
 -1-

Manage Your Culture – Or Be Managed By It 
Willie Pietersen  

 

THE AWESOME POWER OF CULTURE  

As t ime passes ,  the words associated wi th major  events and impor tant i ssues 

often devolve into a k ind of  shor thand. Mention the Internet bubble , for  example, or  

September 11 , and you wi l l  inevi tably conjure up a set of  images and assumptions . 

Those assumptions are usual ly widely shared –  they are what we have come to te l l  

ourse lves i s  the meaning of  the event—and they become increas ingly unexamined 

as the event they’re associated wi th recedes into the past .  And they are , as of ten as 

not , wrong.   

 

So i t  i s  wi th Enron.  I t  i s  now almost three years  s ince the scandal  f i r s t  erupted. Over 

that t ime, mi l l ions of  words have been wr i t ten, thousands of  speeches given. The 

meaning of  Enron has  calc i f ied into a handfu l  of  images and assumptions : the 

debacle was the product of  rogue executives run amok; of  a dai sy-chain of  cronyi sm 

l ink ing Wal l  S t reet ,  audi tors ,  and Corporate Amer ica; of  a board that fai led in i ts  

over s ight dut ies ;  of  an account ing sys tem r ipe for ,  and even geared for ,  abuse. In  

other  words , Enron was created by a set of  problems we can f i x  f rom wi thout, by 

reforming, legi s lat ing and regulat ing everyth ing f rom corporate governance to 

f inancial  repor t ing.  

 

Much of  that may wel l  be true,  but i t  a lso misses the point .  The main  causes  of  

Enron’s  col lapse –  and of  most of  the corporate implos ions of  the las t  couple of  

years  –  were not external ,  and cannot be addressed by more pol ic ing, s t ronger ru les  

or  heavier  puni shments .  The real  fai lure at Enron and i t s  i lk  was a fai lu re of  internal  

leadersh ip –  a fai lure to establ i sh , pract ice, measure and reward the r ight values . I n  

other  words , the leaders  of  Enron fai led to create the r ight  cul ture .  And the real  

message of  the past year’s  debacles –  one that corporate leaders  ignore at thei r  
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per i l  - -   i s  that cul ture i s  probably the s ingle greatest determinant of  a company’s 

success  or  fai lure . Get the cul ture wrong, and i t  doesn’t  matter  what e lse you get 

r ight .  

 

The shaping and management of  cul ture i s  an essent ial  task for  leaders .  

Unfortunately , that’s  a not ion many hard-nosed managers  s t i l l  f ind di f f icul t  to 

accept. Al l  too often,  they di smi ss  cul ture as “sof t  s tuf f ,”  and feel  more at home wi th 

the “hard s tuf f” –  sales  repor ts ,  organizat ional  char ts ,  product speci f icat ions and the 

l i ke. Cu lture may be soft ,  but so i s  water .  L i ke the re lent less  eros ion of  a s t ream, the 

so-cal led sof t  s tuf f  of  culture i s  more l i ke ly to undermine your  s t rategy than hard s tuf f  

i s .  And as I BM’s  Lou Gerstner  has pointed out,  the sof t  s tuf f  i s  rea l ly  the hard part of  

management.   “F ix ing the cul ture i s  the most cr i t ical  –  and most di f f icu l t  –  par t  of  a 

corporate transformation,” he said. Fai l  to manage your  cul ture , and your  cul ture 

wi l l  end up managing you.  

  

ENRON AND IBM    

  That unforgiving real i ty  i s  one of  the crucial  lessons of  Enron.  From a st rategic 

standpoint ,  the leaders of  Enron almost got  i t  r ight .  I n i t ia l ly  created by the 1985 

merger of  two regulated gas-pipe l ine companies , Enron was a middl ing, lack lus ter  

company mi red in a h idebound industry on the br ink of  a brutal  consol idat ion. But 

under  i ts  new leadership, the company worked a s tar t l ing t ransformation.   

