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Enron Ethics (Or: Culture 
Matters More than Codes) 

ABSTRACT. This paper describes and dis.cusses the 
Enron Corporatiori. debacle, The paper presents the 
business ethi:::s ::>ackground and leade~ship mechanism.~ 
affecting Enron 's collapse aud eventual b:mkruptcy. 
Through .:. sysrenuric a.na]ysis of the o:ganizacional 
cult:m: at Enron (following Schein's frame of refer­
ence) the paper demonstrates how the company's 
culture had profound effects on the ethics of it\ 
employees. 

Now, when most people hear the word "Enron•' 
they think of corrupcion on a co)ossal scale - a 
company where a handful of highly paid execu­
tives were able tO pocket.millions of dollars while 
carelessly eroding the life-savlng;; of thousands 
of W1Witting employees. Noc long ago, the same 
company h.id been he:alded as a paragon of cor­
porate responsibilir:y and ethics - successful, 
driven, focused, philanthropic and environmen­
tally responsible. Enron appeared to represent 
the best .a 21st century orgarrization had to 
offer, economically and ethica.lly. The questions 
become, how did Enron lose both its econom­
ical and ethical status? Is it because of its very size 
and effects' ls it the direct harm to primary and 
seconda-±-Y stakeholders? Or 1 is it the worldwide 
media CO'\""erage that the Euron demise has 
drawn? 7hese questions make the Eruon case 
interesting co us as business ethicists. 

At 5.:st sight, Enron looks like a mega-size 
illustration of the bad apple and/or the bad barrel 
disease and. hence, looks like good m:uketing for 
the business ethics business (which almost has a 
vested intere;,t m such scandals and other bad 
examples). The problem is, however, that Enron 
looked like an excellent corporate citizen, with 
all the corporate social responsibility (CSR) and 
bush1.ess ethlcs tools and status syrnbols in p1ace. 

Ronald R. Sims 
Johannes Brinkmann 

i::.nron Ethics (an ironic expression which is 
used now and then. sec e.g. the headings of 
Tracinski, 2002 or Berenbeim in Bxecut:i11e act.ion 
no. 15, Feb. 2002) reads like the new catchword 
for the ultimate conmdic:.ion between words and 
deeds, between a deceiving glossy facade and a 
rotten structure behind., Eke a definite good-bye 
to naive business ethics. Enron ethics mean.,;, {still 
ironically) that business ethics is a question Of 
organizational "deep" culture rather than of 
cultural artifacts like ethics codes, ethics officers 
and the like. With this as a backdrop, the papet 
will desaibe and discuss how executives at Enron 
in practice created an organizational culture that 
put the bottom iine ahead of ethical behavior and 
doing what's right. More spediica.ll,; the paper 
Xst prmt:ide.s a btief background on Enron and 
its :ise and fall. Next, the paper systematically 
uses Schein's (1985) five prill"..ary mechanisms 
available to lead::::rs to create and reinforce aspects 
of cultuce (i.e., attention focusing, reaction t,Q 

crises, role modeling, rewards allocation and 
criteria for hiring and firing) to analyze the 
company's culture and leadership thac con­
rributed to it:s ethical demise and filing for bank­
ruptcy. It is our contention, that with' such a 
point of deparrure one will· be betcer prepared 
fo::: a necesstry discussion in our field of how co 
prevent an "instrumentalizationt, of ethics and 
CSR for mere facade purposes (this theme 
deserves and requires a paper on 1ts own, at least). 

The culture history of Enron 

-:'he Enron case :is not Jeast a good illustration 
of continuously updated cas~ presentation and 
case discussion in the Internet aie (which could 
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deserve a paper on its own, too}. Business 
school researchers, teachers and students alike can 
easily keep themselves busy for days just with 
sorting, scructuring, checking and summarizing 
all the ingredients and pieces of the Enron story 
found on the Internet. One possible way of 
organizing and limfring such a task is departing 
from or even staying: with the websites of 
tradltlonal 111as.s media such as CNN (3ee e.g. 
cnn.com/SPECIALS/2002/ enron/), the Wall 
Street J,umal, Financial Times, or of the main Jtake­
hofders such as the victims' enrongate.com or 
the remainders' enron.com, Most tempting for 
business ethicists is of course a closer look 
at the websites of the hl{sine.,s ethics busines.1 (see 
e.g. http://www.mrnbc.com/modu1es/enron/, 
bm.inessethics.ca/enron/, caseplace.org, enron­
guide.com, all with lots of further links) and as 
the up-dated and ea.rlie:H of all the acadc:mic 
articles and papers we can expect in the foture 
Tonge et ,I., 2003; Petrick and Quinn, 2002; 
Cohan, 2002). In spite of (or because of) such 
an abundance of available information 1 we 

choose to tell the story once mote, as a culture 
history in OLlr own pro:-e, as a background for the 
following illustration of how Schein's organiza­
tion culture approach can lead to ::1. better under­
standing of the Enron case. 

Background 

A company with humble beginnings, Enron 
began as a merget of two Houston pipeline 
companies in 1985. Although Enron faced a 
number of financially difficult years, the company 
managed to survive. fn 1988, the deregulation 
of the ekctrical power markets took effect, and 

the company redefined its busine.;,s from "energy 
delivc:ry" to "energy broker" and Enron quickJy 
changed from a surviving company to a thriving: 
one. Deregulation allowed Enron to become a 
"matchmaker" in the power industry, bringing 
buyers and sellers together. Enron profited from 
the exchanges, generating revenue from the dif­
ferences between the huying and selling prices. 
Deregulation allowed Enron to be creative - for 
the first time, a company that had been required 
to "operate within the lines" rould innovare and 

test limits. Over time, Enron's contracts bcc.:1.m.c 
increasingly diverse and sigmficrndy more 
complex. As Enron's prodt1cts and services 
evolved, so did the company's cu!cure. 

(n this newly dertgulatcd and innovative 
forum, Enron embraced :i culture that rewarded 
"cleverness". Deregulation opened the industry 
up to experimentation and the culture at Enron 
was one that expected employees to explore this 
new playing field to the mmosL Pushing the 
limits was considered a survival skill. 

Enron's former President an<l Chief Executive 
Officer (CEO) Jeffry Skilling actively culnvated 
a culture that would push limits - "Do it right, 
do it now and <lo it better" was his motto. He 
encouraged employees to be independem, inno·· 
vative and aggre:;;sive. The Harvard Business 
Review Case Study: Etin>n ~1· '[hm~formatfo11 

(Bartlett and Glinska, 2001) contains employee 
quotations such as ", you were expected t0 

perform to a standard that was (O!!tinually bclng 
raised ... ", ''the only thing that mattered w.1:s 
adding vahie'\ or " ... it \Vas all ;,hor:t a:; atmos­
phere of deliberately bl"eaking the mies 
(Bartlett and Glrnska, 2001), A culture that 
admires innovation and unchecked nnbition and 
publicly punishes poor performance can produce 
tremendous returns in the short run. Ho\vi;:vcr, 
in the long run, achieving additional value by 
constantly "upping the ante" becomes. harder and 
hard<:r. Employees are forced to sttetch the rules 
further and further until the limits of ethical 
conduct are easily overlooked in the pursuit of 
the next big success Uosephson, 1999; cf. also 
similarities found in the culture at Salomon 
Brothers in the early 1990s, see Sims, 2000; Sims 
and Brinkmann, 2002). 

A lot ,if smoke and 111 i'rrors 

Enron's spectacular success, and the positive 
scrutiny the company was receiving from the 
businesi press and the financial an.tlysts, only 
added fuel co the company's competitive culture, 
The business commumty rewarded Enron for its 
cleverness (and even its ethicalness} and Enron's 
executives felt driven by this reputation to $Ustain 

the explosive growth of the late 1990s, even 
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,vhcn they logically knew that It w,rn not possible, 
A negati'.t: t'Jrnlngs outlook would h:ive been J 

rr:d lfag to investors, lndtc.icing Enron was not 
:cm sur:cessful as it appean;tL If investors· ,·oncerns 
drove down the stock prlce due to cxce~sivt' 
selling, credit agencies. would be· forced ro down­
g:r:tde Enron·~ credit ratitlg. Trading partners 
would lose faith in the comp.my, trade dsewhcre, 
:rnd Enron•~ ability to generate quahty earnings 
.rnd cash flows would suffer. In order to avul<l 
mch a scenuio at all costs, Enron entered into a 
deceiving web of partnerships and ernployed 
inaeasingly qucstionabk accounting methods 
to 111aintain lo, inve~tment-gradt:" 'H,>tus. Enron 
executives probahly felt th.1t they were doing the 
dghr lhing for their org,mization. 

