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by Richard S. Gallagher


The question “How do organizations succeed?” has launched countless books and studies, dating back to ancient times. And as with any field of human endeavor, the answers to this question continue to evolve with human culture itself. At the same time, there is now a growing body of research, ranging from academic studies to recent bestsellers such as Built to Last, that has identified one key factor for long term business success: having an organization that is led by specific core values. These values fundamentally change policy and business practice within these organizations, which in turn drive levels of performance that transcend business processes alone.


The idea of culture driving performance is not a new one. The 1982 business bestseller In Search of Excellence, based on a McKinsey consulting study led by Tom Peters and Robert Waterman, helped popularize the concept of corporate culture and its impact on leading organizations. A decade later, in a landmark 1992 Harvard Business School study profiled in their book Corporate Culture and Performance, researchers John Kotter and James Hesket performed an extensive correlation of the performance of organizations over time against their corporate culture traits, and found that organizations with strong values and adaptable cultures had significantly higher bottom-line results.


More recently, however, there has been a renewed focus on what culture means, and the mechanics of how it drives performance – particularly in a world where there seems to be little correlation between an organization’s mission statement and its workplace-level behavior. Today, there is a growing consensus that leading organizations are driven by one or more core values which influence performance beyond the normal practice of business. You could summarize this principle as follows:
Every business day, organizations make hundreds of business decisions. Most make these decisions based on human nature – while the best of breed make these decisions based on values that transcend human nature.

Organizations, like people, are creatures of habit. Each business day they are confronted with new situations to resolve, ranging from trivial ones such as whether an employee may go home early, to more serious ones such as how to recover from the loss of a key supplier. Those organizations with clear core values often approach these problems differently from their competitors, particularly when these values reach the level of driving policy.
Dell Computer Corporation began in a dorm room with values that were needed to survive as a one-man operation – build computers to order, from cash already in hand from customers, and use the resulting price advantage to build better quality systems. Today, these exact same values have made Dell the world’s largest computer manufacturer, and one of few to remain profitable in today’s competitive landscape. Their inventory levels are measured in hours rather than weeks, their computers are ordered on-line or by telephone directly by customers, and they still leverage this price advantage to build better quality systems.
This direct-to-the-customer model has had a major impact on its overall business decisions over its 20-year existence. For example, their lack of a dealer network led to centralized service and support capabilities, making them one of the first PC vendors to enter the Fortune 500 marketplace. Their mandate to sell directly to consumers led naturally to a pioneering role in Internet sales and support channels, where they now do 50% of their business at a fraction of the cost of person-to-person channels. They work as partners with their largest clients to improve their own business operations, such as burning-in ready-to-go client software configurations or creating custom networks. Each of these directions, all springing from this one core value, have had a critical impact on Dell’s growth and success.


In his recent book The Soul of an Organization: Understanding the Values That Drive Corporate Culture, the author studied nearly 100 firms whose success was driven by their values, and identified seven clusters where core values had a defining impact on performance:
· The Strategists, who create systems that drive operational excellence.

· The Motivators, who create a positive working environment that promotes respect, autonomy and personal growth.

· The Teambuilders, who create a strong team environment, from recruiting all the way through internal workplace relationships.

· The Nimble, who embrace change as an opportunity, and can adapt their cultures to shifts in markets, technology, demographics, and other factors.

· The Customer Champions, who focus on putting the customer at the front of every business decision they make.

· The Passionate, who see their work as a mission and a way of life.

· The Visionaries, whose goals make everyone on their team part of something greater than themselves.

These values will differ from organization to organization – and more importantly, they will change over time within an organization. But in all cases they transcend normal business behavior, and create substantial performance change as a result.

