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A model for developing and implementing human resource manage-
ment strategies incorporating both an external fit (human resource
management fits the developmental stage of the organization) and
an internal fit (the components of human resource management com-
plement and support each other) is proposed. Human resource man-
agement is seen as having five developmental stages and six strate-
gic components. These are combined to form the Human Resource
Strategic Matrix. The implications of these ideas for research and

practice are discussed.

Technological, economic, and social changes
are causing organizations to depend more and
more on human resources to accomplish their
objectives (Tichy, Fombrun, & DeVanna, 1982).
Business objectives are accomplished when hu-
man resource practices, procedures, and sys-
tems are developed and implemented based on
organizational needs, that is, when a strategic
perspective to human resource management is
adopted. Tichy, Fombrun, and DeVanna (1982)
have contributed to the development of a strate-
gic perspective on human resource manage-
ment. Davis (1981) used competitive advantage
and product life cycle to explain human resource
management from a strategic perspective. Oth-
ers (e.g., Walker, 1980) provided frameworks for
integrating human resources into strategic plan-
ning. However, there is no overall model that
explains how human resource management
practices and procedures can be managed to
meet present and future business needs.
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Miles and Cameron (1982), Miles and Snow
(1984), and Greiner (1972) suggest that two strate-
gic fits must be managed: an external fit (the
units’ structure, systems, and management prac-
tices must fit the organization's stage of develop-
ment) and an internal fit (the units’ structure,
systems, and management practices must com-
plement and support each other). A model of
human resource management built on the con-
cepts of external and internal fit is proposed here.

External Fit

The importance of fitting structure, systems,
and management practices to an organization's
stage of development is widely accepted (Davis,
1981; Kimberly, Miles, & Associates, 1980;
Meshoulam, 1984). As the organization grows
and develops, it needs change. By understand-
ing how an organization changes as it grows,
one can understand how human resource man-
agement must change. Four kinds of models
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have been used to explain organization growth
and development: life cycle and hierarchical
models, evolutionary models, stage models, and
metamorphosis models. All are useful for under-
standing how organizational needs change and
what human resource management must do to
respond.

Life Cycle and Hierarchical Models

Life cycle models in which development oc-
curs in predictable relatively discrete “building
blocks” of birth, maturity, and decline are in-
cluded in many theories of organizational change
(see Kimberly, Miles, & Associates, 1980, for a
review of these theories). Others (e.g., Boulding,
1956; Chaffee, 1985), although not adopting a
strict life-cycle approach, also argued that or-
ganizational growth and development occur in
building blocks in which earlier stages provide
the foundation for later stages.

Evolutionary Models

Alchian (1950) and Aldrich and Pfeffer (1976)
argued that organizations do not follow « life
cycle which includes death, but they do reform
and renew themselves to fit the environment.
Those that fail to do so decline and die. In these
models the focus is not on aging as much as it is
on the evolutionary forces that help the organiza-
tion react to and fit the environment. Environ-
mental fit has been examined in a host of empiri-
cal studies: Woodward, 1965; Burns & Stalker,
1961; Lawrence & Lorsch, 1967; Thompson, 1967;
and Galbraith, 1973.

Stage Models

Stage theorists argue that although orga-
nizations adapt to their environments, the pro-
cess is not totally reactive (Salter, 1968; Scott,
1971; Stopford, 1968). Sequential building blocks
and environmental responsiveness are incorpo-
rated into stage models, and to that is added the
idea that managerial action permits the organi-
zation to adjust to the environment. Scott (1971),
for example, basing his work on Rostow's (1960)
concept of economic stages and Chandler's (1962)
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historical study of strategy and structure sug-
gested that managers adapt strategy and struc-
ture to tit the environment.

Metamorphosis Theory

Stage theories leave one question unan-
swered: How does an organization move from
one stage to another? Metamorphosis models
propose that change occurs when the fit between
the organization and the environment is so bad
that the organization's effectiveness and survival
is threatened (Chandler, 1962). According to
Starbuck (19695), “growth is not a smooth continu-
ous process, but is marked by abrupt and dis-
crete changes in the conditions for organizational
persistence and in the structure appropriate to
these conditions” (p. 486). Change comes in ma-
jor shifts rather than in small incremental steps.

