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Abstract Scandals in companies such as Enron have been

a source of great concern in the last decade. The events that

led to a global financial crisis in 2008 have heightened this

concern. How does one account for executive behaviors that

led to such a crisis? This article argues that a conjunction of

motive, means, and opportunity creates ‘an ethical hazard’

making questionable executive decisions more probable. It

then suggests that corporate unethical behavior can be

minimized by creating a process to identify and remove

such ethical hazards, and by appointing an ‘ethical hazards

marshal.’
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Introduction

Financial scandals in companies such as Enron and

WorldCom in the past two decades raised some important

and troubling questions about leadership and how leaders

influence organizational decisions. Top executives at these

and many other companies were eventually convicted of

crimes and given lengthy jail sentences. Such executive

behavior, in some cases from graduates of business schools,

caused much soul-searching in the academic world. It was

argued by many that these cases demonstrated the need for

the teaching of ethics in business schools in order to prevent

a recurrence of such behavior by future corporate leaders

(Gioia 2002; AACSB 2007; Beggs and Lund Dean 2007;

Halbesleben et al. 2005). The concern about business ethics

on the part of business school graduates also led to student

initiatives such as the ‘Harvard MBA Oath’ (Moreira and

Petersmeyer 2009).

The damage caused by the financial scandals in these

companies was restricted mostly to the companies where the

scandals occurred and their stakeholders. The financial crisis

of 2008, on the other hand, has had a far wider impact—

involving banks, insurance companies, brokerage houses,

hedge, mutual and pension funds, and many ordinary

investors. Further, the impact was not restricted only to the

US but extended to financial institutions in many countries

in Asia, Europe, and North and South America, along with

the millions of home-owners who faced foreclosures on their

mortgages (Davis 2009). The effects of the 2008 financial

crisis also influenced the 2010 US Congressional elections

as well as the 2011 credit rating downgrades for countries

ranging from Greece to the US.

The financial crisis was by no means totally unforeseen

or unpredictable. In his Berkshire Hathaway annual report

of 2002, Warren Buffett had warned of the consequences of

the increasing leverage and the growing market in deriva-

tives: ‘‘The derivatives genie is now well out of the bottle,

and these instruments will almost certainly multiply in

variety and number until some event makes their toxicity

clear… In our view, derivatives are financial weapons of

mass destruction, carrying dangers that, while now latent,

are potentially lethal’’ (Buffett 2002, p. 16).

Why did the executives involved in these fateful deci-

sions act the way they did? Was their behavior criminal, as

implied by the investigations by the FBI (BBC 2008)? Was

it based on greed and lack of social conscience, as Senator

Jim Bunning and others in Congress have argued (Barrett

et al. 2008)? Was it merely the result of pursuing normal

business practices that happened to go wrong? These and
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similar questions lead to the more general question about

how we can understand the conditions under which some

people engage in unethical behavior.

Understanding Behavior: Internal and External

Approaches

There has been a long-standing debate among philosophers

and psychologists (among other scholars) as to what causes

people to act the way they do, and how to influence their

behavior. In their review of the literature on this question,

Beggs and Lund Dean (2007, p. 15) suggest that the debate

can be categorized in terms of those who believe in

‘internal forces’ such as a person’s parental upbringing,

education, and personality as the primary causes of their

behavior, and others who believe that behavior is primarily

affected by ‘external forces’ that operate on the person.

In the first view, to influence someone’s behavior, one

must change the person, primarily through education.

Beggs and Lund Dean cite Immanuel Kant as an exponent

of the first view, as someone who believed in the ability of

education to produce change: ‘‘[N]othing other than

structured, disciplined and repeated moral training could

produce responsible citizens oriented toward ‘the good’’’

(Beggs and Lund Dean 2007, p. 17).

In the second view, to change a person’s behavior one

must attempt to change the situational forces operating on

that person. An example of this view is Devinney’s argu-

ment (2009, p. 54) that ‘‘organizations are social contexts,

and we know from experiments such as the Stanford prison

experiment (Zimbardo 2007) that we can influence the

revealed good and bad characteristics of individuals by

manipulating the context and expectations in which their

actions are embedded.’’

It is of course possible to combine these two views about

behavior in various ways. For example, when explaining

why some authors commit violations of ethical practices

when submitting papers to the Academy’s journals,

Schminke, Chair of the Academy of Management’s Ethics

Education Committee (2009, p. 587) writes ‘‘Although

most Academy members embrace the highest possible

ethical principles, some are simply unaware of the specific

ethical standards they are expected to uphold as members

of the Academy. Still others are aware of these standards

but choose not to uphold them.’’ Similarly Trevino (1986,

p. 601) combines the two views in what she describes as

the ‘Interactionist’ model which ‘‘combines individual

variables … with situational variables to explain and pre-

dict the ethical decision-making behavior of individuals in

organizations.’’

In their policies on teaching ethics, business schools

appear to have adopted the first view—consistent with

Kant’s approach to influencing behavior toward ‘the good.’

Ghoshal (2005, p. 75) writes: ‘‘The corporate scandals in

the United States have stimulated a frenzy of activities in

business schools around the world. Deans are extolling

how much their curricula focus on business ethics.’’

A survey by Christensen et al. (2007) revealed that there

has been a 500% increase in ethics courses offered at the

Financial Times Top 50 Global Business Schools since

1988. Similarly, Aspen Institute (2010) publishes a survey

titled Beyond Grey Pinstripes every 2 years showing the

ranking of the top 100 business schools in the world in

terms of their commitment to teaching ethics-related

courses. On the other hand, Gioia (2002) expresses concern

that many schools are shirking from the responsibility of

including adequate ethics material in their courses. Busi-

ness is not the only field to have added ethics courses to the

curriculum. Other professions such as law (Lerner 2006)

and accounting (Verschoor 2006) have also moved to add

ethics-related courses in their programs.

A Brief Review of the Literature

As noted by Kish-Gephart et al. (2010, p. 1) until recently

ethics used to be seen by many as the ‘province of philos-

ophers.’ Trevino and Brown (2004, p. 77) point out that

ethical scandals are not a new phenomenon; in fact

‘‘unethical conduct has been with us as long as human

beings have been on the earth.’’ They note that the Talmud,

for example, includes 613 direct commandments to guide

Jewish conduct. What is new is the extent to which man-

agement and organizational scholars have carried out

empirical studies over the last 30 years to determine why

individuals sometimes behave unethically in the workplace.

Important among these are studies by Trevino and her

colleagues (Trevino 1986; Trevino and Youngblood 1990;

Trevino and Brown 2004; Trevino et al. 2006; Kish-Gephart

et al. 2010) as well as those by Baucus and Beck-Dudley

(2005), Baucus et al. (2008), Palmer and Maher (2006), and

Pinto et al. (2008).

