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In Search of the Organizational Culture and Performance Link from the 

Research Validity Perspective  

 

Abstract 

How can organizational culture be harnessed for superior organizational performance is an old 

question that has yet to be conclusively answered with empirical evidence. Advances in organizational 

economics conceptualizes organizational culture as shared beliefs to examine the organizational 

culture-performance link through the processes of selection, self-sorting and manager-directed 

learning. Organizational cultures that are more homogeneous, encourage teamwork, and have clear 

mission, have been shown in economic models to enhance organizational performance. These result 

provide a theoretical explanation why and how culture matters, hence strengthening the internal 

validity of claims on the culture-performance link. However, the effect of organizational culture on 

performance has to be controlled for non-cultural factors affecting performance. The strategy 

literature defines performance broadly as the ability to sustain long run profitability, and according to 

McGahan and Porter, posit that performance variance arises from industry effect (19%) and 

organizational resource (32%), where organizational culture is an organizational resource. 

Organizational culture studies before the 1990s use case study for data collection. Case study is 

flexible and enable the discovery of invisible beliefs which are difficult to categorize before collecting 

the data. The beliefs explain the visible artefacts and espoused values. However, results from case 

study are difficult to generalize across cases (i.e. external validity) and implementing control variables 

using matched pairs is often unsatisfactory. Standardized survey instrument overcome these 

disadvantages, but need a presumption that respondents substitute for the case researchers in 

evaluating the visible artefacts and espoused value when answering the survey questions. Although 

survey method measure organizational climate and not culture, Denison (1996) argues that the 

difference is the interpretation and not the phenomenon. Hence, survey instruments, especially those 

validated using case studies, are usable proxy measure. Research in the last two decades has clarified 

many threats to conclusion validity and a rigorous empirical analysis of the link is increasingly possible. 
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1. Introduction 

Can organizational culture be a source of superior performance, and if yes, how can organization 

harness it? These questions are interesting to practitioners (business advisors, managers and 

organization development specialist) and business strategy researchers of the ‘resource based view’ 

tradition. The claim about a culture-performance link is most visible during the 1980s in popular 

management literature -- such as In Search of Excellence (Peters and Waterman, 1982) and Theory Z 

(Ouchi, 1981) – although the search begin earlier in the academic literature. There is a healthy dose 

of scepticism of the link by late 1980s. Hitt and Ireland (1987) noted that some of Peters and 

Waterman’s excellent companies encountered difficulties a few years later. They also found no 

statistical difference in performance, or characteristics of excellence, between the excellent 

companies and Fortune 1000 companies. Barney (1986) argued that organizational culture needs 

three attributes – valuable, rare and imperfectly imitable – to be a source of sustainable competitive 

advantage. Therefore, organizations with culture-based competitive advantage enjoy sustained 

profitability, but organizations without the advantage cannot modify their cultures to obtain the 

advantage because the modified cultures are neither rare nor imperfectly imitable. Early works to 

substantiate the link suffered from weak conclusion validity that lead Lim (1995) to the conclusion 

that “… While some evidence exists to suggest a correlation between “adaptive” cultures and long-

term performance, the absence of similar objective findings in other studies, as well as a need to 

account for the influence of other factors, makes this a tentative conclusion. In the presence of more 

rigorous and conclusive findings, the most important contribution of “culture” towards the 

understanding of organizations appears to be as a descriptive and explanatory tool, rather than a 

predictive one”.  

From the research validity perspective, a weak conclusion validity can arise from diverse issues in 

reliability, construct validity, internal validity and external validity1 (Tan, 2016). While much ink is 

spilled for little to show on a conclusive organizational culture-performance link, development in the 

literature during the last two decades clarifies many threats to conclusion validity that enable rigorous 

empirical analysis increasingly possible. This paper reviews and synthesizes these developments to 

contribute to building a foundation for empirical research about the link. 

 

2. What is Organizational Culture and Performance? 

Clarifying the concepts of organizational culture and organizational performance is necessary before 

examining the link between these constructs. Conceptualizations of organizational culture exist along 

a continuum from the process-oriented to the type-oriented approaches (Alvesson, 1989). 

