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Foreword

Culture helps shape our lives—in society, in our national identity, and in the businesses
we operate. It can be a powerful force for good or get in the way of the most needed
changes.

American Management Association commissioned the Institute for Corporate
Productivity to help discuss the factors that influence corporate culture, as well as
explore the actual characteristics of corporate culture and their relationship to business
success, and help executives develop the kind of culture that will cultivate and foster
higher productivity and profitability in an organization. Edgar Schein, professor of MIT
Sloan School of Management, observed that “If you do not manage culture, it manages
you, and you may not even be aware of the extent to which this is happening.”

The study also looked at those circumstances under which culture may impact the
success or failure of strategic alliances, acquisitions, mergers, and the like. For instance,
the study examined how the cultures of two merging companies can adversely affect or
enhance the prospects of the new organization. It also looked at external factors—for
instance, the impact of the multigenerational workforce, globalization, corporate
reputation in sustainability, ethics, and economic uncertainty. The researchers also
tracked best practices that should assist companies in assessing their corporate cultures,
which then can lead to developing the right culture for the organization.

AMA believes that with the right initiatives a company can remake a culture so
people, when they awake, want to go to work because they believe in their company and
its mission. We hope to use the findings of this study to assist the leaders and managers
of businesses, as Edgar Schein said, to manage their culture, and not allow it to manage
them.

Edward T. Reilly
President and Chief Executive Officer
American Management Association
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Introduction

Many corporations are increasingly aware that their corporate cultures affect not only
their employees’ attitudes and values but also the bottom line. As a result, corporate
leaders have become more interested in finding ways to mold their corporate cultures
to become more powerful drivers of high performance. Yet, many are unsure how to
accomplish that goal.

To gain a better understanding of the effect culture has on organizations,
American Management Association (AMA) commissioned the Institute for Corporate
Productivity to conduct a global study of corporate cultures in today’s organizations.
The survey not only examined the common and best practices displayed by organiza-
tions but also identified some of the factors that characterize the corporate cultures
associated with high performance.

For the purposes of this study, the AMA/Institute for Corporate Productivity
team melded various definitions of corporate culture into one sentence that was used
as the reference point from which survey participants answered questions. That one-
line statement: Corporate culture is the shared values and beliefs that help individuals
understand organizational functioning and that provide them with guides for their
behavior within the organization.

What follows are some of the major findings from the AMA/Institute for
Corporate Productivity Corporate Culture Survey 2008:

Finding One: A “positive corporate culture” is associated with higher performance.
The AMA/Institute for Corporate Productivity team identified eight characteristics
associated with positive corporate cultures. The more that organizations displayed
these characteristics, the higher they were ranked on the AMA/Institute for Corporate
Productivity Culture Index. And, as it turns out, the higher the rankings on the
Culture Index, the more likely it is that organizations do well in the marketplace,
based on self-reports.

Finding Two: Few companies display all eight dimensions of a “positive corporate
culture” to a high or very high extent. Perhaps most worrisome is the finding that only
a third of the corporations see themselves as having a culture that, to a high or very
high extent, fosters the best performance from their workers.

Vi
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Finding Three: Having a more positive culture is related to higher productivity
and better talent retention. Positive corporate cultures tend to have more engaged and
satisfied workers.

Finding Four: Positive corporate cultures are associated with the greater facilita-
tion of change initiatives. This finding flies in the face of conventional wisdom that sees
a strong culture as entrenched and resistant to change. Instead, the study found the
opposite—positive corporate cultures are more receptive to change and adapt quickly
to meet new challenges.

Finding Five: Leadership style makes a difference. Leaders who use an empower-
ment style to direct employees show a significant correlation to a positive culture and
market performance.

Finding Six: Most companies are mediocre or worse at developing leaders. The
study found that only about a third of the organizations that participated felt their
companies are good or very good at leadership development.

Finding Seven: In most organizations, employees are not very familiar with the
business strategy. Business strategy is one of the factors most closely associated with
marketplace success, yet only 27% of participants were sure their strategy is well
understood by all members of the organization. This could represent an opportunity
for leaders to make sure employees understand the company’s goals and to enhance
buy-in.

Finding Eight: “Economic conditions” is the key outside influence named by most
as influencing corporate culture. The condition of the economy is not only seen as the
number one outside factor influencing today’s corporate cultures, it is also seen as the
prime outside influence for the future.

Finding Nine: Talent shortages are seen as becoming an increasingly important
influence on corporate culture. The prospect of losing top employees as the Baby Boom
generation retires already concerns respondents. And, as more Boomers are lost, the
need to replace them is expected to become a prime issue within the next decade.
Respondents ranked this problem second only to the condition of the economy in its
influence on the corporate cultures of the future.

Finding Ten: Organizations with positive cultures are more likely to have successful
mergers. Yet, it is the rare organization that successfully manages to combine two
cultures into a unified culture—only 22% of respondents whose organizations
had undergone a merger said they had managed to do so to a high or very high
extent.

Finding Eleven: Success in the area of talent management—as well as its key com-
ponents—is linked to having a more positive corporate culture. The study found that tal-
ent management itself, as well as its various strands (hiring, retention, training, etc.),
are all significantly associated with positive corporate cultures.

Finding Twelve: Corporate culture is a prime factor in ethical behavior. Instilling
ethics and values into the workforce is the characteristic most highly associated with
the Culture Index and is the number two factor associated with market performance.

Vii
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These are only a few of the insights derived from this study, which also contains
guidance about the strategies successful organizations are using to develop their cor-
porate cultures. The study analyzes trends and makes forecasts about the state of cor-
porate culture in ten years’ time.

Generally speaking, the AMA/Institute for Corporate Productivity team believes
that corporate culture is, and will continue to be, a prime influence on market per-
formance and issues such as talent retention. The team also believes that most organi-
zations should strive harder to create the kind of healthy, performance-based corpo-
rate cultures that will make them more competitive in the marketplaces of today and
tomorrow.

viii
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A Review of the Literature

The Early Years of
Corporate Culture Studies

The understanding of corporate cultures in
organizations began with research on both sides
of the Atlantic. The research started in 1939 when
Kurt Lewin, a German immigrant on the faculty
of Massachusetts Institute of Technology (MIT),
set out to identify different styles of leadership.
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This early research was very influential with other researchers and eventually led to
the perceived importance of culture in organizations. Lewin’s early work established
that there were three major leadership styles: autocratic, democratic (participative),
and laissez-faire. He and his colleagues discovered that the most effective style was
democratic. They found that democratic leaders offer guidance to group members,
participate in the group, and allow input from other group members. Researchers also
found that contributions from members of the democratic group were of a much
higher quality (Lewin et al., 1939; Tannenbaum & Schmitt, 1958).

This work created interest in something new and exciting for social psycholo-
gists: the study of leadership. In the summer of 1946, Lewin and associates from the
University of Michigan’s Research Center for Group Dynamics became involved in
leadership and group dynamics training for the Connecticut Interracial Commission.
Lewin’s ideas greatly influenced his colleagues, who went on to become leaders in
what became the field of organizational development (OD). By 1947, Benne,
Bradford, and Lippitt created the National Training Laboratory in Group
Development in Bethel, ME, where they continued using the techniques they had
developed. The organization evolved into the NTL Institute, an organization that has
contributed to furthering understanding of the science of human relations.

Researchers were perplexed by the observation that attendees of NTL and other
similar programs praised the experience but were generally unable to translate those
experiences into changes in the workplace (Patten, 1989). Wilfrid Bion of the UK’s
Tavistock Institute posited a theory for this phenomenon in his studies of “group rela-
tions.” Bion concluded that individuals can neither be understood nor their behavior
changed outside of the groups in which they live and survive (1948-1951). Bion
believed that groups behave as a system. Eric Trist applied these and other Tavistock
concepts to actual organizations, translating them into what is now known as a
sociotechnical approach to restructuring work. This newly identified focus on groups,
teams, and the whole organization became an important connecting point in the the-
ory and design of OD and, eventually, organizational culture.

Once culture was on the radar screen of the research and consulting communi-
ties, it became a focus of exploration for the next three decades. As early as 1967, there
are written accounts stating explicitly that leaders and consultants sought to improve
culture at TRW (Davis, 1967). Robert Blake and Jane Mouton (1968) described clearly
and elaborately how organizational planning and management development (OD)
could be calibrated to yield corporate excellence. These early voices did not, however,
gain much traction. That came during the 1980s when many organizational
researchers addressed the relationship between culture, strategy, and performance
(Kennedy & Deal, 1982; Wilkins & Ouchi, 1983; Barney, 1986; Schein, 1983; Hofstede,
1980). The evidence presented by Peters and Waterman (1982) identified cultural
characteristics of successful companies and built a theory of excellence that opened
the door to understanding the relationship of excellence and culture (Carroll, 1983;
Van de Ven, 1983). Dennison (1984), using survey-based culture measures, showed
that perceived involvement and participation on the part of organizational members
predicted both current and future financial performance. In addition, Gordon (1991)
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found that high- and low-performing companies in the banking and utilities indus-
tries had different culture profiles. Kravetz (1988) demonstrated that management
practices fostering participation, autonomy, and creativity were closely correlated with
objective indicators of organizational performance.