It would be difficult to adequately review the wealth of

studies on this topic. Fortunately, it is not necessary to do

so in great detail because Kish-Gephart et al. (2010) have

recently published a meta-analysis of 136 studies covering

a total of 43,914 people. They define unethical behavior as

‘‘any organizational member action that violates widely

accepted (societal) moral norms’’ (p. 2). They add that

‘‘unethical behaviors overlap with illegal behaviors. This

relationship between ethics and the law can be represented

as a Venn diagram … wherein the overlapping area of the

two circles represents behaviors [such as stealing] that are

both illegal and unethical’’ (p. 2). This is a useful point for

the purpose of this article since some of the examples of
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behaviors discussed below combine unethical and illegal

aspects of behaviors.

Trevino and Youngblood (1990) specify a model with

unethical behavior as the dependent variable and ‘bad apples’

and ‘bad barrels’ as the independent variables. They describe

the relationship between ‘bad apples’ and ‘bad barrels’ as

follows: ‘‘The ‘bad apples’ argument attributes unethical

behavior in the organization to a few unsavory individuals …
lacking in some personal quality such as moral character …
According to the ‘bad barrels’ argument, something in the

organizational environment poisons otherwise good apples’’

(Trevino and Youngblood 1990, p. 378). Their ‘bad apples’

and ‘bad barrels’ variables are similar to the ‘internal’ and

‘external’ approaches to behavior mentioned above. The

notion of ‘bad barrels’ has some similarities to the concept of

‘criminogenic’ organizations (Needleman and Needleman

1979). Criminogenic organizations are defined as those ‘‘that

produce or tend to produce crime or criminal behavior’’ (Pinto

et al. 2008, pp. 685–686). This concept will be discussed

further in a later section.

In their meta-analysis, Kish-Gephart et al. (2010) add a

third independent variable termed ‘cases.’ ‘‘[T]he term

case, with its context-sensitive connotation, aptly conveys

the idea that moral issue characteristics vary by the specific

circumstances being faced at the time (along with the

symbolic meaning of case as a smaller, more proximal

container than barrels for individual apples)’’ (Kish-Gep-

hart et al. 2010, p. 2).

The key conclusions of the Kish-Gephart et al. (2010,

pp. 12–13) meta-analysis can be summarized as shown in

Fig. 1.

Comparing Individual and Organizational Factors

that Influence Unethical Behavior

An important question that follows from the Kish-Gephart

et al. (2010) meta-analysis is whether we can quantify the

influence of each of the three types of variables in deter-

mining the extent of unethical behavior in an organization.

Unfortunately the answer to this question is ‘No.’ As Kish-

Gephart et al. (2010, pp. 14–15) report, they could not offer a

meta-analytic answer to this question because there have

been very few empirical studies that collected data regarding

more than one set of independent variables simultaneously.

The Kish-Gephart et al. (2010) analysis does include

several studies which show that organizational factors play

a significant role in determining whether unethical behavior

takes place in a work setting. For example, Trevino (1986,

p. 608) indicates that a ‘‘large majority of managers reason

about work-related ethical dilemmas at the conventional

stages (levels 3 and 4)’’ of cognitive moral development

(CMD) (Kohlberg 1969) and therefore these ‘‘managers

will be most susceptible to situational influences on ethical/

unethical behavior’’ (Trevino 1986, p. 610).

A review by Trevino et al. (2006, p. 956) summarizes

studies showing that accounting students and managers in

public accounting had, on average, lower moral reasoning

scores than their counterparts in other schools or profes-

sions, and that older and longer tenured managers had

lower average scores than younger and less experienced

employees. Ashkanasy et al. (2006) report that the CMD

level in their MBA student sample was slightly below the

adult CMD norm. Finally, Gioia (2002) cites evidence that

students at 13 eminent business schools had lower ethical

scores by their graduation compared to the scores they had

when they began their studies.

Similarly Trevino and Brown (2004, p. 72) argue that

‘‘most people are the product of the context they find

themselves in … They look outside themselves for guid-

ance when thinking about what is right’’ and note that

nearly two-thirds of normal adults agreed to ‘‘harm another

human being’’ when asked to do so in Milgram’s (1974)

obedience to authority experiment. Further support for the

argument that situational factors play a significant role in

determining the extent of unethical behavior is offered by

several other studies such as Rotter (1966), Pinto et al.

(2008), Baucus and Beck-Dudley (2005), and Ashforth and

Anand (2003). Trevino also points out that situational

Individual Characteristics  
(‘Apples) 

• Cognitive Moral Development 

• Locus of Control 
• Moral Philosophy 

• Machiavellianism 

• Job Satisfaction Level

Organizational/Environmental 
Characteristics (‘Barrels’) 

• Ethical Climate 
 (Non-Egoistic/Benevolent 
/Principled) 

• Ethical Culture 
• Code of Conduct and 

Enforcement 
• Reinforcement  

Moral Issue Characteristics 
(‘Cases’) 

• Magnitude of Consequence 
• Concentration of Effect 

• Proximity and Immediacy 
• Social Consensus 

• Moral Intensity of Issue 

Probability of  
Ethical 
Or Unethical  
Behavior 

Fig. 1 Antecedents of ethical choice in the workplace. Adapted from

Kish-Gephart et al. (2010, p. 3). Reinforcement has been added as an

antecedent based on Trevino (1986) and other research studies as

detailed in the text
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factors are likely to play a particularly significant role in

real life, because situational clues are more salient in real

life than in hypothetical dilemmas typically used in labo-

ratory studies to measure one’s level of cognitive moral

development (Trevino 1986, p. 608).

Table 1 summarizes the implications for reducing

unethical behavior derived from the Kish-Gephart model

shown in Fig. 1. The implications for reinforcement, the

remaining antecedent, are discussed in the sections that

follow.

Reinforcement as a Situational Variable

One of the key situational/organizational factors that sig-

nificantly influence ethical behavior is the reinforcement

(or lack of reinforcement) for previous ethical behavior.

Though not included in the Kish-Gephart et al. (2010)

meta-analysis, reinforcement was one of the variables in

the Interactionist model initially developed by Trevino

(1986, p. 603). It is also included as a variable by Hegarty

and Sims Jr. (1979), Trevino and Youngblood (1990),

Trevino et al. (2006), and Ashkanasy et al. (2006). These

studies found that reinforcement has an impact on ethical

behavior under certain conditions. Hegarty and Sims Jr.

