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Service innovation is considered a new way to gain competitive advantage and enhance firm performance. However, 

service innovation does not always guarantee the desired outcome. The effective organization and management of 

well-planned service innovation practices, which are consistent with the firm’s business environment, become a critical 

challenge for service innovation success. In addition, an increasing number of studies have focused on the role of 

information technology (IT) capability in service innovations. Most studies on service innovation have focused on the 

influences of the strategic alignment and IT capability separately. In contrast, the current study combines them by 

investigating the positive moderating effect of IT capability on the alignment between business strategy and service 

innovation strategy. Based on data collected from 183 service firms in Korea, we first explore the effect of service 

innovation strategies when coupled with different business strategies on better firm performance. We then investigate 

the moderating effect of IT capability on the relationship between strategic alignments and firm performance. Empirical 

evidence indicates that a synergistic effect between alignment and IT capability on firm performance exists. Firms 

that have aligned service innovation strategy with business strategy should consider improving their organizational 

IT capability to ensure substantial leverage.
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1. Introduction

The effect of service innovation on competitive 

advantage and business performance has increa-

sed significantly during the last decade. Service 

innovation is defined as a change of the specific 

innovation practices related to various characteri-

stics of service to gain competitive advantage and 

enhance firm performance (Den Hertog, 2000; 

Gallouj and Weinstein, 1997). Although the im-

portance of service innovation is now widely re-

cognized, firms often fail to implement success-

ful service innovation activities (Homburg et al., 

2003). As service innovation does not always 

guarantee the desired outcome, service firms uti-

lizing service innovation allocate tremendous ef-

fort to identify and minimize the gap between 

innovation competency and management skills. 

Research on service innovation has also played a 

critical role in reducing the existing gap in 

terms of strategic view.

According to Neu and Brown (2005), firms 

that successfully develop their services tend to 

align their innovation strategy with the environ-

mental conditions of their service business. Ser-

vice innovation strategy, as the strategic deci-

sion of firms on service innovation practices, 

provides firms a direction or a guideline of deci-

sions in service innovation practices (Menor and 

Roth, 2007). A misaligned service innovation de-

cision in a business environment can result in 

loss of competencies and capabilities, exposure 

to unexpected risks, and even business failures. 

Therefore, the critical challenge facing firms for 

service innovation success is how to organize 

and manage well-planned service innovation 

practices that are consistent with their business 

environment from the beginning of service in-

novation (Slater and Narver, 1994). 

Furthermore, in service innovation literature, 

information technology (IT) capability has been 

considered a means of creating favorable con-

ditions to develop better services in organiza-

tions. More firms have focused on the strategic 

role of IT capability to achieve service innova-

tion goal and profitable business deal (Bygstad 

and Lanestedt, 2009). The effect of IT capability 

has been mainly realized in combination with 

other organizational factors such as business 

strategies, business goals, time to market, and 

strategic alignment (Brynjolfsson and Hitt, 2000; 

Milgrom and Roberts, 1995). Therefore, the stra-

tegic role of IT capability requires consideration 

of the potential implications of efficient linkage 

between business environment and service in-

novation strategy because IT capability is a key 

contextual factor in developing coherent and in-

tegrated strategies (Neo, 1988). Accordingly, firms 

pursuing the effective linkage of business and 

service innovation strategies should pay atten-

tion to their IT capability. The benefit of the 

alignment between business strategy (BS) and 

service innovation strategy (SIS) is expected to 

be attained through IT capability as a strategic 

lever. However, few studies have examined IT 

capability to leverage the efficient link between 

BS and SIS on firm performance.

To bridge these research gaps, this study is 

motivated by the following research questions：

1) whether a certain service innovation stra-

tegy is more effective with a particular busi-

ness strategy for better firm performance and 

2) what is the effect of IT capability with 

the alignment between business strategy and 

service innovation strategy on firm perfor-

mance. We explored the performance implica-

tions of the strategic alignment between BS and 

SIS through IT capability on the basis of the 
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typologies of Porter (1980) (i.e., cost leadership 

strategy (CLS), innovative differentiation strategy 

(IDS), and focus strategy (FS)) and Den Hertog 

(2000)’s service innovation dimensional model 

(i.e., service creation-focused strategy (SCFS), 

service delivery-focused strategy (SDFS), and 

customer interaction-focused strategy (CIFS)). 

We examined the proposed alignment with IT 

capability based on the empirical data from 183 

Korean service firms that have conducted serv-

ice innovation.

To our understanding, this study is one of the 

early attempts to theoretically build feasible sets 

of internal congruent patterns between BS and 

SIS by stressing the role of IT capability and to 

empirically investigate their synergy relationships. 

Our findings reveal that managers should pay 

more attention to strategic-level issues in terms 

of how IT capability can help better align SIS 

with BS. The findings could provide managers 

valuable information on successful service inno-

vation. 

This paper is organized into seven sections. 

Section 2 contains the theoretical background of 

the study. Section 3 presents the research model 

of this study. Section 4 describes the research 

methodology, and Section 5 reports the analysis 

and results of the study. Discussions of the find-

ings, implications, limitations, and future research 

directions are presented in Section 6. Finally, 

Section 7 summarizes the study’s contributions. 

2. Theoretical Background

2.1 The Importance of Strategic Alignment 

in Service Innovation

The concept of fit or alignment has been con-

sidered a key notion in the strategic management 

literature from a contingency perspective. The 

concept has the premise that a company performs 

better when its organizational characteristics 

comply with its business conditions (Chandler, 

1962; Woodward et al., 1965). The concept of fit 

or alignment is often used to understand how a 

firm should align its strategy with the organ-

ization’s structure, technology, market conditions, 

and various environmental factors (Miller and 

Friesen, 1986). A proper alignment between stra-

tegy and related organizational factors could lead 

to superior business performance. 

However, few service innovation studies have 

explored the synergistic effect of service innova-

tion with organizational factors. Goldstein et al. 

(2002) pointed out that service innovation stud-

ies should consider the effective linkage between 

BS and service development. Neu and Brown 

(2005) also found that aligning innovation strat-

egy with the conditions of service business is 

essential for firms to develop their services suc-

cessfully. The alignment between business envi-

ronment and SIS is said to be caused by quick 

responses of a firm to the dynamically changing 

market. However, the current service innovation 

approach does not consider the alignment of SIS 

with BS. This approach is not flexible enough to 

fully realize the benefits of service innovation. 

In addition, an increasing number of service 

innovation studies have focused on the role of 

IT capability in achieving service innovation suc-

cess and better firm performance. IT capability 

can leverage the efficient link between BS and 

SIS on firm performance because this capability 

facilitates the link between organizational factors 

and firm’s outcome (Dewett and Jones, 2001). 

Although many service innovation studies have 



198 Hyun-Sun Ryu․Jae-Nam Lee

been conducted, few studies focused on the lev-

erage role of IT capability in the alignment of 

SIS with BS on firm performance.

Therefore, we need to emphasize the impor-

tance of developing a well-organized SIS aligned 

BS with IT capability at the beginning of the 

service innovation process. Service innovation 

studies should be inclined on effective alignment 

to achieve the service innovation goal, thereby 

leading to better firm performance.

2.2 Business Strategy

Strategy is the mechanism that guides envi-

ronmental alignment and provides integration for 

internal operation (Snow and Hambrick, 1980). 

Organizations should develop and maintain an 

appropriate alignment with their environment to 

survive and flourish in a highly competitive 

market (Milgate, 2001; Weill et al., 2002). Two 

dominant typologies of BS have emerged in the 

strategic management literature：Miles and Snow 

(1978)’s typology (i.e., prospector, defender, ana-

lyser, and reactor) and Porter (1980)’s typology 

(i.e., cost leadership, differentiation, and focus). 

Miles and Snow (1978) developed a comprehen-

sive framework from the perspective of fit be-

tween a firm’s product-market domain and its 

structure/processes to achieve success in those 

domains. Porter (1980) proposed a strategic view 

of how firms create their value (i.e., differentia-

tion or cost leadership) and how firms define the 

scope of market coverage (i.e. focused or mar-

ket-wide).

While both typologies have been used exten-

sively in research, Porter’s typology has found 

greater acceptance in innovation research (Blaze-

vic and Lievens, 2004; Fitzsimmons and Fitz-

simmons, 2006; Frambach et al., 2003). The study 

conducted by Fitzsimmons and Fitzsimmons 

(2006) suggested that service firms should un-

derstand their competitive environment within 

three generic competitive strategies, namely, cost 

leadership, differentiation, and focus strategies. 

Thus, this study adopted the three BS proposed 

by Porter (1980) based on prior studies on in-

novation：CLS, IDS, and FS. CLS emphasizes 

cost reductions and attempts to locate and main-

tain existing markets by producing standardized 

products and services at low costs. IDS conti-

nuously seeks new market opportunities depend-

ing on developing new products and services 

with technology to respond quickly to changing 

market conditions. FS focuses on maintaining a 

particular target market by serving the specific 

needs of customers.

2.3 Service Innovation Strategy

This study considers service innovation as a 

type of organizational structure and a crucial 

factor affecting firm performance. Service inno-

vation is related to changes in various charac-

teristics of the service product (Den Hertog, 2000; 

Gallouj and Weinstein, 1997; Kim et al., 2010). 

