The Stressful Business of Corruption:
the Relationship Between Social Identity Threat, Stress
and Corrupt Group Behaviour

Submitted by Ketaki Ghosh Porkess to the University of Exeter as a thesis for the degree

of Doctor of Philosophy in Management, March 2011.

This thesis is available for Library use on the understanding that it is copyright material
and that no quotation from the thesis may be published without proper

acknowledgement.

| certify that all material in this thesis which is not my own work has been identified and

that no material has previously been submitted and approved for the award of a degree

by this nor any other University.

Ketaki Porkess









The Stressful Business of Corruption: the Relationship Between Social Identity Threat,
Stress and Corrupt Group Behaviour

Acknowledgements

It is with complicated feelings of relief, achievement and nostalgia that | write this, the
final two pages, of a rather long document. Although officially | have been on this journey for
over six years, | think in my mind | started on it long before that. So, it will definitely be the
passing of an era for me, a time that has ended in reaching a long-term academic and
professional goal, and during which | have also developed personally. My friends and family
will tell you that I like to get things done quickly and move on. So to enter into, and emerge
from, a long-term commitment unscathed (I think) has been very good discipline for me.
Needless to say, | could not have done this on my own. The list of people | am grateful to is
long. So, where do | start?

Contrary to the words of the well-known lyrics, “Let’s start at the very beginning”, |
will begin at the end. The final stages of the research saw several meetings (both face-to-
face and cyberspace) with my supervisors, Professor Jonathan Schroeder and Professor
Alex Haslam. Each meeting was followed by late night sessions at my computer and further
hours at the kitchen table with papers strewn across it and myself bending over diagrams in
despair. Visuals and graphics are not my forte. Alex’s style with his precise and direct
comments very well complemented Jonathan’s who made more generic suggestions such
as, “You might consider ...”. | am grateful to them both for their insightful guidance. | would
also like to thank Alex and Majella O'Leary for making it possible for me to run the studies
during their own classroom sessions.

An enormous thank you goes to Dr. Craig Knight. | would never have dreamt when
Craig and | first met as fellow researchers in the School of Psychology, that six years later
he would be doing my mock viva, surely an exceptional test of our friendship, in more ways
than one. He helped me get through those times of frustration and despair with his urgings,

“Don’t become a statistic. 75% of part-time PhDs drop out.”

Katie Porkess, The Business School, University of Exeter; March 2011 1



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress
and Corrupt Group Behaviour
Acknowledgements

| must also mention the help | received from Mike Robertson at the Business School
who mustered his colleagues to trial the aptitude tests and offer valuable feedback. Thank
you to them all and also to the numerous friends, colleagues and business associates, both
within and outside the university for their frequent, sometimes tactful, enquiries about the
progress of the thesis.

The experimental studies would never have been possible without the
encouragement and willingness of several business networks: the Business League in
Devon, Cornwall and Somerset; the Glasgow and Birmingham branches of the Association
of MBAs and the First Monday Club in London. Exeter College and Mathematics in
Education and Industry also need mention and thanks for providing willing participants for
the studies.

| am also grateful to friends from the BMW Reading Group, the Replayed Group and
the Devonly Voices, all in Totnes, for helping with the pilots for the studies. One member of
the Devonlies, Judy Allen, particularly stands out as going beyond the call of friendship. She
read through every line of the thesis in its near final form and provided much valued editorial
comments: “This sentence doesn’t make much sense.”

Finally, | would like to say a big thank you to my family, especially to my husband,
Roger, who ploughed through miles of text, negotiated logical boulders and grammatical pot-
holes, and offered superior alternatives. Much to everyone’s amazement, in the final days
before the submission he donned an apron and took on the challenge of putting home
cooked meals on the table. Deliverance also came from my daughter, Vronnie, who gave up
time from her busy schedule to help with my diagrams. My other children, Sheuli and Halley
provided much needed morale support and encouragement towards completion: “Mum,
havn't you finished that chapter yet?” | am sure all three will all be glad to get their mother
back. And Tara, my 18-month old grand daughter, will at last get to know her Dida.

My heartfelt thanks go to everyone!

Katie Porkess, The Business School, University of Exeter; March 2011 2



The Stressful Business of Corruption: the Relationship Between Social Identity Threat,
Stress and Corrupt Group Behaviour

Thesis Abstract

Corruption in organisations is an on-going phenomenon. Previous academic
research has examined corruption at structural and corporate levels. This research
focused on small groups within organisations and the relationship between their corrupt
behaviour and stress. Corruption, group behaviour and stress have all been studied in
their own right, but this research brings these concepts together. The Social Identity
Theory (SIT) with its focus on both inter-group and intra-group behaviour provided a
framework for the work.

Previous research suggests that corruption in the workplace can occur when
employees are put under pressure to meet difficult targets. SIT suggests that to support
their group at such times, individuals who identify strongly with it may be prepared to
modify their behaviour. Although, people may find behaving in ways contrary to their
normal inclinations stressful, SIT also suggests that high identification with a group can
lower stress levels. What was not known was whether these previous findings would
apply in the case of corruption. The aim of this research is to investigate whether
corruption is influenced by group behaviour, and whether stress is a factor in these acts.

A series of experimental studies was conducted in which the participants had the
opportunity to behave corruptly. The results demonstrate that in all cases, this
opportunity was taken, whether the participants were students or senior business
executives. High identifiers behaved more corruptly than low identifiers and they
experienced less stress. Women were found to be less corrupt than men. Leaders play a
definite role in corrupt behaviour. Qualitative analysis showed that corruption in groups is
highly contextual and is accompanied by rationalisation. When group identification is
strong in a team, and conditions present the opportunity, corrupt behaviour may occur
even when threat to the identity is not high. This has led to a new model of corrupt

behaviour in which opportunity and social identification definitely play their parts, while
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Thesis abstract

threat and/or stress may or may not. The implication is that strong identification between
members within sub-units may result in employees behaving in corrupt ways that may
run counter to the norms of the wider organisation. However, the increased
understanding of corrupt group behaviour that this research has provided will help to

prevent such behaviour from occurring.
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1 Introduction and Background
Rather fail with honour than succeed by fraud — Sophocles (496-406 BC)

There are many aspects to corruption in organisations, making it a wide area for
possible research, and several different models exist to reflect this. These models have
mainly addressed organisational level concerns such as structure and processes. Where
contextual issues have been addressed, they have often been at the conceptual level.
Instead, this thesis focuses on the smaller groups engaged in corrupt behaviour in
organisations and includes experimental studies. The aim of this research is to investigate
whether corruption is influenced by group behaviour, and whether stress is a factor in
these acts.

1.1 Introduction to the thesis

When corrupt behaviour occurs in organisations, it can damage, undermine, and, in
extreme cases, even take over the culture of the organisation. Corrupt behaviour in
organisations involves individuals or groups of people behaving in ways that are outside
the accepted norms for society at large. This may include influencing or coercing some
members of the group to act in ways that are normally unacceptable to them. Such
behaviour might be expected to cause stress to, or indeed occur as a result of stress for,
the individuals and groups concerned. However, by refusing to join in the corrupt
behaviour of their group, such people risk being alienated from it, something that they
would find highly stressful (Nemeth, 1986, 1995; Martin & Hewstone, 2007). They are thus
caught in a conflict between their own values (which may be those of the wider society)
and those of their own group. If loyalty to their own group is the stronger, there is the
possibility of corrupt behaviour taking over. It is not, however, always the case that when
the conditions are conducive for corrupt behaviour to occur, it will actually do so. But, if it

does, it can have grave consequences for businesses that clearly need to be addressed.
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A number of models for corrupt behaviour are referred to in this thesis. Ashforth and
Anand (2003) focus on the normalisation of corruption; Pinto, Leanna and Pil (2008)
differentiate between corrupt organisations and organisations of corrupt individuals;
Cullen, Victor and Stevens (1989), between local and cosmopolitan analysis; Borgerson,
Schroeder, Magnusson and Magnusson (2009) consider the corporate identity
perspective; and Mazar and Ariely (2006), the contextual influence. The escalation of
corruption is an area of expertise for Fleming and Zyglidopoulos (2008, 2009) and
Zyglidopoulos and Fleming (2009).

This thesis develops a new model that proposes that identification with group norms
is a key driver for corruption in organisations. The document then goes on to investigate
the link between corrupt behaviour in groups and stress using the model of Social Identity
Theory (SIT) which predicts that people behave differently in different contexts (Tajfel &
Turner, 1979; J.C. Turner, 1985; J.C. Turner, Hogg, Oakes, Reicher & Wetherall, 1987;
J.C. Turner, Oakes, Haslam & McGarty, 1994). However, no previous research has been
carried out on corrupt group behaviour using SIT principles. Five experimental studies are
conducted and the results are used to determine whether social identity threat results in
corrupt behaviour and/or stress. Consequently, this research contributes to the
understanding of corrupt behaviour in organisations.

In a wide-ranging review Lefkowitz (2009: 86) found that very little empirical research
has been conducted on presumed group-level or organisation-level influences on
misconduct. Most of the reported research has been conducted at the individual level.
However, corruption is a difficult topic to research and, consequently, theoretical
understanding of it is limited. This current research addresses that imbalance and
examines moral intent and moral action at the group level and the analysis of the data
within Rest’s Moral Framework (1979, 1986).

This first chapter starts with a general background on the extent of corruption in
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organisations and uses two surveys by KPMG (2007, 2009) to give statistical support to
the discussion. Whereas the reason for KPMG'’s investigation was economic, this thesis
makes a case for examining the social aspects of corruption. Other surveys discussed
also reveal that there is a lack of agreement on the meaning of the term corruption, which
may include fraud, cheating, lying, white-collar crime and some other forms of
organisational wrong-doing. This chapter then describes some case studies that highlight
instances of corrupt group behaviour in organisations. These illustrate the part that social
identity threat can play in corrupt group behaviour, and point the way to the scope of the
thesis. Finally, the chapter summarises the findings, implications and limitations of the
research.
1.2 Background to the study of corruption

Corruption is not new. In ancient Greece, athletes lied about their amateur status,
competitions were rigged and judges were bribed during the Olympic Games (Callahan,
2004: 14). Italian Renaissance diplomat and writer Niccold Machiavelli (1469-1527), wrote
Il Principe (The Prince, 1532), the opening discourses of which define effective methods of
governing in several types of principalities which have the general theme of acquiring
necessary ends by any means. The English playwright, Christopher Marlowe (1564-1593),
wrote about corruption in The Jew of Malta (1589-90), and indeed in this play, the person
of "Machievel" speaks the Prologue. Others, like Dickens (1812-1870), and more recently,
Grisham (1955-), have written with a clear mission to expose and eliminate corruption.
Callahan (2004: 215) cited the case of Dean Clarence W. Mendel of Yale who in 1931
declared the problem of cheating at the school to be "so prevalent as to demand instant
and sweeping measures of reform" (Mendel, 24 January, 1931: 2). Indeed, corruption
headed the list of “Qualifying topics for ethics focused research” in a survey conducted by
Robertson (2008). Most recently, a report published on 18™ October 2010 highlighted that

37% of all shoplifting in the UK was committed by employees and on 24™ November,
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2010, Widget Finn called for MBA programmes to include “ethics and organisational
accountability” so that the “next generation of business leaders” can learn how to identify,
manage and prevent corruption.

Nwabuzor (2005: 121) found that a World Bank study in 2002 reported that some US
$1 trillion is spent globally on bribes each year. A study by Walker Information covering
the period 2005-2006, as reported by Smyth, Kroncke and Davis (2009), found that 42%
of respondents thought their organisation’s senior leaders were unethical, and that 25% of
the respondents had knowledge of, or suspected, an ethics violation in the previous 2
years. In 2009, in a survey conducted by KPMG (an international public accounting and
consulting firm), nearly 75% of the respondents reported that they had observed
misconduct in their current organisation during the previous 12 months. Data relating to
corruption in organisations in the 21st century are given in table 1.1 opposite, which
shows the results of a survey by KPMG, conducted in 2007 in Europe, the Middle East
and Africa (EMA). It is based on actual fraud investigations and not on voluntary self-
declarations of interviewed organisations.

The results indicate that 89% of the fraudulent acts was committed by staff against
their own employers. More than 50% of the offenders had been with their company for
more than five years. In 91% of profiles, perpetrators acted multiple times, often over a
period of several years. The survey results also show that two thirds of all internal
perpetrators are members of the top levels of management. In 83% of profiles, the
perpetrators acted on a national basis, implying that even during this era of globalisation,
fraudsters tend to limit their acts to local rather than to multinational environments.

The survey findings also indicate that 27% of the cases involved 2-5 individuals;
73% of frauds occurred because of opportunity; men accounted for 85% of the cases,
70% of the perpetrators were 36-55 years old; and 86% of the offenders had leadership

positions. Therefore, the profile of the typical fraudster has some or all of the following
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characteristics: he is a man in general management, between 36 and 55 years old, has
worked in his organisation for 3-10 years, committing multiple acts over 1-5 years, seizing
opportunities as they have presented themselves. When not working fraudulently alone,

he works in small groups.

Table 1-1 - KPMG Survey (2007: 3) - ‘Profile of a Fraudster’, EMA survey of 1008 cases

Reasons Factors As % of 1008
cases
Number of fraudsters in organisation (p. 11) 1 68%
2-5 27%
>5 5%
Reasons for committing fraud (p. 24) Opportunity (& greed) 73%
Financial reasons 12%
Rationalisation and other  15%
Gender (p. 11) Women 15%
Men 85%
Seniority (p. 12) Board 11%
Senior manager 49%
Management 26%
Other staff 14%
Age (p. 10) <25 3%
26-35 14%
36-45 39%
46-55 31%
>55 13%
Years of service (p.13) <1yr 4%
1-2 yrs 9%
3-5 yrs 36%
6-10 yrs 29%
>10 yrs 22%
Duration of crime (p. 21) <1yr 24%
1-2 yrs 34%
3-5 yrs 33%
6-10 yrs 6%
>10 yrs 3%
Number of acts (p.16) Single 9%
Multiple acts 91%
Relationship with target of fraud (p.12) Own employer 69%
Complicity with external 20%
partner
External perpetrator 11%
Location of fraud (p. 22) National 83%
International 17%
Detection (p. 26) Whistle-blowing 25%
Management review 21%
Internal/external controls  20%
Complaints 13%
Suspicions 9%
Accidentally 8%

Negligence / confession 4%
of perpetrator
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In a further KPMG Fraud survey in 2009, conducted amongst senior managers and
executives in the USA, approximately one-third of respondents (32%) expected that at
least one of the categories of fraud would rise in their organisation during the next 12
months. Of the categories of risk respondents cited as increasing, asset misappropriation
(25%), other illegal and unethical acts (20%) and fraudulent financial reporting (8%) were
specifically mentioned. From these figures it would seem that group wrongdoings in
organisations, which is the focus of this current research, is a widespread phenomenon.

In their review of ethical behaviour in organisations, O’Fallon and Butterfield (2005)
noted that eight of the twelve findings they examined produced significant differences
between industries. Supporting this, Daboub, Rasheed, Priem and Gray (1995: 141) also
found that firms in certain industries are more likely to commit corrupt acts (Baucus &
Near, 1991; Simpson, 1986) and that firms in certain industries have similar rates of
corruption activity (Creasey, 1976). Pinto, Leanna and Pil (2008) explain the variations in
the incidence of corruption by the significant differences across industries in legal
structure, regulation, government monitoring, and opportunity for wrongdoing. Baucus and
Near (1991: 12) have found that some industries are more likely than others to have
members that engage in wrongdoing, perhaps because of history or structure; and
illegality is more likely to be observed in some industries than in others because law
enforcement or regulatory agencies are more exacting in the case of the former.

KPMG’s Fraud survey (2009) supports these findings: that the nature of perceived
fraud and misconduct risks varied by industry. Nearly two-thirds of executives (65%)
reported that fraud and misconduct is a significant risk for their industry. For example,
executives from consumer markets were more likely to cite asset misappropriation as a
concern, whereas respondents from healthcare and pharmaceuticals tended to cite other
illegal and/or unethical acts (such as bribery, corruption, market rigging, or conflicts of

interest) as threats. This is shown in table 1.2.
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Table 1-2 - KPMG Fraud Survey (2009) - fraud threats

Types of corrupt behaviour % of respondents
Misappropriation of assets 35%

(e.g., theft of cash, inventory, or intellectual property)

Other illegal or unethical acts 31%

(e.g., bribery, corruption, market rigging, or conflicts of interest)

Fraudulent financial reporting 14%

(e.g., intentional mis-statement of revenue, assets, or liabilities)

All three of equal threat 20%

KPMG’s experience suggests that periods of economic downturn, such as the
global phenomenon in the late 2000s, can bring about elevated conditions for fraud and
misconduct. When senior managers were questioned about (p. 6) what in their opinion
most enables fraud and misconduct to occur within organisations today the response was
overwhelmingly (66%) that inadequate controls accounted for corrupt behaviour, implying
a degree of opportunism for corrupt actions. Table 1.3 below gives further information, and
it also shows that poor internal processes and policies (or their management) and
collusion between stakeholders were responsible for all but 4% of the reasons for corrupt

behaviour.

Table 1-3 - KPMG Survey (2007: 6) — reasons for corrupt behaviour

Reasons for corrupt behaviour % of respondents
Inadequate internal controls or compliance programs 66%
Management override of internal controls 47%
Inadequate oversight by directors over management 44%

Collusion between employees and third parties 43%

Collusion between management and third parties 32%

Collusion between employees and management 27%

Other factors 4%

If such wrongdoings were to be experienced, the greatest concern for over two-
thirds of executives (71%) was the potential for loss of public trust when market
confidence is at a premium. A lower number, and yet still more than half of respondents,
reported being concerned about potential legal fines/sanctions (54%) or loss of new or
existing customers (52%). These are shown in table 1.4. Thus financial concerns are one

major reason for examining corrupt behaviour in organisations.
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Table 1-4 - KPMG Survey (2009) - consequences of fraud

Consequences of corrupt behaviour % of respondents
Loss of public trust 1%

Legal fines or sanctions 54%

Loss of new or existing customers 52%

Loss of ability to attract and retain good employees 43%

Damage to the company’s share price 34%

Other costs 3%

That these raise serious concerns in the U.K. are reflected by the introduction of
the Bribery Act 2010, which comes into force in July 2011, and is designed to prevent and
punish inducing or rewarding corrupt behaviour, by introducing a corporate offence of
failure to prevent bribery by persons working on behalf of a business.

1.2.1 Economic arguments for examining corrupt behaviour

Adam Smith, in The Wealth of Nations (1776: 1), proposed that the motivational
force for progress and growth was “selfishness” - the desire to make more money
benefited everyone because this extra money produced more jobs and sales. An often-
quoted passage from it is, "It is not from the benevolence of the butcher, the brewer, or the
baker that we expect our dinner, but from their regard to their own self-interest. We
address ourselves, not to their humanity but to their self-love, and never talk to them of
our own necessities but of their advantages." Smith believed that, in general, honest
people able to freely pursue their own interests would fare better than they would if
someone dictated what was good for them. Individuals pursuing their own interests would
reduce inefficiency and allocate resources where they would most benefit the larger
society. But Smith also thought that such selfishness implied self-regulating behaviour, or
at least required some limits. Whereas The Wealth of Nations draws on situations where
man's morality is likely to play a smaller role, his earlier and less well-known book, the
Theory of Moral Sentiments (1759) focuses on situations where man's morality is likely to
play a dominant role among more personal exchanges such as virtue, and social and
unsocial passions, corruption of moral sentiments (p. 61-66). In this, Smith comments with

the sympathetic parts of his nature rather than the selfish one, “of the corruption of our
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moral sentiments, which is occasioned by this disposition to admire the rich and the great,
and to despise or neglect persons of poor and mean condition”. It seems that even the
“Father of Modern Economics”, an advocate for the free market, considered that
corruption could become a problem.

Over 200 years later, Robinson and Bennett (1995: 555) warned that corruption is
a problem and suggest that, “the prevalence of workplace deviance and its associated
organisational costs necessitates a specific, systematic, theoretically focused program of
study into this behaviour.” This current research certainly contributes to this. Another
reason for examining corruption is given by Simpson (1987: 944) who suggests that a
firm’s reaction to profit-squeeze typically involves ways of reducing costs and increasing
revenues. At such times when “legitimate” market manipulation fails, illegitimate
behaviours may be substituted. This argument is particularly relevant at the time of writing
this thesis, late 2009 to spring 2011, while the effects of the global economic downturn
and the consequences of budgetary cut-backs are still being felt, with the implication that
as financial conditions tighten, corruption amongst groups of employees may increase.
Collusion in corrupt behaviour among groups is the focus of this research.

For businesses a strong argument for examining corruption, (supported by the
KPMG figures), is given by Argandona (2001) who writes that corruption, even that
performed for the benefit of the company:

has direct costs, which may be high, as it is an illegal activity. Indeed, for

many companies, corruption is seen as a major risk which may give rise to

significant financial costs for companies and for their managers, including

prison sentences. It may also cause serious damage to their reputation

and, consequently, their ability to generate future profits. ...The same thing

happens when the company suffers the consequences of corrupt conduct

among its employees or managers. Argandona (2001: 169).

Thus, it is seen that corruption can have direct financial costs as well as other

unseen costs that, via damage to reputation, may spell financial ruin for a business.

Argandona (2001: 165) also suggests that corruption, “can take place inwards, when
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managers or employees misappropriate the company's assets or funds, or when they
perform other acts for their own benefit, to the detriment of the company's interests.” For
this researcher, this is a clear indication that corruption in organisations has both an
economic face and a social one. The latter is examined next.

1.2.2 Social arguments for examining corruption

Over sixty years ago noted criminologist Edwin H. Sutherland (1949a) introduced
the term white-collar crime:

White-collar crime may be defined approximately as crime committed by a

person of respectability and higher social status in the course of his

occupation. The significant thing about white-collar crime is that it is not
associated with poverty or with social and personal pathologies which

accompany poverty. Sutherland (1949a: 9).

It is this white-collar crime, crime associated with a profession or occupation that
will be discussed in this thesis. One reason for the focus of this current thesis on this
aspect of corruption is given by Ivancevich, Duening, Gilbert and Konopaske (2003: 117)
who present a model that finds that crimes such as murder, rape, drug violations, assault,
and armed robbery disproportionately victimize the poor, while white-collar crime has a
more universal impact on a broad range of socio-economic groups. It damages not only
financial professionals but individual citizens who have limited assets and savings.

Sutherland (1949a: 13) found that the financial loss from white-collar crime, great
as itis, is less important than the damage to social relations. White-collar crime violates
trust and therefore creates distrust, which in turn, lowers social morale and produces
social disorganisation. This view is supported by DeCelles and Pfarrer (2004: 67) who
have found that corporate corruption is not victimless. Instead, it is a “societal problem
whose magnitude is difficult to overestimate”, incurring a cost to society far greater than
that of other types of crime (e.g., Enron). In addition, the normative and cognitive

approaches to corrupt behaviour in organisations (e.g., Ashforth & Anand, 2003) examine

how corrupt actions can become institutionalised in situationally-defined role identities

Katie Porkess, The Business School, University of Exeter; March 2011 22



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
1. Introduction and Background

within organisations, such that even normally well-meaning people end up engaging in
corrupt practices in fulfilment of those organisational roles (Ashforth & Anand, 2003).
That workplace deviance is not only expensive, but also a social problem in
organisations is borne out by the research of Bennett and Robinson (2000: 349) who
reported that 75% of employees have reportedly stolen from their employer at least once
and that 33% to 75% of all employees have engaged in behaviours such as theft, fraud,
vandalism, sabotage, and voluntary absenteeism. KPMG Forensic’s 2008—2009 Integrity
Survey, reported that 74% of employees had personally observed or had first-hand
knowledge of wrongdoing within their organisation during the previous 12 months.
Additionally, KPMG’s (2007) survey showed that 89% of fraud involved employees of the
firm; only 11% of fraud was carried out solely by external perpetrators. These findings
show that corruption in organisations is pervasive and clearly indicates the importance of

examining corrupt behaviour in employees. Table 1.5 summarises the above information.

Table 1-5 - Economic and social arguments for examining corruption

Model Historic Reference Implications for this research
Economic arguments Argandona (2001); Callahan Corruption is expensive for
(2004); Nwabuzor (2005); organisations, financially and for
Simpson (1987, 2002) reputation and future business
Social arguments - Ashforth, Gioia, Robinson & Behaviour of individuals and
Importance of groups’ Trevifio (2008) groups embedded in culture —
influence may spread if left unchecked

It is clear from the above discussions, that fraud and other corrupt behaviour in
organisations is an on-going phenomenon, is likely to continue and that it is often
committed in groups. This research looks at some of the conditions in groups that might
cause this to happen. The following case studies contribute to the development of the
model for this research. However, as they will show, not all corruption involves the same

number of people, nor is it perpetrated for the same reasons.
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1.3 Case studies
The aim of the research reported in this thesis is to increase understanding of

corruption in groups, including those in organisations. In this section, some examples
are given to illustrate the types of corruption that are perpetrated in organisations and
are of relevance in this thesis. These exemplify different types of corrupt behaviour that
may occur in organisations and show the role of groups in perpetrating this behaviour.
These case studies will be referred to during the thesis as the research is described.
1.3.1 Case study 1 - Leeson

February 1995 saw the collapse of the Baring Bank, an institution that was not
only the personal bank to HM The Queen, but had funded the Napoleonic war. This was
caused by the activities of a single individual, Nick Leeson, who was a Barings securities
derivatives trading manager at the Singapore stock exchange from 1992 to 1995. During
this period, he lost more than £800 million of the bank’s money. Working on his own and
for his own benefit, over a period of several years, he had made unauthorised
speculative trades, hiding his losses in an error account. Working under enormous
stress, Leeson attempted to recoup his losses by making a series of increasingly risky
new investments (Leeson & Tyrrell, 2005: 207-283). Unwittingly, Leeson’s activities
were helped by the management at Barings Bank who allowed him to remain Chief
Trader while being responsible for settling his trades, jobs that are usually done by two
different people. This provided him with the opportunity for fraud and made it much
simpler for him to hide his losses from his superiors. These losses eventually reached
£827 million, twice Baring’s available trading capital, and the bank was declared
insolvent on 26" February 1995. Leeson insists that he never used the account for his
own gain, but in 1996, the New York Times quoted "British press reports" as claiming
that investigators had located approximately $35 million in various bank accounts tied to

him (Norris, 1996). Thus, Leeson behaved fraudulently working entirely on his own and
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for his own gain, with no link (identification) with a particular group for this behaviour.
Although, this type of corrupt behaviour is not the primary focus of this current research,
it has been included to make comparisons with group based corrupt behaviour.

