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Abstract

Many organizations rely on employee selection as a management control system to diffuse
organizational culture. While prior literature has focused on the role of an employee selection
system in selecting new employees who are more aligned with organizational values, whether
and how such system would influence existing employees remain scantly studied. Using
proprietary data, | investigate the spillover effect of implementing a culture-fit measurement
system in the employee selection process on existing employees’ performance. | exploit the
staggered feature of the adoption of the system and find that the culture-fit measurement system
has a positive effect on existing employees’ performance, especially when the percent of new
employees selected through that system reaches a critical mass. The positive spillover effect is
stronger 1) when existing employees are more likely to learn from new employees selected
through the system, and 2) when existing employees face less culture clash. Taken together,
this study implies that an employee selection system that sorts potential employees based on
their value alignment may also exert spillover effects on existing employees’ performance.
Such spillover effects may provide a novel perspective on how to diffuse a desirable
organizational culture more efficiently.
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I. INTRODUCTION

The importance of organizational culture is highlighted in prior accounting, economics,
and management literatures (e.g., Gibbons and Henderson 2013; Graham, Grennan, Harvey
and Rajgopal 2022). In an effort to diffuse a desirable organizational culture, many
organizations use employee selection as a management control system for two purposes. First,
employee selection might help the company find potential employees who are inherently
aligned with the espoused organizational values. Second, the arrival of new employees who
are aligned with organizational values may spread the desired values and norms to existing
employees.! Prior literature has provided evidence for the first purpose that employee selection
can be an effective way to increase new employees’ alignment with organizational values
(Chatman 1989; Campbell 2012; Merchant and VVan der Stede 2007; Cai 2022). However, little
is known about how employee selection that aims to find aligned new employees can affect
existing employees. This paper contributes by studying the spillover effect of implementing a
formal culture-fit measurement system in the employee selection process on existing
employees’ performance.?

Ex ante, the performance effect of the culture-fit measurement system on existing
employees is unclear. On the one hand, implementing the culture-fit measurement system
might have a positive spillover effect on existing employees’ performance through the learning

channel. Existing employees may learn from newly hired employees actively through social

! Existing employees refer to the employees who were selected before the adoption of certain designed employee
selection system.

2 A formal culture-fit measurement system in the employee selection process refers to a management control
system that systematically measures and selects applicants who are aligned with the organizational values. In this
study, the term “culture-fit” refers to the alignment between employees’ values and the organizational values that
the corporate leaders want to instill in the organization.



learning, or passively through peer pressure.® According to the social learning theory,
behaviors can be learned by observation and imitation (Bandura and Walters 1977). Existing
employees who observe the work manners or code of conduct of new employees may imitate
them and thus improve their own work manners. In a more passive manner, the arrival of new
employees who are more aligned with organizational values may also impose peer pressure on
existing employees through implicit group norms, thus inducing existing employees to learn
about new values and beliefs (Kandel and Lazear 1992; Barron and Gjerde 1997; Mohnen,
Pokorny and Sliwka 2008).

On the other hand, adopting the culture-fit measurement system may not always exert
a positive spillover effect on existing employees’ performance due to the potential culture clash
effect. When existing employees are not priorly aligned with the espoused organizational
values, the implementation of the culture-fit measurement system might trigger a culture-clash
effect because existing employees do not share the same values with newly hired employees
(Van den Steen 2010). The culture clash resulting from differences in values may reduce
existing employees’ motivations, efforts, and hence performance (Van den Steen 2010).

To examine this research question, | use proprietary data from a highly decentralized
company that seeks to foster a consistent organizational culture across its dispersed offices.
Specifically, the company started to implement a formal culture-fit measurement system in its
employee selection process in 2012 to hire potential employees who are aligned with the

espoused organizational values, and it hoped that these new employees would spread the

% Itis also possible that new employees may learn from existing employees due to similar reasons, and their values
gradually converge during the process of integration. This does not conflict with the proposed learning channel.
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desired values and norms to existing employees.* The formal culture-fit measurement system
consists of multiple-choice questions about how applicants would behave under hypothetical
scenarios. My empirical identification strategy builds upon the company’s staggered adoption
of the culture-fit measurement system across its offices. The variation in the timing of the
adoptions within the company is plausibly exogenous due to unexpected operational reasons.
This research setting enables me to examine the spillover effect of implementing a formal
culture-fit measurement system in the employee selection process on existing employees’
performance.

| find that, on average, the implementation of the culture-fit measurement system alone
has a positive but insignificant impact on existing employees’ performance. However, when
the percentage of new employees selected through this system in the office reaches a critical
mass, existing employees’ performances start to improve. This implies that the spillover effect
of the culture-fit measurement system may be cumulative and may hinge on the degree of the
implementation.

I conduct additional tests to examine how learning and culture clash may affect the
spillover effect of the culture-fit measurement system on existing employees’ performance.
First, the learning channel has a testable implication. If learning does exist, the spillover effect
should be stronger when the new employees selected through the system are more influential

or when the existing employees are more likely to be influenced. | find that the system increases

4 The company could also choose to directly train existing employees about the organizational values and norms.
However, the company has over twenty thousand employees in over 200 offices across the country, therefore
requiring a significant amount of time and monetary cost if the company were to provide training for all individual
employees. As a result, the company decides to shape culture through the employee selection process by
highlighting value alignment, hoping that the system could also have a positive spillover effect on existing
employees.



existing employees’ performance when the office size is smaller, when the existing employees
have shorter tenure, and when there are more new senior managers selected through the system
in the office, all of which are related to an existing employee’s likelihood of being influenced
by others. A smaller office size implies that new employees selected through the system and
existing employees are more closely connected and have more opportunities to work together.
Having a shorter tenure implies that the existing employee is less experienced and more likely
to be shaped by others. Having more senior managers selected through the system in the office
implies that the new employees selected through the system are more influential. These
findings suggest that implementing the culture-fit measurement system may increase existing
employees’ performance if they learn from new employees selected through the system about
their values and behaviors. Second, in terms of the culture-clash effect, | find that the system
benefits existing employees’ performance more when they are already more aligned with the
espoused organizational values. This suggests that culture clash might partially reduce the
positive spillover effect.