Thus, the current study defines service innova-

tion as a change of the specific innovation prac-

tices related to various characteristics of service. 

Cooper et al. (1999) stressed the importance of 

clearly defining a new product and service stra-

tegy in guiding the innovation process. They 

claimed that successful innovation needs tangi-

ble and visible top management support, espe-

cially in terms of consistent strategies. Griffin 

(1997) explained that innovation strategy in the 

service development process is more critical to 
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high performance than that in the product de-

velopment process because some firms find imi-

tating and copying services easier than manu-

facturing products. SIS positions the appropriate 

role of innovation within the overall BS and en-

ables managers to plan for and make available 

adequate resources for specific innovation prac-

tices (Menor and Roth, 2007). Therefore, SIS 

provides firms a direction or a guideline of deci-

sions in service innovation practices. In this study, 

we define SIS as the strategic decision of firms 

on service innovation practices to gain a susta-

inable competitive advantage.

As the next step, we identified the innovation 

decisions that are salient in constituting or re-

flecting SIS. Den Hertog (2000) argued that ser-

vice innovation changes the service innovation 

practices in an organization rather than chang-

ing several elements or characteristics of the fi-

nal service offering, as stressed by Gallouj and 

Weinstein (1997). Den Hertog (2000) conceptua-

lized different service innovation practices as 

service innovation dimensions and proposed a 

descriptive model that dealt with the four major 

dimensions, namely, service concept, service de-

livery, client interface, and technology. Service 

concept dimension refers to the service proto-

type that offers a new value proposition in a 

particular market (Edvardsson, 1997). Innovations 

in service concept include changes in service 

characteristics and cover both descriptions of 

customer needs and services (Den Hertog, 2000; 

Edvardsson, 1997). Service delivery dimension is 

defined as the service innovation process com-

prising the sequential activities and internal or-

ganizational arrangement for delivering new or 

existing services. Client interface dimension re-

lates to the design of the interface between the 

service provider and clients. Although optional 

in Den Hertog (2000)’s service innovation model, 

technology dimension plays an important role as 

a facilitating or enabling factor in service in-

novation, and is increasingly becoming common 

in service innovations.

Although Den Hertog et al. (2010) concep-

tually extended their original service innovation 

model by adding two more dimensions (i.e., new 

business partner and new revenue model) and 

introduced a six-dimensional service innovation 

model, we believe that their original concept of 

service innovation dimension is more appropriate 

for developing SIS. Using and validating their 

extended framework is premature because their 

original framework has not been empirically va-

lidated. Therefore, this study was designed to 

develop SIS by using Den Hertog (2000)’s origi-

nal service innovation model as a starting point 

to validate not only the concept of SIS but also 

its relationship with IT capability.

Some dimensions in the original service in-

novation model need to be further conceptualized 

to develop and validate SIS effectively. First, 

technology is disregarded as an independent ser-

vice innovation dimension because previous ser-

vice innovation studies have reported differing, 

sometimes conflicting, role of technology from 

different theoretical perspectives. One major re-

search stream in service innovation literature 

regards technology as a service innovation di-

mension (Den Hertog, 2000; Gallouj and Weins-

tein, 1997). Another major stream that focuses 

on service-dominant logic and resource- advan-

tage theory considers technology as an operant 

resource rather than a service innovation di-

mension (Hunt and Morgan, 1995; Vargo and 

Lusch, 2004). The contradictory situation induces 

that technology in service innovation differs in 

its role. Second, we have redefined the dimen-
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sion “client interface” into “customer interaction.” 

Although both concepts are similar, the concept 

of customer interaction, which includes both cu-

stomer co-production and customer contact (Mills, 

1986), is broader and more suitable for develop-

ing SIS than the concept of client interface is. 

Customer co-production indicates that customers 

actively engage in service innovation with effort, 

which leads to the differentiation of service pro-

viders from competitors (Fang et al., 2008; Kel-

logg et al., 1997). Customer contact refers to the 

degree of customer interaction in the service in-

novation process (Mills, 1986). Den Hertog et al. 

(2010) recognized the difference of the terms and 

reflected it in developing their extended service 

innovation framework.

Consequently, we used three major service in-

novation dimensions, namely, new service con-

cept, new service delivery, and new customer 

interaction, to develop three SIS. SIS is not only 

a consciously made single decision (e.g., SCFS, 

SDFS, and CIFS), but also a manifestation of 

multiple decisions (e.g., SCFS with SDFS, SCFS 

with CIFS, SDFS with CIFS, and SCFS with 

SDFS and CIFS). Although multiple decisions 

can happen in practice, SIS should be investi-

gated initially as a single decision to have a ba-

sic understanding about the effect of SIS. No 

study has been empirically conducted on SIS as 

either a single decision or multiple decisions. For 

these reasons, we developed three different SIS 

along the aforementioned dimensions, which are 

SCFS, SDFS, and CIFS. 

2.4 Role of IT Capability

According to IT literature, IT capability is de-

fined as the ability of an organization to acquire, 

distribute, and leverage IT-related resources and 

to manage organization information in an in-

tegrated manner (Bharadwaj, 2000; Bhatt and 

Grover, 2005; Lee, 2007). Recent works on the 

value of IT capability in organizations have been 

encouraging. IT capability has become a primary 

means of managing and reducing the uncertain-

ties and risks surrounding the production and 

administrative processes in an organization 

(Thompson, 1967). IT capability plays a crucial 

role in increasing efficiency, codifying the know-

ledge base, promoting innovation, linking and 

enabling employees, and linking firms to part-

ners and customers. These roles of IT capability 

lead to competitive advantage and superior per-

formance (Argyres, 1999; Bharadwaj, 2000; Bhatt 

and Grover, 2005; Dewett and Jones, 2001; San-

thanam and Hartono, 2003). <Table 1> summa-

rizes the roles of IT capability in organizations.

Many researchers stressed that the effect of 

IT capability is mainly realized in combination 

with other organizational factors, such as busi-

ness strategies, business goals, time to market, 

and strategic alignment (Brynjolfsson and Hitt, 

2000; Milgrom and Roberts, 1995). Theoretically, 

the idea that IT must be tightly coupled with a 

strategy (Holland et al., 1992; Porter and Millar, 

1985) is accounted by the fact that IT affects 

strategy, and, in turn, the strategy has IT im-

plications (Bakos and Treacy, 1986). Thus, com-

petitive positioning and the ability to pursue 

low-cost and/or differentiation strategies depend 

on IT capability to increase efficiency, quality, 

innovation, and customer responsiveness (Porter, 

1980; Prahalad and Hamel, 2006). In the similar 

vein, IT capability has played a critical role in 

encouraging and facilitating service innovation. 

IT capability may influence service innovation 

decisions because it creates more favorable con-
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<Table 1> The Roles of IT Capability in Organizations

IT property Effects on organizations Key references

Increasing 
efficiency

∘ Information efficiency
∘Effective information management
∘Monitoring and evaluating each domain and 

relationships

Anand et al. (1998), Argyres (1999), 
Henderson and Venkatraman (1994), 
Mitchell and Zmud (1999)

Codifying the 
knowledge base

∘ Information sharing
∘Knowledge development and accumulation
∘ Integrating expert knowledge

Anand et al. (1998), 
Davenport and Prusak (1997), 
Lado and Zhang (1998)

Promoting 
creativity and 
innovation 

∘Sensing market
∘Knowledge development and use
∘Knowledge leveraging
∘Change organizational form (virtual form)

DeSanctis and Monge (1999), 
Lado and Zhang (1998), 
Martins and Kambil (1999)

Linking and 
enabling 
employees

∘Cooperation between employees and teams
∘Stable communication and frequent contact

Argyres (1999), Sarbaugh-Thompson 
and Feldman (1998), Weisband et al. 
(1995), Yates et al. (1999)

Linking firms 
to partners and 
customers

∘Promoting collaboration (with partners and customers)
∘Fast response time between domains
∘Stable communication and frequent contact

Barua et al. (1995), 
Lind and Zmud (1995), 
Pickering and King (1995)

ditions for service innovation practices, such as 

developing new services, increasing the effi-

ciency of delivery process, and providing effec-

tive communication and frequent contacts with 

customers, thereby achieving success in service 

innovation. A synergistic effect exists between 

service innovation practices and IT capability on 

achieving service innovation success and busi-

ness benefit. Although most IT studies have fo-

cused on the use of IT in manufacturing setting, 

only few studies show evidence that firms can 

benefit from using IT in service innovation 

(Zhang, 2005).

IT capability can often serve to facilitate the 

link between organizational factors and outcomes 

(Dewett and Jones, 2001). Thus, IT capability 

moderates the relationship between them (Dewett 

and Jones, 2001; Neo, 1988). For instance, Neo 

(1988) found that greater IT utilization promotes 

integration with strategic planning and manage-

ment vision and supports, which in turn yield 

better performance. Therefore, IT capability may 

encourage the efficient linkage between BS and 

SIS to achieve better firm performance. Accor-

dingly, the benefit of the alignment between BS 

and SIS can be attained through IT capability.