Careers at the individual and organizational level of analysis were a big emphasis
in studies done during this period. Examples of organizational-level writing include
work on the following:

The ways reward systems motivate managers (Whitley, 1987)

Internal and external labor market theory and demography (DiPrete, 1987
Hachen, 1992; Osterman, 1984; Pfeffer, 1985)

Organizational ecology (Haveman & Cohen, 1994)

The use of labor market theory to link career systems with the strategic
behavior of companies (Sonnenfeld & Peiperl, 1988)

Organizational socialization practices are key in both transmitting and perpetu-
ating organizational culture (Louis, 1990; Trice & Beyer, 1993). Socialization is typi-
cally defined as a learning activity, focusing on what and how newcomers learn as they
make the transition from organizational outsider to insider (Fisher, 1986). Therefore,
socialization is considered effective when newcomers come to understand and accept
the organization’s key values, goals, and practices (Schneider & Rentsch, 1988). To be
compatible with a high-performance culture, socialization needs to be approached as
a process of establishing a relational network that facilitates continuous learning in
order to understand and meet changing organizational demands (Major, 2000).
Organizations that provide newcomers with stronger support systems find their
employees have fewer adverse psychological issues related to job performance than do
new hires in corporations that provide less support (Ruben, 1986). Research shows
that quality relationships with organizational insiders can even help newcomers over-
come the negative effects of unmet expectations (Major et al., 1995).

Culture and Corporate Performance

Corporate culture is believed to influence key aspects of business performance, such
as innovation, customer focus, adaptability to change, and organizational learning.
Some experts say it is also the defining factor in the areas of employee engagement,
loyalty, and retention (Towers Perrin, 2007a; Towers Perrin, 2007b; Roach, 2006;
“More than Job Demands,” 2006; Smith, 2005). When companies “get the culture
right,” success often seems to naturally flow (Saltzman, 2007; Wahl, 2005; Calfee &
Sheridan, 2005; Probst & Raisch, 2005). But when they get it wrong, failure often
seems inevitable (Neuman, 2007; Probst & Raisch, 2005).

A landmark 1992 study by J. Kotter and James Hesket concluded that, over a
10-year period, “companies that intentionally managed their culture effectively out-
performed similar companies that did not. Their findings included revenue growth
of 682% versus 166%, stock price increases of 901% versus 74%, net income growth
of 756% versus 1%, and job growth of 282% versus 36%” (Warshawsky et al., 2006).

Companies that manage culture well can also benefit in specific performance
areas. Organizations with innovation-friendly cultures, for example, tend to be more
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profitable, enjoy faster growth, create more jobs, and have a more productive work-
force than their non-innovative competitors, even in mature industries (Franko, 1989;
Capon et al., 1992; Baldwin & DaPont, 1993). A recent American Management
Association (AMA) study, The Quest for Innovation (2006), discusses at length the
importance of an innovative culture. In such cultures, customers were found to be the
number one driver of innovation, and the ability to focus on customers was viewed as
the top-ranked factor for developing an innovative culture. Insurance expert Bruce W.
Gordon has stated that a new product’s success depends less on the creation itself than
on the culture and its ability to get that across to the customer (Gordon, 2005).

Culture is also highly related to adaptability to change. The literature on culture
change tends to begin with Lewin’s three-stage model for change in which the con-
cepts of unfreezing, moving, and freezing are highlighted (1997). In many ways, this
model served as the organizational-change standard for decades. Implicit in the model
are the premises that (1) there is a culture that must be unfrozen so a new and better
culture can be introduced and (2) strong cultures are better than weak cultures.
Culture was seen as a stabilizer, a conservative force, a way of making things meaning-
ful and predictable.

However, over time it was seen that cultures that are intrinsically strong are also
resistant to change. In fact, Sathe (1985) and Strebel (1994) argued that organizations
with weak cultures are actually better in some respects because they are more flexible
and adapt more easily to external change. Current thinking suggests that some
elements of culture can be strong as well as conducive to organizational flexibility
(Sathe & Davidson, 2000). Changes in the world have driven the need for flexibility
and adaptability. Business has become more complex, more fast-paced and culturally
diverse (Hesselbein et al., 1999; Global Business Network, 2002; Schwartz, 2003;
Michael, 1985, 1991). This means that organizations and their leaders must be able to
learn quickly and adapt to changes. Without guidance or thought, a changing culture
can grow in a negative direction and take the organization with it. Or the organization
might not fail per se but simply become less competitive in the marketplace
(Warshawsky et al., 2006).

Lawler and Worley say in the opening of their book Built to Change (2006):
“Excellence is about change. Most organizations simply cannot sustain excellent per-
formance unless they are capable of changing.” They recommend designing organiza-
tions so that they can be successful and change as needed. They believe that the major
reason organizations are not getting better at executing change is that existing theory
and practice in organization design explicitly encourage organizations to seek align-
ment, stability, and equilibrium. Lawler advocates for an organization that encourages
experimentation, learns about new practices and technologies, monitors the environ-
ment, assesses performance, and is committed to continuously improving perform-
ance (Lawler & Worley, 2006).

Others have come to the same conclusion and describe these organizations as
“learning organizations.” This concept is not a new one. It flourished in the 1990s, pri-
marily driven by the work of Peter Senge (1990, 1994). Current writers (Garvin et al.,
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Culture was seen as a stabilizer, a conservative force, a way of making
things meaningful and predictable.

2008) believe the early work on learning organizations was too conceptual and lacked
a concrete way for managers to assess where they were and where they needed to get
to. Garvin, Edmondson, and Gino (2008) developed an assessment, The Learning
Organization Survey, which they describe as a tool for building a learning organiza-
tion. Generally speaking, learning organizations have cultures and systems that allow
employees to continuously learn the kinds of things that will help them perform and
innovate more effectively, both as individuals and as a group.

Identifying a “Positive” Corporate Culture

There’s no such thing as a single “ideal” corporate culture. Every organization has
unique features and goals. But the literature generally supports the idea that there are
aspects of culture that are desirable to almost every organization, especially when
these features are associated with higher performance. For example, De Witte and van
Muijen (1999) suggest that, regardless of industry or size, an organization’s culture
should be in line with its strategy. The more that employees can clearly identify and
discuss their organization’s strategy, the more likely it is that the right culture can be
defined and encouraged.

Another component of culture that is widely pursued by many organizations is
the ability to innovate and change, as noted above. In today’s fast-paced global work
environment, organizations that encourage innovation and promote quick responses
to needed changes are more likely to solve problems successfully and not suffer from
the consequences of inflexibility or stagnation.

The idea of organizational trust is another feature that is widely viewed as a
positive feature. Andrew Edelman, a management consultant and professor at the
University of Phoenix, argues that most organizational cultures don’t do a very good
job of building trust and fostering a cooperative spirit (2006). A culture without coop-
eration and trust is associated with turnover and reduced profits. Mitchell and Yates
(2002) found that trust is especially important when organizations must maintain
partnerships between paid staff and volunteers.

It will be interesting to see if scholarship in this area can make more progress in
identifying the characteristics of positive cultures. Such research may be useful in
helping organizations intentionally manage their cultures in such a way as to boost
their levels of overall performance. We hope that this report is one step toward achiev-
ing that goal.
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The Factors That Influence
Corporate Culture

The proper management of corporate culture
requires understanding about what drives it, and,
even more important, which drivers are most

influential (Tellis et al., 2008).



»

CULTIVATING EFFECTIVE CORPORATE CULTURES »

Of course, given the encompassing nature of corporate culture, it’s not possible to dis-
cuss all the factors that influence it in today’s workplace. This section will, however,
focus on a number of factors that seem to have a significant impact. Before those fac-
tors are analyzed, we begin with a review of how corporate culture is defined within
the context of this study and the status of corporate culture today.

The State of Corporate Cultures

Defining Corporate Culture

Corporate culture is an amalgam of many things, including the values, morals, and
codes (both written and unwritten) that reveal “an organization’s true internal priori-
ties.” Wahl (2005) states, “It’s everything from how leaders communicate with
employees, what kinds of achievements are rewarded and in what way, how accounta-
bility is demonstrated, what kinds of people are promoted or hired, and who gets fired
(and how). These things can be subtly different from one company to the next. But
taken together, they speak volumes about the way a company does business, in a very
holistic sense and can have make-or-break results.”

The AMA/Institute for Corporate Productivity research team streamlined this and
other definitions of corporate culture into a single statement that was communicated to
those who participated in the Corporate Culture Survey 2008. It was defined as follows:
the shared values and beliefs that help individuals understand organizational function-
ing and that provide them with guides for their behavior within the organization.

Assessing Today'’s Corporate Cultures

The AMA/Institute for Corporate Productivity team used its scan of the business liter-
ature and several focus groups to help identify eight dimensions associated with what
the team terms a “positive corporate culture.” The more that organizations display
these eight characteristics, the higher their score on the

MAJOR FINDING

Relatively few organizations
score high on all eight of
these dimensions. Generally
speaking, the cultures of
most organizations do not
do an exceptional job of
fostering trust, encouraging
innovation, responding
quickly to changes, or
bringing out the best in
their workers.

AMA/Institute for Corporate Productivity Culture Index.
This index was then correlated with other corporate strate-
gies to gauge whether or not there might be a relationship
between having a positive corporate culture and success in
other areas, from strategy to market performance. As we
can see in Figure 1, these characteristics are significantly
correlated with overall market performance, as determined
by self-reports in the areas of revenue growth, market share,
profitability and customer satisfaction (collectively known
as the Market Performance Index throughout much of the
report). That is, the more likely that an organization is to
have these characteristics, the more likely it is to say it per-
forms well in the marketplace.

