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Leadership and Culture: Part 1 - The Case for Culture
By Sean Culey

Issues of corporate culture have long been of great concern to executives and
management theorists alike for a simple reason; culture matters - enormously.
In this two part article, Sean Culey will first take a close look at organisational
culture and the impact it has on leadership effectiveness and business performance,
and in the second part, published in the next edition, he will describe what steps
leaders can take to address any cultural issues in their organisation in order to
create a highly effective, integrated, continuous improvement focused, high

performing team.

Culture: Still Dining Out on
Strategy?

Every organisation has its own unique
culture; defined as the set of deeply em-
bedded, self-reinforcing behaviours,
beliefs, and mindset that determine
‘the way we do things around here.’
People within an organizational culture
share a tacit understanding of the way
the world works, their place in it, the
informal and formal dimensions of
their workplace, and the value of their
actions. It controls the way their people
act and behave, how they talk and inter-

relate, how long it takes to make deci-
sions, how trusting they are and, most
importantly, how effective they are at
delivering results. Culture affects staff
retention, external perception and fi-
nancial performance in every type of
organisation, be they public or private.
In a recent article! the new head of the
Metropolitan Police, Bernard Hogan-
Howe, was quoted as saying, “..the
culture of an organisation can put shack-
les on it; if only we did some things quicker,
were a bit more imaginative, cut to the quick
and encouraged people to take risks.”

How important is Culture,
really?

Leaders need to wake up to the power
of Culture. Often misunderstood and
discounted as a soft, nice-to-have com-
ponent of business, culture is neither in-
tangible nor fluffy; it is one of the most
important drivers to the creation of
long-term, sustainable success. Studies
have shown again and again that there
may be no more critical source of busi-
ness success or failure than a company’s
culture - it trumps strategy and leader-
ship every time. Peter Drucker’s famous
quote “culture eats strategy for breakfast”
isn't declaring that strategy doesn’t
matter, but rather that the particular
strategy a company employs will only
be successfully executed if supported by
appropriate cultural attributes. Culture
is completely within the capability of the
business to control and shape, yet often
is ignored, with leaders instead focusing
on short-term activities like cost-cutting
and inadvertently choosing to create an
environment where long-term strategic
success is less likely.

Culture isn’t defined by nice sound-
ing values and mission statements
posted on the wall or website - it is
defined by the behaviours and princi-
ples being practised every day, from
the Boardroom to the shop-floor. As
an example, Enron proudly showcased
the company’s core values of Integrity,
Communication, Respect and Excellence in
beautifully-etched marble in the lobby
of their Houston headquarters. Given
their subsequent fall from grace through
NOT practicing any of these values, this
would be funny if it weren’t so sad. While
obviously an extreme example, Enron’s

Leaders need to wake up to the power of Culture. Often misunderstood and discounted as a
soft, nice-to-have component of business, culture is neither intangible nor fluffy; it is one of
the most important drivers to the creation of long-term, sustainable success.

2 The European Business Review =~ May - June 2012



£33

approach to values is unfortunately quite similar to many or-
ganisations across the world. I am dismayed at how often I
find behaviours within an organisation that are complete-
ly contrary to those displayed on their website. Engagements
with these companies can be painful, as trust levels are gener-
ally low, people’s opinions and feelings are guarded, politick-
ing is rife and levels of frustration are high. Everything takes
a long time and is expensive, both emotionally and financial-
ly. From the leaders down, people go through the process but
demonstrate little emotional connection to the success of the
organisation, only to their own success and security within
the organisation. Whilst not malicious in intent, it is obvious
to an outsider that their agenda is more important than the
overall company’s agenda. When a whole organisation works
like this, we find that levels of activity are high, but levels of
achievement are low.

The impact that this has on a company’s ability to deliver
results is something that executives are beginning to recognise.
A recent global study by the Conference Board? found that the
top two concerns amongst top executives were as follows:

» Excellence in execution
+ Consistent execution of strategy by top management

A 2010 study ‘Supply Chain Strategy in the
Boardroom" asked Supply Chain executives
in 181 different organisations to list their
main barriers to success. The number one
reason quoted was their company’s culture.

Why the concern on execution? Because organisations that
cannot execute their most important goals must call into ques-
tion whether their executives have the ability to successfully
lead. Leaders who fail to mobilise and motivate the organisa-
tion to consistently execute the organisation’s most important
goals with urgency are ultimately ineffective. John P. Kotter,
Professor of Leadership at Harvard, identifies this ‘sense of
urgency’ as the most important of his eight stages of effective
change®. He cites leader’s underestimation of the difficulties
of driving people from their comfort zone and their fear of
failure as major causes of a lack of urgency.

