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 Abstract 

Colossal Business Failures 

 

Heinrich Nicholas Baysinger, M.S.E. 
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June 22, 1918, Alonzo Sergent fell asleep while conducting a train that plowed 

into another train killing 86 passengers and injuring another 187.  17 days later, July 9, 

1918, two passenger trains collided head on in what became known as The Great Train 

Wreck of 1918, killing 101 people and injuring and 171 people.  The investigations and 

analysis of failure in both accidents can be attributed to a single person.  During this 

month, the single person failed to operate the company’s train properly, which lead to a 

colossal disaster which affected numerous lives, loss of business revenue, loss of 

credibility, and had a huge social impact.  Similar to an analysis of a colossal train wreck, 

this report focuses on the complexities behind colossal business failures, analyzes the 

reasons for failure and the role of the CEO, and proposes recommendations that can be 

used to guard future businesses against colossal failure.  
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COLOSSAL DISASTERS 

 

Alonzo Sargent from Jackson Michigan had not had much sleep in the past 

twenty-four hours.  Additionally, Alonzo had some kidney pains and had taken some 

kidney pills which made him drowsy and had recently finished several heavy meals.  

Alonzo was an experienced engineer at the throttle with the Michigan Central Railroad; 

however that experience was overwhelmed by his lack of sleep, kidney pills, heavy 

meals, and the gentle rolling of the locomotive.  At approximately 4:00 am, June 22, 

1918, near Hammond Indiana, Alonzo fell asleep while conducting a train pulling 20 

empty Pullman cars.  Alonzo missed at least two automatic signals and warnings posted.  

The train he was conducting plowed into the caboose of a wooden circus train carrying 

400 sleeping passengers at an estimated speed of 35 miles per hour.   86 passengers died, 

many of them burnt beyond recognition and another 187 were injured (Hammond 1918).  

17 days later, July 9, 1918, in Nashville, TN, two passenger trains collided head 

on in what became known as The Great Train Wreck of 1918, killing 101 people and 

injuring and additional 171 people (Wood 2007).  The investigations and analysis of 

failure in both accidents can be attributed to a single person.  During this month, the 

single person failed to operate the company’s train properly, which lead to a colossal 

disaster which affected numerous lives, loss of business revenue, loss of credibility, and 

had a huge social impact. 
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COLOSSAL BUSINESS FAILURES – INTRODUCTION 

 

Similar to an analysis of a colossal train wreck, this report focuses on the 

complexities behind colossal business failures, analyzes the reasons for failure and the 

role of the CEO in that failure, and proposes recommendations that can be used to guard 

future businesses against colossal failure.  The intricacies, deceit and political interplays 

that lead to the downfall of an entire organization are not only incremental but complex 

and overwhelming. 

The impression and general notion that public, for-profit organizations cannot be 

trusted has become the norm and the wariness of investment lives in the public opinion.  

“For-profit, publicly-held companies are messy, filled with contradictions and 

inconsistent behavior” (Giampetro-Meyer 1998, p.3).  Businesses are at the core of 

economic activities and are central to the progression of most societies. Companies, 

formed with the intention of making profits attract considerable attention to their 

activities especially when they open their doors to shareholders. The presence of 

shareholders implies that companies have to be transparent in their activities and operate 

in a manner which ensures that they are accountable to these shareholders and 

responsible for the managerial decisions that are made (Butler, 2006). In some cases, 

company failures can have huge repercussions not only as a result of the reputational 

damage to the companies involved, but also because of the cross-sectional impact it can 

have on customers, investments and when extreme enough, the economy.  
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A study of the trend of CEO failures that have occurred within the past decade 

can prevent future failure through an intensive analysis of what went wrong and by 

providing recommendations for the future management of companies. At the core of 

every successful company is the quality of management that is prevalent. Good 

management and corporate responsibility should be emphasized in the culture of any 

progressive company (Butler, 2006).  

This report will analyze the following questions: What were the circumstances 

that cause these titans of business to ignore the glaring signals?  What were the factors 

that drove their downfalls? What lessons could be learned for other leaders to avoid 

similar failures and derail their own careers?  

This report is the culmination of research on the typical causes of managerial 

failure and offers recommendations before going on to analyze the failing behind some 

major corporations which have occurred over the past decade. It is hoped that the 

contribution of this research will add to the existing knowledge on effective management 

practices.    
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WHY DO COMPANIES AND CEOS FAIL? 