These theories identify key characteristics of
organizational growth and development. If hu-
man resource management is to be effective and
fit the organization, its growth must parallel that
of the organization of which it is a part. It must:

1. Change and develop in a predicta-
ble sequence in response to pressures
and opportunities.

2. Change in stages, each stage ex-
hibiting a decidedly different orientation
to human resource management.

3. Build each stage upon and incorpo-
rate previous stages.

4. Operate proactively to fit human re-
source management to the organiza-
tion's needs.

Stages of Human Resorce Management

Human resource management's effectiveness
depends on its fit with the organization'’s stage of
development. As the organization grows and
develops, human resource management pro-
grams, practices, and procedures must change
and develop to meet its needs. Consistent with
growth and development models it can be sug-
gested that human resource management devel-
ops through a series of stages as the organiza-
tion becomes more complex. Each stage incor-
porates and builds on previous stages.
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Building on existing theories and models (see
Table 1), an initial list of five organization stages
and corresponding human resource manage-
ment responses was developed. To clarify and
verify the existence of these stages and to pro-
vide examples, managers and human resource
professionals in 20 organizations ranging in size
from 2,000 to over 300,000 employees, and vary-
ing in industry from financial services to con-
sumer products were interviewed. In addition,
in-depth historical analyses of four organizations
[a small high technology firm (Firm A), a large
electronics firm (Firm B), a large life insurance
company (Firm C), and a large commercial bank
(Firm D)] were performed. In each organization
interviews were conducted and newsletters, cor-
porate reports, meeting agendas, letters, docu-
ments, and available historical data were an-
alyzed. Based on the findings, the following
stages are proposed.

Stage I[—Initiation. A new organization is
characterized by start up, entrepreneurship,
management by the founder, informality, and
limited products and markets (Davis, 1951; Filley
& Aldag, 1980; Greiner, 1972; Scott, 1971). Man-
agement’s attention is focused on a limited range
of basic human resource management concerns
such as salary administration, hiring, and ter-
minations, although the owner/iounder makes
many of the decisions. To manage human re-
sources, managers need help maintaining and
updating individudal files, and keeping record of
vacations, absences, and so forth. At this stage,
it appears that most human resource manage-
ment activities are handled by line managers
who have administrative staff support and who
focus on establishing basic recruiting and com-
pensation programs.

Stage [I—Functional Growth. Stage Il is char-
acterized by technical specialization, dynamic
growth, expanded product lines and markets,
and added formality in structure (Filley & Aldag,
1980; Mintzberg, 1979; Salter, 1968; Scott, 1971).
Line managers need help finding and training
the right people in order for the company to sus-
tain growth. They no longer have the time, ex-
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pertise or contacts to recruit all the employees
who are needed. They need specialized help in
the basics of human resource management, such
as recruiting, compensation, and training.

As a result, a formal personnel department is
established with capabilities in the basic sub-
functions of human resource activities. Those re-
sponsible for the subfunctions build their own
budgets and compete with others in the com-
pany for resources. A first step toward automa-
tion also takes place usually starting with com-
puterization of payrolls and employee profiles.

Stage I[II—Controlled Growth. Stage Il equates
closely to Filley and Aldag's (1980) Stage III—
Rational Administration and Chandler’s (1962)
Stage [[—Rationalization. It is characterized by
professional management, scarce resources,
new acquisitions, and diversified product lines.
In this stage competition for resources is stiff and
pressure to control investment increases in all
areas.

The need for measurement and control, the
growing diversity of employees, and the grow-
ing complexity of communication encourage in-
vestments in automation and the use of advanced
analytical tools for human resource manage-
ment. Here, the focus is on productivity and cost
effectiveness and the cost of newly proposed pro-
grams and added specializations must be justi-
fied. Specialized activities are added only if a
clear return on investment can be shown.

Stage [V—Functional Integration. Stage IV is
characterized by diversification, product groups
or divisions, project management, and integra-
tion within functions. Here, the focus is on
decentralization (Salter, 1968) and coordination
(Greiner, 1972).

