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1. Introduction and Background

This manuscript introduces an innovative approach for professors that teach
Business Leadership and Management in a college business curriculum, both
undergraduate and graduate. It focuses on the key role that poor leadership and

ethics have played in the failures of a variety of modern businesses. It emphasiz-
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es that toxic leadership and poor management may have played a key role in the
failures of these firms. A variety of companies that failed due to their poor lea-
dership and management cover a wide spectrum. Several will be discussed in
some detail in this study.

The Literature Review primarily covers major firms that failed in the latter
part of the 20" century. Then moving into the early part of the 20® Century,
there are several major firms that will be discussed that appear to have failed
partly due to the mismanagement and toxic leadership The main portion of the

paper will cover a “New Leadership Model” that greatly enha e analysis of

89 (Binstein & Bowden, 1993), Pan-Am’s failure in 1991 (Conrad III, 2000),
and Fong-Term Capital Management in 1998 (Lowenstein, 2000). The references
specifically mention major management failures that led directly to the collapse
of these firms. Some of the specific reasons cited were management’s inability: 1)
to recognize poorly designed products; 2) to determine that the technology being
used was not mature enough “for prime time”; 3) to properly estimate the large
costs that would be involved in the development, production and operations of
new products; and lastly 4) to recognize that in their industry that there was a
paradigm shift often where new technology was replacing their firm’s older, es-
tablished technology.

First there was the management’s inability to recognize poorly designed prod-
ucts. Personal computers (PCs) and cell phones first began to appear on the mar-
ket in the early 1980s. Focusing on PCs, this field immediately experienced a
good deal of competition, as firms were anxious to take the lead in this new
market. The market quickly became flooded with devices such as the Altair,

DOI: 10.4236/0jbm.2024.122067

1270 Open Journal of Business and Management


https://doi.org/10.4236/ojbm.2024.122067

G. W. Arbogast, A. Jadav

Commodore 64, Kaypro II, the Apple II, the Tandy TRS-80, the Texas Instru-
ment TI 99/4, the Atari 400, and the IBM PC Jr. IBM was the leading computer
maker in the world at this time. With mainframe dominance achieved in the
1960s, the computer industry was known at the time as “IBM and the seven
dwarfs”—the dwarfs being UNIVAC, Burroughs. NCR, Control Data, Honey-
well, General Electric and RCA, However, in 1982 IBM was not really committed
to their PC Jr. Announced in November 1983, it sold only 270,000 units by 1985
and was discontinued in 1985 (Cringely, 2014). There were several factors that

were cited for its failure. The biggest was that it was not prope gineered and

without lofty expectations. To them the com d by massive

mainframes. They considered the IBM PC,Jr. ah a toy, and the
half-heartedness in which they fielde 1l display in 1983
(Cortada, 2019). The most popu the USA up to 1985

its follow-up models, the odore 64. Other poorly de-
signed PCs that also did 16t do as well due to poor management of technology
were the Altair and TI-99

beforeqa i ology was ready. A good example of this was virtual reali-

igbility of virtual reality (VR) systems goes back five dec-

cial goggles and gloves and immersing oneself fully in a 3-D game or training
se appealed to many who thought the technology was ready. However, the
consumer public was far from ready to engage in these exercises. VR never took
off commercially, even though some useful niche applications, such as providing
surgeons with a way to practice tricky medical procedures, still exist (Haskin,
2007).

A third factor was the inability to estimate the large costs associated with
bringing on modern technologies is the next factor to be reviewed. Here we see a
number of firms in the latter 1900s that failed due to this factor. Iridium’s idea to
launch sixty-six satellites that could be linked in a network to route calls all
around the world seemed to be the future of world-wide instant communica-
tions. In Wired magazine’s 1998 cover story heralded Iridium and stated that
“Iridium may well serve as a first model of the 21st-century corporation. How-
ever, Iridium’s managers grossly mismanaged the cost of the technology to bring

such a complex satellite system into fruition. Also, these managers failed in their
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market research to accurately determine what users were willing to pay for their
service. Specifically, most users did not wish to pay their estimated dollars per
minute of call time. Another factor that they missed was that users were unwil-
ling to carry around a phone larger than a brick. Less than a year later, Wired
News backtracked, saying, “After losing nearly US$1 billion in two disastrous
quarters, the engineering marvel is in danger of becoming the Ford Edsel of the
sky” (Ibid).