Patt1wrship~ can be an easy Jnd efficient v.rJy ro 
raise money, However, in an d10rt to contlnue 
to ptish rhe value envelope Enron rook pJrtuet-­
ships to a new levd by cre:ning ''spedaJ purpo.~e 
vchicksi, (SPVs}, pscudo--partnenhip,; that 
allowed the company to sd! a~sets .md "create" 
earninE:.tS th,u ,1rtificially cnh:rnced it~ bottom line. 
Enron (!xaggcfJ_ted carrllngs by recognizing 
gains on rhe sale of assets m SPVs. In so111t ,,::Jses, 
the company booked rcvt.·nucs prior to a part­
nership generating signific.rnt tt'Yt.'·nucs. Projl'tt 
Braveheart, a partnership Enron developed \Vith 
Blockbuster was intended to provide movies m 
homes direcdy ova phone lines. Jw;r months 
Jfter the partni.'rship w.:is formed, Enron rL'(Otdcd 
$110.9 million in profit~ pn·nu.turt'ly, these 
profits were never realized .:is the pJrtnership 
faikd alter only a 1,000-ht)me piloc 

Ia a succe'-S cultttte like Enro:1':. s.uch lwhavior 
represented a way of ka~r reslsrnnce. Enron 
employees \Vith a ::;elf-image of being the best and 
the bri~hccst and being cxtn.'.mely dcvt::r do not 
make busine~s d1.:als that faiL Thcrcfon., booking 
earnin::?:s before rhey are rc:,1hzed were rather 
"cady'' than wrong. The l'ttlturc at Emon was 
quickly 1..·roding the <~thical bound,nies of its 
<;mployces. 

The: SPVs nm only ,,;lowed E::nrn t<.l l•i_H)&t 
e,1rning::, but the SPV\ ;.il:-o ,,llo,..:cJ thr:· comp,my 
to keep debt off its balance 5hccL A highly !cver~ 
.1ged b.,ilance sheet would JNip,,rdizc- its crc,.lit 
raring a\ its dcbt-eql:ity r.1tio would rise and 
incrcasc its cost of ca.piraL Tn .1vo11.i rhis. Enrou 
parked some of its i.kht nn the hiJlancc ;..he,t o:· 
its SPVs ,w.d h:pt it hidden from .;nuly-.t" ,rnd 
investors. When rhe l'Xtcnt of its debt hurden 
L·arne ro hg:ht, Enron\ credir rating fcE and 
kndcrs dcnunded immediate p:lymem in the 
mm of hundreds of million;; of doli:~rs in dtbt. 

'T'his cm be read a-; anothl.'.r cx,nnple of ethical 
cm::-]011, Enron':; <li:cisio:~ maken sJw the slrnf­
fling of debt r.Jth::r as .1 timing i;sut: and :~ct a~ 
an crhlCal one, Clever peci-pk would i.·vcntually 
make everything rigli:, b,:c;1use the Je:il,; wou:d 
.111 be i.urcc1sfr1l in the long :-un. Movmµ: debt 
w,1s a~ eaw ~E prc-d;am!! a ch.:rk, and \\'Olli,{ 

harm no one, ,rnd thcri.·frm:. \\',1\ 11,)t ,111 crhic,1l 
1SSUC. 

Each quc-sriotldblc partnership decision carried 
Jdditlonal iJevernes.~ burden-.. In ord{.'f to heep 
infornution frorn the pd,lii..-, Enron h,td w µ;uar­
antee that the Securities E:,,.changc Connni~<ion 
(SEC) did not con.-,i<ler its pannaship:. as Enron 
subsidiaries. If th<.: p;u-rncrships h.1d been cl;i.sL1-
fied as such. in-deptl1 disclosure :md ,,rr!crer 
accounting methods \Vo~dd have been n::q:.;irt·d 
In ordt'r ro ptL'\'1:~nr pott'nrial SEC s.kcptJci'.'>111-
Enron eufom:d help from it, outside 1ccolmt.111r~ 
and 1r:-attorneys. (Artht:r Andi.T,01. and Vimon 
&' Elkim) The accountant'> anJ attorney'- ,ill 
rcfcren,.._·cd the Fin,rnciaJ Accounting St,md1rd, 
Board (FASO) rule that hold,; that pJrtnersh1p, 
are nor con.;iden·d rnbs1diarics dS long a.~ 3Y, 
of rhl'ir equity 1:omes tl:0111 out"ide· m'..-csrors 
(trl.d rh,:y :uc- manaµed indcpo:11:Jnn!y of r'.1cir 
spomors. This is commonly known J'> btin~ ,it 

"arm S length"_ Enror: crafte<l rel:irion,hip, th,lt 
looked (legally) like panncr,h)p~, althouµ.h they 
were (in practic,t) mbsid'.;irit.·.:.. A do~cr Junk ;it 
the p,1rtr:crsh1ps would ]1zivL~ n.'YL'J:L•d rh,ir the 
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outside mvcscments c:imc from companies (like 
SE Thunderbird LLC) that were owned by 
Enron. 

Although rhe partneuh1ps ,vcre classified as pJn­
nership-. according to tht' FASil rule;,,, Enron offi-­
cials obviously had dose ties with thnn, This 
raised the question about contlicrs of interest. 
Andrew Fa.stow, Enron'~ fi)Tmer Chi~f Financial 
Officer {CFO), ran or was partial mvner of 
two of the most imporr:rnt p,1rtnerships: LJM 
Cayman LP and LJM2 Co-[nvcsuuenr LP. 
l\t1ichael Koppc·r, a formct manap:ing dite-ctot at 
Enrnn, managed ,\ third p..1rtnenhip, Chewco 
Investment,;; LP. 

The culture'. of t.'leverne,,; at Enron srarreJ as 
J pnrsmr of excellence rhc1t devolved into the 
appearance of excellence a;;, t'xecutivcs worked to 
devt'lop clever ways of preserving Enmn's infal­
Jibk facadt~ of success, Although Enron main-­
tained that top official~ w rhe company reviewed 
rhe deaJings with potential conflicts of interest, 
Enron later daimed that Fastow cJrnrd over $30 
million from Enron \Vlth hi-. companies. At some 
point in the bending of l~thical ~uiddincs for 

th;: good of the company, Enron\ exc<.:utives 
also began to bend the rules frlr personal gain. 
Once a culture':-. 1.."'.thlcal boundaries dre hn:·dched 
rhre,;holds of more extreme ethlc.i.] cow promises 
become lowe1 

111e sc[f-rci1fordng dedin,· of Emou 

In the long rnn, Enron's exc<:utlvcs could not 
"rub Pttt'r to pay Paul'', Evt'n if the Enron 
cultutc permitted acts of ir:signlficdnt rule 
bending, It was the !Wm of lncrcmemai cthic:11 
rnnsg;ressions that produced the business cata­
strophe. Althou~h Enrou\ cxc<.:utivt.'s had 
belit"ved that e.veryrhing would work :--tJcces:sfully 
in th~ long run, the qu~~:--tionahk· partnerships Jcfr 
rhc company extremely vulnerable v,d1en fman­
ciaJ troubles c.un.:: to light. As partncnhjps began 
to fail with increasing regularity. Euron was habk 
for miH:ons of dollars it had not anticipated 

losing. Prom.1,{~\ b¢g;111 ro come due ,wd Enrnn 
did not havt" the ahility to fo!Jov.: through on 1~~ 

financial obligatlom_..:i 

The Jimmrial impfo.--iort 

The pJrtncrship.,: rhat 011l"c booHt·d c,ffning~ ;rnd 
allowed Enron to pro,per beram.;- the mi,placcd 
card chat cau\e<l the Enron hou:-e to rol~J}hl..'. The 
stability nf Enron\ house of end, had b,.·en 
erodt'd by tht' \'ery culture that b;,J a!l{)wed :t 
to be built. Enron w:11, forced to n:nouncc ovn 
S390 millLon in e,nning..; from de:1linp with 
Chcwco Investments and JEDI, ;1nothu- pc,rrncr­

ship. The company w_i~ Jbo forced to rc,tatc 
earning~ back to 1997, and the- r~,t:HeJ e:irni,:g> 

rncakd only $38(i 1mll!ot1, J lllCTt' 2\JX, ofr:1c iui­
tiaHy reporte1.,l figi.ire~. Tbe very rem,n, Enron h~H.l 
!;ought to prevenr -- falling ,roe k price<:, bt k of 
consumer and fina1h~ia1 mJrkct (:onfidcnce 
came ,1hom :ts ~1 direct te:-:ult of <leci;;ion, th:1t had 
been drivi.,~n by Enmn's culrnrc. 

