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Aligning Culture with the

Bottom Line: How Companies
Can Accelerate Progress

A survey of 500 CEOs from around the world
shows that most know how much culture
matters. But they aren't particularly good at
linking it to financial performance, even when
they're trying to. One group links culture
and strategy and puts people first—and
has double the revenue growth of others.
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Executive summary

Earlier this year, we surveyed 500 CEOs at
large companies around the world about

how they define culture and how it influences
financial performance. We also asked them
why and how they work to cultivate their own
organizational cultures. During the pandemic
and amid all the other varied challenges

2020 brought to countries, communities, and
companies around the world, organizational
culture was challenged—and became, for
many organizations, the essential glue that
held them together. Now, as leaders work to
maintain resilience in hybrid and fast-changing
working conditions, the increased sense of
purpose, inclusion, and collaboration that
culture nurtures matters more than ever to
enable individuals and organizations to thrive.

Our findings suggest that most CEOs make
culture a priority, as we believe they should.
But, surprisingly, we also see that most aren’t
particularly intentional in their pursuit of
culture as a driver of financial performance,
even when they try to be. The connection
between financial performance and a thriving
culture was complex to make even before

the pandemic. Now, with the growing focus
on culture as employees return to the office
and navigate hybrid work environments, it

is more important than ever that companies’
culture efforts create the greatest benefit and
highest impact possible. Our survey shows
that 82% of CEOs said they had made culture

a key priority over the past three years, often
to improve financial performance. But, when
asked about the most important drivers of
financial performance, 74% picked something
else, most often strategy and leadership.

What'’s more, we found a startling
disconnection between the elements of
culture CEOs think are most important
to improving financial performance
and what elements actually are most
prevalent in their companies today.

One group of survey respondents is more
successful in their culture efforts than
others.” We call them “culture accelerators”
because they say that culture is a top-three
driver of their financial performance, that

it's very important or crucial to link culture

to strategy in order to ensure a positive

effect on financial performance, and that
they have focused on culture shaping as

a key priority over the past three years.

The companies led by culture accelerator
CEOs have financial performance (assessed by
a three-year revenue CAGR) that’s more than
double that of other companies we surveyed:
9.1% for this group, compared with 4.4% for the
others.? Coupled with other notable differences
described in this report, the data suggest
that these CEOs are far more intentional
about culture than other leaders. They are

in acting on their belief that culture

makes a difference to financial performance
and start with a direct link between culture
and strategy. They then focus on

by putting people first
to ensure that culture has a positive effect on
performance. Purposeful leadership and broad
engagement are two of the four pillars our
work has long shown to be central to shaping
cultures. Because thriving cultures will be the
linchpin of success going forward, other leaders
can benefit from seeing how these leaders
have accelerated their approach to culture.

This report is the first step in our work to
cultivate an in-depth understanding of
how culture drives stronger organizational
performance; next, we will be interviewing
CEOs around the world to understand
their different approaches to this crucial
aspect of organizational performance,
especially as many organizations begin the
return-to-office process and confront the
challenges of a hybrid work environment.

1 There are 54 CEOs in this group, 11% of the total survey sample.

2 Heidrick & Struggles’analysis of financial data on the publicly held
companies responding to the survey, which was collected and
anonymized by a third party and provided to Heidrick & Struggles.
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Methodology

The survey was conducted in February and
March of 2021. Five hundred CEOs at companies
with a minimum of $2.5 billion in annual
revenue were surveyed, across industries and

in the following countries: Australia, Brazil,
Canada, China, France, Germany, Spain, the
United Kingdom, and the United States.

