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Corporations like Enron that overem-
phasize outcomes such as profits might 
make their leaders blind to ethics and 
limit their abilities to recognize ethi-
cal or moral issues when they surface, 
according to a study by Scott Reynolds, 
an assistant professor of business ethics 
at the Business School.

Reynolds examined why some man-
agers recognize a situation as involving 
moral issues while others do not. His 
research demonstrates it is not always 
obvious when an issue has moral over-
tones—people can and do disagree 
about whether an issue involves ethics.

In two separate studies, Reynolds 
asked 96 senior-level managers to rate 
five scenarios involving varying degrees 
of ethical violations designed to mea-
sure their moral awareness. Previous 
research has shown that when facing 
ethical dilemmas, individuals either 
focus on the ends (consequences such 
as happiness, harm and profits) or the 
means (such as don’t lie, don’t cheat 
and don’t steal) as they search for a 
solution. The study, published in the 
Journal of Applied Psychology, found 
that this preference also influences an 
individual’s capacity to simply identify 
a problem as an ethical issue.

Reynolds found that people who 
focus primarily on the ends recognize 
ethical issues when harm is done but 
are much less sensitive to ethical issues 
that seem to only involve a violation 
of the means (someone lied, broke a 

Can Corporations be Blinded by Profits?
promise, violated a policy, etc.). When 
it appears that no harm is done, ends-
based decision-makers are much less 
inclined to see the issue as an ethical 
one. Means-focused people, however, 
recognize both harmful situations and 
those situations in which the means 
used were an ethical issue.

The results are surprising, he said, 
because they suggest that means-based 
decision makers are affected by a much 
broader range of what they consider to 
be ethical issues. 

“For that reason, ends-based deci-
sion-makers might be very surprised to 
know what others call or treat as ethi-
cal issues,” Reynolds said. “You could 
say that ends-based decision-makers 
are ‘blind’ to those kinds of ethical 
issues.”

Reynolds believes former Enron 
CEO Kenneth Lay and others at the 
bankrupt trading and energy company 
might have been victims of this phe-
nomenon. He speculates that Lay and 
other Enron executives probably saw 
no harm in what they did and therefore 
believed there were no ethical aspects to 
their business—it was just doing busi-
ness as usual. Thus, there was an initial 
sense of surprise or disbelief within the 
culture once they saw outsiders’ reac-
tions to their business practices.

“The findings of this study sug-
gest that when attempting to improve 
moral awareness in organizations,  
leaders should take the initiative to  

better educate managers about the 
moral value of rules, principles and 
guidelines more generally,” Reynolds 
said. 

“Improving managers’ appreciation 
for such guides increases their ability 
to access moral frameworks in the face 
of not just harmful situations, but also 
seemingly inconsequential violations 
of rules.” £

Professor’s Work Supports 
Breakthrough Idea

Harvard Business Review has cited the 
work of Shiva Rajgopal, assistant profes-
sor of accounting at the UW Business 
School, among its “Breakthrough Ideas 
for 2006.” Rajgopal’s collaboration with 
Campbell Harvey and John Graham 
of Duke University’s Fuqua School of 
Business was used to frame the argu-
ment that the time has come for public 
corporations to base strategic decision 
making on long-term benefits rather than 
short-term market pressures. Rajgopal’s 
study, also cited in the Financial Times, 
The Wall Street Journal and many other 
publications, found that 78 percent of 
financial executives surveyed would sac-
rifice significant value to meet quarterly 
earnings targets.
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They may not leap tall buildings in a 
single bound, dress for work in cape 
and cowl or turn green when they 
get angry, but modern chief financial  
officers do require an astounding array 
of supernatural powers.

The fall CFO Forum, a high-
powered roundtable convened by 
the Business School’s department 
of finance and business economics, 
explored the new requirements of the 
“Super CFO” in an increasingly com-
plex corporate landscape. CFOs from 
around the region joined in the dis-
cussion with expert panelists Kerry 
Killinger, CEO of Washington Mutual, 
Doug Southern, chairman of Cutter 
& Buck, and Raj Aggarwal, Firestone 
Chair in Corporate Finance at Kent 
State University. Washington CEO mag-
azine was so intrigued that it featured 
extended excerpts from the proceed-
ings in its January 2006 issue.

“Today’s CFO must be something to 
everyone: the firm’s top accountant, the 
CEO’s strategic partner, the gatekeeper 
for new initiatives, the chief metrics 
officer, the head of financial reporting 
compliance, a spokesperson for external 
constituencies, and the board of direc-
tors’—or at least the audit committee’s—
new best friend,” began Forum director 
Jonathan Karpoff, the Norman J. Metcalfe 
Endowed Professor in Finance. “And in 
this post-Enron, post-WorldCom, post-
Tyco world, the CFO must be as squeaky 
clean as Clark Kent.”

 Discussion ranged from reining in 
overreaching CEOs, to new rules that 
have resulted in constrained relation-

ships with auditors, to the CFO’s greater 
visibility to the board of directors, 
to the necessity of being the strong 
voice of reason on new initiatives. As 
always, the challenges brought forth by 
Sarbanes-Oxley—recent federal legisla-
tion enacted to hold public corpora-
tions in better fiscal check—was on 
everyone’s mind.

“Let’s face the reality,” offered 
Killinger. “There are significant pres-
sures facing CFOs that come from a 
variety of constituencies. It can be pres-
sure from capital markets to meet the 
numbers. It can be pressure from the 
board. It could be a CEO who might be 
pressuring to grow the business a bit 
more than what the company can 
handle in a prudent manner. It can be 
the employees, the press and others. 
Having that backbone, that when 
pushed against the wall you feel really 

good, that your integrity is unassail-
able, is absolutely critical.”

Amid all of these added pressures, 
the participants agreed, the Super CFO 
can and does still exist. 

“I think that the CFO job is still 
doable…” concluded Southern, for-
mer CFO of Immunex. “But I think 
it’s great if you have a CFO who is a 
workaholic and thinks that a half-day 
is 12 hours.” £

Visit bschool.washington.edu/cfoforum  
for a link to the entire transcript of the 
Super CFO Forum in Washington CEO.

The May 17 CFO Forum, “Putting Integrity 
into Finance Theory and Practice,” 
will feature finance oracle Michael C. 
Jensen, the Jesse Isidor Straus Professor of 
Business Administration, Emeritus, at the 
Harvard Business School.
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