Culture creation is a unique characteristics of human group to fulfil the basic need for finding shared 

meaning of events around us, without which every social interaction is a frightening new experience. 

Psychologists, in particular Edgar Schein, argue that culture manifest itself at three levels - visible 

artefacts (such as behavioural patterns), espoused value (such as mission statement) and the invisible 

beliefs and assumptions (hereafter beliefs for brevity) that explain the visible artefacts and espoused 

values (Schein, 1992). The beliefs become shared by a group with a common history where the beliefs 

 
1 In a nutshell, reliability refers to the consistency of the measurements; construct validity refers to how well 
the operationalized measurement capture the theoretical construct; external validity refers to the validity of 
generalizing the result from the sample to the population; internal validity refers to validity of the claimed 
causal relationships (hence it not relevant to descriptive studies that do not claim any causal relationship). 



are reinforced and confirmed. Cultural change occurs when old beliefs are challenged and 

disconfirmed and are replaced by new beliefs. This change can arise from the external environment, 

or from internal change (such as a new manager or process), requiring effective responses that are 

inconsistent with the old beliefs. Culture therefore arises from social learning about beliefs as a group 

of people solve problems arising from external threats and internal integration. This conceptualization 

of organizational culture is the process-oriented approach (Lim, 1995).  

The other approach, the type-oriented approach, classifies organizational culture into several ideal 

types, often using two variables to generate a 2x2 matrix. These variables include speed of feedback 

and amount of risk employed (Deal and Kennedy, 1982), formalization and centralization (Harrison, 

1972), and flexibility-stability and internal-external focus (Cameron and Quinn, 2011).  

The level of analysis is organization for which we are interested in the link between culture and 

performance. However, the concept of culture is associated with a group with a common history, and 

there will be many such groups in large organizations because of specialization by location, job 

functions and business lines. Therefore, an organization may have many sub-cultures that may be 

integrated, independent or even in conflict with each other. The consistency of the sub-cultures give 

rise to the notion of cultural strength. It is intuitive that a strong culture is a driver of high performance 

as groups working in unison are generally more productive than groups working against each other.  

Organizational performance is often measured by the organization’s ability to sustain profitability over 

long run. There are two dominant theoretical framework for sustained profitability in strategic 

management – the industrial organization view focuses on the level of competition in the product and 

factor markets (Porter, 1980; Teece, 1986, 1987; Wernerfelt and Montgomery, 1986; Nelson and 

Winter, 1982), and the resource based view focuses on building sustainable competitive advantage 

through organizational resource (Wernerfelt, 1984; Barney 1991). McGahan and Porter (1997) shows 

that industry effect explained 19%, and organization-specific effect explained 32% of profitability 

variances, indicating the importance of both explanations. Culture is one of the resources that 

organization may harness for sustained profitability, but other explanatory factors for performance 

need to be controlled for when examining the culture-performance link. The need for control variables 

also extend to other performance measures such as innovation, growth or globalization. 

 

3. Why may organizational culture and performance be linked? 

The value of organizational culture in sustaining performance is well recognized but vaguely 

articulated in early literature. The causal link is almost by assumption, i.e. internal validity is weak.  

There is a lively debate in the July 1990 special issue of the Academy of Management Review if 

organizational economics will revolutionize organization theory (Donaldson, 1990a, 1990b; Barney, 

1990; Hesterly et al, 1990). Development in organizational economics in the last decade, especially in 

the application of game theory in personnel decisions, is beginning to model the formation of 

organizational culture as shared beliefs, and using the same mechanisms to explain performance.  

Van den Steen (2010a) uses formal economic models to show that shared beliefs originate in 

personnel practice through the mechanics of screening, self-sorting, and manager-directed joint 

learning. Van den Steen argues as follows that organization has a tendency towards homogeneity in 

beliefs: 

• In the hiring process, screening occurs when managers select, ceteris paribus, candidates who 

share similar beliefs as the manager. Using a model that organization performance depends on making 



correct decisions from the perspective of the manager (instead of a motivation model that 

performance depends on effort), the comparative statics shows that people prefer to work with others 

with similar beliefs. The result holds even when there is a need for experimentation or diversity of 

action in making (subjectively) correct decisions. Changing deeply ingrained beliefs is costly and time 

consuming. Selecting people with similar beliefs as the manager is, from the manager’s point of view, 

an efficient way to producing high performance that the manager cares about.    