1.3.2 Case study 2 - Kerviel

Société Générale (SocGen), the 144-year old French bank, announced in
January 2008, that it had incurred a loss of €4.82 billion after options trader, Jerome
Kerviel, had massively exceeded his authorisation limits and staked €50 billion on
European futures markets, “aided by his in-depth knowledge of the control procedures
resulting from his former employment in middle office." However, a report into the
scandal, commissioned by SocGen, found that the bank had failed to follow up 75
separate alerts about his trading activities. Press reports suggested that his superiors
might have been aware of his trading activities, ignored them, or even tacitly
encouraged them. Some analysts have suggested that unauthorised trading of this scale
may have gone unnoticed initially due to the high volume in low-risk trades normally
conducted by his department. The bank reported that whenever the fake trades were
questioned, Kerviel would describe it as a mistake then cancel the trade, after which he
would replace that trade with another transaction using a different instrument to avoid
detection.

Unlike Leeson, Kerviel realised no personal gain and claimed to have worked to
increase bank profits. However, press reports have suggested that he had benefited
from bonuses in previous years because of his performance. He went into hiding shortly
after the news broke, but family members speaking said that he was suffering from
stress and that the bank was using Kerviel as a scapegoat to excuse its heavy losses
(Stewart, 2008). In January 2008, Kerviel was charged with abuse of confidence and
illegal access to computers. On 5™ October 2010, he was found guilty and sentenced to

5 years in prison (Daneskkhu, 2010; Laurent, 2010). Kerviel's case exemplifies an
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individual identifying with a social category (SocGen) and behaving corruptly for the
benefit of his group, SocGen, and not for himself. A major component of this present
research examines the corrupt behaviour of individuals in support of their groups and
the case of Kerviel exemplifies this well.

1.3.3 Case study 3 - Enron

In December 2001, Enron, the global energy giant, based in Houston, Texas,
filed for bankruptcy amidst charges of malpractice and deception, and debts of billion of
dollars. Before its bankruptcy, Enron employed approximately 22,000 people and was
one of the world's leading electricity, natural gas, pulp and paper, and communications
companies, with reported revenues of nearly $101 billion in 2000. Enron was named
"America's Most Innovative Company" by Fortune magazine for six consecutive years,
from 1996 to 2001, and featured on Fortune's "100 Best Companies to Work for in
America" list in 2000. However, as was discovered at the end of 2001, its reported
financial condition was sustained substantially by institutionalised, systematic, and
creatively planned accounting fraud. Many of Enron's recorded assets and profits were
inflated, or even wholly fraudulent and nonexistent. Debts and losses were put into off-
shore entities that were not included in the firm's financial statements, and other
sophisticated and arcane financial transactions between Enron and related companies
were used to remove unprofitable entities from the company's books.

The indictments against the former chief executive officer at Enron, Jeffrey
Skilling, alleged that he had crafted multiple schemes that produced phantom profits that
allowed him skim millions for himself, his family and fellow executives. Under pressure
to maintain the illusion of the strong market position of the company, Skilling began to
behave strangely, exemplified by his verbal attack in public on Wall Street Analyst,
Richard Grubman, in public, referring to him as ". . . asshole" (Steffy, 2006). However,

this culture of corruption was present throughout the organisation, percolating down to
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the trading floors (Fleming & Zyglidopoulos, 2009; den Nieuwenboer & Kaptein , 2008).
According to Callahan (2004), new recruits into Enron were selected for their risk-taking
and ruthless propensities and they helped to perpetuate the fraudulent culture. Media
coverage of the Enron debacle reported interviews with workers and families who lost
their jobs, savings, and pensions (Grimsley, 2002). In this case, groups of employees
and the executive board, behaved corruptly for their own gain and to bolster the market
position of the organisation. The members of the group identified fully with the corrupt
norms of Enron and behaved fraudulently. This current research focuses on the corrupt
behaviour of group members acting for their own and the group’s benefit, even to the
extent, perhaps, of sacrificing their personal values because of their strong identification
with the group.
1.3.4 Case study 4 — Formula 1 cheating

Corrupt acts are not confined to financial misdoings. In February 2009, Lewis
Hamilton, Formula 1 driver for McLaren Mercedes, tried to cheat Jarno Trulli, a member
of the Toyota team, out of third place in the Australian Grand Prix. The FIA believed that
Dave Ryan, a senior member of McLaren Mercedes, pressurised Hamilton to “act as a
team member” and lie to the stewards about the circumstances of the race (Gorman,
2009a; Skerry, 2009). Although not reported explicitly, video clips show that Hamilton
found himself under stress at the time. He later said, “| don’t lie. | have never cheated.”
At the time of the scandal, McLaren Mercedes was accused of operating in a corrupt
culture, (Gorman, 2009b). This is a case not only of an individual cheating under group
pressure to support the team, but doing so against personal values, implying strong
identification with his team. The empirical research for this thesis highlights the role of
the group when individuals under pressure make such choices even at personal costs.

A second incident in Formula 1 was reported by Simon Barnes (2009) in The

Times. He wrote about “the worst act of cheating in the history of sport”. It seems that
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Renault had instructed one of its drivers to crash deliberately. Nelson Piquet Jr., son of
the three-times world champion, was told to have an "accident" at the Singapore Grand
Prix. As a result of his crash, Fernando Alonso, Piquet Jr.'s team mate, was able to take
advantage of the restrictions of the safety car to improve his position and so win a race
that he would otherwise have not. The Renault team’s crime was not an act of cheating
as mere fraudulence. Rather, it was cheating as a potentially lethal act as no crash can
be fully controlled and can result in deaths: for the driver of the crashed car, for the other
drivers in the race, and for the marshals and spectators. In this case, one person
cheated to support his team, under orders from his superior, at considerable danger to
himself and others. Subsequently, Piquet Jr. was sacked by his team for his failure to
bring in the results they required and he brought the wrongdoing to the attention of
outsiders. This case illustrates that individuals identifying strongly with a group may,
under pressure, participate in wrongdoing, but subsequently take action against the
group when personal identity is more salient. Whistle-blowing will be considered briefly
in the thesis in chapters 6 to 8. This case study also depicts an individual behaving
corruptly to support a group of colleagues.
1.3.5 Case study 5 — The Milgram experiments

A series of experiments conducted at Yale University (Milgram, 1974) showed that
ordinary people are capable of inflicting severe physical pain on other human beings in
following orders and doing their duty. Randomly chosen, well-adjusted “ordinary people
drawn from working, managerial, and professional classes” believed they were
participating in an experiment to improve memory, consisting of “teachers” inflicting
gradually increasing voltage of electric shocks to a “learner”. But, unknown to the
teachers, the learner victim was an actor and no shock was actually administered.
Findings show that every single teacher was prepared to administer intense shocks up to

300 volts, and 65% obeyed all the experimenter’s requests, dispensing shocks apparently

Katie Porkess, The Business School, University of Exeter; March 2011 28



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
1. Introduction and Background

in excess of 450 volts (beyond a point labelled Danger, Severe Shock).
Originally, Milgram (1974) had written of his Yale experiments that:
most subjects in the experiment saw their behaviour in a larger context that
is benevolent and useful to society - the pursuit of scientific truth. .... an
adjustment of thought in the obedient subject is for him to see himself as
not responsible for his own actions. He divests himself of responsibility by
attributing all initiative to the experimenter, a legitimate authority. He sees

himself not as a person acting in a morally accountable way but as the
agent of external authority”. Milgram (1974: 10)

Thus, in the experiments, even when the inflictors of pain were aware of the
apparent physical suffering caused by their actions, even when these actions were
performed against their moral and ethical judgements, very few stopped their actions. “A
variety of inhibitions against disobeying authority come into play and successfully keep the
person in place”, (Milgram, 1974: 8). Thus, it seems, everyday, ordinary people will
behave extremely unethically in conditions of obedience. Further details of the experiment
are given in Appendix 1. It is clear from this case study that individuals will identify with a
group and behave corruptly under perceived legitimate orders, against their normal
inclinations, in order to support that group (the experimenters) even if the order is from an
amorphous group (i.e., absent experimenters or the scientific research community). In this
current research, the role of leaders and experts and their influence in corrupt behaviour
as a result of identification with a group is examined and so this case study provides

useful comparison.

1.3.6 Case study 6 - My Lai Massacre

Although the next case study is not about a white-collar crime, the focus of this
research, it has been included because such behaviour may occur in extreme cases in a
business. Research into the My Lai Massacre, South Vietman, (Kelman & Hamilton,
1989), shows that on March 16 1968, US soldiers obeyed an order by Lieutenant Calley to
shoot a group of approximately 500 unarmed villagers comprising elderly men, women

and children. Thus, obedience is not “a heroic figure struggling with conscience” (Milgram,
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1974: 187) but a group-level phenomenon that is a product of legitimate authority.
However, some of the soldiers found the experience extremely stressful, and for the few
who disobeyed Calley’s orders, the mental and emotional conflict was between not
carrying out a superior officer’s orders, which was contrary to all their training, and their
own beliefs as men “of ordinary sense and understanding” (Judge Kennedy, 1973).
According to Kelman and Hamilton (1989), “the theoretical availability of the right to say no
may be meaningless if the right is not perceived or appropriately translated into judgement
under pressure.” It seems possible that groups engaged in wrongdoing are even more
likely to do so in stressful conditions. In this case, a group of colleagues who identified
strongly with their group, worked together, some bearing the cost of sacrificing their own
values, to support the orders of one person against a clear target group. There are three
relevant issues in this case: one is the phenomenon of wrongful group behaviour under
the orders of an individual; another is that of a group working together against another
group in order to conform to group norms; and the third is that of experiencing stress in
working with group norms. These issues will be examined in this thesis.
1.4 Scope of the research

The examples described illustrate that corruption can take many forms, from hard-
edged cheating (e.g., Hamilton) to less clear-cut unethical behaviour (e.g., My Lai
massacre), both of which concepts are specifically examined later in this thesis. They also
provide a background for a number of key concepts in defining the scope and the limits of
this research. While some of the business professionals involved in the case studies
actively participated in cover-ups, (e.g., Enron), some merely looked the other way as
such deceptions occurred in the workplace (e.g., SocGen), and some acted not for
themselves, but their groups (e.g., Hamilton, Piquet Jr.), they have all or some of a
number of features in common. These are that: (1) they all involved organisations or sub-

groups within them; (2) they all involved collusion amongst some or all of the individuals
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within them; (3) the beneficiaries of the corrupt acts were either individuals or groups
within the organisation; (4) the perpetrators identified strongly with their group; (5) many of
these cases occurred under conditions of pressure (threat) whether from imminent
financial collapse such as for Enron, or from the situational circumstances, such as at My
Lai; or from group pressure such as for Formula 1; and (6) seemingly, and in some cases
by their own admission, many of those participants experienced stress either as a cause
or effect of that corrupt behaviour. These six points are expanded on below and they all
deal with the corrupt behaviour of groups (in organisations), which is the focus of this
research. In determining, the boundaries of this thesis, it was decided to exclude
considerations of the philosophy of ethics. This limitation of its scope was judged
appropriate since the focus of the research is the analysis of actual corrupt decision-
making and behaviour. Instead, this thesis discusses the psychological basis of group
behaviour in the form of Social Identity Theory, which is developed in chapter 4.
1.4.1 Role of organisations in corruption

One perspective of corrupt behaviour in organisations is provided by sociologist
Robert Merton (1957), cited in Cullen, Victor and Stevens (1989: 5§5), who makes a
distinction between a local and a cosmopolitan role. In the local case, the reference
groups or sources of role definition are within the organisation: an employee, for example,
might look to his or her co-workers or supervisor to define how to behave on the job (e.g.,
Enron). In the cosmopolitan case, sources of role definition are outside the organisation:
professionals might be very concerned with the standards of their professional bodies
(e.g., the code of conduct for a Formula 1 driver). This current research is looking at
unethical behaviour in the local sense, and not at the cosmopolitan level.

Expressing similar views, Borgerson et al. (2009) have discussed the role of

corporate identity in business ethics. In contrast, the research described here focuses on

the impact of group dynamics on unethical behaviour, and argues that the influence of the
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contextually relevant social group is a prime source for corruption in organisations. This
directs the scope of this research to the corrupt behaviour of individuals in organisations at
a sub-unit group level rather than corporate or national levels.
1.4.2 Corruption as a group phenomenon

While Leeson committed acts of fraud, working on his own, in all the other
examples more than one person was involved. This is shown in the Enron case which
involved groups of colleagues colluding to work corruptly; and under considerable stress,
soldiers who took part in the My Lai massacre, behaved heinously to support not only their
commanding officer, but, it can be argued, also their wider allegiance to their employer
(the army) and their country, the USA. Similarly, the participants in the Milgram (1974)
experiments behaved unethically not for their own benefit but for the experimenter and
others involved in scientific research. Thus, although acts of corruption can be perpetrated
for a number of reasons, they often involve groups.

There is existing research into collusion in groups. Anand, Ashforth and Joshi,
(2004: 39-40) suggest that a seemingly surprising feature of many corruption cases is that
they did not result from the actions of single individuals; the corrupt acts typically required
knowing cooperation among several employees. This was evidenced in some of the case
studies mentioned previously in this chapter, in which employees typically went along with
activities that were obviously unethical. In addition, in the case of Enron, new employees
who probably had no prior history of unethical conduct, adopted and continued the
prevalent corrupt practices, perhaps despite initial qualms. This research is focused on
groups working together to perpetrate corrupt acts.

Callahan (2004), Brass, Butterfield and Skaggs (1998), Ferrell and Gresham
(1985), T.M. Jones (1991), Robinson and Bennett (1995) have found that although much
of the literature on corruption benefiting the individual does not focus on collusion among

members of the organisation, crime within organisations is often undertaken by individuals

Katie Porkess, The Business School, University of Exeter; March 2011 32



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
1. Introduction and Background

or groups acting collectively as illustrated by the case studies, be it top management
(Daboub, Rashid, Priem & Gray, 1995), or other groups in organisations (Pinto, Leanna
and Pil, 2008). Pinto et al. (2008: 686) also found that corruption is either studied at the
individual level or examined as a group acting in concert. This present research examines
corruption in business perpetrated by a small number of individuals working together, to
support their group or the entire organisation.

Addressing the same problem, Ashforth and Anand (2003: 41), make a distinction
between normalisation (embedding of a culture) of corruption on behalf of the
organisation, exemplified by Enron, and of corruption against the organisation by an
individual, as seen in the actions of Leeson. For example, identification, commitment, and
other attributes that are usually highly valued, are likely to predict corruption on an
organisation’s behalf (e.g. Hamilton, Piquet Jr., Milgram participants), whereas precisely
the opposite is likely to predict corruption against it (e.g., Leeson). In addition, the forms
that corruption takes usually differ (e.g., theft against the organisation, such as Leeson’s
acts, versus offering bribes on behalf of the organisation), as might be the way that
corruption occurs. For instance, most employees are likely to have opportunities to exploit
the organisation, such as doing unauthorised private photocopying, whereas corruption on
behalf of the organisation may be confined largely to a few roles, such as sales teams
making claims about products that cannot be substantiated (Ashforth & Anand, 2003: 41).
This research examines corruption in support of the group (e.g., Kerviel, Hamilton, Enron)
and these issues are discussed further in the following chapters.

1.4.3 Beneficiaries of group corruption

This research examines some of the conditions that may lead team members to
collude in corrupt behaviour for the benefit of the group (organisation). Finney and Lesieur
(1982) suggest that one aspect that distinguishes different forms of corruption is whether

the violator acts strictly for private benefit (e.g., Leeson) or whether the beneficiary
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includes the organisation itself (e.g., Enron, McLaren Mercedes, scientific research of the

Milgram studies). Consequently, this current research suggests that there are Individuals

Corruption for the benefit of

Individual Group

Individual | for |
e.g., Leeson
Perpetrated by

committing organisational crimes for themselves (1 for ), or for one or more Group
members (I for G); and there are Groups whose members behave corruptly for their group
(G for G) or for an Individual (G for I). According to this classification, the examples in the

case studies would be allocated as shown in the table 1.6.

Table 1-6 - Classification of corruption as based on its beneficiaries
(based on Finney and Lesieur, 1982)

The table illustrates that the distinctions are not always clear-cut and some
examples fit into more than one category. This makes the boundaries between them
permeable. Consequently, not only is it difficult to determine the nature of corruption, and
therefore, to define it, but despite the fraudster profile offered by KPMG, it is also difficult

to determine the nature of the perpetrators themselves. Figure 1.1 depicts this.

Figure illustrating the permeable boundaries between individual and groups corrupt behaviour for
individual as well as group benefit and support

Legend
Corrupt behaviour

| for | — by individuals for themselves
| for G — by individuals for a group
G for G — by groups for themselves
G for | — by groups for an individual

Figure 1-1 - Different types of perpetrators and beneficiaries of corruption
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This current research makes a distinction between these forms of corrupt
behaviour, examines the behaviour of the types | for G, G for | and G for G and discusses
whether social identity threat and stress are factors in this behaviour.

1.4.4 Social identification

In most of the case studies, the corrupt acts involved individuals working
together corruptly and, yet, as far as is known, they did not have criminal records.
Hence, the involvement of such individuals not only in corrupt acts, but persistently over
time, comes as a surprise. It seems that people’s ethics, and correspondingly their
behaviour, change with the demands of the situation. Earlier in this chapter, some
economic and social reasons for examining corruption were put forward (e.g., Bennett &
Robinson, 2000; Robinson & Bennett, 1995; Smith, 1749, 1776). In addition, Misangyi,
Weaver and EIms (2008: 750) suggest that research and practice regarding corruption
are based on two alternative frameworks. “One is based on an economic perspective
and focuses on the roles of rational self-interest, efficiency pressures, and explicit,
formal regulative structures. ... The second major stream of research ... is more attentive
to normative and cognitive aspects of corrupt behaviour.”

Mazar and Ariely (2006) have supported this latter approach. According to them,
the standard economics perspective considers one cause for dishonesty as that of
external reward mechanisms. In contrast, the psychological perspective of Social
Identity Approach suggests that dishonesty may be also influenced by others that are
salient in a particular context. SIA, comprising Social Identity Theory (Tajfel, 1972,1974;
Tajfel & Turner, 1979) and the Self-categorisation Theory (J.C. Turner, 1975, 1982,
1985; J.C. Turner, Hogg, Oakes, Reicher & Wetherell, 1987), is based on identity
derived from membership of groups and is concerned with group behaviour and its
effects. To the extent that an individual’s particular self-concept is “switched on”,

sometimes people behave according to their own values and at other times they see
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themselves more strongly as part of a group and act according to the group norms. An
individual who identifies highly with a particular social category (situational context),
accepts that group’s norms (Tajfel, Flament, Billig & Bundy, 1971; Billig & Tajfel, 1973;
Tajfel, 1978b; Hogg & Turner, 1985; J.C. Turner, Oakes, Haslam & McGarty, 1994; J.C.
Turner & Oakes, 1997; Tajfel & Turner, 1979; Allen & Wilder, 1975). To favour their
group, individuals will accept costs, such as high stress levels (J.C. Turner, 1975, 1978;
Haslam, O’Brien, Jetten, Vormedal & Penna, 2005). Another acceptable cost of group
identification may be to sacrifice normal values and ethics (J.C. Turner, Hogg, Turner &
Smith, 1984; Haslam et al., 2005; J.C. Turner, 1975, 1978). So, when employees
engage in unethical practices that benefit the organisation rather than themselves, it is
likely that they identify strongly with it or their work group.

It is this contextual approach that this research focuses extensively on, involving
norms and cognition within groups rather than on the larger institutional orders that may
also influence the behaviour of individuals in organisations. Indeed, Hogg and Terry
(2000) suggest that:

To varying degrees, people derive part of their identity and sense of self

from the organisations or workgroups to which they belong. Indeed, for

many people their professional and/or organizational identity may be more
pervasive and important than ascribed identities based on gender, age,

ethnicity, race, or nationality. Hogg and Terry (2000: 121).

This means that groups within organisations, or even entire organisations and
wider organisational affiliations, could be drivers for social behaviour rather than wider
societal or cultural ones. In particular, this research looks at corrupt behaviour of groups of
individuals in organisations.

1.4.5 Social identity threat

Research into Social Identity Theory shows that perceptions of similarity and

difference have a powerful positive impact on intra-group solidarity, morale and mutual

acceptance between members (Brewer, 1979; Sherif & Sherif, 1969). That is, at times of
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threat and pressure, both situations that are commonly encountered in organisations,
people’s behaviour will be guided by the norms that develop within their groups. Social
identity threat is a fundamental factor in the experimental studies for this present research
on corrupt behaviour in groups. This is discussed in greater depth in chapter 4.

1.4.6 Social identity and stress

However, although wrongdoing as a group phenomenon is widespread, research
shows that resistance to group norms, even corrupt ones, is extremely difficult and may
be more stressful than compliance. Research shows that stress can be triggered by threat
to groups rather than to individuals themselves (Jackson, Schwab & Schuler, 1986; R.M.
Levine & Reicher, 1996; Haslam & Reicher, 2004, 2006). At the same time, interactions
between group members can ameliorate stress by providing support in times of adversity.
Thus, high identification with a group can lower stress levels (Haslam, Jetten, O’Brien &
Jacobs, 2004; Haslam, 2004; R.M. Levine, Cassidy, Brazier & Reicher, 2002; Postmes &
Branscombe, 2002). Stress as a result of corrupt group behaviour under social
identification will be examined in this thesis.

These six items (the role of organisations and sub-groups; collusion amongst
individuals; the beneficiaries of the corrupt acts; identification with the group norms;
corruption under threat; and the role of stress either as a cause or effect of corrupt
behaviour) within the scope of the research form the basis of the literature review. The
first three concepts, which focus on corruption, are discussed in chapters 2 and 3, and the
last three concepts, those that address the issues of group identification, are considered
in chapter 4.

1.5 Findings, implications and limitations of the research
The findings from the present research highlight that opportunity is a key factor in
corrupt behaviour and that some situational contexts are conducive to corrupt behaviour.

Specifically, the findings show that leaders influence corrupt behaviour. Gender results
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show that women behave less corruptly. These findings have powerful implications and
organisations have the potential to use them wisely to reduce and minimise corrupt
behaviour undertaken by their employees.

Although the findings do not directly point to solutions for addressing the issue of
corruption in organisations, they do add to the understanding of the massive problem of
corruption as evidenced by surveys (e.g., KPMG, 2007, 2009, 2011; Robertson, 2008),
which show that 69% of frauds were perpetrated against own employers and 27%
involved small groups. The results from this research can be used to devise solutions to
such behaviour. For example, the results show that high identification with a group can
result in individuals behaving corruptly to support that group. Those who do not wish to
conform to corrupt group norms may succumb under pressure and/or resort to whistle-
blowing. Therefore, policies may be implemented by a business to facilitate whistle-
blowing so that individuals may do so safely and without fear of reprisal. Limitations of the
experimental studies are discussed after each study (chapters 5-8) and the research
limitations, in chapter 9.

1.6 Summary of chapter 1

Recent surveys have shown that there is no doubt that corruption is widely
prevalent and of concern to the business community. Corruption can occur at all levels in
an organisation and can be perpetrated by individuals, by a group of colleagues or even
by the organisation itself. Corruption can be undertaken by groups of employees working
together for the organisation, for the groups themselves, or for a single individual who
may or may not be part of the group. Corrupt behaviour can be associated with stress, for
example, due to pressure from superiors or other colleagues. Corruption, group dynamics
and stress have all been studied in their own right, but this research focuses on the

impact of social identity threat and stress on corrupt behaviour.

Katie Porkess, The Business School, University of Exeter; March 2011 38



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
1. Introduction and Background

Looking forward, this thesis first discusses the relevant key concepts in corruption,
business ethics and group dynamics using SIT and SCT, and examines its impact on
stress and corruption. It draws together research from two disciplinary perspectives,
management and psychology, and develops an integrated conceptualisation of corruption
in organisations. A new model of group identity, stress and corruption is introduced. This
is followed by the descriptions and results of a series of experimental studies that
examine the behaviour of participants in conditions that imposed threat to their group
identity and provided opportunities for corrupt behaviour. These studies support the
hypotheses that under identity threat, individuals are more likely to behave corruptly to
support their work teams, even at the cost of accepting stress as a result of sacrificing
their own ethics and values. The participants included a student sample as well as
members of the business community in the U.K. As mentioned earlier, the primary aim of
the thesis is to examine the link between corrupt behaviour in groups and stress. A
secondary aim is to use the findings to assist organisations to deal more effectively with
corruption. In keeping with this, a range of corruption scenarios was used in the studies.
The implications of the findings from these studies are discussed. Finally, the limitations

of the research are pointed out.
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2 Corruption: Definitions and Models

The Kabawil, a mythical creature in Mayan culture, is a two-headed bird looking in
two directions, representing opposites such as day and night, far and near, present
and future. — Imelda Almqvist

Corruption is a persistent feature of human societies, with early references
dating back to the fourth century B.C. (Aidt, 2003; Bardhan, 1997), cited in Pinto,
Leana and Pil (2008: 685). In chapter 1, a model was introduced (reproduced
below in Figure 2.1) that showed that corruption can be perpetrated by individuals
or groups for the benefit of either. This provides a useful starting point for a

discussion on corrupt behaviour in organisations and hence, this chapter builds on

the model.

Figure 2-1 - Perpetrators and beneficiaries of corruption

The framework used to develop the model for this thesis is that of literature in
management studies. There are two reasons for this choice. The first is that a
major motivation for this present research is to enable organisations to be more
effective in dealing with corruption, and they will be more familiar with the
management approaches of previous research rather than those based on
philosophy or politics. This leads to the second argument for this choice. The
experimental studies described in chapters 5-8 are designed using a social
science approach, Social Identity Theory (Tajfel, 1978; Tajfel & Turner, 1979) of

social psychology.
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The chapter discusses various definitions for corruption, and concludes that
unethical behaviour and cheating are both forms of corruption. A number of existing
models are described which make a distinction between the forces that instigate an
individual into corrupt behaviour (e.g., occupational crime, private benefit,
dispositional influences and individual agency), and those that influence corrupt
group behaviour (e.g., corporate illegality, organisational benefit, situational
influences and organisational structure). Rest’'s moral framework (1986) is discussed
in greater detail because the experimental studies specifically examine moral intent
and moral action. The role of opportunity in corrupt behaviour is also highlighted.

