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ABSTRACT

There is no doubt that talented employees are the backbone of every organizational
success. An organization can have an advantage over its competitors by using better
technology, lower costs, more innovative products, etc. However, these advantages do
not just happen by themselves; it takes talents within the organization to create,
implement and sustain competitive advantages. Thus, the long-term success of any
organization ultimately depends on maximizing the effectiveness of employees in
accomplishing organizational goals. The key to the desired results is creating a
favorable context within which employees must operate. Hence, organizational
structure and culture are key to employees’ effectiveness. Therefore, using literature
review method, this conceptual paper examined the roles of organizational culture and
organizational structure in maximizing human capital performance. Further, this
article recommends research propositions based on a framework for empirical
examination of the relationships and impact of organizational culture and structure on
human capital performance and sustainable competitive advantage.

Keywords: Organizational Culture, Organizational Structure, Human Capital, competitive
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INTRODUCTION

There is no doubt that talented employees are the backbone of every organizational success.
An organization can have an advantage over its competitors by using better technology, lower
costs, more innovative products, etc. However, these advantages do not just happen by
themselves; it takes talents within the organization to create, implement and sustain
competitive advantages. Thus, the long-term success of any organization ultimately depends
on maximizing the effectiveness of employees in accomplishing organizational goals. The key
to the desired results is creating a favorable context within which employees must operate.
Hence, organizational structure and culture are key to employees’ effectiveness. These have
significant impact on how employees communicate and cooperate with each other, as well as
how they view their work environment. As indicated by Jeston and Neils (2014), organizational
efficiency and effectiveness depend on employees who are the functionaries of culture and
structure.

Culture is created by people and structure is created for people which makes organization
people-centered (Newman, 2012). In the view of Hakim (2015), an organization is a container
of activities and processes where people interact. Getting the right fit of employees will cause
the needed outcome for organizations who have a winning culture and structure.
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We know the importance of culture and structure organization, but we hardly look at them as
effective strategies to human capital performance. Few papers (e.g. Mosley, 2007) have
discussed organization structure and corporate culture together. This article is an attempt to
conceptually explore and demonstrate through a proposed conceptual model how organization
structure and corporate culture relate to one another and the role they play in maximizing
human capital. We therefore argue that by effectively organizing people and setting
boundaries through culture, talents would be maximized to facilitate sustainable
organizational performance. The paper therefore highlights the review of literature on the
concept of human capita, corporate culture and structure; and presents a conceptual
framework along with research propositions.

The Concept of Human Capital Resources

The concept of human capital dates back to the era of Adam Smith. In defining capital Smith
(1776) included human capital by stating that acquisition of talents, education, study or
apprenticeship cost is a person’s capital. The term was popularized in the 18t century by
Irving Fisher, when he explained that the concept of capital should include “the bodies of
human beings and theirs mind too (Kolomiiets and Petrushenko, 2017). The Organization for
Economic Co-operation and Development (OECD) defines human capital as the “knowledge,
skills, competencies and attributes embodied in individuals that facilitate the creation of
personal, social and economic wellbeing” (Keeley, 2007, p. 29). Keeley asserts that education is
a key factor in forming human capital which is reflected across a range of economic and social
areas including organizations. Therefore, Keeley simply describes human capital as- the
quality of the workforce. For Bontis, Dragonetti, Jacobsen and Roos (1999), human capital
represents the human factor in the organization which is the combined intelligence, skills and
expertise that gives the organization its distinctive character. The human elements of an
organization are those that are capable of learning, changing, innovating and providing the
creative thrust which if properly managed can ensure the long-term survival of the
organization (cited in Amstrong, p.67). For Scarborough and Elias (2002), human capital is
non-standardized, tacit, dynamic, context dependent and unique in people. Such capital cannot
be imitated or copied. Goldin’s (2014) views human capital as a stock of talent, health, and
expertise of an employee. However, Baron (2011) argues that human capital is not only about
the knowledge, skills and experience of individuals; it extends to their commitment and
willingness to share their knowledge, skills, experience to add value to the organization. For
the interest of the paper, human capital refers to employees’ knowledge and skills accumulated
through experience.

Therefore, in order for organizations to achieve high performance through sustainable
competitive advantage, they must recognize employees as the critical key to success and invest
in their human capital. As noted by Hitt (2002), human capital importance is the unique
resources of any organization which generates higher income, life satisfaction, social cohesion
and competitive advantage. The added value that people can contribute to an organization is
emphasized by human capital theory. It regards people as assets and stresses that investment
by organizations in people will generate worthwhile returns.