 

What are the main reasons why huge companies fail? Can we blame it all on the 

CEO? The answer to this is no doubt a complex one but Sydney Finkelstein offers 

possible explanations for this phenomena. Finkelstein (2004)’s report is one of the most 

popular conceptions of CEO failure. He analyzed why company failures took place with 

the hope that they could be prevented in the future. Paradoxically, he discovered that 

many of a CEO’s strengths could also constitute weaknesses. He identified some major 

causes of CEO failure as ignoring the need to change, chasing the wrong vision, 

managerial arrogance and relying on past approaches to achieve success in new and 

dynamic business conditions (Finkelstein, 2004).  

He explains that CEO failure, as he surmised from his study, is related to the 

wrong perception held by executives on the reality of their company’s future, how 

realistic employees within their organizations are, and the mismanagement of control 

systems and the adoption of unsuccessful habits by CEOs. CEO Failure is not usually 

attributed to a lack of intelligence exhibited by these executives (Finkelstein, 2004).  

Neither is it attributed to a series of unforeseeable events or a question of resource 

availability, honesty, experience, and leadership skills.  Finkelstein, (2004) emphasizes 

what he believes to be the root causes of executive failure as explained here. 

Executive mindset failure is identified as one of the root causes of business 

disasters. It is reflected as a form of cognitive misrepresentation or a failure in the 

thought process (Finkelstein, 2004). Companies may start off on the wrong direction and 
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fail to restructure their vision the way it should be done due to a fundamental error of 

thought. This reflects a fundamental deficiency in managerial thinking and reasoning 

about the business opportunities or realities in front of them.  

The second reason identified by Finkelstein (2004) is the use of protective 

tactics/mechanisms and exhibition of delusional behavior. This usually happens when 

there’s no one to question the logic behind certain critical executive decisions 

(Finkelstein, 2004). Another reason for CEO failure that came to light during the author’s 

research is informational breakdown. The ineffective construction of information flows 

within an organization can lead to the formation of silos which can impede organizational 

effectiveness. If critical information needed to make crucial business decisions does not 

flow to the right places, poor decisions are made which can have a huge negative impact 

on business outcomes. The structure of the organization becomes very important in this 

regard. 

Understanding the reasons for business failure is particularly relevant in surviving 

in today’s competitive environment. Data was collected by the authors from 1040 

Managers from both manufacturing and service sectors within the UK. This data was 

analyzed and 15 causes of CEO and managerial failure were identified together with 

consequences on organizational performance (Longenecker, Neubert & Fink, 2007).  

Why is CEO failure particularly rampant in dynamic environments? The 21
st
 

century brought with it considerable levels of competition, different business models and 

extreme business reorganization into most industries. The business world was 

experiencing diverse levels of change. According to Todnem (2005), the ability to 
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manage change can have a huge impact on an organization’s survival or demise. Thomas 

Friedman in 2005 also provided a rendition of the numerous changes that organizations 

have had to go through since the advent of the internet and other supporting technologies. 

He examined all the economic, social and organizational trends that have created 

considerable competition within today’s market place due to a “flattened world”. The 

reduction in trade barriers and increased globalization has created a sort of “networked” 

economy where companies would have to be more innovative and global to remain 

competitive (Friedman, 2005). 

Also, Price (2006) stresses that organizations will have to remain in a continuous 

state of innovation, flexibility, and adaptation in order to survive. Recent Research 

studies have also reflected an increased pressure on CEOs to adapt or fail. A study by 

Longenecker & Ariss (2004) reveals that the ability of a manager to get results was 

necessary for him to remain in employment. Consequently, a manger’s career can get off 

track easily if they fail to achieve results (Simonetti, 1999).  

Kotter (1995) from his studies was also able to link the business results of firms to 

managerial performance in change management. Why do managers fail to achieve the set 

targets and business objectives under such conditions? Should the analysis of 

organizational failure focus only on the performance of CEOs or extend to managers as 

well? Longenecker, Neubert & Fink (2007) extends the focus of company failure beyond 

CEOs to explore why managers at all levels fail to accomplish organizational objectives 

in the face of dynamic customer needs and business environment. 
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The first cause of managerial failure they identified is the pervasiveness of 

ineffective communication skills and practices within an organization.  Increased stress 

and need for coordination can result in ineffective communication among critical 

business units.  This also implies that listening to the concerns and requests of 

stakeholders become almost impossible, resulting in disastrous consequences. The more 

work a person has, the less time they have to communicate. Poor communication results 

in increased uncertainty, stress, and reduced managerial performance. The second reason 

they identified for managerial failure is the existence of poor working relationships 

amongst key staff. This skill is particularly important in garnering support and 

commitment for imminent projects and critical business activities (Longenecker, Neubert 

& Fink, 2007).  

