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Organisational Behaviour Enron Case Study 

Change 

 
From Energy Provider to Trading Company 
Change is proactive rather than reactive 

 Proactive change is change that is initiated by an organisation because it is desirable 
to do so. Reactive change is change initiated in an organisation because it is made 
necessary by outside forces. 

 Change often occurs because of divine discontent 

 Divine discontent – a key feature of successful organisations, meaning that leaders 
continually urge employees to strive for higher standards or better practices. Even 
when the company outshines the competition, employees believe they can do better 

 A vision provides an emotional foundation for the change, because it links the 
individual’s values and self-concept to the desired change 

o The Enron leaders were charismatic leaders who continuously stimulated a 
vision of a better future 

 
Organisational change: a response to a dynamic environment 

 
 
Forces Initiating Change 
Environmental Drivers 

 Socio-cultural factors – increase in the market demand of trading financial 
instruments  

 Political and legal factors 
- Deregulation of energy markets – opportunities for growth and diversification  
 Owned utilities 
 Began selling broadband Internet services as a wholesale commodity 
 Launched EnronOnline, an energy and commodities trading site 

Internal Forces 

 Internal processes 
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Culture 

 
Culture is the “customary and traditional way of thinking and doing things which is shared 
to a greater or lesser degree by all members and which new members must learn … in 
order to be accepted into the services of the firm”. 
If employees did not adapt and accept the culture, they would be unable to continue 
working at Enron due to its tough environment. Those who did not fit in would fall in the 
bottom category during performance reviews. 

 Arrogance – “FROM THE WORLD’S LEADING ENERGY COMPANY – TO THE WORLD’S 
LEADING COMPANY” greeted by applause and laughter 

 Confidence/Hubris – employees believed to be the best and brightest in the world, 
convinced they were contributing to society 

 Creativity 

 Competitive – Performance appraisals where employees were ranked twice a year 
and divided into A’s who were rewarded, B’s who were encouraged, and C’s who 
were told to shape up or ship out 
 Cut-throat culture as individuals took any steps they could to avoid being in the 

lowest 15% 
 Destroyed morale and internal cohesion 

 Excellence – strong emphasis on maintaining performance 
- Those who survived the hiring process, long work hours and performance 

appraisal systems were well compensated – rewards were strongly aligned with 
performance 

- Seniority-based salaries were abolished in favour of more highly leveraged 
compensation that offered huge cash bonuses and stock option grants to top 
performers 

- Top 75 performers and their spouses were send to a four all-expense-paid resort 
- This culture of excellence and high expectations, discouraged employees who 

sat in the bottom category from their ability to improve and meet the 
expectations as they quickly decided to leave 

 Expectancy theory – low instrumentality – employees did not believe that their 
extra effort would be enough to achieve the level of performance needed to exit 
the bottom category 

 Top-down culture - Skilling hired people who were very young as they did not insist 
on coming at 9 or leaving at 5, keeping things as they had always been, and 
questioning authority 
- Communication was essentially one way – from top leaders to bottom 

employees. Its purpose was to reinforce the demanding goals set by Enron’s 
leaders 

- Corrective feedback was not sought, and was stifled 
- The purpose of vertical communication was simply to transmit a new corporate 

code, and ensure its rapid implementation 
- Employees were expected to escalate their commitment, and transform their 

attitudes to be ever more consistent with the needs of the organisation’s 
leaders  high compliance 
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- Code of ethics circulated to all employees through email, containing 
“commonsense rules of conduct with which the great majority of Enron A goatee 
was fairly common 

 Blue shirt 
 
Communication Patterns 

 Darth Vader for Skilling, Mark the Shark for senior executive Rebecca Mark – 
aggressive nicknames 

 Storm Troopers for the traders – must obey the leadership of Darth Vader – Top-
down authority 

 Those in the top category of performance appraisals were referred to as “water 
walkers” – employees were seen as superior when they achieved top performance – 
shared understanding that only performance counts 

 Employees adopted the same language as particular terms marked Enronians out 
but also signalled their membership of the same “club” 

 “Come to shore” instead of “build consensus” 

 “Metrics” instead of “numbers” or “calculations”  

 Those who used “numbers” or “calculations” was a “loser”, the most popular Enron 
label of all – want to differentiate themselves as superiors compared to the outsiders 

 Shows that they want to use less common words to emphasise their culture of 
creativity, superiority and uniqueness 

