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Introduction


In 1982 we published Corporate Cultures: The Rites and Rituals of Corporate Life. We were motivated to write the book because of a nagging feeling that something was missing in our ability to understand organizations. The missing link was obviously very subtle—but also extremely powerful. Along with other pioneers, we ventured an idea about what lay underneath the rational-technical veneer of business. We tagged the phantom force “corporate culture.”




The launching of our book, and others with a similar theme, produced a firestorm of controversy. Some reviewers thought we had put our fingers on something important. Others thought we had trashed the fields of both management and anthropology. Some business leaders offered kudos for providing a language that allowed them access to the deeper inner workings of their enterprise. Others scoffed at the ideas, predicting corporate culture would be the hula hoop of the 1980s.




It is now nearly the beginning of a new millennium, and “corporate culture” has become a widely accepted term in mainstream business. Many executives pay as much attention to culture as strategy in shaping a business plan. Some mergers are shunned because of cultural differences; others proceed because the cultures of the merging partners line up. The symbolic side of leadership has been given special attention by, among others, Edgar Schein of MIT, author of Organizational Culture and Leadership, who offered the bold insight, “There is a possibility, under-emphasized in leadership research, that the only thing of real importance that leaders do is to create and manage culture and that the unique talent of leaders is to work with culture.” Other books, most notably, John Kotter and James Heskett’s Corporate Culture and Performance and James Collins and Jerry Porras’s Built to Last, offered solid quantitative evidence to demonstrate that companies with strong cultures outperform run-of-the-mill companies by a massive margin. Corporate culture has come of age in the fifteen years since we wrote our original book.








What’s Happened to Corporate Cultures Since 1982?




With all the hoopla and attention corporate culture has received, it would follow that business cultures would have become even stronger and more cohesive since our first book was written. Unfortunately, nothing could be further from the truth. Because of events in intervening years, corporate cultures have come under assault across the board. Some developments, such as the increasing sophistication and use of computer technology, have been inevitable. Others, like the widespread adoption of shareholder value as the driving ethic of business, have emerged to cast a pall on robust corporate cultures everywhere.




Some of the most destructive trends have been imposed by management as it strove to come to grips with the new ethic of shareholder value. Downsizing has cut the core out of many companies. Outsourcing has helped companies focus on core capabilities often at the expense of internal cultural cohesion. Mergers have thrown diverse groups of strangers together with little or no thought for how well they will relate one to another. The list goes on.




Proponents would argue that these changes were essential to recapture the edge needed to survive and thrive in increasingly competitive global markets. Critics of the changes, and we include ourselves in their number, would counter that the often near mindless pursuit of such business tactics has cut the heart out of businesses. In many cases, management actions have destroyed the social fabric of life at work for employees. The truth probably lies somewhere between these optimistic and pessimistic extremes.




In this, our new book, we plan to chronicle changes that have occurred—where they came from, why they happened, and their effect on business cultures. We also offer suggestions for how corporations can be revitalized in the wake of the grueling assaults since the early 1980s. Our hope is that modern managers can use our book to find a balance between the management actions needed to stay competitive and the human needs of workers to belong to smeaningful institutions. In our most optimistic moments, we aspire to guide managers on the restoration of work as a mainstay of modern life. In our more pessimistic moments, we hope only to arrest the slide toward corporate anonymity occasioned by thoughtless management actions in pursuit of short-term goals. If we accomplish a bit of both with this book, we will have exceeded our expectations for it.








Refocusing on the Elements of Culture




The key to effective leadership in corporations is reading and responding to cultural clues. Throughout human history and across national boundaries, culture articulates a distinctive way of life. As recently as 1995, Fortune magazine reported the results of its corporate reputation survey. The report highlighted a conclusion we reached in 1982: “There is growing concern that companies cannot live by numbers alone. The one thing that set the top-ranking companies in the survey apart is their robust cultures.” A robust culture in a cohesive enterprise is committed to a deep and abiding shared purpose. Its robustness is highly dependent on a unifying cultural tapestry woven over time as people cooperate and learn together. It is woven from the interplay of a set of interlocking cultural elements: History yields values. Values create focus and shape behavior. Heroic figures exemplify core values and beliefs. Ritual and ceremony dramatize values and summon the collective spirit. Stories broadcast heroic exploits, reinforce core values, and provide delightful material for company events. We described such a framework in our 1982 book and briefly review it again as background for our new book on what has happened to culture in the intervening years. In the words of Lee Walton, a former managing director of the consulting firm McKinsey & Company, culture is what “keeps the herd [of employees] moving roughly west.”








History: The Power of Corporate Roots




Today’s companies are obsessed with short-term performance. Because of this near singular focus on the present, companies often neglect where they’ve come from as a way of understanding better where they are and where they’re going. Collins and Porras’s book Built to Last points out that corporate visions are rooted in the lessons of the past:






How could we possibly understand Merck today without examining the origins of its underlying philosophy laid down by George Merck in the 1920’s? (“Medicine is for the patient, not for the profits. The profits follow.”) How could we possibly understand General Electric under the stewardship of Jack Welch without examining GE’s systematic leadership and development processes that trace back to the early 1900’s? How could we possibly understand Johnson & Johnson’s response to the Tylenol poisoning crisis without examining the historical roots of the J & J Credo (penned in 1943) that guided the company’s response to the crisis?









Good companies go to great efforts to make sure that new arrivals learn their historical roots. They understand that it is from history that the symbolic glue congeals to hold a group of people together and bond them to their shared mythology and enabling purpose. Disney’s “Traditions Program” is required of all new employees; Arthur Andersen’s cultural orientation program is held at St. Charles (where a corporate museum captures the early history of the firm); the Hershey Corporation issues new arrivals a book about its founding years. These are representative of the various ways that companies try to convey their past to new recruits and reinforce their cultural roots for seasoned veterans.




A shared narrative of the past lays the foundation for culture. Too often today’s companies casually cast aside their historical roots in favor of what is in vogue. In doing so, they often forsake the core values and beliefs that have contributed to their success. They become rootless, sterile enterprises stalking whatever fashionable economic opportunity comes along. How do we balance the tradition that keeps us anchored and the innovation that keeps us current? That is one of the many dilemmas today’s corporate leaders wrestle with. The trick is to maintain core values while altering peripheral practices to deal with contemporary issues.








Values and Beliefs: The Bedrock of Culture




Beliefs and values form the bedrock of a company’s cultural identity. Beliefs are shared convictions, widely accepted notions, of what’s important. Values are what we stand for as a group, what we’re all about, what we rally around even when things get tough. Johnson & Johnson’s aforementioned reaction to the Tylenol crisis (when it ordered a massive and expensive product recall in response to the discovery of bottles on retailer shelves that had been injected with poison) was a direct result of its credo: “We believe that our first responsibility is to the doctors, nurses, hospitals, mothers, and all others who use our products.”