One of  the i ronies of  Enron, in  fact , i s  that i t  did many of  the th ings  that 

legions of  management th inkers  have advocated in a b l i zzard of  ar t ic les and books 

s ince the 1980s . I t  began wi th a new strategy based on out-of- the-box th ink ing and 

ins ightfu l  analys i s  of  broad industry t rends . As  the government was moving in the 

1990s to deregulate, f i r s t ,  natural  gas ,  and later  e lectr ic i ty markets ,  Enron was 

determined to make i t se l f  over  to  dominate these new, growing markets .  I nstead of  

pushing gas through pipel ines , i t  wou ld become a sor t  of  f inancial -services f i rm, 

special i z ing in t rading energy commodi t ies .  In  1990, some 80% of  Enron’s revenues 

came f rom i t s  regulated gas-pipe l ine bus iness .  By 2000,  95% of  i t s  revenues and more 
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than 80% of  i t s  operat ing prof i ts  came f rom the divi s ion that encompassed i ts  energy 

trading bus iness  and EnronOnl ine, i t s  web-based commodity- t rading portal .       

There i s  l i t t le  to quibble wi th in  Enron’s in i t ia l  s t rategic sh i f t .  Nor  were the 

cultura l  changes that Enron avowedly  pursued in suppor t of  i t s  new strategic goals  

unwor thy ones . I t  a imed to create a fast-moving, innovat ive organizat ion out  of  a 

s luggi sh and bureaucrat ic one. I t  became r i sk-tak ing and entrepreneur ial .  I t  remade 

i tse l f  f rom an asset-based to a knowledge-based competi tor .  I t  adopted a global  

out look .  And sure ly ,  the lesson to be drawn f rom Enron and i ts  i lk  i s  not that 

Corporate Amer ica needs to become more r i sk-aver se , insu lar  and complacent .  

In  pract ice,  however , the cul tural  makeover Enron’s  leaders  attempted in 

support  of  thei r  new strategy was fundamental ly f lawed. They fai led at the centra l  

task of  leadersh ip –  the creat ion, maintenance, and dai ly embodiment of  the r ight 

culture . Far  f rom bols ter ing Enron’s  s t rategy to become “The Wor ld’s  Leading 

Company,” they unleashed a runaway cu l ture of  individual  corrupt ion and venal i ty 

that turned i t  into the wor ld’s  biggest bankrupt .  

For tunate ly , recent bus iness  h i s tory  al so of fer s  an example of  how a successfu l  

cu ltura l  t ransformation can l i teral ly save a company.  The IBM that Gerstner  jo ined in 

1993 was,  l i ke Enron, s luggi sh , caut ious , conservat ive –  and s lowly s t rangl ing. And 

l i ke Enron’s leaders ,  Gerstner  had a s t rategic vi s ion for  the company: I t  would f ight 

the cr i t ical  chal lenge of  the personal  computer  revolut ion by playing to i t s  s t rengths , 

del iver ing integrated information- technology solu t ions to i ts  customers .   

And again l i ke the leaders  of  Enron, Gers tner  also quick ly recognized that 

I BM’s cul ture –  which had grown inward- looking and out of  touch wi th the 

marketp lace – posed a ser ious  roadblock to h i s  s t rategy. Gers tner  descr ibed the 

new cul ture he wanted to create at I BM as one of  “ res t less  se l f - renewal .” He knew 

that an entrenched organizat ion l i ke I BM would be h ighly re luctant to change, and 

he al so unders tood that there was only one way to get i t  to do so. He would have to 

lead the f ight f rom the f ront ranks , l i ke a general  heading a charge. “ I f  the CEO i sn’ t  
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l iv ing and preaching the culture and i sn’ t  do ing i t  cons i s tent ly ,  then i t  just  doesn’t  

happen,” he had said in  the 1980s , when he was CEO of  Amer ican Express .  

Enron of f ic ia l ly  went  bel ly -up jus t  a l i t t le more than a year  ago,  the vict im of  

a cancerous cul ture run out of  contro l .  And Gers tner  has recently ret i red in t r iumph 

f rom IBM, having probably saved the company wi th a profound cul tural  

t ransformation. Thei r  sharply di f ferent s tor ies,  along wi th many of  the other  

tumultuous recent events in  U .S .  bus iness ,  have some new and important  th ings to 

te l l  corporate leaders  about the awesome power of  cul ture and i t s  cr i t ical  ro le in  

the l i fe and death of  corporat ions .   

    

WHAT IS CORPORATE CULTURE?  

L ike societ ies,  smal ler  uni ts  of  human organizat ion have thei r  own cultures .  