Out of the eight culture-based characteristics, cooperation seems to be the area
where today’s corporations are most likely to excel, with nearly half (48%) of respondents
saying they “have a cooperative culture” to a high or very high extent. Another 42% said
that, to a high or very high extent, “our corporate culture is aligned with our strategy.”
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Figure 1

To what extent do the following statements describe
your organization’s culture?

Percentage Responding to a High | Correlation with Market

Responses or Very High Extent Performance Index
We have a cooperative culture — 48% 2
Our corporate culture is aligned with our strategy — 42% 24%*
We have a culture that encourages innovation — 39% DD
We have a culture that encourages strategy execution — 39% 21%%
Our culture fosters trust — 36% 28
We have a culture that promotes quick responses to o
needed changes 34% 19
Our corporate culture brings out the best performance
; 32% 27**
in our employees
Decision-making authority exists at all levels, not just e

29% .19
top management

The Market Performance Index is determined by averaging the responses to four market performance questions
that cover revenue growth, market share, profitability, and customer satisfaction

**significant at p<.01

Editor's Note About Correlations: The correlation coefficient is used to measure the strength and the direction of
the relationship between two variables. For example, the closer a correlation is to +1, the stronger the positive
relationship between the two variables such that an increase in one variable is associated with an increase in the
other. But, just because two variables are found to be correlated does not mean that a cause-and-effect relationship
exists. When a correlation between the two variables is significant, for example at p<.05, you are saying that there is
only a 5% chance that these results would have occurred by chance. Stated differently, you can be 95% confident
that these results are not in error and that you would get these same results if you conducted this research again.
With a correlation of p<.01, which represents the majority of correlations reported in this study, you can be 99%
confident that these results are not in error.

Taken as a whole, these data reveal that relatively few organizations score high on
all eight of these dimensions. Generally speaking, the cultures of most organizations do
not do an exceptional job of fostering trust, encouraging innovation, responding
quickly to changes, or bringing out the best in their workers. The fact that only about a
third of companies said that their culture “brings out the best performance in employ-
ees” to a high or very high degree should be seen as especially problematic since, out of
the eight characteristics, this one is most highly correlated with market performance.

On the brighter side, over half of respondents reported that, to a high or very
high extent, their “organization is a good place to work.” The AMA/Institute for
Corporate Productivity team found this to be very strongly correlated with the
Culture Index. That is, a company that is viewed as a good place to work is also quite
likely to be seen as having a positive culture.

Whereas only 45% of companies are successfully meeting their goals to a high or
very high degree, those that are doing so are much more likely to score quite high on
the Culture Index. This suggests that the ability to meet organizational goals is related
to having a positive corporate culture.
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Figure 2

To what extent do the following statements describe
your organization’s performance?

Percentage Responding to Correlation with Correlation with Market
Responses a High or Very High Extent Culture Index Performance Index

Overall, this organization is
59% .68** 227/
a good place to work

Our company is successfully

L 45% .62%* 33%*
meeting its goals
We are operating at our 63t g

0,
potential 25%

**significant at p<.01

Determining How Long Corporate Cultures Have Been Maintained

Corporate cultures tend to be relatively stable over time, suggest the findings of the
AMA/Institute for Corporate Productivity Corporate Culture Survey 2008. The majority
of respondents, 63%, said their corporations have maintained their current culture for
six years or more. It’s worth noting, however, that many cultures have been in place
for 10 years or less, and only 23% of respondents said their corporate cultures have

been maintained for more than 20 years.
VIAJOR FINDING There are no significant correlations between the
There are no significant number of years that a culture has been maintained and
correlations between the the market performance of those companies, the study
number_ "f}_’ ears that a company | g0 This suggests that a more stable culture is neither
has maintained a culture and .
o good nor bad in terms of market performance. The study

the degree to which it has a . .

s also failed to find a correlation between the age of a cul-
positive corporate culture.

ture and scores on the Culture Index.

Gauging the Success of Transferring Cultural Knowledge

Although the majority of respondents indicated their corporate cultures have been in
place for many years, much of the essential cultural knowledge—we could term it
“cultural artifacts”—does not seem to be well known to all organizational members.
When asked how familiar employees are with a list of seven such artifacts, respon-
dents indicated that employees are most familiar with codes of conduct (59% said
employees are familiar to a high or very high extent) and organizational values (51%).
By contrast, relatively few said they think workers are familiar with the company’s
compensation system (35%), expectations of communications style (30%), and
business strategy (27%) to a high or very high extent.
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Figure 3

How long has your company maintained
its current culture?

0 to 5 years
16 to 10 years

11 to 15 years

16 to 20 years

More than 20 years

The fact that all these artifacts are highly correlated with the Cultural Index
indicates that the more employees are familiar with them, the more likely the com-
pany is to have a positive culture. These findings also suggest some major problems
and opportunities for organizations. Among these artifacts, the one that is most
highly correlated with market performance is business strategy, yet just 27% of

respondents said their organizations are familiar with
such strategy to a high or very high extent. This indi- >> MAJOR FINDING

cates that the leaders in most organizations are making The leaders in most organizations
a serious mistake by failing to clearly communicate the seem to be making a serious
organization’s strategy to the organization as a whole. mistake by failing to clearly

communicate the company's
strategy to the organization as
a whole.

It’s likely that doing so helps align the culture to the
strategy, boosting overall business performance.

External Drivers of Corporate Culture
As stated before, corporate culture is driven by many factors. The AMA/Institute for
Corporate Productivity Corporate Culture Survey 2008 directly asked about seven
specific external drivers, their current effect on the organization’s culture, and the
expected influence they will have in 10 years’ time.

When asked about the extent to which each of seven factors currently influences
their organization’s corporate culture, respondents gave their strongest support to
“current economic conditions.” It is the only factor that more than half the respon-
dents rated as having a high or very high influence on their culture.

Respondents were next asked to predict the influence of those same factors on their
corporation’s culture in 10 years” time. Current economic conditions remain the number
one factor, with 69% saying it would influence culture to a high or very high extent.
Respondents predicted that the other factors would also influence culture to a greater
degree in the future. In fact, the only factor that fewer than half of respondents saw as
having a high or very high future influence is the need to improve security, at 45%.
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Figure 4

In your organization, to what extent are employees
familiar with the following?

Correlation with
Percentage Responding to a Correlation with | Market Performance
Responses High or Very High Extent Culture Index Index

Code of conduct 59% A0** L10%*

|

I

Organizational values 51% 56%* J16%*
Organization structure _ 45% AB** .05

Mission statement _ 40% A45%* 10**
Compensation system _ 35% 39%* 07%*
Expectations of communication style _ 30% .57** L12%*
Business strategy P 27% .56%* L19%*

The Culture Index is determined by averaging the responses to eight questions aimed at determining whether
an organization has a positive corporate culture.

The Market Performance Index is determined by averaging the responses to four market performance questions
that cover revenue growth, market share, profitability, and customer satisfaction.

**significant at p<.01

Correlation is not causation, but the data indicate that each of the seven drivers
is significantly related to the Culture Index. These positive correlations suggest that
companies that react—and plan to react—to these external drivers are more likely to
have positive corporate cultures. In other words, adjusting to external drivers makes
sense from a cultural perspective.

That’s especially clear with the concept of work/life balance. It is ranked sixth in
importance of the seven factors that respondents believed affect their organization’s
corporate culture to a high or very high extent. However, it is number one when
looked at from the perspective of correlation to the Culture Index. It appears that
organizations that allow work/balance issues to influence their cultures are more likely
to have positive cultures both today and in the future. This finding raises the possibil-
ity that, to create more positive cultures, some companies should shift to a greater
emphasis on the work/life balance needs of the workforce.

Another interesting finding is that “globalization” is the driver most highly
correlated with market performance. The more an organization reports that globaliza-
tion influences its culture, the more likely it is to be a better market performer.
Perhaps companies that seriously take globalization into account in terms of how
they manage their corporate cultures are more likely to have success in today’s global
marketplace.

1"
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Figure 5

To what extent do the following factors influence your organization’s
culture today, and to what extent do you anticipate they will influence
your culture in 10 years?

Percentage Correlation with
Responding to a High | Correlation with | Market Performance
Responses or Very High Extent Culture Index Index
Today:
Current economic conditions 61.3 .09** .02
Sustainability concerns 43.7 STIE .05
Talent shortages 43.3 25 .08**
Globalization 35.5 L10%* .20%*
The need to improve security 34.8 .09** .06*
The work/life balance needs of the workforce 34.2 2 .07%*
Changing demographics 31.6 L19%* .05
In 10 Years:
Current economic conditions 69.4 10** .06*
Talent shortages 66.2 o2 .07%*
Changing demographics 60.3 .09%* .03
The work/life balance needs of the workforce 59.3 Lk NO7E
Sustainability concerns 57.3 HO7 .04
Globalization 55.6 .08** 22055
The need to improve security 45.4 .06* .06*

* Indicates that the correlation is significant at the p<.05 level.
** |Indicates that the correlation is significant at the p<.01 level.

Economic Conditions
As noted before, economic conditions have been seen as the main external driver of

corporate culture. This is not surprising since financial success is most organizations’
primary goal and economic conditions have a direct

impact on the ability to attain that goal. Moreover, >> MAIJOR FINDING

economic downturns can deeply influence the man- “Economic conditions” is the only
agement of companies. After all, employees may be factor that more than half of the
subjected to layoffs, wage freezes, a decrease in benefits, respondents rated as having a
stagnation in compensation levels, increased hours and high or very high influence on
duties, or other management tactics designed to cut their culture.

costs. These cost-saving strategies can adversely affect

morale as employees work harder and longer while fearing for their jobs. This can
translate to lower overall productivity (Diamond, 2007), lower engagement (Towers
Perrin, 2007b), poor performance, and higher turnover (Roach, 2006). Those strategies
can also erode cooperation and trust, both of which are important components of the
AMA/Institute for Corporate Productivity Cultural Index.

