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Lussier, R.N., & Achua, C.F. (2013). Leadership: Theory, application& skill development 
(5th ed.). Mason, OH: South-Western. 


The Power of Culture 


An organization’s culture determines the way that it responds to changes in its external and 
internal environments. The response to changes in the external environment such as emerging 
opportunities and threats are reflected in the organization’s vision, mission, objectives, and core 
strategies. The response to internal matters such as how power and status are determined, how 
resources are allocated, membership criteria, or how leaders and followers relate and interact 
with each other, is reflected in the organization’s policies, procedures, and principles. 
Organizational performance is enhanced when strategy, structure, and capabilities are aligned to 
culture.15 Experts and scholars on organizational culture have long maintained that culture serves 
two important functions in organizations: (1) it creates internal unity, and (2) it helps the 
organization adapt to the external environment.16 


Internal Unity 


Organizational culture defines a normative order that serves as a source of consistent behavior 
inside an organization. To the extent that culture provides organizational members with a way of 
making sense of their daily lives and establishes guidelines and rules for how to behave, it is a 
social control mechanism. A supportive culture provides a system of informal rules and peer 
pressures, which can be very powerful in influencing behavior, thus affecting organizational 
performance.17 A strong culture provides a value system that regulates behavior and promotes 
strong employee identification with the organization’s vision, mission, goals, and strategy. 
Culturally approved behavior thrives and is rewarded, while culturally disapproved behavior is 
discouraged and even punished. Culture offers a shared understanding about the identity of an 
organization. The right culture can make employees feel that they are valued participants and, as 
such, 359360become self-motivated to take on the challenge of realizing the organization’s 
mission and work together as a team. It can transform an organization’s workforce into a source 
of creativity and innovative solutions. 


External Adaptation 


Culture determines how the organization responds to changes in its external environment. 
Depending on the volatility in the business environment, some changes are significant enough to 
force members to question aspects of their organization’s identity and purpose. Culture plays a 
role in informing and supporting sense-making or meaning when external changes are severe 
enough to force members to re-evaluate aspects of their organizational identity and purpose. 
Having the right culture can ensure that an organization responds quickly to rapidly changing 
customer needs or the actions of a competitor. For example, if the competitive environment 
requires a strategy of superior customer service, the organizational culture should encourage and 
support such values as listening to customers, empowering employees to make decisions, and 
rewarding employees for outstanding customer service deeds.18 The power of culture is in its 








potential to bring employees together to create a team rather than a collection of isolated 
individuals or factions when faced with threats from the external environment.19 


Despite the empirical evidence of a positive relationship between organizational culture and 
performance, not too many organizations have credible claims to owning a high-performing 
culture. The next section focuses the discussion on the characteristics of low- and high-
performing cultures. 


Low- and High-Performing Cultures 


A growing body of literature documents the economic benefits of investing in a performance-
oriented culture.20 A unique corporate culture is hard to duplicate or 360361imitate and thus 
helps to sustain a firm’s competitive advantage. Organizational cultures vary widely in the extent 
to which they are woven into the fabric of the organization’s practices and behavioral norms. The 
strength of any culture depends on the degree to which these norms and practices are widely 
shared and strongly held throughout the organization. A weak culture symbolizes a lack of 
agreement or shared mind-set on key values and norms; a strong culture symbolizes a strong 
agreement or shared mind-set on key values and norms, with leaders playing a key role. The 
strong culture is described as distinctive and very tight—so much so, that members whose values 
don’t match the organization’s are more likely to have a short tenure because they are either 
forced to quit or voluntarily quit. Strong cultures are generally associated with high performance 
and weak cultures are generally associated with low performance. 


The reference to performance is in terms of the many studies that have investigated the impact of 
organizational culture on performance indicators such as revenue and profit growth, quality,21 
customer satisfaction, innovation,22 turnover and absenteeism rates, workforce productivity, 
employee job satisfaction,23,24 creativity,25,26,27 commitment,28,29 and learning outcomes. 
Weak(low)-performing cultures share certain characteristics that distinguish them from 
strong(high)-performing cultures. 


Characteristics of Low-Performing Cultures 


Weak cultures are more likely to be associated with low performance. As mentioned above, an 
organization’s culture is weak when there is little agreement on the values, beliefs, and norms 
governing member behavior. This could be because the leader has not effectively implanted the 
right culture or because members have not bought into the existing culture. In a weak culture, 
members of the organization typically show no deeply felt sense of identity with the 
organization’s vision, mission, long-term objectives, and strategy. In such organizations, culture 
has no meaning to the employees and managers. In a weak culture, negative behaviors like 
gossiping, manipulation, favoritism, lack of communication, and internal conflict prevail. 
Without knowledge of what the organization stands for, weak cultures work against or hinder 
strategy implementation and thus are low performers. See the characteristics shared by low-
performing cultures in Exhibit 10.1 and a brief discussion of each. 


 








 


Insular Thinking 


In a low-performing culture, there is a tendency to become insular. Managerial arrogance and 
inward thinking often prevent the organization from making the necessary cultural adaptation as 
external conditions change, thus leading to a decline in company performance. 