In addition, | find that the implementation of the culture-fit measurement system does
not have a significant effect on existing employees’ departure. This helps to mitigate the
concern that the net positive spillover effect of the culture-fit measurement system on existing
employees’ performance is driven by the sorting-out effect rather than the learning effect.

This study has the following contributions. First, most prior literature on employee
selection systems focuses on their direct effect on the newly-hired employees (Campbell 2012;
Cai 2022). For example, Campbell (2012) finds that new employees who were selected through

referral perform significantly better than those who were selected through other channels. Cai



(2022) finds that new employees selected through a formalized culture-fit measurement system
perform significantly better than new employees who were not selected through that system.
To the best of my knowledge, this study is the first to examine the spillover effect of employee
selection systems, and it suggests that an employee selection system meant to select new
employees who are aligned with organizational values may further exert influences on existing
employees who were not selected through this system.

Second, this paper extends the literature on organizational learning. The importance of
learning to organizational success is widely documented in existing literature (Herriott,
Levinthal and March 1985). Most prior studies focus on the learning of skills from past
experiences (e.g., Levitt, List and Syverson 2013). In terms of interpersonal learning, Manz
and Sims (1981) find that vicarious learning can alter organizational behavior through
modeling. This study contributes by suggesting that employees’ values and behaviors may be
influenced through their learning from other employees who are more aligned with
organizational values.

Finally, this study also contributes to how to disseminate a desirable organizational
culture in practice. Nature and nurture are two crucial factors in shaping organizational culture.
However, the high cost of nurturing employees through training is widely acknowledged in
industry. According to the 2020 Training Industry Report, the average training expenditures

for large companies (10,000 or more employees) in the US is $22 million in 2020.>6 Therefore,

5 The report was based on a survey conducted by Training Magazine on 130,281 companies in the Dun &
Bradstreet database. Only U.S.-based corporations and educational institutions with 100 or more employees were
included in the analysis. Source: https://trainingmag.com/2020-training-industry-report/

& Employee training also has multiple hidden costs, such as premature employee turnover cost, and the
opportunity cost of the training hours that would otherwise be employees’ productive hours. Moreover,
implementing a successful employee training program requires complex procedures, such as identifying the needs
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although training can be beneficial for both the employees and the company, it may not be the
most efficient approach to shaping organizational culture, especially when the company has a
large group of employees scattered across geographically dispersed offices. In this sense,
shaping organizational culture through employee selection might be a more feasible approach.
A common limitation of this approach is that the employee selection system that sorts on
applicants’ value alignment can only select new employees who are aligned with organizational
values but cannot alter existing employees’ value alignment. However, my findings imply that
adopting a formal culture-fit measurement system in the employee selection process may also
influence existing employees, thus more efficiently contributing to a more desirable
organizational culture.

The rest of the paper is organized as follows. Section Il reviews relevant literature and
develops hypotheses. Section 111 describes the research setting and data. Section IV presents

the empirical design and results. Section V discusses additional tests. Section VI concludes.

Il. HYPOTHESIS DEVELOPMENT
2.1 Employee Selection as a Control System
Prior literature in accounting and economics suggests that selecting employees who are
intrinsically aligned with organizational objectives is an effective way of control when it is
difficult to contract on output or results (Akerlof and Kranton 2000, 2005; Prendergast 2008).
The mechanism of employee selection as a management control system builds on employees’

intrinsic motivation to control themselves (Merchant and Van der Stede 2007). Existing

for training, setting the training objectives, creating a training plan, offering formal training, adding coaching and
mentoring, allowing for self-directed learning, etc.



literature on employee selection documents its effectiveness as a management control system
and explores how it should be implemented. For example, Deller and Sandino (2020) find that
the allocation of hiring authority affects the quality of employee-firm match. Cai (2022)
provides evidence that adopting a formal culture-fit measurement system in the employee
selection process is effective in hiring the employees who are aligned with the espoused
organizational values, and employees hired through this channel perform better. In particular,
according to Cai (2022), implementing this system not only improves the newly-hired
employees’ performance, but also has a positive effect on the office-level performance.
However, it remains unclear how the individual-level effects aggregate to firm-level effects.
One possible explanation of firm-level effects is that the newly-hired employees who are
selected through the culture-fit measurement system may interact with existing employees and
gradually influence them.

The question of how the employee selection system affects not only newly-hired
employees involves the two ways of shaping organizational culture: nature and nurture.’
Shaping culture through nature highlights recruitment efforts to select employees inherently
aligned with organizational values (Campbell 2012), whereas shaping culture through
nurturing emphasizes the effect of management control systems on employees after they have
been recruited into the company, including incentive systems or other internal management
practices (Gibbons and Kaplan 2015; Glover and Xue 2022). Whereas implementing the

culture-fit measurement system in the employee selection process is in itself a strategy to shape

7 From the philosophical or psychological perspective, “nature” refers to all of the genes and hereditary factors,
while “nurture” refers to all the environmental variables. These concepts are borrowed into the context of shaping
organizational culture but slightly modified. In the context of shaping organizational culture, “nature” refers to
the employee’s characteristic before he/she enters the company, while “nurture” refers to the influences imposed
by the company on the employee.



organizational culture through nature, it might influence existing employees through complex
channels such as learning and culture clash, which, in this way, can be viewed as nurturing.
This paper focuses on shaping organizational culture through nurturing and examines the
spillover effect of implementing the culture-fit measurement system in the employee selection
process on existing employees’ performance.
2.2 Spillover Effect of a Culture-fit Measurement System in Employee Selection Process

Prior research finds that, when a firm implements a management control system that
seeks to find potential employees who are more aligned with organizational objectives, the new
employees selected through the system are more aligned and perform better (Cai 2022).
However, whether and how the system affects existing employees remains unclear.
2.2.1 Learning

On the one hand, the employee selection system might have a positive spillover effect

on existing employees’ performance through the learning channel. Since newly-hired
employees selected through the culture-fit measurement system are more aligned with
organizational values compared with employees who were not selected through that system
(Cai 2022), existing employees may learn from the values and behaviors of the new employees
selected through the system. This learning process can largely take two forms: active learning
through social learning and passive learning through peer pressure.