Underlying Theories of Human Capital Resources

Human capital theory is associated with the resource-based view(RBV) of the firm developed
by Barney (1991). This proposes that sustainable competitive advantage is attained when the
firm has valuable human resource pool that cannot be imitated or substituted by rivals. The
RBV is premised on the assumption that competitive advantage does not stem from market
and industry structures; rather, it is derived from a firm’s internal resources. These resources
are simultaneously valuable, rare, imitable and non-substitutable (VRIN). In other others, VRIN
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resource is a definite source of sustainable competitive advantage. What is most likely to create
an advantage is how these resources are utilized and not only if the resources are possessed.
According to Ambrosini and Thomas (2016), “one consequence of this recognition that
intangible resources are the most likely sources of competitive advantage is the
acknowledgement that people matter” (p. 186).

However, to fully exploit the VRIN resource, Barney and Hesterly (2006) caution that certain
organizational components such as structure and control systems must be in place. Thus, by
implication, the value of a VRIN resource is contingent on other factors such as organizational
structure and culture. An organization’s culture is for instance inimitable. As organizations
grow, they develop traditions and norms which makes them unique and distinct. Such
traditions and norms can be extremely difficult to imitate because they exist due to the
organization’s unique context, history and way of doing things. Ambrosini and Thomas (2016)
note that in order for organizations to manage their VRIN resources effectively, they require
three kinds of efforts: they must protect current resources, continually improve their resources
and build new resources to ensure that changes in the environment do not render current
resources obsolete.

The Power of Organizational Culture on Employees

Employees come in different shapes and sizes, abilities and skills, ages, gender, educational
background and many more. However, what most of these employees have in common is a
collective need to make useful contributions to those around them. Culture sets the limits on
what is considered acceptable and unacceptable behaviors and influences employees’ thoughts
and expectations. It compels employees into accepting and following normative behavior
prescribed by their organizations. It is the social energy that drives the organization to success
or failure (Hitt, Ireland and Hoskisson, 2015).

It is very difficult to have a single definition for culture (Alisa & Senija, 2010) and by extension
organizational culture. Though organizational culture has been defined in several ways and
dimensions, in this paper, we adopted the definition by Colquitt, Lepine & Wesson (2013) who
describe organizational culture as the “shared social knowledge within an organization
regarding the rules, norms, and values that shape the attitudes and behavior of its employees”
(p- 518). This system of shared meaning creates common understanding among organizational
members about what is appropriate and acceptable behavior, thereby creating an
institutionalized standard of how the organization functions. Corporate culture is an important
VRIN resource when employees are tightly connected through the culture. More so, corporate
cultures that place high value on innovativeness and risk-taking for instance, encourage
employees to think beyond their current knowledge and skills and explore their potential
capabilities. Such cultures perceive failure as part of organizational learning and growth which
is crucial for enhancing human capital (Bateman and Snell (2013).

Organizational culture is generally classified into three levels— artifacts, espoused beliefs and
values, and basic underlying assumptions (Schein, 2010; Colquitt; Lepine & Wesson, 2013).
According to Schein (2010), the artefacts of culture are the overt aspects of culture which are
easily visible, yet often hard to decipher. For example, organizational physical structures,
rituals, dress, technology, arts, organizational charts are visible artifacts that reflect the values
and express the way of life of the organization. In support, Goss (1988) opines that corporate
building is invested with ideology, and the space within, around and between buildings is both
produced and producing. (cited by Gibson, 2008). As such, they express deep patterns of
organizational meaning and the organization’s true personality. However, observers may not
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be able deduce meanings from these artifacts alone. The espoused beliefs and values are stated
and explicitly articulated about what matter most in the organization as a guide to members’
behavior. Nonetheless, the espoused values may also leave large area of behavior unexplained.
Consequently, to fully appreciate the artifacts and how they are related to the values, there’s a
need to probe into the basic underlying assumptions that may be operating. These are the
deep-rooted beliefs that are so much ingrained in organizational members which in turn
dictates how they behave. Such assumptions are so entrenched and very difficult to change.
According to Schein (2010), it is in this state that culture has its ultimate power— “after we
have developed an integrated set of such assumptions ... we will be maximally comfortable
with others who share the same set of assumptions and very uncomfortable and vulnerable in
situations where different assumptions operate (p. 29). Culture at this level provides its
members with a basic sense of identity and behavior which is the key to competitive
advantage.

Organizational culture is noted to influence employees’ decisions, choices and their
relationship with others (Maseko, 2017; Arifin, 2015; KMPG, 2017). Culture determines how
well employees’ talents are put to use and managed. According to Taurisa and Ratnawati
(2012), organizational culture set the rules for firm regulation, communication and command
channel. Another important aspect of culture is that it acts as a kind of silent language that
people respond to instinctively (Groysberg, Lee, Price and Cheng, 2018). Through it elusive and
intangible nature, organizational culture exerts powerful influence on employees not
necessarily with words but promoting them to the same direction. Corporate culture has been
noted by Maseko (2017) to be differentiated on the basis its relative strength. A strong culture
is one in which organizational members understand and believe in the goals, priorities and
practices of the organization and act in ways consistent with the culture. In contrast, weak
culture has employees relying on personal principles of norms and values in that the culture is
not clearly defined, communicated and commonly accepted.