Similarly, a 2010 study called ‘Supply Chain Strategy in the
Boardroom™, asked Supply Chain executives in 181 different
organisations to list their main barriers to success. The number
one reason quoted was their company’s culture, followed by
lack of leadership, lack of information and a lack of CEO
support. If culture is the number one barrier to success and if
we accept the term ‘culture’ is short for ‘the way we do things
round here’, then ‘the way we do things round here’ appears to
be the main barrier that stops companies from achieving their
long term goals. Yet this is within the control of the organisa-
tion, so either the executive leadership doesn’t see the issue or
they do not know how to change it.

Why Do Sub-Optimal Cultures Develop?
A number of key characteristics are commonly visible in or-
ganisations with sub-optimal cultures:

» Lack of guiding vision, goals and purpose

» Bureaucratic, misaligned systems, polices and processes

* Underutilised and demotivated talent and potential

* Low trust

To understand why these types of organisational cultures
develop one does not have to look far; it is because historically
businesses have been designed that way. These cultural charac-
teristics are often an unwelcome by-product of ‘command-and-
control’ management styles, traced back to Fredrick Winslow
Taylor’s ‘ Principles of Scientific Management’ and which formed
the prevalent management style of the 20 Century. This style
worked well for a long time for two reasons; it resolved the
major issue of how to control and increase the efficiency of a
manual based workforce, and the Leader > Manager > Worker
hierarchy simply mirrored the societal hierarchy of Upper >
Middle and Working classes.

So why now, in the 21% Century, does command-and-
control management still exist? It exists, because, despite all
the rhetoric, most organisations are still bureaucratic, cen-
trally planned and hierarchical, set up to take orders from
above rather than the customer. According to the Chartered
Management Institute’ only 17 per cent of the 1,500 managers
polled said that their management was innovative and only 15
per cent said trusting. Command-and-control is unsurprising-
ly also the prevalent management style practised in the emerg-
ing economies of China and India, again due to the fact that
the overriding need is to control a workforce of poorly paid
labourers. Gary Hamel highlights this issue in ‘The Future
of Management’s: ‘Right now, your company has 21%-century
Internet-enabled business processes and mid-20"-century manage-
ment processes all built atop 19"-century management principles.’

‘It’s easy to look good in a boom’ - The Impact
of the Recession
Globalisation and the economic downturn has changed the
nature of business, bringing increased levels of fear, uncertainty
and risk that has left many business leaders feeling exposed and
constantly seeking validation through producing increasingly
short term results. Whereas a booming economy, with its wide
margin of error, can mask and even exacerbate a company’s
problems; economic downturns tend to expose these operation-
al inefficiencies and poor management practices. As Warren
Buffett once declared; “It’s only when the tide goes out that you see
who's swimming naked”’ - and the tide’s been out a while now.
The main issue is the lack of will to develop a strategy
that can balance today’s need versus tomorrows. Focusing
purely on the short term takes away planning for the long
term; people concentrate on moving ‘away' from pain, and
not ‘towards’ growth and progression, compromising future
growth to survive today. In many, this has created an unwel-
come revival of command-and-control, due to the pressure on
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executives to satisfy impatient investors, keep demanding cus-
tomers at bay and get the job done more quickly, efficiently and
with fewer resources. Professor Cary Cooper, from Lancaster
Business School, believes that Boards seem to feel they need
a 'robust' management style to deliver bottom-line, short-term
results. Cooper is quoted as saying’: “from shop-floor to top floor,
there's pervasive employment insecurity: long hours, people as dispos-
able assets, no psychological contract - we'll pay you OK as long as
you're delivering, but don't expect any employment commitment in
return” . Cultural ineffective organisations don't work very well
- they can't - and in uncertain times the knee-jerk reaction is to
tighten the reins, not slacken them.

€ € Cultural ineffective organisations don't
work very well - they can't - and in un-
certain times the knee-jerk reaction is
to tighten the reins, not slacken them.”