Social learning theory proposes that new behaviors can be acquired by observing and
imitating others (Bandura and Walters 1977). Because newly-hired employees selected through
the culture-fit measurement system are more aligned with organizational objectives, they may

have better work manners or code of conduct. This behavior can be learned by existing



employees by observation. In addition to the observation of behavior, learning may also occur
through the observation of other peoples’ rewards and punishments, which is known as
vicarious learning. Choi, Hecht, Tafkov, and Towry (2016) find that employees may learn from
their colleagues’ rewards or punishments. According to Manz and Sims (1981), vicarious
learning can alter organizational behavior through modeling. In the context of my study, after
observing the higher performance ratings of the newly-hired employees selected through the
culture-fit measurement, it is likely that existing employees will imitate new employees’
behavior and try to replicate their success. In this way, existing employees learn from new
employees’ behaviors and values.

In addition, learning can also occur due to the peer pressure posed by group norms
which may largely be influenced by the new employees selected through the system. Peer
pressure can serve as an efficient control system in inducing better organizational outcomes
through complex manners, including mutual monitoring, shame, guilt, norms, and desire for
social approval (Kandel and Lazear 1992; Barron and Gjerde 1997; Mohnen, Pokorny and
Sliwka 2008). As the number of employees who are more aligned with organizational
objectives begins to grow, their presence may gradually alter existing employees’ values and
behaviors towards the values and behaviors desired by the organization through social pressure
and implicit norms. As a result, existing employees’ performance outcomes may be improved.

Nevertheless, it is possible that the new employees selected through the system may
also learn from existing employees about their values and behaviors, which constitutes a
process of integration. However, regardless of the extent, as long as existing employees’ values

and behaviors are altered towards the values and behaviors of new employees selected through



the system, which are desired by the organization, this phenomenon is suggestive of the
learning of existing employees from new employees selected through the system.
2.2.2 Culture Clash

On the other hand, the employee selection system might have a negative spillover effect
on existing employees’ performance if there is a culture clash between new employees and
existing employees. According to Akerlof and Kranton (2000), an individual’s identity affects
their behavior and in turn influences economic outcomes. When existing employees are not
priorly aligned with the espoused organizational values, the arrival of the new employees
selected through the system who are firmly aligned with the espoused organizational values
might trigger a culture clash effect due to the differences in values (Van den Steen 2010).2
Moreover, Van den Steen (2010) analytically proves that culture clash will reduce employees’
efforts and utility, and it will thus harm their performances. Therefore, implementing a culture-
fit measurement system in the employee selection process may not always bring a positive
spillover effect on existing employees’ performance when existing employees are not priorly
aligned with the espoused organizational values.

Considering that learning and culture clash might have opposite effects on existing
employees’ performance, the spillover effect of adopting a formal culture-fit measurement
system in the employee selection process on existing employees’ performance is ambiguous. |

therefore hypothesize:

8 For example, it is possible that newly hired employees value adaptability, embrace changes and view changes
as opportunities, while existing employees cling to the current rules and methods. In this situation, disputes and
conflicts may easily arise when both parties need to cooperate to respond to an unexpected change.
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Hypothesis 1a (H1a): Adopting a formal culture-fit measurement system has a
positive spillover effect on existing employees’ performance.
Hypothesis 1b (H1b): Adopting a formal culture-fit measurement system has a

negative spillover effect on existing employees’ performance.

I1l. RESEARCH SETTING AND DATA

3.1 Research Setting®

The research site for this study is an agri-business company operating in China
(hereafter, “ABC”). It produces agricultural products such as seafood, meat, dairy, and grains,
and it distributes them to retail stores where they are sold to final consumers. Due to the
perishable nature of its products, ABC has over 200 offices across the nation to assist local
production. Each office maintains the same operational functions: planting, production,
breeding, and processing. Other non-production-related functions, including human resources,
procurement, financing, research and development, and marketing are managed by ABC’s
headquarters.
3.1.1 Employee Selection Process

ABC’s employee selection process consists of two stages. The first stage is
administered at the headquarters, where the human resources department screens applicants
based on their resumes. The resume is often one page long and includes the employee’s

educational background and work experience. The second stage is conducted at local offices,

% This study uses the same research setting as Cai (2022). Therefore, the description of the setting is partly adapted
from Cai (2022). However, this study focuses on existing employees rather than newly-hired employees, and it
extends the sample period to 2011-2020, compared with 2011-2017 in Cai (2022).
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where unit managers interview the applicants who pass the first-round CV screening. Because
an official guide for the interviewers did not exist, local managers can use their own discretion
in the interview. Before the implementation of the culture-fit measurement system, it was
unlikely that the local managers would ask the applicants questions about their alignment with
organizational values, as the company did not have settled organizational values at that time.
Though some work manners are commonly desired, the company did not explicitly summarize
these values and disseminate them across all offices, and the desired values may vary from
office to office due to local managers’ distinct preferences or unique geographical customs.
However, shortly before 2012, in order to better manage the culture across its
geographically dispersed offices, ABC decided to place more strategical emphasis on fostering
a consistent organizational culture across the offices where employees share the same values.
To implement this strategy, the top management team of ABC first listed a set of organizational
values that desirable employees should embrace, summarized these values, and presented them
on its official website. The espoused organizational values are simplicity, quality, adaptability,
and integrity.*® ABC then highlighted such value alignment in its employee selection process
by adopting a formal culture-fit measurement system in its employee selection. Due to the
difficulty in measuring cultural values, ABC collaborated with a third-party consulting firm to
design the culture-fit test. This culture-fit test includes multiple-choice questions that ask the
applicant how they would behave under various hypothetical situations, and it is designed to

be an hour long. Online Appendix A provides sample questions for the culture-fit test. The

10 According to the company, simplicity refers to “making things easier and simplifying complex work”; quality
refers to “maintaining consistent high quality to protect the interests of customers”; adaptability refers to
“embracing change, seeing change as an opportunity and encouraging innovation”; integrity refers to “maintaining
professional ethics, integrity and honesty.”
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culture-fit test generates two scores for each applicant taking the test: a culture-fit score and a
credibility score. The culture-fit score ranges from 0 to 100 points and is determined by the
number of answers that matched ABC’s predetermined answer keys. The credibility score
ranges from O to 5 and incorporates two considerations: the consistency of the applicant’s
answers and the potential for a social desirability bias. Consistency is measured based on
whether the applicant responds with similar answers when the hypothetical situations are
similar. Social desirability bias is measured by additional questions evaluating the applicant’s
tendency to answer questions in a manner that will be viewed favorably by others. These
additional questions are mixed with the actual culture-fit questions. According to the human
resources department, a minimum culture-fit score of 40 points and a credibility score that is
above 0 are required to pass the test.