3. Theoretical Framework

3.1 An Alignment Model between BS and SIS

Strategic management literature has long stres-

sed the importance of linkage between corporate 

and functional-level strategies for better firm 

performance. Even though firms would operate 

in the same market segment and follow similar 

strategies, they could have different levels of 

performance depending on their strategic align-

ment (Cool and Schendel, 2006). Therefore, “good” 

consistency in strategy and capability between 

business and functional levels may lead to supe-

rior business performance than “poor” consistency 

could. 

Service innovation researchers have stressed 
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<Figure 1> Research Model

that the important determinant for service in-

novation success is the alignment of the inno-

vation strategy with its overall business envi-

ronment (Cooper and Edgett, 1999; Sundbo, 1997). 

A strong possibility exists that the alignment 

between BS and SIS can result in high perform-

ance in service firms because of the significant 

effect of strategic alignment on firm effecti-

veness. In addition, we determined how the alig-

nment between BS and SIS may combine with 

IT capability and may affect firm performance. 

We focused on the IT capability that can lever-

age the effect of the alignment between BS and 

SIS on firm performance. 

Based on these ideas, we adopted three typical 

BS (i.e., CLS, IDS, and FS) in terms of the ty-

pology of Porter (1980), and developed three SIS 

(i.e., SCFS, SDFS, and CIFS) based on Den 

Hertog (2000)’s original service innovation di-

mensional model. The alignment between BS 

and SIS is necessary to improve firm perfor-

mance. IT capability has also the potential to aid 

firms in the efficient relationship between BS 

and SIS, leading to better firm performance. The 

overall research model proposed in this study is 

depicted in <Figure 1>.

3.1.1 The Alignment between IDS and 

SCFS

Firms adopting IDS develop a competitive ad-

vantage by innovating and upgrading their pro-

ducts or services, thereby gaining customer loy-

alty (Porter, 1980). Although emphasizing innova-

tiveness and flexibility leads to low operational 

efficiency and lack of control, IDS places much 

effort and investment into developing new prod-
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ucts and services, and in searching for new op-

portunities (Shortell and Zajac, 1990). SCFS in-

volves frequently changing service offers for 

customers and determining how such change 

should be achieved to create a new market. This 

strategy should provide customers with a unique 

value from new services through service concept 

innovation. Thus, SCFS continuously seeks new 

opportunities (customer needs) from new inno-

vative services (service offering). 

IDS can clarify innovative activities and ex-

pectations and reduce conflicts within the serv-

ice concept innovation. IDS also develops and 

launches new services as differentiation posi-

tions by introducing new services (Frambach et 

al., 2003). Organic structures in IDS are flexible 

and efficient to develop new services (Burns and 

Stalker, 1961; Miller, 1986). In contrast, SCFS is 

ineffective with CLS because SCFS is difficult 

to implement within a bureaucratic or mechani-

stic organizational structure (Burns and Stalker, 

1961). The alignment between FS and SCFS is 

also less effective because the objective of FS is 

to target specific and existing customers in a 

narrowly defined market without considering 

product differentiation and new market oppor-

tunities (Kim and Lim, 1988). Thus, SCFS can 

effectively create new service designs and new 

values of service with IDS. Although SCFS 

takes several risks in developing new services, 

the competitiveness of firms could be improved 

by aligning IDS with SCFS, thereby increasing 

firm performance. Thus, we hypothesize the fol-

lowing：

H1：When a SCFS is aligned with an IDS, the 

effect of this alignment on firm performance 

will be greater than the alignments between 

SCFS and CLS and between SCFS and FS.

3.1.2 The Alignment between CLS and 

SDFS

CLS implies that firms maintain existing mar-

ket share and improve their cost structure by 

providing their products or services (Porter, 1980). 

CLS aims to involve cost reductions in produc-

ing a standardized product (Suárez and Utter-

back, 1995; Utterback, 1996). Thus, CLS focuses 

mainly on tight control, and emphasizes operat-

ing efficiency as a means to lower costs (Shih 

and Chiang, 2005). SDFS tends to change where, 

when, and how a service is delivered to the 

customer to offer differentiated services. SDFS 

often creates the opportunity for firms to reduce 

cost, time, and effort by developing a valuable 

new delivery process (Chen et al., 2009; Kim 

and Jeong, 2011). SDFS also provides customers 

with greater convenience from an effective de-

livery process through service delivery innova-

tion. Relatively stable and standardized services 

to increase delivery process efficiency can be 

achieved through SDFS. Accordingly, the serv-

ice delivery process should be well planned and 

systematic to improve operational efficiency and 

effectiveness. 

In terms of operational efficiency, SDFS can 

be more effective with CLS because CLS has 

mechanistic and systematic organizational struc-

ture as well as higher fixed-asset intensity than 

other strategies for improving operational effici-

ency. If SDFS is aligned with IDS, organizations 

may not enjoy the alignment benefits because 

the innovativeness and flexibility emphasized in 

IDS lead to lower operation efficiency and neg-

atively influence SDFS implementation (Miller, 

1987). Moreover, SDFS is expected to be less 

effective with FS because FS attempts to serve 

specific customer needs by providing customized 
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services that often results in inefficient delivery 

processes with high cost (Miller, 1987; Porter, 

1980). Thus, SDFS is more effective in achiev-

ing high firm performance with CLS than with 

other strategies. Therefore, our research hypoth-

esis is as follows：

H2：When a SDFS is aligned with a CLS, the 

effect of the alignment on firm performance 

will be greater than the alignments between 

SDFS and IDS and between SDFS and FS.

3.1.3 The Alignment between FS and CIFS

FS attempts to maintain a particular target 

market by serving the specific needs of custom-

ers (Porter, 1980). Firms that utilize this strategy 

focus on a narrowly defined strategic market 

and a specialized range of products or services. 

Firms adopting FS often develop a specialized 

understanding of the needs in their market and 

customer segment through innovative activities 

(Fitzsimmons and Fitzsimmons, 2006). In service 

innovation, CIFS concentrates on tailoring serv-

ices that more precisely fit the customer needs. 

CIFS requires changes in the depth (customer 

coproduction) and degree (customer contact) the 

customers are involved in service innovation pro-

cesses, such as service design, production, and 

consumption (Den Hertog, 2000). Firms adopting 

CIFS provide customers with high-quality serv-

ice by reflecting customer service demands to 

its service through customer interaction. 

Improving the quality of the resulting services 

and increasing customer satisfaction depend on 

the customer interaction innovation. Customers 

are more satisfied with services through interac-

tions with service providers, and their feedback 

can shape other innovation activities in service 

firms (Fang, 2008; Fang et al., 2008; Kellogg et 

al., 1997). Thus, FS is expected to be effective 

with CIFS because firms adopting FS can meet 

and serve the specific needs of their customers 

through customer interaction activities. However, 

CIFS seems ineffective with CLS because CIFS 

requires time, cost, and effort for frequent cus-

tomer interactions and thus suffers operational 

efficiency and tight control emphasized by CLS. 

In addition, aligning CIFS with IDS is less syn-

ergic because firms with CIFS attempt to meet 

specific customer needs within a narrow target 

market without emphasizing product differentia-

tion using technology (Den Hertog, 2000; Kim 

and Lim, 1988). CIFS creates a close and recep-

tive relationship between service providers and 

customers to provide customers with high-qual-

ity services. Thus, CIFS can help FS serve the 

specific narrow target market effectively and ef-

ficiently compared with competitors. Hence, CIFS 

with FS leads to high firm performance. We 

therefore propose that：

H3：When a CIFS is aligned with a FS, the 

effect of this alignment on firm performance 

will be greater than the alignments between 

CIFS and CLS and between CIFS and IDS.

3.2 A Moderating Effect of IT Capability on 

Strategic Alignment

3.2.1 The Effect of IT Capability on 

Alignment between IDS and SCFS

IT capability can create an organizational en-

vironment that promotes creativity and innova-

tion from within, and help organizations adjust 

to the enormous change outside their own boun-

daries (Morton, 1988). Although early IT studies 
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focus on the efficient property of IT, increasing 

number of studies focus on the role of IT capa-

bility on the proactive search of organizations 

for new opportunities (Peppard and Ward, 2004). 

IT capability can encourage and facilitate the 

development and launch of new services by en-

hancing information sharing between employees 

and codifying and improving the initial base of 

knowledge, leveraging, sharing, and integrating 

expert knowledge (Henderson and Venkatraman, 

1994). Innovative potential is increased because 

IT capability enhances the knowledge base ava-

ilable to each employee and allows employees to 

work together (Dewett and Jones, 2001). Firms 

with high IT capability can creatively use know-

ledge, which is the key to developing new prod-

ucts and services and creating competitive ad-

vantage (Leavy, 1998). IT capability enables 

firms to sense market demands rapidly and en-

hance the distinct knowledge of employees for 

the conceptualization of a new idea through the 

integration of systems and tacit skills of human 

resources. Moreover, IT capability can change 

organizational forms, such as virtual organiza-

tional forms that are similar to organic struc-

tures, and promote creativity and innovation 

(Ring and Van de Ven, 1994). 

