 because the average variance
extracted (AVE) from the construct (Table III) presents a value of 0.650, which is above
the specified value, and also because it is an acceptable value for the development of new
scales (Hulland, 1999).

Table I presents the results of the reliability and convergent validity tests for all the LVs
of the alignment model.

The validity of each construct was measured separately, as recommended in PLS
analysis. Due to the multidimensionality of the comprehensiveness of strategy formulation
construct, the alignment model shows the latent constructs of horizontal and vertical
alignment at different levels (Figure 2), preventing the calculation of the complete model
using SmartPLS software. To place the variables on the same level, we adopted the
solution of first analyzing this construct to generate the scores of the first-order LVs
(formal planning process, middle management involvement and strategic consensus).
The scores of these LVs for the 125 cases were saved for use in the next revised model, now

Comprehensiveness
of strategy
formulation

management
involvement

Strategic
consensus

0.849

Management
capabilities for
strategy
implementation

People’s
involvement with
the strategy

Process
orientation
0.901
Customer
orientation

Notes: R2=13.4%; GoF=0.34

Business
performance
1=4.308

0.909

Horizontal
alignment



Construct COMPSTR MANAGABIL BUSPERF PEOPLINV CUSTORI PROCORI

Comprehensiveness of strategy
formulation (COMPSTR) 0.810
Management capabilities for

strategy implementation

(MANCAPABI) 0.811 0.779

Business performance

(BUSPERF) 0.437 0.329 0.748

People’s involvement with the

strategy (PEOPLINV) 0.575 0.656 0.261 0.756

Customer orientation

(CUSTORI) 0.438 0.497 0.305 0.438 0.855

Process orientation (PROCORI)  0.542 0.667 0.231 0.602 0.639 0.852

Note: Diagonal elements in italics are square roots of average variance extracted (Hulland, 1999)
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Table III.
Correlations among
the first-order latent
variables

containing all the LVs at the same level. They were entered as indicators of the construct
comprehensiveness of strategy formulation.

The traditional criterion to measure the internal consistency among the items of the
scale is Cronbach’s a, developed by Cronbach and Meehl (1955), which estimates reliability
based on the indicators jointly. This measure tends to underestimate the reliability
of the internal consistency of the LVs, so the PLS recommends the use of the composite
reliability (CR) indicator of the construct, which, like Cronbach’s a, should also have a
value equal to or higher than 0.7 (Henseler et al., 2009, p. 299). The composite reliabilities
of all the constructs are well above 0.7, signifying a strong internal reliability (Henseler
et al., 2009, p. 299).

The AVE from the LVs evaluated here is higher than the specified value of 0.5 (Fornell
and Larcker, 1981), indicating that each construct is able to explain more than half of the
variance of its indicators.

A LV should share greater variance with its indicators than with any other LV
(Fornell and Larcker, 1981); thus, for reflective LVs, the square root of AVE (coefficients in
bold in Tables II-IV) is greater than the correlations between the remaining LVs, indicating
discriminant validity of the comprehensiveness of the strategy formulation construct
(Table II) and among the second-order LVs (Table IV).

Another step taken was to evaluate the discriminant validity by analyzing the matrix
of cross-loadings. Based on this criterion, it is expected for an indicator to present a
greater correlation with its LV than with others (Chin, 1998). The indicators of
comprehensives of strategy formulation present an average correlation of 0.80 with their
latent variables, and of 0.65 with management capabilities. Based on this criterion there is
discriminant validity.

The hypothesis analysis in the structural model was performed by evaluating the
coefficient of determination % and the model’s goodness-of-fit index (Henseler et al, 2009).
The interpretation of £? was performed as proposed by Cohen (1977), in which 0.02, 0.15
and 0.35 have been interpreted as small, medium and large effect size, respectively.

Construct HORALIG VERTALIG
Horizontal alignment (HORALIG) 0.953
Vertical alignment (VERTALIG) 0.674 0.884

Note: Diagonal elements in italics are square roots of average variance extracted (Hulland, 1999)

Table IV.
Correlation between
the second-order
latent variables
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The bootstrapping method of sampling with replacement was applied on the basis of 1,000
bootstrapping runs. Tenenhaus ef al (2005) recommend a minimum of 200 resamplings.
The results indicate that the R of the model is 0.134 (Figure 2), which represents a medium
effect size of the model (Cohen, 1977). The Student’s #-value (4.308) is statically significant at
0.05. The relationship between internal alignment and business performance is highly
significant, with a p-value = 0.000018; therefore, p < 0.0001.