The link between values, beliefs, and profitability has spawned a deluge of recent efforts to create a vision or mission statement. Although the intentions are almost always meritorious, the results often fall well short of expectations. These statements of purpose are typically wordy, flowery, and posted conspicuously. The problem is that they tend to hang on the wall rather than being lodged in the minds and hearts of employees. In a recent interview with the vice president of a large bank, we asked, “What does this place stand for?” His answer: “It’s all in the mission statement.” In response to our next query, “What does it say?” he fell silent for a minute, grimaced, and then admitted, “I can’t tell you, and I helped write it.”




How well do the words and deeds of today’s corporations match up? Many laudable value commitments have fallen victim to an emphasis on short-term results and shareholder return. There are, of course, notable exceptions. Minnesota’s adhesive manufacturer H. B. Fuller is widely recognized as a highly ethical enterprise. Some years ago, TV’s 60 Minutes aired a highly critical program condemning the company. It presented evidence that one of the company’s products was being used extensively by children in Central America to get high. Although product distribution was well outside its control, H. B. Fuller launched an extensive R&D effort to produce an adhesive without hallucinatory properties. Last year, with millions invested, its efforts paid off. How many companies today would stand so solidly behind their values?








Ritual and Ceremony: Culture in Action




However important, values and beliefs remain intangible and often difficult to pin down. When anthropologists study primitive cultures, they look at repetitious activity—which they call ritual—for clues about the group’s beliefs and values. They study ceremonial occasions to find out what a group deems worthy of celebrating. In our modern world, routine activities (ritual) and special celebrations (ceremony) also tell us a lot about how people in groups think and what they value.




Think about how large a portion of our personal lives is devoted to ritual and ceremony. We have our personal rituals: the morning cup of coffee, shaving or putting on makeup, walking the dog in the evening. These are more than habits because they give us time to reflect. When we engage in rituals with others, it’s time for mutual reflection and connections: handshakes or hugs as greeting or parting rituals, the chat around the coffeepot or watercooler, lunch breaks at noon, happy hour after work. Rituals are bonding times; they build ties that hold people together—even when times are tough.




Work rituals have important functions. The cockpit checklist is a ritual that ensures that pilots don’t overlook a detail that would jeopardize a safe flight. Going through your e-mail before starting the day ensures that you will not overlook a message that commands a prompt response. Making a “to do” list before leaving work helps you shape the next day’s agenda when things are fresh in your mind. But work rituals have a deeper symbolic meaning as well. Just below the surface, they are physical enactments of important values. In acting out a ritual, we reinforce intangibles that are difficult to convey in spoken language. In ritual, behavior speaks and helps us feel and connect with things below the conscious level. It helps groups to prepare themselves for cultural duties.




Although rituals are a regular part of everyday life, ceremonies offer periodic opportunities to celebrate who we are, recognize key events, and help mark the passage of time. Most companies—good ones at least—convene periodic recognition ceremonies to honor employees and gather people together at seasonal festivities such as the company picnic or holiday party. Like rituals, these events have a symbolic subtext. They provide opportunities for connections, memories, and learning that the regular workday cannot always provide.




But ceremonial occasions cost money and in the face of cost cutting and downsizing can be seen as frivolous—the first things to go. As a result, the bonding and energy that authentic ritual and ceremony provide are lost. People become isolated in their individual cubicles or group silos with little collective glue to hold things together. Technology offers e-mail as an alternative communication tool. Although it works to accelerate the flow of information, it cannot provide the intangible benefits of face-to-face encounters. As times get tough and technology gets even more sophisticated, how can companies encourage ritual and ceremony to draw people together under the same corporate tent? How can we achieve a balance between getting on with the task at hand and getting to know our colleagues better?








Stories: Cultural Oral History




In today’s world, television, technology, and rapid pace have undermined storytelling as a vital human activity. Stories carry cultural values and are a part of everyday life. As Richard Stone observes in The Healing Art of Storytelling,






It’s our nature to tell stories and to collect them. In fact, it’s hard to conceive of life without story. After a hard day compounded by fighting traffic, one of the first things we do is tell our spouse or a friend about everything that happened—how the jerk in the yellow Camaro cut us off, nearly causing an accident, and how our employer just instituted a new policy at work for vacation time so that all the days we’ve been accumulating for an anticipation are gone. This is not just passing the time of day. It’s the mechanism through which we explain our world and come to understand who we are.









What are corporate stories about? Many times they focus on cultural heroes. Stories also exemplify core values. Stories capture dramatic exploits of employees. Stories sometimes focus on mistakes. The magic of stories in creating cultural focus, direction, and cohesion is well known among enlightened managers. It is a prize highly sought by top performing companies. But to a CEO riveted on costs and short-term results, stories don’t seem to make much sense. A spreadsheet tells all the tales that need to be told. In such a busy world, how can time be set aside to recount the dramatic episodes that capture the essence of what work is really about? Where are the occasions where we can learn about people and situations that reflect what an enterprise stands for? How can merging companies combine their tribal legends effectively to create a new corporate oral history?








Heroic Figures




Cultural tales, as illustrated above, highlight the exploits of special people. In doing so, stories elevate individual employees, managers, or bosses to a special symbolic designation in the culture as heroes and heroines. These gallant characters embody cultural values. In their day-to-day comings and goings, they serve as role models or living logos, signaling through their words and deeds the ideals to which a company aspires.




Take Herb Kelleher, CEO of Southwest Airlines. He’s an outrageous character who has been known to dress as “the High Priest of Ha-Ha” for the company’s Halloween party or to arm wrestle another CEO in a Dallas arena to decide who would have the rights to a disputed marketing slogan. Kelleher’s behavior reinforces his oft-repeated words that “fun is not a four-letter word. Fear is.” He tells employees publicly that he loves them, reinforcing the company’s reputation as “the airline that love built.” His caring and compassion is heartfelt and well received by employees.




Not all heroic figures cluster at a company’s apex. They are scattered everywhere—across functions, divisions, and stations. Recognizing their contributions offers another opportunity to solidify and reinforce cultural values. Here again Southwest shines as an example of a company that regularly anoints ordinary people who accomplish extraordinary feats. Winning Spirit Awards are given to folks who radiate the Southwest spirit. The Founder Award is given to someone who consistently goes beyond the call of duty. The President’s Award is given to individuals who demonstrate Southwest’s virtues and values, among others compassion for customers and co-workers, willingness to learn, embracing change, and spreading a sense of humor and fun. A Special Leadership Award is bestowed on someone who exemplifies the principles of the company’s mission. Other awards include Community Relations Awards, a Good Neighbor Award, a Sense of Humor Award, and a Positively Outrageous Customer Service Award. A “top wrench” program is used to recognize mechanics, a “top cleaner” program to recognize plane cleaners. Kelleher calls all this “a daily celebration of employees.” In conducting these celebrations, the company assures that its everyday cultural icons are highly rewarded and widely recognized.




