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a mission statement, a corporate culture, and a set of core values that express how they 
want to relate to their stakeholders, including customers, employees, the legal system, and 
society. It is usually impossible to please all stakeholders.

Problems arise when employees encounter ethical situations that they cannot resolve. 
Sometimes gaining a better understanding of the basic premise of their decision rationale 
can help them choose the “right” solution. For instance, to decide whether they should offer 
bribes to customers to secure a large contract, salespeople need to understand their own 
personal moral philosophies as well as their firm’s core values. If complying with company 
policy or legal requirements is an important motivation to the individual, he or she is less 
likely to offer a bribe. On the other hand, if the salesperson’s ultimate goal is a “successful” 
career and if offering a bribe seems likely to result in a promotion, then bribery might 
not be inconsistent with that person’s moral philosophy of acceptable business behavior. 
Even though bribery is illegal under U.S. law, the employee may rationalize that bribery is 
necessary “because everyone else does it.”

COGNITIVE MORAL DEVELOPMENT
Many people believe that individuals advance through stages of moral development 
as their knowledge and socialization continue over time. In this section, we examine 
a model that describes this cognitive moral development process—that is, the stages 
through which people may progress in their development of moral thought. Many 
models, developed to explain, predict, and control individuals’ ethical behavior within 
business organizations, have proposed that cognitive moral processing is an element 
in ethical decision making. Cognitive moral processing is based on a body of literature 
in psychology that focuses on studying children and their cognitive development.34

Psychologist Lawrence Kohlberg adapted Piaget’s theory and developed the six-stage 
model of cognitive development, which, although not specifically designed for business 
contexts, provides an interesting perspective on the question of moral philosophy in 
business. According to Kohlberg’s model of cognitive moral development, people 
make different decisions in similar ethical situations because they are in different 
stages of six cognitive moral development stages:

1. The stage of punishment and obedience. An individual in Kohlberg’s first stage defines 
right as literal obedience to rules and authority. A person in this stage will respond to rules 
and labels of “good” and “bad” in terms of the physical power of those who determine 
such rules. Right and wrong are not associated with any higher order or philosophy but 
rather with a person who has power. Stage 1 is usually associated with small children, 
but signs of stage 1 development are also evident in adult behavior. For example, some 
companies forbid their buyers to accept gifts from salespeople. A buyer in stage 1 might 
justify a refusal to accept gifts from salespeople by referring to the company’s rule that 
defines accepting gifts as an unethical practice, or the buyer may accept the gift if he or 
she believes that there is no chance of being caught and punished.

2. The stage of individual instrumental purpose and exchange. An individual in stage 2 
defines right as that which serves his or her own needs. In this stage, the individual no 
longer makes moral decisions solely on the basis of specific rules or authority figures; 
he or she now evaluates behavior on the basis of its fairness to him or her. For example, 
a sales representative in stage 2 doing business for the first time in a foreign country 
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may be expected by custom to give customers “gifts.” Although gift giving may be 
against company policy in the United States, the salesperson may decide that certain 
company rules designed for operating in the United States do not apply overseas. In 
the culture of some foreign countries, gifts may be considered part of a person’s pay. 
So, in this instance, not giving a gift might put the salesperson at a disadvantage. Some 
refer to stage 2 as the stage of reciprocity because, from a practical standpoint, ethical 
decisions are based on an agreement that “you scratch my back and I’ll scratch yours” 
instead of on principles of loyalty, gratitude, or justice.

3. The stage of mutual interpersonal expectations, relationships, and conformity. An 
individual in stage 3 emphasizes others rather than him or herself. Although ethical 
motivation is still derived from obedience to rules, the individual considers the well-
being of others. A production manager in this stage might obey upper management’s 
order to speed up an assembly line if he or she believed that this would generate more 
profit for the company and thus save employee jobs. This manager not only considers 
his or her own well-being in deciding to follow the order but also tries to put him or 
herself in upper management’s and fellow employees’ shoes. Thus, stage 3 differs from 
stage 2 in that fairness to others is one of the individual’s ethical motives.