Sustainability Concerns
One of the more surprising findings of the survey is that “sustainability concerns” is

12
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seen as the second most important factor influencing culture today. Forty-four per-

cent said it affects their corporate cultures to a high or very high degree. Even more—

57%—said sustainability will be an important factor in 10 years’ time, although its

ranking on the listing slips to number five.

Sustainability remains a relatively new business concept that is clearly viewed as

gaining importance in the area of corporate culture. One of the most common ways

MAJOR FINDING

“Sustainability concerns” is seen as
the second most important external
factor influencing corporate culture
today.

of defining sustainability can be traced to the 1987
World Commission on Environment and
Development, also known as the Bruntland
Commission. According to that group, sustainability
is “development that meets the needs of the present
without compromising the ability of future genera-

tions to meet their own needs” (The Dictionary of
Sustainable Management, 2008). Research has indicated that corporate America has
begun embracing sustainability as a top issue (A.T. Kearney, 2007) and the same is
true for organizations around the globe (Fahey, 2007; Newton, 2006).

Various studies, including AMA’s Creating a Sustainable Future (2007), show that
adopting sustainability practices requires “embedding” sustainability values into the
corporate culture. Wirtenberg and her colleagues (2007) found that values related to
sustainability were especially evident among European-based companies in their sam-
ple. One executive said, “You can’t talk to anyone [in our company] without them
speaking about doing things that make a difference for people. So there is this interac-
tion between the vision, the mission, and the culture that is all wrapped up in a his-
tory of paying attention to this kind of stuff.”

The relatively important role of sustainability is, of course, tied to increasingly
prominent issues such as environmentalism (e.g., concerns about global warming and
the pollution problems of high-profile nations such as China and India) and the ris-
ing cost of fossil fuel energy. But it also influences the ability of corporations to attract
better talent (Deloitte & Touche LLP USA, 2007; Odell, 2007) and the ability of organ-
izations to retain employees (White, 2005) who tend to say they are more satisfied
with their jobs and have a better view of senior management (Kenexa Corporation,
2007; Hintch, 2006). In short, sustainability issues become linked with talent issues.

Talent Shortages
Talent shortages are already of importance when it comes to corporate culture, and
they’ll become more important over time. Forty-three percent of respondents said such
shortages influence their organization’s culture to a high or very high extent, and that
number jumps to 66% when respondents were asked to look 10 years into the future.
That means that, out of these seven factors, talent shortages are projected to be second
only to economic conditions in terms of their impact on culture ten years from now.
It’s likely that companies are looking toward certain demographic shifts—including the
retirement of the Baby Boomer generation—and foreseeing talent shortages.

This is understandable. Without talent, it’s hard, if not impossible, to be innovative
and to produce quality products. It’s clear that organizations will modify their cultures in

13
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order to attract talent. Consider the related concepts of sustainability and corporate social
responsibility, for example. One survey, by Monster TRAK, an arm of online job-hunt site
Monster Worldwide, shows that 80% of young workers “are interested in a job that has a
positive impact on the environment” and that 92% would choose to work for “an envi-
ronmentally friendly company.” Another survey, by the Kenexa Research Institute, indi-
cates that workers whose employers have good corporate social-responsibility programs
are happier with senior management and stay at

their jobs longer. Kenexa interviewed workers in MAJOR FINDING
Brazil, China, Germany, India, the UK, and the U.S.
(Odell, 2007). These examples suggest that compa-

Out of the seven factors, talent
shortages are projected to be second

nies may modify certain aspects of their corporate only to economic conditions in terms
values to draw in new generations with new values in of their impact on corporate culture
order to become employers of choice during times of ten years from now.

labor scarcity.

Talent attraction and retention may be the most important influence on how
engaged employees become in their jobs (Towers Perrin 2007a; Towers Perrin, 2007b).
Highly engaged employees are less likely to quit their jobs and are more likely to per-
form better than workers who are more disengaged (Roach, 2006). On the other hand,
a bad culture can push employees into burnout and contribute to high turnover
(“More than Job Demands or Personality;,” 2006).

Globalization

As noted before, globalization is the driver most highly correlated with market perform-
ance, and this factor is expected to become considerably more important to culture over
the next 10 years. As a company expands into other countries and hires local employees,
those workers will bring their ideas, beliefs, and ways of doing things into the corpora-
tion. Moreover, corporations themselves must become more diversity-minded and stop
seeing issues from the perspective of a single nation or culture. Corporations will also
have to adapt to laws governing business behavior in those countries.

In some cases, this evolution toward a more global set of cultural values takes
place over years, as companies expand into new markets and are influenced by a newly
experienced national culture. But, in other cases, change comes quickly as U.S. compa-
nies acquire businesses in other nations or, as has become common, foreign businesses
acquire U.S. businesses. It’s important for companies to do their due diligence in such
conditions, taking steps to anticipate the kind of cultural incompatibilities that can
hinder the success of mergers. In some cases, organizations will need to put in place
new education and communication programs to make corporate leaders and employ-
ees more sensitive to other cultures and sets of values.

It is not only those companies that go global that feel the effect of ethnic diver-
sity. As U.S. companies hire immigrants, they also bring their ideas and culture into
the workplace. Just consider, for example, the change in corporate acceptance of
Muslims. Today, a growing number of companies provide prayer rooms. Others pro-
vide special foods in the cafeteria, and some provide affinity groups to let like-minded
employees get together. Such programs are bound to influence corporate culture.

14
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Work/Life Balance Concerns
As noted before, work/life balance is more strongly correlated to the Culture Index
than any other external driver of culture. Culture plays a major role in helping people

balance their personal and professional obligations, especially if there are family obli-

gations involved.

Other studies have highlighted the importance of work/life balance issues.

Work/life balance was considered the second most likely societal trend to have a major

impact on the workplace by more than half of 1,232 HR professionals surveyed by the

MAJOR FINDING

Work/life balance is more
strongly correlated to the
Culture Index than any
other external driver.

Society for Human Resource Management. Fifty-one percent
of those surveyed considered work/life balance second only to
technological advances in communication in terms of
impact. The HR professionals expect that employees will
demand teleworking options, more time off, and flexible
work arrangements in the coming years, partially because of

the trend among Generations X and Y to value work/life bal-
ance more than retirement benefits and health care (Schramm, 2006).

Sometimes these balance issues are related to family responsibilities. U.S. women
are so displeased with the poor quality of their work/life balance that 52% expressed
willingness to take less pay if it would afford them more time to spend with their fam-
ily, according to a survey by the online job site CareerBuilder.com. The site’s survey of
more than 600 full-time female employees found that about 40% admitted missing
significant events experienced by their children during the preceding year (“American
Moms Demand Better Work-Life Balance,” 2006).

But it isn’t only women who are dissatisfied with work/life balance in regard to their
children. More fathers have been opting out of work to stay home and care for their chil-
dren, with a 29% increase of such men since 1993, according to an analysis of U.S. Census
Bureau data by Challenger, Gray & Christmas. From 1993 to 2003, the number of men
consciously choosing to become stay-at-home dads, with at least one child under the age
of six and their spouse being the only source of income, rose from 230,000 to 300,000.
Growing interest in work/life balance by fathers, especially among Generations X and Y,
is causing employers to consider more flexible work options for men (Gurchiek, 2005).

Time will tell how these trends play out in the future. Difficult economic times
can reduce work options and make it hard for parents and others to balance work
with personal lives. But the data suggests that—if they have a choice—most people
will choose jobs that give them more options in this area.

Other Drivers of Culture

Mergers and Acquisitions

The AMA/Institute for Corporate Productivity Corporate Culture Survey 2008 also
inquired about other circumstances that can have a major impact on corporate
cultures. One of those is mergers and acquisitions. Among respondents to the study,
26% said their organization had gone through a merger over the previous five years.
Of those, less than a quarter—22%-—said their organization was successful to a high
or very high extent in creating a unified corporate culture after a merger.
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This is alarming but not surprising. Merging organizations is extremely difficult
to pull off and the number one reason for failure seems to be the cultural clash between
the merging parties (Boglarsky, 2005; Carleton &

Stevens, 2004). The failure to understand and >> MAJOR FINDING

mesh with a company’s corporate culture is the The study shows a strong relationship

cause of many lost jobs, especially after mergers between scoring high in the Culture

(Smith, 2005). Index and reporting that a merger was
The good news is that having a positive a success in creating a unified culture.

corporate culture seems to boost the chances for
success. That is, the study shows a strong relationship between scoring high in the
Culture Index and reporting that a merger was a success in creating a unified culture.
There is also a high correlation between success in creating a unified culture and
market-performance success.

Outsourcing Partnerships

As more organizations become engaged in outsourcing relationships with vendors,
there’s a danger that these relationships could erode or conflict with current corporate
cultures. Outsourcing the recruitment function, for example, could result in the hiring
of more employees who do not fit well into the current culture.

Keeping such conflicts in mind, the AMA/Institute for Corporate Productivity
study asked respondents about the importance that their organizations attach to their
outsource partners’ cultures. About 47% said that an outsource partner’s culture is
highly or very highly important, and another 32% said it is moderately important.

