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The network model of organization plays a central role in recent sociological accounts of the
information economy. This model is also often presented in organization and information and
communication technologies (ICT) literature with an air of enthusiasm that underscores its
advantages—flexibility, cooperative culture, innovativeness, and knowledge and technology
intensity. Such themes are usually based on a “networking logic” that assumes the trustful
cooperation of large and small production firms in a rapidly changing economic environment. We
believe that both the logic and the themes based upon it are too narrow to be able to explain the
complex dimensions of interorganizational networking. Using Enron as a case study, our goal in
this article is to enrich the logic just described and to develop an extended model of the network
enterprise. We argue that this is only possible by extending the unit of analysis beyond the
production firm, to include, among others, subsidiaries, banks, investors, auditors, and government
agencies. The proposed extended model allows the broadening of many of the aforementioned
themes, making it possible to arrive at a realistic picture of the complexities of the network
enterprise. The managerial advantages of the model are also discussed.

Sociological accounts of the information society are increasingly focused on the networked
character of present day societies. Castells (1996, 2000, 2001), for instance, features the network
enterprise as the human engine and the centerpiece of an informational economy. The picture presented is
one of a multiply nested organization in which divisions of large multinational corporations cooperate on
a project-by-project basis with small and medium firms leveraging the advantages of the new information
and communication technologies (ICT) (Kraak, 2000). The flexibility and market orientation of the
network organization are foregrounded by this characterization. Furthermore, Castells’s notion of the
network enterprise amplifies the global and international scope of his analysis, as opposed to, for instance,
Bell’s (1973) national perspective. It provides the big picture—that is, network organization as part of a
grand narrative that, in the absence of other comprehensive accounts, is much needed, and for which
Castells has deservedly received much acclaim (Staider, 1998; Eades, 2000; Crabtree, 2002; Kling, in
press) and a tinge of harsh criticism (Abell & Reyniers, 2000).

Castells’ account articulates the major background assumptions in many other studies of the
network form— for instance, many theoretical studies in the organization and business literature (Powell,
1990; Miles et al., 1992; Miles & Snow, 1995; Nohria & Eccles, 1992; Grandori & Soda, 1995; Polodny
& Page, 1998; Symon 2000), information and communication systems literature (Ching et al., 1996; Van
Alstyne, 1997; Fulk & Desanctis, 1998), and studies that focus on the practical aspects of the network
form (e.g., Bovasso, 1992; Hanssen-Bauer & Snow, 1996; Fulkerson, 2000; Camuffo et al., 2001; Ragatz
et al., 2002). These studies emanate from different perspectives but they converge on a number of
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themes—most importantly, interfirm cooperation, trust, voluntarism, intrafirm teamwork, empowerment,
innovation, organizational flexibility, adaptability, decentralization, and, most often, 1CTenabled
processes (Van Alstyne, 1997).

One common thread runs through the accounts just described and that of Castells’s notion of
“networking logic.” Castells asserts that this logic “seems to be well adapted to increasing complexity of
interaction and to unpredictable patterns of development arising from the creative power of such
interaction” (Castells, 1996, p. 70). Although the precise character of these interactions is far from clear in
Castells’s account, they rely heavily on ICT-enabled processes (pp. 61-62). Some organizational theorists
also use the notion of an “operating logic” to explain the limits and capabilities of different organizational
forms—hierarchy, division, matrix, and, more recently, the network organization (e.g., Miles & Snow,
1992). As we show, despite their dissimilar origins, these two logics converge on a similar set of
assumptions and themes, especially the primacy of univalent, trustful, cooperative links among all the
components of a network enterprise.

A close look at some real-world cases would reveal that the purported logics and assumptions are
too narrow to accommodate the full complexity of networking practices in the current economy. One such
(in)famous case is that of Enron, which, as we show, represents a faithful implementation of the network
form as characterized by Castells and others. For many years, Enron was the subject of admiration in
business and management literature (Sherman, 2002), until December 2001, when a business scandal
brought down the corporation in the largest bankruptcy case in American business history till then. Yet
nobody foresaw Enron’s downfall, and the question is why. A good part of the answer, we argue, lies in
the simplicity of these logics and the assumptions on which they are based. While they have provided
useful insights into the potential and advantages of the network form over previous forms of organization,
they also bring with them conceptual blinders that overlook the dark side of network organizations. The
Enron case begs for a much broader view of the network organization.

Our goal in this article is to develop a realistic theory of the network enterprise that can explain
both the strengths and weaknesses of this form of organization.We start with the assumption that, in the
most general case, the links among network components might be multivalent and nuanced, ranging in
character from complete trust, voluntarism, and cooperation to outright deception, coercion, and
antagonism. This leads to a multivalent negotiated network (MNN) model that includes as a special case
the univalent cooperative network (UCN) model presented in Castells and the organization literature in
general. Our purpose is not to discard UCN models, but to develop a framework that includes the web of
“complex, negotiated, and multivalent” links and relationships that constitute such networks (Kling &
Lamb, 2000). This broad framework makes it possible to see the tensions that can develop in a network
organization as it happened in the case of Enron.

The article continues in the second section with a review of prior theories of network
organizations, and in the third section with a brief history of Enron, with a focus on its network structure.
The fourth section presents our methods, the fifth section outlines our theory and illustrates it in the
context of Enron, and the sixth section generalizes the MNN model in its most basic outline. The article
concludes with some general lessons.