Simply put, core values drive the contrarian behavior that is often necessary for success. Confronted with performance issues, most organizations tend to hold stopwatches against people’s work – while one with a strong team culture may set high goals and harness the team’s initiative to achieve them. Faced with the need to improve service quality, companies often invest in “smile training” designed to exhort people to behave nicely and improve their attitude – while service leaders may focus instead on the process behind their service delivery. These values often transcend normal workplace behavior, and defy accepted business wisdom about performance. For example:
They are independent of your price point. Southwest Airlines is one of the lowest cost providers in its market, and Ritz-Carlton is one of the highest, and both are leaders in their respective industries. While some best-of-breed firms have values that foster a price advantage, such as Dell Computer Corporation’s just-in-time model discussed above, a successful organizational value system is generally not tied to your pricing strategy.
They are independent of your labor model. United Airlines, a carrier whose stock price and customer satisfaction ratings have plummeted during a period of well-documented labor troubles, has been an employee-owned carrier since 1995. Conversely, Southwest Airlines, a consistent service leader and a longstanding member of the Fortune 100 Best Employers list, is even more highly unionized (94% of its employees) and owned by stockholders.
They are independent of economies of scale. The automotive landscape has been marked in recent years by substantial merger and alliance activity, designed to optimize resources in a very capital-intensive industry. Marriages such as Daimler-Chrysler, Saab and General Motors and BMW and Rover have all been driven by claims of competitive necessity in the marketplace. Yet Honda, an automaker who is barely 5% of the size of its larger competitors, produces one of the top-selling sedans in the US and Japan while eschewing mergers and continuing to follow its core values -  namely, partnering directly with suppliers to reduce costs, maintaining its independence, and promoting a management style that fosters innovation.

So what factors differentiate those companies whose values define their performance? Here are four key ones:
They quantify their values. Krispy Kreme has been in business since 1937. But its recent growth to become the fastest-growth fast food franchise in the nation was spurred by its current management openly adopting one key value: the single-minded pursuit of the perfect hot glazed doughnut. They have an impressive business model, ranging from efficient use of production facilities to multiple retail distribution channels. But a core reason that Krispy Kreme franchises are the most expensive ($2 million versus the normal $500K-$1M range for fast food) and the most profitable (twice the profitability of the average franchise) revolves around something that most competitors do not have – people waiting in lines around the block to purchase their product.
Their values change policy. Continental Airlines was widely regarded as a “last-place airline” prior to its dramatic turnaround in the late 1990s, in the words of its own CEO Gordon Bethune. His ambitious “Go Forward” plan involved a move towards performance incentives for things that mattered to customers, such as on-time arrivals, and a move away from the myriad work rules and policies that had driven the carrier before. To drive home his point, Bethune even had a ceremony where the carrier’s nine-inch thick policy manual, known among employees as the “Thou Shalt Not” guide, was doused with gasoline and publicly burned in a 55-gallon drum. This radical culture change resulted in the carrier achieving number 1 rankings for customer satisfaction by the end of the decade, as well as becoming one of the top-rated employers in the nation.
Their values drive self-sustaining performance. FedEx succeeds for many reasons, but a key factor in its growth from a startup to a $30 billion dollar per year operation is an idea that is internalized by its employees in all that they do: everything is time-critical. From front-line teams who unload a plane in 18 minutes – and convene a troubleshooting meeting if it takes even one minute more – all the way to the corporate motto of “The World on Time,” a sense of time urgency is built into the culture, and all the decisions that spring from it.

Their values are greater than their business goals. The hottest growth stock of the 1990s was not a dot-com or technology firm – it was a clothing store chain that went bankrupt earlier in the decade selling drab clothing for middle-aged women in the Midwest. Under the leadership of its former chief operating officer, Christopher and Banks adopted a new name, remodeled stores, and a renewed focus on customer service. But more importantly, they created a fictitious 45-year old soccer mom by the name of “Mary,” and devoted themselves to the pursuit of what Mary wanted to buy – even going so far as having its executives pursue social activities that Mary would do, and take vacations in places that Mary would frequent. The result was a stock that grew by over 8,000 per cent, and one of the fastest growing women’s clothing retailers in the United States.

Values govern performance, but it is not enough to simply define them from the top down – as evidenced by the many companies who have pointless and ineffective mission statements. They must reflect the authentic values of your workplace, and truly drive policy and change behaviors. And to create self-sustaining levels of performance, your employees must have personal buy-in and ownership of these values. This means that you must accurately quantify what your true values are, and more importantly, harness them to drive your daily business operations.

Quantifying values and putting them into action


Unlike a mission statement, which is a desired outcome that may or may not reflect workplace reality, corporate values that drive self-sustaining performance must be held as top-of-mind concepts by the people who work within the organization. This underscores the importance of harnessing current perceptions of corporate values, across a representative population sample.