After the implementation of this formal culture-fit measurement system, applicants in
the first stage of employee selection are screened based on both their resumes and their scores
from the culture-fit test. The second stage remains unchanged. Local managers know whether
an applicant passes the culture-fit test or not, but they do not know the candidate’s exact scores.

The culture-fit measurement system was implemented in different offices in a staggered
manner starting in 2012. The multiple implementation years are the result of the unexpected
departure of a human resources executive. There were no concurrent major changes in the
company concerning training, compensation, or performance evaluation that coincide with the
implementation of the culture-fit measurement system. The number of applicants, the

percentage of applicants who receive an offer, and the percentage of applicants who accept the
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offer each year are similar before and after the implementation of the culture-fit measurement
system.!!

ABC did not have any formal or informal culture-fit measurement systems before this
formal culture-fit measurement system, nor had the existing employees received training about
ABC’s organizational values. According to the company, one reason why they decided to foster
organizational culture through employee selection rather than training is that adopting a formal
culture-fit measurement test is more efficient than training individual employees. The company
had over twenty thousand employees in 29 provinces across the country, and it would entail a
great amount of time and monetary cost if it were to provide training for all its employees. For
example, if training were conducted at the local office, it may not be effective in aligning the
local office with organizational values, as such kinds of training are still subjective to local
managers’ distinct preferences or unique geographical factors. On the other hand, if training
were conducted at the headquarters, it would incur a large amount of cost on travel and
accommodation. Therefore, ABC decided to shape organizational culture through employee
selection. Nonetheless, the company still expects that the newly-hired employees selected
through the culture-fit measurement system would help nurture a desired organizational culture
in local offices through their daily interactions with existing employees. For example, in small
offices where all employees closely collaborate with each other, it is likely that the existing
employees can learn from new employees selected through the system about their values and
behaviors, especially when the existing employees are less experienced and more likely to be

shaped through these interactions. Also, because office-level local culture might be shaped by

11 Usually, 30% of all applicants will receive an offer, and half of them will accept the offer.
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unit managers, hiring new managers through the culture-fit measurement system could help
shape and maintain a local culture that is aligned with the espoused organizational values.
3.1.2 Measure of Employee Performance

Employee performance evaluation is based primarily on pre-determined objective
performance metrics, such as objective compliance and productivity measures. In rare
circumstances, senior managers may also incorporate subjective assessments, such as the
employee’s work attitude and other uncontrollable factors, to adjust the employee performance
rating.*? The final employee performance rating is based on a scale of 1 to 5.
3.1.3 Pre-implementation Survey of Existing Employees

In addition to implementing a formal culture-fit measurement system to select potential
employees who are more intrinsically aligned with organizational values, the company also
conducted a survey in a randomly selected subset of offices shortly before 2012 to assess the
extent to which existing employees shared the espoused organizational values. EXxisting
employees in 64 randomly selected offices took the survey, which asked respondents to
comment on their perceptions of the alignment between the existing culture in their local office
and organizational values. The survey was anonymous. Online Appendix B lists all 15 survey
items included in the pre-implementation survey.
3.2 Data and Descriptive Statistics

| obtained data on all employees from all offices of ABC from 2011 to 2020. This

employee-level data includes an employee’s gender, age, tenure, job title, and whether they

12 According to the company, less than ten percent of the initial performance ratings were adjusted. It is also worth
noting that performance ratings are less likely to be influenced by the adoption of the culture-fit system, as the
difference between final performance rating and initial performance rating does not significantly change after the
adoption of the culture-fit system.
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were selected through the culture-fit measurement system. The data also details whether and
when employees left the company. | refer to the employees who are selected through the
culture-fit measurement system as new employees, and | refer to the employees who are not
selected through the culture-fit measurement system as existing employees. My sample consists
of the employees who were not selected through the culture-fit measurement system, hereafter,
existing employees. The final sample includes 19,389 unique existing employees across 217
different offices. Figure 1 graphically illustrates different types of existing employees in my
sample.

Table 1 presents the descriptive statistics of the sample of existing employees. The
median existing employee has a performance rating of 3, has 9 years of tenure, and is 38 years
old. 23.6% of the existing employees are female. 22.7% of the existing employees are managers.
16.4% of the existing employees are senior managers. The average turnover rate of existing
employees is 15%, of which 90% are voluntary turnovers and 10% are involuntary turnovers.*3
The average percentage of employees who are selected through the culture-fit measurement
system, hereafter, new employees, in the office is 7.8%.

Table 2 presents the correlations of the variables. Existing employees’ performance is
positively associated with the implementation of the culture-fit measurement system (Post) and
the percentage of new employees in the office (% New employees), which suggests that
implementing the culture-fit measurement system may have a positive spillover effect on

existing employees’ performance.

13 According to the author’s interview with the company’s management team, most voluntary turnovers are due
to retirement or family reasons.
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IV. EMPIRICAL RESULTS

4.1 Empirical Methodology

The research site provides an attractive setting to examine the spillover effect of the
culture-fit measurement system on existing employees’ performance. The adoption of the
culture-fit measurement system occurred in a staggered fashion. Two human resources
executives were initially responsible for adopting the culture-fit measurement system. The
company’s offices were randomly divided into two groups, with each HR executive taking
charge of one group. However, one of the HR executives unexpectedly left the company for
personal reasons right before the implementation of the system. Therefore, the remaining HR
executive implemented the system as planned in the offices that they alone were in charge of,
and the company appointed another HR executive to take charge of the other offices. The new
HR executive’s onboarding process caused the lengthy delay of the implementation. This
quasi-randomized feature allows me to study the causal effect of the adoption of the culture-fit
measurement system on existing employees’ performance.
4.2 Spillover Effect of the Culture-fit Measurement System (Test of H1)
4.2.1 Implementation of the Culture-fit Measurement System

| first estimate the following equation to test whether the implementation of the culture-
fit measurement system in the employee selection process has a significant spillover effect on
existing employees’ performances:

Employee performancei: = o + f*Postit + Controlsi + Fixed-Effects + &it @)
The unit of analysis is at the employee-year level for all existing employees from 2011 to 2020.