(1979) found that when unethical behavior resulted in

higher profits, such behavior was more likely to take place,

and Trevino and Youngblood (1990, pp. 383–384) found

that punishment which was expected or mild did not reduce

unethical behavior by the subjects in their experiment: the

subjects were influenced only if the reinforcement was

‘unexpected and powerful.’

The finding that reinforcement influences behavior

under certain conditions is consistent with numerous other

studies by psychologists, game theorists, and economists.

A full discussion of the literature in these fields is beyond

the scope of this article but relevant key examples of this

research will be noted briefly.

Psychological Research

Reinforcement Theory

The central notion behind reinforcement theory is that

behavior is governed by its (expected) consequences (Skin-

ner 1969), and therefore the best way to modify behavior is to

redesign the situation so that people are reinforced for the

desired behavior. The reinforcement structure in a situation

can be so powerful that if reinforcement is unwittingly given

for undesired behavior, such undesirable behavior will occur

even if individuals know that they should behave differently.

This phenomenon is discussed with numerous examples in

the classic article ‘‘On the folly of rewarding A while hoping

for B’’ (Kerr 1975, 1995).

Attribution Theory

This theory suggests that our understanding of the reasons

behind someone’s behavior should focus on the ‘situa-

tional’ factors facing the individual rather than the ‘dis-

positional’ (i.e., internal or personality-related) factors.

According to ‘the fundamental attribution error’, a key

concept of attribution theory, we tend to overemphasize

dispositional factors and underemphasize situational fac-

tors when trying to understand the reasons for someone’s

behavior. Thus, insofar as the behavior is correctly attrib-

utable to the situational factors, we are more likely to be

successful in changing that behavior if and when we can

change the situation (Ross and Fletcher 1985; Epley and

Dunning 2000).

A practical application consistent with attribution theory

is Ralph Nader’s work in the 1960s and 1970s. Companies

Table 1 Implications of the Kish-Gephart et al. (2010) model for reducing unethical behavior in organizations*

Factor contributing to unethical

behavior

Tool available for

reducing unethical

behavior

Actions to be taken to reduce unethical behavior

Individual characteristics

(‘bad apples’)

Employee selection Employee selection should be based, in part, on results of tests in cognitive moral

development, locus of control, idealistic, and relativistic moral philosophy, and

Machiavellianism

Characteristics of the moral

issue (‘bad cases’)

Employee training in

business ethics

Ethics training should create awareness of and a social consensus on moral issues

raised by various prospective decisions, and the potential consequences of those

decisions, including identifying the people who may be impacted by the

decision, how soon, and how severely

Organizational/situational

characteristics (‘bad barrels’)

Leadership actions Leaders should create an ethical climate in which organizational values are

articulated and taken into consideration when making decisions. A code of

ethics should be established and enforced

* Based on conclusions of the meta-analysis in Kish-Gephart et al. (2010), particularly pp. 20–21
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such as General Motors at the time blamed the ‘nut behind

the wheel’ as the cause of road accidents and advocated

better driver training as the solution. Nader (1965) argued

that, on the other hand, accidents are caused by cars that

are ‘Unsafe at Any Speed’ because the dangers are

designed-in in the car, and that this is true for the con-

struction of highways as well. Many improvements in

highway design and car design (seatbelts and airbags being

two prominent examples) have considerably reduced

highway accidents and fatalities since the 1970s.

Conformity and Decision Making

Classic experiments such as those by Asch (1958), Milgram

(1974), Zimbardo et al. (1973), and Janice (1982) show how

much impact situational factors, whether from peer pressure

or pressure from authority figures, can have on an individ-

ual’s behavior.

Game Theory Research

A field straddling psychology and economics, game theory

focuses on the types of co-operative or competitive behav-

iors the members of a dyad are likely to engage in under

different payoff and communication conditions. The results

of experimental research utilizing a game theory framework

are broadly consistent with both the psychological and

economic theories of behavior. They show that as long as the

nature of the payoff matrix in a game such as the ‘Prisoners’

Dilemma’ encourages defection rather than co-operation

among the players, the players will continue to defect, even

when they know that they would each fare better if only they

could trust each other. Furthermore, the defections continue

even after the two parties have been given ample opportunity

to communicate with each other about the desirability of

co-operation. Co-operative behavior occurs only when the

payoff conditions or some other element regarding the

structure of the game has been changed to make co-opera-

tion the rational choice for the players. Pajunen (2006) offers

a recent review of this literature.

Economic Research

A key assumption in economic theory is that of the ‘eco-

nomic man’ whose behavior is motivated by incentives,

usually of a monetary nature (Cadsby et al. 2007). Adam

Smith (1776, p. 700; Kotowitz 1987, p. 549), in his classic

work explained the relationship between unethical behav-

ior and incentives:

The directors of such companies, however, being the

managers rather of other peoples’ money than of their

own, it cannot well be expected, that they should

watch over it with the same anxious vigilance with

which the partners in a private copartnery [i.e.,

partnership] frequently watch over their own …
Negligence and profusion, therefore, must always

prevail, more or less, in the management of the affairs

of such a company.

Coffee Jr. (2005) reviews a number of statistical studies

that analyze data submitted by corporations to agencies

such as the Securities and Exchange Commission. These

studies offer empirical support to the comment made by

Adam Smith and indicate specific conditions under which

different types of unethical behavior are likely to take

place. In particular, these studies show that unethical

behavior takes two different forms depending on ownership

structure and types of incentives offered:

• When share ownership in a company is widely

dispersed, and where the CEO’s compensation is

largely dependent on stock options, fraud tends to take

place by means of ‘earnings management’, usually by

revenue recognition manipulation. Furthermore, as the

quantity of options granted increases, the likelihood of

fraud also increases. The use of ‘earnings management’

implicated in many scandals is commonly related to the

availability of stock options, which are typically

granted only to very senior managers. This is one of

the reasons that large-scale abuse seen in companies

such as Enron, Tyco or WorldCom took place at the

highest levels of management.

• Fraud based on ‘earnings management’ is less likely to

take place in companies in which the ownership or

control is concentrated in a few individuals (or a family).

Instead, the unethical behavior here occurs with con-

trolling shareholders attempting to expropriate assets

from minority shareholders. Shares with multiple voting

rights are often used in these companies as the means to

ensure that the founders maintain control of the company

even when their shareholdings would not give them a

majority ownership. Hollinger provides an example of a

company in which the controlling shareholders enriched

themselves at the expense of other shareholders without

having to resort to earnings management. Instead, they

managed to profit by selling company assets and using

the money from the assets to reward themselves for a so-

called non-compete provision (St. Eve 2007).