Resistance to Change 


Low-performing cultures tend to resist change when confronted by fast-changing domestic and 
global business conditions. The lack of leadership in encouraging and supporting employee 
initiatives or new ideas destroys creativity. Low-performing cultures want to 361362maintain the 
status quo; as a result, avoiding risk and not making mistakes become more important to a 
person’s career advancement than entrepreneurial successes and innovative accomplishments. 


Politicized Internal Environment 


Low performing cultures are characterized by a political environment that allows influential 
managers to operate their units autonomously—like personal kingdoms. In a politically charged 
culture, many issues or problems get resolved along the lines of power. Vocal support or 
opposition by powerful executives, as well as personal lobbying by key individuals or groups 
with vested interests in a particular outcome, may stifle important change. Such a culture has low 
performance because what’s best for the organization is secondary to the self-interests of 
individual players. 


Unhealthy Promotion Practices 


Low-performance cultures tend to promote employees into higher leadership positions without 
serious consideration to abilities, experiences, and training. No effort is made to match the skills 
and capabilities of the appointee to the tasks requirements of the new position; instead, 
promotions are based on personal considerations (friendship, family ties, favoritism, and so 
forth).30 


Characteristics of High-Performing Cultures 


An organization’s culture is considered strong and cohesive when it conducts its business 
according to a clear and explicit set of principles and values that are widely shared. In this 
culture, management commits considerable time to communicating these principles and values 
and explaining how they relate to the mission and strategies of the organization. 


Ultimately, high-performing cultures have what some have described as a culture of discipline—
where everyone is responsible to the values of the company, to its expectations, and to the 








purpose it serves. See the characteristics shared by high-performing cultures in Exhibit 10.2 and 
a brief discussion of each. 


EXHIBIT 10.2: Characteristics of High-Performing Cultures 


 Effective use of culture reinforcement tools  
 Intensely people oriented  
 Results oriented  
 Emphasis on excellence  


Effective Use of Culture-Reinforcement Tools 


Culture-reinforcement tools include ceremonies, rewards, rituals, symbols, stories, language, and 
policies. High-performing cultures use ceremonies and other social events to reinforce dramatic 
examples of what the company values. Ceremonies recognize and celebrate high-performing 
employees. Also, in high-performing cultures, leaders tell stories to new employees to illustrate 
the company’s primary values, which then create a shared understanding among workers. They 
also use symbols, rituals, and specialized language (such as slogans) to convey meaning and 
values. These mechanisms are the means by which high-performing cultures ensure that accepted 
norms and values are maintained and transmitted. 


362363  


Intensely People Oriented 


Organizations with high-performing cultures see their employees as their number one asset. They 
treat employees with dignity and respect, grant them greater autonomy, involve them in decision 
making, celebrate individual and team achievements, and use the full range of rewards and 
punishment to enforce high performance standards. 


A reciprocal relationship develops when organizations are able to attract, retain, and reward 
outstanding performers. Such employees are more likely to behave in ways that help the 
organization succeed. This cycle of success is like a “virtuous spiral” that reinforces the 
reciprocal pattern again and again. Trust, responsibility, accountability, and integrity are defining 
features of relationships between leaders and their followers in high-performing cultures. These 
culture attributes are firm-specific assets that provide unique value, and because they are hard for 
competitors to imitate, offer the best means for building and sustaining a competitive advantage. 


Results Oriented 


High-performing cultures are very results oriented. Controls are developed to collect, analyze, 
and interpret employee performance data. High-performing cultures have a strong desire to 
establish linkages between reward systems and performance.31 All employees and their managers 
are trained in the goal-setting process. Employees take ownership of their goals and as such 
demonstrate a higher commitment and motivation to achieve them. These goals form the basis of 








leader–follower performance evaluations and feedback. In high-performing cultures, leaders seek 
out reasons and opportunities to give out pins, buttons, badges, certificates, and medals to those 
who stand out in their performance. 


Emphasis on Excellence 


High-performing cultures create an atmosphere in which there is constructive pressure to be the 
best. Management pursues policies that benchmark best practices in the industry. When an 
organization performs consistently at or near peak levels, over time the pursuit of excellence 
becomes a way of life and a key part of the culture. 


The Leader’s Role in Influencing Culture 


Influencing the culture of an organization so that it aligns with strategy, structure, and HR 
policies and practices is a vital leadership responsibility.32 Also, it is important for organizations 
to consider the “fit” between the current or desired organizational culture and CEO 
characteristics when it comes to new appointments. Studies on the subject have found that 
matching CEO personality traits and values to an organization’s cultural values enhances 
successful outcomes.33 


Leaders can initiate many different types of policies, programs, and practices to change, modify, 
or sustain an organization’s culture. Some of these actions are substantive, while others are 
simply symbolic; yet taken together, they can shape the culture of an organization according to 
the expectations of the leader.34 Substantive actions are explicit and highly visible and are 
indicative of management’s commitment to a new way of doing things. These are actions that 
everyone will understand are intended to establish a new culture more in tune with the 
organization’s mission and strategy. Symbolic actions are valuable for the signals they send 
about the kinds of behavior and expectations leaders wish to encourage and promote. In his 
book, Schein uses the terms primary and secondary mechanisms to distinguish between symbolic 
and substantive actions.35 


Substantive Actions 


Substantive actions that a leader can employ to influence culture include aligning culture to HR 
policies and practices, strategy, and structure; matching rewards/incentives to the culture 
outcomes; and designing physical work environments that match espoused cultural norms.36,37 


The strongest sign that management is truly committed to creating a new culture is replacing old-
culture members who are unwilling to change with a new breed of 364365employees. This can 
be accomplished through new HR criteria for recruiting, selecting, promoting, and firing 
employees. These new criteria should match the values and expectations of the new culture. This 
matching process is what some have described as an HR-organizational culture fit and an HR-
business strategy fit.38 Existing policies and practices that impede the execution of new strategies 
must be changed. Through these actions, leaders let other members know what is important. 