The dependent variable Employee performancei is the final performance rating of employee i
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in year t. Postit is an indicator variable equal to 1 if the office where employee i works has
adopted the culture-fit measurement system by year t and O otherwise. Controlsit include
whether employee i is a female (Femalei), employee i’s age and tenure in year t (Ageit,
Tenureit), and whether employee i is a manager in year t (Managerit).** 1 also include year-
fixed effects to control for idiosyncratic events common to all employees at the same time, as
well as office-fixed effects to account for time-invariant office heterogeneity. Standard errors
are clustered at the office level. The main variable of interest is Posti;.

The results are presented in Table 3. The results indicate that, on average, the
implementation of the culture-fit measurement system alone does not have a significant impact
on existing employees’ performance ratings.*®
4.2.2 Extent to Which the Culture-Fit Measurement System is Implemented

One possible explanation for the insignificant relationship between the implementation
of the culture-fit measurement system and existing employees’ performance is that the effect
may be cumulative. In other words, the system’s impact on existing employees’ performance
hinges on the extent to which it is implemented. To test this explanation, | focus on the
percentage of employees selected through the culture-fit measurement system in the office
rather than the implementation of the culture-fit measurement system alone, and | estimate the

following equation:

14 Age may not be an integer because it takes into account both the birth year and the birth month.

15 One possible reason for the insignificance might be the potential biases in the estimator arising from using
earlier treated units as controls for later treated units, especially when the effect of implementing the culture-fit
measurement system on existing employees’ performance evolves over time (Baker, Larcker and Wang 2022).
To address this concern, | follow the method proposed by Sun and Abraham (2021) and use the never-treated
units, which are the existing employees whose offices have never implemented the culture-fit measurement system
during the entire sample period, as clean controls. Untabulated results show that after such correction, the impact
of the culture-fit measurement system on existing employees’ performance becomes significantly positive.
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Employee performancei: = o + * % New employeesit +Controlsit + Fixed-Effects + &ir  (2)
where % New employeesi is the number of new employees selected through the culture-fit
measurement system divided by the number of all employees in the office where employee i
works in year t.1® I also include the same set of controls and fixed effects as those in equation
(1), and I cluster standard errors at the office level.’

The results are presented in Table 4. % New employeesi . is significantly and positively
associated with existing employees’ performance, indicating that the positive spillover effect
of the culture-fit measurement system depends on the extent to which it is implemented. In
terms of economic magnitude, a one standard deviation-increase in the percent of new
employees selected through the culture-fit measurement system in the office improves existing
employee’s performance by 2.9 percent standard deviation. The findings support and explain
the finding from Cai (2022) that the improvement in office level performance due to the
implementation of the culture-fit measurement system hinges on the percentage of employees
selected through that system in the office. In addition, the results offer an explanation for why
implementing a culture-fit measurement system in selecting new employees can exert a
positive performance effect on the office as a whole.

4.3 Learning

16 The results are consistent if | use the following specification: Employee performancei= o + B1* Posti* % New
employeesi; +B>* Posti; +Controls; + Fixed-Effects + &i;. However, | choose to use equation (2) rather than this
one for the following two reasons. First, it is unnecessary to control Post;;, because there exists no office that has
implemented the system (Posti=1) but does not have any new employees selected through that system (% New
employees;=0). In other words, it is hard to interpret B, if | control Posti:. Second, note that % New employeesi
is always equal to Posti* % New employees;:. This is because, when Post;j;=0, % New employeesi; = 0 = 0* %
New employees;s; = Posti* % New employees;; when Posti=1, % New employees;: = 1* % New employeesi; =
Posti* % New employeesi.

17 For all tests below in section IV, the results are robust when standard errors are clustered at the employee level.
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One possible channel through which the culture-fit measurement system improves
existing employees’ performance is that existing employees may learn from newly-hired
employees selected through the system about their values and behaviors. Such learning effects
should be stronger when the existing employees are more easily influenced or when the new
employees selected through the system are more capable of exerting influence upon existing
employees. | use three cross-sectional tests on office size, existing employees’ tenure, and the
percentage of senior managers selected through the culture-fit measurement system in the
office to test this channel.

First, office size affects the degree of interaction among employees. Working in a small
office implies that the existing employees have a higher probability of interacting with new
employees selected through the system, so learning between employees is more likely to occur.
To conduct cross-sectional analysis on office size, | estimate the following equation:

Employee performanceit = a+ B1*Postit x Small officeit + B2*Postit + Bs*Small officei +
Controlsit + Fixed-Effects + &iy (3a)
where Small officei is an indicator variable equal to 1 if the size of the office where employee
i works in year t is below sample median, and O otherwise. The coefficients on Postit x Small
officei are significantly positive in both columns, indicating that the positive spillover effect
of the culture-fit measurement system on existing employees’ performance ratings is stronger
when the office size is smaller. In terms of economic magnitude, implementing the culture-fit
measurement system in small offices would increase existing employees’ performance by 11

percent standard deviation.
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Second, tenure is an important determining factor of the employee’s work experience,
and past experience is found to influence how an individual updates their prior beliefs due to
confirmatory bias (Rabin and Schrag 1999; Augenblick and Rabin 2021). Existing employees
with shorter tenures are usually less experienced and more likely to be shaped by new values
and behaviors. To conduct cross-sectional analysis on existing employees’ tenure, I estimate
the following equation:

Employee performanceir = o+ Pi1*Postit X Short tenureir + B2*Postit + Controlsit +
Fixed-Effects + &it (3b)
where Short tenureit is an indicator variable equal to 1 if employee i’s tenure in year t is below
the sample median, and 0 otherwise. The definitions of other variables are the same as those in
equation (1). The results are presented in Table 6. The coefficient on Postit x Short tenureiy is
significantly positive, indicating that the positive spillover effect of the culture-fit measurement
system on existing employees’ performance ratings is stronger when the existing employee has
a shorter tenure. In terms of economic magnitude, for existing employees with short tenure,
implementing the culture-fit measurement system increases their performance by 7.9 percent
standard deviation.