• Coffee’s (2005) research thus indicates that it is

possible to predict with some confidence the conditions

under which managers are likely to engage in unethical

behavior, and also the form it is likely to take. The

corollary is that if it is possible to take preventive

actions to change these conditions, this will make it less

likely that executives will engage in unethical behavior.
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Thus, the common theme in the psychological, game

theory, and economic research summarized above is that

situational factors, particularly the reinforcement provided

by the situation, influence behavior—either for good or ill.

The Concept of an Ethical Hazard

As Kish-Gephart et al. (2010, p. 2) have noted, there is

often an overlap between unethical behavior and illegal

behavior in organizations, with corruption and fraud, for

example, being both unethical and illegal. The examples of

Enron and Hollinger described above, along with similar

examples from many other companies, illustrate behavior

that is both illegal and unethical. Thus, we can productively

apply certain concepts from criminal behavior to under-

standing unethical as well as illegal behavior of the

sort illustrated here (Needleman and Needleman 1979;

Ashforth and Anand 2003; Palmer and Maher 2006; Pinto

et al. 2008).

One of these concepts from criminal law is that the

person who committed a crime is likely to be a person who

had a motive, means, and opportunity (MMO) to do so.

Utilizing the concept of a criminogenic organization

(Needleman and Needleman 1979), some scholars have

referred to some parts of the MMO formulation in their

studies of organizations that encourage or facilitate crimi-

nal behavior. Thus, Pinto et al. (2008, p. 700) argue that

‘‘For the OCI [organization of corrupt individuals] phe-

nomenon to occur, there must be an opportunity and a

motivation to engage in corruption.’’ Similarly, McKendall

and Wagner (1997) conclude that organizational crime (in

the context of environmental law violations) is the product

of motive, opportunity, and choice.

It is a well established principle in criminal law, how-

ever, that the fact that a person had MMO to commit a

crime does not necessarily prove beyond reasonable doubt

that the person in fact did commit the crime (Common-

wealth vs. Michael M. O’Laughlin 2005). Extending this

concept to unethical behavior we can say that the con-

junction of MMO creates an ‘ethical hazard’: it increases

the likelihood of unethical behavior but does not neces-

sarily guarantee that it will occur.

The term ‘ethical hazard’ is related to ‘moral hazard,’ a

term widely used by economists. ‘Moral hazard’ has a

highly technical meaning in economics, having to do, in

part, with ‘uncertainty and incomplete or restricted con-

tracts (Kotowitz 1987, p. 549). ‘Ethical hazard’ as used

here is a broader term, and does not rely on uncertainty or

incomplete or restricted contracts, but rather refers to a

situation that is likely to increase the probability of

unethical behavior because of a conjunction of motive,

opportunity and means to engage in such behavior.

Figure 2 shows this relationship between MMO, with an

‘ethical hazard’ being created when all three factors co-

exist.

The Role of MMO in Creating Ethical Hazards

Motive

A motive can be defined as ‘a person’s reason for choosing

one behavior from among several choices’ (Moorhead and

Griffin 1998, p. 120). There are many theories of motiva-

tion, among which expectancy theory (Vroom 1964) has

been particularly influential. According to expectancy

theory (as revised by Van Eerde and Thierry (1996), based

on the evidence from their meta-analysis) a person given a

choice among outcomes A, B, C … N will make a choice

based on two considerations: (a) the probability of

achieving an outcome K and (b) the value of outcome K.

Multiplying these two components, probability and value,

gives the ‘expected value’ for each outcome and a person will

make a choice that will maximize his or her expected value.

Steel and Konig (2006) have suggested that expectancy

theory can be integrated with three other related theories of

motivation to achieve greater comprehensiveness:

1. Time preference or Picoeconomics: People place a

higher value on outcomes that happen in the near

future than on outcomes to be obtained in distant

future (Ainslie 1992).

2. Cumulative Prospect Theory: (a) People tend to be risk

averse—they place a higher negative value on a loss of a

particular amount than on the positive value of the gain

Fig. 2 Ethical hazard as a conjunction of MMO
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of a similar amount (Tversky and Kahneman 1992) and

(b) People have difficulty in accurately estimating

probabilities of various outcomes. They tend to over-

estimate the probability of relatively rare outcomes

(‘long shots’ such as winning a multi-million dollar

lottery) and underestimate the probability of relatively

likely outcomes (Tversky and Kahneman 1992).

3. Individual Differences: Different people place differ-

ent values on the same outcome, based on their need

structure such as the levels of their need for Achieve-

ment, need for Affiliation or need for Power (McClel-

land 1985). This is akin to the ‘‘Individual

Characteristics’’ component of the Kish-Gephart

et al. (2010) model. According to their model those

with a low level of cognitive moral development and a

high level of Machiavellianism are more likely to be

willing to use unethical methods such as earnings

manipulation to gain a monetary benefit. People also

differ in the extent to which they display preference for

an immediate reward as against a delayed reward, and

the extent to which they are risk averse or make poor

estimates of probabilities (Steel and Konig 2006).

These factors relating to motivation can be used to

explain, for example, why stock options create a high level

of motivation among managers in companies such as Enron

(Ackman 2002; Samuelson 2002), and Nortel (Evans 2007).

(a) The stock options had a very high monetary value to

the managers. For example, by the end of 2000, Enron

had issued options to its managers enabling them to

buy up to 47 million shares at a price of $30. At the

time, Enron shares were selling for about $83, offering

a potential profit per share of $43, and for a total

potential profit of over $2 billion (Samuelson 2002).

(b) There was not much risk of loss involved in accepting

stock options. If the price of shares had declined

below $30, Enron executives would not have lost any

of their own money since they had not paid for the

options anyway, and they still had their regular

income from salary and bonuses. So risk aversion was

not an important factor.

(c) The options were vested immediately, that is they

could be sold as soon as they were granted. Thus, the

reward arrived quickly rather than after a long wait

(provided the market price remained higher than the

issuing price). This immediacy of the reward made

the stock options even more motivating.

Means

The term ‘means’ refers to the instrument(s) available to a

person to carry out a task. In a criminal case, for example, a

gun may be the instrument the alleged criminal used to

murder his victim. In corporate crimes or unethical

behavior, the means are usually not physical objects but a

source of power that gives the executive the ability to

behave unethically.

Abuse of stock options serves as a good example. To be

able to abuse stock options, an executive must be able to

artificially raise the price of the company’s shares, at least

for a short period. The price of shares normally increases

when the reported earnings increase, so the executive must

be able to manipulate the reported company earnings

through revenue recognition and other techniques descri-

bed in the next section. Executives typically gain an ability

to manipulate reported earnings from two sources:

(a) Weak Corporate Governance: Corporate governance

procedures are designed, in part, to control the power

available to top management. Studies on corporate

governance indicate, however, that the board of

directors, entrusted with the responsibility to control

the CEO’s power often becomes instead a rubber

stamp controlled by the CEO. The extensive literature

on the problems faced by directors attempting to

control top management is reviewed in Dalton et al.