The Apple Newton was another product that used modern technology and

was overpriced when it debuted in 1993. Pushing the state- art, the New-

ket during most of the 20
and film. Even

in the Jatite &t part of the 20 century, Kodak decided that its future was
ppable, analog processes (Kotter, 2012). Even though they

ilm, a competitor of Kodak, pursued a completely different strategy in the
management of their technology (Shibata, Baba, & Suzuki, 2022). While Kodak
had been enamored with their traditional analog technology, “silver halide”
technology (named after the chemical compounds in Kodak’s film), Fujifilm and
other competitors took different paths. Fujifilm diversified away from the de-
clining film market and moving into the digital mainstream (Ibid). Fujifilm, which
was always the challenger in the shadow of Kodak, learned to be bold and inno-
vative to close the gap with the historic leader. In addition to moving into digital,
Fujifilm opened factories in the USA in the eighties, and it dared to challenge the
Kodak marketing empire in its backyard when it won the rights to sponsor the
1984 Los Angeles Olympics. In addition, Industry outsiders—Hewlett-Packard,
Canon, and Sony—did even a better job. They launched products based on home
storage with home printing capabilities and, in the process, uncovered new de-

mand for convenience, storage, and selectivity” explained the Harvard Business
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Review in 2002. Two years later, Facebook was born, and soon after that, prints
became outdated. Most consumers were not going to print pictures anymore.
Instead, they would share them online (Ibid).

Motorola was another American firm that failed to consider the Digital Revo-
lution. In the 1995-time frame, Motorola was the best phone maker in America.
AT&T went to Motorola and requested that they provide them with one million
digital phones. Motorola responded that they would be happy to honor AT&T
but insisted that they be analog phones (Nair, Ramalu, & Kumar, 2014). AT&T

thanked Motorola but advised them that they needed the phg done with

order would put Nokia on the map as
Lim, & Wong, 2006).

3. Post 2000 Mismanag

corruption in firms started to occur at an
approached. This was due in large measure to
, commodities fraud, price fixing, tax evasion, and
Ferguson, 2012). Ivan Boesky, Michael Millken, Charles

1st Century

ly part of the 21st century saw a sudden and unexpected increase in toxic
leadership. Corruption worsened and morphed into toxic leadership where it
was now resulting in the demise of entire corporations. Toxic leadership has
been defined as leadership that leadership that violates the interest of the organ-
ization and the well-being of followers. It normally has three dimensions: 1)
Narcissism manifested as an Inflated view of self, arrogance along with a sense of
entitlement; 2) Machiavellianism which involves being manipulative with the
willingness to use and exploit others: and 3) Psychopathy which shows up as be-
ing antisocial, vicious, ruthless along with a major lack of empathy and caring
for others (Nahavandi, 2015). The cases now to be discussed can be traced to
many of the attributes of toxic leadership just discussed.
The most famous case that occurred in 2003 was the ENRON Corporation.
Enron is an oil and gas company that engaged in huge fraud transactions. CFO

Fastow used accounting software to create a network of shell companies de-
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signed solely to do business with Enron, for the ostensible dual purposes of
sending Enron money and hiding its increasing debts. He also used broadband
technology illegally to trade commodities. Both initiatives failed, but Enron was
able to record non-existent profits for these ventures (McLean & Ekland, 2013).
Other such fraud centric initiatives by manipulating ENRON’s accounting soft-
ware result in the firm’s Chapter 11 bankruptcy in 2001. Due to this massive fraud,
many of its employees lost their pensions and life savings, while investors lost
over $11 billion in shareholder value. CEO Ken Lay was sentenced to prison but

died before entering jail. Both Andy Fastow and his wife also entences in

the Sarbanes-Oxley Act in 2002.
public companies, as well as th

toxic leagershi arily in the banking and financial sectors of the economy.

pic failure brought about by a variety of contributing fac-

rrill Lynch; 2) the quasi-governmental banks such as Fannie Mae and Freddy
nd 3) large mortgage firms that had grown rich with sub-prime mortgages
such as Country-Wide and Ameriquest (Foster & Magdoff, 2009). Stephen Ar-
bogast’s RCC book documents in detail the specific poor management and toxic
leadership that occurred in these firms (Arbogast, 2022). The results were cata-
strophic for many major financial institutions: 1) Bear Stearns and Lehman
Brothers went bankrupt; 2) Merrill Lynch had to be rescued by Bank of America;
3) Fannie Mae and Freddy Mac went into conservatorship and remained there
through 2022; 4) Country-wide and Ameriquest went bankrupt; and 5) AIG had
to be bailed by the government with a huge loan (Ibid). Without major govern-
ment interaction and capital infusions (TARP funds and Quantitative Easing),
the fallout might have been catastrophic and brought on a major depression in
the United States. As many of the bad financial instruments had been sold all
over the world, the global effect of the US financial crisis was also toxic to many

countries who also had major setbacks (Ibid).
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3.3. Ponzi Schemes