Third, an employee’s influence on other employees is greatly affected by their seniority
and job rank. The influence of managers on employees is widely documented in literature (e.g.,
Bandiera, Barankay and Rasul 2007; Abernethy, Bouwens, Hofmann and van Lent 2022). If
there are more senior managers selected through the system in the office, the new employees
selected through the system will be more influential and are more likely to alter the values and

behaviors of existing employees. To conduct cross-sectional analysis on the percentage of
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senior managers selected through the system in the office, which I term % New senior
managers, | estimate the following equation:

Employee performanceir = o+ Pi1*Postit x % New senior managersit + B2*Postit +
Controlsit + Fixed-Effects + &it (3¢)
where % New senior managersi is the number of senior managers selected through the culture-
fit measurement system divided by the number of all employees in the office where employee
i works in year .18 The definitions of other variables are the same as those in equation (1).

The results are presented in Table 7. The coefficient on Postit x % New senior
managersi. is significantly positive, indicating that the positive spillover effect of the culture-
fit measurement system on existing employees’ performance ratings is stronger when the office
has more senior managers selected through the culture-fit measurement system. In terms of
economic magnitude, when compared to existing employees in offices that have not
implemented the system, existing employees in the offices that have implemented the system
further improve their performance by 0.9 percent standard deviation if the percent of senior

managers selected through the system increases by one standard deviation. This is consistent

18 Senior managers have higher seniority levels than managers. The results are robust if the percentage of top
managers (more senior than senior managers) selected through the culture-fit measurement system in the office is
used as a proxy for new employees’ influence. These findings indicate that the spillover effect of the culture-fit
measurement system is dependent on the relative influence (measured by seniority levels) of the new employees.
1% Note that % New senior managersi: is not included separately in the equation because it always equals Post;
x 9% New senior managersi .. Specifically, when Posti =0, there are no senior managers selected through the system,
so Posti; x % New senior managers i:=% New senior managers i=0; when Post; =1, Posti: x % New senior
managers i:=1x % New senior managers i: = % New senior managers i:. Also, note that it is necessary to control
Posti;, otherwise the offices that have not implemented the culture-fit measurement system will not be
distinguished from the offices that have implemented the culture-fit measurement system but have not had new
senior managers selected through that system. B, captures the spillover effect of the culture-fit measurement
system when there have been no new senior managers selected through the system yet. B1 captures how an increase
in % New senior managers enhances the spillover effect of the culture-fit measurement system on existing
employees’ performance.
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with the theory that managerial behavior affects employee productivity (Bandiera, Barankay
and Rasul 2007).
4.4 Culture Clash

The main findings in Section 4.2 indicate a net positive spillover effect. However, it is
unclear whether it is because a negative spillover effect due to culture clash does not exist or it
is instead because the positive spillover effect dominates the negative spillover effect. To test
whether the positive spillover effect of the culture-fit measurement system on existing
employees’ performance is partly reduced by culture clash, I estimate the following equation:

Employee performanceit = a+ B1* Postit X Low culturei + B2* Postit + Controlsit +
Fixed-Effects + i 4)
where Low culture is an indicator variable equal to 1 if employee i’s office’s aggregated score
from the culture-fit survey is below the sample median, and 0 otherwise.??* The definitions
of other variables are the same as those in equation (1). I also include office-fixed effects and
year-fixed effects, and | cluster standard errors at the office level. The main coefficient of
interest is .

The results are reported in Table 8. The coefficient on Postit X Low culture; is
significantly negative, indicating that the implementation of the culture-fit measurement

system is less effective in improving existing employees’ performance due to the culture clash

20 Low culture; is not separately included in the equation because it would be subsumed by office fixed effects.
2L The company did not ask existing employees to take the same test as new employees for two main reasons.
First, it is practically impossible to ask existing employees to take the one-hour long culture-fit test, which would
incur a large amount of time and monetary cost. Second, the number of questions in the question bank is limited.
Allowing existing employees to take this test may increase the risk of leaking the questions. Therefore, the
company uses a pre-implementation survey with 15 items to measure existing employees’ culture-fit. Note that
the survey is conducted at the individual level, but I only obtain office-level aggregated survey data due to the de-
identified data requirement and confidentiality.

23



effect when existing employees are not priorly aligned with the espoused organizational values.
In terms of economic magnitude, in offices where existing employees are not priorly aligned
with the organizational values, the implementation of the culture-fit measurement system

reduces existing employees’ performance by 6.2 percent standard deviation.

V. ADDITIONAL TESTS
5.1 Existing Employees’ Departure
An alternative explanation of the spillover effect of the culture-fit measurement system
on existing employees’ performance is that the implementation of the system sorts out the
existing employees who are less aligned with organizational values rather than inducing
learning between existing employees and new employees selected through the system. To

address this concern, | estimate the following equations using the logit model:

Departureit = o+ f* Postit + Controlsi + Fixed-Effects + &iy (5a)
Involuntary departurei: = a+ p* Postit + Controlsi: + Fixed-Effects + it (5b)
Voluntary departureit = a+ f* Postit + Controlsit + Fixed-Effects + &i (5¢)

where Departureit is an indicator variable equal to 1 if employee i leaves the company in year
t+1 and 0 otherwise. Involuntary departureiis an indicator variable equal to 1 if employee i
leaves the company involuntarily (i.e., dismissals) in year t+1 and O otherwise. Voluntary
departureitis an indicator variable equal to 1 if employee i leaves the company voluntarily in
year t+1 and 0 otherwise. The definitions of other variables are the same as those in equation
(1). I also include office-fixed effects and year-fixed effects, and | cluster standard errors at the

office level.
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The results are presented in Table 9. Column 1 and 2 (3 and 4, 5 and 6) present the
estimation of equation 5a (5b, 5c), where column 2 (4, 6) additionally controls the existing
employee’s performance, as departure is often associated with poor performance. The
coefficient on Postit is insignificant in all columns, indicating that implementing the culture-
fit measurement system does not significantly increase existing employees’ overall departure,
involuntary departure, or voluntary departure. The result mitigates the concern that the positive
spillover effect on existing employees’ performance occurs through the sorting-out effect rather
than through the learning channel. Moreover, this is consistent with the anecdotal evidence that
the company does not use dismissals as a major method to control employees due to the
industry norm. In fact, this is one of the reasons motivating the company to shape
organizational culture through employee selection, as firing is rare once the employee is
recruited by the company.