Over  t ime, any organizat ion tends to develop shared assumptions and values that  

deeply inf luence i t s  members’  behavior .  The behaviors  that def ine a corporate 

cul ture per s i s t  because they are rewarded, whi le behaviors  that run counter  to the 

cul ture are  penal i zed.  Corporate cul ture i s  a way of  answer ing such quest ions as : 

“How do decis ions get  made here?” “How i s  information shared among our  people?” 

“Which resu l t s  are most important to us?” “What k ind of  behavior  tends to earn 

rai ses  and promotions?”  I n  short ,  a company’s  cul ture def ines “ the way we do 

th ings around here.”   

A company’s  cul ture , then, i s  a method for  so lv ing i ts  internal  and external  

problems. Those problems wi l l  inevi tably change over  t ime, and as the complex of  

problems and chal lenges faced by a company sh i f t s ,  the company’s  game plan for  

address ing those problems and chal lenges  –  i ts  s t rategy –  should al so sh i f t .  And as i t s  

s t rategy changes, so , usual ly ,  shou ld i ts  cu l tu re.  

Talk  of  cul tural  change often troubles people who confuse values  wi th eth ics .  

Values include eth ics ,  but are not l imi ted to them. And let me be clear .  There are 

certain moral  pr inciples that should never  change, such as honesty,  integr i ty ,  

fai rness ,  social  respons ibi l i ty ,  and respect for  other s .   They are not at i ssue here.   On 

a di f ferent level ,  there  are other  behaviors  that are valued  but that are not 
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immutable pr inciples .  These values are much more t ight ly t ied to the success  of  a 

st rategy, and must  change i f  a company i s  going to adapt successfu l ly  to the 

changes in  i ts  envi ronment.  

The envi ronment i s  sh i f t ing in s imi lar  ways for  many companies : Thei r  markets ,  

sourc ing and competi t ion are becoming global ;  thei r  t radi t ional  industry boundar ies 

are di sappear ing; thei r  bus inesses are being deregulated; and the Internet i s  

empower ing thei r  buyers  and squeez ing thei r  margins .  I n  response,  many f i rms are 

seeking to dr ive s imi lar  changes in  thei r  cul tu ral  va lues - -  changes l i ke these: 

 

•  From conservat ive to r i sk- tak ing and exper imental  

•  From consensus-dr iven to individual ly accountable 

•  From eff ic ient to  innovative 

•  From product-focused to customer-focused 

•  From puni sh ing mis takes to tolerat ing mi stakes 

 

These are cul tural  values that do not invo lve i ssues of  mora l i ty .   And they 

have enormous power to determine the success  or  fai lure of  a company’s  s t rategy. 

Interest ingly , many of  them are a lso the changes that Enron sought to enact.  

To thr ive in  i ts  new deregulated envi ronment,  Enron CEO Ken Lay knew, the company 

would have to t ransform i ts  sc lerot ic , s low-moving, and cautious culture . Jus t  as he 

bel ieved that Enron would prosper  by creat ing new markets ,  he be l ieved that the 

f ree market should serve as a model for  Enron’s internal  s t ructure . That’s  a pretty fai r  

express ion of  the al ignment of  cul ture wi th s t rategy. 

S imi lar ly ,  I BM was being buffeted by changes in  i ts  envi ronment in  the 1980s.  

Rapid advances in  semiconductor  technology were drawing i ts  customers  away f rom 

IBM-sty le mainf rame computer s ,  or  “big i ron ,” and into the so-cal led cl ient/server  

wor ld ru led by PCs. By 1993, when Gers tner  jo ined the company, the core mainf rame 

bus iness was co l laps ing. Af ter  earn ing a record $5 .9 bi l l ion in  1990, B ig B lue had los t  

a s tunning total  of  $7 .8  bi l l ion in  1991 and 1992. I ts  rapidly decl in ing mainf rame sales 
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weren’t being replaced by c l ient/server  revenues ; the company was hemorrhaging 

cash; and i ts  image in the eyes of  the publ ic,  i ts  customers ,  and i t s  lenders  was 

ser ious ly  tarn i shed. Gerstner  bel ieved that noth ing shor t  of  a fundamental  change in 

the company’s  bus iness  model  was requi red. And in h i s  v iew, there was no greater  

barr ier  to  h i s  plans than the r igid, complacent cul ture at I BM.   

As  both Ken Lay and Lou Gerstner  knew, thei r  organizat ions’ cul tures  had to 

change to f i t  thei r  new strategies . Managing that sor t  of  intent ional ,  di rected 

cul tura l  change i s  an extremely di f f icu l t  leadersh ip chal lenge.  And as Enron and IBM 

demonstrate in s t r i k ingly di f ferent ways , i t  i s  a lso a do-or-die miss ion for  top 

management. 