• Self-sorting occurs when candidates who share the organization’s beliefs, ceteris paribus, 

become and remain as members of the organization. Self-sorting occur during the hiring process, and 

more importantly, through the turnover in the early stages of employment. Self-sorting implies that 

beliefs is path dependent in that early hires sharing common beliefs with the manager increases the 

chance that later hires will share the beliefs. Therefore, a rational manager will be more selective of 

early hires than late hires, and will hire key employees first. Therefore, the founders’ beliefs will have 

a disproportionally large impact on organizational culture because of path dependency. Self-sorting 

also explains that over time, members with strong beliefs and large stake becomes the manager which 

has the control to choose candidate (in the screening model) and manger-directed learning (in the 

learning model). These results are obtained by economic reasoning using formal models as follows: 

• With a given set of members whose beliefs, due to screening and self-sorting, are more 

homogeneous than the society at large, each member’s beliefs change over time through learning 

from shared experience. The learning model in Van den Steen provides clarity to the concept of 

socialization in cultural dynamics explained by Schein (1984). Learning organizational culture is 

disproportionally influenced by the manager’s beliefs, i.e. manager directed joint learning, with three 

implications. First, path dependency and strong influence of managerial beliefs imply that changing 

organizational culture is more likely to succeed by appointing an external CEO rather than promoting 

from within. Second, organizational culture persists to future generations even after the original 

members left the organization. Third, learning occurs more readily when the beliefs produce success, 

i.e. culture and performance affects each other giving rise to a simultaneous causality problem. 

Van den Steen (2010b) uses an analytical framework based on game theory to make behavioural 

predictions by varying the homogeneity of shared beliefs. He argues that delegation is a trade-off 

between the manager losing control over decision and workers having better local information and 

lower opportunity cost. With delegation, managers still influence the outcome (towards what the 

manager believe is correct) by costly monitoring of the workers. The analytical result shows that 

delegation occur when there is sufficiently strong shared beliefs (i.e. strong culture), and the stronger 

the shared belief the lesser the monitoring of the delegated tasks. Important decisions is less 

delegated, and if delegated is more likely given to workers who have stronger shared beliefs with the 

manager. There are additional predictions by the model – cultural strength influences worker’s 

motivation and hence their effort, and cultural strength influences worker’s satisfaction that lowers 

turnover. A high staff turnover, ceteris paribas, lowers the profitability of investing in firm specific 

skills and social relations, which are often the source of sustainable competitive advantage.    

Using a learning model where one’s belief about other’s behaviour is based on other’s past behaviour, 

Van den Steen shows that coordination is easier with more homogeneous beliefs in the group. The 

less homogeneous the beliefs, the more likely the workers hide private information and decrease 

communication. Selective communication increase influence activities. These behavioural predictions 

shows that cultural strength influences organizational performance.  

Kosfeld and von Siemens (2011) examines organizational culture from the perspective of cooperation 

and teamwork. Cooperation and teamwork can benefit the organization in at least two ways – workers 



with complementary skills can achieve in team what they individually cannot (the concept of team 

production in economics) and sharing of relevant information among workers often enhance the 

efficiency of production – but cooperation is difficult to measure and hence difficult to motivate with 

monetary incentive. The paper models a competitive labour market with two types of workers– 

‘selfish’ workers who only respond to monetary incentive, and conditionally cooperative workers who 

cooperate if others do the same – working in teams that produce combinations of outputs by 

individual effort or cooperative effort. The worker types are private information, and firms pay 

incentive for outputs by individual effort but not cooperative effort. The analytical results shows that 

there is always a separating equilibrium where workers sort themselves by type -- giving rise to 

organizational culture -- and earning the same (competitive) wage for both types. Given that 

cooperation and team work is generally more productive, organizations with cooperative culture earn 

economic profit that is absent in organizations with competitive culture. Cooperative culture allows 

organization to earn economic profit that cannot be disbursed as higher wage in order not to attract 

‘selfish’ type workers. Non-profit and government organizations are restricted in distributing surplus, 

and for-profit organization may spend the surplus in fulfilling a pro-social but unprofitable mission. A 

paper by Henderson and Van den Steen provocatively titled “Why do firms have purpose? The firm’s 

role as a carrier of identity and reputation” allude to firm spending the surplus to fulfil pro-social goals 

(Henderson and Van den Steen, 2015).  