Given the emphasis on different positions that 

are mostly achieved by introducing new services 

in both IDS and SCFS, IT capability may help 

firms focus on developing new services effec-

tively within business and service innovation 

operations. For example, IT-enabled interorgani-

zational relationship allows business and service 

innovation managers to share customer needs, 

leverage knowledge, and integrate expertise wi-

thin a partnership through real-time and effec-

tive strategic systems. Some benefits from these 

arrangements include the development of cross- 

functional synergies which may result in com-

petitive advantage in the form of product or 

service differentiation (Venkatraman et al., 1993). 

For this reason, IT capability can positively in-

fluence firm performance with the alignment of 

IDS and SCFS. Thus, we hypothesize the fol-

lowing：

H4：The effect of the alignment between IDS 

and SCFS on firm performance will be 

positively moderated by IT capability.

3.2.2 The Effect of IT Capability on 

Alignment between CLS and SDFS

Many researchers have stressed the efficiency 

enhancing role of IT capability in organizations 

(Huber, 1990; Venkatraman et al., 1993). IT ca-

pability can promote fast, accurate, complete, 

and coordinated information and knowledge flow 

across key business functions, such as market-

ing, production and distribution (Joshi, 1998). IT 

capability enables firms to reduce the cost of in-

formation processing that leads to economies of 

scale and scope, thereby increasing the efficiency 

of organizational structures (Argyres, 1999). For 

example, IT capability can reduce the firm’s fixed 

overhead cost, or reduce the variable costs of 

designing, developing, and offering services 

(Thatcher and Oliver, 2001). Thus, IT capability 

may influence CLS that emphasizes operational 

efficiency as a mean to lower costs. CLS usually 

requires high capital investment in new IT to 

increase operational efficiency and effectiveness 

(Fitzsimmons and Fitzsimmons, 2006). Chen et 

al. (2009) indicated that IT capability is the key 

driver that leads to the success of service deliv-

ery innovation because IT capability encourages 
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the creation of value that will transform the 

service delivery process. Furthermore, this capa-

bility enhances the response of a company to 

customer demands with shorter delivery times 

(Jackson, 1989) and enables customers to mon-

itor their deliveries (Tinnilä and Vepsäläinen, 

1995), which leads to increased customer con-

venience. A stronger IT capability will facilitate 

the creation of a new channel or method of 

service delivery based on a codified knowledge 

pool. 

Accordingly, IT capability is more critical in 

CLS and SDFS than in other strategies because 

firms pursuing the two strategies strongly de-

pend on their ability to increase organizational 

efficiency. Firms with IT capability could facili-

tate the linkage between CLS and SDFS by co-

ordinating across teams and configuring re-

sources to meet their strategic goals. Therefore, 

IT managers should pay more attention to effi-

ciency enhancing issues and focus more on how 

IT mechanisms improve operational efficiency. 

Therefore, this capability may have a positive 

effect on the relationship between the alignment 

of CLS and SDFS and firm performance. Thus, 

we propose the following hypothesis：

H5：The effect of the alignment between CLS 

and SDFS on firm performance will be 

positively moderated by IT capability.

3.2.3 The Effect of IT Capability on 

Alignment between FS and CIFS

IT literature has emphasized that IT capability 

may enable firms to change the way they inter-

act and coordinate practices with customers (e.g., 

customer relationship management (CRM) sys-

tem). This capability also reduces the costs and 

increases the speed of communications to enable 

rapid responses to changes of customer needs. 

IT capability also offers the online channel to 

customers to enable the customer direct access 

and co-production, thereby improving customer 

satisfaction (Henderson and Venkatraman, 1994; 

Quinn, 2000). For example, firms can collaborate 

with customers by forming distinct online com-

munities in which the latter can coproduce serv-

ices with the former. Thus, IT capability can 

facilitate an effective collaboration between ser-

vice providers and customers to encourage cus-

tomer interaction innovation. In this sense, the 

knowledge of IT managers on customer inter-

action innovation needs to be linked with the 

knowledge that service innovation managers 

have about IT. When IT is mismanaged, it can 

deter rather than enhance customer satisfaction. 

Thus, IT capability is becoming increasingly 

important in improving service quality and cus-

tomer satisfaction. 

FS and CIFS aim to produce high quality 

services for customers through innovative activ-

ities but without emphasizing product differen-

tiation. Given the importance of fully under-

standing specified customer needs and facilitat-

ing the effective linking between service pro-

vider and customers, IT capability may help 

firms focus on specific customer needs and cus-

tomer interaction. Thus, the need to implement 

both FS and CIFS is justified. For example, 

CRM automates customer interaction innovation 

to cut costs of sales, boost revenue, and collect 

better customer data, and induces the customers 

to collaborate with service providers to improve 

support and increase selling opportunities. The-

refore, IT capability may have a significant in-

fluence on the alignment of FS and CIFS for 
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better firm performance. Therefore, we propose 

the following hypothesis：

H6：The effect of the alignment between FS 

and CIFS on firm performance will be po-

sitively moderated by IT capability. 

4. Research Methodology

4.1 Measurement

We developed our measurement items based 

on an intensive literature review to obtain con-

tent validity. We simplified variables to make 

them more understandable for the respondents 

and thereby increase their response rate. Prior to 

the main survey administration, a pilot test was 

conducted to examine the reliability and validity 

of the newly developed measures by using a fo-

cus group of both operations and service inno-

vation managers from 30 service firms operating 

in the market. The results of the pilot test led to 

a significant refinement and restructuring of the 

questionnaire, and established the initial face and 

internal validity of the measures. The Korean 

version of all measures was created by follow-

ing the translation-back-translation procedure of 

Brislin (1980). All measures, including BS, SIS, 

IT capability, and firm performance, were based 

on a five-point Likert-type scale, ranging from 

“extremely low (1)” to “extremely high (5).” The 

structure of all measures used in this study is 

presented in the Appendix.

4.1.1 Independent Variables

We used the typology of Porter (1980) for BS 

：(1) CLS, (2) IDS, and (3) FS. In the case of 

SIS, we developed three different strategies along 

the three major service innovation dimensions of 

Den Hertog (2000)：(1) SCFS, (2) SDFS, and (3) 

CIFS. Multiple-item measures of both BS and 

SIS were developed and drawn from manage-

ment and service innovation literature. Given that 

limited research exists regarding how to meas-

ure the service innovation dimensions proposed 

by Den Hertog (2000), we developed completely 

new items according to the steps suggested by 

Moore and Benbasat (1991). For IT capability, 

comprehensive multiple-item measures were de-

veloped based on prior IT literature (Bharadwaj, 

2000; Bhatt and Grover, 2005). 

4.1.2 Dependent Variable

We introduced non-financial performance as a 

dependent variable because innovation makes the 

strongest contribution to non-financial perform-

ance (Avlonitis et al., 2001). Non-financial per-

formance has received much attention because it 

helps decision makers predict future financial 

performances (Low and Siesfeld, 1998). In con-

text of service innovation, service quality impro-

vement is the critical competitive performance 

criteria rather than profitability or market share 

(Gebauer et al., 2008; Lee et al., 2011). For these 

reasons, we developed three perceptual meas-

ures, namely, responsiveness to customer needs, 

customer satisfaction, and service customization, 

to assess the degree of firm performance (De 

Jong et al., 2003). 

4.1.3 Moderating Variable

To identify the degree of IT capability, this 

study adopted Bharadwaj’s (2000) definition cat-

egorized by IT infrastructure, human IT reso-

urces, and IT-enabled intangibles, becau se this 

categorization is commonly used when measur-
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ing IT capability in the IT literature. In this 

study, we regarded IT capability as one of or-

ganizational competencies and thus developed 

four perceptual measures that referred to wheth-

er firms' employees have technological IT skills, 

whether firms utilize tangible IT resources and 

systems, whether firms develop IT application to 

track customer needs, and whether firms invest 

IT staffing and training (Bharadwaj, 2000 and 

Chen et al., 2009).

4.1.4 Control Variables

To account for extraneous sources of variation 

in firm performance, we incorporated industry 

type, firm age and firm size as control variables 

in our research model. Industry characteristics 

affect firm performance in directly through stra-

tegic perspectives and actions (Sutcliffe and Huber, 

1998) and directly through complexity (Zajac and 

Bazerman, 1991) and regulatory changes (Reger 

et al., 1992). Thus, we measured six industry 

types by using five dummy variables in this 

study. In addition, we controlled firm age, which 

was measured by the number of years a firm has 

existed, because it has an impact on the firm’s 

aggressiveness and intensity of actions (Baker 

and Cullen, 1993). Finally, firm size, which was 

measured by the number of employees, is asso-

ciated with firm performance (Zahra and Nielsen, 

2002) because it may reflect the firm’s current 

and past success (Ravichandran and Lertwong 

-satien, 2005). We used the natural logarithm of 

both firm age and firm size because of the ex-

tent of the skew of measure. 

4.2 Sample and Data Collection

For the main survey, data was collected from 

Korean service firms by employing survey 

questionnaires. The survey focused on BS, SIS 

and IT capability that the firms had developed 

within the last three years. Therefore, respondents 

who had implemented at least one service in-

novation practice in their firms within the refer-

ence period of 2008 to 2010 were asked to re-

spond to the full questionnaire. The survey 

questionnaires were developed for both opera-

tions and service innovation managers of each 

of the 856 firms who agreed to fill out the said 

questionnaires. The survey collected detailed in-

formation on variables describing three BS, three 

SIS, IT capability, and firm performance as well 

as variables explaining the level and intensity. 

