
Differential Impact of
Cultural Elements on
Financial Performance

ERIC FLAMHOLTZ, University of California, Los Angeles

RANGAPRIYA KANNAN-NARASIMHAN, San Jose State University

This research provides empirical evidence that some
elements of an organization’s culture have a differ-
ential impact on the financial performance of a firm.
The research tested a proposed five factor cultural
model, and we determined through factor analysis
that there are actually six factors or dimensions of
corporate culture. Four of the factors identified in
the study (customer focus, corporate citizenship,
performance standards, and identification with the
company) were found be directly influencing the
financial performance of the firm. Two other factors,
human resource practices and organizational com-
munication, although not correlated directly with
the firm’s financial performance, had a significant
influence upon the primary cultural factors. In addi-
tion, we also assessed the reliability of the proposed
instrument for measuring these dimensions of cul-
ture, and found that they achieve acceptable levels.
These findings have significant implications for
researchers and practising managers.
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Summary

This research builds upon and extends previous
work by Flamholtz (2001) to determine the elements
of an organization’s culture and to identify the cul-
tural elements which influence the financial perfor-
mance of a firm. The research had three related
objectives: (1) to empirically determine the different

organizational culture dimensions, (2) to assess the
validity of an instrument to measure corporate cul-
ture, and (3) to determine if some aspects or dimen-
sions of a company’s culture are more important
than others, i.e. whether some cultural elements have
a differential impact on the financial performance of
the firm.

Data was collected from different divisions of a US-
based medium sized industrial enterprise. The sam-
ple size for the present study was 702 respondents.
Factor analysis was performed to identify the ele-
ments of an organizational culture. Results of the
Factor Analysis indicated that there are six key
factors or components of organizational culture (see
Exhibit 8). Bivariate correlations were used to deter-
mine that four cultural elements ‘‘Customer Ser-
vice,’’ Corporate Citizenship,’’ ‘‘Identification with
the Parent Company,’’ and ‘‘Performance and Behav-
ioral standards’’ were the most highly correlated to
the financial performance of the different divisions.
These four factors were named as the ‘‘primary cul-
tural factors’’ influencing the financial performance
of the different divisions. The other two factors iden-
tified were ‘‘Human Resource Practices’’ and ‘‘Cor-
porate Communications.’’ These factors, which
were not significantly related to financial perfor-
mance, were termed ‘‘secondary cultural factors.’’
Scale reliability was assessed using Cronbach’s al-
pha, and the results indicated a satisfactory degree
of scale reliability.

Multiple regression analyses were conducted using
the above four primary factors as dependent vari-
ables to assess the extent to which the secondary cul-
tural factors were influencing the four primary
statistically significant factors. The variable of
‘‘human resource practices’’ (the way an organiza-
tion views and treats people) was not found to be sig-
nificantly correlated with financial performance
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directly, but was found to be an influence upon all
four primary cultural factors (customer focus, corpo-
rate citizenship, performance standards, and identifi-
cation with the company). The other factor,
‘‘organizational communication’’ was found to influ-
ence three of the primary factors, which were, cus-
tomer service, performance and behavior standards
and corporate citizenship.

These findings have a number of significant implica-
tions for researchers and practicing managers inter-
ested in corporate culture. We have found that
certain dimensions of corporate culture have signifi-
cantly more impact than others on the financial per-
formance of the firm. This suggests that ‘‘corporate
culture’’ should not be viewed solely as a global con-
struct; rather, we must focus upon specific aspects of
culture In addition, we have identified four primary
cultural dimensions that can be the focus for further
research and emphasis in managerial practice. We
have also shown that, surprisingly, human resource
practices do not have a direct influence upon finan-
cial performance, but that they are a factor which
influences all four primary factors or components
of corporate culture that are directly related to the
financial performance of the firm. In addition, given
the satisfactory degree of scale reliability, we con-
clude that the survey used in this research can be
used as a standard instrument for measuring corpo-
rate culture.

Introduction

In a previous paper (Flamholtz, 2001) demonstrated
that there was statistically significant evidence of
the impact of culture on the financial performance
of the company. This study, conducted among differ-
ent divisions of a company, analyzed the corporate
culture by focusing on five hypothesized cultural ele-
ments. This study found that divisions that adhered
to the desired corporate culture had higher profit-
ability (measured by ‘‘EBIT’’ or earnings before inter-
est and taxes), than those that did not adhere as
closely to the desired corporate culture. That article
ended on the note that impact of organizational cul-
ture on the bottom line is of critical importance as a
basis for influencing managerial practice and, in
turn, financial performance.

The current research builds upon and extends the
prior study. Its focus is to empirically determine:
(1) the key elements of an organization’s culture,
(2) assess the validity of a proposed instrument for
measuring corporate culture, and (3) determine
whether some dimensions of corporate culture (if
any) have a greater impact upon the financial perfor-
mance of an organization than others.

In this research, our primary objective is to determine
if some elements of an organization’s culture are

more important than others, in influencing the finan-
cial performance of a firm, or if all cultural factors are
equally important. A related question is: if some cul-
tural factors are more important than others, then
what are the key dimensions or elements of an orga-
nization’s culture? Another objective is to assess the
validity of the survey instrument, and take steps to-
wards the development of a standard instrument
for the measurement of corporate culture.

The next section provides a review of some prior
studies that are relevant to this research. The third
section will explain the research methodology used
to conduct this study and in the next section we will
elaborate on the results of the study. Finally, the con-
clusions of our study and implications of these con-
clusions for organizational researchers and
managers will be considered.

Related Prior Research

Research studies examining the effects of corporate
culture on financial performance have been relatively
rare (Flamholtz, 2001; Kotter and Heskett, 1992). Sim-
ilarly, there are relatively few studies dealing with the
key dimensions of culture. The studies which are di-
rectly relevant to the current research are cited below.

Research on Culture and Financial Performance

Using cross sectional data, Kotter and Heskett (1992),
found that corporate culture has a significant impact
on the firm’s long-term financial performance. This
study showed that corporate culture has a significant
impact on the firm’s long-term financial perfor-
mance. Over a 11-year period, companies that
emphasized the key managerial constituents like cus-
tomers, stockholders and employees and sought
leadership from managers at all levels outperformed
firms that did not emphasize these factors by a huge
margin. The former increased their revenues by an
average of 682% versus 166% for the latter set, ex-
panded their workforce by 282% versus 36%, grew
their stock prices by 901% versus 74% and increased
net income by 756% versus 1%.

Flamholtz (2001) analyzed the effects of corporate
culture on the financial performance of the different
divisions of a single firm and found that 46%
(R2 = 0.46, p < 0.05) of the EBIT (Earnings before
Interest and Taxes) was explained by the variable
of ‘‘corporate culture.’’

Research on Elements of Corporate Culture

Case studies on successful organizations have identi-
fied or proposed certain cultural elements that
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