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Abstract—Financial crises, while influenced by a variety 

of factors, are often precipitated by corporate 

mismanagement, especially through excessive risk-

taking and unethical decision-making. This paper 

examines the role of corporate failure in financial 

turmoil, focusing on four case studies: Lehman 

Brothers, Enron, Bear Stearns, and Volkswagen. By 

analyzing these companies’ decisions and actions, the 

paper identifies key behaviors that contributed to their 

downfalls and explores the broader economic and social 

repercussions of their collapse. Additionally, the paper 

assesses the role of regulatory failures and weak 

oversight in enabling corporate risk-taking, and it offers 

recommendations for policy changes, such as stronger 

regulations, enhanced corporate governance, and the 

implementation of ethical business practices. The 

findings highlight the importance of aligning corporate 

behavior with long-term sustainability to prevent future 

financial crises.  

 

Index Terms—Corporate Mismanagement, Corporate 

Governance, Economic Consequences, Ethical Decision-

Making, Financial Crises, Risk-Taking, Regulatory 

Failures, Policy Recommendations. 

 

I. INTRODUCTION 

 

Financial crises have been a persistent feature of 

global economies, causing widespread instability and 

hardship. They are the result of numerous 

interconnected factors, but one of the most significant 

contributors is corporate mismanagement, 

particularly the excessive risk-taking behaviors 

exhibited by large corporations. The impact of these 

crises is magnified when companies engage in 

practices that prioritize short-term profits over long-

term sustainability, ignoring risks and ethical 

considerations.  

This paper delves into the role of corporate 

mismanagement and excessive risk-taking in 

contributing to financial crises, with a particular 

focus on four companies: Lehman Brothers, Enron, 

Bear Stearns, and Volkswagen. Through the 

examination of these companies’ failures, the article 

aims to uncover common threads of mismanagement 

and analyze how these failures caused widespread 

economic and social consequences. It also offers 

suggestions for future policy improvements, such as 

stricter regulations, better risk management practices, 

and enhanced corporate governance.  

Financial crises have long been recognized as 

defining moments in global economic history, often 

leading to recessions, mass unemployment, and 

profound instability in financial markets. At the heart 

of many such crises lies corporate mismanagement, 

particularly in the form of excessive risk-taking and 

unethical decision-making. The primary cause of 

these disruptions is the inability or unwillingness of 

large corporations to adhere to prudent financial 

practices, often driven by a short-term profit motive 

or lack of sufficient regulatory oversight. In many 

instances, corporate collapses do not only harm the 

companies involved but can also trigger systemic 

failures across industries and global markets 

(Acharya & Richardson, 2009; Gorton, 2010).  

 

II. OBJECTIVES OF THE STUDY 

 

• To Identify the Key Factors of Corporate 

Mismanagement: Investigate the behaviors and 

decisions made by corporate leaders that led to 

excessive risk-taking and eventual corporate 

failure, using the examples of Lehman Brothers, 

Enron, Bear Stearns, and Volkswagen.  

• To Analyze Case Studies of Major Corporate 

Failures: Examine the specific circumstances of 

Lehman Brothers, Enron, Bear Stearns, and 
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Volkswagen, exploring how these failures 

contributed to financial crises and their ripple 

effects on the global economy.  

• To Assess the Role of Regulatory Failures in 

Enabling Corporate Risk-Taking: Explore how 

weak regulatory frameworks and ineffective 

oversight allowed these companies to engage in 

risky behavior without facing significant 

consequences, and how regulatory bodies could 

have prevented or mitigated their failures.  

• To Propose Measures for Mitigating Corporate 

Risk-Taking: Suggest potential strategies and 

policy measures that could reduce the likelihood 

of corporate mismanagement leading to financial 

crises, including improved corporate governance, 

stronger regulations, and the implementation of 

ethical standards. 

 

III. CASE STUDY-1: LEHMAN BROTHERS 

(2008) 

 

An American global financial services firm whose 

2008 bankruptcy played a central role in the global 

financial crisis.  

A. Corporate Mismanagement  

Lehman Brothers’ collapse in 2008 was the result of 

excessive risk-taking. The company heavily invested 

in subprime mortgage-backed securities (MBS) 

during a time when the housing market was 

overheating. This decision was compounded by high 

leverage, where the company borrowed excessively 

to amplify returns. As a result, the firm became 

highly vulnerable to the housing market collapse that 

ensued when property values began to fall (Acharya 

& Richardson, 2009).  

The failure of Lehman Brothers can be traced to the 

lack of effective risk management. The company did 

not adequately assess the risks associated with these 

assets. Furthermore, it failed to diversify its portfolio 

and became overly reliant on the booming housing 

market, which ultimately led to catastrophic losses 

(Foerster & Jagtiani, 2015).  

B. Major Corporate Failure 

Lehman Brothers’ bankruptcy was one of the most 

significant events of the 2008 global financial crisis. 