4. The stage of social system and conscience maintenance. An individual in stage 4 
determines what is right by considering his or her duty to society, not just to other 
specific people. Duty, respect for authority, and maintaining the social order become 
the focal points. For example, some managers consider it a duty to society to protect 
privacy and therefore refrain from monitoring employee conversations.

5. The stage of prior rights, social contract, or utility. In stage 5, an individual is concerned 
with upholding the basic rights, values, and legal contracts of society. Individuals in 
this stage feel a sense of obligation or commitment, a “social contract,” to other groups 
and recognize that in some cases legal and moral points of view may conflict. To 
reduce such conflict, stage 5 individuals base their decisions on a rational calculation 
of overall utilities. The president of a firm may decide to establish an ethics program 
because it will provide a buffer against legal problems and the firm will be perceived 
as a responsible contributor to society.

6. The stage of universal ethical principles. A person in this stage believes that right 
is determined by universal ethical principles that everyone should follow. Stage 6 
individuals believe that there are inalienable rights, which are universal in nature 
and consequence. These rights, laws, or social agreements are valid, not because 
of a particular society’s laws or customs, but because they rest on the premise of 
universality. Justice and equality are examples of principles that are deemed universal 
in nature. A person in this stage may be more concerned with social ethical issues 
and thus not rely on the business organization for ethical direction. For example, a 
businessperson at this stage might argue for discontinuing a product that has caused 
death and injury because the inalienable right to life makes killing wrong, regardless of 
the reason. Therefore, company profits would not be a justification for the continued 
sale of the product.35

Kohlberg’s six stages can be reduced to three different levels of ethical concern. At the 
first level, a person is concerned with his or her own immediate interests and with external 
rewards and punishments. At the second level, an individual equates right with conformity 
to the expectations of good behavior of the larger society or some significant reference 
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group. Finally, at the third, or “principled,” level, an individual sees beyond the norms, 
laws, and authority of groups or individuals. Employees at this level make ethical decisions 
regardless of negative external pressures. However, research has shown that most workers’ 
abilities to identify and resolve moral dilemmas do not reside at this third level and that 
their motives are often a mixture of selflessness, self-interest, and selfishness.

Kohlberg suggests that people continue to change their decision making priorities 
after their formative years, and as a result of time, education, and experience, they may 
change their values and ethical behavior. In the context of business, an individual’s moral 
development can be influenced by corporate culture, especially ethics training. Ethics 
training and education have been shown to improve managers’ cognitive development 
scores.36 Because of corporate reform, most employees in Fortune 1000 companies today 
receive some type of ethics training. Training is also a requirement of the Federal Sentencing 
Guidelines for Organizations.

Some feel that experience in resolving moral conflicts accelerates an individual’s 
progress in moral development. A manager who relies on a specific set of values or rules 
may eventually come across a situation in which the rules do not apply. For example, 
suppose Sarah is a manager whose policy is to fire any employee whose productivity 
declines for four consecutive months. Sarah has an employee, George, whose productivity 
has suffered because of depression, but George’s coworkers tell Sarah that George will 
recover and soon be a top performer again. Because of the circumstances and the perceived 
value of the employee, Sarah may bend the rule and keep George. Managers in the highest 
stages of the moral development process seem to be more democratic than autocratic, 
more likely to consider the ethical views of the other people involved in an ethical decision 
making situation.