PRIOR THEORY

There are numerous accounts of the network enterprise emanating from various perspectives. Among
them, Castells’s account stands out as a grand narrative of a new mode of production, which is based on



the network form of social organization and is empowered by new ICT. This narrative, as we suggested,
elucidates the background assumptions and the logic behind most other accounts of network organization,
so we begin our examination of current accounts with Castells’s theory.

The Network Society and Its Networking Logic

According to Castells, we live in a new economy, characterized by three fundamental features (2000, p.
10):
1. Informational: The capacity of generating knowledge and processing/managing information
determine the productivity and competitiveness of firms.
2. Global: Its core, strategic activities (finance, R&D, trade, services, etc.) have the capacity to work
as a unit on a global scale.
3. Networked: It is based on a new form of economic organization, the network enterprise.

What is particularly new about this economy, according to Castells, is the emergence of newlICT,
especially the recent shift from computer-centered to network-diffused technologies. This gives rise to a
“virtuous circle,” where the use of knowledge-based, information technologies leads to an increasing
generation of knowledge that, in turn, calls for further employment of those technologies. According to
Castells, these technologies have also brought about serious transformations in the nature of work, such as
flexible schedules, a culture organized around electronic media, politics that is media-centered and very
expensive (hence, corruptible), and a nation-state whose legitimacy is undermined, turning it into the
“network state” that shares power with other local, national, and international institutions. Most
prominent among these various transformations, however, is the emergence of the network enterprise,
characterized by Castells as “information networks, which, in the limit, link up suppliers and customers
through one firm, with this firm being essentially an intermediary of supply and demand, collecting a fee
for its ability to process information” (2000, pp. 10— 11). Castells bequeaths to this network “an
unprecedented combination of flexibility and task implementation, of coordinated decision making, and
decentralized execution” (2000, 15).

TABLE 1
Common Background Assumptions in Castells’s
Account of Network Organizations

Market orientation in economic activity

Trust as the dominant relational modality
Flexibility in response to market demands
Adaptability in dealing with changing environment
Informationlism in terms of mode of production
Deregulation in relation to governments
Internationalism in scale
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In short, Castells’s account is based on a number of premises that, as we mentioned, constitute the
background assumptions in most other accounts of the network organization (see Table 1).



Univalent Cooperative Networks

The network form of organization has been the topic of much discussion and theorizing among
organization theorists. Although there are significant differences in the positions of different theorists, the
core assumptions converge on a set of common features. Baker (1992) describes the network organization
as one that “can flexibly construct a unique set of internal and external linkages for each unique project”
(398). Miles and Snow (1995) portray the “voluntary, cooperative network™ as one that is “delayered,
highly flexible, and controlled by market mechanisms rather than administrative procedures” (p. 5). Van
Alstyne (1997), comparing and contrasting the computational, economic, and societal metaphors of
network organizations, finds “collective purpose” as a distinguishing design element of networks from
centralized organization, and emphasizes the role of “reputations, commitments, and trust” in their
functioning. The notion of an “organic form of organization,” developed by Burns and Stalker (1961), has
also been invoked to foreground the cooperative character of network organizations (Bovasso, 1992). In
short, as Fulk (2001, p. 91) has summed up, a burst of theory and analysis has established “the network as
the most important emergent organizational structure and the pre-eminent metaphor for sense making by
academics and practitioners alike.”

TABLE 2
Common Themes Among Accounts of Network
Organizations

1. Cooperation in interfirm connections

2. Voluntarism as the dominant interfirm relationship
3. Team spirit in intrafirm relations

4. Decentralization in organizational structure

5. Empowerment in management style

6. Transparency of operational mechanisms

Terminological differences notwithstanding, the unequivocal focus among these views is the often
cooperative character of network organizations (cf. Grandori & Soda, 1995, for a review). We therefore
call the models built upon such views univalent cooperative networks (UCN). The focus in UCN models
on the production firm leads to an emphasis on cooperation and streamlining in both intra- and
interorganizational relations of network enterprises. This picture is based on a humber of major themes
listed in Table 2.

Some sociologists have emphasized the efficiency and effectiveness of alliance capitalism in
comparison to a capitalism premised on arms-length transactions among large hierarchies. As Polodny
and Page (1998, 71) argue, however, “this enthusiasm for network forms of organization seems difficult
to reconcile with an important fact: An extremely large fraction of network forms of organization do not
perform the function for which they were designed.” To accommodate this fact, we want to develop an
alternative theory of the network organization, and Enron provides a useful example for this purpose

ENRON: THE PARADIGMATIC NETWORK ORGANIZATION



Founded in 1984 with the merger of Houston Natural Gas and Internorth (which carried out the
exploration, production, and transfer of oil and gas), Enron Corporation morphed into one of the largest
U.S. corporations—$100 billion in revenue, $60 billion market value, and 20,000 employees around the
globe circa 2001.The central vision behind Enron’s enterprise was to fully use the financial and
derivatives markets: to buy a commodity that somebody wanted to sell, and then sell it for a profit to
someone who wanted to buy it. Often Enron sought to sell capacity; it began with oil and natural gas, and
expanded to pulp, paper, lumber, coal, steel, and water (Rubenstein, 2001). In 2001 Enron Wholesale
Services (EWS) traded over 1000 kinds of products (Rubenstein, 2001), and had added 1700 (derivate)
products in 20 markets (Maselli, 2001). It was this approach to the derivatives market that allowed Enron
to diversify its activities over a broad range of products and services, and to branch out its organization in
different directions. Enron had created more than 870 off-balance-sheet subsidiaries as legal and
organizational vehicles for carrying out these activities (Swartz & Watkins, 2003).