Figure 6

To what extent was the merger successful
in terms of creating a unified culture?

3.2%

" Not at all

[ Small extent
Moderate extent

7 High extent

Very high extent

Correlation with Culture Index = .54**
Correlation with Market Performance Index = .37**

**significant at p<.01
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Figure 7

How important is it that any outsource
partner’s culture is compatible to yours?

8.4%

Not at all
Slightly important

[ Moderately important
Highly important

1 Very highly important

Correlation with Market Performance Index = .10**
Correlation with Culture Index = .35**

**significant at p<.01

Our analysis found that the higher the importance attached to a partner’s culture, the
higher the respondents tended to score on the Culture Index. This suggests that com-
panies that take an outsource partner’s culture into consideration can avoid, or at least
lessen, the erosion of culture that potentially comes with outsourcing arrangements.

Organizational Structure and Other Factors

Does the structure of an organization affect corporate culture? This study suggests that
the answer is yes. The more hierarchical an organization is, the less likely it is to score high
on the Culture Index, even if we take out one of the components of the Index (“decision-
making authority exists at all levels, not just top management”) that might “prejudice”
these findings. The study also finds a small but significant negative correlation between
the degree to which an organization is hierarchical and its market performance.

Decentralization, on the other hand, appears to pay dividends. Organizations
that say they are decentralized to a greater extent also score significantly higher on
both the Culture and Market Indices. While there are probably multiple explanations
for these findings, it’s possible that, as many management thinkers have hypothesized,
decentralization is a more effective structure in fast-paced business environments that
require innovation, quick responses to changes, and trust.

This does not mean, however, that organizations should forego hierarchies alto-
gether. In fact, only 4% of respondents said their organization were not hierarchical at
all. But too much hierarchy is usually associated with slower decision making, which
might reduce performance and create a less effective culture.

Another finding worth noting is that organizations where “Six Sigma principles
are critical” are more likely to score higher on the Culture Index and the Market
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Index. In fact, out of the five factors listed in the table below, Six Sigma principles were
most strongly correlated with market performance. It appears that organizations that
use these principles—which represent a data-driven methodology for reducing defects
in products and services—are more likely to be successful in the marketplace. Perhaps
a rigorous orientation toward quality results in a more professional level of manage-
ment (and therefore higher performance), especially in industries such as manufac-
turing where quality has become essential for success.

Figure 8

To what extent are the following statements
true of your organization?

Percentage Responding to Correlation with Correlation with Market
Responses a High or Very High Extent Culture Index Performance Index

It is hierarchical _ 53% -.33%* -.05*

!t is in a highly regulated _ 50% .05 03
industry

Six Sigma principles - 14% 7% 4%
are critical

It has a strong union - 13% _06** _09**
presence

It is decentralized _ 20% DB 10%*

*significant at p<.05
**significant at p<.01
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Seeking State-of-the-Art
Practices for
Managing Corporate Culture

We’ve learned that corporate culture reflects an
institution’s distinctive code of behavior, language,
customs, and manner of operating. It distinguishes
the institution from other entities, and it is the
expression that can help determine business

success or failure.
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But what does it mean to have a state-of-the-art culture? After all, since virtually every
corporate culture is both complex and unique, experts find it impossible to craft a
one-size-fits-all strategy for creating an ideal corporate culture. Without trying to por-
tray an ideal culture, this paper will present some of the characteristics of culture-
related programs that are—based on survey results, focus-group discussions, and the
broader literature—associated with positive corporate cultures.

Specifically, we highlight how various practices relate to the Culture Index
(made up of the eight dimensions discussed in the previous section) and the Market
Performance Index (made up of self-reported information on revenue growth, market
share, profitability, and customer satisfaction). We also identify possible strategic
opportunities. Correlation is not the same as causation, of course, and these should
only be viewed as interpretations of the data. Moreover, these strategies will not work
equally well for all companies, and managers must judge which ones are most appro-
priate for their unique organizations. But these strategies can likely serve as useful
starting points for organizations that wish to improve their corporate cultures.

Again, in this report, we define corporate culture as follows: the shared values
and beliefs that help individuals understand organizational functioning and that pro-
vide them with guides for their behavior within the organization. For more informa-
tion on the Culture Index and the correlations used in these tables, please see Figure 1.

View Culture from a Performance Perspective

A majority of respondents said their cultures help their organizations encourage ethi-
cal behaviors, comply with regulations, and boost customer satisfaction to a high or
very high extent. These are clearly critical drivers of corporate culture today and will
be further discussed in this report.

Only a minority, however, claimed that their cultures boost productivity, maxi-
mize ROI, retain high-performing workers, or engage workers to a high or very high
extent. In short, most companies do not seem to be getting a lot of performance-
related behaviors out of their current cultures.

But those that do believe their cultures help with some of these performance
issues tend to score higher on the Culture Index. There’s a particularly strong relation-

ship between having a positive corporate culture and

MAJOR FINDING

If companies focus on generating a
more positive corporate culture,
they're more likely to see a boost
in productivity and talent retention.

having an engaged and satisfied workforce. Both
improving productivity and retaining high-perform-
ing employees are also strongly correlated with the
Culture Index. In short, it’s possible there’s a real
opportunity here for companies that wish to boost
performance. If they focus on generating a more posi-

tive corporate culture, they’re more likely to see a boost in productivity and talent

retention.

Organizations may also benefit from cultures that are seen as maximizing returns

on investment (ROI). The study shows that a strong correlation between cultures that

maximize ROI and reported market performance. There is also a statistical relationship

between market performance and cultures that increase customer satisfaction.
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Figure 9

To what extent does corporate culture help your
organization achieve the following?

Percentage Correlation with
Responding to a High Correlation with Market Performance
Responses or Very High Extent Culture Index Index
Encourage ethical behavior — 69% oSS G
Comply with regulatory policies — 66% B L10%**
Increase customer satisfaction _ 52% 61%* .26%*
Boost resiliency in the face of challenging times_ 40% .65%* B
Increase workforce diversity _ 39% A6%* .09%*
Retain high-performing employees _ 38% 67%* 23%*
Improve productivity _ 38% (575 LA
Maximize return on investment _ 35% 6ilk B
Increase satisfaction of employees _ 31% olJREE LA
Build outsourcing relationships _ 30% A3F* SlE
Engage employees effectively _ 29% N/ 2
Increase global competencies _ 29% 39%* 22%*
Decrease carbon footprint _ 20% 37%* J16%*

**significant at p<.01

Harness Culture to Facilitate Change and Manage Talent

An analysis of the AMA/Institute for Corporate Productivity Corporate Culture Survey
2008 shows that, while many management practices have a correlation with the

Culture and Market Performance Indexes, these are the strategies with the strongest

overall relationships:

m Facilitation of change initiatives

m Talent management
m Leadership development

Yet, only a third or less of respondents rated their organizations as good or very

good at facilitation of change initiatives (27%), talent management (31%), and leader-

ship development (32%). This illustrates that there’s a significant opportunity for

many organizations to boost their performance in these areas by harnessing and nur-

turing a positive corporate culture.

The Facilitation of Change

The facilitation of change initiatives is especially interesting. Some previous theories

about culture have assumed that “strong cultures” are actually averse to change. That
is, the stronger the culture, the harder it is to transform the organization, even if those
changes are for the better. This study shows, however, that positive cultures (as defined
by the Culture Index) are strongly related to the facilitation of change initiatives.
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Figure 10

How would you rate the following management
practices in your organization?

Correlation with
Percent Choosing Correlation with Market Performance

Responses Good or Very Good Culture Index Index

Employee training — 40% .45%* A1**
Rewards and recognition — 36% oS L19%*
Leadership development — 32% 60** 9%
Talent management _ 31% .65%* .18%*
fee.z(ib:scsléstson'ml:ggesrjrveys, focus groups) _ 30% -56%* 16%*
Discipline process _ 30% 40** 2%
Facilitation of change initiatives _ 27% .68** R0
HR information systems _ 26% 37*% .09%**
Coaching _ 24% 56%* 15%%
On-boarding _ 23% 37%* A5%%
Teambuilding exercises _ 23% .56** 6%*
Succession planning _ 22% 51** 18%*
Selection programs _ 21% A2%* L12%*

**significant at p<.01

One major reason for this, of course, is that having a culture that “promotes

quick responses to needed changes” is one of the eight characteristics of a positive cul-

ture (see Figure 1). If business leaders stress values and attitudes that encourage

required changes, then the culture itself can boost adaptability.

There are, of course, many aspects to building change-friendly corporate cultures.
As AMA’s Agility and Resilience in the Face of Continuous Change (2006) study shows,
there are at least three primary levels on which organizations should focus when trying

to create a more agile company: individual, team, and organization. They need to focus

on an individual’s values and abilities because, “after all, the employee’s psychological,

physical, and intellectual capacities—such as his or her openness to change and the

ability to function in highly ambiguous situations...will determine whether and how

long a strategic change initiative can be sustained” (p. 21).