Overall respondent demographics

Headquarters (%) Industry (%)
United States I 2 Consumer goods, hospitality, leisure, or retail
I 22

Australia I °

Financial services

proct R o I
Canada I °

Industrials or energy
China I I >0
France I o

Technology or telecoms
Germany NN 10 - B
Spain I o

Healthcare or pharmaceuticals
United Kingdom [N 10 I, '©
Employee count (%)

Il More than 10,000 1,001-3,000
Il 5,001-10,000 1,000 or fewer

Revenue (%)

More than 39
$10 billion

$5 billion- 36
$10 billion

$2.5 billion-
$5 billion

3,001-5,000
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How most companies

are approaching
culture—and missing
some crucial links

Organizational culture has become an
increasingly high priority for executives

in recent years. Even before the COVID-19
pandemic, many executives working to lead

in a quickly changing business environment
with an evolving talent pool were seeing that

a thriving culture could provide a competitive
edge in innovation, employee attraction and
retention, and agility, among other areas.
Eighty-two percent of CEOs we surveyed said
they had focused on culture as a key priority
over the past three years. They did so for a
variety of reasons, with improving financial
performance being the most frequent response,
followed by increasing employee engagement.
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When you focused on culture over the past
three years, what were your primary goals? (%)

Improving financial performance

|
ey

Increasing employee engagement

N
(<))

Improving diversity and inclusion

N
|

Reinforcing a change in strategy or direction

I
-

Improving customer service

N
(=]

Supporting operational efficiencies

Increasing innovation

-
w

Accelerating digital transformation

Addressing ethics or compliance issues

-
N

Navigating the pandemic, including new ways of working

Ensuring the success of a merger or acquisition
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When asked if they had reached their
cultural goals, there was marked variation.
More than half of respondents met goals
such as increasing employee engagement,
improving diversity and inclusion, and
improving financial performance. But
other goals, including reinforcing a change
in strategy and addressing ethics or
compliance issues, were harder to meet.

Regardless of success in reaching a specific
goal, most CEOs, 74%, said their employees
are mostly or entirely engaged in applying
their cultural values in their day-to-day work.
Notably, that percentage doesn’t vary
much regardless of whether the workforce
is working mostly in person (77%) or in a
more fluid, hybrid working model (73%).

Extent to which company reached its culture goals, by goal (%)

Not at all Partly [l Completely

Improving financial performance

Improving customer service

Increasing employee engagement

Increasing innovation

Improving diversity and inclusion

Ensuring the success of a merger or acquisition
Accelerating digital transformation

Navigating the pandemic, including new ways of working
Supporting operational efficiencies

Reinforcing a change in strategy or direction

Addressing ethics or compliance issues

Note: Numbers may not sum to 100%, because of rounding.

Missing the links

Despite nearly a third of CEOs who had
focused on culture as a key priority

over the past three years saying they

had done so to improve financial
performance, the survey showed a startling
disconnection between the elements of
culture CEOs think are most important

to improved financial performance

and which elements are actually most
prevalent in their companies today.

A third of all CEOs indicated that none of
the elements of culture most important to
financial performance were prevalent in
their own cultures. Among the CEOs who
focused on culture to improve financial
performance, 30% indicated the same.

These findings suggest that most
CEOs aren't particularly intentional
in their pursuit of culture as a driver
of financial performance, even
when they are trying to be.

I We exceeded our goals

100
33
34 58 6
35 58 7

41 52 7
44 52 5

47 I - Ay

46
46 42 10

62 TN

Number of aspects of culture CEOs say are both
important to improving financial performance
and prevalent in their culture (%)

. CEOs who focus on culture to improve financial performance

All other CEOs

0 matching items

1 matching item

2 matching items

3 matching items

2+ matching items
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What culture accelerators

do differently

While our survey showed that many CEOs
aren't as attuned to culture shaping in direct
support of financial performance as they
could be, a small group of companies has
explored culture with strategic intent
and puts people first. Whether their goal
was to improve financial performance or
something else, these companies have stronger
financial performance (assessed by a three-
year revenue CAGR) than other companies
we surveyed: 9.1% compared with 4.4%.

Eleven percent of the CEOs surveyed led
companies in this group. To be included, they
had to say that culture was a top-three driver
of their financial performance, that it was very
important or crucial to link culture to strategy

Culture accelerators

Others ] Culture accelerators

89%

CAGR
4.4%

in order to ensure a positive effect on financial
performance, and that they had intentionally
worked on building and shaping their

organizational culture over the past three years.

It is notable that the mix of cultural
accelerators in terms of region, industry,
and size is slightly different than the overall
sample, but not statistically significantly
different. Thus, this more successful
approach to culture shaping is agnostic
in terms of geography, sector, and size.