Once thought to be critical, the theory of cognitive moral development and the 
empirical research for the last 10 years has been mixed, suggesting both a positive and 
negative relationship between it and ethical decision making. The consensus appears to be 
that cognitive moral development is difficult at best to measure and connect with ethical 
decision making.37

WHITE-COLLAR CRIME
The terms crime and criminal normally conjure up thoughts of rape, arson, armed robbery, 
or murder. The news constantly reports on the damages that occur as a result of these types 
of crimes. But, although the devastation caused by these “crimes of the street” is more 
appealing to the evening news, it is no less destructive than the crimes perpetrated every 
year by seemingly nonviolent white-collar criminals. Referred to as white-collar crimes
(WCCs), these “crimes of the suite” do more damage in monetary and emotional loss in 
one year than the crimes of the street over several years combined.38

WCC creates victims by establishing trust and respectability. WCCs are often 
considered to be different than crimes of the street. It is interesting to note in Figure 6–1 that 
deceptive pricing, unnecessary repairs, and credit card fraud are the three victim categories 
that were found in the national public household survey of consumers reporting over their 
lifetime. The victims of WCC are often trusting consumers who believe that businesses 
are legitimate. Unfortunately, senior citizens and other disadvantaged consumers fall 
prey to WCC perpetrators. Online white-collar crime is a growing problem around the 
world. Online WCC surged 33 percent during the most recent recession, accounting for 
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nearly $265 billion in losses to U.S. households.39 As a response to the surge in white-
collar crimes, the Unites States government has stepped up its efforts to combat it, with 
the number of cases being investigated more than tripling since 2005. The government 
is concerned about the destabilizing effect that WCC has on U.S. households and the 
economy in general.40

At first glance, the job of deciding what constitutes a white-collar crime seems fairly 
simple. According to the glossary of legal terms for the Office of Justice Programs at the U.S. 
Department of Justice, a WCC is a “non-violent criminal act involving deceit, concealment, 
subterfuge and other fraudulent activity.” The corporate executive who manipulates the 
stock market, the tax cheat, or the doctor who sets up an operation to swindle Medicaid 
are all fairly obvious candidates. However, WCC is not always so easy to define. Because 
government, Congress, and the American people want to better understand WCC, a 
number of subcategories have been created. Although the government official who accepts 
an illegal payment may have been wearing a white collar, he probably will be prosecuted 
under another title: official corruption. And while the corporate executive who orders his 
workers to dump illegal toxic waste materials in a nearby river also may be wearing a white 
collar, he probably will be classified as a violator of environmental regulations.

From various proposed definitions of WCC, the following appears to be inclusive of 
the main criminology literature yet parsimonious and exacting enough to be understood:

An individual or group committing an illegal act in relation to his/her employment, 
who is highly educated (college), in a position of power, trust, respectability and 
responsibility, within a profit/nonprofit business or government organization 
and who abuses the trust and authority normally associated with the position for 
personal and/or organizational gains.

As one can see in Figure 6–1, many white-collar crimes are now being perpetrated via 
the Internet. A few of the most common white-collar offenses include antitrust violations, 
computer and Internet fraud, credit card fraud, bankruptcy fraud, health care fraud, 

FIGURE 61 Top Internet Fraud Complaints

Source: “2008 Internet Crime Report,” Bureau of Justice, http://www.ic3.gov/media/annualreport/2008_ic3report.pdf (accessed August 18, 2009).
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tax evasion, violating environmental laws, insider trading, bribery, kickbacks, money 
laundering, and trade secret theft. According to the FBI, white-collar crime costs the United 
States an estimated $300 billion annually. The government can charge both individuals and 
corporations for WCC offenses. The penalties include fines, home detention, paying for 
the cost of prosecution, forfeitures, and even prison time. However, sanctions are often 
reduced if the defendant takes responsibility for the crime and assists the authorities in 
their investigation.

White-collar crime has become a virtual epidemic in the financial world. For example, 
Federal regulators charged Texas financier R. Allen Stanford and three of his firms with 
a fraud that centered on high-interest certificates of deposit. The Securities and Exchange 
Commission alleged that Stanford arranged a fraudulent investment scheme centered on 
an $8 billion CD program that promised unrealistically high interest rates. The SEC alleged 
that Stanford and his businesses lied about the security of the deposits and that Stanford 
was running a second scheme tied to sales of mutual funds, which allegedly used fake 
historical data to lure investors. The mutual fund scheme grew from under $10 million 
in 2004 to over $1 billion when it was discovered. According to the SEC, the fraud helped 
generate $25 million in revenue from fees for Stanford Group in 2007 and 2008.41 Another 
example of someone committing WCC is former Illinois Governor Rod Blagojevich, who 
was arrested for allegedly trying to sell former Senator Obama’s vacant Senate seat. He was 
also found guilty of taking campaign contributions to exchange for official actions.42 He 
faces a maximum of 140 years in prison.