 

FOUR MYTHS ABOUT CORPORATE CULTURE  

Something l i ke 80% of  attempts to change corporate cul tures end in fai lu re 

(though not necessar i l y  so spectacular  a fai lure as Enron’s) .  But I  bel ieve we know 

why, and can therefore mater ial ly  improve the odds of  success .  The poor 

management of  cul ture usual ly  s tems f rom four  myths  –  fal se assumptions about 

culture that managers of ten bel ieve to be true.  Here they are . 

 

1 .  Culture i s  vague and myster ious . 

2 .  Culture and s trategy are separate and di s t inct th ings . 

3 .  Culture can’t be measured and rewarded. 

4 .  Our leaders’  ro le i s  to communicate what our  culture i s .  

 

Let’s  debunk these myths point by point .  

 

MYTH ONE:  CULTURE IS VAGUE AND MYSTERIOUS  

Some bus iness  leaders  hold the view that there i s  noth ing def in i te or  concrete 

about cul ture , that  i t  i s  therefore not manageable ,  and that i t ’ s  a waste of  t ime 

even to t ry .   Th i s  “no nonsense” school  of  th ink ing argues that success  comes f rom 

sett ing ambi t ious bus iness goals  and focus ing re lent less ly on measurable  outcomes, 

such as  cash f low and return on assets  or  s imply on the “bottom l ine.” 
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The tru th i s  that , far  f rom being vague and indef inable , cul ture expresses i tse l f  

through very speci f ic , observable everyday behaviors  that are every bi t  as tangible 

as cash f low and have just  as profound an ef fect on organizat ional  success .   Those 

who take th i s  macho, real-men-don’t-give-a-damn-about-cul ture approach are 

unconscious ly consent ing to become vict ims of  c i rcumstance.  Th i s  i s  a cop-out for  

ef fect ive leadersh ip. 

In  fact , cul ture i s  so  speci f ic and concrete that a faul ty one can s ink a company,  

as Ken Lay learned. Lay and h i s  protégé, Jeffery Sk i l l ing, c lear ly  understood some of  

the dynamics of  cul tural  change. To create a new way of  l i fe at  the company, they 

knew they had to change many of  the mechanisms that shaped corporate behavior  

at Enron,  including i t s  organizat ional  s t ructure and i ts  po l ic ies  for  recru i tment,  job 

t ransfer  and promotion –  and,  in  par t icu lar ,  i t s  sys tems of   measurement and reward.  

The two leaders took a sharp axe to Enron’s mul t i - layered, bureaucrat ic  

h ierarchy,  creat ing a re lat ively f lat organizat ion wi th on ly three formal layer s  

between the CEO and the lowest- leve l  worker .  They recru i ted the sharpest young 

minds f rom leading B- schools ,  competing for  ta lent wi th Wal l  S t reet and top 

consul t ing f i rms  to h i re some 250 MB As every year . Once they s igned on,  Enron’s 

young hotshots were given both extraordinary  lat i tude and the prospect of  

extraordinary rewards .  And as hard as Enron worked to h i re talent ,  i t  a lso created a 

Draconian system of  employee evaluat ion that quick ly forced many people back 

out the door . 

As  we shal l  see, the f ierce pressure of  th i s  per formance-review sys tem sent 

l ine managers  into a destruct ive dealmaking f renzy that u l t imately brought the 

company down. The important point here i s  that as Enron’s  cul ture went wrong, i t  

revealed i tse l f  in  speci f ic  and observable  behaviors .  These behaviors  mani fested 

themselves long before they undermined the company, and could have been 

corrected. Unfortunate ly , the review system also became a k ind of  ongoing, inhouse 

inqui s i t ion that turned Enron’s headquarter s  into a palace of  favor-cur ry ing 
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court iers .  Bad news was never passed along, di ssent never  voiced. No one, i t  seems, 

not iced that the pictures being painted at Enron had no clouds .   

From thei r  publ ic  remarks at the t ime, i t ’s  c lear  Lay and Sk i l l ing thought they 

were creat ing the cul tural  foundation of  the u l t imate New Economy Company. They 

certain ly  didn’t set out  to destroy thei r  company and reputat ions . But because they 

fai led to manage the t ransformation as an ongoing process ,  the company came to 

be managed, not by them, but by unwanted cultura l  behaviors  that sprang up and 

went unchecked.   