To avoid measurement bias, we asked the oper-

ations managers to answer the questions on BS 

and firm performance, and the service innovation 

managers to answer the questions on SIS and 

IT capability. 

Our survey samples were randomly selected 

from the entire population of service firms based 

on the 2010 Korean Innovation Survey (http:// 

kis.stepi.re.kr). We distributed the questionnaires 

to 856 firms through e-mail, fax, telephone, and 

personal interview; and finally received 224 res-

ponses. 

We could not test the difference between re-

spondents and non-respondents because some 

non- respondents were not among the listed firms. 

Therefore, obtaining the related information of 

the firms is almost impossible. Instead, we clas-

sified our respondents into two different groups 

：the first group responded in the first and sec-

ond weeks after we distributed our questionna-

ires, and the second group responded in the third 

and fourth weeks. We tested the difference of 

the groups in terms of their total sales and 
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<Table 2> Profile of Sample

Descriptive Statistics

Frequency Percent

Industry type

Transport 29 15.3%

Communication 39 21.3%

Computer and SW 36 19.7%

Engineering and archtec. 36 19.7%

Business consulting 30 16.4%

Design services 14 7.7%

Total 183 100%

Year

Less than 5 25 13.7%

6～10 46 25.1%

11～20 81 44.3%

21～30 25 13.7%

30 and above 6 3.3%

Total 183 100%

Number of employees

10～29 58 31.7%

30～49 46 25.1%

50～99 40 21.9%

100～299 24 13.1%

300 and above 15 8.2%

Total 183 100%

Total sales ($：US dollar)

Less than $0.9 mil 26 14.2%

$1～$9.9 mil. 98 53.6%

$10～$49.9 mil. 43 23.5%

$50～$99.9 mil. 6 3.3%

$100 mil. and above. 10 5.5%

Total 183 100%

number of employees, as suggested by Babbie 

(1973). The t-test results did not show signifi-

cant difference between the groups (n for the 

first group = 74; n for the second group = 109; 

t-value for total sales = (t = 0.22, p(t) = 0.83); 

t-value for number of employees = (t = 0.55, p(t) 

= 0.58)). Although these results did not remove 

the non-respondent bias perfectly, they suggests 

that our respondents are at least consistent and 

homogenous. The mean substitution and the 

complete case approaches were applied to the 

missing data imputation method. A total of 183 

responses were determined to be useful for this 

study, obtaining a usable response rate of 21.4%. 

<Table 2> summarizes the respondent charac-

teristics in terms of industry type, firm age, 

number of employees, and total sales revenue.

4.3 Measurement Reliability and Validity

The content validity of the survey instrument 

was established through the adoption of a stan-

dard instrument, as suggested in the literature, 

and the pretesting of the instrument with ex-

perts in the service field. We conducted factor 

analysis to reduce the number of uncorrelated 

factors, and then calculated the measure of sam-

pling adequacy (MSA) for each variable (Hair et 

al., 1998) to determine whether our data are sui-

table for factor analysis. All variables had sat-

isfactory MSA values that exceed the threshold 

value of 0.5 (CLS = 0.780; IDS = 0.788; FS = 

0.727; SCFS = 0.627; SDFS = 0.655; CIFS=0.686; 

and IT capability = 0.732). Bartlett’s test of sphe-

ricity was used to determine the overall sig-

nificance of all correlations within a matrix (Hair 

et al., 1998). 

Before factor analysis, we conducted a reliabi-

lity test using Cronbach’s alpha, in which the 

generally acceptable value is above 0.7. <Table 

3> shows that all values of Cronbach’s alpha 

ranged from 0.708 to 0.839, which were accep-

table. We then used the extraction technique with 

varimax rotation and identified eight uncorrelated 

factors for three BS, three SIS, IT capability, 
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<Table 3> Results of Reliability and Validity Tests 

Construct name Items Factor loading Cronbach alpha

Cost leadership streategy 
(CLS)

CLS1
CLS2
CLS3
CLS4

0.774
0.894
0.805
0.771

0.826

Innovative differentiation strategy 
(IDS)

IDS1
IDS2
IDS3
IDS4

0.863
0.806
0.760
0.779

0.812

Focus strategy 
(FS)

FS1
FS2
FS3

0.861
0.876
0.873

0.839

Service creation-focused strategy 
(SCFS)

SCFS1
SCFS2
SCFS3

0.892
0.888
0.696

0.774

Service delivery-focused strategy 
(SDFS)

SDFS1
SDFS2
SDFS3

0.855
0.812
0.748

0.730

Customer interaction-focused strategy 
(CIFS)

CIFS1
CIFS2
CIFS3

0.864
0.825
0.799

0.772

IT capability
(ITC)

ITC1
ITC2
ITC3
ITC4

0.801
0.827
0.744
0.617

0.732

Firm performance 
(FP)

FP1
FP2
FP3

0.679
0.832
0.785

0.708

and firm performance. All rotated factors ex-

tracted for this study are shown in <Table 4>.

5. Anlaysis and Results

5.1 Analytical Approach

We explored the strategic alignment with re-

spect to three combinations of BS and SIS. We 

then investigated whether the three hypothesized 

alignments more positively affect firm perform-

ance with IT capability than others without IT 

capability. In general, the research addressing 

the issue of strategic alignment can be classified 

into six perspectives：fit as moderation, fit as 

mediation, fit as matching, fit as gestalts, fit as 

profile deviations, and fit as covariation (Venka-

traman, 1989). Each perspective differs in terms 

of its key characteristics, such as the underlying 

conceptualization of fit, verbalization of strategy 

proposition, and analytical schemes for testing 

fit. The perspective of the strategic alignment in 

this study is similar to the perspective of fit as 

moderation. Such perspective assumes that stra-

tegic alignment will lead to an interaction effect 

between BS and SIS that have implications to 

firm performance. Fit as moderation requires 

multiple regression analysis as analytical appro-

ach for testing fit (Venkatraman, 1989). There-

fore, we used a moderated multiple regression 
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<Table 4> Results of Factor Analysis 

Items
Constructs

1 2 3 4 5 6 7 8

CLS1

CLS2

CLS3

CLS4

0.76

0.89

0.78

0.76

-0.09

0.10

-0.08

-0.05

0.01

0.12

-0.02

0.13

0.27

0.05

0.07

-0.19

0.05

-0.02

-0.03

-0.05

0.10

-0.02

0.05

-0.03

0.03

0.03

0.01

0.14

0.01

0.06

0.16

0.07

IDS1

IDS2

IDS3

IDS4

-0.10

0.06

-0.01

-0.07

0.85

0.80

0.75

0.77

-0.06

-0.04

-0.12

0.05

-0.02

-0.04

0.19

-0.23

-0.04

-0.09

-0.02

0.01

0.01

0.06

0.14

0.05

0.05

-0.02

-0.08

0.07

-0.01

-0.12

0.05

0.06

FS1

FS2

FS3

0.11

0.05

0.05

-0.01

-0.12

-0.05

0.86

0.84

0.84

-0.12

0.11

0.07

-0.12

0.08

0.07

-0.04

-0.02

0.05

0.06

0.01

0.16

0.12

0.06

0.05

SCFS1

SCFS2

SCFS3

0.11

0.03

0.01

-0.07

-0.14

0.09

-0.03

-0.05

0.12

0.81

0.83

0.65

0.13

0.13

0.31

0.15

0.16

-0.04

0.20

0.10

-0.05

0.08

0.06

-0.01

SDFS1

SDFS2

SDFS3

0.02

0.01

-0.07

-0.16

-0.05

0.05

-0.02

0.06

0.00

0.19

0.30

0.04

0.82

0.74

0.77

-0.01

-0.05

0.08

0.00

-0.08

-0.03

-0.03

-0.03

0.17

CIFS1

CIFS2

CIFS3

0.07

-0.02

0.03

0.14

0.13

-0.01

0.04

-0.10

0.05

0.08

-0.04

0.16

0.05

0.15

-0.16

0.85

0.82

0.77

0.08

-0.03

0.02

0.03

0.06

-0.05

ITC1

ITC2

ITC3

ITC4

-0.04

0.00

0.07

0.19

0.03

0.07

-0.06

0.00

0.17

0.12

0.01

-0.09

0.13

0.03

0.05

-0.02

0.01

-0.06

-0.08

0.05

0.11

-0.01

-0.03

0.03

0.78

0.81

0.73

0.62

0.11

-0.03

-0.14

0.26

FP1

FP2

FP3

0.10

0.14

0.13

-0.09

0.03

0.08

-0.07

0.30

0.19

0.04

-0.03

0.47

0.01

0.07

0.10

0.21

-0.12

-0.12

0.12

0.03

-0.09

0.74

0.72

0.62

Note) CLS：Cost leadership strategy, IDS：Innovative differentiation strategy, FS：Focus strategy, SCFS：

Service creation-focused strategy, SDFS：Service delivery-focused strategy, CIFS：Customer interac-

tion-focused strategy, ITC：IT capability, FP：Firm performance.

analysis technique to explore not only the syn-

ergy effects of each strategic interaction between 

BS and SIS on firm performance (for H1, H2, 

and H3) but also the moderating effect of IT 

capability on the alignment (for H4, H5, and H6). 

