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The realization that learning usually occurs within a specific context is causing
many organizations to rethink the way in which they approach leadership development.
Traditional leadership development programs, whether corporate or academic, are often
ineffective and expensive (Pfeffer & Fong, 2002) because they do not create a strong link
between learning and action. Leaders may learn most from mistakes and from
opportunities to work on “stretch” assignments, but these elements are seldom given
adeqguate attention in designing leadership development efforts. The words *action’ and
‘reflection,” and the cycle that they create have found a prominent place in the literature
(Bennis, 1989; Greenleaf, 1978; Kotter, 1996; Sashkin, 1989; Vaill, 1996), but thereis
still much to learn about balancing these two complementary activities.

This chapter presents two case studies on successful culture change that were
heavily influenced by the action learning perspective. They both included a cycle of
diagnosis and action planning that was designed to transform the organization’s culture in
ways that would directly influence the performance of the business. However, the
approach taken in these two cases, has involved arethinking of the traditional balance
between action and learning. Instead of using action as a meansto drive alearning and
development agenda, these cases both illustrate examples where learning and developing
are used to drive an action agenda.

The chapter begins with an overview of some of the key principles of action
learning and poses severa question about the most useful balance between action and
learning. We then introduce the culture model that we used as the basis for these
interventions. Thisisfollowed by a presentation of two cases, and a discussion of some

of the lessons learned from this approach.



UNDERSTANDING ACTION LEARNING

Several theorists have emphasized the socia nature of learning and the
importance of learning through practice within a specific context (Brown & Duguid,
1991; Lave & Wenger, 1991; Schon, 1983; Wenger, McDermott & Snyder, 2002). They
suggest that both action and reflection are important in the learning process. Individuals
take action, evaluate the results of the action and determine plans for future action based
on the learning gathered. Many believe that an important component of how effective
leaders develop is based on the same process of taking action (or empowering othersto
take action) within a specific context, followed by reflection and evaluation (Argyris,
1982; Bennis, 1989; Cronin, 1984; Kotter, 1996; Sashkin, 1989; Vaill, 1996; Wren &
Swatez, 1995). Cronin (1984) notes that leadership is context specific, while Bennis
(1989) believes that the challenge of |eadership isto create the social architecture where
ideas, relationships and adventure can flourish. Vaill (1996) asserts that |eaders must
have a high aptitude for both action and reflection.

The key components of an action learning approach include a problem or
challenge faced by an individual, group or organization; a process of clarification of the
problem or challenge, followed by a series of actions and reflection to distill the learning
gained from addressing the problem (Marquardt, 2004). By working on real issues facing
their organization, leaders can develop the skills needed to assess and clarify the issue at
hand, take action and learn from their efforts, thus anchoring the learning in the
organization’s culture.

But how are these components of action and reflection best combined? The

definitions given above both emphasize the need to |et the problem and the individual’ s



experience with the problem drive the learning. Far too often, however, leadership
development efforts that apply action learning methods put their emphasis the other way
round — action is presented as a activity which is used to ground conceptual learning. In
this paper, we focus on two case studies that appear to be highly successful, in part, we
believe, because they placed primary emphasis on action and secondary emphasis on
learning. Thisfinding suggests that it may be helpful to rethink the balance between

action and learning in leadership and organizational development efforts.

A FRAMEWORK FOR DIAGNOSING ORGANIZATIONAL CULTURE
The problems and challenges that most |eaders face in organizations are related to

the specific performance objectives the organization is trying to achieve. Those
objectives may be related to a variety of issuesincluding financial performance, quality,
innovation, employee and customer satisfaction, market share or organizational growth.
The approach that we have taken here provides leaders with a cultural framework that is
used to diagnose their organization and clarify the challenges that they face. The data
gathered and the actions taken provide learning opportunities to change the culture of the
organization to better meet the organization’ s objectives. This section of the chapter
presents an overview of the culture model that we used to gather performance-related
data as they seek to clarify the issues facing their organization and take action to meet
performance objectives. Thismodel isuniquein that isrooted in research that links
culture with organizational performance, and is focused on those cultural traits that
emerged from the research as having akey impact on business performance (Denison,
1984, 1990, 1996; Denison and Mishra, 1995, 1998; Denison and Neale, 1996; Denison,

Cho, and Y oung, 2002; Fey and Denison, 2003; Denison, Haaland, and Goel zer, 2004).