5.2 Nonlinearity in the Spillover Effect

In this section, | extend section 4.2.2 and examine the nonlinearity in the spillover effect,
that is, whether existing employees’ performance follows a nonlinear relationship with the
percentage of employees selected through the culture-fit measurement system in the office.

There might exist two types of non-linearity in the spillover effect of the culture-fit
measurement system on existing employees’ performance. First, it is possible that the spillover
effect takes place only when there is a moderately high level of % New employees, whereas an
extremely high or an extremely low level of % New employees does not induce a spillover
effect. If % New employees is too low, they may not be able to influence existing employees to

a significant extent according to the learning channel. On the other hand, if % New employees
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is too high, according to the culture clash channel, existing employees might feel isolated and
their performance might be reduced. In other words, the relationship between the percentage
of employee selected through the culture-fit measurement system in the office and existing
employees’ performance might follow a curvilinear relationship. To test this curvilinear
relationship, | add the quadratic term of % New employeesi: into equation (2) and re-estimate
the equation. In untabulated results, the coefficient on % New employeesi. is still significantly
positive, while the coefficient on the quadratic term of % New employeesi is insignificant,
indicating that a high level of % New employees is not detrimental to existing employees’
performance.

Another type of nonlinearity may arise from the discontinuous relationship between the
percentage of employee selected through the culture-fit measurement system in the office and
existing employees’ performance. In other words, the spillover effect of the culture-fit
measurement system may not be large enough to make a significant difference until the
percentage of new employees selected through the system in the office reaches a critical mass.
To test the relationship, | estimate the following equation:

Employee Performanceit = a + P1*0-20% New employeesit + B2*20-40% New
employeesit + B3*40-60% New employeesi + B4*60-80% New employeesit + fs*80-100% New
employeesit + Controlsit + Fixed-Effects + &iy (6)
where m-n% New employeesi: is an indicator variable equal to 1 if the percentage of new
employees selected through the culture-fit measurement system in the office where employee

i works in year t is greater than m% but less than or equal to n%. 1 also include the same set of
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controls and fixed effects as those in equation (1), and I cluster standard errors at the office
level.

The results are presented in Table 10. The results indicate that the spillover effect of
the implementation of the culture-fit measurement system on existing employees’ performance
ratings starts to become significant when the percentage of employees selected through that
system in the office reaches 20% or above. Figure 2 graphically shows such cumulative
spillover effects by plotting the estimated B1 to s in equation (2). Taken together, these findings
imply that the spillover effect of the culture-fit measurement system is cumulative and hinges
on the degree of the implementation: the effect remains insignificant until the percentage of
new employees reaches a critical mass. Moreover, the results also mitigate the concern that the
improvement in existing employees’ performance is mainly driven by the announcement of the
adoption of the culture-fit measurement system rather than the learning between existing
employees and new employees selected through the system.

5.3 Robustness Test

In this section, | conduct robustness tests to address the concerns of my empirical
findings arising from (1) endogeneity in the implementation of the culture-fit measurement
system and (2) inadequate matching between employees in the office that implemented the
culture-fit measurement system and employees in the offices that didn’t.

| first address the concern that the staggered implementation of the culture-fit
measurement system might be endogenous. Although, according to the company, the staggered
implementation of the culture-fit measurement system is entirely caused by an unexpected

leave of a human resources executive, | still conduct several tests to address this concern.
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Besides adding year- and office- fixed effects in previous equations, the other possible
confounding factor may be time- and office- specific events coinciding with the
implementation of the culture-fit measurement system and driving existing employees’
performance. The time- and office- specific confounding factor might arise in two ways.

First, certain local macroeconomic changes might coincide with the implementation of
the culture-fit measurement system and influence existing employees’ performance. However,
the offices that implement the culture-fit measurement system in each year are located in a
wide range of cities across China, which are unlikely to be exposed to similar macroeconomic
changes simultaneously. Moreover, if the performance increases are solely driven by local
macroeconomic changes, the performance effect should only be correlated with the
implementation of the culture-fit measurement system and should not be correlated with the
percentage of employees selected through the culture-fit measurement system in the office (%
New employees), which is the exact opposite of the findings in section 4.2.2, which indicate
that the spillover effect of the culture-fit measurement system is cumulative.

Second, endogeneity might arise from the possibility that the offices which
implemented the culture-fit measurement system are fundamentally different from those that
did not implement the system. To address this concern, | compare the office-level
characteristics of the offices that implemented the system (Treated Office) and the offices that
did not (Control Office). For Treated Office, | calculate the percent of females in the office (%
Female employees), percent of managers in the office (% Managers), employees’ average age
(Average age), average tenure (Average tenure), and average performance (Average

performance) in the year before the implementation. For Control Office, | calculate the similar
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office-level characteristics in the first year that it appears in my sample. Untabulated results
indicate that there is no significant difference between the offices that implemented the culture-
fit measurement system and the offices that did not in terms of multiple office-level
characteristics, thus mitigating the concern that the headquarters selected certain offices to
implement the system.

Next, | address the concern of inadequate matching between employees in the office
that implemented the culture-fit measurement system and employees in the offices that did not
by matching the two types of employees based on their age, gender, tenure, and whether they
are managers using the entropy balancing method proposed by Hainmueller (2012). The
entropy balancing method calibrates unit weights to create a balanced sample based on
observable employee characteristics. The results are reported in Online Appendix C, which
show that the results generally remain robust after reweighting, thus mitigating the concern of
inadequate matching.??

5.4 Origin of Local Culture

In this section, | examine the origin of office-level local culture. The highest value of
local culture alignment is 2.37, while the lowest value is -3.05, and the standard deviation is
1.06. Therefore, it is natural to ask why employees in some offices are more aligned with
organizational values while employees in other offices are not. Do the differences arise out of
geographical factors or out of local managers’ distinct influences??® To answer this question,

I conduct analysis of variance (ANOVA) between each office’s local culture and the province

2 The significance of the cross-sectional result on culture clash is slightly reduced after reweighting. The p-value
of the estimated coefficient on Post;; x Local culture; is 0.225. This may imply that the culture clash effect is not
strong enough, which is consistent with the finding that the spillover effect on existing employees’ performance
iS net positive.