Madoff’s Ponzi Scheme was worth about $64.8 billion. Madoff had gained
prominence In the 1960s, when he founded Bernard L. Madoff Investment Se-
curities LLC as a broker-dealer for penny stocks. His firm then began using in-
novative computer information technology to disseminate its quotes. Madoff
continued to use this and other information technologies which then evolved in
the 1970s into the National Association of Securities Dealers Automated Quota-
tions Stock Market (NASQAQ). Later, Madoff would become its chairman. With

mum sentence of 150 ye
rated. Over 24,000 invest

owever, nsequences of Ponzi’s actions have gone
n the past few years there has been a surge in imi-
7 Ponzi schemes were discovered in 2022 representing

funds. This was a 70% increase over the prior year when

t ten years saw toxic leadership and mismanagement in a variety of in-
dustries: construction, extraction (oil, gas, and mining), transportation and sto-
rage, and investments and finance (Beattie, 2022). In addition, news media has
covered a variety of serious problems in such industries as sports (e.g., FIFA),
crypto currency (e.g., Bankman-Fried at Alameda Research/FTX Crypto), health
technology and automotive. This paper will focus on two of the recent egregious

cases once the Ethics Model is discussed.

4. The New Leadership Model in Course Design

The primary contribution of this paper is the New Leadership Model that com-
pliments the RCC Book. While the book provides ample poor leadership and
toxic leadership cases in the last twenty-four years, it is the Leadership Model
that takes the analysis of these cases to a new level. By redesigning the major

leadership course around this model, students gain much deeper insight into the
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cases and study of leadership. .
The New Leadership Model is also called the Five Step Model. It is needed to
analyze each case and is contained in Appendix B. This new innovative model is
used by the Groups in their analysis and development of their Power Point exer-
cises. In class the professor discusses how to properly employ the Five-Step
Model and illustrates it in an actual case. Below is an abbreviated version of the
five-step model:
e Step 1. Name the main protagonists and antagonists in the case and a clear
statement of the Ethical Issue(s).

trouble.
e Step 3. What were the consequences to t

Boundary Conditions were exceeded?

nale) along with a Stra
The groups have five s to preparg a 20-minute PowerPoint presentation

on their case.

plden Rule” (Rae & Wang, 1996); and 3) Kant’s “Categori-

class using{@’Series of discussion questions that they have previously developed;
informing the class of the firm and individual consequences that occurred;
and Iastly 3) discussing interactively the significant ‘Lessons Learned’ from the
case. The professor then caps each exercise with a critique using an Exercise ru-
bric (Appendix C). The groups have performed admirably using the Five Step
Model and conducting spirited interactive post-presentation sessions. Students
have also responded well to the group’s discussion questions and Lessons Learned.
Concerning suggestions for additional teaching uses, the interaction session de-
scribed above is a major plus to the exercise. Debates often occur as students of-
ten challenge the group on their best alternative chosen. Students are also held
responsible in their final exam for questions on the cases. Class feedback on the

RCC cases has been excellent.

5. Recent Toxic Leadership and Poor Management Cases

Two recent cases will now be discussed in some detail. The first is the VW Emis-
sions Scandal Case. VW is a German Engineering automobile company. It fo-
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cuses on the toxic leadership of CEO Martin Winterkorn who took over VW in
2007. The second is in the health industry and is the infamous Theranos fraud
case. The CEO of Theranos, Elizabeth Holmes, is highlighted as the main anta-

gonist who managed this firm into complete ruin.