But how often is someone’s cultural value factored into the most recent downsizing decisions? Do executives ever consider what someone means to others in the company before deciding to make him or her redundant? Or do they simply consider the job that people being downsized actually do? Do executives ever consider what others in the company think when someone with years of meritorious service is suddenly let go? The costs of whacking off people others look up to don’t show up on a balance sheet. But reducing the head count takes its toll on individual morale and company spirit. It lets people know that everyone is expendable—even those whose daily exploits are a tangible reflection of what the company supposedly stands for.








The Cultural Network




Ever wonder why nothing remains a secret for long? Or why some individuals seem almost a veritable storehouse of company lore? Although people have an official job, they often are assigned or take on other duties that won’t ever appear on their business cards. Welcome to the inner workings of the informal network, a communication hub that almost always outperforms the official channels or the formal chain of command. The informal players include storytellers, priests and priestesses, gossips, whisperers, and spies. People with shared interests may form cabals to advance a shared agenda or plot a common purpose. The real business of a business gets done by the cultural network. In robust cultures, this informal group of players can reinforce the basic beliefs of the organization, enhance the symbolic value of heroic exploits by passing on stories of their deeds and accomplishments, set a new climate for change, and provide a tight structure of influence for the CEO. In toxic cultures, the network becomes a formidable barrier to change.




Storytellers capture a dimension of the workplace that others usually overlook or ignore. They interpret what goes on and package reality to reveal its subtle secrets. The tales storytellers tell, like myths in a tribal setting, give meaning to the workaday world. For the corporation, storytellers maintain cohesion and provide guidelines for people to follow. Storytelling is one of the most powerful ways to convey information and shape behavior. Storytellers preserve institutions and their values by reporting company legends to new employees. They carry stories about heroic figures. Through their tales, storytellers reveal much about what it takes to get ahead. The best storytellers are typically found in positions central to the flow of information and in the epicenter of activity. Storytellers need imagination, insight, a good sense of detail, and a flair for drama. Through their stories they wield a powerful influence on corporate culture.




Priests and priestesses exist as surely in companies as they do in churches or tribes. They are the designated corporate worriers who fret over cultural details. They are the primary guardians of the culture’s values. They worry about keeping the flock together and headed in the right direction. They always have time to listen to a confession and always have a response to a moral or ethical dilemma. Most priestly figures are encyclopedias of the company’s history. They preside over and protect cultural traditions. The duty they are most often called on to perform is the recitation of historical precedent for planned action. “Back in 1977 . . . ,” they say as they interpret the company’s beliefs and values. They also come to the aid of people in the event of defeat, frustration, or disaster.




Gossips are the company troubadours. Priests talk in analogues and tell you the scripture. Storytellers put their interpretative spin on key events. But gossips are the prime sources of names, dates, salaries, and other juicy details taking place now. People come to rely on the gossip for the latest stuff—even as they remain wary of the gossip’s tongue. Without a steady diet of interesting trivia, life in most companies would be grim—and pretty dull.




Whisperers are the powers behind the throne with ready access to the ears of top management. They are powerful movers and shakers who shape policy and strategy without formal portfolios. Their source of power is the boss’s ear. Anyone who wants to get a message to the top without going through formal channels will head for the local whisperer. Whisperers have a symbiotic relationship with the boss and are intensely loyal. They also have a vast system of contacts across layers and levels and work hard to maintain sources for keeping current and keeping the boss up-to-date. In his reign as the CEO of Nissan America, Marvin Runyan enlisted an army of whisperers. Any employee had his ear. A company vice president once remarked, “If you want to get a message to Marvin, tell an employee.”




Spies are invaluable sources of information for almost every good senior manager. These agents are planted in key places to watch out for daily happenings that upper levels need to know about. A spy is generally a well-oiled, longtime friend—someone loyal enough to keep you informed about what is going on behind the scenes in other functions or at lower levels. Occasionally, trusted spies become double agents carrying out espionage for other managers as well. Their cloak-and-dagger efforts help keep senior managers from being caught off guard, unaware of other people’s tactics and intentions. Some companies create counterespionage units who try to stanch the extralegal activity that creates unwanted leaks or jeopardizes proprietary company secrets.




Cabals are groups of two or more people who secretly join together to plot a common purpose—either to advance themselves or champion a shared interest. Cabals exist everywhere in organizations. They can be very large or limited to a two-party conspiracy. Trust and loyalty to the informal group is crucial; whatever the cabal’s size, it must have a clear identification with common goals. A cabal is by definition focused on a clear mission. Members of the cabal can borrow reputations or ideas from other members to further a personal agenda as long as it’s a fair trade and the core purpose of the cabal is not undermined. A strong company culture will deliberately encourage and tolerate cabals because when the cabals’ interests intersect with those of the company the result is a strong management lever. It’s one of the best ways to get things done.




In times past the characters of the informal network had the best interests of the company at heart. Even the titillating tongues of gossips were constrained from passing on tidbits that would betray company secrets. But in today’s corporate environment dedicated to shareholder value and short-term results, efforts of the cultural network turn sour and become toxic. Priestly figures oppose departures from traditional values. As a result, they are often terminated. With them goes the corporate memory. Tales told by storytellers champion resisters and saboteurs. Gossips leak inside information to outsiders. Spies become whistle-blowers, selling secret intelligence to the highest bidder. Cabals turn on senior executives. In short, an informal group of cultural players that once contributed to cultural cohesion now becomes a key force in cultural decline.








Cultural Types




Our earlier work also developed a typology of corporate cultures, not as patterns for people to copy but to help managers and executives think more creatively about their own situations in terms of the kind of business environment they faced. We hoped their reflections could pinpoint the degree to which culture was helping or hindering their ability to compete and succeed. To simplify things, we identified two marketplace factors that influence cultural patterns and practices: (1) the degree of risk associated with a company’s key activities and (2) the speed at which companies—and their employees—get feedback on whether decisions or strategies are successful. In some environments, the stakes are high. In others the risks are fairly minuscule. The amount of time it takes to establish whether something flies or flops varies a great deal across industries. Some companies learn almost overnight whether something works or not. In other environments, it may take years to determine whether a strategy or product paid off. From these market realities dichotomized into high/low risk, quick/slow feedback, we distilled four generic cultural types, each of which is discussed briefly below.




The tough-guy, macho culture is a world of individualists who regularly take high risks and get fast feedback on whether their actions are right or wrong. The commercial world provides a variety of organizations that fall into this category: construction, management consulting, investment banking, advertising, television, movies, publishing, sports (in fact the entire entertainment industry). Their financial stakes are high—big advertising campaigns, expensive construction projects, the fall television season, a $32-million movie, the World Series—and the feedback is quick: A year is probably the longest it takes to determine success or failure; more likely, companies will know whether their products will make it or not in a single season. In extreme cases—like a Broadway show or a movie opening—feedback is virtually immediate.