Companies must also look at the workgroup or team levels to nurture cultures

that can help facilitate change. AMA’s 2006 study notes, “Teams are easily disrupted

when leaders and members change, and each team member’s individual needs can

take precedence over his or her commitment to the team when severely stressed. It is,

therefore, impossible to think about building adaptive capacity without targeting both




CULTIVATING EFFECTIVE CORPORATE CULTURES »

individuals and teams.” Teams that are capable of quick responses and change should
have the following characteristics:
m Be good multitaskers, capable of doing many things at once
Have great persistence
Be active learners, quickly acquiring and applying new skills and knowledge
Have adopted the organization’s values and beliefs
Function well during pressure and stress
Be action-oriented, quickly taking advantage of situations

Have well-developed group skills (e.g., problem-solving)

Companies should also look at organization-wide change capabilities. This
requires creating not only a set of well-communicated cultural values that favor
change and agility but also policies, processes, systems, technologies, and structures
that allow the culture to express itself. For example, even if a corporate culture favors
change, embedded technological systems or corporate structures that slow response
times will stymie change initiatives.

Leadership Development
Leadership development refers to any activity that enhances the quality of leadership
within an individual or organization. These activities have ranged from MBA-style
programs offered at university business schools to high-ropes courses and executive
retreats. The success of leadership development efforts has been linked to three vari-
ables: individual learner characteristics, the quality and nature of the leadership devel-
opment program, and the genuine support for

behavioral change from the leader’s supervisor MAJOR FINDING

and organization (Baldwin & Ford, 1988). Only about a third of respondents said
Culture plays a role in all three of these their organizations are good or very

variables. That is, culture helps determine the good at leadership development.

type of managers who are drawn to the organi-
zation and whom the organization is willing to hire. A more positive corporate
culture can be created if the company recruits leaders who can encourage coopera-
tion among workers, bring out the best performance in workers, know how to
delegate decision-making authority to maximum effect, and encourage innovative
behaviors.

Culture also helps shape the quality and nature of leadership development
programs. In fact, a 2005 global study of leadership, Leading Into the Future, by the
American Management Association clearly shows that “inadequate leadership devel-
opment program content” and “lack of supportive culture” were among the top four
barriers to the successful development of leaders (p. 26). The quality of leadership
development programs is largely determined by the organization’s ability to develop
traits important to the organization (e.g., the ability to align culture with strategy).
The quality of such programs is also driven by the ability of the organization to
identify high-potential employees who share and express the values of the organiza-
tion. Mentoring, coaching, and feedback styles are influenced by culture as well
(Leskiw & Singh, 2007).
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And, of course, the culture largely determines the support for behavioral change
from leaders. One of the primary characteristics of organizations with good leader-
ship programs is simply their commitment to the process. This commitment needs to
be ingrained in the larger corporate culture.

Talent Management

Leadership develop is often viewed as a subset of talent management or human capital
management. Companies that excel in this area are strategic and deliberate in how
they source, attract, select, train, develop, retain, promote, and move employees
through the organization. The term also includes how companies drive performance
at the individual level: that is, performance management. Talent management gener-
ally implies a useful integration of these functional

MAJOR FINDING

Not only talent management but
also its components are linked
with positive corporate cultures.

components.

It should be noted that a number of other talent
management components were also asked about in
the AMA/Institute for Corporate Productivity Corporate

Culture Survey 2008. All of these items—including
training, rewards and recognition, coaching, on-boarding, succession planning
and selection—are also significantly correlated with a positive corporate culture.

But why would there be such a strong correlation between a positive corporate
culture and talent management? There are likely multiple answers to this question.
First, a positive culture makes it easier to attract and retain skilled and talented per-
sonnel. Working in cooperative and innovative organizations tends to be attractive to
skilled job seekers. Second, a positive culture is, by our definition, one that can “bring
out the best performance” in workers. This implies effective performance manage-
ment, training, and development systems. Combined with engagement and rewards
programs, these systems are used to boost performance levels.

A third reason is that talent management decisions are often driven by a set of
organizational core competencies as well as position-specific competencies. The com-
petency set may include knowledge, skills, experience, and personal traits (demon-
strated through defined behaviors) associated with the needs within the culture. That
is, the competencies wind up reinforcing the desired culture if the talent management
program is effective.

Look Beyond Leadership to Strategic Direction and
Talent Development
Some definitions of culture emphasize behaviors as well as values and beliefs. To
shed light on the drivers of behaviors, the AMA/Institute for Corporate Productivity
study asked about which organizational practices influence corporate behaviors.
The top response, by far, was that the leadership practices and behaviors are most
likely to influence other behaviors in organizations, with 61% saying this is true
in their organizations to a high or very high extent. “Communication from senior
management” was also cited by a majority of respondents (52%) to that same
high extent.
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Figure 11

To what extent do these organizational practices
influence behaviors in your organization?

Percentage Responding to a Correlation with | Correlation with Market
Responses High or Very High Extent Culture Index Performance Index

Behavior of leaders 61% A1x* 1x*

l

Communication from senior 52% 47*%* 14%*

I

management

Key processes in the organization _ 44% A2%% SAleF
Structure of the organization _ 44% .38%* Alba
Strategic direction of the company _ 43% .56%* .18%*
Talent development _ 35% 53%% 18%*
Performance measures _ 34% A7** 19%*
Talent recruitment _ 33% A9** 16%*

**significant at p<.01

These responses make it clear that leaders and their communications practices
are prime movers of behaviors in organizations. This is not a great surprise, given the
hierarchical nature of most businesses today.

Employees are obligated to take their direction >> MAJOR FINDING

from leaders, and this includes not only listening Don’t underestimate the influence of

to their words but, perhaps even more so, watch- leaders. They and their communications

ing their behaviors. practices are prime movers of behaviors
Given these findings, we should not under- in organizations.

rate the importance of leadership’s role in driv-

ing behaviors. However, organizations should also look beyond leadership to other
practices, especially the “strategic direction of the company” and “talent development.”
Only 35% of survey respondents said that, to a high or very high extent, talent devel-
opment influences behavior in their organization. And just 43% responded that, to

a high or very high extent, behaviors are influenced by the strategic direction of

the company.

Yet, compared with leadership behaviors and communication, these two practices
are not only more highly correlated with the Culture Index but also, along with
performance measures, more highly correlated with market performance. These
practices may well represent opportunities for organizations to create more positive
corporate cultures.
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In the talent development process, companies can encourage the type of behav-
iors associated with positive corporate cultures. Likewise, when setting new strategic
directions for the organization, they can pay greater attention to what employee
behaviors are required to achieve strategic goals.

This should aid in the organizational alignment process. A 2007 AMA survey
on high-performance organizations shows that a consistency of strategic approach
was among the biggest differentiators between the high-performing organizations and
their lower-performing counterparts. That survey found that the single most widely
cited strategic practice among high-performing organizations was “my organization’s
philosophy statement is consistent with its strategy.” And the strategic practice in
which high performers outstripped low performers the furthest was “organization-
wide performance measures match the organization’s strategy,” followed by “my orga-
nization’s strategic plan is clear and well thought out.”

Clearly Communicate Your Organizational Values to Everyone
Values are a critical component of corporate cultures, and nearly half of responding
organizations (48%) said their organizations provide “clear communication and values
to all employees.” This is not only the most commonly engaged-in activity from this

MAJOR FINDING

question set, but it is also the one most highly correlated with the
Culture Index and has the second-highest correlation with market

Instilling values and ethics is performance.
viewed as one of the predominant We can relate this back to the fact that over two-thirds of respon-
roles of corporate cultures. dents (69%) reported, to a high or very high extent, that their organiza-

tional cultures help them “encourage ethical behaviors” (see Figure 9).
It’s very clear that organizations see instilling values and ethics as one of the predomi-
nant roles of corporate cultures.

To fulfill this obligation, however, corporate cultures must defend against send-
ing conflicting signals to employees. When AMA published its global study called The
Ethical Enterprise, it asked about the top three factors most likely to cause people to
compromise an organization’s ethical standards. The most widely cited factor, by far,
was the “pressure to meet unrealistic business objectives/deadlines,” cited by 70% of
respondents to that study. That report noted:

Boards of directors can be unforgiving in their treatment of CEOs who
miss key business objectives. Like professional athletes, CEOs are often seen
as only as good as their last “season.” So it becomes tempting for some exec-
utives to “bend the rules” to achieve the desired business results. And the
pressure to perform often cascades down the corporate hierarchy, with
executives pushing their subordinates to meet business objectives that they
might feel can be achieved only by cutting ethical corners (p. 55).

The way to prevent such pressure is to ensure that values and ethics—not just
performance goals—are clearly communicated throughout the organizations. Leaders
who skip this essential managerial step could easily find that their organizations
become involved in unforeseen scandals.
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Figure 12

in the following activities?

To what extent does your organization engage

designed for remote employees

FW%

Percentage Responding to a Correlation with | Correlation with Market
Responses High or Very High Extent Culture Index Performance Index
Provides clear communication of values I 5% . .
to all employees
Provides communication technologies
g ] [ 46% 32%x oA
for workgroups in different locations
Provides training and development for
[ 34% A1** 4
employees who work remotely
Provides sufficient budget resources for
periodic face-to-face meetings among | 33% .38%* 5%
team members from different locales
Provides career development for all I 30% 5ok 15%*
employees
Provides succession planning that I 23% 45+ 1%
includes remote leaders
Provides leadership development that
19% A0** A
focuses on leading from a distance M 19%
Provides teambuilding opportunities 46%+ 134

**significant at p<.01

Don't Forget to Include Those Who Work Remotely

Today, a growing number of organizations are geographically dispersed but techno-

logically connected, if not fully integrated. Under these circumstances, there’s a danger

that corporate cultures can become fractured, splintering into many different, and

sometimes conflicting, types of cultures, and potentially causing dramatic misalign-

ments in organizations.

This study shows that the integration of employees and, especially, leaders who

work from remote locations is, in fact, a problem in many organizations.