Lack of interpersonal skills can isolate managers from the resources they need to 

meet their objectives, creating considerable impediments to getting things done.  Person-

job mismatches lead to a situation where managers find themselves in a situation they are 

incapable of handling.  Evolving job descriptions can put managers in a challenging 

position they are unable to fill, leading to poor performance (Longenecker, Neubert & 

Fink, 2007).  

Not setting clear goals and direction can affect employee performance in the sense 

that there’s a vague indication of what employees are supposed to be doing. Breaking old 

habits and adapting quickly to changing circumstances are also a central aspect of 

company success (Longenecker, Neubert & Fink, 2007). Managers must be willing to 

give up old ways of getting things done and adapting to the current needs of the 
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organization, especially in environments where things are happening rapidly.  A failure in 

this regard may result in a situation where managers cannot take up new responsibilities 

or fail to implement new change efforts successfully, resulting in non-achievement of 

organizational results (Longenecker, Neubert & Fink, 2007).  

Another problem leading to Managers’ failure as highlighted by Longenecker, 

Neubert & Fink (2007) is a breakdown in their ability to get results. CEOs must be able 

to delegate accordingly by proper planning, sustained thought processes and invoking 

trust in their workers. People need to be empowered to make the right decisions – these 

critical recommendations need to be taken into consideration when changes happen 

(Longenecker, Neubert & Fink, 2007).  

Other causes of organizational failure include lack of personal integrity; inability 

to instill cooperation, dedication and teamwork in employees – an environment that lacks 

this culture can create an increased focus on self-preservation by employees thereby 

destroying the collective performance of the organization. This can also result in the 

inability of managers to motivate others; ineffective planning practices/ responses; 

inadequate performance monitoring/ corrections; overwhelming managerial 

egocentricity; misuse of critical organizational resources amongst other damaging 

consequences (Longenecker, Neubert & Fink, 2007). 
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THE COST OF CEO FAILURE AND SOCIAL IMPACT 

 

When companies fail, does it inevitably imply that the CEO has failed? The 

impact of failed companies on the society can be enormous; this underscores the need to 

analyze such failures for future success. Fombrun & Shanley (1990) highlight the 

importance of reputation on the value placed on organizations by shareholders and the 

ability of reputable organizations to generate profit. A lack of public trust caused by a 

negative reputation can result in revenue loss, possibly leading to eventual failure 

(Fombrun & Shanley, 1990). Conversely, a failed company can also lose public trust. 

One can argue that these two scenarios can influence each other. 

The level of public trust in a failed company may nose dive and this automatically 

implies that share prices will fall, company profits will go down and people may end up 

losing their jobs as seen in the cases of Enron (McLean & Elkind, 2003) and Lehman 

Brothers (Tibman, 2009). The stigmatized reputation of the organization may inevitably 

lead to a situation where existing contracts are cancelled, legal battles are initiated, 

forcing the concerned organization into bankruptcy; although there have been cases 

where a company’s reputation is stigmatized and it survived – An example is RBS (LEP, 

2007). The case of Enron shows that corporate failure can have a severe impact on the 

employees of the organization, partner firms and innocent individuals who have invested 

in the shares of such companies (Sridharan, Dickes & Caines, 2002). 

The fall of Enron, among others, demonstrated a need for increased regulation. It 

led to the introduction of the Sarbanes Oxley Act which is direct fallout of Enron’s 
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mismanagement and guards against the destruction, falsification and altering of financial 

records with the aim of deceiving shareholders (Butler, 2006).   

The case was spawned with numerous instances of conflicts of interests, 

accounting malpractices and social irresponsibility. The effects of the case emphasize the 

significance of good governance in businesses and have introduced a confidence issue 

(Sridharan, Dickes & Caines, 2002). A major industry affected was the capital markets, 

where investors became wary of companies’ true conditions. As a direct fallout of this, 

years down the line, the public now has less trust in the management of large 

corporations, pension fund managers, and the efficiency of reporting practices/laws. 