The New Oxford Dictionary of English (1998) defines an organisation as “an
organised body of people with a particular purpose, especially a business,
government department or charity.” In this thesis it is this meaning that is used and
the words ‘business’ and ‘organisation’ are used interchangeably and imply
commercial, governmental or charitable concerns. This chapter addresses the
question “What is corruption?” This is done by reflecting critically on the existing
literature. In particular, special attention is given to the concepts of unethical
behaviour and cheating as they represent the two ends of a continuum of corrupt
behaviour in terms of situational legality and contextual morality: fuzzy behaviour and

clear and unambiguous acts, respectively.
21 What is corruption?

Zyglidopoulos and Fleming (2009: 105) found this a question that is not easy to
answer. Lefkowitz (2009:62) agreed with Everett, Neu and Rahaman (2006) that,
“the term corruption is a vague one.” Folger, Pritchard, Greenbaum and Granados
(2009: 92) found that there was a variety of definitions of business corruption, and
cite Philip’s (1987) claim that “no one has produced a definition that is short and yet

also satisfactorily complete.” The New Oxford Dictionary of English (1998) defines
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corruption as, “dishonest or fraudulent conduct by those in power, typically involving
bribery”. Cited in Nwabuzor (2005: 121), corruption has been described as, “The
abuse of public trust for private gain” (Todaro & Smith, 2003); “a violation of
established rules and ways of doing things with the aim of obtaining private gain or
profit” (Sen, 1999); and is seen as, “a form of anti-social behaviour, which confers
improper benefits to people in authority through a perversion of societal norms and
morals” (Banfield, 1998). Corruption refers to “offenses committed by officers on
behalf of the organization” (Finney & Lesieur, 1982: 259). However, as the examples
in the previous chapter, such as Leeson, Kerviel and Enron, show, corrupt behaviour
may be carried out even by those neither in power nor in authority and may not
involve bribery, but take other forms of organisational wrong-doing that may be
neither for private gain, nor on behalf of the organisation. Lefkowitz (2009: 62)
considered that organisational corruption is a problem at the individual,
organisational and institutional, or societal level, and that there is even the possibility
of an entirely corrupt organisation. Argandona (2001) suggested that:

The corrupt act may ... include extortion and bribery, commissions, gifts and

doubtful favours, also nepotism, favour-currying and favoritism, illicit use or

sale of insider information, misappropriation or embezzlement of funds, and
the actions of the kleptomaniac or predatory State which does not distinguish

between what is public and what is private. Argandona (2001: 165).

Thus, it seems, corruption can take many forms and can be perpetrated by
individuals, family members, groups, businesses and even states, and so it is not
surprising that there are many definitions for the word. In this thesis, corruption refers
to organisational corruption.

2.1.1 Definitions of corruptions
In management literature, the concept of corrupt behaviour is allied to ideas

such as unethical behaviour, organisational misbehaviour, and counter-productive

work behaviour (Bennett & Robinson, 2003; Marcus & Schuler, 2004; Trevifo,
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Weaver & Reynolds, 2006). Ashforth, Gioia, Robinson and Trevifio (2008) have
listed fraud, bribery, graft, embezzlement, nepotism, cronyism, cheating and also
other concepts such as illegitimacy, illicit use of influence over means and ends,
and violation of individual and collective trust as some of the forms of corruption.
Corrupt behaviour by individuals is implicit in work examining concepts such as
ethical decision-making (Ferrell & Gresham, 1985; T.M. Jones, 1991; Trevifio &
Youngblood, 1990; Pinto, Leana & Pil, 2008; T.M. Jones & Ryan, 1997; Trevifio,
1986); unethical behaviour (Brass, Butterfield & Skaggs, 1998); and deviant
workplace behaviour (Bennett & Robinson, 2000; Robinson & Bennett, 1995). On
the other hand, Simpson (2002: 7) argued, “On the whole, illegality is not pursued
for individual benefits but rather for organisational ends.” And Schrager and Short
(1978: 411) viewed organisational crime as acts committed by, "an individual or a
group of individuals in a legitimate formal organisation in accordance with the
operated goals of the organisation." However, as the previous chapter showed,
these explanations do not hold true for Leeson because his fraudulent activities
were committed entirely to ease his own financial burdens.

Moore (2008: 130) defined corruption as, “Unethical actions undertaken to
advance organisational interests, which may or may not directly advance the
interests of the individuals undertaking them.” But, this explanation would not apply
to Leeson who worked on his own, solely for his own gain, and not for the interest
of Barings Bank. Conversely, Lange (2008: 710) defined organisational corruption
as, “pursuit of individual interests by one or more organisational actors through the
intentional misdirection of organisational resource or perversion of organisational
routines.” This behaviour would apply to Leeson, but not to Kerviel.

Ashforth and Anand (2003: 2) and Anand, Ashforth and Joshi (2004: 40)

found that corruption is, “the misuse of authority for personal, subunit and/or
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organisational gain”, where misuse of authority is interpreted as “violating
organisational and/or societal norms by way of using whatever one is entrusted
with in the course of performing one’s job”. This view was supported by Ashforth et
al. (2008: 671), who found, “The concept of corruption reflects not just the corrupt
behaviour of any single individual, but also the dangerous, virus-like 'infection’ of a
group, organisation, or industry.” In the case studies discussed earlier in this
thesis, Leeson worked on his own for his own benefit, but in all the other cases,
more than one person was involved, even to the extent of almost the entire
organisation, as seen in the case of Enron.

Another case of corruption is that of Siemens, a German company that
makes a range of products including power generators, medical devices and light
bulbs. In 2006, the company was accused of operating an illegal bank account
specifically to facilitate bribing clients in order to win contracts for major Siemens
projects. German prosecutors investigated with a series of raids on company
offices, escalating to similar inquiries in a dozen different countries, including the
United States, Greece, Liechtenstein, Italy and Austria. Siemens hired its own
legal and financial investigators, who identified €1.3 billion in suspicious payments
that may have been used to win contracts around the world. In addition, as a result
of an amnesty plan for Siemens employees willing to offer information about the
scandal, 110 Siemens employees came forward, and the company identified
nearly US $2.5 billion in suspicious transactions between 2000 and 2006. As a
fallout of this scandal, the CEO of the company, Klaus Kleinfeld, and the chairman
of the supervisory board, Heinrich von Pierer, had to resign even though they were
not directly implicated (Gow, 2008; Slater, 2008). In this case, through fraudulent
behaviour of some individuals, it was the organisation that benefited primarily from

the crime rather than individuals, although they may also have been rewarded
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through commissions.

Pinto et al. (2008: 687) found that corruption for the benefit of the
organisation has been conceptualised as illegal corporate behaviour, unlawful
organisational behaviour, corporate crime, business crime, corporate fraud, and
corporate and governmental deviance. Corruption encompasses a wide variety of
behaviours, including polluting the environment, manufacturing and marketing
unsafe products, corporate bribery and corporate violence. In this current research,
the focus is on individuals acting primarily in support of their group, although they
may benefit personally in doing so.

Burke (2009a: 1) defined fraud as, “the deliberate actions taken by
management at any level to deceive, con, swindle or cheat investors or other likely
key stakeholders”. He continues that fraud can take a variety of forms such as
“‘embezzlement, insider trading, self-dealing, lying about facts, failure to disclose
facts, corruption, and cover-ups”; fraud can vary in scope and is also likely to vary
by industry, take place in some organisations and not in others; typically it has a
financial motivation, involves respected citizens, and does not entail physical
violence. Indeed, KPMG’s (2009) survey of fraud listed misappropriation of assets
(e.g., theft of cash, inventory, or intellectual property), other illegal or unethical acts
(e.g., bribery, corruption, market rigging, or conflicts of interest) and fraudulent
financial reporting (e.g., intentional mis-statement of revenue, assets, or liabilities).
This implies that the word corruption is interchangeable with several alternative
terms whether fraud (e.g., Leeson), failure to disclose facts (e.g., Enron), or lying
about facts (e.g., Hamilton). As with Burke (2009), in this thesis, corruption
excludes physical violence.

Lefkowitz (2009: 62) defined Organisational misbehaviour (OMB) as, "any

intentional action by the members of organisation that defies and violates the
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shared organisational norms and expectations and/or core societal values, mores,
and standards of proper conduct”. Thus, it is very similar to some definitions of
corruption, (e.g., Moore, 2008) and overlaps with unethical behaviour which, too,
concerns violations of general, societal moral standards. Similarly, Kidder (2005:
389-390) likened employee misconduct to detrimental behaviours, anti-social
behaviours, counter-productive behaviours, deviant behaviours and dishonesty.
But this may lead to the confusion that pro-social, contextually moral behaviour
that violates organisational norms, such as whistle-blowing, is misbehaviour.
Even at the macro, international level, there is ambiguity. The World Bank
defines corruption as involving “behaviour on the part of officials in the public and
private sectors, in which they improperly and unlawfully enrich themselves and/or
those close to them, or induce others to do so, by misusing the position in which
they are placed.” The 10" principle of the United Nation’s Global Compact
framework for action against corruption states, “Corruption can take many forms
that vary in degree from the minor use of influence to institutional bribery. This can
mean not only financial gain but also non-financial advantages.” Transparency
International, which has been at the forefront of the global anti-corruption
movement since it was formed in 1993, has an all embracing definition of
corruption as, “The abuse of entrusted power for private gain” and “the bribing of

public officials or embezzlement of public funds” (www.transparency.org, 2005),

but, as already mentioned, Kerviel carried out fraudulent activities for the good of
his social group, SocGen, and not for private gain and, unlike Siemens, his corrupt
activities did not include bribery.

Bennett and Robinson (2000: 349) viewed organisational norms as
consistent with “basic moral standards as well as other traditional community

standards", and a violation of this is Deviant workplace behaviour (DWB), which
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along with counter-productive work behaviour (CWB), has been defined as
“voluntary behaviour that violates significant organisational norms and in doing so
threatens the well-being of an organisation, its members, or both" by Robinson and
Bennett (1995: 556). These authors also noted that deviance may vary along a
continuum of severity, from minor to more serious forms, as well as between
interpersonal and organisational forms. The implication is that these definitions are
more inclusive and they refer to acts that range from cheating to unethical
behaviour, the two corrupt actions of particular interest in this research. These

ideas have been used here to develop the model shown in figure 2.2.

Organisational

A
Production Deviance Property Deviance
. Leaving early . Sabotaging equipment (e.g.,
. Taking excessive breaks Piquet Jr.)
. Intentionally working slowly . Stealing from company (e.g.,
. Wasting resources Leeson)
. Littering work area . Cheating the system (e.g.,
Minor < P Serious

Political Deviance Personal Aggression
. Showing favoritism . Verbal abuse (e.g., Skilling)
. Gossiping about co-workers . Stealing from co-workers (e.g.,
. Blaming co-workers Leeson)
° Spreading rumours . Endangering co-workers (e.g.,

Piauet Jr.)

Interpersonal

Figure 2-2 - Range of corrupt workplace behaviour (based on Robinson & Bennett, 1995:
565)

Thus, for example, both spreading rumours and physical violence would fall
into interpersonal deviance, just as both sabotaging equipment and littering one's
work environment would fall into organisational deviance. This current thesis
focuses on the organisational half of the model, shown in grey, and examines
some circumstances under which members of a group would work together to
commit these acts. There is also some overlap with the other quadrants. For
instance, Piquet Jr.’s intention was fraud and cheating, but he also endangered the

lives of his co-workers.
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One common thread running through all the behaviours listed is that the
acts are primarily carried out by organisation members, singly or in groups, but the
actions directly or indirectly, benefit the organisation (see Baucus & Near, 1991;
Daboub, Rasheed, Priem & Gray, 1995; Schrager & Short, 1978). This was seen
in the examples of Siemens, Enron, Kerviel, My Lai, Milgram experiments,
Hamilton and Piquet Jr., although not Leeson. Together, these examples illustrate
that there are a variety of definitions of business corruption, and it seems the word
corruption holds different meanings in different contexts. Thus, from a business
perspective, what constitutes corruption may not be clearly understood. This
current research does not examine any specific corrupt act, but the word
corruption is used in a generic sense to include a wide range of misbehaviour in
organisations whether committed by individuals or groups of employees.

As the definitions above and the case studies mentioned in chapter 1
illustrate, an act of corruption cannot always be viewed simply as individual
deviance, because, as Lange (2008: 718) has suggested, entire firms might be
involved in the corruption, making it difficult to tell the difference between individual
corruption and organisational crime or “corruption against and on behalf of the
organisation”. He further suggests the definition of corporate corruption could be
expanded to include a range of activities including price-fixing, anti-competitive
behaviour marketing and sale of unsafe products, misleading and deceptive and
false advertising, illegal environmental damage, irresponsible working conditions,
tax evasion and money laundering, to mention a few. The thesis next considers
whether cheating and unethical behaviour should be included in this list. Figure 2.3
lists some forms of corruption. Table 2.1 summarises the main points from this

section.
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lllegal
corporate
behaviour Fraud

Bribery

Embezzlement Corporate
crime

Acts punishable

Unethical by civil, criminal

behaviour and regulatory

law

Cheating

Deviant Organisational
workplace misbehaviour Items in red are of
behaviour

specific interest in

this thesis
Figure 2-3 - Different forms of corruption
Table 2-1 — Main points of definitions of corrupt behaviour
Model Historic reference Implications for this
research
Definitions of  Ashforth & Anand (2003); Anand et al., (2004); Varying definitions of

corruption Ashforth et al., (2008); Baucus & Near (1991); Bennett  corruption covering
& Robinson (2003); Brass et al., (1998); Burke (2009);  extensive range of

Daboub et al., (1995); Ferrell & Gresham (1985); organisation mis-
Folger et al., (2009); T.M. Jones (1991); T.M. Jones &  doings;
Ryan (1997); Kidder (2005); Lang (2008); Lefkowitz Implies unethical

(2009); Marcus & Schuler (2004); Pinto et al., (2008); behaviour and cheating
Robinson & Bennett (1995); Schrager & Short (1978);  are both forms of
Simpson (2002); Trevifio (1986); Trevifio et al., (2006);  corruption

Trevifio & Youngblood (1990);

2.1.2. Is cheating corruption?

In the novel, The Firm (John Grisham, 1991), an experienced lawyer
advises a young associate to bill clients for each minute spent even thinking about
a case, let alone working on it. Gino and Pierce (2009: 142) have found that such
unethical billing practices occur well beyond fictional realms and constitute a
pervasive problem in law firms across the USA. According to these authors,
overstatement of performance or effort represents an even broader epidemic in
organisations, where employees routinely exaggerate business expenses and

over-report hours on timesheets, and applicants falsify resumes.
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David Callahan (2004), in his book, The Cheating Culture, (p. 219-221)
reported that, in 2002, a review of 2.6 million job applications by an US firm that
conducts background checks, revealed that 44% contained at least some lies.
Likewise, 41% of applications reviewed by a New Jersey-based verification firm
contained information about education that was contradicted by the records of the
named institutions. Another large survey, HireRight, an Internet company that does
background checks, found that 80% of all resumes were misleading, and 20%
included fabricated degrees. These forms of behaviour are not restricted to the
USA. In the UK, information from Personnel Today, CIPD, independent
consultants, employee surveys and risk advisors indicate that at least 50% of
people are thought have one major inaccuracy on their curriculum vitae (CV),
either through falsification, embellishment or omission. A 2008 survey by the Risk
Advisory Group sampled 3800 CV’s and found that 50% of them had at least one
mistake, and 20% had three or more mistakes. Although referred to as examples
of cheating, the arguments presented in the previous section in this thesis would
suggest that such behaviour, the falsification of professional information, is a form
of corrupt behaviour (e.g., Burke, 2009).

As noted in the case of Enron, CEOs (Jeff Skilling) behaved corruptly by
inflating earnings reports to please Wall Street in order to increase the value of
their stock options. This was also seen in the case of Scott Sullivan, the Chief
Financial Officer (CFO) of the telecom giant WorldCom who was fired on June 25,
2002, amidst allegations of massive fraud. In August that year, he was arraigned
on seven felony charges, including securities fraud and conspiracy. Together, with
Bernard Ebbers, the Chief Executive Officer (CEQO), Sullivan had helped map out a
business strategy that involved a steady stream of mergers and deals. These

aggressive tactics turned WorldCom into one of America's biggest companies and
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inflated its earnings by some US $11 billion through a variety of financial
manipulations. When the investigators had completed the true accounting, they
alleged that Sullivan had directed the largest corporate fraud in history. His
apparent motive was to keep WorldCom and its stock price afloat as the telecom
industry tumbled and WorldCom's US $40 billion debt became unmanageable.
Sullivan's main solution to this crisis was to list billions of dollars of day-to-day
operating costs as capital expenses, which meant that WorldCom's quarterly
earnings appeared to be higher than they were (Callahan, 2004). Ebbers and
Sullivan obtained the support of the board members by offering financial
incentives. Interestingly, Callahan (2004) uses this case study as an example of
cheating, which again shows the lack of distinction between cheating and
corruption.

Like corruption, cheating is not a new problem and it is widespread. For
example, in ancient China, job applicants for the civil service were sat apart to
prevent potential cheating on the entrance examination. The penalty for being
caught cheating, or assisting in it, was death. During the late 1800s, America's new
industrialists, as they built, and fought over, the engines of economic growth (e.g.,
railroads, steel mills, and/or refineries, coal mines, banks) cheated each other and
their customers, and they cheated and destroyed their smaller competitors
(Callahan, 2004: 15-16).

But, unlike corruption, scholarly literature on cheating is limited. Much of
what is available relates to research on academic cheating (Allmon, Page &
Roberts, 2000; Bernardi, Metzger, Bruno, Hoogkamp, Reyes & Barnaby, 2004;
Carrell, Malmstrom & West, 2008; Jackson, Levine, Furnham & Burr, 2002; Klein,
Levenburg, McKendall, & Mothersell, 2007; Megehee & Spake, 2008; Niiya,

Ballantyne, North & Crocker, 2008; Nonis & Swift, 2001; Salter, Guffey & McMillan,
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2001; Smyth, Kroncke & Davis 2009; Swift & Nonis, 1998; Taylor-Bianco & Deeter-
Schmelz, 2007), compared to cheating in the business environment (e.g., Ariely,
2008, 2009; Brief et al., 2001; Callahan, 2004; Nonis & Swift, 2001b).

As with corruption, academic literature offers no agreed definition of
cheating. However, the Oxford English Reference Dictionary (Pearsall & Trumble,
1996: 249) defines cheating as “to deceive or trick, deprive of, or to gain unfair
advantage by deception or breaking rules, especially in a game or examination.”
According to Bloodgood, Turnley and Mudrack (2008: 557-558) cheating is,
“behavior that diverges from ethical norms and involves violating rules deceptively
in an effort to gain something of value”. Thus, one purpose of cheating seems to
be to gain personal advantage in a situation. Leeson’s corrupt behaviour was
performed for precisely that reason. Consequently, it can be said that Leeson was
guilty of cheating. However, Leeson’s actions are generally referred to as corrupt
(or fraudulent) ones. This example, too, would suggest that cheating is a form of
corrupt behaviour.

Cheating violates norms of justice and fairness (West, Ravenscroft &
Shrader, 2004: 177), not least because cheaters seemingly have an unfair
advantage over others in that their performance is not based on skill, ability,
preparation or even random occurrence. In addition, a cheater’s peers may be
tempted to cheat themselves (e.g., West et al., 2004; Ariely, 2008, 2009), either to
level the playing field or simply because of a contagion effect. Clearly, cheating,
like corruption, has the potential to cause serious problems, particularly in
business.

Among other activities that Callahan (2004: 180) lists for cheating, is
employee theft, ranging from taking home pens from work, through padding one’s

expense accounts, to outright stealing of large sums of money through insider
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financial schemes. The biggest losses to an organisation occur through high-level
white-collar thefts, but the scale of wrongdoing by lower-level employees also adds
up to a great deal of money. In the USA, in 2000, taking into account only those
employees who got caught, one in every 22.4 retail employees stole from his or
her employer. Earlier in this thesis, similar activities were listed in KPMG’s (2009)
Fraud survey (e.g., misappropriation of assets) again showing the lack of
distinction between corruption and cheating.

As another example of cheating, Callahan (2004: 140-141) cites the case
of Michael Conway who was a long-time senior partner at KPMG, a respected
leader in his field, and chairman of its audit and finance and committee. He served
on a variety of boards and committees within accounting associations, and helped
to shape accounting policies and practices even at the national level. In 2004,
Conway and three other senior members of KPMG were charged with wilful
ignorance while their client, Xerox Corporation wildly overstated their earnings,
thus misleading investors about the company's profitability (Callahan, 2004: 140).
Xerox leaders focused obsessively on protecting the company’s stock price and
their own pay-cheques. When the stock price was in jeopardy, they engineered a
far-reaching fraud to misreport Xerox’s earnings. Like Enron and WorldCom, Xerox
did this to meet its "performance expectations" on Wall Street and thus boost the
price of its stock. This case bears striking similarities to that of Enron and Arthur
Andersen who were quoted earlier as examples of corruption. Interesting also is
that the examples Callahan (2004) uses for cheating, such as Enron, WorldCom
and NASCAR, are generally considered instances of corrupt behaviour in the world
of business.

Baucus and Near (1991) suggested that pressure to meet organisational

objectives, whether profits in corporations or winning races, for example, in
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Formula 1, can lead employees to cut corners and engage in misconduct to meet
goals (e.g. Hamilton, Piquet Jr.). In a different example of cheating in the motor-
racing world, Baucus et al., (2008: 380) pointed out that Brian France, CEO of
NASCAR, the National Association for Stock Car Auto Racing and a sanctioning
body overseeing more than 1,500 races in the U.S., Canada, and Mexico, said in
his 2007 State of the Sport speech in 2007, that cheating has always been and will
likely always be part of the NASCAR culture. This tradition of cheating in the
NASCAR racing community has gone on for so long that many people regard it as
an integral part of competition. Richard Petty, winner of seven Cup championships
in NASCAR, says about cheating at NASCAR, “Everybody knows everybody does
it ... Some get caught. Some don’t. That’s part of the magic of racing: trying to get
away with every little bit you can.” The examples of corrupt behaviour in Formula 1
racing, given in chapter 1, are not dissimilar to this, and it is suggested in this
thesis that cheating is a form of corruption.

These examples show that there is no substantial difference in the activities
between these and those given in the case studies in the introductory chapter in
this thesis under the heading of corruption. Another parallel that may be drawn
with corruption is where cheating is a likely to occur. Callahan (2004) suggested
that:

Cheating is everywhere. By cheating | mean breaking the rules to

get ahead academically, professionally, or financially. Some of this

cheating involves violating the law; some does not. Either way, most

of it is by people who, on the whole, view themselves as upstanding

members of society. (Callahan, 2004: 14).

That is, cheating may occur in business, medical, legal or financial services
—in any type of business, because it is committed by people who are involved with

normal, ordinary modes of earning a living. Indeed, the first chapter in Callahan’s

(2004) book is entitled “Everybody does it!”, and Crittenden, Hanna, and Peterson
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(2009: 345) echoed this idea and suggested in their article on cheating that,
“Everyone else is doing it!” From this, and the examples given, it seems that
cheating, like corruption, really is pervasive. Thus, it is the contention of this
research that cheating is a form of corrupt behaviour and so the terms will be used
interchangeabily in this thesis. Also, interestingly, cheating has been referred to as
corruption by Callahan (2004), and as unethical behaviour by Baucus et al.,
(2008). Table 2.2 summarises the concepts in this section and unethical behaviour

is examined next.

Table 2-2 - Comparison of cheating and corruption

Model Historic reference Implications for this research
Definitions of Baucus & Near (1991); Baucus et al. Large variety of definitions for
cheating and (2008); Bloodgood et al.(2008); Burke  both group and context based;
corruption (2009); Callahan (2004); Crittenden et  Definitions and examples

al. (2009); Jackson et al. (2002); overlap;

Both occur at all levels of an
organisation and in any functional
setting

2.1.3. Is unethical behaviour corruption?

Like cheating, unethical behaviour (Darley, 1992; Ferrell, Fraedrich & Ferrell,
2002; Roozen, De Pelsmacker & Bostyn, 2001) is generally viewed as inappropriate and
unethical. Brass et al. (1998: 15), defined unethical behaviour as, “behaviour that has a
harmful effect upon others and is either illegal or morally unacceptable to the larger
community”. Pfarrer, Decelles, Smith and Tyler (2008: 730-731) supported this view and
suggest that, “unethical behaviour includes organisational actions that are deemed
immoral or unacceptable according to societal norms or general standards of conduct”,
whereas corrupt behaviour includes “conduct by an organisation that is proscribed and
punishable by criminal, civil and regulatory law”. However, the actions of Leeson and
Hamilton, for instance, undoubtedly breach societal standards and at the same time are

considered corrupt, and indeed, Leeson served a prison sentence.
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As with Zyglidopoulos and Fleming’s (2009: 105) comment on corruption referred
to earlier in this chapter, Darley (1992: 199-200) found that moral wrongdoing is a
troubling concept to define, because it may not be possible to clarify and defend
particular concepts of "good" or "wrongdoing”. Darley (1992) defined wrongdoing as
actions that cause harm or pain to others. However, Finney and Lesieur (1982: 265)
suggested that corruption too might be defined based on the seriousness of the harm
done. Similarly, most definitions of business ethics relate to rules, standards, and moral
principles as to what is right or wrong in specific situations. According to Ferrell,
Fraedrich and Ferrell (2002: 6a), business ethics comprises principles and standards
that guide behaviour in the world of business. Whether a specific behaviour is right or
wrong, ethical or unethical, is often determined by stakeholders such as investors,
customers, employees, the legal system and the community. Although these groups are
not necessarily "right", their judgements influence society's acceptance or rejection of
the business and its activities. This means that unethical behaviour in business is
context dependent, as was seen earlier in this thesis with the concept of corruption.

An ethical decision has been defined as “a decision that is both legal and morally
acceptable to the larger community. Conversely, an unethical decision is either illegal or
morally unacceptable to the larger community” (T.M. Jones, 1991: 367). This definition is
similar to Kelman and Hamilton's (1989: 307) definition of crimes of obedience, “A crime
of obedience is an illegal or immoral act committed in response to orders or directives
from authority”. However, in the previous chapter, crimes of obedience were seen as
corrupt acts suggesting that unethical behaviour is a form of corrupt behaviour.
Additionally, echoing the discussions of Lefkowitz (2009: 62) who considers that
organisational corruption is a problem at the individual, organisational and societal level,
Roozen et al., (2001: 87) have suggested that business ethics, or more particularly the

ethical dimensions of decision processes in organisations, can be studied on three
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different levels: the individual, the organisation, and society as a whole. This approach,
too, shows similarities between corrupt and unethical behaviours.