The Influence of Organizational Structure

The organizational structure is the mechanism that defines the framework for the operations
of an organization by way of how jobs are divided and coordinated. Cole (1995) defines
organization structure as an ‘intangible web of relationships between people, their shared
purposes and the tasks they set themselves to achieve those purposes. Organizational
structure has a significant impact on the performance of human capital. It impacts
communication patterns between employees, coordination, authority and the degree of
freedom employees have to innovate and try new things. Besides, organizational structure is
noted to be a set of boundaries for the efficient performance of members; arrangement of
duties for work; and shape competence and behavior of employees (Tran & Tian, 2013). It
shows the existence of an interrelated and integrated system of positions in a firm (Alisa and
Senija, 2010) and the social interaction among organizational members. The organizational
structure also demonstrates the way power and responsibility are allocated and how work
procedure is designed in a firm (Teixeria, Koufteros, and Peng, 2012). In addition, it plays a key
role in a company’s capacity to identify the knowledge sources needed, acquiring new
knowledge, integrating it into the organization and recognizing its absorptive capacity
(Martinez-Le6n & Martinez-Garcia, 2011).

Bernstein and Nohria (2016) remark that organizational structure serves four key
coordinating functions. Thus, organizational structure enables organizational members to
draw on a wide variety of skills according to a division of labor that enhances human capital
performance. More so, members of the organization are able to coordinate their activities and
performance through hierarchical supervision, procedures and formal rules. Through the same
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structure, decision-making authority for organizational goals and priorities are established.
Accordingly, boundaries are set for employees within the confines of the organizational
structure. This also allows employees to develop important specific skills and capabilities as
they bond and engage in interdependent work within the structure. Historically noted by
Walton (1986), organizational structure is tied to effectiveness and a basis of organizing from
hierarchical level to span of responsibility, role and position and a way of integration and
problem-solving. This is confirmed by Zaki, Hussien, Sanad, and El-Khoriby (2015) who
portray organizational structure as a pyramid having at the top the formal relationship of
responsibilities and duties; superior and subordinates relationship; departmental activities
allocated to workers; management of tasks and activities; and evaluation of employees based
on stated procedures, policies methods and standards.

The features of organizational structure hinge on chain of command, work specialization, a
span of control, departmentalization, decentralization and centralization (Goic, 2013). Work
specialization is the degree to which task are grouped for efficiency. Departmentalization
shows the basis at which works are grouped either by function or product. The chain of
command and span of control depict the line of authority and the level of reporting and the
number of employees under a manager. Centralization looks at the level of decision making
from a single point of formal authority while decentralization gives decision-making with
lower employees. Formalization of jobs by standardizing through rules, procedures and job
descriptions.

Based on the elements or characteristics comes two main types of organizational structure
which are mechanistic structure and organic or flat structure (Oshita, Pavao & Borges, 2017).
In the submission of Hunter (2015), Rozman and Kovac (2015), the mechanistic organizational
structure portrays a narrow span of control, highly centralized, specialized and formalized. It is
rigidly departmentalized and the chain of command is clearly defined. The organic or flat
organizational structure is known to have a wide span of control, decentralized with low
specialization and formalization and loose departmentation. The chain of command is complex.
Mechanistic organization structure has its merits and demerits. According to Chimoriya
(2017) the advantages are promotion of discipline among members, minimization of
supervision cost, quick decision and implementation, network positions, fixation of
responsibilities and effective management whereas the disadvantage is noted to be work
overload on managers, autocratic leadership, static and rigidity of control, more formalization,
impractical decision, one-way communication, coordination difficulties and focus on authority.
Conversely, the merits of the organic organizational structure include decentralization of
authority, free flow of information, feeling of team work, wide span of control, adaption in
dynamic environment, relief to manager and increase efficiency. The disadvantages include the
lack of coordination, complexity of decision, high administrative cost, problem of joint
specialization, unpredictable working process and difficulty in control.