The all-or-nothing nature of this environment encourages values of risk-taking and the belief that “we can pull off the big deal, the best campaign”—whatever. Persons who survive this culture best are excitement junkies who need to gamble and crave instant feedback. This is a world of individualists. There is no reward in being part of a team; the goal is to become a star. Chance plays a major part in tough-guy cultures. What worked once may not work again, so employees devise rituals that tend to “protect” them from the vagaries of the environment. Bonding is often exclusive and exclusionary. Stars in some cultures bond together so that their “magic” won’t be diluted. The tough-guy culture is one that rewards individuals who are temperamental, shortsighted, and superstitious and devastates people whose careers take longer to blossom. Because of the high turnover created by people who fail in the short term, building a strong, cohesive culture can be quite difficult in the tough-guy climate.




The work hard/play hard culture is the world of sales, where fun and action are the rule. Individual employees take few risks but receive quick feedback on whether they were successful or not. Most of the sales-driven companies in the economy fall into this work hard/play hard category. These include computer companies, office equipment suppliers, most high-tech start-ups, and a whole raft of support industries like automobile retailing, telemarketing, and stockbroking. To succeed in such a culture, people are required to maintain a high, almost frenetic level of activity and stay upbeat all or most of the time. Success comes with persistence. The heroes of this culture are the super salespeople. If anyone who succeeds in a tough-guy culture becomes a star, here the team beats the world because no individual really makes a difference. The team produces the volume. That’s why salespeople’s clubs and contests are so important to companies whose core business places them in the center of this cultural type.




The bet-your-company culture is one where big-stakes decisions are taken and years pass before employees know whether the decision was right. Industries in this culture include capital-goods companies, mining and smelting companies, large-systems businesses, oil companies, and service businesses like architectural firms. Instead of putting their careers on the line, as tough guys would, corporate bettors may risk the future of the entire company. These corporate giants may not founder on one bad investment decision, but it’s possible for two bad decisions to sink the whole enterprise.




The importance of making the right decisions fosters a collective sense of deliberateness. The world of bet-your-company cultures moves in months and years, not days and weeks. Values focus on the future and the importance of investing in it, as is best symbolized by the slogans of some of the major players in this sector of the economy: “Progress is our most important product” (GE); “Better living through chemistry” (DuPont); “Alcoa can’t wait. . . for tomorrow.”




The process culture is a world of little or no feedback, where employees find it hard to measure what they do; instead they concentrate on how it’s done. This low-risk, slow-feedback corner of the world is populated by banks, insurance companies, financial-service organizations, most retailers, large chunks of the government, utilities, and heavily regulated industries like pharmaceutical companies. As in the work/play culture, the financial stakes here are low: No one transaction will make or break the company—or anyone in it. But unlike worker-players, the employees here get virtually no feedback. The memos and reports they write seem to disappear into a void. As a result, they have no idea how effective they are until someone blames them for something. This lack of feedback forces employees to focus on how they do something, not what they do. To compensate, they start developing artificial ties to small events. A certain telephone call, that snippet of paper, or the section head’s latest memo takes on major importance.




The values in this culture center on technical perfection—figuring out the risks and solutions and getting the process and the details right. “Underwriting Excellence,” the Chubb Insurance slogan, is a good example. So is “Strive for Technical Perfection” (Price Water-house & Company). Rituals highlight work patterns and procedures, and there is a great deal of discussion about these small details.








How the Corporate Landscape Has Shifted




This division of the world of business into four discrete categories is not only simple but fairly simplistic. No company we know today, or knew then, precisely fits into any one of these categories. In fact, within any single real-world company, a mix of all four types of cultures will be found. Marketing departments are tough-guy cultures. Sales departments work hard and play hard. Research and development is a world of high risk and slow feedback. Manufacturing and accounting, if they are to be successful in most companies, follow a process model of the world. Moreover, companies with very strong cultures—the companies that most intrigue us—fit this simple mold hardly at all. These companies have cultures that artfully blend the best elements of all four types—and configure them in ways that assure top performance even when the environment around them changes, as it inevitably does. However, we thought then and still think now that this framework can be useful in helping managers begin to identify more specifically their own companies’ cultural profiles.




What has happened to the prevailing cultural typologies since 1982? The long-term vision of the bet-your-company profile has been eroded. When orders for its aircraft slowed down, Boeing laid off scores of workers. Now, when demand has accelerated, Boeing is struggling to find the talent it needs. In days gone by, Boeing might have gambled. The high-energy level of work hard/play hard companies has undoubtedly shifted more toward working harder, playing little. Even well-known process cultures such as Aetna Insurance or NationsBank now hold people accountable for short-term, measurable performance objectives. In short, the rich diversity of cultural forms has declined. Is this a problem? It is when people at the top are misreading environmental signals and trying to impose cultural values and ways that may not capture long-term success.




How have individual companies adapted in response to the changes in the business environment? The answer is complicated because there are probably as many answers as there are companies. We have been privileged to observe many companies’ inner workings, but we have not had universal, firsthand encounters. Nor did we have the time or opportunity to conduct detailed research across the board. Nevertheless, our exposure is broad enough to offer the following speculation about the state of culture in a wide spectrum of companies.




In some corporations, traditional cultural patterns have been seriously eroded. General Motors, Sears Roebuck, General Electric, Woolworth, and Eastman Kodak are examples. As chronicled in Big Blue: The Unmaking of IBM, the extremely robust culture of IBM fell apart at the seams. Under new leadership, the company is now in search of a more cohesive, competitive identity. In the aftermath of Richard Scott’s reign, Columbia/HCA is reassessing its commitment to traditional values that once gave the corporation an edge in the health care sector. For all these companies, the long-term prognosis is questionable. Letting go of long-standing traditions to compete successfully in a new economic game has not been easy.




In other companies, the struggle to compete under new conditions has created soul-searching. But the end result has been a recommitment to core values with a significant overhaul of patterns and practices on the periphery. We would include in this list Ford, United Parcel Service (UPS), Phillips Electronics, Asea Brown Boveri (ABB), Boeing, Marriott International, Motorola, American Airlines, Hewlett-Packard (HP), Procter & Gamble (P&G), Xerox, and Minnesota Mining and Manufacturing (3M). Delta Airlines, for example, is today trying to recapture the spirit that once made it the darling of the airline industry. Passengers once rated Delta as the top airline in the country. In 1988, in return for the company’s commitment to full employment in the midst of recession, Delta employees pooled donations to buy the company a new 767 aircraft. Both passengers and employees are now waiting to see what the company that once set an industry standard will look like in the future.