At this stage, management focuses on the
interdependencies among specialized activities.
Corporate staffs face growing pressure both to
decentralize and to focus on strategic issues. Al-
though organizational, geographic, and prod-
uct diversification create the possibility of redun-
dant activities, they also create opportunities for
greater efficiency through planning and coor-
dination.
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It appears likely that in response, human re-
source managers would be concerned with coor-
dinating and integrating subfunctions, such as
training, compensation, and recruiting. The em-
phasis would be to reduce duplication and to
coordinate interdependencies. Integrative pro-
grams such as productivity improvement, suc-
cession planning, and performance manage-
ment emerge.

Stage V—Strategic Integration. This stage is
best characterized by Greiner's (1972) descrip-
tion of Collaborative Teamwork. Here, manage-
ment's focus is on flexibility, adaptability, and
integration across business functions. The stage
is characterized by team action, full integration
of functional areas, strategic management,
highly developed monitoring capabilities, and
an ability to adjust to the environment.

At this stage, human resource management is
recognized as everyone's job. Managers realize
the importance of human resources in position-
ing the organization for the future. Human re-
source programs are integrated not only among
themselves but also with other functions, such
as accounting, marketing, and operations.

Human resource implications are considered
before a major business decision is made,
whether it is @ new acquisition, a new product,
or new markets (Pascarella, 1985). Sophisticated
analytical techniques are used to ask “what
it" questions. Clear criteria are available for
measuring success.

All of the four firms that were studied went
through these stages in sequence. Stages | and
Il were easily identified in all firms. Firm B had
moved to Stage Il and Firm D had moved to
Stage V.

Each stage was built on the foundation of pre-
vious stages. For example, in Firm D, Stage III
control systems were added to help manage the
costs of the salary and benefits programs that
had been established in Stages I and II. In Stage
IV, an integrated career, succession planning,
compensation, and appraisal system was devel-
oped based on the systems and cost information
that were developed in Stage III. In Stage V, the
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integrated systems were tied together turther and
were refined to implement the organization's
strategies.

In Firm B, the proposed Stage V information
system (including financial, operations, and mar-
keting data) was built using the existing Stage [V
integrated personnel data base; that was built
on the Stage Il cost analysis; that, in turn, was
developed using the automated system devel-
oped in Stage Il and the employee profile infor-
mation collected in Stage . In other organiza-
tions, performance and productivity programs
of later stages were built on job descriptions and
performance appraisals of earlier stages. Long-
range and strategic plans were built on the ba-
sic salary, benefits, and human resource data of
earlier stages.

The following are proposed based on these
findings and the organization growth and devel-
opment models:

1. The human resource management
activities of a firm pass through five
stages of development: initiation, func-
tional growth, controlled growth, func-

tional integration and strategic integra-
tion.

2. The human resource management
activities move through the stages in
sequence in response to increasing
complexity in the parent organization.
Each stage incorporates and builds on
the previous stages.

3. The human resource management
activities are most effective when their
stage of development matches the stage
of development of the parent organiza-
tion.

Human resource management must pass
through each stage in sequence. Even though a
given stage may be short, it must exist if the
knowledge, procedures, and programs that will
serve as the basis for the next stage will be
created. If a stage is skipped, performance in
later stages will be ineffective and the organiza-
tion must first return to those stages and put them
in place.

For example, Firm A attempted to develop and
implement a Stage IV performance management
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program by integrating performance appraisals,
compensation, and training. Unfortunately, the
basic performance appraisal systems and job
descriptions (Stage I and II) on which such a
system could be built were not in place. Al-
though the performance management program
was developed, it was never implemented. The
organization returned to the basics and devel-
oped them before the advanced programs could
work.

4. If human resource management ac-
tivities skip a stage, they will be in-
effective. It will be necessary to revisit
the earlier stage for the unit to regain
its effectiveness.