In rapidly changing business environments, the capacity to introduce new strategies is a necessity 
if a company is to perform well over long periods of time. Strategic agility and fast 
organizational response to new opportunities require a culture that quickly adapts to 
environmental change rather than a culture that resists change. Another name for this type of 
culture is the organizational learning culture.39 It is the leader’s responsibility to select a strategy 
that is compatible with the prevailing culture or to change the culture to fit the chosen strategy. 
The lack of a “fit” will hinder or constrain strategy execution. The culture of an organization 
naturally evolves over time, and without strong leadership it can change in the wrong direction. 
For example, incompatible subcultures may develop in various departments of the organization, 
leading to a culture of isolation rather than teamwork and cooperation. 


Tying rewards and incentive programs directly to new measures of strategic performance is a 
culture-shaping action because it gives the leader leverage to reward only those performances 
that are supportive of the strategy and culture.40 It is often the case that in many organizations, 
when strategies change, changes in the reward structure tend to lag behind. Imagine an 
organization in which the CEO has articulated an integration-based strategy that will require 
leaders at all levels to think and act across departmental or divisional boundaries and act on 
behalf of the entire enterprise. However, the organizational reward system only offers incentives 
for achieving unit success. Such reward/incentive misalignments weaken an organization’s 
culture.41 


Finally, leaders can design the physical work environment to reflect the values they want to 
promote within the organization. For example, having common eating facilities for all 
employees, no special parking areas, and similar offices is consistent with a value of equality. An 
open office layout with fewer walls separating employees is consistent with a value for open 
communication. In designing its headquarters, Google wanted to provide open work spaces and 
an environment that promoted coworker contact and interaction. By providing a clear sense of 
place and purpose for its employees, Google succeeded in communicating an employee-friendly 
culture through its facility design, with the architecture and comfort of the setting reinforced by 
the cultural and aesthetic elements in the building. 


Symbolic Actions 


Symbolic actions that a leader can employ to influence culture include modeling expected 
behavior, recognizing and celebrating accomplishments, and being visible. Senior executives are 
role models, and the stories they tell, decisions they make, and actions they take reveal an 
implicit cultural expectation for followers. Employees learn what is valued most in an 
organization by watching what attitudes and behaviors leaders pay attention to and reward, and 
whether the leaders’ own behaviors match the espoused values. Employees want to see that their 
leaders “walk the walk.” For example, when top executives lead a cost-reduction effort by 
curtailing executive perks, or when they emphasize the importance of responding to customers’ 
needs by requiring members of the top management team to spend a portion of each week talking 
with customers and understanding their needs, these actions set a good example. The message 
employees get when a leader institutes a policy but fails to act in accordance with it is that the 
policy is really not important or necessary.42 








365366  


Leaders can schedule ceremonies to celebrate and honor people whose actions and performance 
exemplify what is called for in the new culture. Ceremonies reinforce specific values and create 
emotional bonds by allowing employees to share in important moments. A culture that celebrates 
accomplishments helps to retain valued employees. Ceremonies often include the presentation of 
awards. 


Another symbolic action a leader can use to influence culture is simply being visible. A leader 
who appears at ceremonial functions to praise followers who exemplify the values and practices 
of the new culture is making a symbolic, yet instructive gesture. Effective leaders will also make 
special appearances at nonceremonial events (such as employee training workshops) to stress key 
priorities, values, cultural norms, and ethical principles. To followers, the mere appearance of the 
executive—and the things he or she chooses to emphasize—clearly communicates 
management’s commitment to the new culture. Exhibit 10.3 summarizes the substantive and 
symbolic actions that leaders can use to influence or shape organizational culture. 


EXHIBIT 10.3: Leadership Actions for Shaping Culture 


Substantive Actions  


a. Instituting new policies and practices  


b. Aligning strategy and structure to culture  


c. Matching rewards/incentives to the culture  


d. Matching work environment design to culture  


Symbolic Actions  


a. Modeling expected behavior  


b. Recognizing and celebrating accomplishments  


c. Being visible  


 


Types of Culture 


Rather than looking at culture as either good or bad, it should be viewed as a construct that varies 
according to an organization’s business environment, the leader’s personality, past history, and 
attitudes of current employees. There is no one best organizational culture. The ideal culture is 
that which supports the organization’s mission and strategy. Organizational culture types such as 








the learning, innovative, team, clan, market, or adhocracy cultures have been studied for their 
impact on employee outcomes such as creativity,43 productivity, job satisfaction,44 or 
turnover.45,46 Other names used to describe an organization’s culture include the cooperative, 
adaptive, competitive, and bureaucratic cultures.47 We will focus our discussion on this later 
group. These culture types are not mutually exclusive; an organization’s culture may reveal 
characteristics that will fit one or more of these groupings. However, high-performing 
organizations with strong cohesive cultures tend to emphasize or lean more toward one particular 
culture type—a shared mind-set. 