The Enron case of eth!cal failnre co:::-ists of 
mote' tl1Jn a seni.,'S of quc.srlo1ublc business 
dealings. Wh\~tl l'.trong cornp,rny kddershi.p \VOt1Jd 

have been needed the mn..,t, Enrnn \ !eJder ldl 
the con1pany, In At1gust of :200 l, Jcff~ry Skilling 
resi!-,';ncd :is Presi<lL'm and CEO of Euron ~md sllld 
shates of his comp;rny ,;tock tot:din!-: $(1(} million 
dollars. Only two month~ bircr, Enron rl'~Otc-d 
e;;1rning•1. ,tock pnce~ droppc"d ::tnd the cur11p1ny 

froze ,;h,u~s m ;1.11 ath'1.npt to help ~t.abihzc the 
company. Enron ct:1ployee'>, \Vho had hcen 
encouraged to 11wcsr heavily in the comp:rny, 
found thcmscive:, ml,lhk· to rcmO\T ;md <;;1lv;1gc 

rht~ir lnvestm,'nt". The <:omp:my culture of indi­
vtdualism, innovatiot1, a::d :1ggr,._•~:-.1vc devcrncss 
ldt Enron without cmnp.:i~\ion:Hc, ::.:spon,ibk· 
leadership, Enron's Board of Dirccro;-s wJs ,!ow 
to srcp in to fill the void Jnd individual Enron 
c111ployccs for the firsr ti111c rc:ilizcd all of the 
ramific,ttions of ,1 culture with leaders that 
eschew the bounJarie', of ethical heluvior. 

What d1d the Euron exeruriv~~~ do to t110ld a 
corporate culture that tT'>lllted ln m1r:tbc1J 
behavior ,rnd the colbp\e of- the company? T!-:.v 
tenuinder of rh1s paper drafts rnmc am\vcr~ rn 
tlus guesdon. 
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Leadership mechanisms and 
organizational culture at Enron 

If corporate leaders encourage rulc--hrt:J.king and 
foster ;:in l11tlmldating, aggressive environment, 
it is not :mrprising rhat the ethical boundaries ar 
Enron erodt;"d J.way t0 norhing. Schein ~1985) ha~ 
focused on leadership as the critica! component 
of the otganization·s culture because leadt~H can 
cri:are, reinforce, or ch:rng~ the organintion's 
culture. This applies nor the least to an organi­
zation's ethical ell mare (Sim.:,, 2000; Trcvl1to 
er al., 2000; Sims and Brinkm,inn, 2002). 
According to Schein ('1')83) ther,· are five 
primary mechanisms that a kadcr can use to 
influence an organization's culture: art<.:ntion, 
re:iction to cr1.,cs, role modeling, :1Hocarion of 
rewards, and crireria for sckction and disu~ssal. 
Schein':. asrnmprion is rhat rhcst' five crlrcria rein­
force and encourage bchJvior,,l anJ cultural 
norms within an organizario1L Our paper C;tn be 
read as an ilht:.tl';ttion of Schein's asrnmptioos. 
The Enron cxccL1tives used rhe five mechanisms 
to reinfotce a culture rhat was mma!Jy tlexibk 
opening the door to ethics degeneration. lying, 
chearing, and stealing. 

Attention 

The firsr of rh'e mech,misrns mentioned by 
St:bein (1985} is arrenrion, The issue:- that capture 
the :.1ttent1on of rhc leader (i.e. what is criticized. 
praised or .1~ked about) wrn ,ilso capture the 
attention of tht: ~ccatcr organization and will 
become the focus of rhc employ1.'"1.'S. If the 
leaders of the iJrganization focus on the bortom 
line, employees believe rh;;t frnancial success is 
the leading value ro consider. D. M. Wolfe. 
author of "Executive Integrity" even suggests 
that a focus on profit, ''pr0tnorcs an unn~:ilistic 
belief rhat everything boils down to a moncr~iry 
~ame" (1988). ln such a context, rules or 
rnorality arc merely ob,rades, impediments along 
the way to bntrom-line financial succc.ss (Sims, 
2000). 

One former executive of Enron bas <.tl.:,;ctibcd 
Jeffrey Skilling as a leader driven by the almigluy 
dollar.". , Skilling would say all that matter:; is 

money. Y,)u buy loy:iJty with lll()ncy" {Zclln ... ·r, 
2002). Enron exen1tivt:,;' ,HteJJtion \V;IS ck.nly 
focL1scd on profits, power, gre(:d ,111d inilu,:m:c 
They w;mtcd their employ1.-".es to tocm on today's 
botrnm line, Skilling comnninic:m.:d his priori­
des to his empJoyecs overtly, hoth in ,vord and 
deed, Consistently dc:u signal::: rnld crnploycl'~ 
what ,vas impornnt ro lcadnship - "Pro!lrs at all 
costs'' (Tracinski, ~002). Or \11rirh :1nothcr quotl: 
from a former Enron employee; ". th1.·r1.: wcr1.· 
no rules for pcoplt·. even in our pcr'>l>nal hn_·s. 
Everything was about rhe comp.1ny :rn<l evcry­
rhing was suppm1.'d to bt' on the edge - se:-;, 
mont."y, all of it .. " (Broughtrm, ::wn2). fn her 
te~rimony before tht' Hot:~c Subcor11rnitt1.'L·. 
Sherron Watkins de"cribcd Enron :is d ". . vny 
arrog:,mt place, with ;1 fix·ling of innncihility". 
Still ,moth,-r Enron employee norcd abour rhe 
company\ environment that··, ir WJ.s :ill abour 
crc.i.ting ;;n atmosphae of Jdlberar.:-!y bn:aklng 
tlh' rules. For 1.~x:nnplc, our official v:H:,1non 

policy W;l$ rh:u you could t.1kc 1s much ,15 you 
\Vanted whenever you w.mtcd ,1s :irnµ; as you 
delivered your re:.ulrs. It dwvc die hum:m 
resonrct' dc:partmcm nny" (Barrlvrt and Glinska, 
2001). 

Anorher cxarnpk nf today\ borrom hnf· g,1111 
mentality is AnJrcw fastnw 's, formu Enron 
CFO. nc:twork of qucsrion.ihle p:1rtnt'.nlnps. 
These patmcn.blps provid1._•d profit fot f;..p;row 

per.~onally, as well as for sou LC of hi~ :11nrc favored 
empfoyecs. who were aware of his J.ctiom. 
Fasto\.v demanded rh:u Enron pcnnir him to 
inve)t in and ro pcrs.011,1Uy profit frorn rhe p<lrt·· 
ncrships (.-.ome of hi:,; l'arning'." were p:uscd to 

J.;;sociatt~s who aided him). Surh ,1ctions sen: i 
ckar lllt-:ssage th;u m;;naµcm-:nt·s arr,.•nr1on ,v,1.;;; 

forused on rbt_• borrom line fo:· ;h,;'. con:p,1ny ;i~ 

well as personal g.1in, n::g:ardle.;s nf the n11.•,rns to 

get rhcrc. When it c1n:r: ro F.1sruw's ~pt~c:.1l 
interest dealings chc Bo;1rd of Dirccrors ms­
pended rile con1p:my's Code of Ethks ar lca:s~ 
rwict:. This rnJ.dc f;:isrnw a wc,;Jrhy nun :ir the 
expense of Enron (Landen. '.2002). 