The goodness-of-fit (GoF) applies to both the measurement model and the structural
model. It is calculated from the geometric mean of the average R* (adequacy of the structural
model) and average AVE (adequacy of the measurement model). There is no
recommendation for the GoF, but using AVE =50 percent and R? according to Cohen’s
classification, the following values were found: GoF small =0.1, GoF medium = 0.25, and
GoF large =0.36 (Wetzels et al, 2009, p. 187).

The GoF of the model was 0.34 (Figure 2), indicating the excellent fit of the model.

5. Discussion and conclusions

This study makes important contributions for both managerial practitioners and
researchers. It proposes a conceptual ISA model from the holistic perspective, also
commonly known in the literature as the systemic or covariance perspective, in which the
vertical alignment and horizontal alignment represent the variables to be aligned, and the
idea is that separately, they do not suffice to produce internal alignment. The ISA
measurement model was empirically validated through a survey-based research analyzed
through SEM, demonstrating a high degree of internal consistency.

Moreover, the structural model defends the hypothesis that the ISA model has a positive
impact on business performance. The results show a medium impact of the ISA model,
which was expected as the external alignment is also relevant and was not addressed in this
research as mentioned before.

Thus, this study helped to increase understanding regarding the determinants of
business performance and to explain how managers can achieve superior performance
(Meyer, 1991).

The proposed model is more complex, but more representative of the set of variables to
be adjusted for strategy implementation toward jointly assessing the impact of vertical
alignment and horizontal alignment on performance. It is an important contribution since
there are few studies involving the two alignment perspectives, particularly horizontal
alignment (Kathuria et al, 2007).

Moreover, emphasis has already been placed on its formulation (Brown et al, 2010,
Hrebiniak and Joyce, 2001; Zajac et al., 2000), and on the need for alignment studies based on
a holistic perspective (Venkatraman and Prescott, 1990; Kathuria et al, 2007) as the
proposed model.

The validated research instruments are also an important contribution to measure the
component constructs of vertical and horizontal alignment, which can be used for the
development of research in new contexts.

These results provide empirical validation of the specified model from both the
theoretical and empirical standpoints. This, therefore, confirms the importance of vertical
alignment, which is conceived as a set of actions required to implement the strategy,
involving the existence of a formal plan, management capabilities to implement it and
people’s involvement with the strategy, as well as the importance of horizontal alignment
involving an understanding of customer needs, and process alignment (interfunctional) that
can deliver what the customer needs.

The ISA model also adds contributions when compared to other fit models. In prior
research, Prieto and Carvalho (2011) apply the model proposed by Labovitz and Rosansky
(1997) to research the degree of strategic alignment in organizations operating in the medical



diagnostics sector. The model also considers the fit in both dimensions: vertical and
horizontal. Performance was measured from business operational results and the analysis of
the use of competitive advantages based on the determining factors for success in the
scenario of the company’s industry. The findings indicated that the relationship between a
high degree of alignment and good performance could be established. The better-aligned
company has built competitive advantages, among them, the ability to align itself
(Powell, 1992) in order to deal with market turbulence.

The ISA model incorporates a higher level of elaboration than the model proposed by
Labovitz and Rosansky (1997), mainly in relation to the vertical alignment dimension. It is
important to highlight the conceptualization of the construct “comprehensiveness of
strategy formulation” as multidimensional and composed with the variables: “formal
planning process,” “middle management involvement” and “strategic consensus.” Several
studies consider these variables to assess their impact on organizational performance,
e.g., Chan et al. (2006), Homburg et al. (1999) and Wooldridge and Floyd (1990). However, no
studies have been found that jointly operationalize them. The literature, however, points out
that the non-treatment of these variables from the strategy formulation process can lead to
failure in their implementation (Beer and Eisenstat, 2000; Hambrick and Cannella, 1989;
Malina and Selto, 2001).

The ISA model received the influence of the theoretical model proposed by Hambrick and
Cannella (1989). See analysis in Prieto et al., 2009. One of the dimensions of the model, called
“selling,” concerns the role of the executive in convincing the stakeholders of the importance
of the strategy and of removing obstacles to its implementation. The ISA model
operationalized this idea in the assertives proposed in the “management capabilities for
implementation of the strategy” construct.

There are managerial implications of this study. First, many companies have spent
significant amounts of resources on operational alignment and business strategy and
executives seek evidence that their organizational efforts have borne fruit (Joshi et al, 2003;
Prieto and Carvalho, 2011), and the results show that these efforts can lead to better
performance. Second, frameworks and methodologies are an essential aid for executives
when formulating and implementing operational strategies (Berry et al., 1999; Prieto et al.,
2009) and this study presents the ISA model that include activities relevant to the successful
execution of the strategy and the validated research instrument can be applied for firms as a
diagnosis of internal alignment in the organization.

Notwithstanding the aforementioned contributions, all research studies have their
limitations related to the methodological choices as non-probabilistic samples and the
sole use of the quantitative technique, which does not allow for the individual exploration
of cases.