According to Trevifio, Weaver and Reynolds, (2006: 952), “behavioral ethics
refers to individual behavior that is subject to or judged according to generally accepted
moral norms of behavior . . . . Within this body of work . . . researchers have focused
specifically on unethical behaviors, such as lying, cheating and stealing”. These authors
include employee behaviours such as theft, sabotage, lying to customers, and
misrepresentation in financial reports, in their definition of unethical behaviour. However,
earlier in this chapter, these activities were dicussed as forms of corrupt behaviour (e.g.,
Hamilton, Leeson, Piquet Jr., Kerviel), again suggesting a lack of distinction between
corrupt and unethical behaviour.

On the other hand, Kish-Gephart, Harrison and Trevifio (2010: 2) did
distinguish unethical behaviour from two related concepts. First, they suggested,
unethical behaviour is not a synonym for workplace deviance or counterproductive
work behaviour. These latter behaviours are defined as violating organisational
norms (Bennett & Robinson, 2003) rather than widely accepted societal norms. It
is possible for behaviour to violate widely accepted societal norms while remaining
normative in the organisation (e.g., Enron staff lying to customers). However, some
less serious forms of workplace deviance (e.g., gossiping, working slowly) that
violate organisational norms may not violate widely accepted societal norms
(Robinson & Bennett, 1995). But, some of these behaviours were earlier listed as
forms of corruption, showing that the difference between corruption and unethical
behaviour is not clear-cut.

Additionally, some unethical behaviours overlap with illegal behaviours. For
example, stealing is considered to be unethical because it breaches widely

accepted societal norms. It is also illegal. However, some of the many unethical
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behaviours that are used in corporate conduct (e.g., Enron charged customers
high prices) are often not illegal. Nevertheless, because of widespread agreement
that they are morally wrong, these behaviours can be defined as unethical
behaviour. Some unethical corporate acts would also be considered corrupt
behaviour as the investigations into Siemens by the German anti-fraud squad
shows.

Baucus, Norton Jr., Davis-Sramek and Meek (2008: 381-382) have found
that the culture of an organisation can contribute to unethical and illegal behaviour
by encouraging or pressurising employees to behave inappropriately (e.g.,
McLaren Mercedes). From the discussions above, it is clear that informal systems
play an important part in ethical behaviours, But, this issue was also identified for
corrupt behaviour where social peers were found to be influential in encouraging
corrupt behaviour (see Ashforth & Anand, 2003; Ashforth, Gioia, Robinson &
Trevifio, 2008; Baucus & Near, 1991; Brass et al., 1998; Darley, 1996; Ferrell &
Gresham, 1985; Fleming & Zyglidopoulos, 2009; G.E. Jones & Kavanagh, 1996;
Sutherland, 1949; Trevifio & Youngblood, 1990; Zimbardo, 2006, 2008).

Cullen, Victor and Stevens (1989: 51) have found that a company's ethical
culture helps to determine (1) which issues organisation members consider to be
ethically pertinent, and (2) what criteria they use to understand, weigh, and resolve
these issues. Trevifio, Butterfield and McCabe (1998: 452), have found that culture
can exert a powerful influence on individual behaviour. Culture helps to establish
what is considered legitimate or unacceptable in an organisation. Whether defined
as an informal organisational control system, or an instrument of domination,
organisational culture is thought to provide direction for day-to-day behaviour.
Again, these points were raised in the discussions on corrupt behaviour, indicating

that corruption is one type of unethical behaviour.
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Hence, in the context of this current research, there is, in effect, no
difference in unethical behaviour and corruption and so the two terms are used
interchangeably. Together with the definitions and discussions on cheating, it
seems that unethical behaviour and cheating lie at opposite ends of a continuum of
the concept of corruption. Also in the context of this thesis, the Kabawil of Mayan
mythology may be said to represent the two opposites of the concept corruption:
fuzzy edged unethical behaviour and hard-edged cheating. Table 2.3 summarises

the main arguments in this section.

Table 2-3 - Comparison of unethical behaviour and corrupt behaviour

Model Historic reference Implications for this
research

Definitions of Darley (1992); Ferrell et al. (2002); Ferrell & Individual, organisational

unethical Gresham, (1985); Jensen & Wygant (1990); and societal levels;

decision- T.M. Jones (1991); Roozen et al. (2001); Culture & norms -

making Individual and situational

components to unethical
behaviour — so contextual

Unethical Baucus et al. (2008); Cullen et al. (1989); Unethical behaviour
business Trevifio (1986); Trevifio et al. (1998); overlaps with corrupt
behaviour and behaviour

corruption

In other words, corruption consists of those practices that violate important
rules for personal or group gain (Clarke, 1983; Williams, 2000), both cited in
Zyglidopoulos, Fleming and Rothenberg (2009: 66). As already mentioned, it
seems that what is regarded as corruption is culturally and historically dependent.
In this sense, corruption is, “A negotiated classification of behaviour rather than as
an inherent quality of behaviour” (Chibnall & Saunders, 1977: 139), cited in
Zyglidopoulos et al. (2009: 66). Examples of these behaviours range from
spending an extra 5 minutes on coffee break to workplace homicide. Table 2.4. is
based on Lefkowitz (2009: 65) and compares various definitions of organisational

wrongdoing.
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Table 2-4 - Overlapping constructs representing misconduct in organisations (based on

Lefkowitz (2009: 65)

Construct Definitional criteria  Motivational assumptions  Target and outcomes
Unethical Violation of moral Unintentional failure to Harm or wrongdoing to
behaviour principles meet one's own standard; others

or intentional self-serving

breach of trust
Organisational Violation of Unintentional, intentional Harm to others or to the
deviance organisational or accidental events organisation

norms

Corruption Violation of public Intentional breach of trust ~ Substantial harm to

norms of trust

for personal or collective
gain

others or to the
organisation

Violation of
organisational
(and/or public)

Organisational
misbehaviour

Intentional violations on
behalf of one's self or the
organisation

Substantial or minor harm
to others or to the
organisation, depending

norms on the norms violated
Counter- Violation of Intentional self-serving Substantial or minor harm
productive work organisational and  actions to others or to the
behaviour public norms organisation
Cheating Violation of Intentional self-serving Substantial or minor harm

contextual norms

actions

to others or to the
organisation

Without excluding the implications of any of the above explanations, the

definition used in this thesis is, “corruption occurs when organisational and/or

societal norms are violated by one or more individuals who use positions of trust

for personal, group or organisational gain, with harmful effects upon others.” That

is, corruption is not only situational, but also dependent upon and determined by

others in that context. In this thesis, the words “unethical behaviour” and

“corruption” are used interchangeably depending on the context. Figure 2.4

illustrates the dimensions of corruption from situations in which participants might

seek to defend their conduct to those in which there can be no such doubt. The

diagram also shows the level of identification with a group: that is, whether the

corrupt act was perpetrated for the benefit of an individual or a group, as discussed

earlier in this chapter.
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Contextual
identification
Group
Hamilton, Piquet Jr.,
Enron, WorldCom,
Siemens,
Individual

Kerviel, Leeson

>

Contextual morality and legality Hard edged cheating

Fuzzy unethical behaviour

May not be illegal, is May be immoral, is
definitely immoral definitely illegal

Figure 2-4 — Dimensions of corrupt behaviour

2.2. Existing models for organisational corruption

Given the diversity of definitions seen in this chapter, it is not surprising that
several models exist for corruption in organisations. Baucus (1994) developed a
model that distinguishes between intentional and unintentional illegal activities, and
recognises that intentional illegality results from a decision to engage in
wrongdoing, so characteristics of the individual decision maker(s) affect the
likelihood of wrongdoing (e.g., Leeson gambling on the stock market). This thesis
examines intentional crimes in organisations for personal and/or organisational
benefit and also demonstrates the group can persuade individuals into intentional
crime (e.g., Hamilton).

2.2.1. Individual and group level corruption

Clinard (1983: 13) has made a distinction between occupational crime and

corporate illegality. In the former, individuals engage in illegal acts primarily for

their own personal gain (e.g., embezzlement). In the case of corporate illegality,
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the firm is the primary beneficiary, although individuals may receive some benefits
also. Referring to the case studies in chapter 1, Leeson was guilty of occupational
crime, and Enron employees, of corporate illegality, as was SocGen if they did
reward Kerviel for his successful transactions in the years previous to the
company’s 2008 losses. Similarly, Finney and Lesieur's model of organisational
crime (1982: 266) makes a distinction on two levels: whether the violator acts
strictly for private benefit or whether the beneficiaries include the organisation itself
(e.g., Leeson, Kerviel, respectively). Influenced by Sutherland (1949) their work set
the groundwork for explaining corruption as a result of internal and external
pressures for performance, firm structure and executive decision-making.

Hamilton and Sanders (1999: 231) have developed a three-layered
corporate model of corruption: individual members acting on their own, individuals
acting in hierarchies, and the corporation acting as a unit. At each level, evil
consequences of certain types ensue. In the business context, and relevant to this
research, this would mean, for example, that crimes on the shop floor (e.g., petty
pilfering) are different from those committed in the board room (e.g., stock market
manipulation by Enron). Similarly, Trevifio (1986) proposes an interactionist model
that recognizes the role of both individual and situational variables. The
contingency model of Ferrell and Gresham (1985) emphasizes the interaction
between individuals and salient others in unethical behaviour. Opportunity plays a
prominent part in this model. This is of particular relevance to this current research,
as will be seen in the experimental studies described in chapters 6-8. It will be
remembered that opportunity featured in KPMG’s (2007) survey as a primary
element of corruption.

However, in their review of corruption literature, Pinto et al. (2008: 687)

also found that much of the literature on corruption benefiting the individual does
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not focus on collusion among members of the organisation (e.g., Brass et al.,
1998; Ferrell & Gresham, 1985; T.M. Jones, 1991; Robinson & Bennett, 1995). In
reality, much of what is labelled corporate or organisational crime, is enacted by
groups acting collectively (e.g., Enron, Mclaren Mercedes, Renault). As Daboub et
al. (1995) found, it could be top management (e.g., WorldCom) or a subset of
organisational members (e.g., Siemens).

Pinto et al. (2008: 685-688) drew on Finney and Lesieur’s model (1982)
and identified two common and fundamental dimensions in corrupt behaviour: (1)
whether the individual or the organisation is the beneficiary of corrupt activity and
(2) if the corrupt behaviour is undertaken by an individual, or by two or more
people. In the case of Leeson, his fraudulent activities benefited only himself;
Kerviel’s corrupt actions benefited SocGen; and the actions of the Enron board
benefited both employees in the organisation and the organisation’s reputation.
Pinto et al.’s (2008) model conceptualises an Organization of Corrupt Individuals
(OCl), in which “a significant proportion of an organisation's members act in a
corrupt manner primarily for their personal benefit” and is a scaling up of
personally beneficial corrupt behaviours (e.g., Leeson) to the organisation level
and a Corrupt Organization (CO), in which a group of employees “collectively acts
in a corrupt manner for the benefit of the organisation”, and carries out corrupt
behaviours on behalf of the organisation (e.g., Enron). OCl is a bottom-up
phenomenon mostly manifesting itself in the periphery of the organisation (e.g.
Siemens, where employees behaved corruptly without the knowledge or consent
of the CEQ); whereas CO is a top-down phenomenon manifesting itself mostly in
the organisation's top management core (e.g., WorldCom, where the board
members carried out or were party to fraud). These two kinds of corruption are not

exclusive and can coexist within the same business organisation (e.g., Enron), or
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not at all, so that, organisations can be “thoroughly ethical”, OCI, CO, or
“thoroughly corrupt” (Pinto et al., 2008: 700).

Mazar, Amir and Ariely (2008a: 642) proposed that the causes of
dishonesty, though complex and driven by many factors, include cultural norms
and the strengths of a person’s own moral standards. Expanding on this, Fleming
& Zyglidopoulos (2009: 18-20) have suggested that in trying to understand the
reason for apparently normal citizens transgressing clear moral boundaries, it is
necessary to consider the dispositional and situational explanations. A
dispositional approach to corruption focuses on the individual and his or her
actions: that is, the corrupt person is someone who is “morally tainted and
psychologically primed for unlawful behaviour” (Trevifio & Youngblood, 1990: 378;
Arendt, 1963; Brass, Butterfield & Skaggs, 1998; Felps, Mitchell & Byington, 2006;
Tomlinson, 2009). These characteristics might be assumed to apply to Leeson,
but, there is no evidence that his behaviour was not normal outside his work place.

The situational explanation, on the other hand, places more emphasis on
the environmental forces that lead particular individuals down the path of corporate
illegality (Baucus & Near, 1991). However, as Fleming and Zyglidopoulos (2009:
27) have suggested, situational variables may “trigger” the dispositions latent in
certain individuals and not others because of differing personality traits, and this
may happen at any level, with or without collusion. This current research does not
examine personality traits, but does consider the effect of the situation on
individual and group behaviour. Enron and McLaren Mercedes had cultures that
encouraged the violation of the ethical standards of the wider societies they
operated within, but it is unknown whether any of the perpetrators were actually
morally tainted. Indeed, it is likely that at least some employees were not. In deed,

according to Sherron Watkins, former Vice President of Corporate Development,
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there were employees in Enron’s traditional regulated businesses who viewed their
employer as a stable utility company. It may have been impossible for them to
perceive what was occurring” (Beenen & Pinto, 2009: 284).

In their model, Fleming and Zyglidopoulos (2009) propose “agency” (individual
traits) and “structure” (social forces) as two of the many organisational forces in
business such as authority relations and peer pressure that may lead otherwise honest
people to participate in activities such as financial misdoings, fraud, unethical behaviour,
cheating and bribery. The first, agency, focuses on the choices, deeds and personality
traits of individuals who engage in corruption. The second, structure, consists of the
extra-individual social forces that might tempt otherwise law-abiding individuals to
engage in corruption. Continuing the emphasis on the processes and mechanisms of
corruption, Fleming and Zyglidopoulos (2009: 113) introduced a third factor, escalation.
They (p.105) argue that environmental systemic pressures within organisations
(structure) combined with individual choice, various personality attributes and beliefs,
along with a propensity for rationalisation, contribute towards the escalation of corruption
within organisations, and explain how “organisations, as entities, descend into
corruption” (Zyglidopoulos & Fleming, 2009: 104). The interaction between the elements
of agency and structure can drive the escalation of corruption within organisations, and
push corruption beyond what each element could have done on its own. While accepting
this model, this thesis does not explore escalation any further, except to discuss it as a
limitation in the final chapter.

To the extent that individual dispositional characteristics can be ignored in
any social situation, this research focuses on the relationships of the individual and
the situational (Trevifio & Youngblood, 1990) group factors in the occurrence of
corruption within organisations. Individual agency is discussed briefly in this thesis,

but it is not the primary focus of this research. Table 2.5 summarises the main
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points of this section.

Table 2-5 - Some models of corruption

Model

Historic reference

Implications for this research

Intentional /
unintentional illegal
activities

Baucus (1994)

Individuals may be involved in illegality
unknowingly - contextual and individual
choices

Corporate illegality /
occupational crime

Clinard (1983)

Occupational crime — individual benefit
Corporate illegality — organisation benefits
— contextual and individual choices

Individual / Hamilton & Sanders Corrupt behaviour dependent on type/level of
hierarchies / (1999) involvement

corporation

Private / Finney & Lesieur Individuals behave corruptly for own benefit or
organisational (1982) for a group — contextual and individual choices
beneficiary

Interactionist models

Ferrell & Gresham
(1985); Trevifo (1986)

Individual’s behaviour influenced by
organisational circumstances — e.g.
opportunity, threat, pressure, stress

OCls and COs

Pinto et al. (2008)

Corrupt behaviour from individuals and groups
endemic in organisations (CO) or operate
without organisational sanction (OCI)

Dispositional /
situational factors

Ashforth & Anand
(2003); Mazar et al.
(2008);

Trevifio & Weaver
(2003);

Corruption is context dependant;
Norms and individual characteristics apply

Agency, structure,
escalation

Fleming &
Zyglidopoulos (2009)

Corruption influenced by character or context;
Corrupt individuals, social forces and an
interaction between the two may affect corrupt
behaviour

These models differ in the decision-making processes they use to derive

their definitions. For instance, corruption may be judged on whether the beneficiary

is an individual or the organisation (e.g., Baucus, 1994; Clinard 1983; Finney &

Lesieur, 1982; Pinto et al., 2001); whether the perpetrators act on their own or as

an organisational unit (e.g., Ferrell & Gresham, 1985; Hamilton and Sanders,

1999; Pinto et al., 2001; Trevifio; 1986); or whether there is an interaction between

the individual and group factors (Baucus & Near, 1991; Mazar et al., 2008a;

Fleming & Zyglidopoulos, 2009; Trevifio & Youngblood, 1990). Figure 2.6 below

shows an enhancement of the model of corruption developed in the previous

chapter, and encompasses the discussions so far in this chapter. It includes the

components of dispositional/agency and situational/structure, showing that

Katie Porkess, The Business School, University of Exeter; March 2011 67



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
2. Corruption: Definitions and Models

individual and group factors may interact with each other to promote corrupt
behaviour. This thesis next turns to the final concept that will be discussed in this
chapter, and it puts business ethics in a framework of moral awareness,

judgement, intent and action.

Individual factors Group factors
Corporate
illegality
Organisational
benefit
Situational
Structure

Occupational
crime

Private benefit
Dispositional
Agency
Individual

Organisational factors

Hierarchies
OCls / COs
Organisational
culture

Extraneous factors

Opportunity

Figure 2-5 - Some organisational factors affecting corruption

2.2.2. Rest’s framework of ethical decision-making

Trevifio and Youngblood (1990: 379) have argued that ethical decision-
making behaviour has two major components. One is a behavioural-choice
component, because when faced with an ethical dilemma, individuals must choose a
course of action, and the other is a normative-affective component where individuals
struggle with their thoughts and feelings about what is right in the circumstances. On
the other hand, Callahan (2004: 105), in his book, Integrity, gave the example of Yale
law professor Stephen Carter who suggests that integrity requires three steps:
discerning what is right and wrong, acting on what has been discerned, and
acknowledging that an act takes place based on an understanding of right and

wrong. However, the model used in this present research is Rest’s Framework
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(1979, 1986), which has four steps — moral awareness, moral judgement, moral
intent and moral action.

As has been shown earlier, this research explores the notion that an
individual’s ethical orientation to the world is socially influenced rather than an
inherent characteristic (Bandura, 1986; Kohlberg, 1984). Rest’'s Framework (1979,
1986), based on Kohlberg’s (1976) six-step model (discussed further in Appendix
2), groups unethical behaviour into four categories. According to Rest (1979,
1986), ethical decision-making requires that individuals (1) recognize a moral issue
by having moral awareness, (2) make a moral judgement about the issue by
evaluating the alternatives and deciding what is morally right, (3) establish moral
intent regarding one’s behaviour by prioritising moral concerns, giving moral values
priority over other values, and making a decision, and (4) engaging with moral
action based on the intent by following through on moral intentions.

Rest (1986) argued that each component in the process is conceptually
distinct and that success in one stage does not imply success in any other stage.
T.M. Jones (1991: 368) explains that even a person with a well-developed sense
of moral judgment will not necessarily have the resolve to act morally, and finds
that much of the empirical research conducted in the context of this model has
involved either moral judgment (Rest, 1979, 1986), or the relationship between
moral development and action. The four concepts are discussed next in more
detail.
2.2.2.1. Moral awareness

Moral awareness means recognising that the issue at hand involves factors
that could detrimentally affect others’ welfare or operate against one’s own or
society’s ethical standards, the understanding that one’s actions could contribute

to those detrimental effects, and the sensitivity to realize how the outcomes of
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one’s actions may be at odds with personal or societal moral standards
(Butterfield, Trevifio & Weaver, 2000; Rest, 1986: 5-7). Social situations are not
easily interpreted, and that interpretation has powerful influence on subsequent
thought and action. This means that the ethical decision-making process must be
"triggered" or set in motion by the awareness of an ethical dilemma. Numerous
factors can affect whether someone recognizes an ethical issue. The most relevant
to this current thesis, given by Butterfield, Trevifio and Weaver (2000: 989) and
Trevifio et al., (2006), is that the perceived social context can play a pivotal role in
either promoting or hindering moral awareness by providing cues regarding how
issues should be interpreted. Because many ethical issues in organisations are
ambiguous, social cues can focus attention toward or away from the moral nature
of an issue. T.M. Jones (1991) and Rest (1986) have proposed that moral
judgement processes are more likely to be engaged if moral awareness is present.
No doubt, the participants taking part in the experimental studies for the current
research needed to be morally aware of the ethical considerations of the studies,
but this step is not analysed. However, once a person recognizes that a moral
issue exists, a moral judgement needs to be made (T.M. Jones, 1991: 383).
2.2.2.2. Moral judgement

Rest (1979: 247) proposed that when a person is confronted with a
situation or issue that he or she recognizes as having an ethical component or
posing an ethical dilemma, that person forms some overall impression or
judgement about the rightness or wrongness of the issue. For instance, Haslam
and Reicher (2007: 616) have suggested that Arendt’s (1963) concern was not just
that Eichmann was an ordinary man with ordinary motives. It was that he also
killed mechanically, unimaginatively and unquestioningly. For Arendt (1963), the

truly horrifying thing about Eichmann was that he had lost his capacity for moral
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judgement. Obsessed with the technical details of genocide (e.g., timetabling
transport to the death camps), he and his fellow bureaucrats had no awareness
that what they were doing was wrong.

Earlier in the thesis it was noted that not only did Milgram’s (1965, 1974)
findings support Arendt’s contention that unremarkable people can commit
remarkably cruel acts, but so too did his explanation mirror hers. In the
organisational context, the implication is that employees will participate in corrupt
behaviour because under pressure they tend to suspend their ethical judgement
(e.g., Enron, McLaren Mercedes, Renault). It is suggested here that this is what
happened with Hamilton at the Melbourne Grand Prix in 2009. Research into
ethical judgements suggests that they are a strong predictor of behavioural intent.
For instance, Vitell, Bakir, Paolillo, Hidalgo, Mohammed and Rawwas (2003: 156)
have found that “ethical judgement” was a significant determinant of behavioural
intentions.
2.2.2.3. Moral intent

According to T.M. Jones (1991: 386), once an individual has made a moral
judgement, he or she can decide what actions to take (or not take) regarding the
perceived ethical dilemma. Supporting this, Zimbardo (2008: 5) argued that evil
acts can be committed in many ways, but it is the intent, which implies individual
responsibility. “What makes an action particularly evil is intent ... in transgressing
moral rules.” T.M. Jones (1991: 386) cited the autobiographical account by Kermit
Vandivier (1972) of the "Aircraft Brake Scandal”, who never considered "blowing
the whistle" on his own company, even though the firm was about to deliver a
dangerously unsafe product. He knew what was "right”, but intended to do nothing
meaningful about it, revealing that there was a gap between his moral judgement

and his moral intent. Thus, individuals do not always form intentions to behave that

Katie Porkess, The Business School, University of Exeter; March 2011 71



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
2. Corruption: Definitions and Models

are in accord with their judgements, as various situational factors may act to
influence the individual otherwise.

Ferrell et al. (2002b: 115) have found that in reality, ethical dilemmas
involve problem-solving tasks in which the rules for decision-making are often
vague or in conflict, and it is not always clear whether the right decisions have
been made. In addition, a decision about what is morally "correct", a moral
judgement, is not the same as a decision to act on that judgement: that is, to
establish moral intent. For example, at the My Lai massacre, a soldier may have
decided not to fire on unarmed villagers (a moral judgement), but nonetheless may
have shot them anyway (failure to establish moral intent).

In their paper on unethical decision-making Kish-Gephart, et al. (2010: 2),
defined unethical intention as the expression of one’s willingness or commitment to
engage in an unethical behaviour. They also suggested that the context (the issue)
is of crucial relevance in moral decision-making. The influence of the context,
particularly salient others, on behaviour, has been shown in the examples given in
this thesis and will be tested in chapters 5-8. An individual's intentions and the final
decision as to what action to take (moral action) form the last steps in moral
decision-making.
2.2.2.4. Moral action

The final stage in Rest’s (1986) four-step model of ethical decision-making,
moral action, is to engage in some behaviour in regard to the ethical dilemma. In
Rest's (1986: 15) words, "Executing and implementing a plan of action . . . involves
.. . working around impediments and unexpected difficulties, overcoming fatigue
and frustration, resisting distractions and allurements, and keeping sight of the
original goal." Individuals do not always behave consistently with either their

judgments or intentions and establishing moral intent is not enough. This is a
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particular problem in the business context, as peer group members, supervisors,
and organisational culture may influence individuals to act in ways that are
inconsistent with their own moral judgements and behavioural intentions. Thus,
moral action is an interaction between individual moral judgement and intention,
and situational group influences.

As already mentioned in this document, this current research examines the
influence of peers and groups on corrupt behaviour (moral action). Unlike Rest
(1986), G.E. Jones and Kavanagh (1996: 514), found that behavioural intentions
are the strongest predictor of actual behaviour in general, and ethical behaviour in
particular. In addition, they (p. 512) found that in response to a situation (such as
an ethical dilemma), individuals generally behave in a manner consistent with their
beliefs, attitudes, and values and they act in accordance with their thoughts and
feelings. Because of the influence of groups on Rest’s Framework, the present
research also examines whether group-influence affects moral intent and moral
action, both of which are used in the empirical research described in chapters 6-8.
2.2.2.5. Rest’s moral framework and influence of groups

Previous findings show that for most people, peers and social circles play a
significant role in shaping their ethical beliefs, and that faced with an ethical
dilemma, individuals may look to the beliefs of others around them to evaluate
what is right or wrong in an act (e.g., Butterfield et al., 2000; Darley & Latané,
1968; Latené & Darley, 1968; Trevifo et al., 2006). Based on these findings, T.M.
Jones (1991) and Granitz and Ward (2001: 301-302) built on Rest’'s Framework
(1974, 1986) by introducing a social element. As with Rest (1974, 1986), this
provides a model that begins with the emergence of a moral issue from the
environment and the individual’s recognition of this moral issue. The individual

then enters the moral judgment phase and evaluates what courses of action are
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right and wrong. This leads to the formation of the moral intent. However, T.M.
Jones (1991) and Granitz and Ward (2001) add that influencing this process
throughout are individual, social and organisational determinants, as well as
characteristics of the moral issue (see Kish-Gephart et al., 2010). Elements in the
moral judgment stage and characteristics of the issue may compel an individual to
look to peers for guidance or consensus. G.E. Jones and Kavanagh (1996: 520)
have also found in two experiments designed to empirically test the hypotheses of
individual and situational variables, that peer influence significantly affected an
individual’s behaviour intentions. This is relevant in this research, examining, as it
does, the effect of group members on corrupt behaviour.