As Stern (1992) has suggested, if :he org;uu­
zation·s leaders seem to can~ only .1hout the 
short-term borrom line, employees quickly get 
rhc message too, Hov,. elw could cmployct~s 
read the Enron ct1l:ure than bting focmed on 
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short-term when thdr CEO (Ken Lay) both 
hlesstd the tcbxation of conflict-of-imcrest rules 
designed co ptotect Enron from the very self­
dealings that brought the company down and 
participated in board meetings <11lowing rhc 
creation of the off-balance sh(:et partncnhips that 
wac p;1rr of thm:e tra1u.actiom,. By late summer 
2001 he \\,JS reassuring invt·srors and cmp1oyt:cs 
tlut all was wdl (when he already had heen 
inforn-n:"d that tht• company had problems with 
some investment vchklcs that could cost it 
hundreds of miilions of dollars, see Gmky and 
Smith, 2002). 

RcactioH to crises 

Tlh: scc011d i1."1H.1ership method nwntioned by 
Schein (1985) refrrs tn :1 leader's reaction to a 
crisis situ:1tion. Schtin :\SScrts 1 that a crisis ti:sts 
,vhat the: leader valuc:s and brings cbrs.c values: 
to the surface. With each impendlng crisis, 
J~adcrs hJ.ve Jn opportunity to communicltt' 
throughout the nr~an1zat1ou \Vhat the company\ 
values arc. Enron was facing a crisis of how to 
sustain a phenomenal growth rate. Leaders 
reacted by defending a culture that valued pmf­
itJ.bility, even when it was at the exper1:,e-of 
evcrythiug else. The ofT-habnce ,;hei:t partner­
ships were trem<.::ndomly risky. Howl~vt'r. since 
normal grov,1th Of the stock prlz:e would have 
fa11en short of expectation:, any\v~1y, the only 
rhing to do was to try rn meet thL' unrealistic 
target profitabiliry expi.""ctatiom .. In such a case, 
,lil accidcr:t was waitjng- ro happen. 

Once the Enron situation canw m :ighr, rh: .. · 
reaction from the Enron executives ,va, telling. 
The executive, we-rt"' busy shifting thL· blame and 
pointing fingers. Jeffety Skilling even wenr as far 
as_ telling ,m incredulous Congress that despite his 
Harvard Business School degree and business 
expenencc- he neither krn.·w of, nor would 
understand th.: imric;1dcs of the Enron 
accounting deals. {On the other h.:n:d, Skilling 
also v,.ras quoted on CNN :.-:ay111g •· •.. ifhe- knew 
rhcn what he knows now ···· he STILL \-vould not 
do anything differently.") Even before the issue.~ 
cJmt~ to light it appears that Skilling; was willing 
to abandon the company to save hi~ ov,m skin ;;1s 

cvidt:nccd by his my:-tniou:- re-;ign:ttl()Jl in 
Augmt 2001 and giving only the "perso1ul 
reasons" explarurion for his sudden dcp,1rturc 
(and he still sold -.ignifit:atH arnou11ts. o( nrnip,111y 
stock at a prcm.ium). Hoth Kenneth L1y .md 
Sherron Watkins ,11,;o sold stock b-t'forc price~ 
beg:111 to dr.1rna-;i-:,1!1y pJummer {Ke-nnerh Lry 
cbiming tbJt he had rnnH.' pl"1>,01nl (kbr-. ro p,)y 
off, Sherron XV::1tkins reforrlng to the Septe1.11ba 
11th terrorist atr;-h:ks. WJtkins also -:old stock ,H 

the sJmt: tlrnc when :::h.c ,.,_,as making .,Hcg;uions 
of di:ccptivc accounting prJ.::ticcs), 

Enron began systematically !Jrinµ: thmt: it 
could lay blame mi before it declared ':-,anKsuptcy 
(Hrown ,rnd Sender, 2002). A sclr-~crvinµ: exon­
eration committee V."35 employed ro explain (or 
excuse?) the rurre11t si(uJrion (E1chcnwald. 
2002). After Skillin~ resigned from his post, 
Kenneth Lay returned ;1~ CEO. promising that 
there wt·rc 110 ",'.'!ccounting: 1~sues, u;,ding issues, 

or rescrvl' issun," :lt Enron (McCk:m, 20;1;), 
Congrcsslon;i] testimony,. Eews ~Kcotm:s .rnd 
federal investig,Hions have told us otherwise_ 
Throughout October 2001, Lay insisted tlut 
Enron hJ.d acci::ss to cash ;1nd th.lt the company 
\vas ''performing very wdL" while he fa1l..:d rn 
tii!ss.:lose th:u Enron h.1d writt<:.'.tl down 'share­
holders' equity by $1.2 bi:lion. or th:1t ;\-1oody"~ 
wa~ considering downgr;iding Enron\ debt 
("Expl:tining the Enron Bankruptcy", 2002), 
Comp,my insiders abJ referred to Lorctr,1 Lynch 
as ''an id1ot" (the Yale-educ,ltl'd litig;nnr who 
was .irnong the fint to quc-~tion Enron's prn.C•· 
tice:;), Beth:rny McLra11, tb:- h1rt1.-me I\,fa~azinc 
joui-nalist who first brokL' the story, was c1:h:d 
··a l()oi-zcr who doc,_n'c knmv .rnyrhh:_f' (Dowd'. 
2002). 

Another cristi:. cm1<.;i'its in h::i.vmg to :,<lnnt 

accoumin~ irn:gul:uit.ie:-,_ At tint, the lcadn~ or 
the company trit·d to deny thL·rc was a problem, 
They tie.xt tried to \.'over up any evJdi:-111.:c of a 
problem or any wrongdoing. They even tried t1.1 

seize computers of anyone they thoug:u WJS 

trymg to expost.: them ..is wd": a~ to de.~troy 1J),tny 
ftle5 thought w b~ guilt--induetng (I hily Pn.'~s, 
2002/. ft rr,rnsitioned into a bbmc game a.' m.any 
t'Xt'ClffiV(.'S tried blaming each other, s.iying they 
didn't know wh,n w,1s goin~ on, or Jr w,is 

someone elst''~ re~ponsihllity to know J.hont the 
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ptoblem.s and do som..::thing abt)UI 1L Both 
Kenneth Lay Jnd hJ;; wift' proclaimed hi.s inno­
cence. Lay claim~d to have hccn unaware of the 
sweethe:1r!. deals., whjch ,vert' emirdy the brJin­
child of Skilling and Fasrow. W:..tklm Jlso bl.11ned 
chem fr1r the debacle, while .~hifong any blame 
from herself. 

"I ta.k.,.~ the Fifth" (U.S, Cl1ngrcssio1nl 
HeJring, 2002 •- this was the rcspome Kenneth 
Lay gave ro the Senate Commerce Conunim:c 
when askt~d to explain Enron\; failure. Although 
all hut orw of Enron\ officers (curiously Skilling:) 
invoked the Srh Amendment ri!;!llt to not sclf­
lrh.Tim\n:tte, the ,;tory ha:-. playi:<l out much like 
that of the S,1lomon Brothers and John Gutfrcund 
fiasco in the c-,:irly J 99fls. Document shredding 
and lies, both owrr and those of omis~ion, have 
be-come the- pr(·frrtcd sm1rc1:--ry for Enron's !llJJJ­

agemem (Drown and SenJer. 2002). 1hrsrc hold 
acts from Enron !i..~,H.1t~rshjp show a poor reaction 
to ('tlSlS. 

Fton1 anonymous wbJsrteblmving to bank­
ruptcy to document shrcJdlng, to suicide (Cliff 
Baxter) ro hiding behind the 5th Amendment, 
thl~ le;idcrs at Enron hav:: nm the gamut of 
extremes in their reaction to the company's crisis. 
Willet 21nd Alw~iys {2002) rioted that "the mJntta 
at Enron Sl'l~ms to be that ethical wrongdoing J,,,, 

to be hidden ;.t any cost; dl'r:y, pLly rhe dupe. 
claim ignornr.cc (''rhc ostrich instruction") he, 
quit." Ir .1ppl"Jts: that the truth and its conse­
quences have rn:vt-r been a p.1rt of the Enron 
cutcure. 