At the heart of Enron’s scandal, over 4,000 jobs were lost and $31.8 billion lost in 

debt. According to Prosecutors, Kenneth Lay knew about the problems of inaccurate 

accounting, overvalued assets and the accounting irregularities that took place prior to the 

crash (BBC News, 2006). Analysis of the causes behind the U.S Subprime Mortgage 

Crisis also reveals that investment firms knew that the mortgage-backed securities sold 

off to investors were high-risk and unregulated. The social impact of this ranges from 

loss of confidence in the financial sector to monetary losses suffered by investors due to 

the failure of CEOs to curb these excesses. 

The impacts of CEO failure have a broad effect that seems to escalate across 

social strata. For example, the mistakes/miscalculations made by CEOs of investment 

firms who were responsible for the U.S Subprime mortgage crisis have affected 

homeowners and banks on a global level. This has the potential to retard economic 

activities with the short term effect of crippling lives and rendering people homeless.  
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 PROFILES OF FAILURE 

 

 This section provides a high level analysis of the failure of key corporations in 

the U.S, a root cause analysis of their failure, and recommendations on what they could 

have done to prevent failure.  

Kenneth Lay - Enron 

Enron is widely regarded as one of the worst cases of corporate mismanagement 

ever recorded in history (Sridharan et al, 2002). Enron was a major dealer within the 

energy sector and was very successful prior to its diversification into e-commerce and 

other contemporary business initiatives. Executives were alleged to have been 

responsible for manipulative accounting figures, insider trading and so on. Enron is 

reported to have gone under as a result of bad management and crooked accounting 

practices (Bannatyne, 2010). 

Analysis of Enron’s Failure  

Due to the complexity of Enron’s practices, it is difficult to attribute the causes of 

failure to just one specific factor. It was a systemic failure caused by a spate of cultural 

and corporate mismanagement that built up over the years (Mclean & Elkind, 2003). This 

section of the paper will focus on identifying a key combination of events that led the 

company to eventual failure: 
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Merchant assets which comprised ownership interests in other firms contributed mostly 

to Enron’s failure (Mclean & Elkind, 2003). Managers were enriched at the expense of 

shareholders and investors.  

Kenneth Lay failed in his duty to monitor and fully understand what Jeffery 

Skilling and Andrew Fastow were doing. Jeffrey Skilling, Former CEO, who focused on 

the use of mark to market accounting (this involves estimating and recording  future 

revenues based on current value of net future cash flows from a particular asset – fair 

value accounting) and placed pressure on his workers to conceal the extent of the 

company’s debts (Mclean & Elkind, 2003). Andrew Fastow was appointed CFO of 

Enron, this appointment was regarded as Enron's second biggest mistake. His role in the 

company’s failure was the creation of off-balance sheet write-off and complex 

accounting solutions.  (Mclean & Elkind, 2003). 

One can argue that Enron was guilty of the activities its Management was indicted 

of. These include reporting inflated earnings per share, hiding losses and write-downs, 

masking the true magnitude of debt and artificially inflating the price of Enron’s shares 

(McLean & Elkind, 2003).  The bad press they received during this period may also have 

contributed to the loss of their trading partners and the eventual closure of Arthur 

Andersen, Enron’s Financial Consultant and Accountants (McLean & Elkind, 2003).   

Enron collapsed between the months of October and November in 2001. Theirs was a 

parade of corporate failure which had a huge impact on the entire country as well as 

capital markets across the world.  The collapse of Enron has had a huge impact on its 

employees, creditors, auditors, shareholders and other stakeholders. Sridharan et al 
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(2002) refer to the social impact that such a failure can have on business survival together 

with the potential for causing grave economic, political and social dislocation (Sridharan 

et al, 2002).  

The causes of Enron’s failure are further analyzed below: 

1. Enron’s managers were responsible for some of the poorly-judged decisions and the 

general mismanagement of the corporation, with most of them seeking refuge under 

the 5
th

 amendment in an attempt to avoid prosecution. Senior Managers did not 

understand the full consequences of their actions or take them seriously. According to 

Messick and Bazerman (1996), consequences of their actions may have been ignored 

due to factors such as low probability associated with certain events, assuming the 

public will not find out, not planning for the future and underemphasizing the impact 

of their actions. Had the management considered the full spectrum of the outcome of 

their decisions, they would have been more careful (Messick and Bazerman 1996, 

p.3). 

