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Partl | EXECUTIVE SUMMARY

For companies to thrive amid the ever-increasing scale,
complexity, and volatility of the Chinese market, a new
approach fo leading and managing organizations is
required. What worked in the past no longer guarantees
success in China today. Companies are under enormous
pressure to build new capabilities and expand their
customer base while still maintaining growth and
profitability. At the same time, both customers and
employees are becoming more sophisticated and more
demanding - and competition is fiercer than ever. In the
face of such mounting challenges, organizations must begin
to operate in a new way.

Based upon our latest research and that of others, the key
fo achieving sustained success in China is to focus not only
on strategic execution, as many companies do, but also on
building a strong and unique culture. Companies that are
able to simultaneously address strategy and culture are far
more likely fo achieve their goals and go beyond short-term
results o cultivate organizational capabilities that will help
them thrive in the future. But this is easier said than done.

While most organizations are "pre-wired" for strategy
formation and execution, managing company culfure
comes as uncharted territory fo most business leaders. New
models and mindsets are required to navigate the dual
challenge of strategy and culture. Luckily, there are an
increasing number of organizations in this market that have
already begun this journey and are willing to share their
experiences and learning about the impact that culture has
on their business.

This study was commissioned for that very purpose: to
collect and disseminate knowledge and practices related
to company culture tfrends and improvement activities
and fo create a culture benchmark of high performing
companies in China. From November through December
of 2012, the Human Resource Excellence Center of China
(HREC) and Reya Group conducted a survey of 321

organizations across more than 13 industries in China as

well as in-depth interviews with HR Leaders. Nearly 60%

of participating organizations were Foreign-invested
Multinational Corporations(MNC), followed by Private-
owned enterprise, Sino-foreign joint venture, and State-
owned enterprise. Culture characterizations within this study
are based upon Reya Group's proprietary organizational
diagnostic model and assessment.

Key findings include:

Companies in China have distinctive cultural
characteristics.

Organizations operating in China are highly focused on
managing relationships, achieving results, and adapting fo
their changing environments.

There is a clear link between culture and
performance.

Comparatively, high performing organizations develop
cultures that emphasize collaboration and innovation,
whereas lower performing organizations are far more results-
driven and risk-averse.

The culture preferences of employees mirror the high
performing benchmark.

Preferred culture ratings are closely aligned with the high
performing culture benchmark, indicating employees
appear to have a strong sense of what is required for
success in their businesses.

The investment and quality of culture programs is
linked to performance.

High performing companies are distinguished from their
peers by both investment in culture programs as well as the
relevance of these programs.
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Part2 | A FRAMEWORK FOR DIAGNOSING CULTURE

Culture can serve as a defining advantage for the
enlightened business leader in China. Whereas strategy
guides large decisions around investment, development

of product or service lines, and organizational structure,
culture guides the attitudes, behaviors, and actions of
employees on a daily - even momentary - basis. Culture

is like a set of "simple rules" for human behavior that can
effortlessly coordinate groups of people, from small teams
to entire nations, in achieving shared goals and responding
to new opportunities or threats.

The benefits of a strong and aligned culture are well
documented in numerous studies. Increased operational
effectiveness, engaged employees and customers, and
superior financial results are all outcomes of a good culture.

Reya Group's Lantyrn sociocultural model has been proven
to be highly effective in diagnosing and improving company
culture in China. This simple yet powerful framework is

Figure2.1 Lantyrn Sociocultural Model
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composed of eight primary styles that guide individual and
group behavior. Each style represents a different way to
view the world, relate to others, solve problems, and find
success. The circular arrangement of the styles in Figure

2.1 indicates that those styles next to one another are more
similar and the further styles are from one another, the more
different they are.

Beneath the eight styles are two underlying dimensions. The
horizontal dimension distinguishes between an orientation
towards outcomes and independence to the left and a
focus on relationships and interdependence on the right.
The vertical dimension distinguishes between a flexible,
open orientation at the top and an emphasis on stability
and structure toward the bottom.

No one style can represent a company but the ordering of
styles defines the unique cultural profile for every organization.
This plays out in how a company views and relates fo its
environment, defines success criteria, serves customers,
engages employees, and responds to changes over time.