Cooperative Culture 


The cooperative culture represents a leadership belief in strong, mutually reinforcing 
exchanges and linkages between employees and departments. In this type of culture, 
366367operating policies, procedures, and practices are all designed with one goal in mind—to 
encourage cooperation, teamwork, power sharing, and camaraderie among employees. 
Management thinking is predicated on the belief that organizational success is influenced more 
by effective cooperative relationships inside the organization than by external relationships 
(resource-based view theory of the firm). It is an internally focused culture. Proponents of the 
cooperative culture argue that in today’s dynamic work environment—characterized by constant 
changes and fluid projects—creating a work environment in which workers collaborate with each 
other and work in highly effective teams creates synergy and increases productivity.48 It is a 
culture where employees are empowered to act and think like owners rather than hired hands. 


Adaptive Culture 


The adaptive culture represents a leadership belief in active monitoring of the external 
environment for emerging opportunities and threats and adapting to them. This culture is made 
up of policies, procedures, and practices that support employees’ ability to respond quickly to 
changing environmental conditions. In adaptive cultures, members are encouraged to take risks, 
experiment, innovate, and learn from these experiences.49 Management thinking is based on the 
belief that organizational success is influenced more by events outside the organization than by 
internal factors (the industrial organization view theory of the firm). Therefore, employees are 
empowered to make decisions and act quickly to take advantage of emerging opportunities and 
avoid threats. There is greater individual autonomy and tolerance for failure. There is a spirit of 
doing what is necessary to ensure both short-term and long-term organizational success, 
provided core values and business principles are upheld in the process. The adaptive culture is 
generally known for its flexibility and innovativeness.50 The core principles of the adaptive 
culture are similar to those of organizational learning culture (OLC)51 discussed in Chapter 12. 


Competitive Culture 


The competitive culture represents a leadership mind-set that encourages and values a highly 
competitive work environment. Organizational policies, procedures, work practices, and rules are 
all designed to foster both internal competition (employee versus employee, department versus 
department, or division versus division) and external competition (company versus competitors). 








An organization with a competitive culture operates in a mature market environment in which 
competition is intense. Competitive cultures focus on specific targets such as growth in market 
share, revenue, or profitability. This is a numbers-driven culture that values competitiveness, 
personal initiative, aggressiveness, achievement, and the willingness to work long and hard for 
you or your team. The drive to win either against one another internally or against an external 
competitor is what holds the organization together. 


PepsiCo and Coca-Cola are two companies that exemplify the competitive culture. Each 
company socializes its members to view the other’s employees as enemies and to do whatever is 
necessary to defeat them in the marketplace. High performance standards and tough reviews are 
used to weed out the weak and reward the strong. At PepsiCo, for example, former CEO Wayne 
Calloway was known to set backbreaking standards and then systematically raise them each year. 
Executives who met his standards were generously rewarded—stock options, bonuses, rapid 
promotions—and those who did not felt the pressure to produce or risk negative consequences 
such as demotions, transfers, or job termination. 


Bureaucratic Culture 


The bureaucratic culture represents a leadership mind-set that values order, stability, status, 
and efficiency. Bureaucratic cultures emphasizes strict adherence to set rules, 367368policies, 
and procedures, which ensure an orderly way of doing business. Organizations with bureaucratic 
cultures are highly structured and efficiency driven. The bureaucratic culture may work for an 
organization pursuing a low-cost leadership strategy but not for one pursuing a differentiation 
strategy. The bureaucratic culture is becoming increasingly difficult to sustain even for low-cost 
driven companies. Faced with the increasing threat of globalization, many leaders are forced to 
make the shift away from bureaucratic cultures because of the need for greater flexibility and 
adaptation. 


National Culture Identities—Hofstede’s Value Dimensions 


Whether culture is analyzed from an organizational or national context, it is still a product of 
values, beliefs, and norms that people use to guide and control behavior. Relationships between 
leaders and members of an organization are based on shared values and norms. On a national 
level, a country’s values and norms determine what kinds of attitudes and behaviors are 
acceptable or appropriate. There are significant interaction effects between organizational 
practices and national culture.52 An organization’s cultural archetype may have its roots or some 
of its roots in the national culture. The people of a particular country are socialized into the 
national culture as they grow up and thus, are influenced by it.53 A well-known study on this 
subject is that of Geert Hofstede. Hofstede developed five key dimensions that distinguish a 
nation’s culture from other nations.54 Exhibit 10.4 summarizes these value dimensions, which are 
briefly discussed along with leadership implications. Each of these five dimensions is broken 
down into two opposing variables that are at opposite ends of a continuum. 


 








 


 


EXHIBIT 10.4: A Framework of Value Dimensions for Understanding 
Cultural Differences 


 


Source: From G. Hofstede, “Cultural Constraints in Management Theories,” Academy of 
Management Executive 7 (1993), pp. 81–94. The Academy of Management review by Academy 
of Management. Copyright 1993. Reproduced with permission of Academy of Management 
(NY) in the format Textbook via Copyright Clearance Center. 