Rrle 11111,ielit~~ (hl1w leaders heltm-'e) 

Schcin's third mechanism is the example kadet~ 
stt for the acceptability l)f unethical behavior 
\vi.thin an org:.anizarion. Actions sp<:.:;ik !nuder 
than words - therefore role-modeling behavior is 
a very po\.verful rool that leaders have to develop 
;ind influence corpor;i.tt' culrure. Thrnugh role 
moJding, teaching, and <..:oaching, leaders rein­
force the values that support the organization~l 
cu1ture. Employe~s often emulate leaders' 
behavior and look to th.: leaders for cues to 

~i.ppropriate behavior. 1\1;:iny comp;rnics arc 
encouraging employees ro be more entrepre-

neuti:il - that is, to tJke more iuiriAtivc ;1nd b~: 
more mnovative in their JOb~. The Sciem:fic 
Foundation ccpon~ ,l ~rudy that show,.'d dut 
m,rnagers who ,vnnt co changt' the org:inizaticn';-, 
culrun.· ro .1 more emrt·pn:ncuri,1! om' nnm "w:1lk 
the talk". In orhc-r -words, they mu:-t demonstrate 
the entrepre11t:~url,1! bt'h:::tvion, tbt·1mcln:s. (::;c.1rce 
vt ;1L, 1997). Thi, ts the c1sc wirh .1rn· nilrnni 

vJluc. Employe-t's observe the heh;.wior nflc>Jdcrs 
to find Ollt '-Vh:tt is v,1!11cd in the organizati;.HL 
Perhaps, this was the rn;)5t ,ig11ific111t ~hon"" 
coming of Enron execntivc~. 

According to the vJlu~'s scncmcnt in Enron\ 
Code of Ethics and its ,1111111<1; repon, the' 
company maintains strong ct:11l)rn!tmcnt~ rn com­

munication. respect, intcf;:rity, and i:xcdkncc. 
I--lowt'vt•r, tht'tt' is little evhh·ncc tlut support-: 
manag'cmcm modeling of tht.,,e v1luc·s. r;or 
mstance, \vhile th.: ftt::t pilL1r uf :he v,,luc-. SGltl·­

nii:nt addresses J.11 ublig-..rion to communic;:itc, 
Sherron \V,Hkim claims {q110tcd from the 
He:i.:-lng tr:mscripts}: 

I continued to ask que,;-:io:b .md seek amwer:-, 
primarily from fo:-rnt'r (o\vorkas in d1t' Clol•,11 
Fhuncl' Group or '.n :'.w bm1:iess unin d1:n lu,i 
hedged :mets with Rap:~,r. l never h:·.Htl r'-',h,urrng 

e.xplanat\om. I w.~~ cot comfort,ibll' ,·rn1fro:1ting 

r-ith::r Mr. Ski!ilT:g or tv1c F,1:>tO\V v,:ith my 
~:oncrrm. Ti:1-do so, I hclicv,;, wouLl h,wz· bcvn 
J job••tcrmi:uting nrnvc (US Co:1grn~:nn.1l 
Ht',mnp. 2U02}, 

Enron's It~adcn' primary mc~'1<1bl' ,1bnut th,.;ir 
v:1lues was s:i:nr through their own ;)ctions. Tiley 
broke rhe bw ;l5 they concent::-arn! on fin,mci.1l 
mcJsures ,lml used of the crcarive p,lrtJH:rshipi 
described earlier in rb1-: paper. .For example, 
Kenneth Lay announced rn ;m.Il-ysrs on Ocrol•.:r 
16, 2001 thar Enron hul eli1nin:1rcd $1.2 billion 
m sharehohkr equity by tcrn1in.1tinµ ,1 parrnc-r­
sbip crcarcd by former CFO Andrew Pasrnw. 
Thts ~rr.:mgernent a!lowed Enron to buy ,rnd ~dl 
JSSt'ts wirbour carrying rhi.: dcbr or~ its boob. i.e. 
keeping Enron\ credit de~1:; and the ,s.uh·k price 
high. Such .1ctions c!carly sh;)\Y ~, ~clf-snvi11g 
attitude of Enron leadership. The cxccurives nut 
only C(indoned such un.:rhkal lwha\ i,)r, t!it'y ini­

tiated it and \Vere- rewarded for it. The partn-:r­
ships were used to dece1v,: invc:-tors abour the 
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enormous debt Enron was incurring. It abo sent 
a rnessage rn employees th,1t full .i.nd ..:omplere 
dJsdosurc is not a rcquJnmu>nt, or evc-n rccom­
rni:ndcd. If the company Achieved short••term 
benefit~ by hiding information, it was acceptable. 

Enron's leaders also ignored, rho.:n denied 
serious problems wirh rheir business rnnsactions 
~md were more ,:onccrned abnur rhcir personal 
fin;mcial rew;:irds than rhost' of the company. for 
example, wl1en the cornpany's stock prier began 
ro drop as the rrobknH \.Vere ht'coming public, 
rbe company wa3 transirioning from one invt'~t­
mem program to anothcl', \Vhile the c-mployccs 
were: u11;_1ble rn seH the-it srock, the executives 
were quickly selling off many of their shares. 
Another example is rhc executives' lack 0f 
inte~rity m communicating m rhe employees and 
investors. They maimained that the cornpany was 
fir1:incial1y ,;,rdb]e and that m.rny of thdr emerging 
problem~ really wi:re not too serious, even 
though rhey knew the truth and were E'!akin~ 
finJ.ncial decisions to protect their per,onal 
gam:-. 

In retrospect, the leadership of E1n-011 ~tlmost 
ccrt:tinly dictated the company's outcome 
thr01..1gh their own actions hy providing perfr·ct 
conditions for unethical behavior. Mi..:hatl 
Josephson, President of the Josephson Institute of 
Ethin, aptly described these conditions as tlwy 
rehue to tht: char~ctcr ofleadcrship: .. People may 
produce spcctJcuhr results for a while, but it is 
incvlt:1ble thar techniques dc:pendihg ::n heavily 
on fear rts a motivator gcncnte surv1vaf stratc­
gks that include cheating, dislortlon, and a11 

internal competitive ethos cb;nacterlnd hy a 
look-out-fr1r-number-{)nL~ an:itu<lc. . . Just as 

the destiny of indivl<luah is detcrmini.~d by 
personal chJ.racrer, the destiny of an orgJnization 
1s determined by the ch.uacter of it:; le:idenhip. 
And when individuals arc derailed b:.xausc of a 
Lick of character. the org.1.nization \:vill also be 
harmed" Qmcphson, .l 999). 

The b~havior of people rc,v,nded witb pay 
increases or promotions signals ro othas what g 

necessary to succeed in an nrganizarion - dus i1, 

whn Schein calls the ",c.1llocarion of r~wJrd.s''_ 
mc(hanisrn, TO ensure tlut v,1lue, .ire ai.Teptcd, 
kadcrs shotild reward bchavim thac is co1~sist--·nt 
wirh the values (:rnd JCtual re\vanls cmmt obvi­
ously more th:m prorni~cd t1.'\V'.lrds, c~·. Sim~ and 
Brinkmann. 2002). 

Tht: r<;"war<l S)":-.tem crc,1red hy ,1 le,id,·r indl~ 
c.1n:s wh,u is prized ;111d i~xr~~cr,~d in the url,tJni­
zation. l'hi~ viev .. · ls in line with ,1 h:is:,ic 

rn:i.nagemcnt doctrine. Wh,·n ::rn i nsunce c,f 
ethical achievement occurs for instJncc-. v1:bcn 
someone acrs wi.rh inre):?;rlry ;;rn<l honor rhe 

organization's leaders eam reward iL S1;ch ,lll 

effort :,;.ends JS de.tr ,1 mt•:,;.sage to rhc rcq of rhl' 

orµanizat-ion as when an orµ;amz;ttion n:w;,rJs .111 

emplovcc who acts 1.111crhit-ally (see q;. L::irima. 