Organizational Culture and Structure Convergence

Organizational culture and structure are two sides of the same coin. Both are established and
used by organizations to direct and shape the behaviors of employees toward the achievement
of organizational goals. Hence, the key to maximizing human capital for optimum performance
is the effectiveness of the organization at creating an effective culture and structure. Though
organizational culture is mostly invisible and intangible, through the tangible organizational
structure the organizational culture is made visible (Zaki, Hussien, Sanad & El-Khoriby, 2015).
Janicijevic (2013) remarks that organizational structure and culture impact each other and are
mutually interdependent. Thus, organizational culture is the frame of reference whereas the
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organizational structure is the design. In the long run, organizational structure affects
organizational culture by consolidating the culture through the mode of performing the tasks.
Occasionally, employees have resigned from an organization because of poor or lack career and
succession planning. Organizations with well-defined structure and a culture of promoting
within have great chance of retaining valuable human capital. According to Umer and Naseem
(2011), career development is an essential feature for human capital retention.

In more specific terms, organization culture has a variety of functions within an organization.
One such function is a culture that enhances human capital performance through enforcement
of continuous learning, innovation, creativity, risk-taking, team building, etc. Given a strong
organization culture, organization members will make decisions and act in ways that are
consistent with the values embedded in that culture. In other words, a strong corporate
culture that emphasize on continuous learning will enhance human capital through acquisition
and sharing knowledge among employees and modifying behavior to exhibit a positive
perception of competency development. According to Steiger, Hammon and Galib (2014),
successful change in an organization is realized when organizational culture ensures
knowledge management of the human capital through the organizational structure elements
with effective communication. Essentially, organizational structure dictates the work to be
done in an organization and how the work is distributed among members of the organization.
When the organization’s reporting relationships, authority and procedures are carefully
aligned with one another, the structure facilitates effective use of the firm’s human capital.
Thus, organizational structure plays a key control function that can have a significant positive
impact to the organization’s human capital performance, with a subsequent effect on
sustainable competitive advantage as well. When the organization is decentralized,
management can depend on people to try innovative ideas, spot opportunities that can be a
source of competitive advantage. Therefore, we posit the following propositions:

P1: Organizational culture has a significant positive relationship with human capital
performance.

P2: Organizational structure has a significant positive relationship with human capital
performance.

Human Capital Performance and Sustainable Competitive Advantage

Employees’ knowledge and skills accumulated through experience is valuable but they are not
an end in itself. It is a means to creating a resource that is valuable for gaining sustainable
competitive advantage. Employees who are knowledgeable, skilled, experienced and
committed and understand the organizational culture and structure will be an agent of positive
change (Adetoso & Oladejo, 2013). Consequently, continuously investing in human capital that
improve employees’ capabilities and desired competencies has the potential to yield positive
outcomes that can create sustainable competitive advantage. People’s capabilities are
resourceful in the appropriate culture and structure. To bring out the best in people, they have
to be managed well which requires creating the appropriate culture and structure through
strategic leadership. Thus, as reflected in Figure 1, we propose our third proposition as
follows:

P3: Human capital performance has a positive effect in creating a sustainable source of
competitive advantage.
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Figure 1: The Convergence of Organizational Culture, Organizational Structure and Human
Capital
Source: Authors’ compilation

Figure 1 suggests that high performing organizations obtain sustained competitive advantage
by exploiting the strength of strong and effective organizational culture and structure to
enhance capital performance.

CONCLUSION

In the 21st century competitive environment, one key factor that will segregate winners from
losers are organizations’ ability to capitalize and maximize the full value of their human capital
to their advantage. Organizations can no longer rely on low cost production to gain sustainable
competitive advantage. Remarkably, organizations per se “do not work, people do” (Bernstein
& Nohria, 2016, p. 2). Hence, the importance of human capital cannot be over emphasized.
Human capital resources are valuable sources of sustainable competitive advantage for all
types of organizations because they are rare and cannot not be easily imitated or substituted.
It is therefore very important for organizations to explore ways and means to boost the value
of their human capital for optimum performance. Organizational culture and structure are
essential tools that organizations can employ to shape organizational members towards the
achievement of sustainable organizational performance.

Organizational culture gives employees some sense of direction by guiding the working
relationships towards organizational goals and harnessing particular values such as
adaptability, teamwork, continuous learning, innovation and mutual trust. Deliberately crafted,
it can boost employees’ commitment to the core purpose of the organization, it goals and the
means used to accomplish goals. Similarly, organizational structure facilitates resource
allocation to achieve organizational goals, enabling coordination and integration among
departments necessary to maximize the potential of the organization’s human capital to create
a sense of common purpose. Thus, the two mechanisms are like the two sides of the same coin
- they augment one another. Taken together, organizational culture and structure are
important enablers of desired behaviors that can enhance human capital who is the employee
with knowledge, skills, and experience. Therefore, organizational artifacts, values,
assumptions, walls, departments, reporting systems are to be designed to exert a positive
impact on human capital. The propositions posited in this paper provide for possible future
empirical examination of the relationships and impact.
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