23 ABC has offices in 29 provinces in mainland China, and each province may have distinctive local culture.
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in which the office is located. The F-statistic is 3.11, which suggests that the variation in office-
level local culture across provinces is approximately three times the size of the variation in
office-level local culture within a province. The results indicate that at least part of the
difference in office-level local culture originates from geographical factors, though other
factors such as local managers’ distinct influences may also exist.

The findings have important managerial implications for the companies that seek to
shape and diffuse a desirable organizational culture. If office-level local culture mainly
originates from geographical factors, to alter the culture, the company may consider recruiting
new employees who come from a different geographical region from the office to balance the
geographical local culture. On the other hand, if office-level local culture is mainly driven by
local mangers’ distinct influences, the company might consider training or replacing the

managers to make them aligned with organizational values.

VI. CONCLUSION

Employee selection is a widely used management control system to align potential
employees with organizational objectives, especially when it is difficult to contract on output.
Implementing an employee selection system that sorts applicants based on their value
alignment may not only select potential employees who are more aligned with organizational
objectives but also influence existing employees.

Using proprietary data, | find that implementing a formal culture-fit measurement
system in the employee selection process has a positive spillover effect on existing employees’

performance and that the effect hinges on the percent of employees selected through that
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system. Moreover, my results also indicate that such a spillover effect possibly functions
through both learning and culture clash. In terms of the learning channel, I find that the spillover
effect is stronger when new employees selected through the system are more likely to influence
existing employees, which corroborates with the notion of learning from peers. In terms of the
culture clash channel, I find that the system is more effective in improving existing employees’
performance when existing employees are priorly aligned with the espoused organizational
values. | also address various alternative explanations such as the sorting-out effect of the
culture-fit measurement system.

This study is subject to several limitations. First, my findings are based on proprietary
data from a single company, so they may not be generalized to other settings, especially the
settings in which employees’ value alignment and intrinsic motivation are not an important
driver for long-term organizational success. Second, due to data availability, | am not able to
directly observe the change in existing employees’ values and norms to demonstrate the
learning effect. Yet, the findings of several cross-sectional analyses based on when the existing
employees are more likely to be influenced and when the new employees are more likely to be
influential provide partial evidence that learning might exist. In terms of the culture clash
channel, it is also difficult to directly observe and measure employees’ daily interactions with
each other, ultimately making it challenging to determine how conflicts and disputes arise. |
leverage survey data on existing employees’ prior alignment with organizational values as a
proxy and encourage future studies to explore more direct and accurate measures for culture
clash. Finally, I would like to note that the channels of the spillover effect of the culture-fit

measurement system on existing employees’ performance may not be limited to learning and
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culture-clash. There may exist other channels such as the diversion of the office’s strategic
focus. I encourage future research to explore those channels.

Despite the limitations, this study points out that the effect of adopting an employee
selection system that sorts on potential employees’ value alignment can extend beyond the
employees directly involved, i.e., employees who are selected through the system, and exert
positive influences on existing employees’ performance. The managerial implications are
twofold. First, management control systems might have spillover effects outside of their targets.
Companies may utilize such spillover effects to achieve desirable organizational outcomes
more efficiently. Second, for companies intending to foster a desirable organizational culture,
nature and nurturing are not two independent approaches to shaping culture. Rather, they may
be interrelated approaches. Implementing an employee selection system as a way of shaping
culture by nature may also influence existing employees through various channels, which can
be viewed as nurturing. The spillover effect of the culture-fit measurement system speaks to
the interrelationship between nature and nurturing, and it provides a novel perspective on how

to diffuse a desirable organizational culture more efficiently.
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Figure 1: Constitutions of the Sample

This figure illustrates the composition of the sample. My sample consists of all Existing Employees, i.e.,
the employees who were selected through the old selection system (no culture-fit measurement). Among
all Existing Employees, Treated Units refer to the Existing Employees whose office has implemented

the culture-fit measurement system; Control Units refer to the Existing Employees whose office has not
implemented the culture-fit measurement system.
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Figure 2: Cumulative Effect of The Culture-Fit Measurement System

This figure plots the spillover effect of the culture-fit measurement system on existing employees’
performance when the percentage of new employees selected through the culture-fit measurement
system in the office (i.e., % New employees) is at different levels. Corresponding to Panel B of Table 4,
each point in the figure below represents the estimated coefficients of the dummy variables for different
levels of % New employees at 20% intervals.
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Appendix A: Variable Definitions

Variable Definition

Employee performance; Employee i’s final performance rating in year t

Tenure;; Employee i’s tenure in year t (first year equal to 0)

Short tenurei Indicator variable equal to 1 if employee i’s tenure in year t is
below sample median, and 0 otherwise

Female; Indicator variable equal to 1 if employee i is female and 0
otherwise

Ageit Employee i’s age in year t

Manageri Indicator variable equal to 1 if employee i is a manager in year t
and 0 otherwise

% New employees; The number of employees selected through the culture-fit

measurement system divided by the number of all employees in
the office where employee i works in year t

Post;; Indicator variable equal to 1 if the office in which employee i
works has adopted the culture-fit measurement system by year t
and 0 otherwise

Office sizeiy Natural log of the number of all employees in the office in which
employee i works in year t

Small officei, Indicator variable equal to 1 if Office sizei; is below sample
median, and 0 otherwise

% New senior managersi The number of senior managers selected through the culture-fit

measurement system divided by the number of all employees in
the office where employee i works in year t

Senior manageri; Indicator variable equal to 1 if employee i is a senior in year t and
0 otherwise

Local culture; The aggregated index from factor analysis of the pre-
implementation survey in the office where employee i works

Low culture; Indicator variable equal to 1 if Local culture; is below sample
median, and 0 otherwise

Departurei Indicator variable equal to 1 if employee i leaves the company in
year t+1 and 0 otherwise

Involuntary departure;; Indicator variable equal to 1 if employee i leaves the company
involuntarily in year t+1 and 0 otherwise

Voluntary departurei Indicator variable eq