The unit of analysis in this study is the firm 

level. SPSS software version 12.0 was used to 

conduct the multiple regression analysis.

5.2 Testing the Proposed Hypotheses

<Table 5> presents the mean, standard devia-

tion, and correlations for all variables used in 

this study. To resolve problems with the multi-

collinearity of interaction effects in multiple re-

gression analysis, we used standardization, which 

reduces the multicol -linearity inherent in inter-
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<Table 5> Descriptive Statistics and Correlations

Construct Mean S.D 1 2 3 4 5 5 7 8 9

1. FAge 2.41 0.61 1.00 　 　 　 　 　 　 　

2. FSize 3.83 1.10 0.52
**

1.00 　 　 　 　 　 　

3. CLS 2.84 0.70 0.06 0.13 1.00 　 　 　 　 　

4. IDS 3.20 0.65 0.01 0.07 -0.07 1.00 　 　 　 　

5. FS 3.25 0.81 0.06 -0.09 0.16
*

-0.11 1.00 　 　 　

6. SCFS 2.66 0.89 0.08 0.16* 0.14 -0.08 0.06 1.00 　 　

7. SDFS 3.17 0.65 -0.04 0.11 -0.01 -0.11 0.03 0.40
**

1.00 　

8. CIFS 3.37 0.62 0.12 0.14 0.09 0.21
**

-0.02 0.22
**

0.09 1.00 

9. ITC 3.30 0.66 0.13 0.09 0.14 0.01 0.17** 0.15* -0.05 0.12 1.00

Note) 
*
p < 0.10; 

**
p < 0.05; 

***
p < 0.01.

action terms and facilitates the interpretation of 

coefficients (Aiken and West, 1991; Jaccard et 

al., 1990). Thus, all variable correlations were 

computed after standardization. We also calcu-

lated variance inflation factors (VIFs) for our 

independent variables to test for multicollinea-

rity. All VIF values that have to be below the 

threshold value of 10 (Hair et al., 1998) were 

within the acceptable range (i.e., from 1.034 to 

1.673). We checked the autocorrelation between 

independent variables by using the Durbin-Wa-

tson test, which is the most widely used test for 

measuring autocorrelation (Hair et al., 1998). All 

values of this test were close to 2; thus, all in-

dependent variables were accepted.

<Table 6> summarizes the multiple regression 

results of our hypothesis tests. Models 1 to 6 in 

<Table 6> present the results of multiple regres-

sion analyses for the effects of both BS and SIS 

on firm performance. As presented in Model 1, 

we estimated five dummies, firm age and firm 

size as control variables and determined that 

none of them are related to firm performance. 

Model 2 presents the main effects of the three 

BS on firm performance. CLS and FS were sig-

nificantly related to firm performance (β = 0.207, 

p < 0.01; β = 0.172, p < 0.01, respectively), whe-

reas IDS was not related to firm performance. 

Model 3 provides a test of the main effects of 

the three SIS on firm performance. The results 

for the main effects of SIS on firm performances 

show that none of SIS is related to firm perfor-

mance.

In Models 4 to 6, we added the interaction ef-

fects between BS and SIS. Models 4 to 6 repre-

sent the sequential tests of H1, H2, and H3. All 

interactions were computed by multiplying vari-

ables after standardization. 

Model 4 provides a test of interaction effects 

between the three BS and SCFS on firm per-

formance (H1). The strategic alignment between 

IDS and SCFS has a significant impact on firm 

performance (β = 0.090, p < 0.10), as hypothe-

sized. This result indicates that with IDS, firms 

adopting SCFS can improve firm performance. 

Conversely, without IDS, the influence of SCFS 

is weakened, thus leading to low firm perfor-

mance. Thus, H1 is supported in terms of firm 

performance.

Model 5 represents the interaction effects be-
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<Table 6> Regression Results for the Interaction Effects

 
Firm Performance (FP)

Model1 Model2 Model3 Model4 Model5 Model6 Model7 Model8 Model9 Model10

Intercept 2.817
***

1.683
***

.864
*

1.034
**

1.099
**

.932
*

.846 .941
*

.919
*

1.206
**

Control effect
 dummy1
 dummy2
 dummy3
 dummy4
 dummy5
 Firm age
 Firm size

 
-.124
-.010
-.273
-.217
 .025
 .119
 .050

 
-.027
 .070
-.216
-.121
 .076
 .090
 .045

 
.080
.141

-.176
-.051
 .135
 .101
 .010

.095

.074
-.149
-.037
 .137
 .099
-.015

.099

.132
-.158
-.004
 .151
 .083
 .014

 
.134
.125

-.157
-.001
.218
.074
.003

 
.083
.142

-.172
-.050
 .135
.100
.009

 
.086
.110

-.169
-.091
 .108
 .110
 .005

 
.089
.140

-.163
-.017
 .122
.066
.007

 
.085
.154

-.202
-.090
 .161
 .101
 .007

Main effect
 CLS
 IDS
 FS 

 

 
.207***

.002
 .172

***

 
.192***

.008

.168
***

 
.172**

.005

.158
***

 
.183***

-.014
.161

***

 
.179***

.007

.146
**

 
.192***

.007

.167
***

 
.196**

-.010
.171

***

 
.222***

.015

.174
***

 
.167**

-.016
.143

**

 SCFS
 SDFS
 CIFS

  
.084
.101
.105

 .095*

.107

.100

.086

.073

.101

.096*

.109

.117

.083

.102

.104

.073

.093

.105

.087

.072

.094

.064

.081

.142
*

 ITC       .008 .008 .013 -.028

Interaction effect
 CLS×SCFS
 IDS×SCFS
 FS×SCFS

   
.050
.090*

.022

 
 

     

 CLS×SDFS
 IDS×SDFS
 FS×SDFS

    
.110

*

.036

.017
     

 CLS×CIFS
 IDS×CIFS
 FS×CIFS

     
.004
.057
.116

**
    

 CLS×SCFS×ITC
 IDS×SCFS×ITC
 FS×SCFS×ITC

       
-.012
.105**

.018
  

 CLS×SDFS×ITC
 IDS×SDFS×ITC
 FS×SDFS×ITC

        
.118

*

.037

.041
 

 CLS×CIFS×ITC
 IDS×CIFS×ITC
 FS×CIFS×ITC

         
.055
.084
.119

**

R
2

.046 .164 .215 .233 .234 .240 .215 .237 .237 .251

F 1.192 3.384*** 3.560*** 3.159*** 3.177*** 3.274*** 3.287*** 3.017*** 3.011*** 3.255***

Note) CLS：Cost leadership strategy, IDS：Innovative differentiation strategy, FS：Focus strategy, SCFS：

Service creation-focused strategy, SDFS：Service delivery-focused strategy, CIFS：Customer interac-

tion-focused strategy, ITC：IT capability

 * p < 0.10; ** p < 0.05; *** p < 0.01.

tween the three BS and SDFS on firm perform-

ance and provides a test of H2. In Model 5, the 

interaction between CLS and SDFS has a pos-

itive and significant impact on firm performance 
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   <Figure 2> Comparison of Three Strategic  
Alignments with and without IT 
Capability

(β = 0.110, p < 0.10), which indicates that firms 

utilizing SDFS with CLS are associated with firm 

performance. Thus, a strategic alignment pattern 

exists between CLS and SDFS, which supports 

H2. Model 6 predicts that CIFS with FS is effec-

tive on firm performance. The interaction bet-

ween FS and CIFS significantly influences firm 

performance (β = 0.116, p < 0.05), as hypo-

thesized. This result indicates that firms with 

FS can improve their performance by utilizing 

CIFS. Thus, H3 is supported.

Models 7 to 10 in <Table 6> provide the re-

sults for the moderating effects of IT capability 

on the alignment between BS and SIS for better 

firm performance. Model 6 provides a test of 

main effects of the three BS, three SIS, and IT 

capability on firm performance. Result indicates 

that IT capability cannot directly influence firm 

performance, reflecting the finding of prior stud-

ies that the impact of IT capability is mainly re-

alized in combination with organizational factors. 

Model 8 presents the interaction effects of IT 

capability and the alignments between three BS 

and SCFS on firm performance. As such, the 

moderating effect of IT capability on the align-

ment between IDS and SCFS is significantly 

positive (β = 0.105, p < 0.05), which indicates 

that IT capability is an important leverage for 

the efficient linkage between IDS and SCFS 

than other strategies. The result of Model 9 re-

veals that a significant effect of IT capability 

exists on firm performance with the alignment 

between CLS and SDFS (β = 0.118, p < 0.10). 

IT capability could help firms have efficient lin-

kage between CLS and SDFS for better firm 

performance. Model 10 represents a moderating 

effect of IT capability on the alignments be-

tween three BS and CIFS. Result shows that 

only the interaction effect of IT capability on the 

alignment between FS and CIFS is positively 

significant (β = 0.119, p < 0.05). Thus, the ben-

efit of strategic alignment exists between FS 

and CIFS with IT capability as a strategic lever, 

which leads to high firm performance.