Economic thinking is certainly invading research in organizational culture for the better in terms of 

stronger internal validity. The emerging literature in organizational economics have examined (among 

other issues in organization) the concept of organizational culture as shared beliefs, and made specific 

predictions about organizational culture and performance, often through the mechanisms of selection, 

self-sorting and manager directed learning. Cultural strength asides, selected aspects of shared beliefs 

(i.e. content of organizational culture) – cooperation/teamwork and mission/goals - have been 

examined and predicted these shared beliefs to improve organizational performance. The logical 

coherence and falsifiability of these predictions have potential to rigorously answer the question why 

should organizational culture and performance be linked.  

 

4. Measuring Organizational Culture 

There are two interdependent questions in measuring organizational culture - how to measure and 

what to measure – and two paradigms, which Denison (1996) called the culture literature and the 

climate literature.  

The culture literature arises from the disciplines of sociology and anthropology, and is the earlier of 

the two paradigms used in studying organizational culture. This literature focuses on analysing the 

social construction of values and assumptions underlying visible cultural artefacts, and therefore uses 

qualitative field observation (i.e. case study) to uncover the historical evolution and context of the 

artefacts. Measuring organizational culture using case study can provide high construct validity and 

allows analysis of rich data that cannot be fully specified before data collection begins. However, there 

are disadvantages for using case study when examining the organizational culture-performance link. 

First, selected cases are generally not representative of the population because an interesting case is 

usually unique and selected organizations are inherently convenience samples. This means that 

external validity, i.e. inferring result outside the case, can be problematic. Second, most of the data 

for case study are qualitative, and analysis of data across cases are much more difficult than 

quantitative analysis using standardized measures. Third, case study is labour intensive with many 

interdepend tasks. The tasks involve in a case study include background research of the case subject, 



selecting suitable case, obtaining access, observing/interviewing and interpreting/exploring the 

phenomenon, analysing and writing the case. It is not possible to delegate labour intensive data 

collection and analysis in a case study to junior researcher (unlike a survey research) to lower cost.  

The high cost of conducting case research means that the sample size is small.  

These three disadvantages motivate the use of quantitative measures collected via surveys in the 

search for the organizational culture-performance link beginning in the 1990s (Dennison and Mishra, 

1995; Dennison, Haaland and Goelzer, 2003; Gordon and DiTamaso, 1992; Kotter and Heskett, 1992; 

Sorensen, 2002). Denison (1996) argues that the quantitative approach resembles the literature in 

organizational climate. He further argue that, despite the differences – in terms of epistemology, 

methodology, temporal orientation and disciplinary base – of the culture literature and the climate 

literature, the two research traditions is a difference in interpretation and not a difference in 

phenomenon.  

We concur with the conclusion -- that both traditions can be different in interpretation and not 

different in phenomenon – from the data collection perspective. In a case study2, the researcher 

obtains the historical evolution of events and observe visible artefacts from organization members, 

interpret them, then draw conclusion about the organizational value and assumptions that explain the 

observed behaviour. In a survey, the organization members are (often) given some cultural traits and 

asked how well each trait describes their organizations. The presumption is that the survey 

respondents are interpreting historical evolution of events and visible artefact, then concluding about 

how well the traits describe their organizations. The data obtained arises from the same phenomenon 

(organization culture) but is interpreted by different parties (researcher or organization members). 

However, case studies are rich with the descriptions of the historical evolution and artefacts, absent 

in the survey, which allow us to follow the interpretation about the embedded value and assumptions. 