1997) Enmn's rew,ud sysrcm csDb'.ishcd ;1 ··wm­
ar-all-cosrs'' focus. Tbc com.pJny\ le:Hit-rsb1p 
promoted anJ retained only tliosi:: empl\)yee\ th·,1t 
produced con.~istently. with little rcg.ird to ethics. 
Skilling singled out one of his vicl' ptcs1dcnb. 
Louise Kitchen, for her result,··oncmcd appro,:cli 
to Enron's onlinc bt1rn1.css. Kitchen had ,;ratted 
the t:orr:pany \ Internet-based trJding busi 11t.·ss 

CVL--rl rhoogh Skilling rt:pt'Jrcdly :urned (:own ht:r 
requests to begin such a progtMH. Kltch1..'n 
1gmm::-d the former CE(Ys drcisinu and ms;tc:id 

u.~cd alre:;1dy-allocatcd fuuds to pull the new 
network togNhn, Or, ~s ;i t~nrncr Enron vice 
presidcnr who ;mended rh: mcetrng- d~snibc<l 
it b1>n. ''The moral of this story is bn.:ak the 
rules, you C<'Hl chc;1c, you c .in lit>, but ;F, loug as 
you nuke mon<:).>. it's al1 right'" (quoted after 
Srhwutz, 2002), 

The t:ompany's compensa:1011 srructurc con-: 
tributed ro an uncthiol w1)rk cult~;rc. roo ·- by 
promoting self-inrcrcst ahov~ .-my mhcr mtcrcs~ 
As a consf'qncnce, the· team appro,1;.:h on(L': u~cd 
by Enron associJtes deteriorated. Pcrfornlanl·t' 
reviews \\rerc public events :rnd [Joor pc1tL;rm:ir~cc 
was ridinil,:.>d (or employee:, were fired through 
a "rank aml yank" prou:s\). The strongc'>r per­
forming units en'n \VL'Ht ,1s far as to "ignors" 
company policy - granting 11:climite<l vacHinn 
time as noted earlier as long as the work got 
done, ignoring: Human Resource,' complaints 
(Bartlc>tr and Glinska, 2001). 

Extremely high bonuses Wl'rc dokd out to 
executive" wbo behaved in dt·slr;..ble ,vays. c.~. in 
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the form of stock options) which in mrn indtcd 
executives to keep the stork price up at any cost 
(L3rJncr, 2002). Annual bonuses were as b1gh 3S 
$1 million for tnders, and for t>xeumve~ they 
werL' cv-:n hiµh<.'r). Enron ck:vt'lopcd :l reputation 
fot both internal and ext~rnai r~lthkssncss where 
employees arrempted to crush any comp<-tition 
and was considtrt'd extrc"mely aggrc~sive for a 
non-inve:.tment bank (McClean ct aL 2001 }. 
Additio11.11ly, the executives at Enron pbyc<l 
favorites, invitmg top performers ~o spend 
wes?kend v;1catinn.,; with the exerutive staff The 
bcsr workers (determined rhrough <lay-to-day 
bottom hne results) rect:tV,'.d ,:,taggering irn:entive, 
and exorbitant bonuses. On..: example of this was 
Car DJy, On this day, an array of lavish sports 
cars ,1rrived for tht' most mcces.;;;ful employee~ 
(Broughton, 2002). 

Retention bonuses. thar wer,: paid shortly 
before the company dedarl.:'d bankruptcy to 
ab,mt 500 executives ranged in value from Sl.000 
to $5 milHon (possibly as a n:watd for help with 
setting up the prohlcm.1tic financial parrnrrships 
thac led ro rhe company1s downfall). Overa1L 
Enron's tC\vard sys.rem rewarded individu~1ls who 
embraced Enron's aggressive. individualisric 
cnlture: and were based on short-term profits Jnd 
financial m<'as.urcs. 

C'rit<:tia o( selt'.aicm and disuwsal (iwu., lcculer.1 hfrc 
1.111d J!rt t'mpfoyces) 

St:hcin's (1985) fast n~echanism by which d ;eader 
shapes a corporate culture, dr.·scnbes hmv a 
kadfr's decisions about whom to recruit or 
disn1i:;s signals a leader's valtH:'.'.~ to all of his 
employees. The selection of ntwcorners ro au 
organization is a powerful \.Vay of how a leader 
reinforces culture. Leaders often unconsciously 
look for individuals who arc l'.irnlfo.r to current 
organ.iz:uional members in terms of values and 
assumptions. Some- companies- hir1; individu,tls on 
the recommendation ofa current employee. This 
tend~ to perpetuate the culture bec.1usc- the 
nc\v employees typica1ly hold -;imilar values. 
Promotion-from••Within poiicit'-" als.o serve to 
n'inforcc organ.izational culture. 

Ken Lay placed an imn1cdiat<; fi.1eus on hiring 

the best and smartest pcopk, those who vvould. 
thrive in a competitive envfromnent. Skillinµ 
shared L1y's philosophy. Skilling hired only h·y·· 
league ~raduates with a hunger frn money that 
marched hi'.>. H~ hired pc-upk who considered 
du.-mst'lve~ the hcsr and th.: bri.ghtl31't and ,vcrc 
out to forw~ud their D\Vn cau:'ic.~. St:rnforJ and 
Harvard g:r,1duatcs, who would b,1vc orhcn.vht' 
worked on WJll St~ee-t. these people were p,1id 
WL'll to \\'Ork in T(.'X.lS and to build the E11ro1~ 
culture. ·rhcir :·c\vani for giving up 1he <1Uor~' of 
Silicon Valley ,u:d W.111 ~rreet \vc,:,, a lHgh sabry 

Jnd a Luge bonm opportunity 
Skilling perpettured a focw, rn1 ,;hort-term 

rransactlonal endeavors from rhL· "V(T\' bcgi1:mn~ 
hy hiring 1..·mployccs rhJt embodied the bd1cfi; 
that he wa:. trying rn irntill: aggrcssiven.:,~. grt;>ed, 
a wiH ro ,-.·in ,tt ,ill cmts, ;ind ;i.n Jpprcci<1tio11 
for circumveminµ: the rnks. Tht.~ w;)s; rhe QlllC 

culture of grer.·d thar brought tunnuil t1..i s~-1lo;11011 
Brothen, 1.m \V,dl Street in th1..· early 1990,. 
Divorce rates among senior txcnttives we:-(.' sky­
mckctmg as wdL Inmrnt gratifica~ion, both pcr­
mn;illy and profo!.sionally, wa~ part of rl1r Enron 
culru:·e .rnd t;kilJing did c\·cryrhing he could to 

surround hini,;elf with individu,1h who h..id 
similar v;1Jues and assumption." :md fitted inro thl' 
Enron cuJrm,.c. 

Th1..~ way a t:ompany fire, an cmploye.:: ~rnd the 
ration.ale behind the firicg also c0111munic:arc~ the 
culture. Some comp;1nics dc,11 with poor ycr­
forrncrs by trying tc find them a pl:tcc wit!Jin 
the mgauiz~tion where they c.m perform better 
and make a contrihutinn. Other comp,mics 
seem to opcrarc undt~r rht' philo~ophy d1;1t rho-:e 
who cannot perform arc out q:nckly (')ints :md 
Brinkmann, 2002). 

Enron carrit~d otlt Jn ,wn-ual "r,mk and y:mk'' 
policy where the botto1n fifteen to twenty 
percent of producers were- let go or fired after a 
formal evalu,1tion process each -yc-ar Associ:1tc\ 
graded their peers. which ctuscd ,1 grc,H ,1mount 
of distrusr auJ par<mo)J among- em~1loyc1-::1-. 
Enron':- emp~nyee reviews Jdded to the cnmpe­
tition by reviewing job perform::mci: in ;:i pubJic 
fllrum and sending the- bottom 5% to the r~de­
ploymcnt office - dubb~~d the ''otfo.:c of ~h,m1c" 
(Frey and Rosin, What hcrt<'r w:ty to 
devdop .1 distrmtfol work environment th.rn to 
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pit cmplnyccs ::igainst one ,mother and as Larry 
Bos'jidy, forrner CEO of Aliit:'d Signal rect'ntly 
notL·d ''forced ranking pronwti"Sa bad employee 
morale" (2U02), a win-at-all costs mentality, and 
.1 wilhngness to cros~ the ethical line (Wolfe, 
1988; Sims and Brinkman) 2002). 

The occurrence- and handling of intcrnaJ 
whistle-blowmg Jho tell" a lot about a corpo­
r;ite cultun:\ At Enron, employees who cried rn 
blow the whistle wcrL' puni,hcd, i.:,g. by career 
setbacks and hostility (cf. e.g. nor lc,t,;t the enron­
g:.te website). The most well-known \Vhistle­
bltJ;.ver, Sherron Watkins, recounted how 11l'r 
ft':ns ahout being fired for ;;peaking out ied her 
to reach out to Ken l~ay rhrongh anonymous 
w.1rnings. She even publicly st:::ited that Andrew 
Fastow tried to h;ive her fired once he found om 
that she was the author of rhc anonymom, mC'mo 
to Lay (Hamburger, 20()~). Watkins. reported 
that her compurer ,v:i~ confiscated anJ she w,1s 
1HOVt'd to another offict' after she submitted her 
letter to Kenneth Lay, Another employee, Jeff 
McMahon, also spoke up agaimt the. conflicts of 
interest _;,.:en in the off book partnerships. A~ a 
reward for his acrion.s, he was rcassi~rn:d to a new 
JOb. 