Despite the turbulence since the early 1980s, a few companies have managed to maintain their traditional ways. These include Wal-Mart, Volkswagen and Daimler-Benz, Royal Dutch/Shell Group, HSBC Holdings, Exxon, Johnson & Johnson (J&J), Federal Express, Merck, and Intel. But even among these survivors the struggle is ongoing. Daimler-Benz and Chrysler have entered a risky merger. Whether a corporate shoot-out or a productive marriage ensues is unclear. Federal Express pilots threatened a slowdown or strike in the midst of the 1998 holiday season. Will their vaunted can-do culture survive the strains of a problematic labor situation?




Finally, some companies that appear to have survived with their traditional culture intact may have done so by default, not through conscious management. They have been so self-obsessed that in many ways the past fifteen years have just passed them by. We would count Microsoft and many of its sibling companies in the thriving high-tech arena in this category.




The evidence, however, is clear: It is not easy to maintain a cohesive culture in the face of external flux and economic ups and downs. It is difficult to balance the conflicting demands of customers, shareholders, and employees. It is hard to predict what will happen in the immediate future and impossible to predict long-term trends. Whether we like it or not, running a business in today’s world is filled with problems, dilemmas, and paradoxes. Tomorrow will be shaped by those able to stay balanced on a moving tightrope without a safety net.








Why This New Book, Now?




When we first approached a new version of Corporate Cultures, we realized the world had changed too much for a simple update. Everywhere we look corporate cultures are in disarray. Employees are frightened about their future job prospects. Loyalty to companies has flown out the window. Cynicism about management is rampant. Self interest rules the roost. Who in their right mind would try to make a strong and contributing culture out of the prevailing mess? Yet, deep down, people still yearn for the “good old days.” They still want to identify with their companies’ achievements. They still seek more meaning from their experiences at work. Is there a glimmer of hope that a positive workplace can be salvaged after all?




We decided, therefore, to review what has happened. As we did, it became apparent that changes in the 1980s and 1990s followed a logic and sense, however misguided. Even more interesting, the very factors that made this logic inevitable were changing. The shareholder value thinking that drove most of the changes is running out of steam as stock market valuations soar into the indefensible stratosphere. Managers everywhere seem bereft of ideas for where to turn next. Perhaps a new book could set a path forward that both managers and employees could share. We call the book, The New Corporate Cultures.








Organization of the Book




This book is organized into three parts comprising thirteen chapters in all. The first part, made up of a single chapter, summarizes the evidence that has emerged since we first wrote about the importance of culture to superior performance over the long haul. We call this chapter “Culture Comes of Age” to underscore how a new idea in 1982 has entered the mainstream of business thinking over the years.




The second part, composed of seven chapters, is titled “Corporate Cultures in Crisis.” This part chronicles, one by one, the forces that have chipped away at the culture of companies since the early 1980s. Chapter 2 discusses the shareholder value movement and the impact it has had on corporate decisionmaking. In Chapter 3, the focus is on downsizing, which has cut the soul out of many corporations. Chapter 4 shows how outsourcing has emerged as the new tool of cost cutters just when conventional cost-reduction approaches have begun to run out of steam. Chapter 5 then explores how merger mania has forced the most unlikely of combinations on workforces still reeling from the waves of cost cutting that decimated them in the early 1990s. With Chapter 6, we look at how computerization, potentially a tool for liberating workers from drudgery, has instead isolated workers from one another and made them servants to machines. We go on in Chapter 7 to see how the narrowing boundaries of the world have thrown peoples together to create a virtual Tower of Babel in the global workplace. Finally, in Chapter 8, we discuss how the combination of these factors has decimated traditional corporate cultures, replacing joy, commitment, and loyalty with fear, alienation, and self-interest.




In the third part, which comprises five chapters, we examine ways to salvage gold out of this witch’s brew of noxious elements. We call this part “Rebuilding Cohesive Cultures.” We begin in Chapter 9 by underscoring the importance of leadership in any effort to rebuild the cultural cohesion of business. Chapter 10 provides some basics about figuring out where you are now and beginning the journey forward, and Chapter 11 suggests ways to add momentum to a culture-rebuilding effort and have some fun in the process. In Chapter 12 we look at how even the most bottom-line-oriented managers can capitalize on the reemergence of strong cultural ties to induce high performance from their remotivated employees. We end the book with a chapter telling why and how the rebuilding of the social context of work is essential if people are to be motivated to give their best efforts on behalf of their employers. That is the crucial challenge of the decade, if not the millennium, ahead.


















PART ONE
Corporate Cultures and Performance
















CHAPTER 1
Culture Comes of Age


We titled the first chapter of our earlier book, Corporate Cultures, “Strong Cultures: The New ‘Old Rule’ for Business Success.” We argued there that companies that focus on their people and create a social environment—or culture—in which employees can thrive achieve superior, long-term business success. Then as now, the role culture plays in performance seems obvious since all businesses are people businesses. When people are vested in their work, they work harder, show up on time, stay late when needed, and take pride in the company’s products or services. They are loyal, committed, and interested in the collective welfare as well as their individual careers. They speak up when things need to be changed rather than signing off or shipping out. Not only their hands but their heads and hearts are engaged in the enterprise’s mission.




We also argued that the biggest single influence on a company’s culture is the broader social and economic environment in which the company does business. A corporate culture embodies what it takes to succeed in a particular socioeconomic context. If hard selling is required for success, a culture will encourage people to sell and sell hard. If manufacturing precision is the requisite for success, a company will see that people employ strict standards to guide their work. How have these arguments stood the test of time?




We launched the initial version of Corporate Cultures with a certain degree of trepidation. Not too many voices then were championing the virtues of a cohesive company culture. Since that time, a large chorus of executives and academics has joined with us and other pioneers such as Edgar Schein, Stan Davis, Ralph Kilmann, and Tom Peters. Whether they call it culture or something else, the contemporary arguments fall under the same overall concept. Starbucks CEO Howard Schultz puts it this way: “If people relate to the company they work for, if they form an emotional tie to it and buy into its dreams, they will pour their hearts into making it better. . . . I pour my heart into every cup of coffee and so do my partners at Starbucks.” Continental Airlines CEO, Gordon Bethune, says it a little differently: “Whatever problems you run into in running a business, they are all people problems. . . . Businesses are run by people. So at the root of whatever problems you have in your business you’ll find people. . . . A lot of managers and executives miss the forest for the trees by forgetting to look at their people.” Herb Kelleher and Colleen Barrett, Southwest Airlines CEO and chief operating officer, respectively, credit culture for shaping their unique enterprise: “Culture is one of the most precious things a company has, so you must work harder on it than anything else.”