Starting with culture

In our experience, companies often know
they need to align strategy, operating
models, and culture, but they don’t know
where to start. This isn’t the case with culture

accelerator CEOs; only 19% said that focusing
on operating models was among the top-three
positive influences on financial performance,
compared to 40% of other CEOs. In addition,
48% of culture accelerators said they focused
on culture to reinforce a change in strategy
or direction, compared to only 22% of others.
Combined with the culture accelerator-led
companies’ stronger financial performance,
these findings suggest that starting with
culture may be the right first step.

Culture accelerators

+ Believe culture influences financial performance
- Think it's important to directly link culture to strategy

« Have intentionally worked on culture over past three years
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Focusing on what makes Culture accelerators focus their efforts on the aspects of culture
a difference: People they think have a positive influence on financial performance
Culture accelerators more often than others

say the aspects of culture that affect financial How culture creates a positive effect Higher alignment on

performance are people related, such as on financial performance (%) collaboration and trust (%)
enhancing customer experience and supporting

good relationships with external stakeholders. B Culture accelerators Others Il Culture accelerators

And they more often zero in on two elements Others

of culture to create that positive effect: Enabling an enhanced
customer and quality focus and collaboration customer experience
and trust. It’s also notable that, more often I -
than other CEOs, culture accelerators go 25
beygnd just saying collaboration a.n.d trust Supporting good relationships
are important; they say those qualities are A

. . with external stakeholders
prevalent in their own cultures and then

reinforce those qualities by communicating _17 26

them, both internally and externally.

66
Areas of focus (%)
44
B Culture accelerators Others
Collaboration and trust
I ::
22
Customer and quality focus
I, 5>
37
In addition, our survey showed that 48%
of culture accelerator CEOs put diversity,
equity, and inclusion (DE&I) efforts front
and center, compared to 30% of other CEOs.
This further indicates that, for the culture
accelerators, putting people first is more than
a platitude; it's the crux of their approach to
culture. And two-thirds of these CEOs also
said they completely met or exceeded their
culture goals, with 15% saying they exceeded
those goals, compared to 5% of others. ‘

Our survey showed that 48%

of culture accelerator CEOs put
diversity, equity, and inclusion
(DER&I) efforts front and center,
compared to 30% of other CEOs.
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The culture
conhectors

Within the group of culture accelerators, we
dug a level deeper to identify a small group
we call “culture connectors.” In addition to
having strategic intentionality, these companies
have broad engagement with their culture: all
leaders said that their employees are mostly
or entirely engaged in applying the company’s
culture in their day-to-day work. In addition,
these companies achieved or exceeded their
culture goals. While only 30 CEOs in our survey
fall into this group, our findings suggest that
their organizations focus even more tightly

on clear, effective communication, both
internally and externally, and that they go
the extra mile to engage all their people.
This approach appears to be working to their
financial benefit: the culture connectors had a
higher three-year revenue CAGR than others
we surveyed—=8% compared with 4.8%. (While
their revenue growth rate was slightly lower
than the full group of accelerators, there is a
higher share of the very largest companies—
those with more than $10 billion in annual
revenue—in the culture connectors group.)
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Taking a look at how culture connectors have How do they broad|y engage their people? (%)
managed to broadly engage their workforce,

it seems that including employees at all levels B Culture connectors I Culture accelerators Others

is the first step. Thirty-seven percent of these

CEOs said bolstering culture can strengthen Bolstering the employee link to how culture positively affects performance
financial performance because it encourages

people to go beyond what is normally Enabling an enhanced _ 47

expected. To do this, two best practices customer experience 25

emerged. First, these CEOs said engaging
people at all levels of the company is crucial to
building culture. Nearly two-thirds of culture Encouraging people to
connector CEOs who said appreciation and put in effort beyond what
recognition are an element of culture that is normally expected
supports financial performance also said
that it’s prevalent in their culture—much
higher than the share of other CEOs who said
so and 26% higher than culture accelerators.
What's more, 30% of culture connector
CEOs said that challenging employees to be
accountable for living the culture is one of
the most important ways they can personally
ensure their company has a thriving culture, a
far higher share than CEOs not in this group. Showing appreciation
and recognition