Individualistic to Collectivistic Cultures 


This dimension involves a person’s source of identity in society. Some societies value 
individualism more than collectivism, and vice versa. Individualism is a psychological state in 
which people see themselves first as individuals and believe their own interest and values are 
primary. Other names for the individualistic culture are the autonomy culture or the self-
expression culture. Collectivism is the state of mind wherein the values and goals of the group—
whether extended family, ethnic group, or company—are primary.55 The United States, Great 
Britain, and Canada have been described as individualistic cultures, while Greece, Japan, and 
Mexico are said to have collectivistic cultures. 


High- to Low-Uncertainty-Avoidance Cultures 


A society with a high-uncertainty-avoidance culture has a majority of people who do not 
tolerate risk, avoid the unknown, and are comfortable when the future is relatively predictable 
and certain. In a high-uncertainty-avoidance country like Japan, managers prefer well-structured 
and predictable situations. The other end of the continuum is a society 369370where the majority 
of the people have low uncertainty avoidance. A low-uncertainty-avoidance culture has a 
majority of people who are comfortable with and accepting of the unknown, and tolerate risk and 
unpredictability. The United States, Australia, and Canada are associated with low-uncertainty-








avoidance cultures while Argentina, Italy, Japan, and Israel are associated with high-uncertainty-
avoidance cultures. 


High- to Low-Power-Distance Cultures 


This dimension deals with a society’s view on power and status. The way in which people of 
different status, power, or authority should relate to each other as equals or unequals is referred 
to as power distance. In a high-power-distance culture leaders and followers rarely interact as 
equals; while in a low-power-distance culture leaders and their followers interact on several 
levels as equals. It is also called the egalitarian culture. High-power-distance cultures include 
Mexico, Japan, Spain, and France. Low-power-distance cultures include Germany, the United 
States, and Ireland. 


Long-Term to Short-Term Orientation Cultures 


This dimension refers to a society’s long- or short-term orientation toward life and work. People 
from a culture with a long-term orientation have a future-oriented view of life and thus are 
thrifty (saving for the future) and persistent in achieving goals. A short-term orientation 
derives from values that express a concern for maintaining personal happiness and living in the 
present. Immediate gratification is a priority. Most Asian countries, known for their long-term 
orientation, are also known for their high rate of per capita savings, whereas most European 
countries and the United States tend to spend more, save less, and have a short-term orientation. 


Masculine to Feminine Cultures 


This value dimension was used by Hofstede to make the distinction between the quest for 
material assets (which he called masculinity) and the quest for social connections with people 
(which he called femininity). In this context, masculinity describes a culture that emphasizes 
assertiveness and a competitive drive for money and material objects. At the other end of the 
continuum is femininity which describes a culture that emphasizes developing and nurturing 
personal relationships and a high quality of life.56 Countries with masculine cultures include 
Japan and Italy; feminine cultures include Sweden and Denmark. 


Implications for Leadership 


The growing diversity of the workforce and the increasing globalization of the marketplace 
create the need for leaders with multicultural backgrounds and experiences. This trend explains 
why the AACSB list among required knowledge and skill areas the dynamics of the global 
economy and multicultural and diversity understanding.57 In the academic community, there is 
greater recognition that future leaders need diversity competencies—in order to leverage a 
diverse workforce to create tangible benefits for their organizations.58,59 Leaders have to 
recognize, for example, that although organizations in the United States may reward and 
encourage individual achievements, a different norm may apply in Japan, where the group makes 
important decisions. In the United States, competition between work-group members for career 








advancement is desirable. In collectivistic cultures however, members may resist competing with 
peers for rewards or promotions in order to avoid disrupting the harmony of the group or 
appearing self-centered. 


Cross-cultural and international joint venture (IJV) studies often identify cultural differences as 
the cause of many interpersonal difficulties, including conflict and poor performance in 
postmerger and acquisition deals.60 More and more organizations are relying on leaders with 
international experience to lead a multicultural workforce and compete in the global 
marketplace.61 


Ethics Leadership 


The importance of ethical leadership can be seen in the crises of the recent past. These crises 
revealed huge, and in some cases criminal, failures of both ethics and leadership in the banking 
and finance industry, the real estate subprime market, and government. The AACSB lists ethical 
understanding as an important competency.62 This may explain why quite a few colleges and 
universities are adding ethics courses in their curriculum.63 Ethics are the standards of right and 
wrong that influence behavior. Ethics provides guidelines for judging conduct and decision 
making. The discussion of ethics in Chapter 3 was from the individual’s perspective. The 
emphasis was on how an individual’s personality traits and attitudes, level of moral 
development, and the situational context affect ethical behavior. 


In this section, we examine ethics from an organizational perspective: the role of leadership in 
creating an ethical work environment.64 It is a concept that applies not only to larger corporations 
but also small and medium-sized enterprises. We also discuss the relatively new concept of 
authentic leadership—what it is, characteristics of authentic leaders, and how they influence 
follower behavior and attitudes. Before we begin, complete Self-Assessment 1 to determine your 
personal values in eight areas. 


Organizational Practices That Foster an Ethical Work 
Environment 


For an organization to display consistently high ethical and socially responsible behavior, 
effective leaders must create and maintain a culture of ethics that permeates the entire 
organization.65 An ethical work environment emphasizes openness and integrity.66 One study 
suggested that an ethical work environment is mission- and values-driven, stakeholder balanced, 
and effectively managed.67 Some of the tools available for creating and maintaining this type of 
ethical work environment are discussed below. 