For these and other reasons, a visible consensus of Enron executives, financial analysts,
information technology (IT) specialists, and business media portrayed in their recurring stories a very
flamboyant picture of Enron. This enthusiasm started to fall off around October 2001, and came to a halt
with the collapse of Enron on December 2, 2001. Careful scrutiny reveals a close association between the
running themes of these enthusiastic stories and the basic assumptions of theoretical accounts of the
network enterprise—a broad networking strategy, cooperation with partners, market orientation, extensive
use of ICT, and so on. The enthusiasm surrounding Enron kept many observers from noticing its flaws
and failures, or ignoring them if noticed. In reality, however, Enron had its share of failed business
projects from early on, especially on the international scene. The most controversial project was LIM2
Co-Investment LP. Although critics consider entities such as these little more than shells, LIM2 was more
than a paper company (Bilodeau, 2002). Formed in 1999, LIM2 was regarded as an “alternative, optional
source of private equity for Enron to manage its investment portfolio risk, funds flow, and financial
flexibility” (Bilodeau, 2002). Its limited partners included a wide spectrum of individuals and
institutions—from financial entities such as Merrill Lynch & Co., J. P. Morgan Partners, American
International Group, Inc., and Leon Levy, the former chairman of Oppenheimer Funds, Inc., to the
Arkansas Teacher Retirement System, Princeton University’s Institute for Advanced Study (of which
Levy is vice-chairman), and John Friedenrich, a former chairman of the board of Stanford University. The
investments of these investors ranged anywhere from $500,000 to $30 million, and they were probably
lured into the partnership by different motivations and expectations, but their diversity speaks to the
complexity of the networks that were woven inside and outside of Enron.

Enron epitomizes a network form of organization on different organizational, operational,
financial, and technological dimensions. Organizationally, Enron was divided into many different parts
and activities—Enron Wholesale Services (EWS), Enron Energy Services (EES), Enron Transportation
Services (ETS), Enron Broadband Services (EBS), and so on. On the outside, Enron had links with a huge
number of organizations, which consisted of subsidiaries—Enron Communications (ENE), Azurix Corp.
(water unit), etc.—as well as partnerships and alliances—LJM1/2, JEDI partnership with Calpers
(California State Employees’ Pension Fund), Raptors (a partnership with Ciena Corp. and Cisco Systems
to implement Enron Intelligent Network), partnerships with Global Crossing and Qwest for trading
bandwidth, and so on. Enron was surrounded by a huge network of special purpose entities (SPE), many
of which were accounting or legal artifacts with unique and innovative relationships with the company.
Figure 1 demonstrates part of the complexity of these networks.



Technologically, Enron was among the most heavily wired companies of the 1990s. Many years
after its ascendance, the up-to-date quality of Enron technology was still a point of envy for firms all over
the world. Its operations extended throughout the Americas, Europe, Africa, and many parts of Asia
(Share, 1999). It is reported that 60% of Enron trades were done over the Internet by Enron Online
(EOL), which was able to provide real-time prices for as many as 30 trades per minute, increasing the
average number of trades for each trader to five per day instead of the traditional three per week (Maselli,
2001).

Financially, a large group of major and minor banks and investment firms was linked to Enron in
various ways. The multiplicity and variety of these links provides a complex picture of the financial
networks surrounding the company. Very briefly, while the security firms (J. P. Morgan Chase, Merrill
Lynch, Citigroup, and others) were trading Enron’s stocks through their brokerage divisions, their
analysts were involved in evaluating the company’s performance, and their managers, sometimes having
personally invested in Enron, provided consultation advice to its executives. These multiple, often
conflicting, links generated a complex web of inconsistent relationships, the implications of which have
become the subject of much legal inquiry and criminal investigation (Chaffin, 2002; Creswell, 2002;
Greider, 2002; Oppel, 2002; Wayne, 2002). What was often portrayed as a lender-borrower relationship
was, indeed, a multivalent relationship that, on the one hand, forced Enron to meet Wall Street
expectations and, on the other, turned the banks into promotional agents and propaganda mouthpieces of
Enron.

To make this picture even more complicated, there were major differences in the relationships of
Enron with different classes of investors and creditors. While big creditors had at least partial access to
insider information, minor creditors did not enjoy that privileged status. These relationships followed
different developmental paths over the years. Big creditors, having become heavily involved with Enron’s
finances (mainly through inflated interest rates), had much at stake to maintain the status quo by
promoting Enron’s reputation. Thus, when the situation started to deteriorate, the big creditors basically
collaborated in false image making with Enron. “If they stopped pedaling,” to use the apt analogy
suggested in Greider (2002, p. 5), “the bicycle would fall over.” One aspect of this accelerating
dynamicswas an increasingly tighter relationship between the banks and Enron, a point of significance in
later accusations of insider trading by banks. Minor investors’ relationship with Enron, on the other hand,
followed an almost opposite tack. Although they were likewise lured into cooperative investment by the
promise of grand profits, their links with Enron gradually degenerated into deception and victimization, as
manifested in the pursuing legal investigations.
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FIG. 1. Example of Enron’s complex SPE structures. (Redrawn from Swartz and Watkins (2003).

In sum, Enron can be justifiably deemed as a paradigmatic example of a network organization on
many levels. In fact, a comparison with Cisco, which Castells (2001) features as the prime example of a
successful network enterprise, would show that Enron is no less exemplary than Cisco of a network
organization (see Table 3).