  

MYTH TWO:  CULTURE AND STRATEGY ARE SEPARATE AND DIST INCT THINGS  

Some managers bel ieve that cu lture and s trategy shou ld be kept separate,  

just  l i ke church and s tate .   Th i s  not ion i s  also  badly f lawed.  I t ’ s  of ten based on a 

bel ief  that  there’s  something sacrosanct about a company’s  cul ture, and that i t  

shouldn’t  be tainted by bus iness  cons iderat ions . Th i s  mindset t reats  cul ture as an end 

in i tse l f ,  rather  than as  a means to an end. But as we’ve al ready noted, corporate 

culture i s  a mechanism for  coping wi th  part icu lar  chal lenges . So the performance of  

a bus iness  organizat ion and the speci f ics  of  i ts  cul ture are interdependent.  

Th i s  i s  why try ing to def ine cul tural  values in  the abstract –  which some  

managers t ry  to do –  i s  a meaningless exerc i se. As  a s t rategy coach to corporat ions , 

I ’ve been amazed at how often I  get asked to help management teams def ine thei r  

va lues as  a prelude  to def in ing thei r  s t rategies . Th i s  i s  an invi tat ion I  a lways refuse, 

for  the s imple reason that i t  gets  the process back- to-f ront .   Companies should f i r s t  

def ine thei r  s t rategy.   Only  then wi l l  they be able  to def ine those values and the 

attendant behaviors  that wi l l  he lp them achieve success in  the pur su i t  of  that 

s t rategy.  The more clear ly and s imply they def ine thei r  s t rategy, the eas ier  i t  wi l l  be 

to descr ibe what those behaviors  need to be.   I n  other  words , f i r s t  be clear  on how 

you wi l l  win; then def ine the values  and behaviors  that wi l l  lead you to victory .   

Lou Gerstner  understood th i s  sequence in remaking IBM: s t rategy f i r s t ,  cu l ture 

second. Not that he didn’t immediately  recognize the daunting cul tural  woes at B ig 

B lue –  chief  among them, in  h i s  v iew, i ts  sharp separat ion in to internal ly competi t i ve 
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s i los  –   powerfu l  geographic uni ts  and power fu l  product div i s ions . I n h i s  memoi r  of  h i s  

t ime at I BM, “Who Says  E lephants Can’t  Dance?” ,  he notes jus t  how preposterous  

some of  th i s  had become. He was shocked, for  example, to  see IBM’s regional  of f ice 

for  Alabama and Miss i s s ippi  send i ts  own earn ings re lease to the media.  

Yet before he tackled IBM’s culture , Gers tner  f i r s t  made h i s  major  s t rategic 

decis ion.  When he ar r ived at the company, he inher i ted a plan, al ready wel l  

underway,  to break the company into a number of  operat ing companies , or  “Baby 

B lues .” Gers tner  re jected th i s  idea,  and formulated a st rategy that would ins tead 

turn I BM’s unr ival led s i ze and scope to competi t ive advantage. As  a former CEO of  

Amer ican Express  and a cl ient of  I BM, he bel ieved that large enterpr i se customers  

would increasingly demand top- to-bottom technology solu t ions . Who better  to 

provide them than IBM, wi th i t s  vast  resources  in  hardware, sof tware and services? 

Wi th th i s  deci s ion made, Gers tner  then moved rapidly to remake IBM’s  cu l ture 

in  al ignment wi th h i s  s t rategy. In  order  to of fe r  i ts  customers integrated solu t ions , I BM 

had to become an integrated company, and that meant declar ing war on the 

f iefdoms.  To help h im wage the batt le , he cal led for  5 ,000 volunteers ,  known as 

“Gers tner ’s  Guer i l las .” These proponents of  change, he wrote to the staf f ,  should be: 

  

Commit ted to the long-term success of  al l  IBM…Commitment  to  

your  career  and to your  bus iness  un i t  are not enough.  Zealous in   

mak ing th ings work for  the customer,  especia l ly  when the customer’s   

needs requi re the involvement  of  several  di f ferent  part s  of  IBM. Tur f   

barons and baronesses  need not  apply.  