Code of Ethics 


Many organizations have a written code of ethics or code of conduct that displays the values and 
principles governing employee behavior. Written statements have the advantage of explicitly 
stating the company’s position on ethical and moral issues, and they serve as benchmarks for 








judging both company decisions and actions and individual conduct. A growing number of 
organizations have added a code of ethics to their list of formal statements and public 
pronouncements.68 They are seen as tools for highlighting an organization’s socially responsible 
culture. 


Leaders must constantly communicate to members the value of not only observing ethical codes 
but also reporting ethical violations. “Gray areas” must be identified and openly discussed with 
members, and offer guidelines when disagreements arise.69 It is generally believed that the more 
an organization’s employees are informed of ethical expectations, the more likely they are to do 
the right thing. A code of ethics is of no consequence if an ethical corporate culture and top 
management support are lacking.70 


Ethics Committees 


Having a code of ethics is no guarantee that everyone will behave ethically. Enforcing the ethical 
code is critical. In order to ensure consistency and keep the ethical culture an ongoing part of 
organizational life, effective leaders are also requiring the creation of ethics committees 
372373charged with resolving ethical violations and updating ethical standards. In other 
organizations the responsibility is given to an ombudsperson. An ethics ombudsperson is a 
single person entrusted with the responsibility of acting as the organization’s conscience. He or 
she hears and investigates complaints and points out potential ethics failures to top management. 
In many large corporations, ethics departments with full-time staff are now part of the 
organizational structure and charged with helping employees deal with day-to-day ethical 
problems or questions. 


Training and Education Programs 


Training and education provide the opportunity for everyone in the organization to be informed 
and educated on the company’s code of ethics and social responsibility obligations. Training 
teaches employees how to incorporate ethics into daily behavior. In short, training helps to align 
member behaviors with the organization’s values. As mentioned earlier, the AACSB has 
included ethical understanding and reasoning abilities as one of its knowledge and skill areas and 
encouraged business schools to add it to the curriculum. Many scholars and practitioners now 
believe that business schools need to play a greater role in instilling ethical values in their 
students, who are, after all, future business leaders. Organizations must train their employees to 
focus not only on the economic imperative of profit generation but also the fiduciary imperative 
of ethically anchored and socially responsible behavior. 


Disclosure Mechanisms 


As part of enforcing ethical conduct, proactive organizations have also instituted disclosure 
mechanisms to encourage employees to report any knowledge of ethical violations. Whistle-
blowing is employee disclosure of illegal or unethical practices on the part of the organization. 
In 2002, the scandals surrounding companies such as Enron and WorldCom left many people 
wondering why no one blew the whistle on these practices sooner. Later that year, Time 








magazine named three women, including Sherron Watkins of Enron Corporation, as People of 
the Year. Sherron Watkins is the one who first attempted to blow the whistle on the Enron 
scandal but no one would listen. Whistle-blowing can be risky for those who choose to do it—
they have been known to suffer consequences including being ostracized by coworkers, demoted 
or transferred to less-desirable jobs, and even losing their jobs. Policies that protect employees 
from going through these setbacks will signal management’s genuine commitment to enforce 
ethical behavior. Some organizations have done this by setting up hotlines to give employees a 
confidential way to report unethical or illegal actions. 


Authentic Leadership 


In the wake of corporate scandals involving companies like Enron, WorldCom, Siemens, 
Samsung, and Tyco—not to mention the severe economic crises we are all currently living 
through—the need to have confidence in institutions and leaders is ever more critical. Reliability, 
integrity, and authenticity will be especially required of our business leaders.72 Many people now 
say we need authentic leaders, people of the highest integrity, committed to building enduring 
organizations—leaders who have a deep sense of purpose and are true to their values. We need 
leaders who have the courage to tell their followers the hard truths even if it’s not what they want 
to hear.73 The interest in authentic leadership has led some to pose the question whether authentic 
leadership is the next big thing in leadership, or just wishful thinking.74 To fully appreciate this 
new leadership model, we focus on three questions: what is authentic leadership, what are the 
characteristics of the authentic leader, and what is its impact on follower behavior, attitudes, and 
performance? 


What Is Authentic Leadership? 


Authenticity is about genuineness. It is a psychological construct that focuses on knowing, 
accepting, and acting in accordance with one’s core values, beliefs, emotions, and preferences. 
The authentic leader holds him- or herself to a higher standard of integrity, character, and 
accountability. It is rooted in the notion of a “true self.”75 Authentic leadership has an 
introspective quality that allows leaders to reflect on whether their actions are consistent with 
who they are, ensuring that their values and ethics take precedence over external pressures, and 
not vice versa.76 Authentic leaders try to convey a message of hopefulness, optimism, and 
resiliency to their followers. The authentic leader is driven by a value system that calls for being 
visible to others, focusing on what is ethical or the 374375right thing to do, staying the course 
even at personal risk, making empowerment of others a priority, and maintaining open 
communication with all followers.77 Authentic leadership theory is grounded in moral and ethical 
foundations of leadership. It is closely associated with other positive leadership models such as 
charismatic, transformational, servant, and values-based leadership.78 