Treating growth and development, not as a
smooth continuous process, but as one involving
abrupt, discrete changes in structure, process,
content, and policy (Child & Kieser, 1981; Sofer,
1961; Starbuck, 1965) raises interesting questions
about leadership in human resource activities. It
may be that one person cannot carry the hu-
man resource function through all stages. The
changes may require such shifts in skills and
orientation that new leadership is required.

For example, in most cases studied, a profes-
sional personnel manager replaced a general
administrative assistant as the organizations
moved from Stage [ to Stage II. Usually, the tran-
sition was forced by the need for greater profes-
sional expertise in one or more functional areas
of human resource management. In Firms A, B,
and C, new leaders were appointed during each
stage. In Firm D, one manager did lead the
function through multiple stages, from Stage III
through Stage V. He was able to do this because
he knew from the beginning that Stage V activi-
ties were needed.

5. New leadership is required at each
developmental stage of human re-
source management.

Internal Fit

Woodward (1965) and Burns and Stalker (1961)
suggested that organizational success is deter-
mined by how well structure, technology, hu-
man resources, and so forth, both fit with and
support each other. Leavitt (1965) stressed the
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need to fit task, structure, technology, and peo-
ple together. Lawrence and Lorsch (1967) dis-
cussed the need for a balance between differen-
tiation and integration of interal organizational
components. Later work (Lorsch & Allen, 1973;
Lorsch & Morse, 1974) empirically supported the
hypothesis that the better the fit among struc-
ture, task, people, and administrative processes,
the higher the organization performance. Gal-
braith (1977) built on Lorsch's work and proposed
a fit among five internal components: task, struc-
ture, information and decision making processes,
rewards systems, and people. Waterman, Pe-
ters, and Phillips (1980) identified seven organiza-
tional components that must be managed in or-
der to both fit and support each other.

This same dynamic can be applied to human
resource management. Not only must human re-
source management fit the organization'’s stage
of development, but also the components of hu-
man resource management must fit with and
support each other.

Existing work on internal fit (Baird &
Meshoulam, 1984; Baird, Meshoulam, & DeGive,
1983; Galbraith, 1977; Galbraith & Nathanson,
1978) allows the identification of six strategic com-
ponents of human resource management:

Management Awareness. Management
awareness ranges from a focus on administra-
tive needs, such as hiring and firing, to a full
integration of human resource considerations in
all management decision making.

Management of the Function. This component
includes the structure of the human resources
function, and the planning, allocation, and con-
trol of its resources. The structure may vary from
very loose or nonexistent through matrixed and
decentralized.

Portfolio of Programs. The portfolio of programs
ranges from simple salary administration and
recordkeeping programs, to very complex and
sophisticated flexible compensation, environ-
mental scanning, and long-range planning pro-
grams.

Personnel Skills. Personnel professionals need
appropriate skills. Basic programs and simple
information systems require basic skills. The ad-
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dition of complex programs and growth in size
requires more advanced, differentiated, and spe-
cialized skills.

Information Technology. Information tools
range from manual recordkeeping to sophisti-
cated distributed systems with modeling capa-
bilities. Information technologies range from the
absence of formal analytical tools to advanced
forecasting and simulation based on statistical
tools.

Awareness of the Environment. In the initial
stage, because of pressures involved in start-up,
management does not systematically assess and
react to the environment. At Stage V, manage-
ment is very aware of the internal environment
and the external environment and their impact.
They remain flexible and adjust to opportunities
and risks that arise.

It these components do not fit each other,
money, time, and energy are wasted. For ex-
ample, if information is developed beyond man-
agement's ability to use it, money is wasted. If
strategic planning and organizational develop-
ment are implemented without proper informa-
tion and skills, they are doomed to failure.

A strategic component may, however, be at a
higher stage and lead to the development of
other components. A new information system
may drive the development of skills. Skilled hu-
man resource professionals may develop and
implement advanced programs. However, the
components cannot remain out of alignment over
a long time period without wasting resources. If
inadequate skills prevent use of an information
system, time and money are lost. If advanced
programs are developed but never implemented,
they are useless.