 

Note how the cu l tural  behaviors  and att i tudes Gerstner  cal led for  were in 

di rect support  of  h i s  “ integrated solu t ions st rategy,”  in  that they replaced intramural  

competi t ion wi th cooperat ion. As  he to ld h i s  guer i l las ,  “We can’t  share knowledge, 

we can’t reach out to customers ,  i f  we cont inue to operate in s i los  ins ide IBM.  I f  

we’re going to share knowledge, i f  we’re going to increase our  speed, i f  we’re going 

to have a complete connection between our  customers  and us ,  we have to 

integrate ins ide of  I BM.  We’ve got to work as  a team.  We can’t be par t of  a 
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divi s ion or  a product ; we’ve got  to be part of  I BM – coming together ,  del i ver ing 

solu t ions .”   

As  both I BM and Enron demonstrate , i t  i s  not a s t rong cul ture per  se  that 

creates organizat ional  success .  The key i s  to create a s t rong and re levant  cul ture - -  

i .e . one that di rect ly promotes the s t rategic aims of  the bus iness  –  by measur ing and 

rewarding the r ight behaviors .  And that br ings us to Myth No.  3 .   

  

MYTH THREE:    CULTURE CAN’T  BE MEASURED AND REWARDED  

Th i s  myth i s  an extens ion of  the f i r s t  myth , that cu lture i s  something vague and 

myster ious , and that  i t  has a l i fe of  i t s  own. 

The f i r s t  th ing to understand i s  that the ex i s t ing cul ture in  an organizat ion i s  

al ready being measured and rewarded.  That’s  why i t  ex i s ts  in  the f i r s t  p lace.  As  we 

descr ibed ear l ier ,  indiv iduals  in  an organizat ion are constant ly being judged for  thei r  

compl iance wi th expected norms of  behavior .   I nappropr iate behavior  i s  

d i scouraged through sanct ions of  one k ind or  another ,  and des i red behaviors  are 

rewarded in var ious ways –  anyth ing f rom pay rai ses  and promotions to pats on the 

back.  

But i f  you are seeking to change a cul ture , i t ’ s  imperat i ve to decide on the 

new behaviors  you need, and then to measure and reward them. As the old saying 

goes ,  what gets measured gets done; what gets rewarded gets done repeatedly .   

The key i s  to be very speci f ic  about the desi red behaviors ,  and then very de l iberate 

about measur ing and rewarding those behaviors .  New York Ci ty ,  for  example, used 

to measure i t s  pol ice off icers  by how many ar rests  they made. Af ter  i ts  now-famous 

CompStat program sh i f ted the focus to measur ing cr ime and i ts  reduction –  and held 

local  commanders  accountable for  achieving resu l ts  –  the c i ty’s  cr ime rate dropped 

sharp ly .   

Enron, once again, of fers  a di sast rous counter-example. I ts  leaders inst i tu ted 

a sys tem of  measurement and rewards that encouraged indiv idual i sm and sel f -

enr ichment above a l l  e l se . I n  the “rank-and-yank” sys tem, each employee would 

receive a 360-degree- type evaluat ion every s i x  months by a f ive-member group, 
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including h i s  or  her  boss .  The boss  would then present the evaluat ion to the 20-

member Performance Review Committee, wh ich ranked the employees on a one-to-

f ive scale . The PRC was requi red to place 15% of  al l  the people i t  evaluated into the 

lowest category ; these staf fers  wou ld be eventual ly be “yanked” f rom Enron. At  the 

opposi te end of  the scale , managers in  the top 5% got bonuses that were two-thi rds 

h igher  than those that went to the next 30%. Those bonuses were determined by 

individual  and bus iness -uni t  performance, wi th no mention of  overal l  corporate 

resu l t s .  As   Lay said, “ An impor tant par t  of  our  corporate cul ture i s  individual i zed 

compensat ion in each of  our  bus iness act i v i t ies .” 

Sk i l l ing apparent ly bel ieved h i s  sys tem would fos ter  a cul ture of  hard-dr iv ing, 

non-pol i t ic i zed exce l lence at  Enron – in  ef fect, apply ing the Darwin ian forces of  the 

f ree market to i ts  internal  operat ions , jus t  as Lay had vowed. As  he to ld a repor ter ,  

“The performance evaluat ion was the most impor tant th ing for  forging a new 

strategy and cu l ture at Enron – i t  i s  the glue that holds the company together .”  