On rhe other hand, tho::;e who clm:ed their 
eyes to the wrung doings were rewarded, Or with 
the words of a former Enron employee: "It was 
very {_'lear \Vlut the measures w1.:rc and how you 
got prornott~d at· Enron. That absolutely drives 
behavior . . getting the deal was p,uarnonnt at 
El"!ron1

' (Hansell, 2002). A Houston headhunter 
described the freedom given hy Skillmg \vhe:~ he 
was Enron\; CEO to loyal employees mctaphor­
icaHy: ''Once you t;ained Jeff\ trust, rh\~ leash 
becnne re:1Uy long·• (Zellner, 2002). 

The selection and rewards system was consis­
tent with the culture <H Enron. h promoteJ 
greed, sclfislrnc,s, ,md j('"rtlomy within th,~ 
organization, Enron's executives selected those 
c-mp1oyees who shared theic aggres'>ive, win-.at­
a1J .. costs mcmaliry. Their short-term view may 
have ptevemed them from sec'ing; wh;it the long­
term costs of this kind of personality could be 
on the organization as a whok. 

Fina) comtnents and suggestions for 
future work 

Tht· story nf Enron \Otmds smart ;md ~tupid ~lt 

the same tirnc'. Deeply defective kadn·diip fro111 
L:iy :md Skilling pbycd :1 .sigmficmt role 111 

L·r<ating tht· company\ culture th,H lt'd tn it\ 

undoing, and we may iwvt•r knnw whe~hcr it wa:s 
hubris, greed, p:-ycholog:ic1l :.hock ur J'-'~: plain 
~tupidity th:1t led rhem tu hch,1Yc in the \V,1y they 
did (Eavis, 2001). ''Comequcnct~s ofuucrhica1 or 
illegal ,iction, arc not U'iu,1lly realized unt11 much 
bter th:111 when rhc act is nmunitretl" (Sim~. 
2000). 

Enron's home of cards coll,1p~cd a\ a :-1..·,;ult l)( 

internctmg decision proCL'\!-C'>. Th~' culrurc .it 

Enron err,ded Lit:le by little, by the tre~p.1~:-ing 
of ethical boundarle:-, allowing mor'.' ~Hid mor..: 
questionable beh:.ivmr tn dip thmngh the crarb. 
This deterioration did tlot go entirely unnoticed. 
Individual employees at Enron, Juditon .1~ 

Anden,on and even s,omc a1uly::.t'.I. wlrn watd1 the 
fina11ciJ.l markets, noticed aspect~ about tlw 
Enron :;;itu,1tlon t!ut did not sc-:m right. long 
before the public bcc;nnc :;.ware of Enron\ tr:::in:-­
gressions. Tht-·rt \v:;rc \Vhistlc-blowcr, hut dH' 
Enror: lead(!n; did not Ji,_tc:n. 

\\ 1hat cxist~d in Enron's n1lturL' rh,1t kept indi­
vidual employees. fn.Hll expo'>ing the o:\·cutin' 
wrnn~docn? And wh.1t :1.bom the Enron w;,y 
permitted the c:.;;;-cutivcs to bch.wc tht' \V,lV th.it 
they did? Enron's culmn· 1~ ;:i g()(\d cx.m1pk of 
groupthink (er'. cg. Janis. t 989: Moorchc1d, 
1986) whcrt· individual\ K·t'i ,;xtreme pres\un.: not 
ro f·xprc:-.s ,lllY real strong arguments .1g-,Hn:>t .wy 
co-worker-,' ,1ctions. Althottg:h vcn· i11div1dual­
iHic, the culmn: at Enron w,1s ,n the same tmw 
confonnisr, or -.p.mting G:enn D1ckson, a former 
Enron Ri.,k 7v1an.1gL~r: "The pn::smrc w,1s - yrn1 

just Jidu't have .i chmcc but to ;.ipprove rhc dc.1h 
once everybody had their heart set on that deal 
closmg" (ABC News, 2002). Emrloye6 \l:i;re 

loyal in an ambignou\ sense o( rhc t<.:rm, i,l'., 

they \-vantt:d to be !.een as p,.rt o( the 'it:Jr team 
and to parLtkc in the benefits thdr rhc1t honor 
cntaih~d. Sonw former Enrun employel'S com­
mentt"d that: "loy,1lry requi rC'd ,l 'iort of group­
think. You had to 'kcC'p drinki::g the Enron 
Water' ." (Srephens anJ Behr, 200]). John 
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Abrial, a former midkvel manager ~lt Enron 
nored rh:H: "Enron's aggressive busrnes\ tactics 
"\\'ere embraced by the rank and file, .. even if 
(authors addition) . . many ~mpected it was a 
house of cards" (ABC News, 2002). Employees 
wne focused on the bottom line and "promoted 
short term solutions that were i1t1mediately finan­
cially sound despite the fact that they would 
canse problems for the organization as a whole 
... mies of ethical conduct were merely barriers 
to success" (Sims, 1992). 

Enron 's top executives set the tone for this 
culture. Pcrson,1\ ambirion :md greed seemed to 
overshadow much of their corporate and indi­
vidual lives. They strove to maximize their indi­
vidual wealth hy initiating and participating in 
scandalous behaviors. Enron 's culture created an 
atmosphere ripe for the unethical and illegal 
behavior that occurred. 

Two of the most important lessons to learn 
from the Enron culrun~ history is that had top 
management morality can be a sufficient condi­
tion for creating ~1 self-destructive ethical climate 
and that a well-fille<l CSR and husines~ ethics 
toolbox can neither stop nor compensate for such 
processes. 3 

Enron'.s new CEO, turnaround-specialisr 
Stephen Cooper could use (or should one rather 
say needs to use) the same five lea<ler' influence 
mechanisms (Schein, 1985) used above for a 
turnaround ofEnton's culture and ~thical climate: 

Attention - Cooper needs to focus attention 
on improving the moral climate of the org,mi­
zation hy looking at the long-term implications 
of employee's actions instead of only the mmt 
recent botrom line profits. 

Reaction to Crises - Cooper should swiftly 
react to the crisis facing the company by com­
plying with authorities and firing ethical wrong­
doers. The company must stop the lying, 
covering np ethical and legal tr:rnsgrt'ssions, and 
trying to prescrv~ those ethical wrongdoers at 
any cosr. 

Role Modeling - Cooper must convey the 
image of the moral manager (Trevino et al., 
2002). He mnst set the example of honesty an<l 
integrity for the rest of the organization. 

Allocation of RewarJ~ - Using rewar<ls and 
discipline effectively may be the most powerful 

way for Cno~wr to send signals Jbout desirable 
and undesirable conduct. Th;1t meam rewardin~ 
chose who ,1ccomplish their goals by behaving 
in ways that ,Ire consistent with stated v,1lue~ ,rnd 
it must be asrnmed that ~1 bck of commitment 
to ethical principles ,vill ensure that employees 
will not be promoted. 

Criteria for Selection and Dismissal - Cooper 
must bring employees into Enron who are com­
rnl(ted to ethic.11 principles ,rnd mbn our ,1\1 old 
employees connected to ethical misconduct. The 
company must h.ivc clear policies 011 the critni:1 
for selection ;rnd dismiss,11 th:n employee, u11Lkr­
stand. 