5.1. The Volkswagen Case

VW is a German Engineering automobile company. In 2007 they were strug-
gling with diesel emissions standards. Their new diesel was producing emissions
that would exceed EPA standards in the United States. For ime VWSs en-

ing with low NOx emissions; and
car back into the normal operati
dyno mode; in this mode
dards. This device was in
Winterkorn) and his sta

States between

ions from the Volkswagen diesel were dirtier than pro-

hen asked to testify later in California at an emissions fo-

been previously caught manipulating emissions testing in the early 1970s,
the EPA moved decisively. VW recalled eleven million cars immediately and
pledged $6.7 billion dollars for repairs. However, that was not enough to satisfy
this gross mismanagement of VW’s technology. In January 2017 VW pled guilty
to criminal charges of defrauding the U.S. government and obstructing a federal
investigation. In addition to a $15.3 billion settlement with U.S. regulators, VW
agreed to pay a $2.8 billion criminal fine and $1.5 billion in civil penalties. This
was the largest settlement in the history of automobile-related consumer class
action cases in the United States. The other fall-out that ensued was: 1) CEO
Winterkorn was seen as unethical and a toxic leader; he was fired along with a
number of key other executives; 2) the company lost 46% of its shareholders
values, about 42.5 billion dollars; 3) investors suffered major losses as the stock
price declined; and worst; 4) the pollution in the US from 2008-2015 put
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people’s health at risk. An MBA presentation is available on request that demon-
strates the use of the New Leadership Model in the VW case.

5.2. The Theranos Case

Elizabeth Holmes was a student at Stanford University in the early 2000s. For a
summer internship, she traveled to Singapore and worked in the blood laborato-
ries there. She became appalled at the amount of blood being drawn from pa-
tients to evaluate for diseases. She was drawn to nanotechnology at Stanford and

set out to find a simpler way to evaluate diseases. She then g out of Stan-

oped in-house. Holmes was good

fund her firm. Many well-kno

the Edison

results. The Edison test results were “erratic and different” compared to

achine was rendered ineffective and incapable of providing accu-

Si s. Some results even erroneously showed patients having HIV and Hepa-
titis (Ibid).

This was known by Holmes and only a few others, including Theranos execu-
tives (e.g., COO Sunny Balwani). Instead of being transparent on this, Theranos
lied to everyone including their users and investors. In fact, they were secretly
diluting the finger-prick blood samples and using a German company’s ma-
chines (Siemens) to help provide their results (Carreyrou, 2020). Also aware of
this deception was Theranos’ Lab Director Adam Rosendorff and several others
employed in the lab (lab Assistants Adam Schulz and Erica Cheung. Rosendorff
was appalled and went to Holmes on this breach of ethics. However, he was met
with hostility and rejection. Unable to convince Holmes and Balwani to stop
running HIV tests on a finger prick and covering up their results, Rosendorff re-
treated but knew something had to be done. However, he soon found out that

getting past Theranos’ strict policies and guidelines proved to be a huge chal-
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lenge. Theranos was using the following tactics: 1) all employees were required
to sign non-disclosure agreements (NDAs); 2) security cameras had been plas-
tered everywhere and security personnel (ex-military) roamed the halls; 3) with
multiple laboratories, personnel could not go between labs; 4) the windows were
tinted “to prevent spying”; 5) employee emails and calls were closely monitored;
and 6) any employee who indicated any dissatisfaction was intimidated and
threatened with huge lawsuits. Feeling totally stifled by these restrictions, Ro-
sendorff decided to resign and quietly disappeared in 2014. However, after a few

months he felt obliged to do something. He wrote to John Ca at the Wall

discovery (Carreyrou, 2020).

Two Lab workers were also sufficient
er-ups of the true nature of affairs.
Secretary of State George Schulz,

rectors. He went to his grandf:

defrauded their investors and the CMS, Theranos’ accrediting agency.CMS

re quickly and investigated the Theranos operation. They initially found
that Theranos had unreliable devices, sloppy lab practices, had cheated on profi-
ciency testing and misled inspectors during prior visits. A subsequent CMS lab
investigation found forty-five deficiencies which Theranos proved unable to
correct. Thereafter, the CMS permanently shut down the Theranos labs in 2016
(Arbogast, 2022).

On June 14, 2018, Elizabeth Holmes, and “Sunny” Balwani (Theranos COO)
were accused on sixteen combined charges of fraud and conspiracy to commit-
ted fraud. This included: 1) Holmes had incorrectly maintained that Theranos
could use a single finger-prick of blood to accurately predict many diseases; 2)
Elizabeth Holmes committed fraud and engaging in unethical actions against her
employees to not reveal Theranos’ malfeasance; 3) they were lying to investors,
Walgreens, and users by providing results from Siemens and presenting them as

from their own Edison machine; and 4) they had been interfering with potential
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inspections and audits by government agencies. Based on the trial; Walgreens,
Walmart and a host of prominent political figures filed a class-action lawsuit
against Theranos (March 2020). The global pandemic caused delays in the trials.
Both were finally found guilty on all counts of fraud. Balwani received a prison
term of 12 years and 9 months while Holmes received 11 years. Pregnancy de-

layed her incarceration, but she was finally sent to jail in May 2023.