TABLE 3

A Comparison Between Cisco Systems and Enron
as Network Organizations

Case criterion Enron Cisco
Internet trade 60% 90%
Online sales (millions/day) $10,000 $40
(1999) (first half 2000)
Number of partnerships ~1800 70

METHODOLOGY



The current study fits the general category of “building theory from case study research” (Eisenhardt,
1989). In his study of the “spaghetti organization” of hearing-aid manufacturer Oticon, for instance, Foss
(2001, 2) has applied this method, relying “on archival sources, newspaper and magazine articles, and, in
particular, the large number of very rich and thick descriptions of Oticon.” We have followed a similar
research strategy. Our goal is to develop theory, and the choice of Enron is motivated by the observation
that there is not much research on network failures, despite the fact that there are numerous cases of such
failures (Polodny & Page, 1998). This study, as such, contributes to and complements the current
literature.

Enron has been under the spotlight for many years, originally for its highly rated performance
throughout the 1990s and then for its controversial collapse in December 2001. This public exposure
generated an abundance of data, in both professional journals and the popular press, which was very
useful for our current study. In using these data, we seek to understand neither the causes of the failure of
Enron nor the character of corporate crime. In our view, success and failure, as binary attributes, are not
useful analytic concepts, and we are careful not to make inferences solely on the basis of “success” or
“failure” as they are commonly judged in popular business writings. Instead, we seek to enhance our
understanding of the interactions of an organization with its externalities and the dynamics of networking
in the current economy.

Toward this end, we propose a shift in terms of the unit of analysis. As Polodny and Page have
shown, current accounts of network organization are biased in their treatment of success and failure of
network enterprises at the risk of a naive functionalism (1998, 73). One indication of this kind of
functionalism is the exclusive focus on the production firm. Miles, Snow, and Coleman (1992), for
instance, discuss three different types of network organization—internal, stable, and dynamic networks—
the common feature of which is the centrality of the production firm. Castells (1996, 214), on the other
hand, characterizes the network enterprise as “an intermediary of supply and demand,” but takes the
“project” as the unit of analysis, despite his emphasis on the network as “the unit of economic
organization.” We believe that neither of these, the production firm or the project, provides the right unit
of analysis for understanding network organizations. Following Powell (2000), we would like to suggest
as the appropriate unit of analysis the extended network that includes, among others, the partnerships,
banks, brokerage firms, auditors, and government agencies. We strongly concur with Powell that “the
boundaries of many firms have become so porous that to focus on boundaries means only to see trees in a
forest of interorganizational relations,” and that “fixing the boundaries of an organization becomes a
nearly impossible task”—hence, the mandate of taking “the interorganizational network as the basic unit
of analysis” (Powell, 2000).

In short, in contrast to prior theories, we want to expand the unit of analysis, revise the logic, and
broaden the assumptions in order to be able to grasp all the aspects of a case such as Enron.

ANEW THEORY: MULTIVALENT NEGOTIATED NETWORKS

From what we learned about Enron, it would seem that the themes outlined in Table 2, while useful
organizing themes in the discussion of the network enterprise, are certainly not the only conceivable ones.
Similarly, the background assumptions outlined in Table 1 hold up in some cases but not in others. In
fact, as the case of Enron illustrates, many of these assumptions are harshly and explicitly violated in
practice, displaying a great deal of variability in the real practice of network organizations. To do justice
to this variability, we propose to develop a more versatile and adjustable model that we call the



multivalent negotiated network model (MNN). Our goal in developing MNN is not to discard and debunk
the themes and assumptions just described, but to displace and enrich them. Therefore, in their place, we
propose to consider a range of possibilities that could vary in terms of strength and nuance, as outlined in
Table 4.1"

TABLE 4
Themes and Assumptions Characteristic of MNN
Themes
1. Cooperation Antagonism
2. Voluntarism Opportunism
3. Team Spirit Individualism
4. Decentralization Concentration of Power
5. Empowerment Coercion
6. Transparency Secrecy
Background assumptions
1. Market orientation Market manipulation
2. Trust Deception
3. “Stateless” firm Political pressure
4. Adaptability Gaming behavior
5. Informationalism Strategic misinformation
6. Internationalism Network protectionism

In line with these themes and assumptions, MNN portrays the network enterprise, in the most
general case, as a collection of heterogeneous entities (firms, inter- and intrafirm bodies) with multiple
links of varying strengths, which can be characterized anywhere from total cooperation, trust, and
voluntarism to outright antagonism, deception, and coercion (see Figure 2). It follows from this
characterization that the characteristic features of MNN and UCN fall on a continuum where the former
would include the latter as a special case.

To illustrate the differences between UCN and MNN models, we check some of their central
concepts against the information on Enron.

Interfirm Cooperation and Trust

Networks are evolving that possess characteristics similar in part to the Japanese keiretsu—an
organizational collective based on cooperation and mutual shareholding among a group of
manufacturers, suppliers, and trading and finance companies. (Miles & Snow, 1992)