Therefore, data collected from both methods have good construct validity – the construct 

‘organization culture’ is the value and assumptions inferred from events and artefacts rather than the 

events and artefacts themselves – but survey data would be less reliable because the interpretation 

process is essentially a black box. The choice of data collection method thus involves trade-offs 

between reliability, external validity and cost. There is a need to control for non-cultural factors that 

influence performance in the search for the organization culture-performance link where, hence 

collecting data using a survey is more feasible than case studies of matched-pairs. 

The natural question to follow is what to measure in the survey. Many instruments are available – 

such as the Organizational Culture Inventory (Cooke and Lafferty, 1983), the Organizational Profile 

(O’Reilly et al, 1988), Organizational Norms Opinionnaire (Alexander, 1978) – and the critique is that 

these instruments lack consensus and generally have poor construct validity and reliability (Furnham 

and Gunter, 1993). On the other hand, recent instruments – specifically the Denison Organizational 

Culture Survey (DOCS) and the Organizational Culture Assessment Instrument (OCAI) – appear to be 

converging towards a common concept of relevant traits although the terminology differs3. The earlier 

of the two instruments -- the Denison Organizational Culture Survey – begins with Denison and Mishra 

(1995). The main points of Denison and Mishra is as follows: 

• The paper develops a model that link organizational culture and effectiveness based on four 

traits arising from two “characteristics” (flexibility and stability) and two “foci” (internal and 

 
2 We are assuming the case study is done for the purpose of research. A case can be just descriptive without 
interpretation, and these are often written for teaching and promoting success stories.  
3 In fact, Marcella Bremer makes the case for convergence of DOCS and OCAI, see  https://www.ocai-
online.com/blog/2017/Denison-Organizational-Culture-Model  

https://www.ocai-online.com/blog/2017/Denison-Organizational-Culture-Model
https://www.ocai-online.com/blog/2017/Denison-Organizational-Culture-Model


external). Flexibility – consisting of internally focused trait of involvement and externally 

focused trait of adaptability – correlates with current and future growth in the study. Stability 

– consisting of internally focused trait of consistency and externally focused trait of mission – 

correlates with profitability.  

• The four traits are elaborated. Involvement refers to the cooperation among members and 

inputs in decision making; Adaptability refers to the capacity for internal change in response 

to the external environment; Consistency refers to the degree of normative integration among 

subcultures; Mission refers to the clarity of its purpose to provide meaning and direction to 

organization members. 

• The traits, characteristics and foci are theoretical constructs derived from case studies of five 

organizations and the traits are hypothesized to be linked to performance. The hypotheses 

are then quantitatively tested by comparing CEO perception of culture with measure of 

performance. 

• The authors point out two limitations. First, a cross sectional study has limit in infering 

causality. Second, the traits are summary characteristics of organizational culture rather than 

specific values or underlying assumptions.  

 

The four traits of in Denison and Mishra (1995) are expanded by subsequent works – Denison and 

Neale (1996), and Denison, Cho and Young (2000) – to include three subdimensions for each trait, 

giving 12 dimensions in the instruments in Figure 1 below. 

 

 

Figure 1: Denison Organizational Culture Survey 

 

While DOCS and OCAI use the same axes -- flexibility-stability and internal-external focus – to measure 

organizational culture, there is an important difference: OCAI conceptualizes organizational culture 

using the type-oriented approach and DOCS uses the process-oriented approach. Therefore, OCAI is 



an instrument to determine a culture type while DOCS produces a cultural profile (Denison, Nieminen 

and Kotrba, 2014). In the type-oriented approach, the axis are traits of competing value (e.g. flexibility-

stability is a continuum) so that an organization culture falls into one of the four quadrants (i.e. types), 

and culture-environment fit explains organizational performance. In a profiling approach, the axis 

does not carry traits of competing value (e.g. an organization can score high on both flexibility and 

stability), and a high performing organization is in fact be strong on all traits in the case of DOCS. The 

traits in DOCS are beliefs and assumptions in different organizational processes that are important for 

organizational performance: Schein (1992) noted that effective organizations need to solve the 

problems of external adaptation and internal integration at the same time. Flexibility is required for 

adapting to change and stability is required for efficiency, and are not mutually exclusive beliefs and 

assumptions in organizational processes. Organizational economics has provided the analysis that 

certain traits – cooperation and team work, homogeneity in shared beliefs and assumptions (i.e. 

cultural strength) and mission – explains organizational performance. 