(2007). These problems can occur even when the

directors include (as in the case of Hollinger) such

eminent individuals as former US Secretary of State

Henry Kissinger and former Governor of Illinois,

James Thompson (U.S. District Attorney 2007).

As Lord Acton’s famous dictum states, ‘Power corrupts

and absolute power corrupts absolutely’ (Acton 1887). The

near-absolute power enjoyed by the CEO and others pro-

vides the means for them to engage in unethical and/or

illegal behavior. Thus, chief executives at Tyco, Hollinger,

and Parmalat were able to charge millions of dollars of

personal expenses to their companies, or charge millions of

dollars in inflated fees to provide services from other

companies that they controlled.

(b) Access to the Power of External Agents: External

agents can also add to the power available to the CEO

and other top managers. For example, the fact that

Enron’s external auditors, Arthur Andersen, had a

consulting contract in conflict with their role as

auditors made the task of bending the usual defini-

tions that much easier for Enron executives. The

offering of such a contract was, in turn, in the hands

of the top management.

Similarly, several external financial analysts worked

together with some CEOs to inflate stock prices, at

least in the short run. Thus, Jack Grubman, former

Salomon Smith Barney’s telecommunication analyst,

helped WorldCom CEO Bernie Ebbers to ‘hype’
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WorldCom’s stock price. Salomon Smith Barney in

turn hoped to gain investment banking business from

Ebbers (Moberg and Romar 2003).

Henry Blodget played a similar role at Merrill Lynch.

According to the e-mails obtained by the New York

Attorney General, Mr. Blodget once threatened to ‘‘start

calling stocks as he sees them ‘no matter what the ancillary

business consequences’’’ unless Merrill Lynch agreed to

pay him a substantial bonus. Merrill Lynch’s investment

banking business was dependent on the goodwill of large

companies whose shares were being (unjustifiably) pro-

moted by Blodget. The threat worked and the bonus was

paid (Morton 2004, p. FP5).

Opportunity

The third critical component in any potentially unethical

behavior is opportunity. Opportunity can be defined as the

‘presence of a favorable combination of circumstances that

makes a particular course of action possible’ (McKendall

and Wagner 1997, p. 626).

One source of opportunity for executives is ambiguity in

the governing accounting rules. For example, there is

considerable room for discretion in the ‘generally accepted

accounting principles (‘GAAP’), promulgated by the

Accounting Practices Board of the American Institute of

Certified Public Accountants, as to what constitutes reve-

nue and when it is recognized, and what constitutes an

expense (as against a capital investment, for example) and

when to recognize it. Similarly, Enron’s accounting treat-

ment of off-balance partnerships was made possible, in

part, by an ambiguity as to what needed to be shown on the

Enron balance sheet and what could be omitted. Here are

some other examples of ‘earnings management’ techniques

that are made possible due to the ambiguities in GAAP:

offering special end-of-quarter discounts to encourage

‘channel stuffing’ among distributors; issuing last-minute

price alerts to cause a short-term buying spurt before the

increase; setting up and then reversing excessive charges

for restructuring; and making repeated sales of assets on a

small scale rather than one big sale (Thompson et al. 2006,

pp. 250–251).

The accounting rule called ‘mark-to-market’ offered

similar opportunities in recent years to executives who

wished to show high earnings. Buffett (2002) describes the

opportunities offered by the ‘mark-to-market’ rule and its

variants:

Those who trade derivatives are usually paid (in

whole or part) on ‘‘earnings’’ calculated by mark-to-

market accounting. But often there is no real market

(think about our contract involving twins) and ‘‘mark-

to-model’’ is utilized. This substitution can bring on

large-scale mischief. As a general rule, contracts

involving multiple reference items and distant set-

tlement dates increase the opportunities for counter-

parties to use fanciful assumptions. In the twins

scenario, for example, the two parties to the contract

might well use differing models allowing both to

show substantial profits for many years. In extreme

cases, mark-to-model degenerates into what I would

call mark-to-myth (p. 13).

When the motive to earn a large bonus by exaggerating

earnings is combined with the means and opportunity to do

so, it can be expected that unethical behavior may take

place, as illustrated in this example from Buffett (2002,

pp. 13–14):

But the parties to derivatives also have enormous

incentives to cheat in accounting for them … I can

assure you that the marking errors in the deriva-

tives business have not been symmetrical. Almost

invariably, they have favored either the trader who

was eyeing a multi-million dollar bonus or the

CEO who wanted to report impressive ‘‘earnings’’

(or both). The bonuses were paid, and the CEO

profited from his options. Only much later did

shareholders learn that the reported earnings were a

sham.

Steps Toward Reducing Unethical Behavior

Insofar as it is the conjunction of motives, opportunities,

and means that led to unethical behavior in companies such

as Enron, the first step in improving corporate ethics

therefore is to identify the specific policies in a company

that may give rise to such a conjunction. The second step is

to discover ways to loosen the combination of its compo-

nents. Since all three components are usually necessary for

unethical behavior to occur, it may (fortunately) be suffi-

cient to remove just one or two of them to minimize or

prevent unethical behavior.

Limiting the Motive

The granting of stock options was given as an example

above regarding the role of incentives in leading to

unethical behavior. If a short vesting period for stock

options creates an undesirable incentive for top executives

to manipulate figures so as to increase the stock price in the

short run, a lengthening of the vesting period would reduce

this incentive. If stock options could not be cashed in for a

period of, say, 5 years after the person has left the com-

pany, then the temptation to manipulate figures to inflate
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stock price in the short run would be greatly reduced. This

proposition is now being put into application by some

companies. For example, Goldman Sachs announced that

its 30-member management committee would have their

bonuses paid in company stock which cannot be sold for at

least 5 years, and the bonuses can be reclaimed if an

executive is later accused of engaging in undue risky

behavior (Earth Times 2009). The US Federal Deposit

Insurance Corporation (Clarke 2011) has proposed a reg-

ulation that would require financial institutions to defer

bonuses for at least 3 years. Similarly, the European Union

set guidelines in December 2010 that top managers of

banks be limited to receiving no more than 20% of their

bonuses in cash (Clarke 2011).