 

2. Enron’s Board of Directors was responsible for implementing corporate governance 

and managerial supervision. Caroll (1979) highlighted four roles of a manager as 

discretionary, legal, economic and ethical.  The managers failed in at least three of 

their roles by failing to protect the shareholders. 

 

3. Enron also failed to stand by its code of conduct when it allowed the introduction of 

investment packages that would personally benefit the former CEO in an SPE 
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transaction (Sridharan et al, 2002). SPE is an acronym for Special Purpose Entities 

which can be defined as temporary companies created with the main objective of 

managing the risks of key investments and assets in order to protect the main 

company from financial risks. The SPE should ideally not be owned by its sponsor 

(Financial Executives Research Foundation, 2002). These companies were sponsored 

by debt financing and equity investment. The Board was criticized for not requesting 

for further information when the SPE proposition was brought forward. This would 

have helped to avoid the conflict of interest stemming the SPE ventures which were 

managed by Jeffery Skilling and Andrew Fastow (Sridharan et al, 2002). 

 

4. Enron’s audit team may also have failed in their responsibilities by not enforcing the 

firms’ internal controls and risk management policies to ensure compliance. Perhaps 

another troubling aspect of Enron’s plight that brought home its culpability is the 

shredding of audit-related information that may have contained accounting 

irregularities (Sridharan et al, 2002). 

Who was harmed by Enron? The answer to this is a lengthy list of victims which 

include employees and investors who invested in Enron stock, employees who lost their 

jobs, debt holders, top management, Arthur Anderson consulting firm, security analysts, 

and politicians who accepted donations from Enron. Kenneth Lay was adjudged not to 

have taken his role as CEO seriously. He was accused of manipulating the financial 
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reports of the organization, making false representations on Enron’s financial 

performance and general conditions (Elkind & Mclean, 2004). 

Franklin Raines - The Fannie Mae Scandal 

Franklin Raines, the CEO of Fannie Mae was fired in 2004 due to a spate of 

allegations which include overstating Fannie Mae’s earnings by in excess of $9 billion in 

order to receive bonuses for his performance and that of his executives.  As he continued 

in his tenure, share prices had soared from $3.23 in 1998 to $5.20 per share in 2001 with 

credit levels falling to their lowest levels since 1983.  Fannie Mae then proceeded to buy 

subprime mortgages, purchasing home loans with little or no deposits from people.  

Preliminary reports into Fannie Mae’s activities however revealed that the company had 

been manipulating its earnings to trigger bonus payments.  Subsequent investigations also 

revealed that Fannie Mae had been involved in high-level frauds and it was fined a total 

sum of $400 million for its actions (Feirstein, 2009). 

Fannie Mae had been mandated by President Bush to purchase mortgages held by 

banks and make it available to ordinary homeowners so that they could purchase their 

houses at affordable rates. Fannie Mae had been accused of manipulating their profit 

figures in excess of $9 billion which it had declared since 2001 (Feirstein, 2009). The 

false figures accounted for up to 40% of its declared earnings since 2001. In light of this 

scandal, the CFO, Tim Howard as well as KPMG, their accounting firm of 36 years were 

fired. As well as being responsible for corporate misconduct, it can also be argued that 

the company had lost sight of its original mission and vision (Feirstein, 2009). What were 
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they doing to ensure the continuous low-interest mortgages to the market?  OFHEO 

examined the Fannie Mae portfolio only to discover that there were huge amounts of risk 

being borne by Fannie Mae (McClean, 2005).   They became increasingly uncomfortable 

and suspicious. McClean (2005) argues that OFHEO became suspicious for two reasons: 

1) The high levels of profit recorded by Fannie Mae despite the high risk assets it bore; 2) 

The amount of power and sovereignty it held. 

As Fannie’s mortgage portfolio got bigger, Government became more and more 

suspicious. Paradoxically, the events that eventually brought Franklin Raines down were 

initiated with the Enron scandal. The White House did not want to be associated with any 

more capitalist fraud and as such had to call to question the strength that Fannie Mae had 

amassed in the housing industry (McClean, 2005). 