For example, Firm C’s attempt to introduce a
new advanced compensation program failed be-
cause the information that was necessary to man-
age and use the system was not in place. Firm
B's organization development programs failed
because managers did not have the skills to man-
age the programs, human resource profession-
als were not available to assist them, and the
programs could not be maintained. Firm A's stra-
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tegic planning for managing human resources
failed because management did not understand
or use the information produced.

6. The human resource management
unit functions best when all six strate-
gic components are at the same stage
of development.

Human Resource Strategic Matrix

Obviously, the two fits interact and must be
managed simultaneously. The strategic compo-
nents must fit each other and the organization’s
stage of development. For example, if the infor-
mation system is manual (Stage 1), but the orga-
nization is at Stage Il and needs automated per-
sonnel records, a Stage III information system
may be designed and implemented. For it to suc-
ceed, however, managers and personnel profes-
sionals must employ the skills to use it.

The HRS Matrix is presented in Table 2. It con-
tains brief descriptions of each component. Us-
ing the HRS matrix, one can draw an organiza-
tion’s human resource management profile.

Consider a complex organization that has a di-
versified product offering, is changing rapidly,
and is decentralized and large enough to in-
clude many specialized units. The organization
needs help from human resources management
found in either Stage IV or V. However, manag-
ers are aware only of human resource manage-
ment's administrative role (manager awareness
—>Stage 1), personnel has adopted a program of
orientation (management of the personnel func-
tion—Stage II), programs include budgets, mea-
surement, and controls (portfolio of programs
—Stage III), data are kept manually (information
technology—Stage 1), personnel professionals
are skilled at systems, planning, and analysis
(personnel skills—Stage IV), and managers are
aware of the environment, but they do not incor-
porate it into their actions and decisions (aware-
ness of internal and external environment—
Stage II). The components of this sample firm are
neither balanced nor uniformly placed at either
Stage IV or Stage V, and human resource man-
agement will not be effective or efficient. To be
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effective the human resource function must be
developed to either Stage IV or Stage V, and to
be efficient, its components must be balanced.

Implications for Practice

The preceding focuses on implications of the
model for research. The model also holds impor-
tant implications for the practice of human re-
source management.

How Should Human Resources Be Managed?

The model suggests five stages of human re-
source management, each of which is appropri-
ate or inappropriate depending on organiza-
tional needs and characteristics. As Chaffee
(1985) suggested, an organization that functions
at a given level of complexity benetits from us-
ing approaches appropriate for that level. No
one best way exists. The practice of human re-
source management should fit the firm's busi-
ness needs. Managers should be cautious about
adopting what they perceive as state-of-the-art
programs and approaches simply because these
work well in other organizations. How well these
programs will work is determined by how well
they fit the organization’s needs.

How Can Human Resource Management Be Re-
sponsive to an Organization’s Needs?

A first step in human resource management is
understanding the parent organization's stage
of development and, consequently, the parent's
needs. Table 1 and the summary descriptions
in the text provide the basis for identifying organi-
zational stages of development. Once the stage
is identified, appropriate human resource man-
agement responses can be developed. Admit-
tedly, this is a reactive strategy: Human resource
management responds to present needs rather
than anticipating future needs. However, this
step is important. In the 20 organizations that
were initially analyzed, and also in three out of
four in-depth analyses, human resource man-
agement lagged far behind the organization's
stage of development.
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The model can also help managers and hu-
man resource professionals to anticipate the
organization's future needs. For example, in re-
sponse to deregulation and increasing competi-
tion, Firm D’s stated strategy emphasized flexi-
bility, adaptability, and market responsiveness.
It needed highly developed strategic planning
capabilities. The organization was moving to-
ward a collaborative teamwork mode of operat-
ing in which the structure would be organized
around client groups. These changes would
move the organization into Stage V. Anticipat-
ing these changes, the Executive Vice President
of Human Resources developed and imple-
mented human resource management compo-
nents that are characteristic of Stage V. He estab-
lished a distributed information system that pro-
vided strategic human resources data. He re-
cruited and trained professionals who held
macro-level skills and who established long-
range planning and structured the human re-
source department centered around client
groups. These changes led the organization to
Stage V.