 

5. Can Organizational Culture be managed? 

There is a consensus that organizational culture will change naturally in response to events that 

challenge the appropriateness of existing beliefs. Whether organizational culture can be steered 

towards a high-performing one is less clear. 

 

Trait theorists (and consultants) present organizational culture as tools that can be controlled. On the 

other hand, ‘culture purist’ – such as Gagliardi (1986) - contents that culture is not susceptible to 

conscious management action because these values are embedded at a deep level that people are 

often unwilling to change (Ogbonna and Harris, 2002). Management scholars appear to have reached 

a middle ground in recognizing the phenomenon of cultural entrenchment – the idea that 

organizational culture is sticky and change slowly – and yet remain optimistic that organizational 

development can be effective in changing organizational culture. 

Using the results in organizational economics, we argue that managing cultural change is feasible but 

costly, and is driven by the CEO who holds the ultimate authority in the organization. A member’s 

whose belief is in conflict with the “authorized” belief experience a psychological stress and take 

action to eliminate the inconsistency according to the cognitive dissonance theory (Festinger 1957). 

This action may be a change in the original belief, rationalization of the required behaviour by 

interpreting it in a way consistent with the original belief, leaving the organization, or some other 

action. From organizational economics, the mechanisms for the formation of organizational culture 

arise from personnel selection (screening and self-sorting) and manager-directed organizational 

learning. While individuals may not be able to change deeply embedded beliefs, organizational 

learning can still occur by the change of individuals that form the organization. Organizational learning 

is manager-directed because managers control the allocation of reward (financial and otherwise) and 

legitimacy to access resource. 

 

6. Conclusion 

How can organizational culture be harnessed for superior organizational performance is an old 

question that has yet to be conclusively answered with empirical evidence. Research in the last two 



decades has clarified many threats to conclusion validity which may enable a rigorous empirical 

analysis to the link increasingly possible.  

Advances in organizational economics conceptualizes organizational culture as shared beliefs to 

examine the organizational culture-performance link through the processes of selection, self-sorting 

and manager directed learning. Organizational culture that are more homogeneous, encourage 

teamwork, and have clear a mission, have been shown in economic models to enhance organizational 

performance. In measuring organizational culture, survey instruments using the process-oriented 

approach can rely on these results, especially when the instruments contain the predictors, 

strengthening the construct validity of the instrument.  

More importantly, these results can strengthen the internal validity of the claim about the culture-

performance link as they provide a theoretical explanation why and how culture matters. However, in 

the search for the link, the effect of organizational culture on performance has to be controlled for 

non-cultural factors that affect performance. The strategy literature defines performance broadly as 

the ability to sustain long run profitability, and posit that performance arise from industry effect (19%) 

and organizational resource (32%), where organizational culture is an organizational resource. 

Performance can also be defined by other parameters – such as innovation, growth and globalization 

– each requiring its own set of control factors.  

Organizational culture studies before the 1990s use case study for data collection. The case study 

method is flexible and may enable the discovery of invisible beliefs that explain visible artefacts and 

espoused values that are often difficult to categorize before data collection. However, generalizing 

across cases (i.e. external validity) and the implementing control factors is limited in case study. Using 

matched cases to implement controls is unsatisfactory as each case is often unique. Standardized 

survey instrument overcome the disadvantages of the case method, but need a presumption that the 

respondent substitutes for the case researcher and evaluates the visible artefacts and espoused value 

correctly when answering the survey questions. Technically, a survey collects data on organizational 

climate and not organizational culture, but the Denison (1996) paper argues that the difference is in 

interpretation and not in phenomenon. Validated survey instruments, especially those built on case 

studies, are usable proxy. 

Harnessing organizational culture to enhance performance requires not only knowing the content of 

organizational culture, but also managing cultural change. While it is generally agreed that 

organizational culture evolve naturally with organizational history, there is less consensus that the 

process can be managed (i.e. consciously guided). The intervention in organizational development 

assumes that the change in organizational culture can be managed.  
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