Culture In-depth

THE DISCOVERER
IMAGINATIVE
CURIOUS

CREATIVITY INNOVATION
OPENNESS EXPLORATION

LANTYRN™
Sociocultural

UNIFYING KEY LEADERSHIP
ELEMENT CHARACTERISTICS STYLE

-“‘

Organizational culture can be understood through

a number of different lenses. These lenses, or sub-
components, ftogether contribute to an overall cultural
profile. One lens to see culture through is as the
character or identity of a company, clarifying its purpose,
preferences, and "DNA". Culture can also be viewed as
the key element of social cohesion or the "glue" binding
an organization together. Finally, culture can be defined

EEXEX:

@ EIGHT PRIMARY CULTURE CHARACTERISITCS
HARMONY ORIENTED | A harmony oriented culture is characterized
by balance and coexistence with the broader environment.

LEARNING ORIENTED | Alearning oriented culture is
characterized by creativity, exploration, and autonomous action.

CARING ORIENTED | A caring oriented culture is characterized
by a collaborative, family-like environment.

RESULTS ORIENTED | Aresults oriented culture is characterized
by a focused drive for achievement and capability.

ORDER SEEKING | An order seeking culture is characterized by
compliance and respect for proven customs and practices.

POWER SEEKING | A power seeking culture is characterized by
competition and a focus on maintaining a strong position.

SAFETY SEEKING | A safety seeking culture is characterized by
caution and avoidance of unnecessary risks or errors.

PLEASURE SEEKING | A pleasure seeking culture is characterized
by enjoyment and inhibition and a focus on keeping things fun.

==
").

LEADERSHIP KEY UNIFYING
STYLE CHARACTERISTICS ELEMENT

ORDER |

through the behaviors of the most influential members -

the formal and informal leaders within the organization.

Each of these various aspects of culture are important
and serve to model an overall cultural profile. While the
combined profile best describes an overall culture, the
relationships between these sub-components is also
important. The more aligned these dimensions are with
one another, the stronger the culture is.

558 KRR
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Part3 | COMPANY CULTURE
CHARACTERISTICS IN CHINA

Using the Lantyrn Culture diagnostic model,
parficipants in this study were asked to
evaluate the characteristics of their current
company cultures. By combining these
responses, we arrive at an aggregate
China profile. From this profile, we see

that company culture in China tends fo
emphasize relationship management, goal
accomplishment, and gaining knowledge
with much less focus on fun and enjoyment.
The combination of these culture
characteristics indicates an emphasis on
flexibility over structure and stability.

Chinese company culture profile

The ranking of culture characteristics in
Figure 3.1 defines the combined culture
profiles of companies who participated in
this study. Culture styles atf the top of the

list are more influential in China, whereas
those at the bottom are less so. The top two
or three styles are often quite tellingin a
benchmark such as this.

With a caring and family-like culture

orientation being the most influential
characteristic in China foday, we can see
the extreme importance of managing and
maintaining relationships. People place a
very high value on working well together
and collaborating. This may nof come as a
surprise given that China's national culture
has consistently been defined by collectivist
values and a strong focus on social
connections.

The additionally high value for results means
that company culture in China is noft just
about working well with one another but
also about accomplishing goals and getting
ahead. The far more pragmatic culture
characteristic can sometimes be at odds
with an emphasis on caring and relationship
management.

The strong learning-orientation in this profile

indicates that companies find it important to
adapt to their evolving business environment
and to encourage creative problem solving.

It appears that organizations in China place

Figure3.1
China Profile
1
CARING
: @
RESULTS
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HARMONY
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a premium on responding to the ever-changing opportunities
and threats of this dynamic and highly complex business
environment, as indicated by the top four culture styles being
more focused on flexibility.

Company culture in China is unique from other
@ parts of the world

By comparing the culture profile of China with an international
benchmark, we see important differences. Company culfure
in China appears to be far more relational than in other
countries. Social connections come before results and there
is a significantly greater emphasis on maintaining harmony.
From our past research, aggregate culture profiles show that
companies around the world consistently place results as their
fop culture priority. This study illustrates how China stands out
from organizational culfures typically seen around the world.