If human resource management is to be pro-
active, human resource management profession-
als must develop the ability to recognize the
organization's stage of development and the
causes of transitions from one stage to anocther.
Stopford and Wells (1972), Scott (1971), and
Mintzberg (1979) suggested that increasing com-
plexity pushes the organization into higher
stages. Stopford and Wells (1972) and Scott (1971)
suggested that organization size creates the com-
plexity that causes an organization to shift from
Stage I to Stage II. Differentiation of the subunits
and the need to control and focus continued
growth move the organization into Stage III
(Dewar & Hage, 1978; Stopford & Wells, 1972).
Decentralization, diversification, and the need
for formal integration (Galbraith, 1973; Mintzberg,
1979) will push the organization into Stage IV.
The pressures of a dynamic, complex environ-
ment force adaptability and this causes the tran-
sition to Stage V. Human resource managers can
recognize these emerging characteristics that
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push the organization into higher stages and
make needed changes in advance.

Where Should Human Resource Managers
Begin?

Most managers face the need to assign priori-
ties to their investments of resources. Should they
invest first in information technology, or should
they add a new appraisal system? Two aspects
of the model are important concepts for answer-
ing these questions. First is the building block
concept. In the model, human resource manage-
ment components are built in sequence through
the stages. Missing one block at the base can
weaken or destroy the structure in later stages.
Organizations should invest in building basic
programs and procedures first, and then they
can add higher level systems and procedures. If
basic programs have been skipped, the organi-
zation should return to basics and put them into
place.

Second, the model suggests that organiza-
tions should maintain a balanced profile by in-
vesting in components that are lagging in deve-
lopment. Consider a firm that wants to add a
flexible compensation program. Investing in flexi-
compensation wastes resources if the informa-
tion and skills necessary to manage it are lacking.
The firm should first improve components that
are lagging and constraining overall develop-
ment. Sophisticated environmental scanning,
succession planning, and organizational devel-
opment that no one understands, wants, or has
skills to use do not contribute to organizational
performance. These are a waste of time and
money. The organization should develop infor-
mation and management skills to the level where
managers can use the available programs. De-
veloping and implementing more sophisticated
programs will not help, if managers cannot use
the basics.

The model provides a way to guide invest-
ment in developing the human resource function.
Components lagging furthest are major con-
straints to effectiveness, and these should be de-
veloped to support other components.
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How Should the Human Resource Management
Function Be Organized?

In most organizations the human resource unit
is organized according to such common sub-
functions as employment, employee relations,
training and development, equal employment
opportunity, and so forth. It would seem that this
approach is appropriate for Stages I and II, but
not for the later stages. In Stage I, restructur-
ing will eliminate overlap and duplication. Task
forces and committees can be used to coordi-
nate functional areas and to make them more
efficient. For Stages IV and V, in which the focus
is on integration, adaptability, and flexibility, the
human resource function should be structured
around core points of integration; it should not
be based on the subfunctions. One option would
be to organize the human resource function
around the client groups that are served. An-
other option would be to organize around inte-
grative activities, such as planning, research,
and information systems. The traditional sub-
functions then could be organized under each
subunit. Compensation, for example, would be
addressed horizontally under each of the inte-
grating forces in the planning, research, and
information unit.

What Type of Training Should Human Resource
Professionals Receive?

Human resource professionals who adopt a
strategic orientation must accurately assess the
organization's needs, constraints, and opportun-
ities. They must understand the organization's
environment and internal culture, and they must
develop and implement programs and policies
that meet the firm's needs.

The human resource professional who adopts
a strategic orientation needs five kinds of skills
(Baird & Meshoulam, 1984): (a) Information man-
agement skills—statistics, analysis, and re-
search; (b) Planning skills—the knowledge of
planning and planning methodologies plus sta-
tistics techniques; (c¢) Management skills—skills
in the various business functions and environ-
mental analysis; (d) Integration skills—compe-
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tency at managing organizational interfaces, and
skill in assessing the organization plus setting
priorities; and (e) Change management skills—

the skills of anticipating the future, facilitating
changes, and developing organizational activi-
ties.
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