The model, which is presented in Figure 1, is based on four cultural traits of effective
organizations. Each of these traits are described briefly below with references to their
grounding in the organizational studies literature.

I nvolvement. Effective organizations empower people, organize around teams,
and develop human capability (Lawler, 1996; Likert, 1961). Executives,
managers, and employees are committed and feel a strong sense of ownership.
People at al levelsfedl that they have input into decisions that will affect their
work and see a direct connection to the goals of the organization (Katzenbach,
1993; Spreitzer, 1995).

Consistency. Effective organizations tend to have “strong” cultures that are
highly consistent, well coordinated, and well integrated (Davenport, 1993;

Saffold, 1988). Behavioral horms are rooted in core values, and leaders and
followers are able to reach agreement even with diverse points of view (Block,
1991). Consistency is a source of stability and internal integration resulting from a
common mindset (Senge, 1990).

Adaptability. Ironically, organizations that are well integrated are often the least
responsive (Kanter, 1983). Internal integration and external adaptation can often
be at odds. Adaptable organizations are driven by their customers, take risks and
learn from their mistakes, and have capability and experience at creating change
(Nadler, 1998; Senge, 1990; Stalk, 1988).

Mission. Effective organizations have a clear sense of purpose and direction

defining goals and strategic objectives and expressing avision of the future

(Mintzberg, 1987, 1994; Ohmae, 1982; Hamel & Prahalad, 1994). When an

organization’s underlying mission changes, changes also occur in other aspects of

the organization’s culture.

Applying this framework to top executivesin 764 organizations, Denison and
Mishra (1995) showed that these four different cultural traits were related to several
criteria of effectiveness. Thisresearch found that profitability was most highly correlated
with the traits of mission and consistency. In contrast, innovation was most highly
associated with the traits of involvement and adaptability, and sales growth was most
highly associated with the traits of adaptability and mission. Like many contemporary
models of organizational effectiveness, this model focuses on the contradictionsinvolved

in simultaneously achieving internal integration and external adaptation (Hatch, 1993;



Schein, 1990). For example, organizations that are market-focused and opportunistic
often have problems with internal integration. On the other hand, organizations that are
well-integrated and over-controlled usually have a hard time adapting to their
environments. Organizations with atop-down vision often find it difficult to focus on the
empowerment and the “ bottom-up” dynamics needed for alignment. At the sametime,
organizations fostering broad participation often have difficulty establishing direction.
Effective organizations are those that are able to resolve these contradictions without
relying on simple trade-offs.

At the core of this model are underlying beliefs and assumptions. These “deeper”
levels of organizational culture are typically difficult to measure and harder to generalize
about. However, these underlying beliefs and assumptions result in organizational
practices which are observable and which are represented by the four key traits of

involvement, consistency, adaptability, and mission presented in Figure 1.
[insert Figure 1 about here]

TWO CASE STUDIES
As noted earlier, action learning involves the clarification of an issue or problem
and the taking of action, followed by reflection and learning based on the action taken. In
each of the two case studies that follow we will share the challenges facing the leaders of
each organization, the actions they took, and what was learned in the process. Included
are culture profiles for each organization generated at the beginning of the leader’s
efforts, aswell as cultural profiles generated two years into their cultural transformation

activities.



Global Insurance Corporation

The first organization is one of the world’ s largest insurance companies. It has
been in business for nearly 150 years and competes globally in three primary business
areas, Property & Casualty, Life & Health, and Financial Services. The company
reinsures risks that are too large for primary insurers and they apply their expertisein
managing capital and risk. Throughout most of the 1990’ s they were operating in what
they would describe as a ‘soft’” market, one characterized by low prices and readily
available capital. A strong stock market meant that the reinvestment of premium
revenues could generate a strong overall return evenif the initial investment had small
margins. By 2000 however, the business cycle had shifted to a*hard’ market in which
capital was more limited and prices were rising, but the stock market was weak.