Figure3.3 MNC and SOE Profile
MNC'’s SOFE’s
@ O
CARING CARING
@ @
RESULTS SAFETY
@
LEARNING ORDER
O O
HARMONY RESULTS
@
ORDER LEARNING
@ @
SAFETY POWER
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PLEASURE HARMONY
@ O
POWER PLEASURE
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Figure3.2 China and International Profile

CHINA INTERNATIONAL
PROFILE BENCHMARK
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@ Culture differences between Foreign-Invested and
Chinese Owned Enterprises

The study found substantial differences between the cultural
characteristics of foreign-invested Multi-National Corporations
(MNC) and State-Owned-Enterprises (SOE). MNC operating
in China develop company cultures that are more in line with
our global benchmark and emphasize results, adaptability,
risk-tolerance, and a far greater focus on connecting fo

the broader environment. SOE display a more traditional
Chinese culture profile with the collectivist styles of safety and
order being defining characteristics. The SOE culture profile
stands out as being far less individualistic with the top three
culture styles focused on caring, safety, and order. Another
important difference is that SOE possess a more hierarchical
culture profile as seen from the elevated importance of both
power and order and the decreased emphasis on results and
learning.

SERCRRMAR
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While the differences between these two culture profiles is
significant, the percentage of MNC that are rated as high-
performers (24%) is nearly the same as SOE (23%), indicating
that both cultural approaches are valid in China's diverse MNC SOE

Figure3.4 Culture Activity Priorities for MNC vs. SOE

environment. Additionally, because a vast majority of the
individual respondents in this study were Chinese speaking, we

can assume that differences in these two culture profiles are ENGAGEMENT LEADERSHIP
fruly a result of the sector and structure of these businesses and
what makes them successful. LEADERSHIP SYSTEMS
Another interesting finding related fo these two organizational
categories is that they have differing views on the best way to STRATEGY STRATEGY
build and strengthen culture. While MNC place a premium on
activities that engage employees deeply in the organization,

SYSTEMS ENGAGEMENT

SOE view leadership development activities as being the best
way to invest in culture improvement.

CHINA PROFILE CHARACTER LEADER STYLE COHESION

Culture In-depth

A A A

©-

Exploring the sub-components of this
year's China Culture Profile illustrates some
important differences across the three
dimensions. What stands out immediately
is the increased emphaisis for results and
safety under leadership style. Leaders
have a tendency to be overly focused on

CARING

RESULTS

LEARNING . . .
. driving business targets and are less willing
° to take risks. This means leaders run the risk
of being slightly out of fouch with both their

HARMONY T .
: organization and the prevailing cultural

° environment. Additionally, the leadership
style contrasts with company cohesion,
SAFETY L ]
: where the ranking indicates caring and
6 learning are the "glue" that hold companies
together in China. This finding reinforces

the importance of developing a relational
culture in China instead of being overly
focused on achieving business goals.

PLEASURE
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Part4 | CULTURE AND PERFORMANCE

A central goal of this study was to create a culture

benchmark of high performing companies in China. With the
understanding that a company's culture should be unique and
well suited to goals and preferences of an organization, the
following benchmark can serve as a powerful reference point
for setting cultural aspirations and targets for organizational
change.

In order to define high and low performing culture profiles,
respondents were asked to rate their current levels of customer
service, employee engagement and retention, financial and
operational performance, as well as their ability to innovate

in their organization. From these ratings, companies were
divided into groups of high, medium, and low performers. A
culture profile comparison between high-performing and
low-performing organizations is shown in Figure 4.1. This
comparison illustrates the unique cultural characteristics of
high performing companies.

@ Culture characteristics of high and low performing
companies

From this graph, we see that high performing companies are
more relational with a dominant caring style and an increased
emphasis on harmony and staying connected to the broader
community. Another defining feature of high performing
cultures is that they are more focused on learning and
adaptability and much less risk averse. Finally, it is interesting
fo note that the higher performing a company is, the more it
emphasizes fun and enjoyment.

By looking at the types of company performance separately,
we also found that certain culture qualities led to somewhat
different organizational outcomes (Figure 4.2). For example,
caring and pleasure-seeking cultures are more closely

linked with employee engagement. Learning and harmony
orientations drive innovation more. And finally, customer
satisfaction is more likely in organizations that emphasize cultural
characteristics related to caring, learning, and harmony.
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The cultural profile of low performing organizations can also
shed light on the outcomes of various culture profiles. One

of the more surprising insights here is that building an overly
results-focused culture will not necessarily support actual
company outcomes. Additionally, a pronounced drive for
safety and risk-aversion appears to lead to lower levels of
company performance. These findings are all consistent with

In our analysis of this performance benchmark, it is important
o point out that companies should not inferpret this average
of high performing companies as the "right" or "best" culture
profile. Every company has a unique business context, history,
and profile of employee. These factors and others will play a
large role in determining what kind of culture is best suited fo
any particular organization.

our past research and that of others.