The Office of Federal Housing Enterprise Oversight (OFHEO) hired Deloitte & 

Touche to investigate Fannie Mae and they were indicted for not having conformed to 

accounting rules. The $9 billion represents losses to the business that Fannie should have 

taken, but did not take and instead decided to collect millions of dollars in bonuses they 

did not earn.  Fannie Mae was the largest American guarantor of home loans and 

mortgages (McClean, 2005).  These scandals bring to mind certain critical questions. 

Why were these figures falsified? Was it really to fulfill their obligation to provide low-

cost homes to middle-income families? Or was it to ensure that they received bonuses in 

hundreds of millions? Whatever the answers to these questions are, it is clearly a failing 

in terms of accounting practices, risk management and corporate governance. By 
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December 2004, Raines had resigned his position and a civil lawsuit had been filed 

against him and two other executives of Fannie Mae. 

Subprime Mortgage Crisis 

Certainly an argument could be made that the failure to modify the regulation of 

Fannie Mae in 2005 may have contributed to the subprime crisis.  Lehman Brothers, a 

financial services enterprise is one of the companies that fell victim to the subprime 

mortgage crisis in which it lost approximately 73% of its stock value (Tibman, 2009). 

The Subprime Mortgage Crisis is the ongoing financial crisis that began in 2007. It 

started as a housing bubble. Banks over time normally did not lend money to people with 

no income or credit history. But by the early 2000s, there was excess capital in 

circulation within the economy. Investment managers were on the lookout for where to 

invest masses of money so that it would grow. Investors in turn, were on the lookout for 

safe investment options that would provide considerable returns. Unfortunately, this was 

not the easiest thing to find. The U.S. mortgage market also experienced huge cash 

inflows (SMI, 2008). 

A typical scenario would play itself out like this: A person would get a mortgage 

loan from their broker who would sell the mortgage to a bank. The bank in turn would 

sell the mortgage to an investment firm in the capital market. Investment firms collected 

heaps of mortgages every month, and sold shares of such investment packages to 

investors. The demand for safe mortgage backed securities however increased and by 

2003, most mortgage applications were approved but investors still wanted more (SMI, 

2008). Subsequently, mortgage applications and accompanying guidelines became less 



 18 

strict. The usual credit checks that were performed by banks were no longer performed. 

The banks had become lax in performing their due diligence, mainly because these 

mortgages were sold to investors in the capital market (SMI, 2008).  

These mortgages were classified as low risk investments but financial analysts 

had been working with the wrong data. Mortgages were handed out to people who would 

never have gotten them in the first place and the housing bust set in creating a cascade of 

financial explosions (SMI, 2008). The increase in demand for houses also spurred an 

increase in their prices. These in turn became more and more attractive to investors. 

Unfortunately, as some people experienced difficulties in paying their mortgages, they 

took additional loans against the current value of their houses, because it was worth more 

(SMI, 2008).  

As the housing prices increased however, household income did not. People could 

not afford to pay their mortgages anymore. Suddenly, the house costs stopped increasing 

and people started defaulting on their mortgage payments (SMI, 2008). As people 

defaulted on their mortgages, the number of houses in the market increased. This brought 

down the prices of houses from late 2006 till early 2007.  Unfortunately, there was no 

going back; the market had accepted too many of these weak securities and investors 

started losing money as the prices of the houses crashed (SMI, 2008).  

These incidents have had a huge impact on the housing market. The consequences 

that been predicted and have come to pass over the past year were that Banks were no 

longer lending to one another or to their customers, since they were not sure of others’ 

level of exposure to the housing crisis in U.S. Mortgage prices and interests rates also 
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went up, especially for people who had no interest or negative amortization loans 

meaning that mortgages were more expensive to pay off (Oxlade, 2007).  

The positive effects of regulation and how it could have curbed the sub-prime 

crisis were brought into focus by Congressman Barney Frank. Regulation of mortgages 

as was handled by banks in earlier times was more effective than the mortgages sold in 

the unregulated investment sector (Frank, 2007). People who invested in the shaky 

securities lost money and some mortgage payers were forced out of their homes if they 

are unable to pay.  This underscored the need to introduce regulation into the investment 

services sector. It also brought to light the need to regulate private equity funds which 

weren’t so transparent. It was agreed that regulators need to stay well ahead of the 

investment companies in order to avert crisis like this in the future (Frank, 2007). 