Granitz and Ward (2001: 299-300) have proposed that organisational group
boundaries (e.g., sub-units, teams, functions, departments) result in actual, as well
as perceptual, sharing in ethical reasoning and moral intent. Departmental
boundaries not only create stronger social ties within the group, but also variations
in ethical norms between groups within the organisation. Thus individuals will be
more likely to share in ethical reasoning and moral intent with members of their
own group than with members of other sub-units in the organization or even the
wider organization itself. Empirical evidence has established that, while both peers
and the organisation (senior management) may exert influence on the ethics of an
individual, the influence of peers is generally stronger than that of organisational
initiatives.

It has also been seen earlier that members of a group influence its norms,
which include moral reasoning and intentions. Consequently, group ethical
reasoning and intentions would influence group actions. Therefore, it is the
contention of this thesis that group-influence would affect moral action as well as

moral reasoning and moral intention. This suggests that moral awareness and
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judgement are, in turn, influenced by contextual group behaviour (moral action).
For this thesis, the implication is that there is a cycle that starts with moral
awareness, and continues through judgement, intent and action, and back to
awareness, with the group’s moral thinking being affected by the previous stage in
that cycle.

This proposed feed-back loop is shown in blue in diagram 2.6, which is
based on Rest (1986) and T.M. Jones (1991). It shows the ethical decision-making
model and the impact of situational factors such as opportunity, on ethical
decision-making. The aim of this current research is to establish, by examining
moral intent and moral action, under what circumstances groups (and teams in the

workplace) will behave corruptly in terms of unethical decision-making and

cheating.
Environment Characteristics and stages of moral decision-making and behaviour
Social,
Cultural, Moral Judgggfé ot Moral Intent — A/g)r:’g; ,;\ic:‘téo;:‘ -
Awareness - > - B > establishing >
Organisational recognising a making a moral moral intent moral
moral issie decision behaviour
influences A A T A

Group
——  Members >

Individual

‘—— moderators >

Situational

moderators, >
< e.g.
opportunity

< A 4

Influence of the context

Figure 2-6 - Ethical decision-making model showing the influence of groups
(based on Rest, 1986; T.M. Jones, 1991; and Granitz & Ward, 2001)
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Kish-Gephart, et al. (2010: 21) have argued that behavioural ethics
investigations rarely include both intention and behaviour in the same
investigation: their comprehensive search found only two studies that measured
unethical intention and behaviour within the same sample and they suggested a
strong and immediate need to do so in future studies. This finding is particularly
relevant to this current thesis as both these factors are addressed in the
experimental studies described in chapters 6-8.

Based on Rest’s framework of ethics (1979, 1986), this current research
examines the moral intentions and actions of small groups in the workplace. Using
the evidence from previous research, this thesis proposes that in developing their
ethical reasoning and moral intent, individuals may interact with others in their
groups, and that these ‘significant others’ will influence not only individuals’ ethical
reasoning, but also their moral intent and moral action. Here again, social groups
are seen to affect individuals’ unethical/corrupt behaviour. Table 2.6 summarises

the key concepts in this section.

Table 2-6 - Overview of a moral framework

Model Historic reference Implication for research
Rest’s Bernardi et al. (2004); Butterfield et al. (2000); Relevant for moral intent
framework - Darley & Latané (1968); Ferrell et al. (2002); Fiske  and moral action;

moral & Taylor (1991); T.M. Jones (1991); G.E. Jones & Influenced by contextual
awareness, Kavanagh (1996); Kohlberg (1981, 1984); Latané considerations

moral & Darley (1968); Rest (1979, 1986); Trevino et al.

judgement, (1998); Vitell et al. (2003);

moral intent,

moral action

Social Granitz & Ward (2001); T.M. Jones (1991); Moral reasoning and
component of a action dependent on
moral strength of identification
framework with peer groups;

Implies feedback loop
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2.3. Summary of chapter 2

In this chapter a model has been developed that shows that ‘corrupt’
behaviour in organisations can take many forms from clear cut cheating where
there is no ambiguity about either the action or the outcomes under any situation,
to unethical decision-making which can provoke debates as to the right and wrong
of the options taken in a specific context. This corrupt behaviour occurs within a
moral framework of awareness, judgement, intent and action. This revised model

is shown in figure 2.7.

Moral Framework

Moral Moral
judgement awareness

Moral
action

Individual factors Group factors
Corporate
illegality
Organisational
benefit
Situational benefit
Structure

Occupational
crime

Private benefit
Dispositional
Agency
Individual

Organisational factors

Hierarchies

OClIs / COs; CFs /
CCs
Organisational

Extraneous factors

Opportunity

Figure 2-7 - Model of corruption showing the effects of a moral framework
(Based on Rest, 1986; TM Jones, 1991; and Granitz & Ward, 2001)
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Having derived a definition and initiated a model that shows the multi-faceted
face of corruption, the thesis uses chapter 3 to explore different aspects of corruption
and so builds on the model. Chapters 5-8 describe the experimental studies that
demonstrate the influence of groups on unethical decision-making and corrupt actions.
This addresses to a degree the findings of Lefkowitz’s (2009: 86) and Kish-Gephart et
al. (2010), that very little empirical research has been conducted on presumed group-or
organisation-level influences on misconduct. Most of the reported research has been
conducted at the individual level of measurement and statistical analysis. This current
research addresses that imbalance and examines moral intent and moral action at the
group level and shows that identification with a group plays a pivotal role in corrupt

behaviour.
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3 Corruption: Debates and Underlying Concepts

| keep six honest serving-men
(They taught me all | knew);
Their names are What and Why and When
And How and Where and Who. (Rudyard Kipling, 1865-1936)

The aim of this research is to investigate whether corruption is influenced by
group behaviour, and whether stress is a factor in these acts. So far in this thesis a
model has emerged that places the interaction between individuals and groups at the
centre of corrupt behaviour in organisations. In the previous chapter a range of
definitions and meanings of corruption were discussed and an understanding of what
corruption signifies for this thesis was derived. Some established models were also
examined. Both the definitions and the models indicated that corruption can take many
forms, lying on a continuum from fuzzy unethical behaviour to clear-cut cheating. A new
model was introduced and developed, figure 3.1, that reflects these findings. This
diagram is reproduced from chapter 2. However, for simplification, the moral framework,

which is a factor in corrupt behaviour, has been removed as it is not relevant for the

discussions in this chapter. It will be reintroduced at a later stage.

Individual factors Group factors

» Corporate illegality

» Organisational benefit
» Situational benefit

» Structure

» Corporate rewards

* Group norms

» Occupational crime
» Private benefit

» Dispositional

» Agency

* Individual benefits
¢ Moral standards

Organisational factors

» Hierarchies

* OCIs/COs; CFs/CCs
» Organisational culture
* Sub-unit norms

Extraneous factors

» Opportunity

Figure 3-1 — Emergent model of corruption in organisations
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This model partly answers the call of Ashforth and Anand (2003) for
investigations into the differences between corruption on behalf of the organisation and
corruption against the organisation. The framework used in this chapter is that of
Kipling’s six honest friends, and explores why, when, where and how corruption is likely
to occur and who is likely to perpetrate corrupt acts, the what having been discussed in
the previous chapter. This is done by reflecting critically on existing literature, and by
drawing together and integrating existing theories and models. Several models are
examined in this chapter, each in the light of one or more of the five items. In the first
section, the organisational structure is scrutinised for its propensity to facilitate
corruption. The next section discusses whether corruption in organisations is the result
of activities of individuals, groups or an interaction between them. The third section
focuses on some mechanisms of corruption that commonly exist in organisations.
Finally, the chapter discusses the environmental and managerial conditions within
organisations that may lead to corruption. Each of these sections demonstrate the
importance of the smaller organisational unit (the group) in corrupt behaviour.

3.1. Where does corruption occur?

“A great deal of scattered and unorganised material indicates that white-collar
crimes are very prevalent” was Sutherland’s finding in 1949a (p. 10). In her book,
Eichmann in Jerusalem, Hannah Arendt (1963: 233) wrote that, “the lesson of countries
to which the Final Solution was proposed is that ‘it could happen’ in most places but it
did not happen everywhere.” Callahan (2004) expressed concern that cheating had
increased, particularly in the United States, during the previous two decades, and that,
inter alia, it can take the form of corporate scandals, the use of illegal steroids by
athletes, and plagiarism by journalists and students. These examples reflect the growing
range and pervasiveness of corruption. This section attempts to answer the question,

where does corruption occur?
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3.1.1. The extent of corruption

That corruption can pervade all aspects of a business is clear from the findings of
previous research. For example, Ashforth et al. (2008) have shown that, if left to develop
by itself, corruption has the ability for dire and pernicious consequences in workplaces:

If corrupt individual acts are left unchecked, they can spread to other

individuals and magnify in scope and audacity, in ways that can

eventually transcend individuals and groups and become embedded

in the very culture of an organisation and industry. Ashforth, Gioia,

Robinson & Trevifio (2008: 671)

This means that isolated acts of corruption by individuals can coalesce into
becoming group activities, ultimately, possibly, involving the entire organisation, as was
seen in the case of Enron. Ashforth et al. go on to suggest (p. 675) that even if the
causes of corruption are not entirely systemic, the consequences can be. The resulting
corruption can become deeply ingrained and intractable. The case studies of Enron,
SocGen and McLaren Mercedes, show this to be so. Referring to deceit, Fleming and
Zyglidopoulos (2008: 841) have found that, “When the lying increases in severity, it also
tends to become more pervasive within the organisation as larger numbers of people get
involved.” They further suggested that the more severe corruption becomes:

the more likely it is to transcend the span of control of a particular

individual or sub-unit. That is, more people will need to participate in

the deception when its severity outstrips the control of an individual

or group in the organisation. Over time, more organisational mem-

bers will be persuaded, enticed, coaxed, threatened or socialised to

join in. Fleming and Zyglidopoulos (2008: 841)

This means that once corruption is wide spread and/or embedded in an
organisation, it is difficult to rout out. Additionally, as Ashforth and Anand (2003) pointed
out, an organisation may impose processes and structures to inhibit corruption against
it, but the same organisation may not discourage corruption on its behalf. This was

exemplified in the case of Kerviel where his colleagues in SocGen, including his

supervisor, were aware of his activities, but did not stop them as the bank was benefiting
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from the transactions (Stewart, 2008). Therefore, it seems that, corruption can occur
anywhere, and at the same time everywhere, within an organisation, across all functions
and at every level within each.
3.1.2. Corruption as isolated acts or organisation-wide action

As seen earlier in this thesis, Pinto et al. (2008: 688-690) have suggested that
corruption in organisations can manifest itself through two distinct phenomena: OCls, in
which a significant proportion of an organisation's members act alone or collusively in a
corrupt manner primarily for their personal benefit, but to the detriment of their
organisation, as exemplified by Leeson, Kerviel, Skilling; and COs, in which a group of
organisation members, directly or through their subordinates, act in a corrupt manner for
the benefit mainly of the organisation as seen in Siemens, Enron, Mercedes Mclaren
(see also Ashforth & Anand, 2003). Adding support to this perspective, Shover and
Hochstetler (2002: 3) refer to research that shows that corruption undertaken by
individual officers in police departments can become so endemic that the department
itself can be considered corrupt.

An anecdotal case known to the researcher tells the story of a new recruit into a
local police force in Australia with a reputation for corruption. One morning the new
recruit found a bundle of money on his desk. There was no explanatory note. Reluctant
to draw attention to himself or seemingly accuse colleagues of corrupt practices, he put
the money in a drawer in his filing cabinet, and in the days that followed kept a low
profile. A few weeks later he found more money on his desk, and again, he put the
money in his filing cabinet, and kept his head below the parapet. This pattern was
repeated several times over a long period. After a time, fearful that the money would be
found and explanations sought, he took the money home and buried it in his garden.
Thereafter, any sum of money left on his desk, met with the same treatment. After a few

years, his house required repairs and extensions and feeling himself safe, he used the
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money in the garden for that. After that, there was no going back. In fact, it can be
argued that when he did not bring the initial sum of money to his colleagues’ attention,
he had accepted their ethics and values, and had started on his journey of corruption.
Needleman and Needleman (1979: 525-526), additionally, have distinguished

between organisations that can be crime coercive (CC) or crime-facilitated (CF). In CF
systems, in which lax structural conditions, the measures necessary to control internal
crime, encourage illegal acts by members of the corporate system and/or those they
come in contact with as customers or clients, and the crime is incidental to
organisational goals (e.g., SocGen and Siemens). This points to a group of individuals
acting together corruptly, even when (presumably) individually they would not, and
reiterates the importance of interaction between individuals and group forces in corrupt
behaviour, without the direct or indirect involvement of the organisation at any level. In
CC systems, structural conditions compel illegal acts by members of the corporate
system and/or those they come in contact with as customers or clients, so that the crime
directly furthers organisational goals, as in the case of McLaren Mercedes, Renault and
Enron (see also Kelman & Hamilton, 1989). Pressure applied by group members to
cheat (CC conditions) is examined in the experimental studies 2 to 4, (chapters 6-8) and
corruption is facilitated by study conditions which provide opportunities to cheat.
3.1.3. The effect of size of organisations

Simpson and Piquero (2002: 510) have found that the size of a business can
facilitate corruption (illegality) by isolating pockets of managers from one another,
limiting oversight, and encouraging secrecy (see also Daboub, Rasheed, Priem & Gray,
1995; Brief, Buttram & Dukerich, 2001). According to Baucus and Near (1991: 31), large
firms provide more opportunities to engage in illegal activities than small ones as the
former size may make it easier to hide illegal activities. Rules, procedures, and other

control mechanisms often lag behind the growth of a firm, providing managers with an

Katie Porkess, The Business School, University of Exeter; March 2011 83



The Stressful Business of Corruption: The Relationship Between Social Identity Threat, Stress and Corrupt
Group Behaviour
3. Corruption: Debates and Underlying Concepts

opportunity to behave illegally/corruptly until internal rules are developed that proscribe
such behaviour.

But, larger organisations differ from smaller firms not only in size, but also in
structure. While larger businesses are multi-layered, smaller ones are flatter in structure.
Pinto et al. (2008: 695) suggested that aspects of organisational structure could facilitate
corruption and they mention not only processes and tasks, but also positional
relationships and hierarchical levels. Each type of such structural opportunity could give
rise to a different type of organisational corruption (see also Hamilton & Sanders, 1999:
231). Corrupt practices in organisations include and impact on lower-level units including
individuals and groups, as in crimes of obedience (Kelman & Hamilton, 1989). According
to Kulik, O’Fallon and Salimath (2008: 703), the emergence of Enron as a corrupt
organisation from a position of repeatedly winning awards as America’s most innovative
company and best place to work, needs to be examined both from the perspective of the
top-down influence processes of the firm’s corrupt executives (e.g., Skilling) and through
a theoretical explanation of the emergence and spread of unethical behaviour across
Enron’s lower levels.

Interestingly, Granitz and Ward (2001: 300) have suggested that organisational
structure can influence cognitive structure. Individuals in organisational subgroups
interact more frequently with one another, and thus share unique cognitive structures.
Cognitive sharing can be especially strong among departmental members because they
may share values in a common functional context. Therefore, peers may influence an
individual with different ethical perspectives from those of the organisation and
subcultures of ethics may form within organisational group boundaries. For example,
when Victor and Cullen (1988) asked managers to describe how their organisation
approached an ethical dilemma, they found significant difference across sub-units in the

organisation. This points to theoretical and empirical evidence which suggest that
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individuals are more likely to share ethical reasoning and moral intent within their own
group members, than with members of another group or with the wider organisation.
The implication of this for this current research is that even within large organisations,
corruption can occur in isolated groups, the members of which are united within and by
a group’s culture, that may not correspond to formal organisational structures (e.qg.,
Siemens, McLaren Mercedes). Therefore, it seems that, this is most likely to happen in
local and smaller groups with (e.g., Enron, McLaren Mercedes) or without the support or
knowledge of the wider organisation (e.g., SocGen, Siemens), and this is discussed
next.
3.1.4. Corruption in local or small groups

So far, this present research has identified that corrupt behaviour can occur
at any level in an organisation, can be present in any function, and can be
perpetrated under a range of conditions and by individuals or groups, large and
small. This thesis next considers the role of the small group in corrupt behaviour.
This can happen in two ways. The first is, as Brief et al. (2001: 480) have
suggested, that splitting operations into smaller tasks and subtasks have the effect
of masking the final outcome to employees. In such situations, an employee
focuses on wanting to make a favourable impression and moral considerations
related to the finished product may not occur. The result is that, “in an organisation
where work roles are narrowly defined and highly standardised, the potential exists
for the mindless, mechanised production of wrongdoing on a grand scale” (Brief et
al., 2001). In chapter 2, it was seen how Eichmann and his fellow bureaucrats,
obsessed with the technical details of railway time-tabling lost awareness that they
were contributing to genocide (Haslam & Reicher, 2007: 616). Equally, Siemens
employees, intent on winning contracts lost sight of their wrong-doing in

participating in bribery.
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The second way corruption can flourish in small groups is that localised norms
are likely to develop and these may be corrupt ones, even if the wider organisation is not
(e.g., Siemens). Ashforth and Mael (1989: 29) have given reasons for focusing on the
behaviour of sub-units (teams and groups) in organisations. First, because individuals in
immediate workgroups depend closely on each other in performing their tasks, there is a
greater need for, and ease of, interaction. Second, given that people tend to compare
their emerging beliefs with similar others (see Festinger, 1954: 126) and that
interpersonal and task differentiation are greater between, than within, sub-units, it is
likely that individuals will look first to team-members and workgroup peers for
behavioural norms. Third, this inter-dependence, proximity, and similarity may facilitate
social influence, an issue of crucial importance in this current research (see Tajfel, 1978;
Tajfel & Turner, 1979; J.C. Turner, Hogg, Oakes, Reicher & Wetherell, 1987). Although
this research of Ashforth and Mael (1989: 29) was carried out with newcomers to
organisations, the results can be expected to apply to temporary teams such as those
used for experimental studies, because such groups are like newcomers, in that their
emerging situational definitions and self-definitions are apt to be largely specific to that
small group. Consequently, Ashforth and Mael’s (1989: 29) research findings are
accepted as valid and relevant for this thesis.

Ferrell, Fraedrich and Ferrell (2002c: 140-143) have suggested that there are
two main categories of small groups that affect ethical behaviour in business. They
define a formal group as an assembly of individuals that has an organised structure
accepted explicitly by the group. Such groups may provide the conditions under which
co-workers and significant others within the organisation can influence ethical decision-
making (e.g., the Boards at Enron and WorldCom). Most organisations also have a
number of informal groups composed of individuals who have similar interests while not

being part of an explicit organisational structure and who band together for purposes
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that may or may not be relevant to the goals of the organisation, but nonetheless, have
the opportunity to make ethical decisions jointly with those with whom they interact
regularly (e.g., the corrupt bid-teams at Siemens looking for new contracts).

In both types of groups, the members develop expected norms of behaviour
(Ferrell et al., 2002c: 144). Just as corporate culture establishes behaviour guidelines for
members of the entire organisation, so group norms have defined acceptable and
unacceptable behaviour within a group; in particular, group norms define the limits of
deviation from group expectations. Most groups, for example, develop a general
understanding of behaviour considered right or wrong, ethical or unethical, just as within
the wider organisation, and employees learn ethical behaviour from group members and
co-workers within their organisational environment. That is, otherwise honest people
may engage in questionable practices as a result of their identification with the social
and cultural environment of a corrupt organisation, or a sub-unit of it (Ashforth et al.,
2008) and such unethical group norms affect the behaviour in both formal and informal
groups.

Indeed, Moreland, Levine and McMinn (2001: 90-91) have found that work
groups have more influence on people than do the organisations themselves (see also
Brief et al., 2001; Ferrell et al., 2002). Some of their studies demonstrate that people
from different workgroups in the same organisation often think, feel, and act in distinct
ways. Other studies show that workgroup norms are good predictors of workers
behaviours, often better than organisational norms or feelings of organisational
commitment among workers (see Ellemers, De Gilder, & Van den Heuvel, 1998). The
outcome is that immediate groups often are more salient "than a more abstract,
complex, secondary organization" (M.E. Brown, 1969: 353).

Further, Scott (1997: 98-99) has found that stable, long-standing work teams

with shared histories resulting from embedded, static, bureaucratic, structures with fixed
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boundaries that clearly distinguish them from other groups in the organisational setting
(see also Granitz & Ward, 2001: 299-300), readily develop their own culture. Felps,
Mitchell and Byington (2006: 180) have given additional reasons for focussing on corrupt
behaviours in small groups: that (1) any behaviour will be particularly impactful in small
groups, which are often characterised by a high degree of interaction and
interdependence; (2) as a consequence, small groups tend to be less tolerant of non-
conformative behaviours than independent individuals and so, members of small groups
have a greater motivation to identify and address any behaviour, that threatens the
group; (3) small groups are more easily able to respond to negative group member
behaviour; and (4) small groups tend to have consensual forms of behaviour that is
negotiated and reinforced through recurring interaction and discussion, thus, facilitating
coordinated responses. In sum, it is in the small group that a negative group member
will have an increased impact, but also where the group will have more restrictive
standards, social norms about appropriate behaviour, and the potential to build
coalitions. The implication for this current research is that small teams with well
established, but isolated, cultures may easily harbour corrupt behaviour, unknown to the
rest of the business, and that corrupt behaviours can occur in any group setting, formal
or informal, permanent or fleeting, in any organisation.

These findings provide powerful reasons for focussing on small groups for this
current research. People may choose to act in ways that please the members of their
work groups but displease the organisation. In line with this argument, the experimental
studies for this present research examines the case of corrupt behaviour in small groups
in order to shed more light on their workings. Table 3.1 below summarises the main

points in this section.
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Table 3-1 - Effects of organisation boundaries on corrupt behaviour

Model

Historic reference

Implications for this research

Extent and spread of
corruption

Ashforth & Anand (2003); Callahan
(2004); Fleming & Zyglidopoulos
(2008); Kulik et al. (2008);
Sutherland (1949a);

Groups, norms and culture
set organisational standards;
Corruption may be endemic;
Local norms may go against
company interests;
Behaviour patterns may be
set locally in sub-units

Effect of size of
organisation - Corruption
transcends organisational
structures;

Corruption more likely in
large firms rather than
smaller ones

Ashforth et al. (2008); Baucus &
Near (1991); Brief et al.
(2001);Daboub et al. (1995); Ferrell
et al. (2002); Granitz & Ward
(2001); Kelman & Hamilton (1989);
Kulik et al. (2008); Pinto et al.
(2008); Simpson & Piquero (2002);
Victor & Cullen (1988); Yeager
(1986);

Corruption can occur within
any groups, across functions;
though top-down processes
(orders and directives) and
lower level relationships;
Isolated pockets of individuals
can harbour localised corrupt
culture

Organisational triggers
may facilitate corruption;
Sub-unit culture;

OCls and COs;

CCs and CFs

Fleming & Zyglidopoulos (2009);
Grantiz & Ward (2001); Needleman
& Needleman (1979); Pinto et al.
(2008); Victor & Cullen (1998)

Organisational norms may
trigger and facilitate
corruption;

Influence of culture of the
sub-unit is stronger than that
of the whole organisation;
Influence from members
within groups is stronger than
that from outside groups

Small groups — formal
and informal;
Significant others

Brief et al. (2001); Felps et al.
(2006); Ferrell et al. (2002);
Festinger (1954); Moreland et al.
(2001); Scott (1997);Tajfel (1978);
Tajfel & Turner (1979); J.C. Turner
et al. (1987);

Local and small groups on
affect ethical behaviour

3.2

Who is likely to behave corruptly?

So far, this thesis has developed a definition, explored some related models, and

investigated contextual reasons behind business corruption. The question of

perpetrators is addressed next. Clegg, Kornberger and Rhodes (2007: 108-109) have

posed the question as to whether ethics is an individual or an organisational issue.

Some researchers argue that ethics is a fundamentally individual responsibility (e.g.,

Arendt, 1963; Brass, Butterfield & Skaggs, 1998; Felps et al., 2006), whereas others

have insisted that ethics is guaranteed in and through bureaucratic structures (e.g.,

Ferrell et al., 2002; Kelman & Hamilton, 1989; Needleman & Needleman, 1979; Pinto et
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al., 2008). Victor and Cullen (1988) found in their empirical study that ethical climate is
determined by contextual factors, including the wider socio-cultural environment, the
organisational form and the specific history of an organisation. Bartlett (2003: 233)
recommends that business ethics need to be addressed at both the individual and the
organisational level of analysis.

The maxim, a bad apple spoils the barrel, captures the idea of negative
individuals having a harmful effect on others. Trevifio and Youngblood (1990: 378),
Brass et al. (1998), T.M. Jones and Ryan (1997) and (Trevifio, 1986) classified
corruption into two types: characteristics of the individual, “bad apples”, and the
organisational environment, “bad barrels”. According to the bad apples argument,
unethical behaviour at work is the result of “rotten” individuals, whereas bad barrels
reflect the unwholesome characteristics of the more general organisational environment
that relate to ethical norms, ethical culture, and codes of conduct (e.g., Baucus & Near,
1991; Brief et al., 2001; Hill, Kelley, Agle, Hitt & Hoskisson, 1992; Sonnenfield &
Lawrence, 1978; Trevifio & Youngblood, 1990). In the case studies of chapter 1, Leeson
would be a bad apple, and Enron, a bad barrel.