Figured4.1 High Performing and Low Performing Figure4.2 Culture Improvement Activities and Culture Characteristics
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@ Personal culture preferences

In addition to evaluating their current company culture,
respondents were also asked what type of culture they
personally preferred to work in. As illustrated in Figure 4.3,
the preferred culture of respondents is more inline with the
high performing than low performing benchmark. While this
may seem to go without saying, many companies do not
sufficiently take info account employee preferences when

EBEXREX: PEE

defining their aspirational culture targets. More often than
noft, culture targets are defined and communicated in a
purely fop-down fashion. One example where it appears
that employee preferences might help to inform an ideal
culture profile is around results orientation. While it may seem
somewhat counter-intuitive, following employee preferences
for a somewhat lower emphasis on results seems to predict
better company performance in China.

Figure 4.3 Employee Preferred Culture
HIGH PREFERRED LOW
PERFORMING CULTURE PERFORMING
O O
CARING RESULTS
O
LEARNING LEARNING CARING
O O
RESULTS HARMONY SAFETY
O
HARMONY LEARNING
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ORDER RESULTS ORDER
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PLEASURE PLEASURE HARMONY
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POWER SAFETY POWER
O O
SAFETY PLEASURE
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LOW PERFORMERS MEDIUM PERFORMERS HIGH PERFORMERS

Spend a third as much on culture Spend the most on culture related Spend slightly less on culture
related activities, which contrib- activities but struggle connecting activities than medium performers
utes to low culture satisfication activities to employees or strategy but are able to create more value

Figure5.1 Culture Programs Link to Performance

Part5 | CULTURE IMPROVEMENT ACTIVITIES

Anotherimportant topic of this study was unique strategies of the organization and also address employee interests and
o better understand how companies view preferences.

culture improvement activities. Respondents
were asked to comment on their current
culture development programs as well as
how much they were investing in these
activities. The results showed that top
companies make focused investments in
improvement activities that are most relevant
o their business strategy as well as the needs
and preferences of employees.

When asked which culture improvement activities would have the greatest
impact, respondents had varied opinions. Overall, respondents felt that investing
in activities that engage employees was the best way to strengthen a culture.
The one exception to this is with, State Owned Enterprises who felt that Leadership
Development activities are a far better investment. Both of these activities do
involve investment in people. Investing inimprovements to company systems
and processes was also seen by many organizations as a beneficial way to make
lasting culture improvements. Finally, investing in strategy formation, planning
activities, and organizational structure design was another important way that
Related to investment in culture improvement companies support organizational culture development. Only 8% of respondents
activities, the study found that low reported that they do not invest at allin culture improvement activities.
performing organizations spent only 586
RMB per employee annually and high
performing organizations spent 1650 RMB,
nearly three times the low performers'
investment. Interestingly, there was very
little difference in how much medium and
high performing organizations spent on

improvement activities. From our in-depth o

. . . . ] Activities Percentage%
analysis and inferviews with leaders, it was
revealed that even though high performing Employee Engagement 70%
organizations spend nearly the same as
medium performers, they tend to focus that
investment on activities that will have the

greatestimpact. More specifically, they Strategy & Organizational Structure 47%
invest in those areas that best support the

From these findings, it is clear that investment in culture improvement activities is an
important way fo drive company performance. High performing companies go
beyond generic programs to invest in activities that are closely linked o business
outcomes and engage employees the most.

Figure 5.2 Culture Activity Preferences

Leadership Development 62%

Systems & Processes 50%

None 8%
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Part6 | CONCLUSIONS AND RECOMMENDATIONS

The findings of this study offers some important insights for
organizations operating in China. First, culture is clearly a key
driver of business success. High performing organizations set
purposeful culture aspirations and invest time and resources to
strengthen and improve their company culture.

The study also revealed that some cultural characteristics are
more likely to lead to organizational effectiveness than others.
Even though every company needs to develop a culture
profile that responds to their unique business context, cultural
characteristics related to managing relationships, driving for
results, fostering adaptability, and connecting to a broader
community tend fo lead to higher performance in China
currently. It is important to note, though, that both the business
sector (State-Owned versus Foreign-Invested) and industry type
play arole in determining what kind of culture works best.