 Employees avoided using negative words about the company 
 
Practices and behaviours 

 Presentations by Lay and Skilling stressing the importance of growth and an ever-
increasing stock price 
- Big applauses and standing ovations to show respect and obedience to the 

leaders of Enron 
- Audio-visual effects to further dramatize the importance of the presentation and 

the leaders 
- Felt like a re-education camp for Enron to become more nimble, flexible and 

innovative  reinforce values 

 Skilling even dressed as Darth Vader at company gatherings 

 Work regimes of up to 80 hours a week were regarded as normal – abandonment of 
family and other non-work related activities  

 Rank and yank system – 15% of employees were regularly fired or quit 
 
Integrationist 

 Culture was imposed from above 
- Continually reinforces values at presentations 
- Rank and yank system – enforce culture of performance excellence 
- Email of code of conduct – drill expectations of values employees should 

demonstrate 
 Compliance  Same behaviours by employees 

- Skilling dressed as Darth Vader at company gatherings 

 Shared understandings and values persisting 
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Strategic type 

 Prospector – deregulation of energy market, EnronOnline 

 Change environment – Deregulation of energy market  From energy provider to 
energy trader 

 Goals – flexibility, responsive and innovation 

 Then Analyser – moderately centralised controls, tight control over current 
activities, looser controls for new undertakings – phantom equity 

 Then Defender as it maintained its core operations by having tight control, high 
degree of formalisation and highly centralised decision-making 

 
Planned strategy 

 Strategic change evolves in practice but follows a strict plan – as new opportunities 
occur and environments change 

 The process is linear and the change is deliberate 

 Formulation and implementation are separate – Senior management decide 
objectives and then communicate them to lower levels 

 Decisions first result from intuition and opportunism (i.e. bounded rationality) – 
emergent strategy – but then rational analysis occur 

 Strategic decisions are taken at the top and simply passed down 

 Strategic decisions originating from lower levels  need the approval of the CEO e.g. 
EnronOnline 

 
Structure is the division and coordination of labour within an organisation 
Division: divide labour among members to achieve organisational goals  
Vertically: organisational hierarchy – Strategic decisions are centralised 
Horizontally:  
Coordination: A process of facilitating timing, communication and feedback among work 
tasks 

 This was not achieved 

 Lack of upwards communication and feedback 
Vertical division of labour – concerned with apportioning authority for planning and 
decision-making  

 Skilling and Lay at the top 

 Flat structure in order to facilitate innovation by giving more power to employees 
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 Top management apportioned authority for planning and decision-making regarding 
new project to boost innovation but overall strategic decisions is centralised to top 
management 

 However, authority for strategic decisions and goals remained top management’s  
 
Coordination of divided labour 

 Coordination or integration ensures that a divided workforce achieves organisational 
goals – However, due to competition among traders, effective coordination was not 
achieved 

 Workers permitted more discretion as coordination moves from direct supervision to 
mutual adjustment 

 Workers were permitted discretion as long as they achieved organisational goals 
 
Enron’s structure 

 
 Flat organisational structure (vertical divisions) – 3 layers of management 
 This flat structure allows for flexibility as decisions can often be made and carried 

out more quickly because there are few layers of communication between the 
employees doing the work and those making the decisions. Therefore, directives 
and opportunities can be communicated more quickly to allow for necessary 
changes 

 Hybrid structure 
- Divisional by geographic regions – North America and International 
- Functional – Human Resources and General Counsel, separated from products 

and services 
- Divisional by products and services – Energy services, oil and gas, and broadband 

services 

 Also matrix structure – phantom equity – get staff from different parts of the 
company 

Divisional Structure Advantages 

 Effective response tailored to specific needs of customer (depending on the 
product/service) and region 

 Can be evaluated as independent profit centres 

 Better coordination and communication with a product/service focus rather than 
task focus 

Divisional Structure Disadvantages  

 Duplication of functions – more costly 

 Economies of scale suffer – but still great economies of scale due to the significant 
growths that occurred 
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Matrix structure – functional and product influence – to create EnronOnline 

 structure capitalise on strengths of product and functional divisions – focus on 
success of project, more cooperation than if they were separate (addresses problem 
of silo mentality under functional structures) 

 Flexible – people can move depending on success of phantom equity 
 

7S 
1. Strategy 

 Differentiation 

 Prospector 
2. Structure 

 Hybrid – functional, divisional by products/services and by geographic 
departmentalisation, as well as matrix 

3. Superordinate goals 

 High emphasis on performance, competition, innovation 
4. Style (culture) 

 Top-down management 
5. Staff 

 Have unquestioning faith in the Enron leaders 

 Sacrifice their today in the hope of a better tomorrow 

 Arrogance 
6. Skills 

 Lack of skill development 

 Those with excellent skills in achieving performance are rewarded while 
others leave 

7. Systems 

 Employee empowerment for innovation – Phantom Equity 

 Top-down communication of expectations and strategic changes 
 

SAMPLE 