The presence of technology also seems to be giving a whole new generation of criminals 
the opportunity to score big. WCCs that previously originated at the top of organizations 
are now able to be committed at lower levels. Because of these advanced technology systems 
and corporate culture’s increased reliance on them, anyone with the ability to hack into a 
system now can access the highly sensitive information necessary to commit WCC.

A classic example of WCC is the fraud perpetrated by Bernard Madoff, which was 
discovered in December 2008. Madoff’s scam was based upon a Ponzi scheme, in which 
the operating principle is that you must constantly attract new investors to pay off old 
investors the “gains” they were promised. Most Ponzi schemes self-destruct fairly quickly 
as the ability to keep attracting new investors dwindles.

However, Madoff kept his scheme going for many years. The business that started with 
a small circle of friends and relatives was built on the promise of modest and steady returns 
in spite of market swings. With Madoff’s social and business connections, and remarkably 
steady returns of 10 percent to 12 percent, investors were willing to spend billions of dollars. 
Part of the appeal was the aura that this investment opportunity was highly exclusive, 
although it later came out that thousands had given their money to Madoff.

When investors questioned Madoff about their investments, he refused to provide 
them online access to their accounts. Nonetheless, Madoff’s well-dressed, multilingual 
sales representatives continued to convince European buyers to invest.

Many people indicate that one red flag would have been the fact that Madoff would 
have overtaken the market had he traded the options in the volumes necessary to meet 
his financial goals. Madoff ultimately admitted to running a 4,800-client Ponzi scheme 
for more than a decade. While investors thought they had nearly $65 billion invested 
with Madoff, his financial advisement firm never had anywhere near that much money. 
Incredibly, he had not invested a single penny. Instead, Madoff deposited the money in a 
bank account, which he then used to pay investors when they asked for their money back. 
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The only way he sustained the operation for as long as he did was through attracting new 
clients. Madoff will spend the rest of his life in prison for his crime.43

The focus of criminology is often the behavior of the individual and discovery of 
the reasons why people commit such crimes. Advocates of the organizational deviance 
perspective argue that a corporation is a living, breathing organism that can collectively 
become deviant; that companies have a life of their own, separate and distinct from 
biological persons; that the ultimate “actors” in an organization are individuals; and that the 
corporate culture of the company transcends the individuals who occupy these positions. 
With time, patterns of activities become institutionalized within the organization that live 
on after those who established them have left the firm. Table 6–4 lists some of the top 
justifications given by perpetrators of white collar crimes.

Another common cause of WCC is peer influence, the result of an individual’s circle 
of acquaintances within an organization, with their accompanying views and behaviors. 
Employees, at least in part, self-select the people with whom they associate within an 
organization. For companies with a high number of ethical employees, there is a higher 
probability that a fence sitter (the 40 percent of businesspeople who could be persuaded to 
be ethical or unethical) will go along with their coworkers.

Finally, there is an argument to be made that some businesspeople may have 
personalities that are inherently criminal.44 Personality tests have been used to predict 
behavior in individuals working within an organization, but such tests presuppose that 
values and philosophies are constant; thus, they seem to be ineffective as an approach to 
understanding the subtleties of white-collar criminals.45 We also know that businesspeople 
and companies must make a profit on revenue to exist, slanting their orientation toward 
teleology and making them increasingly likely to commit white-collar crimes. The answer 
to the increase in WCC is not easy to pinpoint because many variables cause good people 
to make bad decisions. Many people disagree that the government is devoting enough 
resources to combat WCC. The current focus of the Federal Sentencing Guidelines for 
Organizations is that all organizations should develop effective ethics and compliance 
programs to prevent WCC.