Developing this metaphor, Burke (2009a: 3) added the concept of “bad
orchards”, when much of an industry participates in shady ways of operating, as
KPMG’s (2009) Fraud survey shows. This is also exemplified by the recent and ongoing
exposés of the financial services industry (Treanor, 2010; Masters, 2009; BBC
MoneyBox, 2003), which indicates an industry culture in which deception, lies and
withholding of facts are widespread. In another example, in the late 1970s, the
pharmaceutical industry had a bad press in Northern Nigerian, partly because of the
unethical and corrupt practices of their sales representatives. The Chief Medical Officer
(CMO) of a teaching hospital in that region, personally known to the researcher, found

himself caught up in a system of bribery and “dash” given to doctors and other influential
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people by sales representatives of international pharmaceutical companies in order to
win contracts for their products. The CMO was under pressure from individuals both
within and outside the university and the hospital to approve, on non-medical grounds,
particular brands of medications and to endorse specific brands of infant formula. Those
who were a part of this corrupt system received extravagant gifts, including luxury cars.
Others, such as the local Chief, were aware of this situation, and at the very least,
turned a blind eye. The situation came to a head when students learnt of this and staged
riots, demanding the resignation of the Dean of the Medical School who had to flee for
his life. In the aftermath, the CMO took early retirement, unable any longer to cope with
the stress of working in such a culture. It is not known whether the others involved
experienced stress as well but what is known is that the sales representatives were
themselves put under great pressure by their pharmaceutical companies to meet their
sales targets. In this example, individuals behaved unethically for their own gain (their
commission), but also under pressure from the companies they were representing, who
were part of an industry-wide phenomenon. This thesis addresses bad orchards briefly
later in the thesis and the research findings would also apply to group behaviour in the
separate businesses within a particular industry.

3.2.1. Is corruption a matter of bad apples?

The bad apples argument attributes unethical behaviour in the organisation to “a
few unsavory individuals” (Simpson, 1987) lacking in some personal quality, such as
moral character, a lack of integrity, self-control and empathy and Ashforth et al. (2008:
672) suggested that in the bad apple perspective corruption can be eliminated if only
organisations can detect and expel corrupt individuals. Baucus and Near (1991: 31) also
referred to the concept of bad apples as predisposition which indicates a tendency or
inclination to participate in certain activities, (which may be illegal/corrupt ones), over

other legitimate activities as result of socialisation or other organisational processes.
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Trevifio and Youngblood (1990) have suggested corrupt behaviour is likely to occur as a
result of low levels of cognitive moral development (see also Trevifio, 1986), or as
included in the list by Ashforth et al. (2008: 672) even as a result of a diagnosable
psychopathology! Tomlinson (2009: 232) has suggested that in line with the “individual
differences orientation”, theft by employees may be viewed as occurring due to certain
personality and/or demographic characteristics that predispose them to steal, and,
therefore, the most appropriate strategy for reducing theft is to identify those individuals
most prone to this kind of behaviour and take appropriate steps to prevent it.

Felps et al. (2006: 176-177) argued that, in some cases, a single, toxic team
member may be the catalyst for group-level dysfunction, as seen in the example of
Ebbers and Sullivan of WorldCom. This echoes Brass et al. (1998: 14) who state that
the bad apples argument “can attribute organisational unethical behaviour to the
personal characteristics of individuals.” Thus, the bad apple perspective suggests that
all individuals have the ability to make choices regarding right and wrong, and that
ultimately environmental or social pressures cannot be blamed for corrupt acts. These
approaches echo the agency approach of Fleming and Zyglidopoulos (2009: 113), the
dispositional approach of Mazar, Amir and Ariely (2008) and the corrupt individual of the
OCI/CO model of Pinto et al. (2003) discussed earlier in this thesis.

3.2.2. Obedience to authority

However, one situation in which many people will mostly behave corruptly no
matter what their personal ethics are, is in the matter of following orders, that is, in the
act of obedience (e.g., the My Lai massacre; the Milgram experiments). The phrase from
Arendt’s book (1963: 252), “...banality of evil’ is well-known. She was reporting on the
trial of the Nazi, Adolf Eichmann, and although she concluded that he was, “a relatively
ordinary man”, Eichman was convicted on all 15 points of his indictment, “Crimes

against Jews, with intent to destroy the people.” But Eichman himself claimed that he
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was simply following orders. Arendt (1963: 233) wrote, “under conditions of terror most
people will comply, but some people will not.” Arendt further suggests that not everyone
in Eichman’s position would have simply “followed orders” and acted as he did; some
would have chosen not to obey, “regardless of the repercussions that such a decision
may provoke” (Fleming & Zyglidopoulos, 2009). They would have refused, left or
disobeyed and used other strategies of non-conformation (Arendt, 1963: 233). Thus,
Arendt suggests that some people will behave heinously simply because they do not
see a reason not to do so (bad apples), whereas others will refuse to participate in such
behaviour no matter what the consequences. As Arendt (1963: 233) wrote, “The
individual always has the choice, ultimately, of refusal, irrespective of the adverse
consequences that they may face as a result”. According to this view, even in obeying
orders that cause harm, the bad apple phenomenon is present. The implication for an
organisation is that, under orders, some people will behave corruptly no matter what,
whereas others may refuse to do so.

Research by Milgram (1965) has shown that under orders individuals are
capable of performing acts that any reasonable observer would consider cruel and
ruthless, and that these acts are normally outside the moral behaviour pattern of these
perpetrators. Further details are given in Appendix 3, but, in short, Milgram’s (1974)
comments show that under conditions of authority, people will overwhelmingly obey
orders, even when they have the option not to do so. To paraphrase Milgram’s (1965:
57) statement, in the workplace, if a manager tells an employee to behave corruptly, that
person is more likely to do so than not. This behaviour was seen in the examples of
Enron, McLaren Mercedes and Renault, where, caught up in the norms of the
organisation, and under directives from superiors, the employees involved found it
virtually impossible not to behave corruptly. That is, corrupt behaviour, if ordered by a

manager, is rarely refused.
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A commonly offered explanation of the Milgram (1974) experiments is that those
who shocked the victim at the most severe level were monsters, the sadistic fringe of
society. But almost two-thirds of the participants fell into the category of “obedient”
subjects. Indeed, as Milgram (1974: 7) himself concluded after witnessing hundreds of
ordinary people submit to the authority of his experiments, “Arendt’s conception of the
banality of evil comes closer to the truth than one might dare imagine. The ordinary
person who shocked the victim did so out of a sense of obligation - a conception of his
duties as a subject -- and not from any peculiarly aggressive tendencies.” Milgram
(1974: 7-8) continued, “That is, perhaps, the most fundamental lesson of our study:
ordinary people, simply doing their jobs, and without any particular hostility on their part,
can become agents in a terrible destructive process.” Similarly, Arendt (1963) contended
that the prosecution's efforts to depict Eichmann as a sadistic monster were
fundamentally wrong, and that he came closer to being an uninspired bureaucrat who
simply sat at his desk and did his job. As she reported, Eichmann was repeatedly tested
by psychiatrists who were to decide whether he was insane, and the tests showed that
he was quite normal. Some doctors even reported that he seemed to be a very nice,
personable man.

In the world of business, however, this means that no matter how difficult the
circumstances may be, some people would not succumb to the demands of corruption.
In the examples used for this thesis, not everyone would have acted as Enron CEO, Jeff
Skilling, when confronted with their problems, issues and circumstances. Indeed, when
Sherron Watkins discovered the “elaborate accounting hoax”, she sent a seven-page
document, to late Chairman Ken Lay, laying out her concerns about Enron's “funny”
accounting and "working for a company that manipulates their financial statements"
(Beenen & Pinto, 2009; Pasha, 2006), that set in motion events that exposed Enron’s

corrupt accounting practices. In their explanation of how people, pressed to commit
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crimes choose or decline to participate, Kelman and Hamilton (1989) found that when
people violate some element of what society requires of them, they feel a mixture of fear
of sanctions, distress from failure, and regret for not living up to espoused values
themselves (see also Ashforth & Anand, 2003; Fleming & Zyglidopoulos, 2009). These
are all powerful enforcers of the person's tendency to do what society asks of him or her.
Even if society asks that individuals obey orders resulting in evil outcomes, these social
forces move the person toward obedience. In the context of a business, this would imply
that in an organisation, or a sub-unit of it, employees would prefer to behave corruptly
rather than to risk sanctions from colleagues. It seems that, it is socially and situationally
acceptable for employees to behave corruptly rather than antagonise colleagues.
Consequently, just as Arendt found that some people would not comply with orders, in
the business world, this implies that for corrupt behaviour to occur, choice, deliberation
and decision-making are needed, and exit strategies and other options such as whistle-
blowing are always possibilities. This concept is developed further in chapters 6 and 7.
3.2.3. Is corruption a matter of bad barrels?

Whereas the bad apples argument attributes unethical behaviour in the
organisation to noxious individuals lacking in some personal quality such as moral
character, the bad barrels argument suggests that something in the organisational
environment contaminates otherwise good apples (e.g., Trevifio & Youngblood, 1990:
378). Indeed, Victor and Cullen (1988) suggested that an organisation’s ethical culture
influences a bad barrel outcome. Taking this argument further, Baucus and Near (1991:
31) explicitly did not make the assumption that employees and managers subscribe to a
different set of ethical standards than the rest of society, but they recognised instead,
that organisations, and industries, can exert a powerful influence on their members,
even those who initially have fairly strong positive ethical standards. For instance,

Tomlinson (2009: 232) referred to employees engaging in theft because they believe it is
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socially acceptable to do so. This would seem to explain the situation at Enron, but not
the actions of, for example, Hamilton or Kerviel.

Additionally, the findings from the Milgram (1974) experiments suggest that the
bad apple was not always necessarily so, but rather a good apple turned bad in a
particular barrel. In a business context, this was exemplified by Hamilton in Melbourne,
who cheated in his workplace, although according to his own assessment, is normally
an honest person. Thus, the bad apple argument moves away from the bad apples
concept of unethical dispositions, and helps to identify the decision-making mechanisms
and processes that encourage some individuals to be more prone to corrupt actions.
This approach is supported by Fleming and Zyglidopoulos (2009: 68-69), who
suggested that ethical people may enter into unethical situations that lead them to
participate in forms of illegality that they may otherwise have avoided. Examples of this
theory are provided by the many individuals who entered organisations as good
corporate citizens, like those in Enron, SocGen, Siemens, McLaren Mercedes, and the
sales representatives in Nigeria, who were slowly, but surely, drawn into a system of
corrupt practices that would have been difficult for them to avoid or escape. Thus, again
it appears that corrupt behaviour in organisations stems from an interaction between
individuals and groups, and not merely the actions of bad apple individuals or the effect
of bad barrel organisations.

Consequently, Brass et al. (1998: 16) found that, “Many researchers have
abandoned the bad apples/bad barrels dichotomy, suggesting that ethical/unethical
decision-making and behaviour involve complex interaction between individual and
organisational forces.” Through shared values, tastes and functional concerns,
employees are more likely to reach agreement on an issue (Ferrell & Gresham, 1985)

and this interaction creates exposure to significant others’ ethical beliefs and a shared
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frame of reference emerges. As Ashforth et al. (2008) suggested, the perpetrators of
corruption may be viewed as:

A coherent group ...acting with intent and in concert for the putative

benefit of their organisation ... Their corrupt actions on behalf of the

organisation, therefore, implicate the entire organisation. Ashforth,

Gioia, Robinson & Trevifio (2008: 679)

Examining how people can commit heinous crimes, Zyglidopoulos and Fleming
(2009: 110) used the moral of the Greek play, Oedipus Rex, to make the point that
nobody is safe from becoming evil: under the right conditions anybody can turn to evil.
Research into the My Lai massacre (Kelman & Hamilton, 1989: 1-22) has shown that
not all the US soldiers obeyed the order by Lieutenant Calley to shoot the group of
unarmed elderly men, women and children. Some soldiers argued with Calley and one
of them (PFC Carter) even shot himself in the foot to avoid carrying out the order,
revealing that some soldiers chose to not obey: that is, not all of them were bad apples.
In the context of the war situation, which by its very nature was exceptional, and in the
absence of information or evidence that these men were unusual in other ways, it is
suggested here that, it was the situational environment that led the soldiers who carried
out the orders to behave so atrociously.

3.2.4. Is corruption a result of bad cases?

This notion of corruption as an outcome of the interaction between individuals
and groups, but also dependant on the circumstances in which they find themselves is
expanded on next. Zimbardo (1969, 2008) found in his Stanford prison experiment that
24 normal, middle-class, college students randomly assigned to the roles of “prisoners”
or “guards”, were capable of committing shocking acts of degradation and turned into
sadistic individuals in less than a week, just by being asked to play the role of a guard in
a hypothetical jail. Zimbardo (2008) reports that the students became so cruel towards

their fellow students that two of the prisoners left early, and he had to stop the

experiment after only six days, even though it was supposed to run for two weeks. This
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suggests that apples turn bad only if their barrels have the conditions that encourage
them to do so and that within a business, anyone can behave corruptly given the right
set of circumstances.

Ashforth and Anand (2003: 2) agreed with Darley (1996: 13) who argued that the
typical evil action is inflicted on victims “... by individuals acting within an organizational
context” rather than by, “evil actors carrying out solitary actions”. This point was taken
up by Ashforth et al. (2008: 678), who suggest that what is needed to explain corruption
is a blending of bad apples and bad barrels: it is not solely that bad apples make bad
barrels (e.g., Felps et al., 2006: 176) nor is it entirely that bad barrels make bad apples,
but there is an interaction within and between the two: that some good apples can turn
bad in some barrels (Ashforth et al. 2008: 678). Lending support to this view, Brass et al.
(1998: 14) have argued, neither the perspective of individuals acting in isolation nor the
view of individuals obedient to cultural norms is adequate to explain behaviour.
Likewise, Trevifio (1986) suggested that neither the individual bad apples perspective
nor the organisational/societal bad barrels perspective fully explains unethical behaviour
in organisations.

To the interaction between bad apples and bad barrels, Kish-Gephart, Harrison
and Trevifio (2010: 2) recently added the element of the ethical issue itself, the “bad
cases”, which includes organisational environmental characteristics of ethical climate
and culture. Kish-Gephart et al. (2010) considered how aspects or circumstances of a
particular ethical dilemma being faced (T.M. Jones, 1991) might provoke or prevent
unethical choices. Thus, bad cases are context-sensitive and vary with the specific
circumstances being faced at the time.

Supporting this view, Beu, Buckley and Harvey (2003: 89) and Brass et al.
(1998) have suggested that social relationships not only mutually interact with

characteristics of the individual and organisation in influencing unethical behaviour, but
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are also dependent on the ethical issues in question. Employees solve ethical dilemmas
based on their individual characteristics, the culture in which they are embedded, and
the realities and relationships of the work situation (the issues). Earlier, Ferrell et al.
(2002a: 21) also found that individuals learn ethical or unethical behaviour not only from
society in general but also from superiors, peers, and subordinates with whom they
associate in the work environment. The more a person is exposed to unethical decisions
by others in the work environment, the more likely he or she is to behave unethically
because the specific context raises particular issues. For example, G.E. Jones and
Kavanagh (1996: 512) argued that in a weak organisational culture, peers provide the
normative structure, or guides to decision-making, because peers set the standards and
serve as referents for behaviour. That is, in organisations where ethical standards are
vague and supervision by superiors is limited, peers may provide the most guidance in
an ethical decision-making with the issues in question. Here again, the influence of the
group in corrupt behaviour is evident.

Indeed, Borgerson (2007: 495) cited Darwall (1998: 224) who found that the idea
is not that individuals should involve others in their deliberations because they will help
them come to the right decision, but rather that the question is always what to do in light
of the various relationships people have with others and that there is no way of
specifying the right decision independent of others’ input. And since the relevant
relationships are often reciprocal, appropriate deliberation must often be collective.
Chapters 7 and 8 of this thesis test the contextual nature of an ethical issue.

T.M. Jones (1991) has offered an issue-contingent model for the study of ethics
that focuses on neither ‘bad apples’ nor ‘bad barrels’, since characteristics of moral
issues (bad cases, Kish-Gephart et al., 2010) interact with individual and organisational
attributes in influencing ethical decision-making. This present research agrees that

corrupt behaviour occurs as a combination of the individual dispositional and the
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collective situational factors. The contingency model of Ferrell and Gresham (1985) also
emphasised the interacting relationships between the individual, the organisation and
the issue in unethical behaviour. It will be seen that the element of opportunity plays a

prominent part in this model. These are shown in figure 3.2.

Individual Factors (bad apple)
eg.

- knowledge (e.g., Leeson, Kerviel)
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Figure 3-2 - Relationship between bad apples, bad barrels and bad cases (adapted from
Ferrell and Gresham, 1985:89)

This section is summed up well by Ferrell and Gresham (1985) who propose that
the framework for examining unethical decision-making is:

multidimensional, process oriented, and contingent in nature. The
variables in the model can be categorized into individual and
organizational contingencies. ...These variables are interdependent as
well as ultimately affecting, either directly or indirectly, the dependent
variable - ethical/unethical ...behavior. Ferrell and Gresham (1985: 88)
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Thus, it can be seen that the question of corrupt behaviour is not that of bad
apples with individual idiosyncratic characteristics, or bad barrels with influences from
within and without the organisation or a sub-unit of it, but an interaction of the two, and
identification with the group and its internal norms, and the specifics of the issue itself
(Kish-Gephart et al., 2010). Beenen and Pinto (2009: 277) exemplified this in their
account of an interview with Sherron Watkins: “the primary ‘corruption’ occurred in the
use of structured finance arrangements. There was a distinct group that included finance
professionals from the CFQO’s department and special accountants and in-house
lawyers. Enron’s financial fraud happened in a very unusual area— the department

tasked with raising debt.” Table 3.2 below summarises the main points of this section.

Table 3-2 - Corruption as an interaction between individuals and groups

Model Historic reference Implications for this research

Bad apples Arendt (1963); Brass et al. (1998); Felps et Individual choice of

approach al. (2006); Tomlinson (2009); Zyglidopoulos behaviour

(agency and & Fleming (2009);

dispositional)

Obedience to Milgram (1965, 1974, 2005); Kelman & Officially sanctioned

authority Hamilton (1989); Zyglidopoulos & Fleming corporate corruption;
(2009); Contextual

Bad barrel Ashforth et al. (2008); Baucus & Near (1991); Effect of peers on corrupt

approach; Ferrell & Gresham (1985); Fleming & behaviour

Structural and Zyglidopoulos (2009); T.M. Jones (1991); Corrupt individuals or

situational; G.E. Jones & Kavanagh (1996); Pinto et al. corrupt groups?

(2008); Sutherland (1949); Trevifio (1986);
Trevifio & Youngblood (1990);

Bad cases - Ashforth et al. (2008); Beu et al. (2003); Corruption is a result of
moral issues in Brass et al. (1998); Darley (1996); Ferrell & combination of individual,
context; Gresham (1985); Kish-Gephart et al. (2010);  situational factors as well as
Issue contingent ~ Zimbardo (1969, 2008); the issues of the specific
model circumstances

3.3. How does corruption occur?

Thus far, it has emerged that corruption can occur in isolation or involve the
whole organisation, at all levels and functions, and may be perpetrated by individuals
and groups and is context dependent. But how does this happen? How can ordinary
men and women carry out acts when they are in a group, behaving in ways that are out

of their normal character?
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Researchers have demonstrated that organisational factors, such as norms and
culture (e.g., Trevifio et al.,1998), can significantly affect the prevalence of unethical
behaviour in organisations. For example, Victor and Cullen (1988: 102) have shown that
the prevailing ethical climate provides a powerful normative system; it informs members
what they "ought to do regarding the treatment of others" and, therefore, also acts to
inform organisational members what not to do. Ferrell et al. (2002a: 19) suggest that in
order to establish policies and rules that encourage employees to behave ethically and
in accordance with organisational objectives, business managers must understand how
and why people make ethical or unethical decisions. The model developed in this
current research provides some explanations of how ethical decisions are made in
specific situations, and adds to the understanding of some maijor factors that influence
ethical decision-making in business. These factors are discussed next.

Conformity is one of four structural factors proposed by Fleming & Zyglidopoulos
(2009: 71) that seem to “push” individuals towards corrupt acts, when they find
themselves in the right environment. The second factor is rationalisation and that will be
discussed later in this chapter. Ethical distance is not a primary issue in this thesis, but
will be discussed briefly in chapter 7 as a finding from this current research. The
remaining factor, organisational complexity, is beyond the scope of this research and is
not discussed further. These ideas (Fleming & Zyglidopoulos, 2009: 71) are adopted for
this thesis and conceptualized in a diagramatic form in figure 3.3 which shows the four

pillars of behaviour influencing corrupt acts.

Organisational Ethical Conformity Rationalisation
complexity distance

Relevant
D structures

Corrupt acts

Figure 3-3 - Structures of corrupt acts (based on Fleming & Zyglidopoulos, 2009: 71)
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3.3.1. Conformity

Earlier in this thesis it was noted that at the Melbourne Grand Prix 2009,
Hamilton behaved in an uncharacteristic manner when exhorted to, “act as a team
player”, by lying and attempting to cheat. Fleming and Zyglidopoulos (2009: 72) have
suggested that individuals act very differently in groups than as individuals. Group
membership promotes risk-taking and greater willingness to conform to the group's
views even if they are in direct contradiction to an individual’'s own beliefs and the
individual’s own moral judgement is suspended in favour of those made by the group.

This has been demonstrated in social psychology experiments. For example,
experiments by Asch (1952) found that a large number of individuals were willing to
conform to group pressures even though their physical senses were telling them
otherwise, thus illustrating the importance of group pressure on individual decision-
making (see Appendix 4.1). Aronson (2004: 17), cited in Fleming and Zyglidopoulos
(2009: 73) and Zyglidopoulos and Fleming (2009: 111) commented on the Asch (1952)
experiments, “The task was so easy, and physical reality was so clear-cut, that Asch
himself firmly believed there would be little, if any, yielding to group pressure.” However,
as Fleming and Zyglidopoulos (2009: 72) wrote, this was not the case, and to his
surprise, Asch found that a statistically significant number of the participants accepted
the group’s opinions, agreeing with obviously incorrect judgements, even when “it was
blatantly obvious that the group was wrong.” Furthermore, similar results were reported
when the same experiment was repeated in different cultures and settings
(Zyglidopoulos & Fleming, 2009: 111). Thus, conformity is a key factor in unethical
behaviour (cf. obedience to authority, Kelman & Hamilton, 1989).

Based on Kelman (1961) and Kelman and Hamilton (1989), Fleming and
Zyglidopoulos (2009) have identified three types of conformity. The first, compliance, is

“motivated by a desire to gain reward or avoid punishment” (e.g., WorldCom and My Lai
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massacre, respectively) and is influenced by the social approval or disapproval that
signal those rewards and punishments (e.g., WorldCom executives). This issue is
evidenced in the experimental studies discussed in chapters 7-8. The second type of
conformity, identification, refers to the individual’s desires to be like the groups of people
he or she is influenced by, even in direct opposition to an individual’'s own viewpoint and
beliefs (e.g., Hamilton). This is discussed further in chapter 4.

And in the third, internalisation, people conform because they share the group’s
beliefs and want to comply (e.g., Enron, Formula 1 cases). Internalisation resulting in
and compliance with group norms is discussed further in chapter 4. Kelman and
Hamilton (1989) found that compliance, identification, and internalisation link individuals
to the social groups in which they find themselves (see also Ashforth & Anand, 2003;
Fleming & Zyglidopoulos, 2009). These factors mean that there may be a reluctance to
go against the group since this might result in being ostracised, being personally viewed
in a negative light or even having the legitimacy of one’s membership challenged. Based
on these arguments, it is proposed in this thesis, that corruption may take place as a
result of identifying strongly with one’s group and conforming to its culture. These
psychological concepts are discussed further in chapter 4.

R.J. Brown (2000a: 132-133) found that one of the most influential explanations
of these pressures to conform has been put forward by Festinger (1954) who proposed
powerful processes that results in individuals being influenced by the majority in the
group, one of the factors that are relevant for this thesis. Festinger assumed that
everyone holds a number of beliefs about the world which guide actions and help to
interpret social events. Festinger (1954) hypothesised that individuals turn to other
people for information about the correctness (or otherwise) of their beliefs (see also
Pendry & Carrick, 2001; Martin & Hewstone, 2007: 313). When everyone else appears

to agree with them, there is some reassurance that beliefs are not completely at
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variance with reality. Festinger concluded that this validation function provided by social
comparisons means that people will generally value uniformity in groups and will often
behave directly to maintain it. Pressures towards uniformity are particularly likely to
increase in novel or ambiguous situations since there are fewer “objective” cues to guide
people’s judgements. This was exemplified in Sherif's (1936) autokinetic experiment in
which people in a completely dark room were asked to make a highly subjective
judgement of how far a spot of light appeared to move. Faced with this uncertainty, their
judgements quickly converged. This influence of group norms is discussed further later
in this chapter. But first, the structural factor of rationalisation proposed by Fleming and
Zyglidopoulos (2009) is addressed.
3.3.2. Rationalisation

Another structural factor of Fleming and Zyglidopoulos (2009: 73), rationalisation,
is examined next. Anand et al. (2004: 39) defined rationalisations as “mental strategies
that allow employees (and others around them) to view their corrupt activities as
justified.” Ashforth and Anand (2003) wrote that at the rationalisation stage of corruption,
individuals are encouraged to forget their misdeeds or reframe them as something
necessary or even desirable. Zyglidopoulos, Fleming and Rothenberg (2009: 67)
suggested that, “The idea of rationalization is chief among the concepts used to explain
why unethical acts are committed by people who think of themselves as morally upright.”
Further, Weaver and Misangyi (2008) suggested that corruption will occur whenever it is
rational for individuals to engage in it. Both KPMG’s surveys (2007: 2, 2009: 24),
mention rationalisation as an important factor in committing fraud.

3.3.21. Rationalisation by individuals

According to Callahan (2004: 103), Joseph Wells, a former FBI agent and
founder and chairman of the Association of Certified Fraud Examiners, commented that

the hallmark of high-level fraud is "rationalisation, the ability to call the fraud by a nice
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name." Top company officials who engage in fraud say, "I am doing this for the good of
everybody who works in the company. | am not really stealing; | am borrowing."
Examples of this type of thinking are also seen in the Enron and WorldCom stories.

Den Nieuwenboer and Kaptien (2008: 137) have shown that rationalisations are
used to explain deviation from social norms, “Violators explain their deviant behaviour by
using language that enables them to look at it as non-criminal, as justified, or as some-
thing for which they themselves are not to blame.” According to Jensen and Wygant
(1990: 216-218), in most cases, “reason can provide justification for immoral or unethical
behavior, from stealing to the taking of human life”, "because almost any conduct can be
morally justified, the same moral principles can support different actions, and the same
action can be championed on the basis of different moral principles" (Bandura, 1986:
498).