The Americas Division of the organization was performing poorly in ahighly
competitive market. The business was losing money and the decentralized management
approach that was in place made it difficult for the organization to react. There was an
overall sense that the organization lacked direction and was not action oriented. The
decision was made to bring in a new CEO, someone from within the organization and
with atrack record of successin Europe. This appointment was abig step in this
individual’s career and an assignment with high visibility within the company. What this
individual found when he arrived was a growth strategy that may have been appropriate
for the rapid expansion of the 1990’s, but by 2000 had resulted in a large book of
business with poor profit margins. The question facing the CEO was where to begin to

get things back on track.



The new CEO began to assess the situation, which included an assessment of the
organization’s culture in 2000. The data from the culture profileis presented in Figure 2.
To understand the profileit isimportant to understand how the culture survey results are
presented. Each index is measured by five survey items, which are averaged to produce
an index score. Theresults are presented in terms of quartile data, indicating that the
organization’s percentile score fallsin the 1%, 2", 3% or 4" quartile in relationship to a
database of over 500 organizations. This comparison, in effect, creates a benchmark
between the target company and a sample of high, average and low performing

organizations.
[insert Figure 2 about here]

Examination of the culture profile for the reinsurance company reveals some key
organizational challenges across all of the measured traits. Each trait was within the 1%
guartile when compared to the database. Culturally, the organization was floundering.
There was no sense of direction, either long term or short term. Employees were unclear
about how to work across organizational boundaries and how their work fit with what
everyone elsein the organization was doing. The customer was being ignored,
employees felt disengaged, and change was perceived as a weakness within the company.

Needless to say, the CEO had his hands full.

Turning Diagnosisinto Action

One of thefirst actions taken by the CEO was to build aleadership team that
shared the CEO’ s vision and had the skills necessary to make the changes needed. All
but one of the reformed leadership team was from within the organization, but few had

prior experience working with this CEO. Among the challenges the newly formed



international group faced was language and cultural differences that needed to be
overcome and overcome quickly. Communication regarding the direction the
organization was moving came quickly and it came often. A sense of urgency was
created and the constant communication and effort put forth by the leadership team
resulted in a sense of trust and accountability that had not existed in the organization for
sometime.

Another action that took place quickly was to centralize the leadership functions.
Functions that were distributed throughout Europe and the America’ s were consolidated
and relocated to the Division Headquartersin New Y ork. With this simple change, they
naturally talked with each other throughout the day, creating an informal team
atmosphere. The CEO bought the best espresso machine in the building and placed it next
to his office to encourage everyone to interact more frequently. Through this frequent
cross-functional interaction, a common understanding of the problems and opportunities
began to emerge.

The highly decentralized structure that existed in the Division prior to the CEO’s
arrival also made it difficult to uncover problems. There were separate underwriting and
marketing unitsin five separate offices across the United States. The problems faced by
the various units were common across the U.S. The underwriters had written lots of new
business and grown the top line dramatically. But their financial system couldn’t trandate
that growth into bottom-line performance numbers for the office. Oversight in the
Divison HQ in New Y ork was limited, allowing the losses to grow quite large before

being discovered.



In order to get the organization back on its feet, the decentralization of the
regional and specialty business was reversed. In one three-to-four day meeting the new
management team designed a new organization that was aligned with the new bottom-
line strategy. The new structure eliminated the five separate underwriting unitsin the
regions, and centralized them to one location. A similar effort was also mounted in
Marketing to create common guidelines and standards for client relationship
management. A new CFO came on board and redesigned the financial system to fit the
strategy. For the first time, the Division created a system that could give P& L
responsibility directly to account executives.

Perhaps the most far-reaching change was the change in the “operating model.”
Making a decision about a reinsurance contract typically required the combination of
three separate perspectives: the client representative, the actuary, and the underwriter.
The client representative typically interacts most closely with the client and understands
their needs the best, and often initiates a proposal for adeal. The actuary assesses the
risks and sets a price, and the underwriter creates the contract. During the years when
top-line growth was the strategy, the client representative was king (or queen). Y ounger
actuaries and underwriters learned to “never say no” to aclient representative, who was
aways interested in closing the deal.

The shift to a bottom-line strategy required a change in this * operating model.”
Instead of vesting the client representative with the greatest power, the new operating
model created a balance of power in which any of the three could “say no.” This equal
power helped ensure that new business contributed to bottom-line performance as well as

top line growth. This new operating model was one aspect of the transformation that

10



spread rapidly throughout the global organization. The implementation of these changes
was driven through the annual renewal cycle. Each fall, reinsurance contracts were
renewed for the following year. During this renewal period, Friday afternoon meetings
were held each week to track the progress and to ensure that the new methods and
priorities were in place and that the new organization was operating in line with the new
strategy.