The firm had accumulated over $600 billion in 

liabilities and was unable to meet its obligations once 

its investments in MBS and real estate declined in 

value. The firm’s collapse contributed to a global 

liquidity crisis, triggering a downward spiral that 

affected multiple financial institutions (Shin, 2009). 

Lehman’s collapse was a direct consequence of risky 

lending and investment practices, exacerbated by the 

firm’s poor risk assessment protocols.  

C. Role of Regulatory Failures in Enabling 

Corporate Risk-Taking  

Lehman’s collapse occurred against the backdrop of 

weak regulatory oversight. Regulatory bodies such as 

the Securities and Exchange Commission (SEC) and 

the Federal Reserve were slow to act in monitoring 

risky financial products like MBS and derivatives. 

Furthermore, the use of shadow banking systems—

which operated outside of regulatory scrutiny—

allowed Lehman to engage in increasingly risky 

practices without significant oversight (Posner, 

2009).  

D. Measures for Mitigating Corporate Risk-Taking  

To prevent future Lehman-style collapses, financial 

institutions should implement stronger capital 

requirements and more stringent stress tests. 

Regulators need to establish clearer guidelines on the 

risks associated with high-leverage strategies and 

ensure proper oversight of financial derivatives and 

complex securities (Kashyap, Rajan, & Stein, 2008). 

Moreover, enhancing transparency through more 

detailed reporting and disclosure practices could help 

to identify risks before they spiral out of control.  

 

IV. CASE STUDY-2: ENRON (2001) 

 

An American energy, commodities, and services 

company that collapsed in 2001 due to accounting 

fraud and unethical practices.  

A. Corporate Mismanagement  

Enron’s 2001 collapse was largely due to its 

fraudulent accounting practices. The company used 

special purpose entities (SPEs) to hide its massive 

debt and inflate its profits. This manipulation of 

financial statements led to Enron’s perceived 

financial health, which ultimately proved to be 

misleading (Healy & Palepu, 2003). The company’s 

executives, including Jeffrey Skilling and Andrew 

Fastow, were motivated by a desire to maintain 

Enron’s high stock price and to meet the demands of 

investors, resulting in reckless and unethical financial 

decisions.  

B. Major Corporate Failure 
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Enron's bankruptcy was a direct result of corporate 

fraud, in which the company’s financial reporting 

was manipulated to deceive investors and regulators. 

The company's use of SPEs to hide debt, along with 

its manipulation of energy trading markets, caused 

widespread market distortion and loss of trust in 

corporate financial reporting (Koller, 2002). Enron’s 

fraudulent actions ultimately led to the loss of $74 

billion in market capitalization and a collapse of 

investor confidence (Brown, 2001).  

C. Role of Regulatory Failures in Enabling 

Corporate Risk-Taking  

Regulatory bodies, including Arthur Andersen 

(Enron's auditor) and the Securities and Exchange 

Commission (SEC), failed to detect or intervene in 

Enron’s illegal activities. There were also significant 

lapses in corporate governance, with Enron’s board 

failing to monitor the risks and ethical concerns 

raised by some employees and analysts. The lack of 

strong oversight on the use of SPEs and mark-to-

market accounting allowed the fraudulent activities to 

continue unchecked (Coates, 2007).  

D. Measures for Mitigating Corporate Risk-Taking  

Following Enron’s collapse, Sarbanes-Oxley (2002) 

was introduced to improve financial transparency and 

accountability. Strengthening regulations around 

corporate governance and enhancing the 

independence of auditors could help prevent similar 

corporate fraud. Regulators should also enforce more 

frequent audits and financial statement reviews to 

ensure that companies are following proper 

accounting practices (Bhagat & Bolton, 2008).  

 

V. CASE STUDY-3: BEAR STEARNS (2008) 

 

A major American investment bank that failed in 

2008 due to its exposure to subprime mortgage 

securities and excessive leverage.  

A. Key Factors of Corporate Mismanagement  

Bear Stearns, a major investment bank, faced its 

demise due to over-leveraging and investments in 

risky mortgage-backed securities. The company 

borrowed excessively to finance its investments, 

which exposed it to substantial risks when the value 

of these securities dropped (Ashcraft & Schuermann, 

2008). The failure to properly assess these risks, 

coupled with an over-reliance on short-term funding, 

played a crucial role in Bear Stearns’ collapse.  

B. Major Corporate Failure 

Bear Stearns’ fall in 2008 was precipitated by the 

bursting of the housing bubble and the collapse of 

subprime mortgage markets. Bear Stearns’ high 

levels of leverage and involvement in risky securities 

led to a liquidity crisis. The firm’s fallout led to a 

forced sale to JPMorgan Chase, and its failure 

illustrated the fragility of firms relying heavily on 

short-term funding and high-risk investment 

strategies (Gorton, 2010).  