A second move in the same context is to change

accounting rules to require that the granting of stock

options be treated as an expense. Many large companies

have for many years resisted demands to treat stock options

as expenses. The publicity flowing from scandals such as

Nortel, and the arguments made by eminent business

people such as Warren Buffet, however, have gradually

weakened this resistance, and many companies have now

begun to treat stock options as expenses as soon as they are

granted. Samuelson (2002) estimates that the cost of En-

ron’s options was about $2.4 billion between 1998 and

2000. If included as an expense in its financial statements,

Enron’s profitability would have mostly disappeared,

making the shares much less attractive to buyers.

Reducing the Means

As noted above, the CEOs and top management generally

have a great deal of power that gives them the means to

take advantage of the incentives. How can this untram-

meled power be reduced? Here are a few possibilities that

have emerged in the last few years.

Empowering Directors

Ms. Sherron Watkins, the whistleblower at Enron, suggests

that even if a conscientious director wishes to exert vigilant

oversight over the company, he or she is usually powerless

to do so, since they lack access to detailed financial figures

and the ability and time to analyze and interpret such fig-

ures. The directors are thus dependent on the CEO to

provide them with the information they need. To counter

this situation, Ms. Watkins has proposed the creation of

specialized consulting firms aimed at helping company

directors. Directors could thus obtain assistance from

external experts such as Ms. Watkins who would examine

various company accounting, financial or other data

and offer their independent conclusions to the directors

(Bhupta 2003).

It should be noted that such a service already exists in

the US Federal government, where the Congressional

Budget Office offers assistance to members of Congress so

that they can question and challenge information provided

by the members of the Executive branch. The independent

auditor-general performs a similar function in Canada.

Using Legal Pressure to Voluntarily Reveal Ethical

Problems

Although Mr. Eliot Spitzer, the former New York Attorney

General, was able to take investment banks, mutual funds,

and insurance companies to court for breaches of law, he

has acknowledged that such actions can have only a limited

effect. ‘‘The cases against Wall Street are like stopping

someone for speeding on a highway. The other cars slow

down for a while and then, after a certain number of miles

they speed up again’’ (Morton 2004, p. FP5).

How can the effects of legal actions by authorities such

as Mr. Spitzer (2005) be extended in their scope and

duration? Mr. Stephen M. Cutler, the Chief Enforcement

Officer for the US Securities and Exchange Commission,

has found one way—combining a carrot and stick

approach. He has asked Wall Street firms to take the ini-

tiative in confessing to ‘conflicts of interest that plague

their business.’ What if they do not come forward on their

own, and the SEC staff discover the problems instead? Mr.

Cutler has announced to the potential violators: ‘I assure

you that the consequences will be worse’ (Davis 2004,

p. C1). As a consequence, numerous firms including

Goldman Sachs Group and Morgan Stanley have taken the

initiative to hand over to regulators lists of dozens of

potential conflicts of interest.

The New York Stock Exchange, the National Associa-

tion of Securities Dealers and the UK Financial Services

Authority have followed in Mr. Cutler’s footsteps and have

written their members asking them to disclose similar

conflicts (Davis 2004, p. C1). The Sarbanes–Oxley Act of

2002 now requires that CEOs personally certify the accu-

racy of their company’s financial statements, and this

requirement is likely to further strengthen the ability of law

enforcement officials to challenge illegal behavior in courts.

As with accountants, lawyers are also frequently

involved in advising CEOs on whether a prospective

decision would be legal. To deal with this involvement, the

SEC staff proposed a rule requiring that a lawyer undertake

a ‘noisy withdrawal’ from representing the client if the

lawyer believed that malfeasance had occurred in a deci-

sion and that the company had not adequately responded to

the evidence. This proposal did not receive final SEC

approval for implementation (Paton 2007, p. A17).

The convictions in the Hollinger case have, however,

created a new and higher set of expectations for lawyers
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advising clients. Mark Kipnis and Peter Atkinson, corpo-

rate legal counsel for Hollinger, were charged with crimi-

nal offenses for their role in giving legal advice on the

scheme to divert money from ordinary shareholders to the

controlling shareholders, primarily Conrad Black. The jury

in the Federal court trial in Chicago convicted them and the

judge imposed a 6-month home detention on Kipnis and a

2-year prison term on Atkinson (Marek 2007). This deci-

sion will increase pressure on lawyers not only to advise

clients against engaging in illegal acts, but also to not

remain silent when they become aware of such activity.

‘‘The jury’s message is the latest in a series of challenges

since Enron to the traditional way in which lawyers view

their responsibilities as zealous advocates for their clients’’

(Paton 2007, p. A17).

Improving Whistleblower Protection

A number of attempts have been made in the US and other

jurisdictions to provide protection to those who blow the

whistle on unethical or illegal conduct. These attempts have

been largely ineffective in protecting whistleblowers

(Dworkin 2007). Dworkin argues that the experience with

the False Claims Act shows that an effective way of

encouraging and protecting whistleblowers is by offering

them rewards for providing valuable information. Unless

whistleblower protection is made more effective, most

subordinates will remain reluctant to speak up when they see

instances of abuse by their superiors, especially the CEO.

For example, Watkins, the whistleblower at Enron, com-

ments: ‘‘Whistleblowing is something I wouldn’t advise for

anyone. I’ve kept up with my two new friends who were with

me on the cover of Time. They’re going through a tough time

because they’re trying to make a living within their orga-

nizations. Consider your own family, get yourself a job and

then on your last day speak out’’ (Bhupta 2003).

Reducing Opportunities

The ambiguity in many GAAP provides executives with

the opportunity to misuse the incentive. As mentioned

above, one of the major problems with companies like

Enron was that they used the so-called off-balance sheet

financing to disguise their real level of debt compared to

their assets. A survey by Forbes Magazine (Trainer 2010)

showed that 2,900 companies had off-balance sheet debt,

amounting to over $765 billion in corporate liabilities that

had been invisible, thus making the companies look much

better managed than was the case. In response to this

problem, the Financial Accounting Standards Board in the

US, along with the International Accounting Standards

Board, has proposed new regulations to guide how obli-

gations such as ‘operating leases’ should be disclosed in

financial statements (FASB 2011). It should be noted that

accounting bodies such as the Accounting Practices Board

of the American Institute of Certified Public Accountants

have made numerous attempts to tighten the rules to reduce

the ambiguities, but each time they do so, new ambiguities

tend to appear. Thus, whether the new regulations proposed

by FASB will succeed remains to be seen.

Perhaps a more effective factor in reducing opportuni-

ties for unethical behavior is the emergence of the Internet.

Tapscott and Ticoll (2003) argue that corporations are

going to be increasingly ‘naked’ in the age of the Internet,

and will operate in something of a transparent fishbowl.