Cooperation among firms in different forms and capacities—asset, technology, expertise,
information, etc.—is the cornerstone of the network enterprise and what motivates a networking strategy
in the first place. To be sure, any organization depends for its functioning on close cooperation with a
huge number of partnerships, investment banks, creditors, analysts, auditors, and so on. There is, in other
words, a certain degree of truth to the preceding assertion by Miles and Snow. But to conclude from this
that cooperation is the only mode of interfirm relationship is rather simplistic. In fact, Miles and Snow
(1992, p. 59) consider the possibility of noncooperative behavior, but underplay it with optimism: “Of
course, the fact that network linkages are external does not guarantee that they will always be efficacious



to each of the parties, but it does push the parties toward performance-based equity.” This “push” does
not seem to have prevailed in the case of Enron.
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There is compelling evidence of persistent noncooperative and even antagonistic links between
Enron and its affiliates. A famous example of this antagonism is the case of JEDI, Enron’s partnership
with Calpers. Enron invested $500 million in JEDI2 by first cashing out $383 million from JEDI1, and
used Chewco Investments as an “outsider” to pay $383 million and take the place of Calpers (Powers’
Report, 2002; Swartz &Watkins, 2003). In other words, a large transaction took place on Calpers’s money
without its being aware of this. In light of this, the multiple relationships situation between Enron and
Calpers could be depicted as one where cooperation constitutes only one link, and where other links can
be characterized as manipulation, deception, game playing, and so on (see Figure 3). Similarly, the
relationship of Enron and the auditing firm Arthur Anderson had multiple links, such as auditing,
consulting, and management advice. As we showed earlier, Enron’s links with investment banks and
brokerage firms take a truly multivalent, nuanced, and dynamic character (see Figure 4). All of these
could be characterized as “cooperation” at some level, but, as has become increasingly clear, they involve
contradictory senses of cooperation based on a conflict of interest (Barboza & Schwartz, 2002). Thus, any
view that takes cooperation as the only mode will be pregnant with contradiction.

The preceding points lend support to our suspicion about the dominantly cooperative character of
the links as the modus operandi of network organizations (cf. Van Alstyne, 1997), and to our claim about
their multivalent, nuanced, and dynamic nature.

Operational Transparency

Even when a network’s components are commonly owned, the essential structure of the
organization is external—an exoskeleton of clearly specified, objectively structured contracts and
buy-and-sell agreements that guide interactions rather than internal schedules, procedures, and
routines. (Miles & Snow, 1992)
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Transparency of operations and practices is another aspect of the network organization
highlighted in the cooperative model. Miles and Snow (1992, p. 57) consider transparency and



voluntarism as “two unique characteristics of the network form.” They assert that “the essential
relationships among components are external (and thus highly visible to all parties).” Therefore, while
considering the possibility that “attempts at personal gain may be made,” these authors postulate that “the
behavior will be much more transparent.” They contrast this situation with that of older organizational
forms where, for example, “cost data and/or performance measures may be manipulated by simply
changing accounting conventions—such as the way in which overhead expenses are accumulated and
assigned.” Castells, similarly, posits that “On-line companies . . ., aware of the potential of the Internet,
were the first to seize the opportunity to set themselves up entirely on the basis of computer networks that
would open up the company’s information and operations to both customers and suppliers” (2001, p. 68).

This assessment again is only partially true. The externality of the relations among firms can
contribute to the transparency of transactions, but does not guarantee it. And nowhere is the lack of
guarantee better demonstrated than the notorious accounting practices of organizations such as Enron—
practices that, despite Miles and Snow’s hypothesis, are much more open-ended and manipulable in the
network context, and were indeed at the heart of NETWORK ORGANIZATIONS 163 Enron’s
networking strategy (Swartz & Watkins, 2003). In partnerships, for example, Enron’s common practice
consisted of two rather orthogonal cycles. In one of them, Enron shifted failed businesses onto the
partnership’s accounts, and moved some assets, such as a water plant or a broadband unit, into the
partnership. In the other, it borrowed loans, funded by investors such as J. P. Morgan, and booked them as
earnings on assets. Accounting procedures and rules played a critical role in making these possible.

False accounting practices are not rare in American business (Coffee, 2002; Gosselin, 2002;
Morgenson, 2002). What makes these undetectable is the so-called “impenetrability” of the numbers
(Altman, 2002), which are sometimes made even more blurry and impenetrable in a network context. It
was the blurry character of such transactions that allowed Enron to post in its balance sheets bank loans as
“asset from price risk management” and their repayments as “liabilities from price risk management.”
Current accounting rules also add to this complexity (Mulford & Comiskey, 2002). Coffee (2002) says:
“Enron was ingenious about trying ways to exploit the ambiguities and the limitations of those rules.
They in particular tried to treat the partnerships as independent entities, even though they might have
liability for it.” This reveals that a certain degree of independence on the part of the affiliates was not only
real, it was also desirable for Enron—a fact that should be considered in a realistic model of networking
(see the sixth section of this article).

In view of these facts, it would be fair to conclude that the network form of enterprise not only
fails to guarantee visibility and transparency, it creates new possibilities for hidden and covert, although
“legal,” transactions.

Decentralization, Teamworking, and Empowerment

The organization itself has changed it organizational model, to adapt to the conditions of
unpredictability ushered in by rapid economic and technological change. The main shift can be
characterized as the shift from vertical bureaucracies to the horizontal corporation. . . . The
“horizontal corporation” is a dynamic and strategically planned network of self-programmed,
self-directed units based on decentralization, participation, and coordination. (Castells, 1996, p.
164)