President Obama in June 2009 introduced a number of regulatory proposals targeted at 

managing consumer protection, excessive bonus received by Bank executives and the 

provision of enhanced powers to the Federal Reserve Bank amongst other regulatory 

moves (The White House, 2009). These regulations have however not been fully 

implemented (The White House, 2009). 

Donald Trump 

Evaluating colossal business failures reveals unanswered questions that can guide 

future businesses. Are there any successful organizations in today’s business climate? If 

yes, what are the ideals held by the CEOs of such companies that have made them so 

successful?  Donald Trump is an American business man and television personality who 
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owns a number of companies. One of them is the Trump Entertainment Resorts which 

manage a host of hotels and casinos all over the world. Trump’s ambition to succeed was 

perhaps inherited from his father who also showed a huge motivation to succeed.  He has 

also expanded his business empire into airlines. He bought the Eastern Shuttle routes, the 

Taj Mahal Casino amongst other ventures (Trump, 2008). 

Despite his huge success, his life and business have not been without setbacks. 

The media of the early 90s was filled with news of his financial issues, and creditor-led 

bailout, by the late 1990s however, he had regained his financial status and fame. He is 

regarded as a major player in the real estate business and is widely known as a celebrity, 

featuring in different talk shows and media events. Earlier in 1989, the recession had 

caused Donald Trump numerous difficulties. He was unable to meet the payments on the 

loans he had taken from the bank and only financed the construction of the $1billion Taj 

Mahal with high interest.  

Donald Trump’s career and businesses have been tainted with numerous filings 

for bankruptcy but he is still quite successful. His casino was brought to bankruptcy twice 

and he was entangled in serious cases of debt and mismanagement (Trump, 2008). To get 

out of debt, Donald Trump had to take the option of restructuring his debts and assuming 

less ownership of his companies. Because he had only partial ownership in his 

companies, he was able to pay off his debts at a more convenient rate and reduced 

interest rates. The Taj Mahal then fell into the hands of other people, without him having 

any say in its affairs. The casino however improved with time, though he had sold off his 

shares to save him from lawsuits. His strategy had not been impeccable, but he managed 



 21 

to stay afloat by selling off his companies and saving himself from the tarnished image of 

personal bankruptcy (Trump, 2008). 

Jack Welch 

Jack Welch is an American businessman and writer who’s estimated worth falls to 

about $720 million (Storrs, 2006). Jack Welch was an employee for General Electric 

(GE) in the 1960s and during his early years, he once blew up the factory roof. This 

however, did not stop his progress.  According to Jack Welch, “mistakes can teach just as 

well as success”. Jack Welch eventually moved up the ranks at GE and became the CEO 

in 1981.  In 1999, he was ranked the Manager of the century by Fortune Magazine as his 

career was laced with extreme success (Business Week, 1998).  

Jack Welch is known for transforming GE into one of the most successful 

companies of the 21
st
 century.  Under his leadership, GE was able to transform a 

considerable number of opportunities into successes. Throughout his tenure, his strategy 

focused on adopting new approaches, streamlining operations and fostering effective 

leadership. As at the time he retired, the company’s value had skyrocketed, making it the 

largest company in the world (Business Week, 1998).  Jack particularly personified 

corporate leadership and embraced the notion of getting to know his employees, training 

them and passing down the ideals that he believed in (Business Week, 1998). 

Jack Welch is a great example to illustrate just how much a CEO can channel the 

direction of an entire organization. He set the mission and vision of the company and was 
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in charge of determining the general strategy that would work for the organization. His 

laudable managerial skills are a model for most leaders to follow (Lane, 2007).  

Critics are however of the opinion that Jack Welch was given too much credit for 

GE’s success.  Some even argue that the pressure mounted by Jack Welch on younger 

employees often led them to cutting corners. This was reflected in the Kidder, Peabody & 

Co. scheme in which bogus profits were declared (Lane, 2007).  

He has also been alleged to have little or no consideration for the middle class and 

the working class. He has publicly acknowledged that he felt no reservations about the 

wide discrepancy between managerial salary and those of workers lower down the pay 

grade. He is also alleged to have actively opposed SEC regulations which clamp down on 

excessive bonuses for executives. He is of the opinion that compensation handed out to 

CEOs should be determined by the market without interventions from external agencies 

(MSNBC, 2006). He is also an opponent of the Sarbanes-Oxley Act of 2002 which was 

directed at ensuring corporate governance after the fall of Enron. 