To confirm the findings, we also explored the 

interaction plots as presented in <Figure 2> and 

<Figure 3>, which show the magnitude of the 

effects of IT capability between the three align-

ment patterns and firm performance. As shown 

in <Figure 2>, the effects of IT capability on 

the relationships between three congruent align-

ments and firm performance lead to high firm 

performance without exception. We also perfor-

med an additional analysis for each alignment 

pattern by separating the sample into two groups 

(e.g., low and high) to examine whether the 

three alignments with IT capability can improve 

firm performance more than those without IT 

capability, as depicted in <Figure 3>. This test 

was constructed by generating two categorical 

variables for each alignment pattern with and 

without IT capability, excluding samples in the 

middle 10% of the two variables (high alignment 

patterns with and without IT capability = top 
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<Figure 3> Interaction Effects of IT Capability and 
Three Alignment Patterns on Firm 
Performance

45% of the full sample, low alignment patterns 

with and without IT capability = bottom 45% of 

the full sample). 

The resulting marginal mean of firm perform-

ance for low IDS-SCFS was 2.77 and that for 

low IDS-SCFS-ITC was 3.08. For low IDS- 

SCFS, the IT capability increased firm perform-

ance by 0.31 (3.08-2.77) (t = 3.29, p(t166) = 0.00). 

The resulting marginal mean of firm perform-

ance for high IDS-SCFS was 2.87 and that for 

high IDS-SCFS-ITC was 3.11. For high IDS- 

SCFS, the IT capability increased firm perform-

ance by 0.23 (3.11-2.87) (t = 2.30, p(t166) = 0.02). 

It indicates that IT capability yields an additive 

advantage of both low and high IDS-SCFS pat-

terns, which support H4. Likewise, the marginal 

mean of firm performance for low FS-CIFS and 

for low FS-CIFS-ITC were 2.33 and 2.71, res-

pectively. For low FS-CIFS, the IT capability in-

creased firm performance by 0.38 (2.71-2.33) (t 

= 5.98, p(t166) = 0.00). Although the performance 

of high FS-CIFS was slightly increased with IT 

capability by 0.12 (3.27-3.15), the effect of IT 

capability on firm performance was not statisti-

cally significant (t = 1.29 p(t166) = 0.19). There-

fore, although the complementary effect of IT 

capability exists for the FS-CIFS pattern, the 

effect is stronger for low FS-CIFS than for high 

FS-CIFS. Thus, H6 is partially supported.

In contract, no significant effect of IT capa-

bility was identified on the CLS-SDFS pattern 

for both high and low groups (i.e., low CLS- 

SDFS with and without IT capability = 0.02 

(3.14-3.12) (t = 0.27, p(t166) = 0.79) and high 

CLS-SDFS with and without IT capability = 

-0.02 (3.27-3.29) (t = -0.20, p(t166) = 0.85)). Thus, 

H5 is not supported. 

The results of additional analysis in <Figure 

2> and <Figure 3> are almost consistent with 

that in <Table 6>, except for the insignificant 

effect of IT capability in the CLS-SDFS pattern. 

To derive high performance improvement, align-

ing a firm’s BS and SIS with IT capability is 

indispensable, especially for the IDS-SCFS and 

FS-CIFS patterns. <Table 7> summarizes the 

results of the hypothesis testing. 
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<Table 7> Summary of Hypothesis Testing

 Hypothesis Result

H1
When a SCFS is aligned with an IDS, the effect of this alignment on firm performance will 
be greater than the alignments between SCFS and CLS and between SCFS and FS.

Supported

H2
When a SDFS is aligned with a CLS, the effect of the alignment on firm performance will be 
greater than the alignments between SDFS and IDS and between SDFS and FS

Supported

H3
When a CIFS is aligned with a FS, the effect of this alignment on firm performance will be 
greater than the alignments between CIFS and CLS and between CIFS and IDS

Supported

H4
The effect of the alignment between IDS and SCFS on firm performance will be positively 
moderated by IT capability

Supported

H5
The effect of the alignment between CLS and SDFS on firm performance will be positively 
moderated by IT capability

Not Supported 

H6
The effect of the alignment between FS and CIFS on firm performance will be positively 
moderated by IT capability

Partially 
Supported

6. Discussion and Implications

6.1 Discussion of Findings

Based on the concept of strategic alignment as 

the theoretical framework, we identified three 

dominant strategic combinations, namely, IDS- 

SCFS, CLS-SDFS, and FS-CIFS, between the 

three basic BS and the three types of SIS. The 

results of our study show that all three strategic 

alignment combinations can achieve higher firm 

performance (i.e., H1, H2, and H3 are suppor-

ted). For examples, SCFS-IDS alignment responds 

to ever-changing customer needs by searching 

for new market opportunities through developing 

new services. Moreover, firms adopted CLS inte-

ract with SDFS to allow for the implementation 

of SDFS because CLS requires standardized, 

mass-produced, re-utilized information to facili-

tate the pursuit of operational efficiency. The 

close relationship between customers and service 

providers created by the CIFS-FS alignment leads 

to improved understanding of customer needs 

and customer satisfaction. 

The findings also show that IT capability has 

a significant moderating effect on IDS-SCFS 

and FS-CIFS combinations (i.e., H4 is supported 

and H6 is partially supported). Interestingly, the 

IDS-SCFS alignment pattern with IT capability 

yields the highest firm performance. IT capa-

bility reinforces IDS-SCFS by promoting crea-

tivity and innovation from within. Therefore, IT 

capability should be utilized together with IDS- 

SCFS to obtain optimal synergy for performance. 

In case of FS-CIFS, the alignment pattern with 

IT capability yields higher firm performance for 

the low FS-CIFS group, while the increased ef-

fect of IT capability on the FS-CIFS pattern is 

insignificant for the high FS-CIFS group. Thus, 

aligning IT capability with the low FS-CIFS 

group is more effective than aligning it with the 

high FS-CIFS group. 

With respect to the alignment of FS with 

CIFS, IT capability increased the effect of FS- 

CIFS alignment on firm performance for both 

low and high groups. However, the increase in 

the low group was only statistically significant. 

Firms attempt to create an exclusive relationship 

with their narrowly targeted customers by em-

ploying the FS-CIFS alignment (Den Hertog, 
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2000; Kim and Lim, 1988). Firms with high IT 

capability can attract more customers and create 

a closer relationship with their customers com-

pared with firms with low IT capability. When 

firms attract new customers, more intensive and 

integrated interactions with their targeted cus-

tomers are strongly required by using high IT 

capability. However, the importance of IT capa-

bility lessens for captive customers because 

their loyalty on firms is generated from prod-

uct/service quality and brand equity, not from 

IT capability (Frow et al., 2011; Mitchell and 

Zmud, 1999).

Regarding the alignment of CLS with SDFS, 

we proposed that IT capability may leverage the 

relationship between alignment and firm perfor-

mance. Although this hypothesis was supported, 

IT capability with CLS-SDFS did not signifi-

cantly increase firm performance. As shown in 

<Figure 2>, the effect of alignment between 

CLS and SDFS on firm performance was the 

highest in three alignment patterns, whereas the 

effect of IT capability with CLS-SDFS on firm 

performance was the lowest. The result seems 

to contradict the findings of prior studies, which 

suggest that both CLS and SDFS usually re-

quire high IT investments to increase opera-

tional efficiency (Chen et al., 2009; Fitzsimmons 

and Fitzsimmons, 2006). A possible explanation 

of the unexpected result is that although high IT 

capability is a necessary condition to faciliate 

the effect of CLS-SDFS alignment on firm per-

formance, the high IT investment required to 

enhance the IT capability of the CLS-SDFS 

pattern reduces the perceived effect of IT capa-

bility in pursuing operational and cost efficiency 

(Chen et al., 2009; Hunt and Morgan, 1995; 

Vargo and Lusch, 2004). Another possibility is 

that IT capability can be also viewed as an an-

tecedent of the CLS-SDFS alignment. According 

to service-dominant logic and resource advant-

age theory (Hunt and Morgan, 1995; Vargo and 

Lusch, 2004), IT is an operant resource that in-

directly influences firm performance through the 

strategic alignment between BS and SIS. It 

could be possible especially for the CLS-SDFS 

alignemnt because the alignment process can be 

more effective with high IT capability in control-

ling cost, time, and effort (Chen et al., 2009). 

6.2 Theoretical and Practical Implications

The results have several implications on theo-

retical and practical importance. From a theoret-

ical perspective, the study contributes to both 

strategic alignment theory and service innova-

tion literature. First, the strategic alignment be-

tween BS and SIS is closely related to competi-

tive advantage and superior firm performance. 

This idea suggests that the alignment of BS and 

SIS should be viewed from the contingency per-

spective, which highlights that SIS supplements 

competitive positioning and corresponds with the 

external environment of firms. Therefore, service 

innovation investment should be combined with 

business direction to improve firm performance. 

Thus, the alignment of strategies should in-

crease the involvement of business managers in 

service innovation practices. 