Only about a third (34%) of responding organizations said that their organiza-

tions provide “training and development for employees who work remotely” to a high

or very high extent, only 23% said that “succession planning includes remote leaders”

to such an extent, and just 16% said their companies provide “teambuilding opportu-

nities designed for remote employees” to a high or very high extent. But, those organi-

zations that engage in these activities are significantly likely to score higher on the

Culture Index as well as on the Market Performance Index.

One practice that is especially highly correlated with a positive culture is provid-

ing “career development for all employees,” though only 30% of respondents said their

companies do this to a high or very high extent. So, expanding employee development

opportunities might be one way of improving corporate cultures.
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To what extent do the following statements describe leadership styles
(of VPs and C-level employees) in your organization?

Percentage Responding to
a High or Very High Extent

Correlation with
Culture Index

Correlation with Market
Performance Index

Responses

This organization rewards

leaders who are task oriented 39% G vy

This organization rewards
leaders who are relationship
oriented

34% A5%* S

Our leaders use an
empowerment style to
direct employees

33% B7%* IO

Our leaders use a command-

and-control style of directing 34% -31** -.07**

LiLIL

**significant at p<.01

To Lead Well, Empower Others

The style displayed by senior leaders influences the type of culture within an organiza-
tion. Leaders who “use an empowerment style to direct employees” show the strongest
correlation to a positive culture and market performance. The relationship to the
Culture Index is not surprising, given that one feature of a positive culture, as this
study has defined it, is one where “decision-making authority exists at all levels, not
just top management” (see Figure 1). But the correlation with the Market
Performance Index supports the contention that an empowerment style is indeed a
signature of a high-performance corporate culture.

Developing an Empowerment Style of Leadership

One way an organization can ensure that leaders have an empowerment style is through decision-
making. High levels of employee empowerment are shown when a workgroup acts in the follow-

ing ways:

= Defines the problems it must solve or decisions it must make

= Plans how it will solve problems and make decisions

= Spends ample time discussing problems that must be solved and decisions that must be made
= Implements and evaluates its solutions and decisions

Note the absence of the word “leader” in this description. Power has effectively been transferred
to the group. Cohesion among group members is another strong indicator of empowerment.
The group resolves conflicts quickly. Members cooperate, and conflicts are brief and task related.
Fundamental to a definition of empowerment is high performance in the group. Work and the
accomplishment of goals are the reasons for the team to exist.
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In contrast, leaders who use a command-and-control style of directing are nega-
tively associated not only with the Culture Index but with the Market Performance
Index as well, indicating that a command-and-control style can have negative reper-
cussions for companies.

It’s interesting to note that there is no consensus in these statements about lead-
ership styles. That is, there is no case in which even a majority of respondents said
their leaders display any of these styles to a high or very high extent. This is likely
because high-level managers utilize a variety of leadership styles, depending on the
specific context of what they’re managing. Empowerment may not be the one best
style of leadership in every circumstance. However, this study clearly indicates that,
generally speaking, empowerment and a relationship-oriented style of leadership are
superior in terms of forging a positive corporate culture.

Develop Leaders Who Model Desired Behaviors and

Align Programs with Culture

The AMA/Institute for Corporate Productivity survey suggests that there’s good news
and bad news when it comes to leadership behaviors in today’s organizations. The good
news is that a majority (64%) of respondents reported that, to a high or very high
extent, their organizational leaders are
“highly ethical,” and 57% said their lead-
ers align work to organizational business

The Characteristics of a Good Listener

Asking for the opinions and ideas of others

needs to a high or very high extent. . ) ) )
8 Y g Avoiding overreaction or other inappropriate

These behaviors are correlated with hav- emotional displays

ing a positive culture, and the alignment Being accessible

of work to business needs more strongly s memeimg it e

relates to market performance than any g et e el

other leadership behaviors listed. Acting as a sounding board

The bad is that f th . ‘ :
¢ bad news 1s that many of the Noticing nonverbal behaviors that may signal

leadership behaviors considered in this unexpressed concerns of associates

question are not widely exhibited Asking for clarification to enhance understanding
among responding firms. Only about a
quarter of respondents reported that, to
a high/very high extent, their leaders are using rewards and recognition well or are
good listeners. Only about a third (35%) said their leaders are making sure programs
support the culture, and just 41% said their leaders are modeling the desired behaviors.
Yet, many of these are critical leadership qualities that, when available, are
strongly correlated with positive cultures. This is especially true of making sure that
programs support the desired culture, modeling desired behaviors and being a good
listener. To the degree that organizations can promote better leadership behaviors in
these areas, they probably increase their chances of creating a more positive and effec-
tive organizational culture.
This study supports the often-heard contention that it’s important for leaders to
“walk the talk” Leaders do not just make decisions and give orders. They are highly
scrutinized by their employees, who seek out inconsistencies between messages and
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Figure 14

To what extent do the following statements describe
all leaders’ behavior in your organization?

Correlation with
Percent Choosing High Correlation with Market Performance
Responses or Very High Extent Culture Index Index
They are highly ethical — 64% 49%* RV
busiess needs oo eon! _ 57% 1% 21
They celebrate successes _ 41% SEk* 14%%
They model desired behaviors _ % 6% 1o
oy ke e progrems suvort. s
They are strong communicators _ 32% 59%* SlEFEE
They are emotionally self-aware _ 27% BSOS Bl
They are good listeners _ 26% .64** 15
;I,'vheeily use rewards and recognition _ 23% 61%* 1gxx

**significant at p<.01

behaviors so that they will know the truth of how to “really act” within their cultures.
Leaders who model desired behaviors send clear cultural signals.

In the same vein, leaders need to ensure that programs are consistent with the
culture as a whole. That is, they not only need to model consistent behavior, they need
to make sure their organizations’ programs, procedures and reward systems reflect the
values of the culture as a whole. If the values state that customer satisfaction is an
important value, but a specific procedure or rewards system (for example, rewarding
employees for spending less time per customer problem) makes it difficult for cus-
tomers to get answers to their product questions, then there is a disconnect between
the procedure and the espoused value. Ultimately, unless this conflict is remedied by a
leader, this disconnect will impact the cultural values of the organization, sending a
message to employees along the lines of “we like to say customer satisfaction is impor-
tant but, in reality, it’s not that big a deal.”

Consider Using More Mentoring Programs

One of the secrets to hiring and retaining top talent is making certain that employees
can be successful in the current corporate culture. While most organizations do the
basics, such as distributing handbooks to new hires, relatively few respondents said
their organizations—to a high or very high extent—give applicants a realistic preview
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Figure 15

To what extent does your organization use these
practices for new hires?

Percentage Responding to Correlation with Correlation with Market
Responses a High or Very High Extent Culture Index Performance Index

Distribution of employee
55% 22|55 .05
pandbook I -

Structured interview

process (i.e., all applicants _ 45% 30** -02

asked the same questions)

Applicants given a realistic

job preview before being _ 38% A2** Tlgpes

hired

Mentoring program F 17% 53** 2%

**significant at p<.01

of the job before they are hired. This means
that new hires are more likely to come into >> VIAJOR FINDING

a job—and a corporate culture—without Mentoring programs may be among the
most effective tools for creating a positive

corporate culture, one where new hires have
the opportunity to really learn the culture
and their roles within it.

being prepared for it. Under these circum-
stances, it becomes more likely that a new
hire will be dissatisfied or ineffective once he

or she truly understands the job and culture.

The study also shows that relatively
few organizations use mentoring programs to a high or very high extent, even though
these are strongly correlated with the Culture Index. It appears that mentoring
programs are among the most effective tools for creating a positive corporate culture,
one where new hires have the opportunity to really learn the culture and their roles
within it.

In a Merger, Emphasize Communication

Among respondents to the AMA/Institute for Corporate Productivity Corporate Culture
Survey 2008, about a quarter said their organizations had gone through a merger over
the previous five years. Those who had been through a merger/acquisition were asked
about the types of actions that they’d taken during that period.

Forty-two percent said that, to a high or very high extent, “all changes were ana-
lyzed from the perspective of business needs.” This strategy is not only significantly
related to the Culture Index but is also the action that was most strongly correlated
with market performance.
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Less commonly cited was a “proactive communication strategy,” which was used
to a high or very high extent by only a third of respondents. This strategy is more
highly correlated with a positive corporate culture than any other practice, and it has
the second-highest correlation with market performance. Another important com-
munication practice involves “dialogue sessions to work through difficult issues.” This
is also strongly linked to the Culture Index, yet it was used by just 29% to a high or

very high extent.
This data suggests that such communication
MAJOR FINDING strategies are sorely underutilized by companies dur-
Better communication strategies ing a merger, which may help explain why only a fifth
seem to be one clear strategy for of respondents said their mergers had been successful
creating a more unified and positive to a high or very high extent. Better communication
corporate culture after a merger. strategies seem to be one clear strategy for creating a

more unified and positive corporate culture.

It should be noted, however, that all of these actions are correlated with the
Culture Index to a significant degree, but none of them was used extensively by a

majority of organizations that had been through a merger. This suggests that there

are opportunities here. Companies that wish to boost their chances for more successful
mergers should consider leveraging such culture-related practices to a higher degree.

Figure 16

To what extent were the following actions
taken during the merger/acquisition?