Network organizations are often described as lean or flat hierarchies, where management’s major role is
“to create learning-oriented partnerships within the firm and among network members,” and leadership is
viewed as “a shared responsibility among colleagues, not as a superior— subordinate relationship” (Miles
& Snow, 1995). The picture that is often portrayed is one of a “spherical structure” in which “resources
are infinitely rotatable” and accessible from any point in the organization. Based on this picture, Miles
and Snow advocate a “human investment philosophy,” and mention a small computer graphics company
as a prime example of the implementation of this philosophy. But they believe that the same approach
would work in large companies, “though, of course, . . . [it] poses a considerable challenge.” More than a
challenge, however, this might be a dilemma arising from the dual aspects of decentralization—namely,
the balance between participation and flexibility, on the one hand, and coordination and stability, on the
other. Different authors have discussed this dilemma. Murray and Wilmott (1997, p. 169), for instance,
discuss the possibility that “the establishment of quasi-autonumous profit centers . . . may have the
unintended effect of fragmenting and unbalancing established structures.” Foss (2001) has invoked the
problem of “selective intervention” to discuss the organizational and psychological barriers that lie on the
road to full-fledged decentralization. Sassen (1998) argues that decentralization has also brought about an
unprecedented concentration of activity and power in certain regions of the world, and Sennett (1998)
articulates the broader impacts of the flexible mode of work in new capitalism on human life and personal
characters. Castells (1996, p. 166) also mentions this difficulty, but nevertheless he portrays the
“horizontal corporation” as “a dynamic and strategically planned network of self-programmed, self-
directed units based on decentralization, participation, and coordination.” The picture in Enron seems to
have been quite different.

Enron is often described as a highly decentralized corporation, with its executives pushing
decentralization to an extreme, encouraging business units to compete rather than cooperate (Beritano,
2002). But this policy had its flip side—that is, the segmentation of the organization into noncooperative
units set up as “silos” or “islands” (Swartz &Watkins, 2003, p. 59). An expert once described Enron as a
“compartmentalized structure like the CIA,” where each department does its own job without knowledge
of others (PBS News Hour February 8, 2002). Furthermore, as former Enron employees have revealed,
coercion was a daily fact of life at Enron (Cruver, 2002).

In sum, this means that compartmentalization, coercion, and concentration of power and not just
decentralization, team spirit, and empowerment characterize network organizations.

Market Competition, Deregulation and Globalization

Financial markets, by and large, are outside anyone’s control. They have become a sort of
automaton, with sudden movements that do not follow a strict economic logic, but a logic of
chaotic complexity, resulting from the interaction of millions of decisions reacting in real time, in
a global span, to information turbulences from various origins—including economic news
concerning profits and earnings. Or their anticipation. Or the reversal of what was expected.
(Castells, 2001, p. 87)

A key underlying assumption in theories of the new economy is the shift from mass production to
flexible production based on competitiveness and productivity (Castells, 1996, pp. 154-156). The
resilient presence of small and medium firms, as “agents of innovation and sources of job creation,” is
seen as giving rise to a market that is pretty much out of anyone’s control (Castells, 2001, 88). This



account of the new market, while partially true, invests too much hope and optimism in the efficacy of the
Darwinian mechanisms of the market. The inadequacy of such mechanisms found a vigorous expression
in Enron’s activities in the energy and bandwidth markets (Krugman, 2002; Oppel, 2002). While the legal
aspects of such activities are still debated, their implications for the present topic are rather obvious—
namely, despite the optimism about the autonomy of the market, instances such as these reveal that the
prevailing complexities have created ample opportunities for intrusion, collusion, and meddling in the
market.

Closely related themes to market competition are deregulation and privatization. Often considered
as effective mechanisms for enhancing productivity and competitiveness in the global market, these
themes find political expression in current trends to demote the role of the state in economic decision-
making. Castells shares the conviction that deregulation plays an important role in the current economy,
but differs from it in giving the state a decisive economic role at the same time (1996, p. 90). He justifies
his position by the interdependence of international markets, which necessitates the close engagement of
governments as strategic planners of national economies. On the other hand, he argues that the power of
the nation-state is dispersed among many other organizations that undermine the central role of the
government (Castells, 2000). Castells’s main hypothesis in this respect is that, “as the process of
globalization progresses, organizational forms evolve from multinational enterprises to international
networks” (p. 192). He argues that networks are asymmetrical in regards to the international distribution
of wealth and power, but suggests that no single element can impose its diktat because of the “logic of the
network” (pp. 192-193). Unfortunately, Castells does not explain how this logic overcomes (or even
ameliorates) asymmetry and prevents imposition. In fact, the case of Enron shows that this logic does not
necessarily prevail.

It is now public knowledge that, despite a strong advocacy of deregulation, Enron had a strong
web of political influence in all branches of the government (Institute for Public Studies, 2002). The main
objective of this lobbying activity was the deregulation of the energy market, which was often used to
raise margins and prices rather than raising competition and openness. On the global scene, there is solid
documentation of the unilateral and impositional character of many projects carried out by Enron, their
adverse social and political impacts, and the role of US and local governments as well as international
agencies in implementing them (Wysham, 2002). It is suggested further that many of these adversities
were simply ignored until their consequences began to be manifested in the American scene. All of these
indicate not only the shakiness of the notion of a “stateless firm” invoked by organization theorists such
as Miles and Snow, but also the impotency of Castells’s networking logic in preventing power
asymmetries in the global marketplace.

Informationalism

The new economy, spearheaded by e-business, is not an on-line economy, but an economy
powered by information technology, dependent on self-programmable labor, and organized
around computer networks. (Castells, 2001, p. 99)

Information and knowledge, according to many accounts, is the hallmark of the current economy
(Castells, 1996, 2001), and ICT is featured as having more than one role in today’s network organization
(Fulk & DeSanctis, 1998). The interesting question to ask is, What role does information technology play
in the development of a network organization?



Expert opinions vary on this question. During Enron’s heyday, almost everyone praised Enron for
its innovative approach to IT application (Durgin, 1994; PR Newswire, 1997; Dow Jones News Service,
1998; Kranhold, 1999; Wilson, 1999; Kirkpatrick, 2000; Maselli, 2001; Poruban, 2001). But opinions
tend to diverge in the aftermath of Enron’s collapse. Some IT experts point out the issues of
incompatibility among different IT systems and applications, while others emphasize usability and
inconsistency—as one IT specialist put it, “Enron IT was as cutting edge as it was byzantine . . . They ran
a $100 billion company on Access and Excel” (Beritano, 2002).