Second, this study increases our understan-

ding of the role of IT capability in service inno-

vation. Although several studies have stressed 

the importance of IT capability in service inno-

vation (Bygstad and Lanestedt, 2009), few stud-

ies have identified and empirically validated the 

effect of IT capability in service innovation. A 

more detailed understanding of IT capability in 

service innovation must be obtained before more 
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significant progress can be made. Therefore, this 

study adopts the moderating role of IT capa-

bility based on IT literature. We then investigate 

the effect of IT capability on the alignment be-

tween BS and SIS. The theoretical and empirical 

demonstration of the effect of IT capability in 

service innovations is an important research 

contribution of this study.

The third contribution is associated with the 

leveraging effect of IT capability in facilitating 

the relationship between the three strategic align-

ment combinations and firm performance. The 

result of this study indicates that the effective 

alignment between two strategies with IT capa-

bility results in high firm performance. Firms 

that have aligned SIS with BS should consider 

improving their IT capability to realize the syn-

ergic effect on firm performance. For such rea-

son, the selection and implementation of both 

SIS and BS are not isolated decisions. IT capa-

bility is one of the crucial factors contributing to 

service innovation success, which in turn leads 

to enhanced firm performance. 

In terms of practical importance, this study 

has several managerial implications. First, we 

provided managers the congruent strategic pat-

terns identified in this study. These patterns can 

be compared with their current alignments be-

tween BS and SIS. For example, firms with CLS 

need standardized, mass-produced, and re-uti-

lized information to attain business objectives 

with regard to pursuing operational efficiency. 

Firms that adopt CLS are more effective in sup-

porting the implementation of SDFS compared 

with firms adopting other strategies. Companies 

pursuing IDS that focus on the unique and dif-

ferent value of services could effectively produce 

new services by adopting SCFS. Service firms 

with misfit patterns should consider changing 

their current alignment to achieve enhanced firm 

performance. 

Second, the real value of IT capability lever-

ages the alignment of a firm between BS and 

SIS. Firms should have a consensus of decisions 

of service innovation among the managers of 

business, service innovation and IT. IT manag-

ers should focus on strategic-level issues of IT 

capability and how IT functions can better align 

with BS and SIS for enhanced firm performance. 

For example, firms with IDS could develop new 

services to encourage the implementation of 

SCFS by repeatedly inputting and re-utilizing 

knowledge through information systems. To ex-

plain the differences in firm performance across 

competing firms, business and service innovation 

managers should understand how IT can be 

used to improve firm performance through serv-

ice innovation. 

Lastly, the results of this study provide val-

uable practical guidance to managers for service 

innovation success. This study provides direc-

tions on how to manage well-planned service 

innovation practices consistent with the business 

environment and how to utilize IT capability to 

achieve success in service innovation. A better 

understanding of the effect of strategic align-

ment and IT capability on firm performance can 

help firm managers appropriately change their 

current alignment patterns and utilize IT capa-

bility to ensure enhanced firm performance.

6.3 Limitations and Future Research 

Directions

Despite the aforementioned contributions, this 

study has certain limitations. First, many service 
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firms are not actually innovative, although they 

perceive themselves to be so. For this reason, 

this study has a gap between perception and 

representation that may result in the overestima-

tion of the service innovation effect on firm per-

formance. Future studies that can reduce this 

gap may provide stronger results. Second, com-

pared with the established measures of the three 

BS, the measures of the three SIS developed in 

this study are not comprehensively tested. Al-

though we have developed the measurements of 

the three SIS drawn from theoretical literature 

and validated them by following the steps sug-

gested by Moore and Benbasat (1991), we urge 

future research to develop more valid measures 

to assess SIS in managing service innovation. 

Third, the typologies of both BS (i.e., CLS, 

IDS, FS) and SIS (i.e., SCFS, SDFS, CIFS) used 

in this study are simplified pure strategies. The-

refore, we did not consider any hybrid approa-

ches to avoid complicating our analysis. However, 

in practice, organizations may combine these ap-

proaches flexibly. The analysis of such hybrids 

is certainly grounds for future research. Fourth, 

although this study focused on the moderating 

role of IT capability, the role of IT capability is 

at the center of debate among researchers in the 

service innovation field. Apart from the moder-

ating role, the other roles of IT capability (e.g., 

a mediator between the strategic alignments and 

firm performance and an antecedent of the stra-

tegic alignments) may influence the final service 

innovation decision and degree of innovation suc-

cess. Therefore, the various roles of IT capability 

in service innovation should also be validated in 

the field of service innovation.

Fifth, this study used non-financial perform-

ance, which was measured as comprehensive 

meanings, to represent firm performance. How-

ever, non-financial performance has been meas-

ured in various forms, such as operational effi-

ciency, employee performance, market extension, 

and innovativeness (Ittner and Larcker, 1998; 

Low and Siesfeld, 1998). Therefore, future re-

search should utilize various non-financial me-

asures of firm performance, in addition to finan-

cial performance. Sixth, IT capability is meas-

ured as an uni-dimension construct although 

Bharadwaj’s (2000) three-dimensional categori-

zation, namely, IT infrastructure, human IT re-

sources, and IT-enabled intangibles, is commonly 

used. Hence, the measures of IT capability de-

veloped in this study have some limitations to 

completely validate the effect of IT capability, 

which leads to underestimate the effect of IT 

capability. Therefore, IT capability should be 

measured as a multifaceted construct in the fu-

ture study.

Seventh, although the survey questionnaires of 

this study were developed for both operations 

and service innovation managers, only two per-

sons did not fully represent the business and in-

novation situation of their company. This study 

has a gap between their perception and the com-

pany’s situation that may result in either over-

estimation or underestimation. Therefore, this 

gap should be reduced for providing stronger 

results. Finally, we limited the study to only six 

service sectors：transport, communication, com-

puter and software, engineering and architecture, 

business consulting, and design services. There-

fore, our findings may not be generalizable to 

other service sectors. Future research should ex-

tend the scope of service sectors to explore 

more relevant alignment patterns.
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7. Conclusions

Although an increasing number of service firms 

employ service innovation to create and sustain 

their competitive advantage and financial benefit, 

service firms often lack the theoretical and prac-

tical guidance for successful service innovation. 

This study sheds new light on service innova-

tion research by identifying the strategic align-

ment between BS and SIS, and by investigating 

the strategic role of IT capability for the effec-

tive linkage of SIS with BS. Our findings sug-

gest that IT capability leads to the intensifica-

tion of the interactional relationship between BS 

and SIS to increase innovation benefits and firm 

performance. This study is one of the earliest 

attempts to empirically validate the effect of ali-

gnment between BS and SIS on firm perform-

ance and the moderating effect of IT capability 

on strategic alignments. Therefore, this study 

provides organizations with a benchmark for 

comparison of their current strategic alignment 

patterns and use of IT capability. Firms that 

have aligned SIS and BS should consider im-

proving their organizational IT capability to en-

sure that they will be substantially leveraged. 
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<Appendix> Questionnaire Items

Cost leadership strategy (CLS)：To what extent has your firm focused on the following activities 

compared to your competitors during the past three years?

 CLS1. The degree of price leadership

 CLS2. The degree of service design cost advantage

 CLS3. The degree of service delivery cost advantage

 CLS4. The degree of operation cost advantage

Innovative differentiation strategy (IDS)：To what extent has your firm focused on the following ac-

tivities compared to your competitors during the past three years?

 IDS1. The degree of uniqueness of service design

 IDS2. The degree of uniqueness of service delivery process

 IDS3. The degree of unique technologies for service differentiation

 IDS4. The degree of innovativeness of service

Focus strategy (FS)：To what extent has your firm focused on the following activities compared to 

your competitors during the past three years?

 FS1. The degree of differentiation of service offering for the target market

 FS2. The degree of differentiation of service design for the target market

 FS3. The degree of differentiation of service delivery process for the target market

Service creation-focused strategy (SCFS)：To what extent has the service concept or design of your 

service product been changed during the past three years?

 SCFS1. Offering new services (including new bundles and packages of services) in new markets

 SCFS2. Offering new services (including new bundles and packages of services) in existing markets 

 SCFS3. Offering significantly improved services in existing markets

Service delivery-focused strategy (SDFS)：To what extent has the service delivery system of your 

service product been changed during the past three years?

 SDFS1. Offering new service delivery methods for customers to order new services 

 SDFS2. Offering new service channels to adjust customers convenience

 SDFS3. Offering additional service delivery approach to improve service quality 

Customer interaction-focused strategy (CIFS)：To what extent has the customer interaction between 

your firm and customers been changed during the past three years?

 CIFS1. Offering customers opportunities to participate in service production and delivery
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 CIFS2. Offering new interfaces which customers are able to participate in.

 CIFS3. Offering customer contacts while developing new service concepts or service deliveries

Information technology capability (ITC)：To what extent has your firms focused on the following 

activities compared to your competitors during the past three years?

 ITC1. The degree of keeping the emphases on IT staffing and training 

 ITC2. The degree of employees who have technical IT skills (programming, systems analysis and 

design, and competences in emerging technologies)

 ITC3. The degree of utilizing IT-related systems for tracking and predicting changing customer 

needs and market trends.

 ITC4. The degree of having well developed in sophisticated Internet applications to sell, pay and de-

liver services for customer.

Firm performance (FP)：To what extent has your firm been changed during the past three years?

 FP1. Responsiveness to customer needs increase

 FP2. Customer satisfaction improvement 

 FP3. Customized service offering improvement
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