Percentage Responding to a

Correlation with

Correlation with
Market Performance

1

Responses High or Very High Extent Culture Index Index
All changes were analyzed from the

perspective of business needs — 42% Aaxx 26
Leaders who were champions of the ) x .
new culture were promoted 35% 34 A7
Systems and processes that did not

support the new culture were replaced 34% A0 22%%
Leaders who didn’t support the

new culture were removed 33% 19%* 08

A proactive communication strategy

was established e R 2
HR practices were aligned to the _ 329 A% 6%
new culture

Dialogue sessions to work through 29% 53 17%%
difficult issues were established ° . :
Technology systems that talk to one

another as quickly as possible were 27% A4 JA9**
established

Teambuilding practices were used 18% 53%* 4%

**significant at p<.01
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Track Best Practices

For this study, the AMA/Institute for Corporate Productivity survey asked, “If you feel
your organization is good at managing its corporate culture, please share any ‘best
practices.” A review of the comments offered by survey participants indicates that
employees are taking note of how their organizations promote a positive culture.
Hundreds of respondents shared their thoughts concerning what they believe to be
the best examples of fostering a world-class corporate culture. Common threads run-
ning throughout many of the comments included those related to communication,
leadership, strategy, and values.

Communication

While the mantra to “communicate” resounds in the ears of most managers, knowing
exactly what to communicate is less clear. Many respondents focused on the impor-
tance of both the style and the content of management communication as having a
strong impact on a company’s culture. One survey participant spoke to the value of
specific feedback: “[We engage in] constant communication between managers and
their direct reports to nip any problems in the bud before they grow and before others
think that ‘problem’ behavior is ‘acceptable’ behavior.”

Another respondent made a case for a constant flow of communication as a way
to keep important aspects of culture at the forefront of employees’ minds: “This
organization is excellent at maintaining culture—done through e-mailed articles from
CEO and other senior management, which are discussed in team meetings. There are
also training sessions for new employees that are ONLY about culture, and there are
refresher/subsequent short courses. Cultural behavior is part of every employee’s regu-
lar reviews with their manager. There are also awards for those employees who exem-
plify culture.”

Strategic Initiatives

Another commonly shared best practice focused on strategic initiatives. Most employ-
ees know that setting the strategic direction of the organization is an activity reserved
for top management. That said, respondents expressed genuine appreciation when
management made an effort to enlist their thoughts (via blogs, wikis, and suggestion
forums) regarding strategic changes and initiatives and followed up with timely com-
munication. One manager said his or her organization now consults “the entire
organization and solicit[s] feedback on changes in [the] strategic plan to enlist sup-
port of all staff.”

Many other survey participants echoed these thoughts with best practices that
tie strategic plans to employee behavior and rewards/recognition. In other words, cul-
ture is “just talk” until it is tied to operating procedures and monetary remuneration.
One survey participant reported that “performance planning and evaluation processes
that are tied to strategic planning and objectives has been our most progressive com-
munication tool in an organization that is transitioning from an entrepreneurial
organization to a highly effective/well managed growth company.”
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Leaders

A third category of best practice responses addressed the significance of the role of
organizational leaders in making a positive culture a reality. “It all stems from the top
down...when senior management works hard, communicates well, and is equally
invested in executing a stellar job, everyone on the team is equally as dedicated and ulti-
mately successful.” Other respondents commented on the fact that if leadership is going
to be an effective driver of a positive culture, then leadership cannot just come from the
top of the organization. Leadership skills and responsibilities must be pushed down
throughout the organization if the culture is really going to saturate the thinking and
behavior at each level. To this end, one respondent reported the following:

We have a leadership charter which everyone receives and is expected to
abide by, which encourages leadership in every single employee. We have a
detailed code of conduct and ethics reporting system which holds people
accountable for all their actions. We give out a President’s Award annually
in 4 categories (Safety Performance, Teamwork, Innovation & Service and
Commitment) on a peer nomination basis which encourages people to
strive for success.

Values

Finally, many of the shared best practices addressed the impact of values, ethics, and
codes of conduct on the organizational culture. In general, the comments suggested
that the more clearly and directly values are identified and communicated, the more
likely they are to affect employee behavior. While attempts to convey values in a gentle
or subtle manner may be well intentioned, employees tend to see this as indecisive and
confusing. A strong culture is a result of clarity in terms of what an organization val-
ues as well as clarity in terms of how those values are communicated. When leaders’
behaviors don’t align with espoused values, employees are at a loss as to what is
expected of them personally. As one respondent stated, “The culture comes from the
top, the leaders must walk the talk, preach the company values and reinforce the
importance and impact our culture has on the employees, the customers and the sup-
pliers” Another survey participant explained how his company links values and
desired behavior: “Core values for the firm are clearly articulated, and are a manda-
tory part of the goals for each employee.”

The range of best practices communicated in this study demonstrates how
much time and consideration many organizations put into their thinking about cor-
porate cultures. The responses indicated very little skepticism about the concept of
corporate culture in general, though some respondents did indicate that their own
organizations have very little in terms of positive practices to offer. In the end,
responses to this question suggest that there is an array of effective methods for
managing corporate cultures.
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Strategy Forecast:
The State of Corporate Cultures
in the Year 2018

This section of the study is, in essence, a forecast
about how the concept and realities of corporate
culture will evolve over the next ten years. These
forecasts are based on findings from the Corporate
Culture Survey 2008, a review of the literature,

and research team discussions.
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Corporate Culture Will Become More, Not Less, Important
Some observers would like the whole idea of a “corporate culture” to go away, arguing
that it is to too vague and amorphous. In a competitive global society, however, it will
become more, rather than less, important. That’s because, in the highly multicultural,
technologically mediated organizations of 2018, it will be ever more critical for far-
flung organizations to forge unique identities both for customers and employees. This
will be part of the “branding” efforts that organizations embrace to maintain and
establish market share in an extremely competitive world.

The branding will not only be for customers, it will also be a major component
of the talent management process, starting with recruitment and then being
engrained into the on-boarding and development process. Today, companies often say
that “people are our greatest resource.” They will still make those claims in 2018, but
when they refer to “people,” they will increasingly refer to a complex web of relation-
ships, values, beliefs and behaviors that are unique to their institutions. Ultimately,
it is this web that is more important than individual contributors to maintaining a
competitive advantage.

The Gauging of Corporate Cultures Will Become

More Rigorous

Many of today’s organizations go to a great deal of trouble and spend considerable
sums of money to survey their workforces in order to gauge factors such as job satis-
faction, workforce engagement, relationships with peers and supervisors, etc. Such
surveys, often called organizational culture surveys, will become more widely adopted
even as they’re more rigorously statistically validated. They will focus on alignment
and performance as well as engagement and satisfaction. Such surveys will be based
on increasingly robust paradigms that establish the differences between healthy and
unhealthy corporate cultures.

There will be considerable debate over whether the criteria and responses associ-
ated with such surveys are too ethnocentric—that is, limited to specific national and
regional cultures. In the end, these debates will only strengthen the culture-measure-
ment tools. After all, global organizations will be on the cutting edge of these practices
and will be working toward corporate cultural methods that apply across a variety of
ethnic groups and nationalities.

Measuring corporate culture will not, however, be done merely through surveys,
focus groups, or similar practices. As talent management and enterprise resource
planning technologies become more sophisticated, data from day-to-day operations
will increasingly be fed into internal culture indexes to see if there are signs of unex-
pected or unwanted culture changes. For example, are turnover rates rising among
certain segments of employees? Do 360-degree performance reviews show less trust in
supervisors? Are customer complaints up, or has there been a slowdown in innova-
tion? Such data can be analyzed on an ongoing basis, giving managers and teams fore-
warning about cultural changes and allowing them to react more quickly if unhealthy
cultural proclivities seem to be emerging.
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More Organizations Will Develop Healthy Corporate Cultures
We believe that, in general, organizations will develop healthier cultures in the future.
But whether or not this turns out to be true depends on many hard-to-predict variables.
Will the world become more secure from conflict, terrorism, and other disasters in com-
ing years? Will a scarcity of natural resources and other factors have a severely negative
influence on the global economy? Will the concept of sustainability gain more ground?

Assuming that overall economic growth continues to rise and the world
becomes more rather than less secure, we believe that market competition will result
in healthier corporate cultures. These cultures will be associated with high-performing
organizations whose employees show relatively high rates of engagement and produc-
tivity (see Figure 9).

One reason for this forecast is that, as this study shows, a more positive culture is
linked to high market performance. Organizations will imitate the best performers in
their industries and these performers are more likely to have healthy corporate cul-
tures. Second, as this study clearly shows, talent shortages are expected to influence
cultures to a much greater extent over the next ten years (see Figure 5). To woo and
retain top talent, organizations must ensure that they have an attractive and healthy
culture that provides them with plenty of development opportunities and that it is
based on a spirit of cooperation, trust, and strategy execution. This study has found
that a company that is viewed as a good place to work is quite likely to be seen as
having a positive culture (see Figure 2).

A third reason for this is that both the research and technologies related to
tracking culture will become better, as noted in the previous section. Finally, demo-
graphic influences will ensure that companies have a more diverse workforce based
on age, gender, nationality, religion, ethnicity, and other factors. For corporations to
ensure that they maximize performance in such organizations, they’ll be forced to
develop respectful, cooperative, and, yet, performance-oriented cultures.

Knowledge Transfer Will Be Critical to Cultures
The Corporate Culture Survey 2008 suggests that there’s no real advantage to having a
stable, longer-lasting culture. It’s not the age that matters; it’s the quality of the culture
itself. But being able to transfer knowledge within the company will be critical to cor-
porate c