The common thread in these reports is that Enron’s management had not planned its ICT, and this
resulted in the depletion of resources, the interruption of information processes, and the disorganization of
data (“islands of data”; Baritano 2002). ICT indeed contributed to Enron operations in terms of speed,
scope, scale, and even pubic relations (Ekbia, 2004), but it did not have a decisive impact on the
company’s direction.2 As Murray and Wilmott (1997, p. 167) have argued, “It is one thing to
acknowledge the presence of ICT. It is quite another to argue that they are radically transforming the
structure of organizations and societies.” The failure of Enron confirms once again the lesson that
technology by itself does not drive organizational change (Kling&Lamb, 2000; Symon, 2000).

Furthermore, we argue that network organizations do not, in principle, depend upon computer
networks or the Internet. Take, for example, Hollywood production NETWORK ORGANIZATIONS 165
companies or general contractors who remodel or renovate homes. Due to their project-oriented character,
these enterprises have most of the characteristics of the new network enterprise, but are in no serious way
dependent upon ICT. Castells correctly points out that the network model is a traditional form of
organization with a long history in different industries and different parts of the world. However, he
suggests, what is new about the emerging network enterprise is its informational character that closely
binds it to the advances in ICT. We argue, to the contrary, that those network enterprises that extensively
employ such technologies do not solely depend on the Internet for expediting communication. Rather,
they depend upon proprietary networks and telephone networks as well as the Internet for this purpose. In
short, the dependence of network enterprises, even in their recent emerging forms, on information
technology and the Internet in particular is far from established.

DISCUSSION

What emerges from the preceding analysis is a picture of the network organization that is much more
complex and variegated than existing analytical models allow. We would like, in this section, to outline
the general features of the proposed MNN model that, we believe, allows for greater analytical
robustness. This list of features is by no means exhaustive; it is meant to highlight those aspects of the
network enterprise that are often underplayed in the existing models.

Heterogeneity. The players in a network organization usually have different characteristics and
roles. They might vary from an internal operational division of an organization (e.g., sales, technology,
human resources) to different types of interorganizational alliances and partnerships (branding,
franchising, joint ventures, subcontracting, interlocking directorates, etc.) with varying relationships
among them (investment, auditing, analysis, stock trading, etc.). Each of these, in turn, might allocate
different resources (equipment, money, technology, information, etc.) to the network with its own set of
links and flows. The model should account for this heterogeneity of actors and relationships.

Autonomy and asymmetry. A network organization is a collection of various intra- and extra-
organizational entities with their respective goals, resources and strategies. The character of the network



depends on the strength and character of the links among these entities. A model of a network
organization, therefore, should account for these entities both as elements of the network and as
independent players with their idiosyncratic roles. In particular, the model should be able to account for
the real, although murky and elastic, boundaries between the entities and possible asymmetries in their
relations.

Nuance and multivalence. The relationships between any two actors in a network organization
might be multiple, variegated, and unstable. They might vary from complete cooperation to relative
independence or even antagonism. Each of these relations may, in turn, come in different degrees of
strength and nuance. The model should account for these multivalent and nuanced links within network
organizations. Dynamism. The overall structure of a network organization or parts thereof may undergo
continuous and rapid change. The extremely competitive nature of the current economy, the shortening of
business cycles, and the relentless change in technology are the outstanding features of the environment
within which network organizations are operating. This, in turn, calls for the capability of timely response
to such change on the part of the network. As many analysts have mentioned, this dynamic environment
is largely responsible for the emergence and burgeoning of the network form of organization in recent
years. A model should adequately account for this dynamic aspect of network organizations.

Nondeterminism. The global scope of the current economy is another outstanding feature that
distinguishes it from previous periods. Information and communication technology is often identified as
the technical precursor and a necessary vehicle for the implementation of recent forms of network
organization. As a matter of fact, network forms of social organization, as Castells (2000) points out,
predate ICT. The Internet and other ICT media make possible the transfer and exchange of various data
and information across the globe in very little time. The role of ICT should be understood as a dual one in
the emerging network organizations. On the one hand, it empowers organizations by allowing them to
perform more efficiently, more quickly, and more knowledgeably. On the other, it has the potential of
creating information overload, of employee alienation, and of misleading business leaders and managers
into complacency and a false sense of control (Symon, 2000). To avoid the biases of technological
determinism (Kling, 1997), a realistic model of network organization should take these dual aspects of
technology into account.

Contingency. The network model is different in many respects from other forms of organization,
but it inevitably shares the property of being contingent (Sonnentag, 2000). There is, in otherwords, no
hidden magic in this model that would guarantee the ultimate success of its implementation. Network
organizations face new challenges that must be constantly met. As such, they are as likely to fail as any
other business. Arealistic model should be unbiased in the sense of predicting and accounting for both
successes and failures. Such a model would involve, as a special case, the fully cooperative model of
network organizations that is usually discussed in the literature.

