
U4 H TORONTO STAR H THURSDAY, SEPTEMBER 8, 2011 ON ON1

WORLD OF MBAS

HISTORY TEACHERS FIASCOS REPEAT THEMSELVES

ON ON1 THURSDAY, SEPTEMBER 8, 2011 H TORONTO STAR H U5

It’s 2001, and the business world is
reeling as Enron Corp., one of the
world’s biggest energy companies, col-
lapses amid revelations of fraudulent
financial statements and billions in
concealed debt. To many, it’s a new low
in business history.

But maybe it’s not.
Go back about 70 years, to 1932,

when Ivar Kreuger, head of the giant
Swedish Match company, commits
suicide, spawning international head-
lines and igniting a financial scandal
that costs American investors more
than $250 million and leads to the
formation of the Securities and Ex-
change Commission.

Kreuger, a world-famous business
leader and Time magazine cover boy,
had been running an early version of a
Ponzi scheme, paying dividends out of
the company’s capital, falsifying the
books, running dummy corporations,
even forging Italian bonds to raise
cash.

Today, few remember Ivar Kreuger.
That is, except for the students in
Managing Globally, Prof. Matthias
Kipping’s MBA course at the Schulich
School of Business.

Unlike most MBA courses, Kipping’s
course focuses on the past, not the
present, and on what we can learn

when they should be reassuring peo-
ple by showing transparency, commit-
ment, accountability and empathy for
the victims.

These crises can also point out un-
derlying problems with the company,
such as BP’s poor safety culture, he
says.

Conrad Black’s crisis with Hollinger
International Inc., he says, pointed
out a problem with the company’s
governance.

“This was a situation where there
was a dysfunctional board,” says Dier-
meier. “That can be utterly critical in a
crisis, because the board can provide
additional supervision, and it also can
step in and remove a CEO when it
really has to.”

Black’s aristocratic personal style
worked against him, he says. “That can
work nicely when things are going
well and it’s flamboyant, but when
things turn the other way, it becomes a
liability very quickly.”

In the end, says Kipping, problems
can occur all the way along the corpo-
rate chain. 

He believes the key to preventing
them is good leadership.

“A CEO is not responsible for some-
body selling a dodgy mortgage some-
where,” he says. “But he is responsible
for not having a system in place that
makes people do the right thing.”

School of Management at Northwest-
ern University.

Diermeier argues that a company’s
reputation is a precious asset in to-
day’s world, and a weak response to a
crisis can hurt that reputation, driving
away customers. His recent book, Rep-
utation Rules, deals with high-profile
cases where companies’ reputations
were put at risk.

Diermeier calls such crises “the cru-
cible of leadership.” He points to the
BP oil spill as a case where a company
mishandled an already catastrophic
event.

In these circumstances, he says, the
public is watching intently, and the
actions of top executives can be cru-
cial.

“When you then have unfortunate
comments by (CEO) Tony Hayward,
such as, ‘I want my life back,’ or, ‘The
Gulf of Mexico is a big ocean,’ and the
chairman of the board is not acting
decisively either, there are now con-
cerns over whether the management
is able to lead the crisis successfully.”

In such stressful circumstances,
business leaders often make the mis-
take of narrowing their focus to the
technical aspects of the problem,

says, no matter what the press and the
analysts are saying.

“You have to do your job as if you’re
looking 20 years back and seeing
yourself.”

And, if you do make a mistake, what
happens next is critical. 

As costly as these mistakes can be,
failing to respond effectively when
things go wrong can be just as big a
misstep, says Prof. Daniel Diermeier,
who teaches a course on corporate
crisis-management at the Kellogg

l Holding on to subsidiaries when
they fail. “Managers find it extremely
difficult to let go,” Kipping says. “Their
own reputation is at stake.”

Instead, he says, they should follow
an old adage of Jardine Matheson,
which transformed its Asian opium
trading business into a conglomerate
through nimble deal-making: It’s bet-
ter to lose face than to lose money.
l Relying solely on systems: Although
having good systems is essential, it’s
people who make a company success-
ful, Kipping says.

“The key is to get good people and
train them well. That will go much
further in keeping them honest than
any system.”

Too often, Kipping says, companies
think what they need is more risk
management. “No, we need more
good people,” he says.
l Getting caught up in the euphoria.
Ivar Kreuger, Kipping points out, was
widely celebrated in the press, until
his company collapsed. No-one
thought to look into his business prac-
tices.

A business leader has to stand back
and look at what’s really going on, he

Most business people are basically
honest, says Kipping, and most busi-
ness failures are due to common mis-
takes, many of which speak to the
quality of a company’s leadership. He
names four:
l Taking things for granted. “Things
that have always worked may not con-
tinue to work,” notes Kipping.

7-Eleven found this out in the 1980s,
when its business model simply
stopped working due to new competi-
tion from gas station convenience
stores. It took a total rethink of the
company’s business model to right the
ship.

The lesson is that business leaders
need to be alert for signs of change,
and willing to alter course when they
see the rules of the game changing.

Ljiljanic says he’s taken that to heart
in his job as central Canada sales man-
ager for a plumbing and heating com-
pany.

“Although I have a large sales force, I
try to spend time in the field and with
our customers, and get direct feed-
back, as opposed to relying on second
and third layers of relationships,” he
says.

“Eventually the bank folded, because
credit was extended to borrowers of
questionable credit-worthiness,” says
Ljiljanic. “In the U.S., major banks ex-
tended increasingly risky loans to cli-
ents who had exceedingly high debt
ratios.”

In both cases, he points out, the
banks made the same fatal mistake: In
pursuit of profits, they ignored their
own policies.

Kipping’s course covers companies
that succeeded, including historic
trading companies such as Jardine
Matheson & Co. and the Hudson’s Bay
Company; those that eventually
failed, such as the Medici Bank; and
those that went down in a storm of
scandal, such as the Swedish Match
company.

Although scandals, such as those of
Bernie Madoff and Ivar Kreuger, seem
to be more and more common these
days, that may be just because we’re
paying more attention, Kipping sug-
gests.

“We’ve had corporate malfeasance as
long as we’ve had business,” he says.
“My course tries to teach people not to
forget.”

from business leaders’ mistakes, as
well as their successes.

“If you look at management books
today,” he says, “they focus on suc-
cessful companies. But go 10 years
down the road and those companies
may not be great anymore. And while
they’re good, it’s difficult to find out
why.”

Looking at the past is a useful ap-
proach, Kipping says, because we can
see how a company’s business strate-
gies really turned out.

And students can learn as much from
mistakes as successes, even if those
mistakes are centuries old.

“I was amazed at how many parallels
there are from even 500 years ago,”
says Nik Ljiljanic, an executive MBA
student who took Kipping’s course
this year.

He points to the Medici family, one of
the high-profile subjects of the course.
The Medicis built a powerful financial
empire in Europe during the 15th cen-
tury before finally being done in by
bad loans to nobles, who were clients.
The Medici bank’s failure seems to
eerily foreshadow the recent U.S.
banking crisis.
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The past has things to teach us, if we will reflect on it, Schulich professor notes
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