Similarly, Seidman (2004, p. 135) notes that the ‘‘profound

impact of technology has enabled greater transparency in

evaluating business, institutions, and organizations. The

corporate veil has been pierced.’’ Thus, Henry Blodget’s

e-mails were leaked by various individuals, and this in turn

led to the evidence the New York State Attorney General

needed to file a charge against Merrill Lynch and other

parties involved in the shady transactions. The increased

likelihood of being found out, due to the fishbowl trans-

parency created by the Internet, is likely to discourage use

of opportunities created by ambiguous accounting rules.

Table 2 outlines the recommended steps companies can

take to reduce unethical behavior.

The Interaction of MMO as a Dynamic Process

The above discussion raises a further question regarding

implementation. If it is possible to reduce the ethical haz-

ard by removing one or more of its components, which

component should we aim to remove first? Unfortunately

there is a lack of empirical studies at present which could

help us answer this question. This is because as pointed out

by McKendall and Wagner (1997, p. 625) ‘‘most concep-

tual models of corporate illegality are complex and inter-

active … [and] most empirical research has tested only for

simple, zero-order effects,’’ a comment which echoes a

similar finding in the Kish-Gephart et al. (2010, p. 7) meta-

analysis. In the legal field, of course, courts have been

interested in establishing whether an alleged criminal had

the MMO to commit the crime rather than judging the

strength of each of these elements. However, it is possible

to answer the question on conceptual grounds to some

extent, supported by certain evidence.

Although a conjunction of MMOs is generally necessary

for illegal or unethical behavior to take place, there are

some exceptions. For example, sometimes a criminal

commits a crime which seems to be senseless and random.

A more important consideration, however, is that a con-

junction of the three components leading to an ethical

hazard is not a static process, but a dynamic one. This is
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because a person who has the motive but lacks the means

or opportunity may not wait passively until the means or

opportunity become available. Instead such a person may

systematically go about creating the missing element,

whether it be the means or the opportunity.

Labaton (2008) gives an interesting example of this

which is particularly relevant to the financial crisis of 2008.

He describes how the executives of major US investment

banks such as Goldman Sachs and Morgan Stanley had the

motive to expand their lending activities, and also the

opportunity to do so. There was a lack of means, however,

because what they wanted to do was not permitted at that

time under the regulations of the Securities and Exchange

Commission. In his article, Labaton (2008) describes how

the investment bank executives used their control over their

firms’ lobbying resources as the means to influence gov-

ernment officials to create the opportunity for their com-

panies to greatly increase their profits. The added profits

then generated very large bonuses for the executives.

Labaton (2008, p. A2), a New York Times reporter,

describes a seemingly unimportant meeting that took place

on April 28, 2004, that he thinks may have eventually led

to problems at major financial firms spiraling out of con-

trol. On this day, ‘‘the five members of the Securities and

Exchange Commission met in a basement hearing room to

consider an urgent plea by the big investment banks.’’ The

plea came primarily from the five big investment banks—

they wanted the SEC to relax a rule that limited how much

debt they could undertake to support their business activ-

ities. Labaton (2008, p. A23) notes that the meeting was

sparsely attended—none of the major media outlets,

including the New York Times, covered it. After 55 min of

discussion, the chairman called for a vote. All five SEC

commissioners voted in favor of approving the request of

the investment banks.

As a result of the rule change, leverage used by the

investment banks increased significantly over the next few

years. At Bear Stearns, for example, it rose to a debt to

equity ratio of 33. The profits of the investment banks also

increased significantly in the following few years. The

CEOs of the investment banks, in turn, earned very large

bonuses.

It is a matter of some irony that the case for the five

investment banks was led by Goldman Sachs. Its chief

executive at the time was Henry Paulson. Mr. Paulson later

went on to become the Secretary of the Treasury, and, in

that role, led the attempt in September 2008 to deal with

the financial crisis with measures such as a $700 billion

rescue package for ‘too-big-to-fail’ financial institutions

embroiled in the crisis, including Goldman Sachs.

A second example of someone with a motive creating an

opportunity is given by Lehrer (2011). This example

describes members of organized crime syndicates looking

for ways to make more money, this time by finding weak-

nesses in the multi-million lotteries operated by many states

and Canadian provinces. There are several indications that

Table 2 Steps toward reducing unethical behavior based on the ethical hazard concept

Step Recommended action Examples

1. Limiting the motive

for unethical behavior

a. Lengthen the period before stock options are vested

in the executive

Goldman Sachs Policy (Earth Times 2009)

b. Include the value of the stock option as an expense

on company income statement

FDIC proposal (Clarke 2011)

c. Restrict the number of stock options to be granted European Union proposal (Clarke 2011)

2. Reducing the means

for unethical behavior

a. Empower directors by giving them access

to independent expert advice

Proposal by Ms. Watkins, formerly of Enron

(Bhupta 2003)

b. Provide incentives for self-disclosure on prior

violations of government regulations

Policy announced by Mr. Cutler of SEC

(Davis 2004)

c. Improve whistleblower protection, and offer incentives

to whistleblowers

Proposal by Dworkin (2007)

d. Require the separation of the positions of CEO

and Chair of the Board of Directors

Proposal by McCafferty (2009)

3. Restricting the opportunity

for unethical behavior

a. Clarify and tighten accounting standards on matters

such as revenue recognition and off-balance sheet

leasing or repurchase agreements through bodies such

as the International Accounting Standards Board

Regulations proposed by FASB and IASB

(FASB 2011)

b. Use the Internet to increase transparency

of information to employees, customers,

and other interested parties.

Proposal by Tapscott and Ticoll (2003)

and Seidman (2004)

4. Anticipating and preventing

unethical behavior

Appointment of an ethical hazards marshal Proposal described in the ‘‘Creating the Role

of an ‘Ethical Hazard Marshal’’’ section
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various state lotteries have been tampered with in some

way, either by finding a pattern in the way the scratch tickets

are printed, by bribing certain individuals involved in pro-

ducing or distributing the tickets, or by buying winning

tickets to convert illicitly gained money into legitimate

money. A Massachusetts state auditor report, for example,

describes a long list of troubling findings, such as the

fact that one person cashed in 1,588 winning tickets

between 2002 and 2004 for a grand total of $2.84 million

(Lehrer 2011).

These examples of individuals who successfully created

opportunities and means to achieve their goal of obtaining

money by unethical means suggest the following conclu-

sion: in order to reduce the likelihood of managers

engaging in unethical behavior one should, if possible, first

focus on reducing the motive by changing the reward

structure. This is consistent with Kerr’s argument (1975,

1995) that it is a ‘folly to reward A while hoping for B.’