In  a way, he was r ight .  Hi s  sys tem of  measurement and reward did forge a 

new cul ture –  just  not the one he intended. Notwi ths tanding Enron’s  dut i fu l  values 

s tatement, which was fu l l  of  noble words l i ke integr i ty ,  respect, communication and 

excel lence, there was real ly a s ingle , overr iding pr ior i ty at the company: increas ing 

repor ted earn ings per  share and, in  turn , the stock pr ice. The achievement of  that 

pr ior i ty ,  by any means poss ible , was the only th ing Enron real ly measured and 

rewarded  –  wi th ter r ib le consequences.   

In  order  to survive the rank-and-yank process ,  and in order  to get thei r  mul t i -

mi l l ion-dol lar  bonuses , s taf fers  had to del iver  cons i stent ly bigger and more lucrat i ve 

deals ,  which management could then use to meet increas ingly opt imist ic  growth 

targets  and propel  Enron’s  s tock ever  upward. Enron valued those deals  us ing mark-

to-market  accounting,  in  which the value of  long-term trading transactions would be 

predicted based on complex models ,  and then booked as current revenue. Th i s  

accounting approach,  together  wi th the compensat ion sys tem’s  nar row focus on 

individual  or  bus iness-uni t  performance, as  opposed to corporate performance, 
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forced s taf fers  into ever  more exot ic, r i sk ier  t ransactions  –  ones that of fered l i t t le  or  

no benef i t  to Enron’s  customers ,  made l i t t le or  no economic sense, and did l i t t le or  

noth ing to bui ld Enron’s  long- term presence in i ts  markets .  T ransmi tted through 

Enron’s  systems of  measurement and reward,  the exc lus ive focus on earnings 

mutated each of  those cultura l  v i r tues Sk i l l ing aimed for  into i ts  evi l  twin : r i sk- tak ing 

became recklessness ;  entrepreneur ial i sm became i r respons ibi l i ty ;  excel lence 

became ar rogance and ruth lessness ;  individual  accountabi l i ty became cutthroat 

competi t ion . And u l t imate ly , the sys tem pushed executives over  the l ine into 

cr iminal i ty .  Enron got what i t  measured and rewarded. I ts  leadersh ip s imply  

measured and rewarded the wrong th ings .  

Contrast Enron’s  exper ience, once again , wi th that of  I BM. One of  Gers tner ’s  

f i r s t  s teps in  h i s  ef fort  to break down the company’s  network of  powerfu l  f iefdoms 

was to change the compensat ion system. He replaced an undi f ferent iated, large ly 

f i xed sys tem wi th a pay-for -performance approach of  var iable rewards . And where 

bonuses had been paid to executives based sole ly on the resu l ts  of  thei r  individual  

bus iness  uni t s ,  he now t ied much of  incent ive compensat ion to the performance of  

I BM as a whole .  In  fact, bonuses for  the h ighest- level  execut ives , inc luding those 

who ran the bus iness  uni ts ,  were based ent i re ly on companywide resu l ts .  One level  

down, 60% of  bonuses were now t ied to B ig B lue’s  overal l  performance.   

 

MYTH FOUR:   OUR LEADERS’  ROLE IS TO COMMUNICATE WHAT OUR CULTURE IS  

We f requently hear something l i ke th i s  f rom the leaders  of  companies in  the 

midst of  major  change: “Now that we’re s t r iv ing to become more agi le , innovative, 

and r i sk- tak ing, we need a plan to communicate the new cul ture to our  employees .” 

The company then launches f lur ry of  pep ra l l ies  and i ssues lofty va lues s tatements 

that f ind thei r  way onto plaques on wal l s  and p last ic i zed wal le t cards .  These are 

empty gestures that bui ld cynic i sm rather  than motivat ion. A company’s cu lture i s  

not a document.  I t ’s  a  way of  l i fe.   

I t ’s  t rue, of  course , that a leader  must conscious ly and del iberately t ransmi t  

the cul ture to employees .  And clear  communication i s  v i tal .   Employees cannot 
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perform un less  they know speci f ical ly  what i s  expected of  them.  But verbal  and 

wr i tten communication works  on ly i f  leaders  behave  the cul ture fai th fu l ly ,  v i s ib ly and 

s incerely .   I f  they behave the cul ture in  an exemplary way, they wi l l  set the 

expectat ions unambiguous ly .   I f  they don’t ,  i t  doesn’t  matter  what they say. The 

moment a leader ’s  words and deeds diverge, h i s  leadersh ip wi l l  fa i l .   As  Ralph Waldo 

Emerson put i t ,  “what you do speaks so loudly that I  cannot hear  what you say.” 