Today, the science of measuring and quantifying these values has gone far beyond having a focus group and a pad of paper. One recent example of putting more science into the art of brainstorming is concept mapping, an approach developed over a decade ago by Cornell University social scientist William Trochim(. Concept mapping organizes participant ideas into clusters and analyzes the relative importance and relationships between these ideas, using sophisticated numerical analysis techniques. It has been employed successfully to measure everything from public health policy to business strategy, among many other applications.

In a typical concept mapping project, participants brainstorm ideas in response to a focus prompt, generally an open-ended question such as “The factor that most influences our company’s performance is …” These brainstormed statements are reduced to a set of independent ideas, sorted into piles of similar meaning, and then rated on variables such as their impact or feasibility. This list is then put through a multi-dimensional scaling (MDS) analysis which represents these statements as two dimensional x,y points based on their relative proximity, followed by a cluster analysis which graphically represents these points within distinct groups of ideas.

The result of a concept mapping process is the ability to “see” clusters of ideas, both in terms of their relative prominence within the survey sample, and how the participants rate these ideas. For example, Figure 1 shows a cluster rating map, where the relative ranking of the ideas in the cluster are shown in the third dimension. Similarly, Figure 2 shows the results of a pattern matching analysis, where cluster ratings between two different groups (or rating criteria) are shown graphically.
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Figure 1. A concept rating map, showing clusters of similar ideas as polygons, and the average participant ratings of these clusters in the third dimension. (Courtesy Concept Systems, Inc.)
[image: image3.jpg]ams

Erployee Relations/Communication

Employee lssuss

Eficizncy

Databases

Productian st

Compatiton

Intertsos with Customer

Community Relations

282

=

4

Production stst

Compatiton

Eficizncy

Databaszes

Employes Relations/Communication

Employee Issues

Commurity Relstions

Intertsos with Customer




Figure 2. The results of a pattern matching analysis, comparing how clusters of ideas were rated by participants on two different variables. (Courtesy Concept Systems, Inc.)

Techniques such as concept mapping help capture and quantify the most important aspect of defining your corporate values – those shared concepts which already define your organization. Armed with this knowledge, organizations can then explore tangible ways to use these values to drive their future business processes. For example:

· Major automakers, long-time pioneers of team working environments, now often employ extensive psychological testing to determine individual “fit” as new teams are formed.
· Specialty fabric manufacturer W.L. Gore codified its values of collaboration in small groups to a corporate policy that no single facility employs more than 200 people.

· A major grocery store implemented a delightful policy that if an employee intends to say “yes” to a customer, a manager need not be consulted – but if they plan to say “no,” a manager must be consulted.


More importantly, the right values can be promoted as a force that guides all of your subsequent business decisions, in a self-sustaining manner. For example, Southwest Airlines is based around a fanaticism for teamwork, promoted internally based on their ability to “turn around” an aircraft in less than 20 minutes. This is twice as fast as their competitors, driving their profitability – and requiring people to work cross-functionally, resulting in flight attendants cleaning aircraft, ground crews serving the needs of the cabin crew, and even pilots loading bags if needed. But more importantly, this value permeates all of Southwest’s business processes – from a team-based hiring process, all the way to an employee initiative to build Southwest’s early computers from parts, saving the carrier over one million dollars. Many other carriers fail to achieve the performance of Southwest – which has been profitable every year since the 1970s – in large part because no rule or business process can ever duplicate the impact of this value.

For many organizations, corporate values remain a peripheral concept relegated to human resource departments and annual reports. But nowadays, there is a growing realization that quantifying and implementing your key values is perhaps the single biggest factor in business survival and growth. As organizations realize that this process is a science and not just a soft skill, they can use it to leverage the ideas of their own people as a strategic competitive asset, and dramatically change their fortunes.
Richard S. Gallagher is president of the Acuity Learning Group (www.acuitylearninggroup.com) and author of the recent book The Soul of an Organization: Understanding the Values That Drive Successful Corporate Cultures (Dearborn Trade, 2002), which examines the relationship between values and corporate performance in nearly 100 leading organizations.
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Known core values lead organizations to transcend normal workplace performance.





Core values of leading organizations fall into predictable clusters.





Values – unlike mission statements – must reflect top-of-mind thinking within your workplace.








Quantifying core values that drive policy creates a quantum change in performance.








( Technical information on the concept mapping process is available on-line from Concept Systems, Inc. at http://www.conceptsystems.com/
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