As one of the leadership team members noted, “We picked very good people,
recognized their talents, moved them around, and let the cream rise to the top. We had to
tell our message of bottom line performance to people who had stopped caring. We had
to convince them that we meant it and that you can’t survive here if you don't care. |
love coming to work here because | get to work with the best. The CEO tells us where
we need to go but not how to get there. If you are committed and you perform, then you
have autonomy. We are much more informal now, but much more direct. We have
laughter, intellect, frustration. We think that simplicity is sexy.”

Other cultural changes included a change in leadership style. There was an
emphasis on productivity, “back-to-basics’ and a*“no surprises’ form of consistency.
This created much greater ownership and alignment and used a combination of top-down
and bottom-up planning processes. This contrasted with a creative, independent, and top-
down style prior to 2000 in which there was little discussion of problems until they
started to get out of control. The company reassessed the organization’s culture in 2002.
The results capture the magnitude of the changesin the Americas Division and show that

the organization made substantial progressin terms of their sense of strategic mission,
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their level of adaptability, the degree of involvement of their people, and their internal
consistency. Figure 2 also presents the 2002 results.

These changesin the strategy, structure, leadership, and culture of the
organi zation were a so associated with a dramatic change in the performance of the
Division. From aloss of US$200 million in 2000, the organization recovered to post a
profit of US$500 million in 2002, as well as posting a substantial improvement in

premium growth across the business.

Regional Healthcar e Organization

The second case study comes from aregional healthcare organization that has
been in operation for over 30 years. It isresponsible for coordinating the provision of
basic health care services through an established network of 80 community-based sites.
The organization implements and monitors programs, develops policies and procedures,
provides technical assistance, participates in advocacy campaigns, and acts asaliaison to
public and private sources of funding.

The CEO of thisregiona healthcare organization began her tenure in the fall of
1999. She was stepping into arole that had been occupied by the previous CEO for 25
years. The organization had been experiencing severa years of declining patient
numbers and a stagnant position with respect to services offered and funding acquired.
Employees reported that pay and benefits were the primary motivators for staying with
the organization, and customer satisfaction data was sporadically collected and rarely
used. Employees described a situation in which ‘silo’ behavior was prevalent, with little
understanding or concerns for what other programs were doing or how their work might

be connected.
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To continue to be aviable organization in the future, the CEO believed the
organization needed to move in new directions and expand the services offered to clients
and patients and to become more customer focused. The challenge was how to shift the
direction of an organization that had atrack record of financial stability and that had
become a‘ comfortable’, albeit routine place for employeesto work. Among the first
activities the new CEO undertook was to conduct a culture survey to get a better
understanding of how employees viewed the organization’s strengths and weaknesses and
the potential roadblocks that might inhibit the change effort.

The survey results shown in Figure 3 indicate that the organization was relatively
weak in each of the four traits and twelve indices measured by the culture survey. There
was a significant lack of direction. Silo behavior prevented people from effectively
working across organizational boundaries and resulted in people ‘ hunkering down’ and
focusing on fulfilling their day-to-day responsibilities. Team work was neither
encouraged nor valued. Information was held closely and sharing of best practices rarely

if ever occurred.
[insert Figure 3 about here]

Turning Diagnosisinto Action

Over the course of several weeks the leaders and the employees reflected on the
datacollected. Ultimately everyone agreed that the culture profile was avalid
representation of ‘who they are’. Some employees accepted the data quite easily,
however several |eadership team members and other staff wrestled with the implications
of thedata. The CEO took the position that the survey results were not areflection of the

leadership team, but rather a culture that had evolved over time and reinforced by many
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policies and procedures that had developed over many years. What was important was
how to move the organization forward. A series of strategy sessions were conducted to
develop aplan for turning the data into action.