In sum, we believe that the issues discussed here, while not ignored in prior works on network
organization, deserve more attention. In particular, the heterogeneity of players and the nuanced and
multivalent character of the links among them merit close attention. These observations are borne out by
some of the prominent examples of network organization. Recent accounts of Cisco’s acquisition policy,
for instance, confirm the main premise of our analysis about the nuanced and multivalent character of the
links in network organizations, even in the most celebrated cases. In their detailed analysis of the
implementation of this policy before and after acquisition, Mayer and Kenney (2002) emphasize the
importance not only of due diligence in the acquisition process, but also of the many dimensions of
sociocultural similarity between the acquired firms (usually high-technology startups) and the acquiring



firm (Cisco in this case). In a recent acquisition reported in the media (namely, that of Linksys), Cisco has
adopted a novel strategy that gives a lot of autonomy to the acquired firm in order to inhibit, among other
things, the “meddling” of Cisco employees in the affairs of the subsidiary (Wall Street Journal, 2003).
Such examples show that the significance of conflicts and mismatches goes way beyond day-to-day
trivialities to attain a strategic level. Companies like Cisco implement effective networks, not because
they neglect or streamline these aspects, but mainly because they incorporate them in their strategic
planning. The network model does not automatically bring about, as Castells seems to suggest, this
“chemistry of innovation” (2001, p. 71). Likewise, companies like Enron structurally fail, mainly because
of their meddling in the affairs of other network participants (e.g., partners, small investors, auditing
firms) and the meddling of some other participants (e.g., large banks, analysts, etc.) in Enron affairs. This
is not to say that there are not other differences between Enron and Cisco—for example, in terms of
organizational culture, strategy, ethics, industry, and so on. It is to say that the story of Enron is, among
other things, a structural failure under the tensions generated by internal and external antagonism,
mistrust, secrecy, and so on.

CONCLUSION

In an interesting coincidence, a recent special issue of The Academy of Management Executive (2003) on
“building effective networks” features both Miles and Snow (Ketchen, 2003) and SherronWatkins
(Pearce, 2003), former Enron vice-president. What is interesting about these reports is the sharp contrast
of perspectives represented in them. Although, in harmony with their previous views, Miles and Snow
reiterate “the use of ‘dynamic networks’ to expand reach and flexibility of the firm,” Watkins is
concerned about the widespread lack of trust in business leaders (which is at its lowest point in decades).
It is this difference in perspectives that the present article tries to highlight and accommodate.
Sociologists such as Castells have made network organizations the centerpiece of their theorizing
about network societies. Castells’s emphasis on network societies leads us to feel comfortable with
networked organizations and multinational firms. While he points out conflicts (in markets, for instance),
his overall portrayal of these organizations is one of "well-behaved” entities. From what we have learned
about Enron, it is amazing to see simultaneously how much Enron fits Castells’s characterization of the
network enterprise “as an intermediary that collects a fee for its ability to process information” and how
much it fails to show the other attributes suggested by Castells and taken for granted in the popular and
academic literature. Common among these are assumptions of cooperation between all nodes, together
with normal forms of “due diligence” and honesty when participants are in a relationship such as auditing.
Furthermore, there is usually a narrow focus on the “production organization,” whereas the functioning
network may also include partners such as venture capitalists, investment bankers, and even competitors.
The reality of network organizations is much more complex than the typical conceptions of
network organizations. While the network form is an advance over post-bureaucratic organizations, it is
more convoluted, complicated, and pregnant with paradoxes. It might be flat, flexible, and team-oriented,
but the flip side of these, as Sennett (1998, p. 138) has argued, is uncertainty, the absence of deeply rooted
trust and commitment, and the superficiality of teamwork. “Howcan mutual loyalties and commitments
be sustained,” Sennett wonders, “in institutions which are constantly breaking apart or continually being
redesigned?” (p. 10). By the same token, the new economy might thrive in an unregulated and
decentralized environment but, as Sassen (1998, 2001) has shown, it has also brought about expanded



central control and a concentration of power in certain metropolitan areas of the world. It is questions and
paradoxes like these that we have tried to address here and to capture in the proposed model.

This broadened perspective leads to a much more realistic picture of the network enterprise. The
accommodation of the contradictory aspects detailed in Table 4 in the same model is the major advantage
of MNN, especially in its application to the information sectors. This analysis does not apply only or even
primarily to organizational crime. It may be especially applicable to new organizations or to firms that are
operating in new and ill-understood industries or with new or poorly defined business models and
practices. Whether we consider cases such as Amazon, Cisco, Walmart, and big pharmaceutical
companies, or take large-scale corporate scandals and failures such as Dynergy, Enron, Tyco, Worldcom,
and so on, the multivalent negotiated model (MNN) suggested here equally applies. In the MNN view,
Cisco and Enron are different, not because one instantiates an ideal network organization and the other
does not, but because they fall on opposite ends of the spectrum on a number of important dimensions
highlighted in the MNN model. The managerial implications of this view are also notable. As Porter
(1998, p. 87) has concluded from his study of “clusters,” executives must extend their thinking beyond
what goes on inside their own organizations; “strategy must also address what goes on outside.” Our
analysis leads to a similar conclusion. In addition, our model suggests, managers should pay specific
attention to the various dimensions highlighted in MNN, making sure that their organizations fall on the
appropriate point on the continuum. Only then can an organization reap the fruits of having a network
structure.

NOTES

1. Some of the proposed terms need to be qualified. Generally speaking, all of the mentioned
“themes” are relative to the network—that is, their operational scope is the boundary that
separates the network from the outside world. Themes such as “secrecy” and “self-interest”
should, therefore, be understood within this boundary, not in the relationship between the network
and its environment.

2. In this regard, a former Enron officer wrote to the first author and explained how Enron used IT
to “intimidate potential competitors into believing that the barriers to emulating Enron’s very real
(early) successes were higher than truly were.”
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