In other v,rords, Enron's new CEO, Stephen 
Cooper, must take ,l proactive stance to promote 
an ethical climate and must he the C/1i1f 
Ethics Q[ficcr of the org,mizatil1n (Trevino ct al., 
2000), creacing ,1 strong ethics messJgc that 
gets employees' attention and influences their 
thou~hts and behaviors. Exccuti\'c comminnent 
to eth1cal behavior is an important way of sus­
taining an ethical organizational culrnrc (\Vc.1wr 
ct al., 1999). Cooper mmt find war to f\xus the 
organi7,:Hion's artcntion on ethics ;rnd \\1lues Jnd 

to infuse the organization with principles th,1t 
'\.-vill guide the actions of :11! employee~. New (:rnd 
first of all credible) values could be the µ-Jue that 
holds thing\ together at Enron, and these \'alues 
musr be communicated (by deuh) from the top 
of the organization. Employees must understa11d 
thar any single employee who operates outside of 
thl' organizational value system Gill cos( the org,1-
nization dearly in legal fees and c~u1 have ,l 

trcmcndom, ,~omctirnes irreversible imp,1ct on the 
organization's image and cultt1rc. Emplovccs must 
(rust thar whistlehlowcrs will he protected. that 
procedure~ used to invcstigarc crhical problem~ 
will he fair, and that manJgenit'nt will take action 
to solve problems that arc uncovncd 

Our skeptical view regarding any compen­
satory use of the CSR ~rnd business ethics 
roolbox (i.e. as long as morallv disputabk k:1d­
ership neatt'S a bad monl climate) does not 
imply any r,1dic1\ rejection of CSR and ethic; 
tools as such (Schein would have called such tools 
"secondary articulation and rci11forccn1cnr 111cch­
anisms", such as "organizational systems ,md prn­
ceJnres'' anJ •'fiHmal st,1tements of organintio11al 
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philosophy, cr~eds and charu~n•·. sec Schein, 
1985, pp. 237-242). Once mols arc undcrnood 
as (''secon<lary") catalysts for ("prirn;uy'') lead­
ership influ .. ·nce, it ls mon' fruitful to ~v,k for con~ 
d1t1ons und.:.-r whlcb ::dw.:Jl tuo\S such as code:. 
co-.tld fr1rdwr and reinforce;. given orgamzation's. 
ethiral climate (cf. Brinknunn and Im~, 2003, 
esp. t,1bk #3) and how Sthcm's five mcch,n1istns 
co!l!d be l)perationalized in term11, of available 
toolL 

In our iutroducnon Wt' n1::-mionid briefly 
Enron\ image of fw-ing an <tXC("lJem corpor:nt' 
drizen, with all the- cotpor,1tc soci;d resporn1hiliry 
(CSR) ,,nd hminess ethics tools and ,;urn, 
symhols in plc1ce. It wa:- suggested thJ:: this was 
a key aspect or dimension of rhi,;: Enron case, as 
.1 case of deceiving corpor;tte dtlz:enship and of 
surface or focade l'thics (which alsD h::is con­
t:riburcd to the creation of a new \.Vord, I':nron 

Erl1ii:s). As. a.n aLJdemic field we. owe rh,: general 
puhlic and rhc business public a thorough doc­
umeruation, anal·ysis and d1s.cus,;ion of how Enron 
and other companies with ~• similar record J.nd 
reputation could "instrmnt'ntaHze" {and thus dis­
credit) ethics ,rnd CSR for mere focadi.:: purposes. 

It has al~o lwcn mentioned that mch a focus 
deserve~ and requires a paper on its O\.vn, at least_ 
As an open end to this papt~r WL' .~hould like rn 
draft briefly a typology with moral culrure types 
and transition.:. which :;uch a papc:r could aJdre,;;s-. 
as a prolnngari01i of the prc-se-ut paper Jnd as a 
hridge-building towards ,1 more sdf-uitiral 
busiue;.,; ethics business and husin('SS ethics di:-ci­
pline, The typology 11, made up of two di.meH­
siom, t·thicalnes., of an orgtrni:zation culture- o:­
what has been calh•d cth1co1l ot morJl climatL', 
and presence of business ethic:il tools or artifocts, 
sucb as ethir,:s ofliccrs, codes of ethics. value stare-

ml'.nts and th:: like, If ,)nc- for practical p'..:rposcs 
dis.tinguishes di(hotomomly bctwc:-cn Io,,,v ;t1id 

]ugh cni: end'> up \vlth J four-fold ubk ,1s sho\-vn 
in T:.hle l ~ 

As rncntioncd above, Enron !ooh :n fir:.t s:g:H 
like "type I"', )imibt to ,,-'11:;t Kohl her~ 111ight 
h,we called moral "pre-Z'.om'cntio::ah~rn", lihx ;l 

classical busrncss cthiu CJ\c, with a typici! 
mix of "amorality'' ,rnd "immor:dity" (cf. for 
the discim:tiu;; C:trroll .1.nd ;Vlvc:b, l 99'))_ f1.,i· 

hcadlim·-journahsm .:rnd public opinion Emo:: 
and \Vorid,com <lrt'" <;1mply b:1,1 ,uid rot1e11, one 

just didn"t know before it w,1;; mo l.itc. and rhij 

shows once mor;: :m urgi;:nr Jh:cd for own· leg­
islation ,md eth1c~. Our thcsi, is that Emon (ar:d 
prnb,1hly quit(' a nu!nhct of oti1vr co;np;111it'S 

waiting to be di..,tovercd) is an .tt le;l';t a, good 
illmrration of "rypc II", of windo\\'·•dn·ssing 
erhks, \virh talku~g insre:id of walking_ (.'thic.s:. ~1s 
rhetoric. \X/hilc "type Il '' looks rnoderu or .it 

lea~t fashil1nabk. '·type [II" loob like rhc o!d­
fashioued type of moral ht1:--lncs;;, from rhc J;iyi.; 

before- the disnplith.'S of bw,inc~s ethin, CSR, 
tnarkermg and public rdatwn.; wcr,:,• rnventcd, 
with collt.~ctive moral ccinst'icnn: (borr(,wing E. 
Durkhcun'~ term) as comtstcw label ,H1J colltcm, 
perhaps ,Hldition<.1lly communicatmg n10r;_ll lium­
blen~~ss. \Vith ,1 touch ofBriti~h undn~r;iri..·mcnL 
Tht' final ''type IV•· tcfrr~ t(, ;1. rnor.11 rolc-1110del 
husine'.-S i.:ulwrc in :he a~:· of :1urketing ,n:d 
pubhc r .. ~lations, ,vlrh -..,v;1lking the talk, with 
showing ,,nd confessing opt·nly ih coih:nivt" 
moral corn,,:i,;:m:e (c:;U tt !-df-n::a,,uran;.:c, or mon· 
U,S,-:ayle .,,df-m~irkctiug, to put it :>tcreocypi­
c1l!y) In other \Yord:., .1 fJt.,rc p,1p::r ::-'.,odd pri­
nuri1y deal with a dorumcnet;ion .1nd niri..:i:.1:1 
of "v,:indow-dre%ing ethic~", of how tu funhn 
proce~si::s towards colkctivc moral comcicncc, 

TABLE I 

Pn:S<.'nn: and marketing 
of bu~iness ethical tools 

High 
Low 

Typology of moral cttltun: types and transitions 

Ethicalness o[ a given organization culture 

Low 

II: Window-Dressing Ethks 
I: Moral Preconventionalism 

(Without Di~guise) 

High 

IV: Moral Ro\e.•Modcling 
III: Collective Moral Conscience 
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with m.ore or les~ markering of the good 
txampleA, and of how to prevent Jegener.1tio11 
towards "wmdow-dre.-;sing; ethics". We ofrcn 

wonder if \Ve would prefer honest amorJ.lity Jtd 
immoralJty to dishonest morality. Hut still, we 
choosi.'.'. to read the paper title of Tonge et aL 
(1003) optimi~tically: ''Th(: Enron story: you 
can fool s.ome of rhe: p.:-oplc some of the 
riffle . 

Notes 

1 Cf. m adJmon rht· Enron••srnry books for sale 
;,;; of today by Amazon, ,ee bookhttp:i/wv.·w.amazon. 
com/ t'Xt'Li obi dos/ ASlN/047 I 265 748/millerrisbdv-
20i 002-388710 3-5927 230. 
2 For exampli,:. Ei:n.,n had pronmed cmc World 
M.1rkcb thi: rr.i:onty or the profits from Prnjcct 
Bt:lvebeJ.rc for ten years, or in the event nf failure 
Enron would be obht,.171H~d to rcp,1y CIBC its er:rin: 
$115.2 rnillio11 illVl'.~tnH.\nt. Nn( only did Enron hnol 
the t:arnings prematurely, but n \'VJS also forced to 
repay CIBC its full investment. 
·1 for a draft of po:.sible ''htt•nt. n,:-garive fo11nions'' 
of erhic,tl code:; cf. Brinkm,inn and Jrm, 2003, esp. 
uble #2. 
t ThMtk-. h) colkagut· Kr:~1c Jn:s from the :'siorwcgian 
School of Businc~-. Adminhtration fru :a discussion 
J.bouc this t; pology. 
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