Thefirst step wasto clarify the organization’s vision. A vision wasin place, but
the data suggested that people felt disconnected from the vision and had difficulty
understanding how what they did on adaily basis contributed to that vision. The
|eadership team, employee representatives and the Board of Directors established
strategic goals for the organization. Next an annual work plan was developed that
connected everyone' s work to the strategy and vision of the organization. A new
performance review system was implemented that included standard job responsibilities
aswell as specific annual goals for each employee that they developed and that had to
connect to the organization’s mission. A set of core values were drafted which were
communicated at employee-wide meetings and discussed for clarification. Behaviors
consistent with the core values would be recognized and rewarded.

To break down some of the organizational barriers the structure was flattened to 3
levels and reorganized to reflect the customers the organization served. The intent was to
get people from various parts of the organization talking with one another, sharing best
practices and solving problemsin a collaborative manner. The members of the leadership
team were required to interact more frequently and to make decisions with the best
interests of the organization in mind as opposed to what was best for their particular area
of oversight. Customer feedback systems were formalized and customer satisfaction data
was captured and shared. Face-to-face customer meetings were encouraged as atool for

meeting and anticipating customer needs.
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Teamwork was emphasized as the primary means for getting work done. When
decisions needed to be made, employees were asked to seek council and advice from
their peers and others that might have insight about their situation. Leaders were advised
to refrain from making decisions without input from their team and othersin the
organization who may have expertise in that area or who may be impacted by the
decision. Collaboration among team members and across organizational boundaries was
encouraged at every step. A Continuous Quality Improvement program was adopted to
share best practices and to focus on questioning, eliminating or improving the policies
and procedures that had become imbedded in the organization over many years.

Communication about the direction of the organization was provided at every
opportunity. Staff meetings, Board meetings, brown-bag lunches, team meetings, one-
on-one employee discussions — each were opportunities to reinforce the vision, strategy
and goals of the organization. There was also turnover of employees. The organization
had a track record of very low turnover —less than 5% annually. Inthefirst twelve
months after the new CEO took office, turnover rose to 10%. Employees for whom the
new approach to doing business was not a good fit were supported in their effort to find
new employment. The second year of the CEO’ s tenure saw turnover drop to less than
3%.

Throughout the change process successes were celebrated and failures were
anayzed to determine what could be learned and what might inform future actions. Two
years after the CEO took over the organization, and following a concerted effort by the
Board of Directors, leadership team and employee base to change the way the

organization operated, signs of success were clearly visible. By the fall of 2001 they had
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reversed the decline in patient/clients served and had grown it to the highest level of
servicein their organization’s history. The operating budget had increased by 40%.
Customer satisfaction was collected on aregular basis and was the highest it had ever
been. Services were expanded from three core programs to ten services now offered to
their expanding patient/client base.

In the fall of 2001 the organization conducted the culture survey once again. The
results of the 2001 survey, shown in Figure 3, confirmed what the performance data was
already indicating. The survey results revealed significant improvement in each of the
four cultura traits and twelve indices. The percentile ranking for Teamwork increased
from the 14™ percentile to the 67" percentile, the greatest increase among the twelve
indices, while the percentile ranking for Coordination & Integration increased from the
19" percentile to the 30™ percentile, the smallest increase among the twelve indices. The
actions taken over the previous two years and the learning that occurred at the individual,
group and organizational levels had transformed the culture of the organization. Further,
the survey conducted in 2001 provided additional datafor the healthcare organization to

act and reflect upon.

CONCLUSION
The case studies presented in this chapter highlight the action and learning that
occurred within two organizations. The |leaders of these organizations were faced with
real challenges that had real consequences for the employees, customers and other
organizational stakeholders. Each leader sought to clarify the challenges they faced by
gathering data, taking action, and learning from the successes and failures that followed.

In the process, the cultures of these organizations were transformed in two critical ways.
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First, the learnings that occurred as aresult of the actions taken became imbedded in the
organization and thus informed future action. Second, and perhaps most important, the
process of facing a challenge, taking action and learning from that action resulted in the
creation of learning organizations that are better equipped to meet the challenges they
will inevitably face in the future.

The success of these two case studies contrasts quite dramatically with more
typical casesin which organizations focus their attention on “the culture project,” and
then try to use the learning and awareness that results from that perspective as a
motivation for changing the organization. Our experience suggests that “starting with the

problem” may lead to the best chances of success for both action and for learning.

17



Figure 1 Organizational Culture Model
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