This study provides insights for future studies. First, the ISA model can be tested in
different organizational contexts. The lack of stratification in the sample did not allow us
to explore control variables such as firm size and sectors, and it would be interesting for
future studies to research the impact of these variables. Previous studies have shown
that size can influence alignment, depending on the business segment in which the
company operates (Chan ef al., 2006). Second, it would be interesting to test the influence
of moderator variables on the relationship between internal alignment and business
performance, e.g., intangible organizational issues such as company culture and
organizational reputation (Carmeli and Tishler, 2004) and factors that detect changes in
the competitive environment, such as environmental uncertainty and strategy (Heracleous
and Werres, 2016; Prieto and Carvalho, 2011).

Finally, we suggest that the distinction between operational performance and business
performance should be considered (Combs et al., 2005; Ray et al, 2004; Venkatraman and
Ramanujam, 1986).

Can ISA
influence
performance?
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Appendix

Five-point Likert scale (1 =1 agree entirely; 5 =1 disagree completely)

Factors involved in vertical alignment

Formal planning process SFL
1. Our company’s actions are based on more formal plans than on intuition 0.593
2. We have formal long-term goals that are known by all our managers 0.806
3. We have specific formal short-term goals that are known by all our managers 0.630
4. We have a broader strategic planning system for the development of the organization as a whole 0.812
5. We have a formal strategic plan for the next fiscal period 0.753
6. We have an executive or team in charge of preparing a formal strategic plan 0.751
7. We hold regular management meetings to discuss the strategy as a whole 0.777
Middle management involvement in strategy formulation SFL
1. Middle and top management work together to decide what will be done by middle management to 0.744
implement the strategy
2. Middle management becomes acquainted with the strategy in advance, before being called upon 0.810
to implement it
3. During the implementation of the strategy, middle managers feel they can seek out their superiors 0.789
to suggest changes in the implementation activities
4. The responsibilities of middle management in the implementation are significant 0834
5. Middle management is the key to the implementation of the strategy 0.763
Strategic consensus SFL
1. The strategy in action is relevant for the achievement of the company’s mission 0.862
2. It is expected that the success of the strategy in action affects the company’s future positively 0.842
3. I believe that the strategy in action is in line with the company’s most relevant interests 0.803
4. I personally feel that the objectives of the strategy in action are suitable 0.824
Management capabilities for implementation of the strategy SFL
1. Top management develops and communicates as single direction to be shared among all the  0.740
members of the organization.
2. Our key executives seek consensus, among themselves, between conflicting opinions, improved 0.850
coordination and effective collaboration
3. We engage in shared decision-making between top and middle management 0.689
4. Our executives promote the adjustment of the resources that are needed for the implementation of 0.800
the strategy
5. Our executives try to identify obstacles to the implementation of the strategy before putting it into 0.802
action
6. Top management demonstrates that it cares about the strategy in action 0.783
People involvement with the strategy SFL
1. There is strong employee involvement in the processes and their implementation 0.584
2. Our employees are committed and maintain a high sense of responsibility toward the organization 0.698
3. The goals of the organization are understood by all its members 0.783
4. The organization as a whole focuses its efforts on achieving its goals 0.736
5. The departments or work groups are rewarded for their performance 0.806
6. The organization rewards the individual performance of its employees 0.751
7. The leaders reward the good performance of their employees 0.799
8. The knowledge and skills that people need are defined based on the strategy of the organization 0.671
Factors Involved in horizontal aligniment
Process orientation SFL
1. Our managers oversee how the work is done, as well as its results 0.769
2. We review our work processes regularly to see how they are working 0.882
3. When something goes wrong, we correct the identified causes to prevent the problem from 0.859
occurring again
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4. The processes are reviewed to ensure that they contribute to achieve the strategic goals 0.892
Customer orientation — CO SFL
1. We continually seek to discover additional needs of our consumers which they themselves have 0.872
not yet perceived
2. We incorporate solutions into our products and services for unmet consumer needs 0.921
3. We seek to influence how our customers use our products or services 0.849
4. We work closely with key people in the market, aiming to recognize customer needs in advance, 0.771
months or even years before most of the market can recognize them
Business performance SFL
Overall performance of the company in the last three years compared with the average performance of the
competitors in the sector
Five-point Likert scale (1 =much worse than the competition; 5 = much better than the competition)

1. Reputation with the largest consumer segments 0.720
2. Frequency in launching new products or services 0.745
3. Return on investment 0.778
4. Profitability 0.747
5. Technological developments and/or other innovations in operations 0.696
6. Product quality 0.686
7. Gains in market share 0.766
8. Revenue growth 0.833
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