All four of these executives are solid businesspeople who through their firsthand experience have reached the conclusion that culture matters and needs to be taken seriously. Many of those who study organizations have reached the same conclusion. Kevin and Jackie Freiberg, whose chronicle of Southwest Airlines, Nuts!, has received a lot of attention, write, “The idea of corporate culture is too important to the effective functioning of today’s corporations to be dismissed as a fleeting craze. Culture is the glue that holds an organization together.” This also holds true of organizations outside the business arena. Thomas Ricks writes about the U.S. Marine Corps: “Culture—that is the values and assumptions that shape its members—is all the Marines have. It is what holds them together. They are the smallest of the U.S. military services, and in many ways the most interesting. Theirs is the richest culture: formalistic, insular, elitist, with a deep anchor in their core history and mythology.”




In sum, if you look closely at any highly respected company, you’re bound to find a distinctive culture. Fortune magazine reached this conclusion in its survey of businesses with stellar reputations: “The one thing that set the top-ranking companies in the survey apart is their robust cultures.”




In 1999 we have a lot more people backing our assertions than we did in 1982. The support comes from both those on the firing line and those who take a more detached, analytical position. People do matter in business, and culture plays a dominant role in holding people together and giving their efforts focus and meaning. But the important bottom-line question remains: Do strong cultures pay off in financial performance? In 1982, opinions about this were strongly divided. How does the situation look now?








Our 20/20 Financial Hindsight




In 1982 we cited a number of companies as exemplars of this emerging management philosophy, including Caterpillar, General Electric (GE), DuPont, Chubb Insurance, 3M, Jefferson-Smurfit, Digital Equipment, IBM, Dana Corporation, Procter & Gamble, Hewlett-Packard, Johnson & Johnson, Tandem Computer, and Continental Bank (as well as a number of privately held companies and one public-sector agency in the UK). Since then, not all these companies have fared well. Even as we penned our prose, IBM was in the process of selling off the huge installed base of computers it leased to its customers. This action in large part paved the way for the biggest one-year operating loss ever incurred in corporate history. Tandem and Digital, fellow travelers with IBM, did even worse: In 1997 and 1998 they were acquired by an upstart competitor, Compaq Computer, and ceased to exist as stand-alone entities. Continental Illinois Bank was gobbled up by BankAmerica in one of the first major mergers in the consolidation trend that hit U.S. banking.




Nevertheless, had we put our 1982 money where our mouths were and purchased one share of stock in each of the companies we so admired (which were then listed on the stock market), our initial stake would have increased by 987% through midyear 1998. In contrast, had we invested our money in the Standard & Poor’s average, the most broadly based index of stock market performance, our stake would have increased by only 538%—around half what we could have gained by betting on our exemplary companies.




This simple arithmetic alone should be enough to substantiate that we weren’t that far off base. A company’s culture turns out to be a major determinant of its future economic success. Since 1982 other authors have entered the fray with even more compelling evidence to bolster our earlier claim. Not only have these more recent authors added verification, but they have also studied the subject of culture in sufficient depth to reveal nuances we may have overlooked.








Culture and Long-Term Performance




The first serious book specifically evaluating the effects of culture on performance was written by two respected professors at the Harvard Business School, John Kotter and James Heskett. Their book, Corporate Culture and Performance, appeared ten years after the publication of our Corporate Cultures. They based their conclusions on a series of four empirical studies conducted between 1987 and 1992, exploring over 200 companies in considerable depth. Their major conclusions were:







	Corporate cultures can have a significant impact on a firm’s long-term economic performance.


	Corporate cultures will probably be an even more important factor in determining the success or failure of firms in the next decade [meaning through the year 2002, we presume].


	Corporate cultures that inhibit strong long-term financial performance are not rare; they develop easily, even in firms that are full of reasonable and intelligent people.


	Although tough to change, corporate cultures can be made more performance enhancing.





Based on solid academic research, these conclusions are not to be dismissed lightly. Let’s examine their evidence in a bit more detail.




Kotter and Heskett looked at financial performance over a ten-year period. They analyzed 207 companies—the largest nine or ten firms in twenty-two different U.S. industries. Using a survey questionnaire, the authors were able to construct an index measuring the relative cultural strengths of 202 of these companies. Then, as data permitted, they evaluated the companies’ 1977–1988 financial performance using three different measures: (1) average yearly increase in net income, (2) average yearly return on investment, and (3) average yearly increase in stock price. Correlations tested the assertion that companies with strong cultures performed better than their weaker counterparts. The correlations, though positive, were not impressive demonstrations of proof. In their analyses, cultural strength itself did not seem to correlate significantly with financial performance.




Intrigued by their findings, we calculated the average performance of the top twenty culturally robust companies and compared these to ratings for the bottom twenty. We were concerned that with so many mediocre companies (in cultural terms) in their sample, the two Harvard academics might be overlooking something important. The results of this calculation are as follows:







	Culturally strong companies averaged 571% higher gains in operating earnings than those more culturally deprived over the eleven years.


	Companies with highly rated cultures averaged 417% higher returns on investment than their less culturally robust counterparts.


	Companies with strong cultures saw their stock prices increase 363% more than their culturally challenged peers over the time span of the study.





Sometimes analysis can obscure the forest while focusing too tightly on trees. The correlation analysis done by Kotter and Heskett appears a case in point: According to our reanalysis of their data, strong-culture companies massively outperformed weak ones between 1977 and 1988. Our 1982 assertion, emphasizing cultural robustness, seems vindicated.








The Financial Success of Visionary Companies




The second major study of the link between culture and performance (although using slightly different language) was published in 1994. Built to Last: Successful Habits of Visionary Companies, by James Collins and Jerry Porras, examines the history and financial track records of thirty-six companies dating back to the 1920s. These companies are listed in Table 1.1.




Many of the “visionary” companies on Collins and Porras’s list overlap with the companies studied by Kotter and Heskett, as well as examples cited in this and our previous work. Not surprisingly, there seems to be a remarkable consensus about what is virtuous among America’s best-run companies.







TABLE 1.1   Companies in the Collins-Porras Study








	Visionary Companies

	Comparison Companies






	Minnesota Mining & Manufacturing

	Norton






	American Express

	Wells Fargo






	Boeing

	McDonnell Douglas






	Citicorp

	Chase






	Ford

	General Motors






	General Electric

	Westinghouse






	Hewlett-Packard

	Texas Instruments






	IBM

	Burroughs






	Johnson and Johnson

	Bristol-Myers






	Marriott

	Howard Johnson






	Merck

	Pfizer






	Motorola

	Zenith






	Nordstrom

	Melville






	Philip Morris

	R. J. Reynolds






	Procter & Gamble

	Colgate






	Sony

	Kenwood






	Wal-Mart

	Ames






	Disney

	Columbia


 






SOURCE: From James Collins and Jerry Porras, Built to Last (HarperBusi-ness, 1994), p. 3.