The Rise in Tribal Behaviours

The combination of increased ‘command-and-control’ man-
agement and employment insecurity creates a perfect envi-
ronment for poor cultural behaviours to appear. In these
circumstances ‘blame cultures’ develop, so when issues arise,
and in order to protect themselves, groups form into ‘tribal
functions’, focused on protecting their security at the expense
of others. Ray Immelman explored the concept of organisa-
tional tribal behaviour in his book; ‘Great Boss, Dead Boss’®,
applying his tribal model to what is essentially a simplifica-
tion of Maslow's hierarchy of needs, with individuals seeking
both security and value. Where Maslow proposed psycho-
logical, safety, and love/belonging needs, Immelman pro-
poses individual security, observing that "individuals act to
reinforce their security when under threat." Where Maslow pro-
posed esteem, Immelman proposes individual value, declar-
ing that "Individuals only act to reinforce their self-worth when their
security is not under threat."

He characterises how tribal behaviours thrive in insecure
organisations where protecting individual and tribal values
and security is paramount: protect the tribe, protect the status
quo, destroy and undermine those who challenge. An or-
ganisation of people thinking primarily of their own needs
becomes very emotionally disengaged from the organisa-
tion as a whole. To break this cycle requires what Jim Collins
called ‘Level 5 Leadership’ — leadership with personal hu-
mility and the courage to put their own fears and needs to
one side and focus on creating and maintaining a culture of

support and continuous improvement. However managers
and leaders concerned about their own security and status are
not really subject to humility - and insecure and self-serving
leaders making decisions primarily to protect their own posi-
tions, creates an insecure and self-serving workforce.

The results can be toxic and startling. A FranklinCovey
survey on an organisation’s ability to successfully execute
strategy, polled 12,182 people about what it was like to work
in their organisation, how empowered they felt and how good
the working environment was. 65 per cent of people believed
that their colleagues undermined them, 61 per cent felt deci-
sions were made for political reasons, nearly 50 per cent felt
unable to share their thoughts and opinions, and only 30 per
cent felt that they operated as a team.

Percentage who agree with the statement below:

We live by principle “my success
is your success”

We do not undermine each other

We make decisions based on the best ideas
and information, not office politics

People are treated fairly;
favouritism is not a problem

| feel safe in expressing my opinion openly
without fear of retribution

T T T T T !

0% 10% 20% 30% 40% 50% 60%

Source: FranklinCovey xQ survey of 12,182 U.S. workers™

Whilst I do not fully accept all of Immelman’s observa-
tions in regards to tribal behaviour within organisations, his
concept that individuals act to reinforce their security when
under threat, and only act to reinforce their self-worth
when their security is not under threat rings true. When in-
dividual and functional security is low, emotions run high and
people’s desire for self-worth and to satisfy their psychologi-
cal needs take over. An easy way to elevate their own position
is by highlighting weakness or blame elsewhere, and much
energy is expended in the name of self-preservation and re-
taining their sense of value. People defend what they think
they know; over-estimating the value of what they have and
under-estimating the value of what they may gain by giving
it up. Feeling emotionally disconnected from the organisa-
tion, people generally believe that their ability to affect direc-
tion and decisions is limited, so instead focus on raising their
profile by providing evidence of their importance to the organ-
isation. This emotion driven behaviour creates an increasingly

The combination of ‘command-and-control’ management and employment insecurity enables
poor cultural behaviours to appear. In these circumstances ‘blame cultures’ develop, groups
form into ‘tribal functions’, focused on protecting their security at the expense of others.
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‘short term’ area of focus, with manage-
ment teams constantly looking to prove
their worth. In these environments any
attempts to change are often resisted
and undermined if it is felt that it doesn’t
directly promote the values of the tribe,
or if it weakens security (for example by
changing roles or responsibilities). This
creates a self-fulfilling prophecy; more
management is required to control this
behaviour, which validates the use of
a ‘Command-and-Control’ approach,
which in turn generates higher levels of
employee disengagement.

IThave unfortunately run into this issue
headfirst in my own consulting engage-
ments — with painful results. In these low
trust cultures everything costs more and
takes longer. The ability to recognise this
behaviour early has made a huge differ-
ence to my ability to help leaders enable
business transformations.

A dysfunctional culture can
drive your best talent away;
supportive,

an exciting,
and empowering one can
attract and retain them.