Sutherland (1949b: 225) found that businessmen develop rationalisations which
both deny and conceal the fact of crime. Sutherland gives the example, of a food
manufacturer who had been ordered to desist from misrepresentation in his
advertisements. As a consequence, the food manufacturer employed a chemist as
adviser on proposed advertising copy. When the chemist wanted to bring any
controversial statement to the attention of the company, he was asked to refrain from
referring, either verbally or in writing, to the proposed statements as "dishonest" or
"fraudulent” and to raise objections by rephrasing to, "it would not be good policy to
make such claims", or "this claim does not agree with the scientific findings." Such
“euphemistic language” (Bandura, 1990: 31), where a neutral or ambiguous term is used
to name a reprehensible act in order to avoid using the original negative one because it
implies a level of immorality, was also seen in the case of WorldCom where cost
became “Capitalising excess capacity”.

Burke (2009: 8) too gave examples of individuals justifying their actions by
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various rationalisations such as “good for the organization”, “had no other choice”, “not
hurting anyone”, “for a good cause” and “only a temporary move”. As these examples
demonstrate, rationalisations are used by individuals to justify their corrupt behaviour.
Zyglidopoulos and Fleming (2009: 112) have suggested that rationalisations can also be
group phenomena; the raw material from which employees construct such
rationalisations is often found in the organisational or institutional environments in which
they function. This is discussed next.

3.3.2.2. Collective rationalisation

Gioia (1992: 385-387) found that when building rationalisations and justifications
for their actions, people do not start from scratch; instead, they draw on scripts that are
available within their environment and already have embedded in them a certain level of
legitimacy. Therefore, combining this tendency of individuals to take hints about their
behaviour from their environment with their ability for rationalisation, an organisational
environment only needs to provide individuals with the template and a rationale, for
corruption to be enacted.

Brief et al. (2001) argued that people who commit corruption negate the illegiti-
macy of their acts through rationalisations, not only individually but also in groups. That
is, rationalisations are used when individuals draw cues on how to act in a situation from
their environment and other people. For example, in the bystander-effect psychological
experiments (Latané & Darley, 1968: 220), it was shown that individuals in a group
observing the lack of reaction of others to a dangerous situation, failed to act, even
when their lives were apparently in danger, because, as no one else appeared to be
reacting, they rationalised that there could not have been any danger.

Research by Baumeister (1998), suggested that employees may collectively use
rationalisations to neutralise any regrets or negative feelings that emanate from their

participation in unethical acts. Consequently, through repeated use, certain thoughts
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become articles of faith and are particularly potent when they become the property of
the group. So strong are the rationalising ideologies that individuals accused of
corruption may be honestly surprised to be seen in such a light. For example, in 2009,
the British public were scandalised to learn of the excessive expenses claims that some
Members of Parliament had been making for some considerable time, unaware that, for
example, a floating house for pet ducks was not a normal business expense (Potter &
Gammel, 2009). Reacting to the public’s outcry, the British MPs repeatedly exclaimed,
“We have done nothing wrong.” This is one example of a wide range of rationalisations
that individuals use to justify past or future actions that might otherwise have been
deemed as unscrupulous, and so lessen or neutralize the feelings of guilt or anxiety
(Anand et al., 2004). The different types of rationalisation are listed next. Examples of
these are encountered in the experimental studies described in chapters 7 and 8.
3.3.2.3. Denial of responsibility

First, in the denial of responsibility (Anand et al. 2004: 41) individuals deny
control over the situation and thus the responsibility for outcomes of their actions. For
instance, quoting Eichman, Arendt (1963: 246) wrote, that he considered that he was
guilty only of, “aiding and abetting”, and he himself had never been guilty of committing
the crimes with which he was charged. Reacting to the Milgram (1974) studies, “I
wouldn’t have done it by myself. | was only doing what | was told”, was a typical
response from the teachers in post experiment interviews (Milgram, 2005: 9). Unable to
defy the authority of the experiment, the participants attributed all responsibility to the
experimenter. “It is a fundamental mode of thinking for a great many people once they
are locked into a subordinate position in the structure of authority. The disappearance of
a sense of responsibility is the most far-reaching consequences of submission to
authority” (Milgram, 1974: 10).
3.3.24. Denial of injury

According to Anand et al. (2004: 42), in the second form of rationalisation, Denial
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of injury, the perpetrators are convinced that no one is harmed by their actions; hence
the actions are not really corrupt. An example of this form of rationalisation was seen in
one manufacturing organisation in the UK where this researcher once worked. This
business exported agricultural machinery parts to various countries in Africa. Part of the
despatch and delivery costs included a “handling charge” that would expedite the
release of the goods at the port of entry, once the right person had received that money.
One consequence of not doing so was that the machinery would rust and otherwise
deteriorate on the dockside because of the weeks, and sometimes months, of waiting, a
risk the firm was not willing to take. In the company, this was accepted as, “That’s the
way it is done over there. No one gets hurt and it gets the work done.” If anyone thought
of this as taking part in a corrupt system, these concerns were not voiced to the
researcher.
3.3.2.5. Denial of victim

In this form of rationalisation, the target of the corrupt act is not acknowledged.
Employees may define the victim of their unethical behaviour as someone who deserves
to be victimised. For example, in the Milgram (1974: 11) experiments, many participants
harshly devalued the victim as a consequence of acting against him. Once having acted
against the victim, these subjects found it necessary to view him as an unworthy
individual, whose punishment was made inevitable by his own deficiencies of intellect
and character. Such comments as, “he was so stupid and stubborn he deserved to get
shocked”, were common.

Thus, the victims are left helpless, often unable to find any redress. As Card
(2002: 24-25) wrote, “... the harm is the product of many acts, some of which might
have been individually harmless in other contexts. Victims are more likely than
perpetrators to appreciate the harm. But when the source is an institution, even victims

can be hard-pressed to know whom to hold accountable.” And as Milgram (1974: 10-11)
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himself remarked, “No action of itself has an un-changeable psychological quality. Its
meaning can be altered by placing it in a particular context.”

3.3.2.6. Social cocoon

A social cocoon is a micro culture created within a group where the norms may
be very different from those valued by the rest of the organisation or even the wider
society (Anand et al., 2004: 46). For instance, according to Barker (1977: 353-366) the
strong and insular occupational culture of policing, complete with veteran role models
and valued peers, provides this kind of social cocoon. Barker (1977: 353-366) also
described the various opportunities and temptations available to police officers, from
bribes to free meals, petty theft to perjury may be recast as fringe benefits. Sherman
(1985), cited in den Nieuwenboer and Kaptien (2008: 137), also found that groups of
police officers gradually and collectively turned from “good cops into corrupt cops” (see
also Shover and Hochstetler, 2002: 3). The case of the Australian police recruit is an
example of a social cocoon, where the normal mode of working for the entire
department was enmeshed in corruption.

According to Callahan (2004: 168-169), people otherwise not prone to cheating
come to do so because they do not want to put themselves at a disadvantage.
Arguments that "everybody does it" serve as a key rationalisation for many kinds of
cheating. The pervasiveness of this rationalisation shows how easily cheating can
create a downward spiral: the more cheating there is, the more it becomes a routine part
of life. This is reminiscent of the escalation of corruption of Zyglidopoulos and Fleming
(2009: 105) and Fleming and Zyglidopoulos (2008).
3.3.2.7. Social weighting

According to Anand et al. (2004: 43), social weighting occurs when the
perpetrators of corrupt acts are motivated to find examples of others who see
themselves as better than others. In the wake of the British MPs scandal, Totnes

member, Anthony Steen, said in a television interview that the public outcry to his
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excessive expense claims was symptomatic of the jealousy that they felt because he
had a palatial home (Porter & Gammel, 2009). Steen said, “I think | behaved, if | may
say so, impeccably. | have done nothing criminal, that’s the most awful thing, and do you
know what it is about? Jealousy.”
3.3.2.8. Appeal to higher loyalties

Appeal to higher loyalties (Anand et al., 2004: 43) involves the perpetrators
arguing that their violation of norms is due to their attempt to realise a higher-order value
such as “It was God’s will.” The appeal to higher loyalties allows people to feel justified
in their corruption since it implies affiliations with higher values. This is exemplified by
Eichman'’s last statement that the court did not understand him: he had never been a
Jew-hater, and he had never willed the murder of human beings. “His guilt came from
his obedience, and obedience is praised as a virtue” Arendt (1963: 247). In the business
context, for example, the capping of electricity prices by the State of California was
considered by Enron’s Jeff Skilling and his fellow executives to be a distortion of the
market and they felt justified in developing unethical methods for inflating prices to
increase profits and so secure the company from failure.

In the summer of 2009, the British pubic learnt of the members of the House of
Lords who were willing to accept or had accepted “fees” in exchange for asking
questions in the House to secure changes to the law on behalf of paying clients. For
example, after agreeing a one-year retainer for £120,000, Lord Taylor of Blackburn, said
he would discuss an amendment to a bill to help his client, Experian, a credit check
company. He is quoted as saying, “I will work within the rules, but the rules are meant to
be bent sometimes" (Calvert, Newel & Gillard, 2009).
3.3.2.9. Balancing the ledger

The final rationalisation strategy that Anand et al. (2004: 43) listed, is balancing
the ledger in which the corrupt act is deemed justifiable in the context of the broader

benefits that the individual creates. For example, Jeff Skilling appears genuinely to have
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believed he was justified in his fraudulent behaviour at Enron, because his previous
actions had supposedly saved Enron from certain doom.

An even more astounding example is that of the Ford Pinto (Gioia, 1992).
According to Ivancevich, Duening, Gilbert and Konopaske (2003), approximately 900
people were killed by the unsafe engineering of the Ford Pinto gasoline tank that burst
into flames in rear-end collisions. Although Ford's internal crash tests had shown
conclusively that the gas tank would explode in rear-end collisions, because of their
emphasis on profit-margin considerations, the engineering and production teams were
required to stay within the “limits of 2000” rule. That is, they could not exceed either
$2000 in cost or 2000 pounds in weight (Gioia, 1992: 380), both of which restrictions
affected safety standards. The company rushed the Pinto into final production in an
attempt to compete with cheaper, smaller, more efficient Japanese imports. Thus, Ford
executives marketed a dangerous car, and used the organisationally sanctioned ratio-
nalisations (cost-benefit analysis) that allowed managers to make moral sense of their
decision (see also Zyglidopoulos & Fleming, 2008; Fleming and Zyglidopoulos, 2009).

In re-examining his experiment, Zimbardo (2008: 321) argued that anyone could
turn bad if placed in the right circumstances. He reasoned that people have a
remarkable capacity for self-delusion (i.e., rationalisation). In addition, fear of
punishment, disapproval and rejection can overwhelm even the strongest of moral
standards. As Brief et al. (2001: 474) pointed out, “it is unfair to label most managers
who sanction corruption practices as immoral individuals; rather, their decisions to
sanction typically can be described as amoral.” This certainly holds true for SocGen
where Kerviel behaved corruptly and was not specifically discouraged from doing so by
his colleagues. But, so far as is known, they were ordinary, moral individuals outside
their jobs. Yet again, it would seem that rationalisations allow individuals to behave in

ways that, outside that specific context, they probably would not.
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Thus, it can be seen that rationalisation often involves individuals acting with

other members of the group to justify corruption. Indeed, this is why, “corrupt individuals

tend not to view themselves as corrupt” (Anand et al., 2004: 40). Table 3.3 summarises

the information about rationalisation. Examples of rationalisations will be shown in the

empirical studies in this research (chapters 7 and 8). The use of rationalisations,

particularly group ones, strongly influences the role of group norms in corrupt behaviour.

The role of group norms in corrupt are discussed next.

Table 3-3 — Summary of types of rationalisation (Based on Anand et al., 2004: 11)

Strategy

Description

Examples

Denial of
responsibility

The actors engaged in corrupt
behaviours perceive that they have
no other choice than to participate in
such activities.

"I was only doing what | was told."
e.g., Milgram study participants

Denial of injury

The actors are convinced that no
one is harmed by their actions;
hence the actions are not really
corrupt.

"That is how it’s done there, No one
gets hurt.”

e.g., manufacturing business using
bribes in Africa

Denial of victim

The actors counter any blame for
their actions by arguing that the
violated party deserved whatever
happened.

"They deserved it. They chose to
participate.”
e.g., Milgram study participants

Social cocoon

The actors function in a micro-culture
different from wider norms

“That’s how we do it.”
e.g., Some police forces

Social weighting

The actors assume practices that
moderate the salience of corrupt
behaviours.

"They have no right to criticize me."
e.g., Ex British MP, Steen

Appeal to higher
loyalties

The actors argue that their violation
of norms is due to their attempt to
realize a higher-order value.

"I am only guilty of obedience which
is a virtue”.
e.g., Eichman

Balancing the
ledger

The actors rationalize that they are
entitled to indulge in deviant
behaviours because of accrued
credits.

"I've earned the right because |
saved the company before."
e.g., Skilling, Ford Pinto case

3.3.3. Group norms

Earlier, conformity to group norms was discussed as a factor in corrupt

behaviour. The role of group norms is discussed next. As Ashforth et al. (2008) wrote:

Through processes of social learning ...

and information processing,

leaders and co-workers can influence individual antisocial and unethical
behaviour and by modelling such behaviour themselves... Unethical

organisational

climates and cultures

...hot

only encourage but

“legitimate” corrupt behaviour. Indeed, role and organisational identities
can emerge that define unethical behaviour not only as normal but
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normative. Ashforth, Gioia, Robinson and Trevifio (2008: 672).

This means that corrupt behaviour in organisations can be influenced,
encouraged and made “normal” and a part of the organisational culture by employees,
both individuals and groups, who follow the relevant group norms. Gregory, Harris,
Armenakis and Shook (2009: 673) referred to group norms as “underlying values that
have an influence on the behavior of organisational members, as people rely on these
values to guide their decisions and behaviors. Group dynamics are very important, as
belonging to the group becomes a value that is highly held.”

Postmes, Spears and Cihangir (2001: 919) have suggested that group norms
perform an important regulatory function in small groups. A group norm is defined as a
standard or rule that is accepted by members of the group as applying to themselves
and other group members, prescribing appropriate thought and behaviour within the
group. Group norms may be situationally and locally defined, and hence may be quite
independent and distinct from social norms that exist at the wider levels of organisation
or society (Postmes & Spears, 1998; Sherif, 1936). Such local group norms may have
substantial impact in eliciting conformity to specific ideas or solutions (see also J.M.
Levine & Moreland, 1991).

Beu et al. (2003: 90) too have suggested that a complex web of inter-personal
relationships may be the driving force behind ethical behaviour, subject to the realities of
work inter-dependence and organisational, as well as, job norms. Thus, workplace
behaviour takes place in a social context and “involves mutual expectations, mutual
influence processes, mutual understanding and predictable behaviour”. While many
organisations have a formal code of ethics, the ethics of immediate work peers are
possibly more salient to the individual. There are times when individuals, faced with an
ethical dilemma, want to do the right thing based on their own values, but are

overwhelmed by social forces to comply with the values of their boss or the prevailing
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culture. Here again is seen the social aspect to corrupt decision-making and behaviour.

As an empirical example, studies by Mazar et al. (2008) and Ariely (2009) suggested
that participants' level of unethical behaviour increased when a confederate was an ingroup
member, but decreased when the confederate was an outgroup member, suggesting that
people’s potential for unethical behaviour depends on the social norms implied by the
dishonesty of others and also on the saliency of dishonesty: that is, the group norms. In
addition, Gino, Ayal and Ariely (2009: 394), too, suggested that observing another person
behaving dishonestly not only changes a person’s understanding of the social norms related
to dishonesty, but also that the propensity to act dishonestly increases in three ways. Firstly,
it allows an individual to estimate the likelihood of being caught; secondly, it helps an
individual to understand to what extent dishonesty is the norm in the group; and finally,
observing an ingroup member, such as a colleague, the other members of the group will be
more likely to engage in dishonest behaviour. In the experience of this researcher, seeing a
colleague photocopying private papers (against the rules of the company) and getting away
with it, encourages others to do so. Again, this points to members of groups influencing
each other to perpetrate acts of corruption because of their acceptance of group norms.

As long ago as 1949, Sutherland wrote that increasingly, white-collar crimes were
perpetrated through the actions of several employees in the organisation rather than the
actions of a single individual. Subsequent research has shown that unethical behaviour is
learned through association with peer groups and that this learning includes the techniques
of committing the unethical act, as well as the motives and rationalisations which serve to

legitimise the unethical behaviour. These ideas are summarised in table 3.4.
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Table 3-4 — Summary of mechanisms of corruption

Model Historic reference Implications for this
research

Conformity - Asch (1952); Fleming & Zyglidopoulos (2009) Diminished personal

compliance, responsibility;

identification, Influence of the group

internalisation

on corrupt behaviour

Rationalisation

Ashforth & Anand (2003); Anand et al. (2004);
Bandura (1990); Baumeister (1998); Burke (2009);
Callahan (2004); Den Nieuwenboer & Kaptien (2008);
Festinger (1957); Fleming & Zyglidopoulos (2009);
Gino et al. (2009); Jensen & Wygant (1990); Latané &
Darley (1968); Sutherland (1949); Weaver & Misangyi
(2008); Zyglidopoulos et al. (2009);

Rationalisation of
corrupt behaviour —
individually and
through group
influence

Group Norms

Ariely (2009); Beu et al. (2003); Fleming &

Zyglidopoulos (2009); Gino et al. (2009); Gregory et al.

(2009); Mazar et al. (2008); Simpson (2002); Trevifio
et al. (1998);

Group norms may set
standards of corrupt
behaviour

3.4.

Why and when does organisational corruption occur?

According to Kish-Gephart et al. (2010: 1), for over 30 years, researchers have

attempted to determine why individuals behave unethically in the workplace. The

previous chapters in this thesis show that corruption covers a wide spectrum of activities

and has economic and social consequences. In this chapter, the roles of individuals and

particularly groups in corrupt behaviour have been highlighted as well as that of

organisational and structural factors. Some psychological mechanisms such as

rationalisation were also discussed. In each of these elements, it seems that individuals,

groups, the context they operate in, and the particular issue, may combine to promote

corrupt behaviour. But would this happen whatever the conditions? As Arendt (1963)

suggests, “some would not” behave corruptly. This section discusses this point.

Theoretical and empirical research conducted into the causes of corruption in

organisations (e.g., Baucus & Near, 1991; Daboub et al.,1995) mostly focused

separately on individual, organisational, and/or environmental factors. Trevifo and

Youngblood (1990: 378), supported by survey research, attributed unethical behaviour

in organisations to competition, the culture of unethical behaviour, requests from
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authority figures to behave unethically, peer behaviour, and, particularly important for
this current research, management's results orientation. For example, Hamilton and
Piquet Jr. both cheated at the instigation of their line managers who, in turn, were
responding to pressure from the competition. This link between pressure and corruption
is discussed next.

3.4.1. Corruption and pressure

Den Nieuwenboer and Kaptien (2008: 138) argued that in contexts in which
performance is salient, such as in an organisation, people under pressure are prone to
commit any type of corrupt act that improves their performance. As an example, a
survey among 308 employees by Aquino and Douglas (2003), found that people in such
cases do, indeed, resort to corruption. According to den Nieuwenboer and Kaptien
(2008: 138), an increasing spiral of pressures could lead to an equally perpetuating
increase in corruption. Other studies have found that pressure, for example in the form
of performance targets (e.g., Trevifio, 1986), is related to corruption. High pressures on
performance can thus seduce people into engaging in any type of corruption that
increases their performance. And when individuals start to commit performance-driven
corruption, they get trapped in it, experiencing an increasing pressure to commit more
and more corruption, as was seen in the case of Enron, Siemens, the firm exporting to
Africa and the Nigerian pharmaceutical representatives. This effect may intensify when
other colleagues already achieve success through corrupt means.

Indeed, an analysis of corporate offences by Yeager (1986: 110) noted that, in
certain results-oriented environments, the “implicit message received from the top may
be that much more weight is attached to job completion than to legal or ethical means of
accomplishment.” He found that the amount and flexibility of resources that firms or sub-
units have at their disposal to solve business problems may lead to corrupt behaviour.

Consequently, as seen in the case of Kerviel, it is not surprising that organisations do
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not prohibit corrupt behaviour that serves their interests, or the interest of a group within
it (e.g., SocGen; Siemens).

Baucus and Near (1991: 31) too found that when individuals have financial (and
other) needs, they may feel pressured to report better results than the actual
performance warrants, which may force them to behave illegally (e.g., CEOs at Enron
and WorldCom). Similarly, Baucus (1994: 703) developed a model of corruption which
states that, “pressure arises when individuals or organizations place urgent demands or
constraints on a firm, pushing until the firm’s employees respond in some fashion.” In
response to these driving forces of pressure and need, firms will be restricted in their
legitimate means of acquiring resources, and might “cut corners” in order to meet
demands. As the example of the Ford Pinto shows, pressures for high performance and
speedy innovation may not be conducive to rigorous product quality testing (which
needs the resources of time and money), resulting in unsafe products being rushed to
the market. Thus, Baucus (1994: 711-712), continued, corporate illegality (or corruption)
may arise as managers attempt to cope with conditions of pressure, or opportunity. This
may lead to illegal (corrupt) activities which then become "standard practice".
Paradoxically, this can happen particularly when the firm performs well because at such
times practices are not scrutinised for improvement in performance and consequently,
wrongdoing remains undetected. However, at times of difficultly, pressure may be high,
as Moore (2008) has pointed out: lack of resources can also lead to corrupt behaviour
because in such situations managers are unable to meet targets using legitimate
means.

Further, Ferrell and Gresham (1985: 90) found that pressure to perform is
particularly acute at levels below top management because, "areas of responsibility
of middle managers are often treated as profit centers for purposes of evaluation.

Consequently, anything that takes away from profit - including ethical behaviour - is
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perceived by lower level management as an impediment to organizational
advancement and recognition." Thus, internal organisational pressures seem to be a
major predictor of unethical behaviour. Pressure and stress and their effect on corrupt
behaviour are discussed in greater depth in chapter 4 and are crucial factors in the
empirical studies for this current research.

3.4.2. Corruption and opportunity

As seen earlier, Baucus & Near (1991: 31) have listed predisposition as one
reason for corrupt behaviour. They further add that pressure and opportunity too can
lead to illegal activities. Den Nieuwenboer and Kaptien (2008: 135), and Burke (2009:
8), have suggested that three factors have to be present for violations of trust. These are
rationalisation, perceived pressure, and perceived opportunity. The roles of
rationalisation and pressure in corrupt behaviour have been discussed earlier in this
chapter. That of opportunity is discussed next because regardless of the social and
individuals factors, without opportunity, (see Trevifio, 1986; Ferrell & Gresham, 1985)
corrupt behaviour could not take place. Put crudely, if the till is not open, money cannot
be taken out of it. Indeed, Tomlinson (2009: 232) has suggested that many loss
prevention experts have found that employees steal simply because they can: theft is an
act of opportunism. Thus, for corruption to occur, opportunity must exist.

Therefore, opportunity refers to perpetrators having the means at their disposal
to commit their corrupt acts. More importantly, it refers to the would-be perpetrators’
perceptions about the risk of getting caught (Gino et al., 2009). Ferrell et al. (2002d:
164) define opportunity as a condition that limit or permit ethical or unethical behaviour.
If individuals feel that they can commit fraud without getting caught, that there is limited
internal and external monitoring and control, that the system is complex and not well
understood by others, or if that they are caught, the penalty will be small, they will be

more likely to behave corruptly. A person who behaves unethically and is rewarded (or
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not punished) for the behaviour, is likely to continue to act unethically, whereas a person
who is punished (or not rewarded) for behaving unethically is less likely to repeat that
behaviour. According to Ferrell and Gresham (1985: 92), opportunity results from a
favourable set of conditions that limit barriers or provide rewards.

Rewards include what an individual expects to receive from others in the social
environment such as social approval, status, and esteem. For example, in the
WorldCom saga, the board of directors agreed to requests from Ebbers that should have
been refused, but cooperated when Bernie Ebbers won them over with a number of
perks. Ferrell and Gresham (1985) add that the absence of punishment also provides an
opportunity for unethical behaviour without regard for consequences. But, and crucial to
this current research, they also found that opportunity was a better predictor of ethical
behaviour than individual beliefs, which implies that people will ignore their personal
values in order to take advantage of the opportunity for corruption. The main feature of
the factor of opportunity is that the risk of getting caught and/or punished is such that it
does not deter potential perpetrators. Research by Ferrell et al. (2002d: 156) suggests
that one out of ten organisational crime is committed because of opportunities (see table
3.5). However, this is dwarfed by the response of 73% that listed opportunity as an

important factor in committing fraud in KPMG’s Survey of Fraudster’s (2007: 2).

Table 3-5 - Variation in employee conduct in using opportunity (based on Ferrell, Fraedrich
& Ferrell, 2002d: 156)

Variation in employee conduct in opportunities taken for corrupt behaviour

10% 40% 40% 10%

Follow their own  Always tried to Go along with that ~ Take advantage of situations if
values and follow company work group - the penalty is less than the
beliefs policies and rules benefit (rewards)

- the risk of being caught is low
(lack of sanctions)

Misangyi, Weaver and Elms (2008: 752) also found that opportunity is an
important consideration in understanding ethical decision-making. However, Ferrell et al.

(2002) emphasize that the most influential factor in using opportunity are significant
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others, that is, social peers who have influence in a workgroup. Here again, it seems,
that others in a situational context are an important factor in seizing opportunity to
participate in corrupt behaviour.

Opportunity also features in a model proposed by Baucus (1994). The model
suggests that the characteristics of the environment of an organisation create conditions
of pressure (or need) or of opportunity giving rise to a particular context in which
corporate illegality is likely to occur. Although Baucus (1994: 712) differentiated between
intentional and unintentional corrupt behaviour, this present research does not do so as
corrupt behaviour in an organisation may be unintentional for a specific individual acting
under the influence of other members of a group, but nonetheless, it may be intentional
for the group. The roles of pressure and opportunity in corrupt behaviour are illustrated

in figure 3.4 below.