C. Role of Regulatory Failures in Enabling 

Corporate Risk-Taking  

Bear Stearns’ downfall exposed the weaknesses in 

financial regulation. The Federal Reserve, while 

involved in monitoring financial markets, was unable 

to detect the firm’s exposure to risky mortgage-

backed securities and derivatives. Moreover, the 

regulatory framework allowed for excessive leverage, 

and the firm’s shadow banking system escaped 

scrutiny (Baker, 2009). This regulatory gap allowed 

Bear Stearns to operate with little oversight, 

ultimately leading to its collapse.  

D. Measures for Mitigating Corporate Risk-Taking  

To prevent a recurrence of Bear Stearns-style 

collapses, financial institutions should adopt stricter 

capital requirements and liquidity buffers. 

Furthermore, there should be greater regulation of 

derivatives markets and measures to mitigate 

systemic risk within the financial system 

(Brunnermeier, 2009). The introduction of stress tests 

for major financial institutions could identify 

vulnerabilities before they become critical.  

 

VI. CASE STUDY-4: VOLKSWAGEN (2015) 

 

A German automotive manufacturer involved in the 

2015 emissions scandal, where it was found to have 

installed software to cheat emissions tests.  

A. Corporate Mismanagement  

Volkswagen's emissions scandal, Dieselgate, was 

caused by executives’ decision to install defeat 

devices in vehicles to cheat on emissions tests. This 

unethical behavior was driven by the desire to 

maintain Volkswagen’s competitive edge in the 

global automotive market, particularly in the growing 

diesel vehicle sector. The decision to deceive 

regulators, however, had far-reaching consequences 

for the company’s reputation and finances (Ewing, 

2017).  

B. Major Corporate Failures  
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Volkswagen’s attempt to cover up its use of defeat 

devices resulted in a global scandal and an 

unprecedented loss in market value. The company 

faced billions of dollars in fines, lawsuits, and 

reputation damage, while consumers were misled 

about the environmental impact of their vehicles 

(Hotten, 2015). The scandal, which implicated 

thousands of employees, also led to significant legal 

and regulatory reforms in environmental policy.  

C. Role of Regulatory Failures in Enabling 

Corporate Risk-Taking  

Volkswagen's actions exposed serious flaws in 

environmental regulations. Regulatory bodies like the 

EPA failed to detect the cheating, as their testing 

procedures were insufficient to detect defeat devices 

in vehicles. There were also lapses in enforcement, 

allowing the company to continue these practices for 

several years before the issue came to light 

(Kaufman, 2017).  

D. Measures for Mitigating Corporate Risk-Taking  

To prevent future incidents of corporate deception, 

regulators must improve testing standards for 

emissions and implement stricter enforcement 

mechanisms. Additionally, companies must prioritize 

ethics and transparency, and adopt whistleblower 

protection laws to allow employees to report 

unethical practices without fear of retaliation (Vidal, 

2015).  

VII. CONCLUSION 

 

The collapses of Lehman Brothers, Enron, Bear 

Stearns, and Volkswagen demonstrate that corporate 

mismanagement and excessive risk-taking can have 

devastating consequences not only for the companies 

involved but also for the broader economy. These 

failures were exacerbated by weak regulatory 

frameworks and inadequate oversight, highlighting 

the need for stronger corporate governance and risk 

management practices. By learning from these cases, 

policymakers, regulators, and business leaders can 

take proactive steps to reduce the likelihood of 

similar crises in the future.  

Lehman Brothers' collapse in 2008 was a direct result 

of excessive leverage and exposure to risky subprime 

mortgage-backed securities, compounded by 

inadequate liquidity management and a failure to 

hedge against market downturns (Foerster & Jagtiani, 

2015). Similarly, Enron's bankruptcy in 2001 

stemmed from fraudulent accounting practices and a 

lack of transparency, resulting in a loss of investor 

confidence and massive financial losses (Healy & 

Palepu, 2003). The Bear Stearns failure in 2008 

highlighted the dangers of high leverage and over-

dependence on short-term funding, revealing 

significant flaws in risk management and liquidity 

strategies (Brunnermeier, 2009). In contrast, 

Volkswagen's scandal in 2015 showed how ethical 

lapses, rather than financial mismanagement, can also 

lead to severe reputational damage and financial 

consequences (Ewing, 2017).  

These cases emphasize the critical role of ethical 

behavior, transparency, and responsible governance 

in preventing crises. To mitigate future risks, 

policymakers and corporate leaders must adopt 

stronger frameworks for risk management, 

transparency, and corporate accountability. Financial 

institutions and corporations must recognize that 

short-term profits cannot come at the expense of 

long-term sustainability, and that failing to align 

business practices with ethical and regulatory 

standards can have devastating consequences. By 

learning from these examples, it is possible to create 

a more resilient global financial system that is better 

equipped to withstand future challenges. An 

American global financial services firm whose 2008 

bankruptcy played a central role in the global 

financial crisis.  
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