Culture, Innovation and Talent
In a time when the main sources of
competitive advantage are knowledge
and innovation; one of the most dam-
aging aspects of a poor culture relates to
the organisations ability to attract, retain
and develop top talent. A dysfunctional
culture can drive your best talent away;
an exciting, supportive, and empowering
one can attract and retain them. Four-
fifths of organisations have problems
finding and keeping the right people, ac-
cording to research from the Chartered
Institute of Personnel and Development
(CIPD)!. They state that employers risk
losing talented workers to other compa-
nies should they fail to tackle distrust in
senior management, leaving them with
under-qualified or at least inappropri-
ately-qualified, staff. Claire McCartney,
from the CIPD, states that, “overall,
trust in leaders is low, with 38% of employ-
ees saying that they did not trust their senior

The dominance and coherence of culture is an essential
quality of excellent companies — the more cohesive the
culture, the less need there is for policy manuals, organi-
sation charts, detailed procedures and rules.

management team. With many organisa-
tions facing tough times, issues such as organ-
isational culture and values often ‘take a back
seat’”. This is a mistake.

A recent Forbes article called ‘Top
Ten Reasons Why Large Companies Fail
to Keep Their Best Talent’'? highlighted
that the top reasons were ‘Big Company
Bureaucracy’ and misalignment between
the culture of the organisation and
the employee’s desires and vision. In a
world where competition for talent is
global, star performers seek companies
with values that mirror their own. Other
cultural reasons included:

+ Shifting Whims/ Strategic Priorities

» Lack of clear organisational Mission/
Vision

» Lack of Accountability

» Lack of Open Mindedness

Digital age businesses are not immune
from cultural inefficiencies. Zynga is the
world’s largest social gaming company
with an active user base of more than
200 million users, and claimed rev-
enues in excess of a billion dollars
in 2011 from selling in-game, virtual
goods. Zynga also has a command-and-
control, top-down leadership style,
which, according to a New York Times
article!® has frustrated many Zynga em-
ployees withitslonghours, stressful dead-
lines and aggressive culture. The article
highlights how feudal, tribal states have
developed within the company and raises
a concern that as the level of discord in-
creases, the situation may jeopardise the
company’s ability to retain top talent at
a time when Silicon Valley start-ups are
fiercely jockeying for the best executives
and engineers.

“We’ve learned that when companies
treat talent as a commodity, the consequenc-
es are severe”, said Gabrielle Toledano,
head of human resources for Electronic
Arts, a company that, according to the
article, is waiting in the wings to relieve

Zynga of its best talents. The message
is clear — if you can’t provide an envi-
ronment for top talent to flourish and
grow, someone else will.

The Upside of Culture

So far we have explored the debilitating
impact a poor culture has on an organi-
sation — however the reverse is also true
— strong cultures create strong organi-
sations. The dominance and coherence
of culture is an essential quality of ex-
cellent companies — the more cohesive
the culture and the more it is focused
towards delivering value to the cus-
tomer, the less need there is for policy
manuals, organisation charts, detailed
procedures and rules. The best compa-
nies and the best leaders understand the
real drivers of business success: a long-
term perspective which focuses on cus-
tomer and employee relationships as the
sources of competitive advantage and an
emphasis on values and ethics as guides
to decision making.

In his latest book, ‘ The Culture Cycle’'4,
Prof. James L. Heskett states that effec-
tive cultures can create between 20-30
per cent uplift in corporate performance
when compared with ‘culturally unre-
markable’ competitors. When asked
which elements create the most benefit,
companies ranked culture at 80 per cent
and recruitment/retention at 70 per cent.
Competitiveness, customer loyalty, inno-
vation, and productivity — while critical
to daily operations — scored less than 20
per cent each.

The 2011 Booz & Company Global
Innovation 1000 Study titled ‘Why
Culture is Key’™, highlighted how only
44 per cent of companies reported that
their culture and innovation strategies
were clearly aligned with their business
goals. However these organisations de-
livered 33 per cent higher enterprise
value growth and 17 per cent higher
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profit growth than those lacking such
tight alignment.

The findings of the study found that
having a strong supportive culture is
the primary key to innovation success,
and its impact on performance is mea-
surable. Companies with unsupportive
cultures and poor strategic alignment
significantly underperform their com-
petitors, whereas the report stated that
‘companies whose strategic goals are clear,
and whose cultures strongly support those
goals, possess a huge advantage’. The report
also commented that, ‘if more compa-
nies could gain traction in closing both
the strategic alignment and culture gaps
to better realise these goals and attri-
butes, not only would their financial per-
formance improve, but the data suggests
that the potential gains might be large
enough to improve the overall growth
rate of the global economy’.

Your Culture: Dragging People
Down, or Lifting Them Up?

In previous articles I have promoted
the concept of ‘T’ shaped people, teams
and organisations - people with business
breadth AND functional depth who
can work together as an aligned team to
deliver a common goal, eliminate dis-
trust, break down functional barriers
and develop joined-up, integrated and
value focused processes and solutions.