5.3. Lessons Learned from the Cases

Lessons learned from these cases using the new Leadershipd

del is available and should also be considered by major firms. This is true spe-

ci when such firms are employing risk management techniques and consi-
dering the potential hazards of risky decision-making.

Future research needs to focus on educating future business leaders on the
risks associated with poor management and toxic leadership. With rapid ad-
vances in technology, it is becoming more difficult for managers to keep up with
changes that are affecting their industries. Such new challenges are being posed
on a variety of fronts to include stunning new advances in such technologies as
Artificial Intelligence, Blockchain and Virtual Reality (Lum, Elliott, & Aglan, 2020).
In the past, corporate leaders could rely on subordinates to monitor such changes
and had more time to adjust to these changes in their respective industries. Sar-
banes-Oxley, Dodd-Frank and other legislation have put top management on
notice that CEOs can no longer lay the blame for failure on subordinates if old
risk management methods fail them. Such leaders will be held accountable and

as such, need to be educated better in risk management tools. The New Leader-
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ship Model is recommended as one of the tools that can be employed by leaders

and by students studying the pitfalls of poor leadership and toxic leadership.
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Appendix A. Ethics Cases in “Resisting Corporate Corruption’

Page #
Section 1 The Enron Cases
Case 1 Enron Oil Trading: Untimely Problems in Valhalla 3
Case 2 Enter Mark-to-Market: Exit Accounting Integrity? 29
Case 3 Enron’s SPEs: A Vehicle too Far? 63

Case 4 Court Date Coming in California?

Case 5 New Counsel for Andy Fastow

Case 6 Lay Back ... and Say What?

Case 7 Whistle blowing Before Imploding in Accounting Scandals 127
Section 2 The Financial Crisis Cases

Case 1 Seeking a Sustainable Business Model at Goldman Sachs 169
Case 2 He’s Madoff with the Money - Stop Him Now? 187
Case 3 Should Countrywide Join the Subprime “Race to the Botf@m”? 203
Case 4 Subprime Heading South at Bear Stearns Asset Manage 221
245
265
285
299

321

341

365
383
401
419

435

Case 6 Faking it on Diesel Emissions at VW (B)? 447
Case 7 Fake it Till You Make it at TESLA? 453
Case 8 Fake it Till You Make it with Patient Blood at Theranos? 481
Case 9 Fake it Till You Cash Out? on Flexible Office Space at WeWork 505

Case 10 What to Do About Faking it at Nikola? 527
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Appendix B. Five Step Analytical Model

Identify the main protagonist in the case and include a clear statement of the

Step 1
p Ethical Issue(s).
Define the Ethical Boundary Condition(s) in the case i.e., what were the firm’s
Step 2 ethical limits that when exceeded violated reasonable ethical and moral
standards.
Step 3 What were the consequences to the firm and protagonist of the Boundary
e
P Conditions being exceeded?
What were the feasible strategic alternatives (wi
Step 4 available to the protagonists i.e., what alternatives e
e
P that would have kept the firm from stra
Which of these alternatives is bes
Step 5

an outline of a basic Strategi

Are the B 0

Does the ?

class discussion effective in engaging the class in a productive session?
“poor” (1), “fair” (2), and “good” (3)

TOTAL

Appendix D

e Mismanagement is defined as the process of making poor strategic and/or
tactical decisions in the management of a firm or other system. It can be
caused by a variety of factors such as incompetence, poor ethical decisions,
abuse, or corruption.

e A Ponzi Scheme is an investment fraud that pays existing investors early,
excessive returns with funds collected from new investors.

¢ The Digital Revolution was a major paradigm shift that occurred in the later

part of the 20" century in which formerly analog technologies were replaced
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by digital ones.
e Corruption is abusing one’s power to benefit oneself or another person. It is
unethical and illegal (Nahavandi, 2015).

o Toxic Leadership is leadership that violates the interest of the organization
and the well-being of followers.

&
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