N
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w
~N

N
o

Supporting good
relationships with
external stakeholders

~N
N
=)
w
w

Including employees at all levels

w1

I
o
w

Second, culture connectors indicated that 36

communicating at scale is also central to

success. All culture connectors said holding Challenging employees at 20

two-way dialogues with employees about all levels to be accountable t

the importance of culture helped promote for living the culture 18

culture—20% more than culture accelerators

and more than double other CEOs. Compared

to others, culture connectors also hold more

large-scale dialogue discussions to develop Communicating at scale

culture (40% versus 24%) and look for a variety

of ways to understand how employees are Holding two-way 100
feeling, including using sentiment analyses. dialogues with 83
Perhaps most important, culture connector employees at all levels 41

leaders live the culture; when asked about

how they communicate at scale, 80% of CEO being 80
these CEOs selected “personal commitment personally ‘

to focusing on culture,” compared to 66% committed 45

of culture accelerators and 45% of others.

Holding large-scale
discussions

I
w
Y
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N
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Conducting
sentiment analysis
of communications
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Building a thriving

culture today

As CEOs seek to help their companies thrive in
the current hybrid, fast-changing environment,
a thriving culture will be their best tool. The
survey results reinforce the benefit companies
can see when they link their culture to their
strategy and create broad engagement with
the culture. Our four principles of culture
shaping suggest how they can get started.’

Purposeful leadership

In the past year, we have seen
data from other surveys and a
great deal of anecdotal evidence
showing that having a socially
meaningful purpose has become a crucial
characteristic of organizational leadership
and culture across the globe. Key aspects
of being purposeful as a leader are being
inclusive, leading with influence instead of
authority, and adapting leadership approaches
to the way people work. Inclusive leaders
also foster collaboration by involving many
people in implementing new ideas, instead
of operating in a silo and dictating change.*
CEOs who are culture accelerators act on their
belief that culture is a key driver of financial
performance by linking it to strategy. Leaders

3 For more on shaping cultures that drive performance, see our
forthcoming book, Future Focused: Shape Your
Culture, Shape Your Future.

4 Karen Rosa West and Megan Herbst, “What inclusive leaders do—
and don't do,” Heidrick & Struggles, on heidrick.com.

who live the culture, as most culture connector
CEOs do, bolster this approach even more.

Personal change

Leaders who can live the culture

and challenge others to do

so will help build a leadership
team of culture accelerators and connectors.
Leaders who don't currently make the links
between culture and financial performance
will benefit from shifting their mindsets in
that direction. Once they think of culture as a
strategic asset and connect the missing links
between culture and financial performance,
they can be role models for and encourage
other leaders to do the same. And, once
employees see how leaders change their
own mindsets, they'll be more likely to follow
suit—the start of broad engagement so
that soon everyone is living the culture.

Broad engagement

As discussed, many of the tactics

used by culture connector CEOs,

such as ensuring employees at all
levels of the organization are appreciated and
challenged, can help drive broad engagement.

The more energetic and communicative leaders
are about the culture-shaping process, the
more likely momentum will spread throughout
teams. All leaders heading down this path will
benefit from making more use of these tactics.

Systemic alignment

Along with recognizing that

culture shaping must be

reinforced across all parts of
the organization, leaders must ensure that
talent development and review processes,
onboarding, and training include ways to
develop and bolster the aspects of culture
that are most important to driving financial
performance. We have seen companies
be most effective when they use balanced
scorecards that include financial performance
and culture performance metrics to regularly
assess progress. One example includes market
share, stock price, and net promoter score
alongside employee engagement, employee
retention, and the rate of internal promotions.



Aligning Culture with the Bottom Line: How Companies Can Accelerate Progress

Take the first step

3¢
%

Amid all the other goals companies have

in today’s uncertain world, internal efforts
such as culture can sometimes be treated
like afterthoughts. But our survey shows that
companies that link culture to strategy
and focus on people first also see better
financial performance. Through the course
of the year, we will be interviewing CEOs
around the world to understand in more
depth their different approaches to this crucial
aspect of organizational performance.
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