‘T’ Shaped People, Teams &
Organisations

- >

v

Recruiting top talent is one thing; ap-
propriately deploying them and getting
them to integrate, collaborate and play
nicely together is something else entire-
ly. A weak, toxic, organisational culture
effectively acts as weights that drag
down the arms of the ‘T’, turning ‘T’
shaped people into ‘I’ shaped ones who
are focused only on their department,
function or individual needs.

When people who are intrinsical-
ly ‘T’ shaped, feel the culture dragging
them down into an ‘T’ shape, they initial-
ly fight against it, trying to demonstrate
that there is a better way of operating.
When this happens they may become
frustrated, and then, realising they are
fighting a losing battle, they may either
choose one of the following responses;

(1) Quit but stay. According to
Gallup'¢, 23 million people in the U.S.
are ‘actively disengaged’ from their
work. Result — millions of workers have
resigned themselves to their jobs; they
turn up and do their job at a basic level,
but that’s all. It’s not so much what they
do; it’s what they don’t do. In the US
alone, the estimated the cost of this lost
productivity exceeds $300 billion.

(2) Leave. 47% of employees who

said that they strongly distrusted their di-
rectors or senior managers were looking
for a new job, compared with fewer than
one in 10 (8%) of those who said that
they trusted management

Conversely, strong supportive cul-
tures act as balloons, lifting up the arms
of the ‘I’ shaped people and encourag-
ing them to integrate and work together
for the good for the organisation. People
who resist have to consciously make the
decision to metaphorically keep their
arms by their side, and in doing so iden-
tify themselves as the ‘wrong people’
that should be removed from the corpo-
rate bus as soon as possible.

Many 'T' shaped people become 'T'
shaped due to the culture; but unfortunate-
ly not many businesses focus on turning T
shaped people into 'T" shaped ones.

Changing Culture

To ensure their corporate culture pro-
vides sustainable competitive advantage,
leaders must ensure that their culture is
adapting to the changing business envi-
ronment. Downturns should be seen as
opportunities to progress — but first a
company needs to be willing and able to
adapt. To paraphrase the old joke: “How

A weak organisational culture drag down the arms of the ‘T, turning ‘“I" shaped people into T’
shaped ones who are focused only on their individual needs. Conversely, strong supportive cul-
tures lift up the arms of the ‘I’ shaped people and encourage them to integrate and work together.
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many experts does it take to turn around a big company? Only
one-but the company has to really want to change.” Culture is
a choice, not an inheritance.

€ £ The challenge is for leaders to resist short
term pressures and instead look inwards
at the their organisational culture and ask
how they can create an environment that allows
for greater alignment and integration.”

You cannot simply copy another company’s culture.
However there are some fundamental elements that can be put
in place to ensure that your organisation can develop a culture
that creates sustainable competitive advantage. It is about
closing the gap between strategy and execution with employee
behaviour linked to the delivery of strategic goals and behav-
iours designed to focus on adding value to the customer.

The case for Culture is clear. The challenge now is for
leaders to have the courage to resist short term pressures and
instead look inwards at the culture of their organisation in
order to ask difficult but essential questions about how they
can change mindsets and create an environment that allows
for greater alignment and integration. They need to:

» Allay fears around security and instead focus on ensuring
their people can clearly associate the relationship between
their roles and responsibilities and strategic value

* Identify and address whether there is a command-and-
control management style at play, restricting the abilities of
their best people to deliver

* Encourage healthy debate and dialog, not just consensus
management, group-think or blind obedience

* Leverage tribal behaviours by moving focus away from
silo functions and towards integrated Value Chain tribes,
focused around the delivery of customer value

* Develop an environment where the culture encourag-
es and supports the development of ‘T’ shaped teams and
individuals

» Lead by example, put aside their own self-interest and fears
around position and instead focus on the growth and pros-
perity of the organisation as a whole

It is about having clarity of focus, developing a longer
term view, developing a mindset of continuous improve-
ment and recognising that delivering an environment where
talent can thrive and perform well as a team is more impor-
tant than having the latest tools or reports. No matter how
good your strategy is, when it comes down to it, people
always make the difference.

In the next part of this article, I will discuss the steps that
can be taken to put these measures in place and develop a

cultural environment designed to attract and retain the best
talent and provide guidance, goals and processes to ‘bake
in’ these ways of working, and achieve sustainable compet-
itive advantage.
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