In their study on authentic leadership theory, Gardner and his associates describe four underlying 
components of authentic leadership: self-awareness, balanced information processing, authentic 
behavior, and relational transparency.79 Self-awareness is defined as a process where one 
continually comes to understand his or her unique talents, strengths, sense of purpose, core 
values, beliefs and desires.80 Balanced information processing is the second component of 








authentic leadership. Leaders form an objective view of their “true self” by balancing both 
positive and negative attributes and qualities. They try to be realistic and genuine in their self-
assessment. The third component, authentic behavior, is a desire by the leader to match his or her 
espoused values to actions. This builds the leader’s integrity and credibility with followers. The 
fourth and final component, relational transparency, is about openness and self-disclosure. This 
enhances followers’ trust in the leader, and trust happens to be the cornerstone of authentic 
leadership. 


Characteristics of Authentic Leaders 


Authentic leaders are effective communicators and good decision makers. They don’t shy away 
from making tough decisions, because they are motivated not by the desire to be liked, but by 
their values and purpose. They know who they are and are not afraid of being themselves. 
Authentic leaders are also known to exhibit a strong commitment to achieving their 
organization’s goals and the premiums they place on the contribution their followers make to 
achieve such goals. Because it is a leadership model that centers on trust and keeping one’s 
word, authentic leaders don’t want to fail; they don’t want to risk letting down the people who 
have invested so much trust in them.81 


Authentic leadership is also about courage and character. Character provides the moral compass 
for decision making, especially for the tough decisions. When faced with difficult decisions, 
authentic leaders know what they stand for, and they have the courage to act on their principles 
even if the decision is unpopular. Courageous leaders are able to speak out to right wrongs, admit 
to personal weaknesses, and own up to mistakes. 


How Authentic Leaders Influence Follower Behaviors and 
Attitudes 


How a leader’s authenticity influences follower behavior and attitudes is really the essence of 
authentic leadership. Followers take their cue from the leader, which is why the role of the leader 
in creating an ethical work environment is so critical. Trust is seen as the primary intervening 
variable linking authentic leadership to follower attitudes and behaviors.82,83 Authentic 
leadership emphasizes a transparent and high-quality exchange relationship between leaders and 
followers. This allows for the formation of positive leader–member exchange relationships. This 
increases follower organizational citizenship behavior, job satisfaction, and retention. Because 
authentic leaders are consistent in their behavior, followers know what to expect from their 
leader and what is expected of them. Leader authenticity leads to higher levels of identification 
with the leader. The findings of one study revealed that leader authenticity is associated with 
higher ratings of transformational leadership behaviors.84 The significance of authentic 
leadership in enhancing team and individual performance has been widely debated, with some 
studies finding strong support and others only partial support. 
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Diversity Leadership 


Diversity is the inclusion of all groups at all levels in an organization. During the past three 
decades, the U.S. workplace has become more multiculturally diverse. A number of factors have 
contributed to this trend; among these are the Civil Rights Acts, which outlawed most types of 
employment discrimination; increased immigration, which has resulted in a more racially and 
ethnically mixed population; and changing demographics and the passage of the Americans with 
Disabilities Act (ADA) which has further broadened the scope of diversity in the workplace. 


In this section, we explore changing demographics and its impact on workforce diversity, the 
benefits of embracing diversity, creating a culture the supports diversity, and the effects of 
globalization on diversity leadership.85 


Changing Demographics and Workforce Diversity 


Demographic diversity is any characteristic that serves as a basis for social categorization and 
self-identification. Demographic diversity describes differences resulting from age, gender, race, 
ethnicity, religion, and sexual orientation. National demographic changes, as well as greater 
minority representation in the workforce, have accounted for the most significant increase in 
workforce diversity.86 The latest census revealed an increasing number of Hispanics, African-
Americans, and Asians in the U.S. workforce. The population of these minority groups is 
growing at a faster rate than the overall population. This is accelerating what has been called the 
cultural diversity of the U.S. population.87 The 2010 U.S. Census revealed that the number of 
Hispanics now stands at 16.3 percent (a 43 percent increase from 2000–2010). It is now the 
largest minority group and growing the fastest. The percentage of African-Americans is 12.6 
percent, a 12.3 percent increase from 2000–2010. Longer term, Caucasians are projected to 
become a minority by 2050. Four states (California, Hawaii, New Mexico, and Texas) currently 
have the distinction of having a combined minority population greater than white populations, 
which only grew by 5.7 percent in the last census. 