No matter how effective a leader may seem on the surface, critics will always 

strive to portray a different version of the person’s story. Effective management should 

therefore not depend on a CEO’s “outward” personality, but should fall within the wider 

umbrella of supervision imposed by regulation, Government policies and rules that every 

Manager should strive to adhere to.  
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Steve Jobs 

Apple’s success as a Silicon Valley firm has been phenomenal for the last couple 

of years. The man well known by the public as responsible for Apple’s long standing 

success is Steve Jobs, an American business man and inventor. He is the Co-founder of 

Apple; set up Pixar Animation Studios; and has been assigned as a member of the board 

of Walt Disney Studios. After he lost his job due to power struggles in Apple in 1985, he 

formed a new company known as NeXT which was eventually bought by Apple. He 

returned as the CEO of Apple in 1997 (Moritz, 2009).  During the period of his return, 

the company started posting huge volumes of profit. Steve Jobs revolutionized the music 

industry with the Launch of the iTunes in US and started a whole new era of digital 

revolution. The success of the Mac would also never have been recorded had it not been 

for his genius. Steve Jobs has a number of other accomplishments under his collar.  The 

simple design of the iPod and iPhone have made them a market leader amongst other 

music devices. 
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LESSONS LEARNED 

 

The spate of business failures in the past has created a negative effect that 

innocent investors have in the services investment managers. As a responsible society, it 

is extremely important to bring to light the fact that when CEOs fail to lead their 

companies with utmost integrity and stand by the principles which have made them 

successful, everyone that comes in contact with them will bear the brunt one way of 

another. CEOs need to be held accountable for their actions and act responsibility not 

only in their own interests, but also for the continued survival of the organization and in 

the long term, society as a whole.  

CEOs however, do not work in isolation. They are surrounded by employees and 

managers who are in charge of day-to-day affairs. Employees should hold high, their 

sense of social responsibility for the benefit of all.  

The importance of regulation has been brought to light by the US Subprime 

mortgage crisis and other crises.  Despite the acclaimed importance of regulations, it 

remains to be seen whether it is the silver bullet to corporate misconduct.  Crimes will 

always be committed regardless of regulation or laws that have been put in place.  The 

scandals that have been analyzed in this report have also identified the need for CEOs to 

look beyond their personal interests and consider the stakeholders, investors and 

employees they serve. The implication of acting irresponsibility over time will not only 

cause the eventual fall of the firm, but may cause drastic implications for the economy, 

possibly on a global scale. The repercussions are damaging and the effects are far spread. 
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Integrity and Good Corporate Governance are key.  These are the ideals that every 

progressive generation should manage their companies with.  These same ideals should 

be passed on to the future generations of leaders.  

Blame shifting and witch hunting will only get us as far as identifying the culprits 

behind organizational failures. Business failure is however a systemic event that seems to 

worsen, with widespread effects on every section of the firm with each fraudulent act that 

is committed.  Individuals in any position of responsibility, no matter their level within 

the organization, need to stand up against the indiscretions of management and call to 

question the decisions that do not sound right.  This is necessary so that in the end, we 

will not have to pay for the mistakes, culpability and greed of misguided CEOs. 

Some of the lessons learned are the need for corporate responsibility, auditing, 

financial controls, separation of interests, accountability and financial transparency 

especially in situations where stakeholders are involved. CEOs must understand that in 

occupying the privileged position of managing the financial affairs of investors and 

stakeholders, there’s a need to uphold the interests of stakeholders at all times while 

putting companies’ activities first; ensuring that proper reporting mechanisms and 

controls are instilled into business processes; providing accurate financial information 

reflecting the true status of the company; and ensuring that there’s financial 

accountability inscribed in all organizational processes.  

Another lesson learned by taking a look at the lives of successful CEOs such as 

Steve Jobs, Donald Trump, and Jack Welch is that CEOs are human, intelligent but not 

perfect. Being a CEO is never about striving for perfection, but about being able to rise 
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up again after every failure. A successful CEO is not one who does everything right. 

Indeed there is no such person. As long as a CEO’s trustworthiness or integrity cannot be 

called into question, there’s every likelihood that they will recover from business failures 

with an increased desire to achieve more. Success also needs to be developed around the 

notion of effective business strategy and working effectively with people.  This in the 

long run, will create a platform for the development of future leaders and stronger 

businesses devoid of capitalist misdemeanors. 
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