Collins and Porras measured the performance of visionary companies versus comparison companies from the beginning of 1926 through the end of 1990—a much longer time frame than that of Kotter and Heskett. Their conclusions, however, were similar: One dollar invested in each of the visionary companies in 1926 would have been worth $6,356 by the end of 1990. In contrast, the same dollar invested in each of the comparison companies in 1926 would have yielded only $955. An investment in the general stock market average over the same time period would have been worth only $415. Vision pays, as Collins and Porras argue. But how does their notion of vision relate to culture as we define it?




The authors list ten characteristics of these companies that appear to explain their superior performance. Their first and perhaps most important finding is that building strong companies, rather than exploiting novel ideas or making great fortunes, was the driving rationale behind fabled business leaders of yesteryear. Consider the testimony from some legendary figures: “I have concentrated all along on building the finest retailing company that we possibly could. Creating a huge personal fortune was never particularly a goal of mine” (Sam Walton, as quoted in Built to Last) and “Our engineering staff [has] remained fairly stable. This was by design rather than by accident. Engineers are creative people, so before we hired an engineer we made sure he would be operating in a stable and secure climate. We also made sure that each of our engineers had a long range opportunity with the company and suitable projects on which to work” (Bill Hewlett, as quoted in Built to Last).




Other comparisons—GE and Westinghouse, Citicorp and Chase, Wal-Mart and Ames, Motorola and Zenith, Disney and Columbia Pictures—offer very similar leadership profiles. Founders’ long-term visions rather than short-term efforts to exploit specific marketplace opportunities create great companies. Sustaining visions are also the driving force in strong-culture companies.




We find another point of similarity between visionary and culturally robust companies when we look at the relative importance of a shared set of core values compared to a narrow set of immediate objectives such as profit maximization. The history and evolution of a number of firms bear this out—HP versus Texas Instruments, J&J versus Bristol-Myers, Motorola versus Zenith, Boeing versus McDonnell Douglas (since absorbed by Boeing), Marriott versus Howard Johnson, and Philip Morris versus R. J. Reynolds. Core values appear central in both visionary companies and those we term culturally robust or cohesive.




Visionary companies are not content with minor achievements. They set huge goals and formidable tasks for themselves. People who are drawn to work in such companies relish challenge. Their willingness to take on and meet daunting challenges is one of the keys to long-term performance superiority. GE under Jack Welch insists on being number one or two in everyone of its markets. Frank Vanderlip set Citicorp on a path to global dominance in 1915 when he said, “I am perfectly confident that it is open to us to become the most powerful, the most serviceable, the most far-reaching world financial institution that has ever been” (as quoted in Built to Last).




Collins and Porras also concluded that the truly great visionary companies have strong, insular, almost exclusionary cultures. Working for them is like being in the Marines: If you don’t shape up quickly, you’ll be out on your ear. They cite as examples Nordstrom, IBM, Disney, and P&G—companies that consistently make our list of culturally sound firms.




The Collins and Porras book is crammed full of insights about what makes really good companies tick. Although couched in language different from ours, their message is fairly consistent with our views. The main point of convergence: the importance of culture in top performance. Details they cite expand and enrich our own perspective. In principle, we couldn’t agree with them more when they state: “The essence of a visionary company comes in the translation of its core ideology into the very fabric of the organization, . . . into everything that the company does.”








Keeping Pace with the Business Environment




Cultural tensileness is important in achieving superior financial results, but there’s more to it than that, as Kotter and Heskett documented in a more intense follow-up study. They focused on the performance of two companies in the same industry—those with “strategically aligned” cultures versus those where the culture is out of whack with the business environment. Their sample included twenty-one companies, listed in Table 1.2.




All the companies listed were reported as having strong cultures, but those in the left-hand column outperformed those on the right by a sizable margin: They increased net incomes by three times more, saw their stock prices increase between 400% and 500% (1977–1988) versus 100% average for the other companies, and returned 11.13% on invested capital as compared to 7.73% for the poorer-performing comparison companies. Industry analysts interviewed by the authors reported that distinctive cultures had helped the twelve higher-performing companies. In most cases, less robust cultural profiles detracted from the lower performers’ ability to compete. The reason: The fit between the company’s culture and its business environment was significantly better among the top performers. On a seven-point scale, with seven representing a perfect fit, industry analysts gave the top performers a mean score for the fit between culture and environment of 6.1; for the lower performers the mean was 3.7. Not one of the lower-performing companies received a higher culture-environment fit score than its higher-performing counterpart. What once worked for a low-performing company seemed to work against it when the business environment changed and the company did not or could not adapt.







TABLE 1.2   Comparing Company Performance in Twelve Industries






	Industry

	High Performers

	Low Performers






	Airlines

	American

	Northwest






	Banking

	Bankers Trust

	Citicorp






	Beverages

	Anheuser-Busch

	Coors






	Computers

	Hewlett-Packard

	Xerox






	Food

	ConAgra

	Archer Daniels Midland






	Petroleum

	Shell

	Texaco






	Retail (food, drugs)

	Albertson

	Winn-Dixie






	Retail (nonfood)

	Dayton Hudson
Wal-Mart

	J. C. Penney






	Savings and Loan

	Golden West

	H. F. Ahmanson






	Textiles

	Spring Industries

	Fieldcrest Cannon


 






SOURCE: Adapted from John Kotter and James Heskett, Corporate Culture and Performance (Free Press, 1992), pp. 32–33.






According to Kotter and Heskett (and we certainly believe they’re right), these results provided strong support for a theory linking culture and environment:






Its [the theory’s] primary concept, that of fit, appears to be useful—particularly in explaining differences in short- to medium-term performance. That concept also has important implications for firms in multiple businesses. It says that one uniform culture won’t work; some variations are needed to fit the specific requirements of those in different business.









In effect, Kotter and Heskett confirmed more systematically what we suspected and conjectured in 1982. To work its bottom-line magic, a company’s culture must be aligned with the demands of the business environment.








Leadership and Adapation




There’s still another shoe to drop in the relationship between culture and performance: Adaptation. In a third set of studies, Kotter and Heskett focused intensively on seventeen of the companies listed in Table 1.2 to pinpoint how these companies seemed so nimble in adapting to changes occurring in the business environment. Their approach consisted mostly of in-depth company interviews and surveys of experienced industry analysts. In their interviews, they tried to get a flavor for the nature of adaptive companies (open, risk-oriented, and entrepreneurial) in contrast to their less adaptive counterparts (reactive, risk-averse, and not very creative). Although some of the examples they cite as paragons are somewhat suspect, their primary conclusions are intriguing.