1. Denial of responsibility (Everyone can, with varying degrees of plausibility, point the fi nger at 
someone else.)

2. Denial of injury (White-collar criminals often never meet or interact with those who are harmed 
by their actions.)

3. Denial of the victim (The off ender is playing tit-for-tat, and claims to be responding to a prior 
off ense infl icted by the supposed victim.)

4. Condemnation of the condemners (Executives dispute the legitimacy of the laws under which 
they are charged, or impugn the motives of the prosecutors who enforce them.)

5. Appeal to a higher authority (“I did it for my family” remains a popular excuse.)

6. Everyone else is doing it (Because of the highly competitive marketplace, certain pressures 
exist to perform that may drive people to break the law.)

7. Entitlement (Criminals simply deny the authority of the laws they have broken.)

Source: Adapted from Daniel J. Curran and Claire M. Renzetti, Theories of Crime (Needham Heights, MA: Allyn & Bacon, 1994).

TABLE 64 Common Justifi cations for White Collar Crime
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THE ROLE OF INDIVIDUAL FACTORS 
IN BUSINESS ETHICS

Of course, not everyone agrees on what the role of traditional moral philosophies in 
ethical decision making in an organization is. Some types such as Machiavellianism, which 
comes from the writing of Machiavelli, an Italian political theorist, have been found to 
influence ethical decisions. The Prince (a letter that Machiavelli wrote from exile to an 
Italian prince) argues against the relevance of morality in political affairs and holds that 
craft and deceit are justified in pursuing and maintaining political power. Machiavelli is 
famous for the idea that, for a leader, it is better to be feared than to be loved. This type of 
thinking abounds within The Prince because Machiavelli basically presents a guidebook for 
obtaining and maintaining power without the need for morality. Most business managers 
do not embrace this extreme philosophy, and most managers cannot communicate the 
exact moral philosophy that they use to make ethical decisions.

According to ethics consultant David Gebler, “Most unethical behavior is 
not done for personal gain, it’s done to meet performance goals.”46 Unfortunately, 
many people believe that individual moral philosophies are the main driver of 
ethical behavior in business. This belief can be a stumbling block in assessing 
ethical risk and preventing misconduct in an organizational context. The moral 
values learned within the family and through religion and education are key 
factors that influence decision making, but as indicated in the models in Chapter 
5, it is only one factor. The fact that many companies and business schools 
focus on personal character or moral development in their training programs 
as the main consideration reinforces the idea that employees can control the 
work environment. Although a personal moral compass is important, it is 
not sufficient to prevent ethical misconduct in an organizational context. The 
rewards for meeting performance goals and the corporate culture, especially for 
coworkers and managers, have been found to be the most important drivers of 
ethical decision making.47

Strong abilities in ethical reasoning will probably lead to more ethical business 
decisions in the future than trying to provide detached character education for 
each employee.48 Equipping employees with intellectual skills that will allow 
them to understand and resolve complex ethical dilemmas that they encounter in 
complex corporate cultures will help them make the right decisions. This approach 

will hopefully keep them from being carried along by peer pressure and lulled by unethical 
managers to engage in misconduct.49 The West Point model for character development focuses 
on the fact that competence and character must be developed simultaneously. This model 
assumes that ethical reasoning has to be approached in the context of a specific profession. 
The military has been effective in teaching skills and developing principles and values that 
can be used in most situations that a soldier will encounter. In a similar manner, accountants, 
managers, or marketers need to develop ethical reasoning in the context of their jobs.

SUMMARY
Moral philosophy refers to the set of principles, or rules, that people use to decide what 
is right or wrong. These principles, rules, or philosophies present guidelines for resolving 
conflicts and for optimizing the mutual benefit of people living in groups. Businesspeople 
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