This conclusion is further supported by the fact that it is

clearly within the authority of a company to modify its

reward structure if it might be creating an incentive for

staff to engage in unethical behavior. By contrast, means

and opportunity are often elements of a company’s envi-

ronment as seen in the investment bank example above

(Labaton 2008). Thus, it is much more difficult to attempt

to change policies of outside agencies than it is to change

internal policies (although even the latter is not always easy

to bring about due to resistance to such a change from

various interested parties).

After the reward structure has been modified to remove

the undesirable incentives, the company should consider

the feasibility of modifying means and opportunities.

Which of these is easier to modify is likely to vary from

company to company and would have to be decided on a

case by case basis. This in turn would be part of the task

assigned to the ‘ethical hazard marshal,’ whose role is

outlined in the next section.

Creating the Role of an ‘Ethical Hazard Marshal’

Many of the actions outlined above to reduce motive,

opportunities, and means relied on law enforcement agen-

cies, and were undertaken after the problem had already

become apparent. Though valuable, such remedial actions

need to be supplemented by a specialized mechanism

designed to prevent unethical behavior from taking place.

Nader’s book Unsafe at Any Speed (1965) had an

interesting but less well-known subtitle: The Designed-In

Dangers of the American Automobile. Similarly, this article

has argued that unethical behavior is also frequently

‘designed-in’ by company policies that create ethical haz-

ards by providing a motive, opportunities, and means to act

unethically. Companies need to proactively anticipate the

risk of unethical behavior, therefore, by examining their

major policies and regulations to see whether some of them

may be unwittingly creating ethical hazards.

The analogy of a fire marshal is instructive here. A fire

marshal has the responsibility (and the necessary expertise)

to examine buildings to look for potential fire hazards when

a building is being built, and also periodically after it has

been built. The fire marshal’s role is to prevent fires rather

than to put them out after they have started. Using a similar

logic, there is a need for the position of an ‘ethics marshal’

or an ‘ethical hazards officer.’ This officer would have the

responsibility, authority and expertise to examine current

and proposed company policies to identify ethical hazards.

The role of an ethical hazard marshal proposed here is

quite different from that of an ‘ethics officer.’ An

increasing number of companies have created a position of

an ethics officer as noted by Hill and Jones (2007, p. 404),

Ferrell et al. (2005, p. 39), and Langton and Robbins (2007,

p. 453). The role of these ethics officers is akin to that of a

police officer, namely to ensure that current rules and

regulations are adhered to. Moreover, they tend to deal

with ethical breaches at a relatively low level in the com-

pany hierarchy as illustrated by the following quotations:

These individuals are responsible for making sure

that … the company’s code of ethics is adhered to …
In many businesses, ethics officers act as internal

ombudsperson with responsibility for handling con-

fidential inquiries from employees, investigating

complaints from employees or others, reporting

findings …’’ (Hill and Jones 2007, p. 404); and

[M]ore than 120 ethics specialists now offer services

as in-house moral arbitrators, mediators, watchdogs,

and listening posts … These corporate ethics officers

hear about issues such as colleagues making phone

calls on company time, managers yelling at their

employees, …’’ (Langton and Robbins 2007, p. 453).

The ethical hazard marshal’s role as described here, by

contrast, is at the preventive and policy level—to identify

potential ethical problems that can be anticipated or pre-

dicted to take place within the framework of a current or

proposed policy, and to bring these to the attention of

senior managers or the board of directors.

Independence of the Ethical Hazards Marshal

The creation of the position of an ‘ethical hazard marshal’

raises a number of interesting issues such as who would

appoint the officer and to whom the officer would report.

The position of the ethical hazard marshal would require

a great deal of autonomy to be able to deal with sensitive
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issues such as the wisdom of giving stock options to the

CEO. Considerable pressure is thus likely to be brought

upon such an officer. The ‘ethics marshal’ therefore would

ideally be employed by an independent regulatory body,

such as the Securities and Exchange Commission, just as a

fire marshal is employed not by building owners but by the

local municipality. Until such time as legislation making

such an independent appointment is established, however,

it may be necessary for companies to appoint their own

marshals, and to attempt to give them adequate protection.

Since the position would obviously have a significant cost

attached to it, perhaps only companies above a certain size

might be expected (or required) to create such a position.

Where the marshal is employed by a company, the

appointee should ideally be chosen directly by the board of

directors, and perhaps should also report to it. Many om-

budspersons hold similarly sensitive posts, and it is possible

that the appointment and reporting process for ethical hazard

officers could be modeled after that of an ombudsperson.

The key role of the ethical hazards marshal is to

examine current or proposed policies (on stock options, for

example), to identify whether they may give rise to

unethical behaviors, and if so to report the conclusion to

top management and/or the board of directors. The marshal

may also be given the autonomy to decide if in some very

important matters the report should be sent to shareholders

at large as well.

The company management, or the board, may still

implement the policy if they believe that the anticipated

ethical hazard is not as significant as the ethical hazards

marshal believes. However, the fact that the hazard has

been identified and publicized would reduce the likelihood

that such a policy would be continued or adopted. Fur-

thermore, if a law enforcement agency should subsequently

take the company to court for an illegal act, the managers

and the board would not be able to claim that they were not

aware of the possibility of such illegal acts taking place.

Conclusion

Unethical and in some cases criminal actions in recent

years by executives in many large companies have high-

lighted the need to prevent such reprehensible behavior in

the future. It is possible that some of the ethical lapses were

caused, to paraphrase Schminke (2009), because some of

the executives were ‘simply unaware of the specific ethical

standards they are expected to uphold.’ As suggested in

Table 1, modifying selection criteria, creating, and

enforcing a code of ethics and offering training in business

ethics would be helpful steps for such executives. Others,

however, may be among those who ‘are aware of these

standards but choose not to uphold them’ (Schminke 2009,

p. 587). This article has suggested that actions by this latter

group of executives can be analyzed in terms of their

motives, and the opportunities and means available to

them. The conjunction of motive, opportunities and means

creates an ethical hazard which increases the probability of

unethical behaviors. By creating a process to identify and

remove such ethical hazards, one could reduce the proba-

bility of unethical behavior, somewhat in the same way that

one can reduce the probability of a fire by removing fire

hazards in a building.

As seen in the modified terms for bonuses to be offered to

the 30-member management committee at Goldman Sachs

(Earth Times 2009), some corporations are now taking steps

along the lines suggested here. The passage of laws such as

the Sarbanes–Oxley Act, and the conviction and jailing of

many executives who engaged in criminal activities, are

also likely to reduce the likelihood of future corporate

misbehavior. This article has recommended a number of

other steps that could be taken to reduce corporate misbe-

havior, especially the creation of a position of an ‘ethical

hazards marshal’ similar in spirit to the position of a fire

marshal, who would identify and publicize potential ethical

hazards and work at systematically reducing them.
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