When it comes to culture improvement activities, it appears
that companies are most successful when they make sufficient
investments in areas that respond to both strategic imperatives
and employee expectations. The best organizations are able
o leverage both strategic execution and cultural strengths to
build a high performing business.

Culture development is a journey that requires both a long-term
commitment to change as well as short-term action. Along

this journey are steps companies can take to actively manage
culture including:

Set a culture benchmark and measure changes

] annually. The old adage that what get's measured gets
managed applies equally to company culture. By comparing
the current culture against a purposeful benchmark,
organizations are far better equipped to make substantial
improvements and adjust behaviors. Such assessment should
be done in a scientific and well-structured manner as poorly
designed measurements can oftfen do more harm than good.

Align culture to both strategy and employee
2 expectations. In many ways, culture is a more pervasive
form of strategy, translating long-term business goals into daily
behaviors, decisions, and actions. As such, it isimportant to also
take note of what employees find most motivating and inspiring
and that willlead to commitment and effort.

making changes fo culture, fop leaders play a special
role in initiating and sustaining improvements. Leaders are in
a unigue position to make important connections between
culture and strategy, set bold new directions, and role model
the desired behaviors. Conversely, when leadership style and
behaviors does not align with culture, it is very difficult to make
real progress.

3 Start with leadership behaviors and styles. When

Engage broadly around culture change. Culture
4 development is something that every employee can
and should participate in. To build a great culture, research has
consistently shown that the "tipping point" for success is between
20% and 40% of employees having a direct involvement in the
process of culfure improvement.

Embed culture into core systems and processes. For
5 culture to act a sustained advantage, it must inform the
desigh and management of essential organizational systems
and processes. These persistent and influential aspects of the
organization reinforce behaviors and encourage employees to
take the right actions that lead to business performance. Some
of the most critical areas to focus on are hiring, onboarding,
performance management, and reward systems.

Managing company culfure is challenging, and the vast
majority of companies in China are only beginning fo realize
the important role that culture plays in their business. But
leaders who focus on performance and health, ask themselves
the right questions, and use a range of proven approaches will
be able to create animmediate and lasting advantage in this
competitive and uncertain business environment.
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Part7 | APPENDIX

) Appendix I: Industry Culture Differences

A comparison of culture profiles by industry type reveals important differences. The fact that industries fend to develop unique culture
characteristics has long been documented in the research literature. Here, we can see how these distinct industry cultures have evolved
in China.

Figurel.1 Culture Profiles by Industry
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&) Appendix II: Survey Sample

From November through December of 2012, the Human Resource Excellence Center of China (HREC) and Reya Group conducted a
survey of 321 organizations across more than 13 industries in China.

A total of industries are represented in data with the top 3 being Manufacturing, Bio-science and Automotive (See Figurell.1). Among alll
the companies, about sixty percent are Foreign-invested, followed by Private-owned enterprise, Sino-foreign joint venture, State-owned
and others (See Figure 11.2). Respondents represent companies ranging from less than 100 to more than 10,000 employees (See Figure I1.3).

Additionally are demographic breakdowns by respondents' job level (See Figure I1.5), age (See Figure I.6) and Tenure (See Figure I1.7).

Figure Il.1  Industry Figure 1.2 Ownership Structure
2%
|
Manufacturing 55 14%
Bio-science 45 1%
Automotive 4] 10%
B MNC
Information
Technology &7 i W POE
Vv
FMCG 31 8%
[ SOE
Profes§ionol 30 8% B Other
Services
Logistics 29 7%
Chemical & 23 6%
Petrochemical ° Figure I1.3 Company Size
Finance 17 4%
Retail &
E-commerce =2 5%
Electrical
Engineering UL e
Energy 11 3% B <100
Agriculture & M 100-499
3 1%
COIEE 500-2499
Other 53 13% 35% % 2500-10000
H >10000
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Figure Il .4 Culture Activities Expenditure Ratio
(RMB/employee/year)
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Figure ll.5 Job Levels

M Leader
B Manager
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[ Staff

Figurell.6 Age
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Figure I1.7 Tenure
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of HR Events and Knowledge platforms
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edging topics faced by HR practitionersin
China. HREC services include HRD Network,
HR conferences, fraining & workshops,

HR Frontier, online resources, HR Values
magazine, Tele-conferences and survey &
reports.

Readers are invited to view the HREC website
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