In the new work environment, workers must often share work duties and space with the 
handicapped. The passage of the Americans with Disabilities Act (ADA) has further broadened 
the scope of diversity in the workplace. Today, the chances of working with a disabled coworker 
are much higher than a decade ago.88 


Another demographic trend is the age mix. The aging trend has now created what some have 
called generational or age diversity in the workplace.89 For the first time, four distinct 
generations comprise today’s workforce—the Traditionalists (1900–1945), the Baby Boomers 
(1946–1964), the Generation Xers (1965–1980), and the Millennials (1981–2000). Different 
generations have different attitudes and values, making the job of managing a team of mixed 
generations challenging to say the least.90 


A greater likelihood exists that individuals will find themselves leading or under the leadership 
of someone demographically different from them.91 As the U.S. workforce diversity continues to 
grow rapidly, effective leaders must create a workplace culture that allows workers from diverse 








backgrounds to succeed.92 There is a growing interest in adding diversity management 
competency as part of leadership development programs.93 Diversity competency training will 
enable leaders to understand how various leadership styles interact with followers’ cultural value 
orientations to influence follower affective, cognitive, and behavioral outcomes.94 Also, more 
corporate boards are recommending that top management teams be diversified.95 


Benefits of Embracing Diversity 


Decades of research have confirmed what many in the business world already know—that 
diversity makes for good business.96,97 From a purely humanistic perspective, some believe that 
there is an ethical and moral imperative to pursue a policy of inclusion rather than exclusion. 
Advocates of this position believe that it is a matter of fairness, and that an inclusionary policy 
signals a company’s commitment to uphold the dignity of every person regardless of their 
circumstance. 


From a legal perspective, embracing diversity is in compliance with laws that have precedent and 
historical foundations. From a practical perspective, shifting demographics and increasing 
globalization have significantly changed the composition of the workforce, forcing corporations 
to respond or suffer economic loss. Organizations are forced to change their views and their 
approach to diversity in order to reflect this new reality. 


Regardless of the moral, legal, or practical imperative of diversity, it must also have a positive 
link to the “bottom line.” Many studies have examined the relationship between workforce 
diversity and organizational performance. There is a general acknowledgment that effective 
management of diversity initiatives/programs does produce positive outcomes.98 Diversity 
initiatives that succeed in the short and long term are those that have a tangible impact on 
shareholder, customer, and employee values.99,100 Some of the economic benefits that make the 
case for embracing diversity include the following:101,102 


1. Embracing diversity can offer a company a marketing advantage.103 More organizations are 
highlighting diversity in their advertising, because they are competing for talent in a tight labor 
market, and they recognize that demographic shifts are going to dramatically change their 
marketplace over the next 20 years. A diversified workforce may offer insight into understanding 
and meeting the needs of diverse customers. A diversified workforce is suitable to serve a diversified 
market place because employees who share similar cultural traits with the customers may be able to 
develop better, longer‐lasting customer relationships.104 Diversity, therefore, can enable a company 
to gain access in markets that others may not find easy to access.  


2. Companies that embrace diversity will be able to recruit from a larger pool, train and retain 
superior performers, and maximize the benefits of a diverse workforce. When an organization has a 
reputation for valuing diversity, it tends to attract the best job candidates among women and other 
culturally diverse groups. For example, many HR recruiters have discovered that focusing on 
diversity in recruitment advertising helps attract more applicants from diverse backgrounds. 
Minority job seekers may feel more comfortable applying for employment with companies that have 
a proven diversity record.  








3. Embracing diversity can be cost effective. Organizations that wholeheartedly embrace diversity 
and make everyone feel valued for their contributions can increase the job satisfaction of diverse 
groups, thus decreasing turnover and absenteeism and their associated costs. Diversity 
management practices can lead to positive effects on employees’ organizational commitment.105  


4. Embracing diversity may provide a broader and deeper base of creative problem solving and 
decision making. Creative solutions to problems are more likely to be reached in diverse work 
groups than homogeneous groups. In diverse groups, people bring different perspectives, 
knowledge, information, expertise, and skills to problems—resulting in better solutions and greater 
innovation. In innovative companies, leaders are challenged to create organizational environments 
that nurture and support creative thinking and the sharing of diverse viewpoints.  


There is no consensus on the direct effects of diversity on the business bottom line 
(profitability). There are those who feel that diversity leads to better outcomes (such as those 
listed above) because of the richness of diverse perspectives and these benefits indirectly 
affect the bottom line; however, there are also those who feel that diversity impedes 
performance because diverse teams may be less cohesive and that there is no direct link 
between diversity and profitability. The latter group belongs to the minority. The majority of 
opinions support the hypothesis that effective diversity leadership is good for business. The 
next section takes a look at the downside of diversity. 


The Downside of Diversity 


Despite its benefits, diversity, if not effectively managed, can also bring about negative 
outcomes. Research suggests that, left unmanaged, workforce diversity is more likely to 
damage morale, increase turnover, and cause communication difficulties and ultimately 
conflict. This may occur because, in general, people feel more comfortable dealing with 
others who are like themselves. It has often been suggested that heterogeneity in teams can 
reduce intra-group cohesiveness, resulting in conflicts and misunderstandings which, in turn, 
can negatively impact employee satisfaction, citizenship behaviors, and turnover. Rather than 
a unified team, competition with and even distrust toward one another may characterize a 
diverse work environment; and ultimately lead to a decline in performance.106 


A leader in a diverse work unit may spend more of his or her time and energy dealing with 
interpersonal conflicts than trying to achieve organizational objectives. Therefore, effective 
management of diversity requires creating an environment where all workers can succeed 
professionally and personally. Managing diversity has emerged as a much sought-after 
managerial skill and has spawned an industry of diversity training programs. 


Experts caution that simply responding to legislative mandates does not seem to 
automatically result in meaningful, substantive changes in behaviors and attitudes. Rather, 
change aimed at valuing diversity must have top management support and commitment, have 
broad participation through empowerment, involve multiple initiatives, and require constant 
reinforcement. 
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