Their most interesting finding relates to the role of leadership in adaptive companies and demands the attention of senior managers who want to excel. Kotter and Heskett asked experienced industry analysts to rate seventeen companies in response to the question, “How much does the culture value excellent leadership from its managers?” (The scale went from one, doesn’t value leadership, to seven, highly values leadership.) Not surprisingly, higher-performing companies averaged a rating of six on this leadership scale, whereas lower-performing companies averaged 3.9. This is a substantial difference, especially given the vagueness of the question.




These findings are certainly consistent with our own view of culture. Strong company cultures arise because of leadership displayed by senior managers at some point in their past. Such leadership has little to do with charisma. It has a lot to do with serving as a visible, living example of core values that become central to the culture. The core values are perpetuated from generation to generation. From time to time, leadership has to be willing to make hard decisions, but these must be consistent with a coherent set of values. Peripheral practices come and go. Core values remain constant. This provides the ability to adapt to changing conditions while still maintaining a strong corporate identity.




Leadership provides the key influence in successful adaptation. But leadership toward what ends? Some pundits, Tom Peters probably the best known, argue that leadership should focus on customers and their needs. Others whose claims are less well supported argue for entrepreneurship as the key to successful long-term adaptation. Kotter and Heskett once again offer a more balanced prescription.




Every business environment holds a number of diverse groups, each with its parochial interests. Shareholders want a high return on their investments. Customers demand high-quality products and services. Communities look to locally based businesses for funds to support schools and local charities. Employees ask for a good working environment, fair salaries, adequate training, and meaningful work. In a fast-shifting environment, it is easy for a business culture to get out of balance, favoring one constituency while overlooking the interests of others. In seeking to satisfy shareholders, for example, airlines sometimes add more seats to aircraft, reduce the quality of food, try to keep wages low, and cut down on charitable contributions. Although this keeps shareholders happy in the short term, it runs the risk of alienating customers, employees, and local communities over the longer term.




Kotter and Heskett found that successful companies constantly monitor key constituencies and make adjustments when any group is not being well served. Industry analysts familiar with each of the companies studied were asked how much value the culture placed on customers, shareholders, and employees. They ranked each company on the familiar seven-point scale (one = doesn’t value; seven = highly values). The results are summarized in Table 1.3.




As is evident, business cultures that valued all three constituencies outperformed their competitors. In the eyes of business analysts, managers of less-productive firms often cared mostly about themselves. Follow-up visits to seventeen of the twenty-two firms added still more constituencies to the picture. Many of the top-performing firms also placed high value on contributing to the local community and society at large. For example, Albertson’s cultural commitment to all five constituencies is part of its “cultural creed.” ConAgra’s cultural values embracing all five groups is written in tall letters on a wall next to its executive offices. Anheuser-Busch includes customers, shareholders, employees, community, and society as part of its mission statement.




In a business world where either shareholders or customers often receive high value, including employees, community, and society in some adaptive cultural balance seems to pay off over time. As Kotter and Heskett conclude,






When managers do not care about all three constituencies and about leadership initiatives throughout the management hierarchy, the net result always seems to be less effective adaptation. This is perhaps most obvious when a high concern for customers and/or leadership is lacking. But it is also true in a firm with a strong customer orientation but without much concern for employees or stockholders. In such cases, managers try hard to meet customers’ changing needs, even if that means significantly reducing margins and working employees very long hours. That strategy sometimes works well for awhile, but eventually capital becomes too scarce to invest much in needed new products or services. Furthermore, employees start to feel exploited and stop working hard for the customer. As a result, such firms find it harder and harder to meet changing customer requirements.







 



TABLE 1.3   Cultural Values Related to Serving Diverse Constituencies (mean score)






[image: i_Image1]

















The same chain reaction would occur if any constituency were favored over others. Cultural values can provide the focus needed so that all significant links in the performance chain are maintained.








Myths and Realities of Managing Culture




Amazon.com, the online bookseller, lists seventy-five titles that include the phrase “corporate culture.” We suspect there are many other books about culture on the market that employ some other rubric. First Kotter and Heskett, soon followed by Porras and Collins, published books detailing how strong cultures well tuned to their environments produce superior financial performance for companies. These books together sell tens of thousands of copies to interested corporate and academic readers. A routine search of the Internet on one of the better search engines, nlsearch.com, returns almost 30,000 entries answering to that phrase. This chapter’s opening assertion that corporate cultures have come of age seems well justified.




What’s wrong with this picture, then? Despite the amazing exposure the concept of culture has received since the early 1980s, the world is full of myths about what culture is all about and how it really works. Although it seems ironic that myths would obscure a mythical concept, it happens a lot in the business world today. Along with acknowledging the robustness of the culture concept, we felt we should try to debunk some of these myths. As an idea, culture is established firmly enough to survive despite this unnecessary and misleading baggage.




Myth: Culture is a (quick) fix for any problem.  Shortly after our original book was published, the two of us were asked to give a talk to the top management team of a multibillion-dollar service firm. Our address was to be the capstone of a several-day, offsite meeting at a Midwest resort. We showed up, delivered our ideas about corporate cultures, and were pleased that our message seemed to be well received. Our pleasure evaporated when the company’s CEO summarized our presentation with the words: “This is really good stuff. We need a culture in this place, too. Get me one in two weeks.” At first we were taken aback by our apparent inability to communicate. Later we sensed that this was our first exposure to the idea that culture can be a fix for any problem a company faces—and, if this CEO was to be believed, a quick fix at that.




Culture is not a quick fix for anything. Strategy is. When Gordon Bethune took over the helm of a near-bankrupt Continental Airlines, he made a strategic decision. He stopped flights to cities where the load factor (the percentage of seats full of paying customers) did not justify the expense of the trip. This was a strategic shift in the direction of the company. And it paid off: Before long, Continental was again operating comfortably in the black. Strategic moves like this put the airline back on a path to success.




Myth: Culture and strategy have nothing to do with one another. As an enlightened business leader, Bethune did not ignore culture; he gave it equal attention. At the same time he set out to redo the airline’s route structure, he instituted a bonus scheme that applied to all employees. Under the scheme, every employee got $50 extra in his or her monthly paycheck if the company ranked first, second, or third in on-time performance. This was culturally a signal that every employee could understand and most employees could do something about. Soon newly motivated employees were moving heaven and earth to ensure they would earn their bonus every month. Actions taken to guarantee on-time performance complemented the strategy of flying where people wanted to go. This became an irresistible lure to passengers. But the behavior of employees was cultural, not strategic. The strategic move was finding a way to channel the energy of employees into something that passengers really cared about.




In the combination of these strategic and cultural actions lies a great truth: In execution, culture (behavioral patterns deeply ingrained in people) and strategy (an idea about how to compete effectively) are inseparable. A culture changes very slowly. For a strategy to succeed quickly, it must take advantage of this cultural inertia. It must channel people’s energies into actions they are comfortable taking. A strategy that asks people to do something unnatural or totally foreign is doomed to a slow death.
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