Enron’s eth ics code may have told employees that they were not to seek to 

enr ich themselves at the company’s  expense. But the senior  execut ives  who 

par t ic ipated in the of f -balance-sheet partner sh ips that u l t imately brought Enron 

down earned tens of  mi l l ions  f rom them, and thei r  f inancial  interests  in  the 

t ransactions were often in di rect opposi t ion to the company’s .  I s  i t  any wonder that  

Enron’s  actual  cu l ture was one of  f rant ic se l f -enr ichment?  

Let there be no mi stake: Leaders  can delegate many operat ional  th ings , but 

they cannot de legate thei r  respons ibi l i t ies  for  cul ture , which are an inseparable  part 

of  the way they lead. Th i s  was at the hear t of  Enron’s  fai lure of  leadersh ip.  I t  i s  c lear  

that , having put the machinery of  cul tura l  change in motion, Lay and Sk i l l ing then 

became oddly detached f rom the process  they began. Lay was a remote, “big-

picture” leader , one who focused on work ing the levers  of  government to create a 

pol i t ica l  and regulatory envi ronment favorable to Enron. And Sk i l l ing too evinced 

l i t t le  interes t in  day- to-day operat ions ; he delegated many management 

respons ibi l i t ies ,  and re l ied heavi ly on other  execut ives  for  detai l s  of  what the many 

divi s ions of  the company were up to.  

 

CONCLUSION  

Corporate Amer ica now faces a cr i s i s  of  conf idence brought on by a pattern 

of  misbehaviors  at company af ter  company.  The quest ion for  leaders i s  what we 

have learned f rom th i s  cr i s i s .   

The common thread in many of  these corporate implos ions i s  a cul ture that 

somehow went awry.  As Gerstner  wr i tes ,  “ I  came to see, in  my t ime at I BM, that 

cul ture i sn’ t  jus t  one aspect of  the game – i t  i s  the game.” Cul ture i s  an enormous ly 
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powerfu l  force; creat ing and sustain ing the r ight  cu l ture i s  a st i f f  chal lenge,  but i t  i s  

a central  task of  leadersh ip, and one that cannot be delegated. A leader ’s  main 

role i s  not so much to manage a company, as to manage how the company i s  

managed. Leaders  must determine what the company s tands for ,  whose interests  i t  

wi l l  serve, and how. They must seek , and convey, c lar i ty of  pr inciple.  

The r ight  culture must be backed by the r ight sys tem of  measurement and 

rewards . The corporate scandals teach us that measur ing and rewarding nothing but 

the bottom l ine or  the stock pr ice can end up creating an atmosphere of  rampant 

avar ice, in  which se l f -enr ichment rather  than bus iness -bui lding becomes the norm.  

Earn ings growth i s  cr i t ical ,  of  course . But leaders must ask themse lves what 

behaviors  dr ive sustainable  earn ings growth –  and measure and reward those 

behaviors .  Typical ly ,  that means broadening a company’s  f ie ld of  v i s ion to 

encompass not just  shareholder s ,  but other  s takeholders ,  such as customers ,  

suppl iers ,  employees and communi t ies .  I t  means awarding rai ses and bonuses based 

not jus t  on individual  performance or  the shor t- term value of  revenue-goosing deals ,  

but on companywide resu l ts ,  and on measurements of  customer sat i s fact ion,  repeat 

purchases , envi ronmental ly sound pract ices , s taf f  turnover  and other  long- term 

company-bui lding indicators .  

And the f inal  lesson of  Corporate Amer ica’s  recent woes i s  that leaders   must 

l i ve thei r  cul tures ,  must  embody thei r  values in  every word and deed. A greedy, se l f -

enr iching management wi l l  get a greedy, se l f -enr iching rank and f i le .  At  the end of  

the day, these fai lures  have a l l  been leadersh ip fai lures .  The nat ional  debate about 

the bus iness  scandals  i s  increas ingly focus ing on poss ible regulatory  remedies . But 

we wi l l  never  regulate our  way to better  leadersh ip.  The faul t ,  dear  leaders ,  i s  not in  

our  ru les ,  but  in  ourse lves .    
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