Pressure Group corporate crime & intentional
e Intense competition (e.g., Ford Pinto) corrupt corporate behaviour
. Pressure for performance (e.g., Pharma >
Reps) Group /
. Poor financial performance (e.g. Enron, corporate
WorldCom) corrupt
e  Pressure for conformance (e.g., McLaren behaviour
Mercedes)
>
Individual unintentional

Opportunity corrupt corporate behaviour

Figure 3-4 - The role of pressure and opportunity in corporate corrupt behaviour (adapted
from Baucus, 1994: 702)

Organisational structure and norms (culture) were discussed earlier as causes of
corrupt behaviour. Simpson and Piquero (2002: 511) also found that organisational
structure and culture can provide opportunities for organisational members to engage in
crime. However, they pointed out, organisational condition becomes an opportunity for
crime only when it is incorporated into a behavioural repertoire; that is, the would-be
perpetrator must be aware of a given opportunity. Consequently, Simpson and Piquero
(2002) have suggested that corporate crime results when employees (managers and

peers) react to organisational needs and pressures when solving business problems or
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when they act in accordance with the dominant culture of the firm, sub-unit, or team in
which they work. This is exemplified in Sherron Watkins’ interview with Beenen and
Pinto (2009: 276) in which she is quoted as saying:

Fraud occurs as a result of three conditions. The first condition is extreme
pressure; for example, your finances are in shambles so you embezzle
money. Enron was always under extreme pressure from Wall Street to
achieve earnings goals....The second condition for fraud to occur is the
opportunity to game the system, to skim a little bit off, like padding an
expense report. In Enron’s case, the opportunity came in the form of
twisting accounting rules in ways they were never meant to be
twisted...The third part of the fraud triangle is the most important - the
necessary condition for fraud. That is, a rationalization that you are doing
nothing wrong... White collar criminals rationalize their involvement and
that happened to an incredible degree at Enron. Beenen & Pinto (2009:
276).

Figure 3.5 shows the relationship between opportunity, pressure and ethical
decision-making. Table 3.5 below summarises the implications for pressure and

opportunity on corrupt behaviour.

Personal Opportunity Significant Ethical
values > > others: > decisions
managers and and
peers behaviour

!

Pressure

Figure 3-5 - Influence of significant others in ethical decision-making (adapted from Ferrell,
Fraedrich & Ferrell, 2002: 159)

Table 3-6 - Influence of pressure and opportunity on corrupt behaviour

Model Historic reference Implications for this research
Pressure & Baucus (1994); Baucus & Near (1991); Pressure can be on both managers
corruption Den Nieuwenboer & Kaptien (2008); and lower levels of staff;
Ferrell & Gresham (1985); Ferrell et al. so local group corruption may be
(2002) more prevalent than organisation

wide phenomenon

Opportunity &  Ashforth & Anand (2003); Baucus (1994); Influence in local groups in taking

corruption Baucus & Near (1991); Den Nieuwenboer opportunity;
& Kaptien (2008); Ferrell & Gresham Organisational and local cultures
(1985); Ferrell et al. (2002); Gino et al. determine making use of
(2000); Misangyi et al. (2008); Simpson &  opportunity, especially in more
Piquero (2002); Tomlinson (2009); ambiguous situations;

Trevino (1986); Trevino & Weaver (2003); Opportunity better predictor of
corruption than ethical beliefs
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This section has provided the additional information that is set out in the
revised model, shown in figure 3.6. The diagram illustrates the influence of the
group in corrupt behaviour because group members identify with its norms and

values. This is discussed in the next section.

Cognitive factors

. Obedience to
authority
. Rationalisation

Individual factors Group factors

» Occupational crime + Corporate illegality

+ Private benefit » Organisational benefit
» Dispositional [ Rt L P + Situational benefit

» Agency . + Structure

* Individual benefits » Corporate rewards

* Moral standards » Group norms

+ Bad apples » Bad barrels

Organisational factors

» Hierarchies
OClIs / COs; CFs / CCs

+ Organisational culture Extraneous factors
* Sub-unit norms

Bad cases . Opportunrty
* Pressure

Figure 3-6 - Pressure and opportunity as organisational factors in corrupt behaviour

3.4.3. Corruption and social identification

Along with Ashforth and Mael (1989), Mael and Ashforth (1995) and Pratt and
Foreman (2000), Hogg and Terry (2001: 1-2) have found that organisational contexts
provide a near-perfect arena for the operation of social identity processes. Organisations
consist of structured groups which are located in complex networks of inter-group
relations that are characterised by norms, values, status and roles. To varying degrees

people derive part of their identity and sense of self from the organisations or
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workgroups to which they belong. J.C. Turner and Haslam (2001: 36-37) have
suggested that social identification is highly relevant for organisational behaviour: "The
organisation is a complex social group characterised by a differentiated, normative
social structure, the presence of sub-groupings, and an internal system of inter-group
relations.” In the next chapter, the role of social identification in corrupt behaviour is
discussed. Figure 3.7 shows the influence of social identification on corrupt behaviour as

well as that of moral intent and moral action.

Cognitive factors

. Obedience to
authority

. Rationalisation

Individual factors Group factors

Moral Framework

Moral Moral
judgement awareness

Occupational crime Corporate illegality
Private benefit Organisational benefit
Dispositional | ittt PR Situational benefit

* Agency Structure

Individual benefits Corporate rewards

Moral standards Group norms
Bad apples Bad barrels

Organisational factors

» Hierarchies
< OClIs/COs; CFs/CCs

» Organisational culture Extraneous factors
* Sub-unit norms

i » Bad cases « Opportunity
Social * Pressure

identity

Figure 3-7 - Social identification, corruption, moral intent and action
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3.5. Summary of chapter 3

In summary, existing research suggests that corrupt behaviour can occur at all
levels of an organisation, in all types of organisations and will be undertaken by
individuals working alone or in groups, with potentially disastrous economic and social
consequences for the organisation. Thus, corruption and ethical decision-making
behaviour in organisations appear, “to be a complex phenomenon influenced by the
interplay of individual differences, how individuals approach ethical decisions, and how
organisations manage rewards and punishments” (Trevifio & Youngblood, 1990: 384).
Clearly, corrupt behaviour sits on a continuum from clear-cut cheating to more diffuse
unethical behaviour. Given the right combination of circumstances, including pressure
and opportunity, almost all individuals will behave corruptly. They will do so in order to
support the norms of their group and to avoid cognitive dissonance. All these
perspectives demonstrate that although some individuals, bad apples, may behave
corruptly no matter what the circumstances, corruption is perpetrated also as a result of
group interaction within bad barrels, and is also dependent on the particular issue, the
bad case, under consideration. Indeed, Card (2002: 3) wrote, “One reason that many
evils go unrecognised is that the source of harm is an institution, not just the intentions
or choices of individuals.”

Thus, corruption reflects an array of interacting individual and situational factors
within organisations and includes breaches of moral principles or social norms, in
addition to legal norms (Ashforth & Anand, 2003). Organisations, and groups within
them, might sanction or authorise corrupt behaviours, explicitly or implicitly, as a result
of condoning or ignoring such practices when they occur (e.g., Enron, SocGen). Corrupt
behaviour is made acceptable through, mechanisms such as rationalisations, group

norms and expectations to obey leaders. The model proposed in this current research
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into corporate corruption focuses on the impact of immediate workgroups and peers on
firm-level corruption. The findings are summarised in figure 3.8.

This chapter examined the “invisible reasoning processes underlying the
formation of individuals’ moral intent” (Granitz & Ward, 2001: 299) and behaviour.
Several core models have been examined that contribute to the understanding of
corrupt behaviour. Although configured differently, these models all identify and point to
the influence of group members as the key determinant of an individual's corrupt
behaviour. None, however, fully addresses the influence of the social context on
unethical decision-making and corrupt action. Thus, social identification is the crucial
factor in unethical decision-making and behaviour. Chapter 4 discusses the relevant
psychological bases of such group behaviours in detail using the model of Social Identity

Theory (e.g., Tajfel, 1978; Tajfel & Turner, 1979; J.C. Turner et al., 1987).
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Model Historic Model Historic reference
reference COs; .In‘d|V|duaI Ashforth et al., (2008); Finney &
beneficiary or groups | Lesieur (1982); Needleman &
OCls; Individual (2008); Finney & /organisationg; CCs Needleman (1979); Pinto et al.
beneficiary; Lesieur (1982); & CFs; pervasive (2008);
CCs & CFs Needleman & corrupt behaviour
Needleman Degree of group Ellemers (2001)
(1979) identification -
reasons and
conditions
Bad apples - Arendt (1963); Individual versus Fleming & Zyglidopoulos (2009);
predisposition Brass ?t al. situational conditions | Mazar et al. (2008); Trevifio &
(1998); Fe.zlps et Weaver (2003); Weaver & Mysangyi
al. (2006); (2008);
Transcendental Ashforth et al. (2008); Needleman &
Conformity; Fleming & nature of corruption Needleman (1979); Pinto et al.
Rationalisation Zyglidopoulos (2008);
(2009); Situational triggers Fleming & Zyglidopoulos (2009);
. s . Cognitive Dissonance | Festinger (1957)
Dispositional Flerr_ung & Ingroup / Outgroup; Ferrell et al. (2002); Granitz & Ward
Zyglidopoulos Culture in various (2001); Victor & Cullen (1998);
(2009) organisations;

structural groupings;
Local groups,
significant others

Conformity,
Rationalisation

Ashforth & Anand (2003); Anand et
al. (2004); Festinger (1957); Fleming
& Zyglidopoulos (2009); Latané &
Darley (1968); Zygidopoulos et al.
(2009);

Issue Contingent
model

Brass et al. (1998); T.M. Jones
(1991); Trevifio (1986);
Zyglidopoulos & Fleming (2008);

S~

Norms & Culture

Avriely (2009); Fleming &
Zyglidopoulos (2009); Gino et al.
(2009); Mazar et al. (2008); Simpson
(2002); Trevifio et al. (1998);

Bad barrels / peer
influence

Baucus & Near (1991); Brass et al.
(1998); Ashforth et al. (2008); Ferrell
& Gresham (1985); Fleming &
Zyglidopoulos (2009); G.E. Jones &
Kavanagh (1996); Kelman &
Hamilton (1989); Trevifio &
Youngblood (1990);

Organisational
context

Ashforth & Anand (2003); Ashforth et
al. (2008); Darley (1996); Zimbardo
(1971, 2007); Ferrell & Gresham
(1985);

Social Identification
and corrupt
behaviour

Ashforth & Anand (2003); Ashforth &
Mael (1989); Gino et al. (2009); Pinto
et al. (2008);

Corruption and group
norms, Threat,
Stress, Pressure &
Opportunity

Ashforth & Mael (1989); Baucus &
Near (1991); Ellemers (2001); den
Nieubenboer & Kaptien (2008); Felps
et al. (2006); Ferrell & Gresham
(1985); Ferrell et al. (2002); Fleming
& Zyglidopoulos (2008); Gino et al.
(2009); Haslam & Reicher (2007);
Misangyi et al. (2008); Simpson &
Piquero (2002); Turner & Tajfel
(1979);

Figure 3-8 — Summary of models for corruption
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4 Social Identity Threat, Stress and Corruption

“Group conformity scares the pants off me because it's so often a prelude to cruelty
towards anyone who doesn't want to - or can't - join the Big Parade”. — Bette Midler

Earlier in this thesis the role of the group in corrupt behaviour was highlighted.
Several existing models were examined which between them, showed that although
corruption may occur anywhere in an organisation, it is likely to do so in small groups.
However, none of these models examined in detail the mechanisms of group interaction
that leads to corrupt behaviour. In this chapter, the psychological costs and other
implications of group identification in corrupt behaviour are discussed.

Examining some cases of corporate corruption in the USA, Brief, et al. (2001),
concluded that a common feature of all cases of corporate corruption is that they
required a collective effort, not just that of a single person in the organisation. With the
recent and ongoing spate of high-profile scandals in organisations like Enron, Société
Générale, and McLaren Mercedes, to name but a few, there have been renewed
attempts to identify the causes of corruption and to profile the types of people involved in
corrupt activities. One explanation given by Zyglidopoulos and Fleming (2008: 265)
attributes blame to “a small number of individuals who were corrupt to start with” who
“took advantage of their positions in their organisations” for personal gain. As shown
previously in this thesis, this bad-apple (Trevifio & Youngblood, 1990; Kish-Gephart,
Harrison & Trevifio, 2010) approach to corruption diverts attention from the
organisational and social forces that can induce the most unlikely of individuals to
commit the most offensive of acts. Unethical individuals vary not only with respect to
their level of guilt, but also with respect to the degree of identification they have for their
organisation (Darley & Latané, 1968). “Shared values, norms and beliefs can influence
an otherwise moral individual to engage in questionable or illegal activities. Industry and
corporate culture also perpetuates illegality, reinforcing wrongdoing, and resulting in

repeated violation” (Baucus, 1994: 711-712; Baucus & Near, 1991). Thus, individuals
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who identify strongly with a corrupt group would be likely to accept the corrupt norms of
the group. Consequently, this thesis suggests that social identification is a crucial factor
in unethical decision-making and behaviour in organisations and this is illustrated in

figure 4.1 which has been reproduced from chapter 3.

Moral Framework

Moral Moral
judgement awareness

Moral

Cognitive factors action

» Obedience to authority
Rationalisation
Conformity

Individual factors Group factors

Occupational crime Corporate illegality
Private benefit Organisational benefit
Dispositional | ittt D S Situational benefit
Agency [ Y M Structure

Individual benefits Corporate rewards

Moral standards Group norms
Bad apples Bad barrels

Organisational factors
* Hierarchies

« OCIs/COs; CFs/CCs
+ Organisational culture
* Sub-unit norms Extraneous factors
» Bad cases - Opportunity

* Pressure

Social

identity

Figure 4-1 — The role of social identity in group behaviour
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4.1. Psychology of social identification

As mentioned in the earlier chapters, this thesis addresses the role of the group
in corrupt behaviour. According to Tindale, Meissenhelder, Dykema-Engblade and Hogg
(2003: 3), some cognitions, beliefs and knowledge that members of social groups share,
come from their common experience with the world around them. Through interactions
with others, people learn what beliefs and attitudes are considered "givens" in their
social environment and adapt their behaviour accordingly. These dos and don’ts tend to
reflect the norms of those societies and groups and the mode of behaviour that is
acceptable to those social groups. There is no research that suggests that these would
not apply to corrupt behaviour and it is the contention of this thesis that the principles of
social identification would apply to groups behaving corruptly in both organisations and
sub-units within them. This present chapter expands on this assertion.
4.1.1. Research into group behaviour
4.1.1.1. The Socialistic approach

Research into the psychology of group dynamics dates back to the work of
crowd psychologist LeBon (1895), in Psychologie des Foules (Psychology of Crowds),
who professed that mental unity is what defined a psychological group, not its physical
proximity. LeBon argued that by immersing themselves in the group, people lose their
individual identity: “the conscious personality vanishes, the sentiments and ideas of all
composite units are oriented in the same direction” (cited in Nye, 1975: 67). Thus,
according to LeBon, the psychology of groups is distinct from that of individuals within it.
A group thinks and behaves in ways that its individual members might not. Not only that,
but these behaviours are group specific. That is, people will behave differently on their
own from when they are in groups and the specific natures of particular groups can

influence the behaviour of their members.
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Another early text in social psychology is McDougall’s (1927) The Group Mind.
McDougall (1927) agreed with LeBon’s notion of the “collective mind” and added a
social aspect:

the individual minds which enter into the structure of the group

mind...do not construct it; rather, ...they find themselves already

members of the system, moulded by it, sharing in its activities,

influenced by it at every moment in every thought and feeling and

action...but the parts in the several individual minds reciprocally

imply and complement one another and together make up the system

which consists wholly of them. McDougall, (1927: 10-11).

Thus, in McDougall’s framework, a psychological group consists of people within
the same social context, who exhibit the same feelings, and are affected by the thoughts
and actions of other group members, and together the individual members emotionally
contribute to the whole group’s awareness of their membership in the group (Tindale et
al., 2003: 1). Both LeBon and McDougall espoused the view that behaviour in social
groups was not simply a function of some combination of individual acts (see also
Strachey, 1955). Rather, they saw social behaviour as being guided by forces defined
by the group, “a collective consciousness" or "group mind", that could not be understood
fully by simply understanding individual behaviour or individual minds.

McDougall (see Strachey, 1955: 86) listed some conditions for groups to
function. Among these are (a) that there should be some degree of continuity of
existence in the group; (b) that individual members of the group should have a good
understanding about the group, so that they may “develop an emotional relation to the
group as a whole”; (c) that the group should have interaction with other, similar to it but,
differing groups; (d) that the group should possess traditions, customs and habits,
especially for relationships amongst its members; and (e) that the group should have a
definite structure, expressed in the specialisation and differentiation of the functions of

its constituents. Freud’s (1921) approach matches some of the ideas of both LeBon

(1895) and McDougall (1920). Freud explained that as individuals grow up in society,
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they internalise the social values. Overall, these three researchers (LeBon, 1895; Freud,
1921; McDougall, 1927) shared the ideas that individuals act differently in groups: that
group behaviour is based more on instincts and emotions whereas individual behaviour
is based on logic, and that group psychology both reflects and shapes self-perception
and identity.

4.1.1.2. The Individualistic approach

A different view was put forward by Allport (1924) who rejected the idea of the
group mind and suggested that there is no group psychology, only that of the individual.
Thought, he argued, cannot be separated from the individual thinker and “there is no
psychology of groups which is not essentially and entirely a psychology of individuals”
(Allport, 1924a: 4). In his theory of social facilitation, Allport (1924) argued that
individuals do not change to become like the group. They simply modify their normal
behaviour within the social construct of the group. Individuals conform temporarily to the
group, but never totally lose their individuality. Similarities of crowd behaviour reflect not
a collective consciousness but the similarities in mental constitution of crowd members.
Rather than obscuring individuality, the crowd context accentuates it. These ideas are
summed up in his words, “the individual in the crowd behaves just as he would alone
only more so” (Allport, 1924b: 295).

4.1.1.3. The Interactionist approach

The work of Lewin (1935), Sherif (1936) and Asch (1952), drew upon the ideas
of group psychology (LeBon, 1895; McDougall, 1927; Freud, 1921) and individualism
(Allport, 1924). Lewin (1935, 1936) argued that groups were not simply a sum of their
parts. He viewed intra-group relations as being influential to a person’s self and believed
the individual and group to be inter-dependent. Individual behaviour, according to Lewin,
was socially and psychologically transformed and determined by group membership.

Sherif's (1936) group research centred on the premises of context, social norms

and values, self-identity and the psychological process of the formation of norms. In an
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experiment, subjected to the perceptual illusion of the auto-kinetic effect (perceived
motion of a stationary light in a darkened room), Sherif's participants in small groups
publicly judged how far the light had moved. Within a small number of trials, Sherif found
a large degree of convergence among the judgements within the group. Thus, if three
people initially estimated that the light moved 18, 7.5 and 5 cm, as a group they might
converge on a judgement that it moved 10 cm (Haslam, 2004a: 103). It seems that in
the absence of any "real" physical cues, group members used the judgements of others
to modify their own judgements. See also Hogg and Tindale (2001, 2003).
Asch (1952) too, asserted that individualism does not fully explain the
relationship between the individual and the group, failing, as it does, to recognize that
membership within a group enhances the individual’s personal identity. Equally, the
stimulus-response of social interaction does not fully grasp the psychological aspects
that accompany human interaction and subsequent group formation. Asch’s
experiments on conformity are provided in Appendix 4.1. As Asch (1952) wrote,
We need to see group forces arising out of the actions of individuals
and individuals whose actions are a function of the group forces that
they themselves (or others) have brought into existence. Asch (1952:
250-251).

4.1.1.4. Social Comparison Theory and Cognitive Dissonance Theory

The social comparison theory (Festinger, 1954) examines the way in which
people evaluate their own opinions and desires by comparing themselves with others,
and how groups exert pressures on individuals to conform with group norms and goals.
Festinger (1954) hypothesised that "there exists, in the human organism, a drive to
evaluate his opinions and his ability" and "to the extent of objective, non-social means
are not available, people evaluate their opinions and abilities by comparison

respectively, with the opinions and abilities of others." Festinger argued that when

physical reality does not provide cues for appropriate behaviour or opinion, people use
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social reality as cues for appropriateness. Consequently, in order to reduce uncertainty,
people compare their behaviour, beliefs, attitudes, etc. with those of others around them.

Thus, the social comparison theory (Festinger, 1954) primarily addressed the
within-group effects of the process of social comparison, with evaluations of oneself and
others made by means of inter-individual comparisons. Festinger (p. 126) also theorised
that when a discrepancy exists with respect to opinions or abilities there will be
tendencies (a) to change one's own position in order to move closer to others in the
group; (b) to change others in the group to bring them closer to oneself. The stronger
the attraction to the group, the stronger will be the pressure toward uniformity
concerning abilities and opinions within that group (p. 131); and the greater the
relevance of the opinion or ability to the group, the stronger will be the pressure towards
uniformity concerning that opinion or ability (p. 132).

As was discussed briefly in chapter 3, Festinger (1957, 1964 ) also developed the
cognitive dissonance theory to explain behaviour, details of which are given in Appendix
4.2. In short, cognitive dissonance describes an uncomfortable feeling caused by holding
two contradictory ideas simultaneously causing people to think and act to minimise those
feelings. Additionally, when faced with cognitive dissonance, individuals tend to
“rationalise away” needs that are at odds with or even contradict ideals to which they

subscribe (Festinger, 1957). Table 4.1 captures the main points from this section.
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Table 4-1 — Summary of early research into group behaviour

Model Historic reference Issues relevant for this thesis
Socialistic approach  LeBon (1896); Individuals and groups behave differently in

McDougall (1927); group contexts

Freud (1955); Strachey

(1955)
Individualistic Allport (1924, 1954) There is no group mind, only the behaviour of
approach the individual.
Interactionist Sherif (1936, 1956); Group norms influence group behaviour;
approach Asch (1952); Lewin Personal identity is enhanced by group

(1935, 1936) membership;

Individuals and groups are inter-dependent.

Cognitive Festinger (1954, 1957, Individuals make comparisons of their opinions
dissonance and 1964) and abilities with those of others and use
Social comparison rationalisations to reduce tension between self-

definition and action

The social comparison theory of Festinger (1954, 1957) and the cognitive
dissonance theory (Festinger, 1954, 1957, 1964), together with the works of Asch
(1952), Lewin 1935, 1936) and Sherif (1936) paved the way for the social identity theory
(Tajfel, 1978; Tajfel & Turner, 1979) and led to the development of the self-
categorisation theory. Whereas Festinger was concerned with social comparisons made
between individuals, Tajfel’s (1978: 66) interest was in the theory of group behaviour
through which he found that the inter-individual emphasis neglected an important
contributing aspect of an individual’s self-definition: individuals are members of
numerous social groups and these memberships contribute either positively or
negatively to the image that individuals have of themselves.

4.1.2 Social Identity Theory

Reacting against individualistic explanations of group behaviour (e.g., Allport,
1924) on the one hand, and the socialistic explanation on the other (e.g., LeBon, 1895;
McDougall, 1920; Freud, 1921), Tajfel (1972: 292) built on the interactionist approach
(i.e., Lewin, 1935; Sherif, 1936; Asch, 1952) and developed Social Identity Theory (SIT),

Tajfel, (1972, 1978b) that explained the behaviour of both the group and the individual.
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4.1.2.1. The Minimal Group Studies

SIT began as an attempt to explain inter-group discrimination in the “minimal
group paradigms” (Tajfel, 1972; J.C. Turner, 1975, 1999: 8); that is, the minimal
conditions in which discrimination against another group would surface. In these studies
conducted by Tajfel, Flament, Billig and Bundy (1971: 150), schoolboys were assigned
to one of two groups, ostensibly on the basis of trivial criteria (preference for Klee or
Kandinsky paintings, or overestimating or underestimating the number of dots in a
pattern) but in fact, randomly. There was no social interaction at all either between or
within the groups, and the subjects did not even know who was in their group (the
ingroup) and who was in the other group (the outgroup), because membership was
anonymous. Thus, the groups had no history of either hostility or friendship. The
subjects were then given the task of allocating money (points) between two individuals
identified only by their code numbers, one as a member of the ingroup and the other as
a member of the outgroup.

In the first series of experiments, it was found that the subjects tended to award
more points to ingroups than outgroups. In the second series, it was found that although
the participants tried to maximise profit for their own group, they also attempted to
achieve a maximum difference between the ingroup and the outgroup, even at the price
of sacrificing other advantages. That is, they tended to be more concerned with
maximising the difference between the ingroup and the outgroup than with getting as
much as possible for the ingroup (see Reicher 2004: 928-929). In accounting for these
findings, Tajfel et al. (1971) contended that the mere categorisation of people into
distinct groups produced inter-group behaviour in which subjects favoured ingroup
members over outgroup non-members. Tajfel (1972: 293) and J.C. Turner (1975, 1984
521-522) argued that the social categorisation of subjects in the minimum paradigms

created a social identity for them (see Haslam, 2004e: 21).
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4.1.2.2. Definition of social identity

The findings from the minimal studies led Tajfel (1978b: 63) to define “social
identity” as an individual’'s knowledge that he belongs to certain “social groups together
with some emotional and value significance to him of this group membership”. For Tajfel
(1978b: 61-62), the term "group" denotes a cognitive entity that is meaningful to the
individual at a particular point of time (Tajfel, 1978a: 28-29). According to J.C. Turner
(1982: 15), a group exists when “two or more individuals perceive themselves to be
members of the same social category”, individuals who define, describe and evaluate
themselves in terms of the social category and apply the ingroup’s norms of conduct to
themselves (Hogg, 1987: 101-102). This definition of a group is adopted in this thesis.

Through belonging to different groups, an individual acquires a social identity,
which "creates and defines an individual's own place in society" (Tajfel, 1972: 293). SIT
also assumes that people are motivated to evaluate themselves positively and that in
defining themselves in terms of some group membership, they are motivated to evaluate
that group positively. Further, since groups are evaluated in comparison with other
groups, a positive social identity requires that one's own group be favourably different or
positively distinctive from relevant comparison groups (see Abrams & Hogg, 1990;
Deschamps, 1984: 546-547; Hogg & Abrams, 1988; Hogg & Terry, 2000: 124; Hogg &
Terry, 2001: 7; J.C. Turner, 1975).

From the minimal group studies, Tajfel (1978a: 41) and Tajfel and Turner (1979)
identified three psychological processes for SIT: (1) Social categorisation - a cognitive
component (in the sense of the knowledge that one belongs to a social category [e.g., |
am an employee of Enron]); (2) Social comparison - an evaluative component (in the
sense that the notion of the social category and/or of one's membership of it may have a
positive or a negative value connotations; [e.g., | am a valued employee of Enron]); and

(3) Social identification - an affective (emotional) component (in the sense that the
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cognitive and evaluative aspects of the group and one's membership of it may be
accompanied by emotions; [e.g., | am proud to be an employee of Enron]). These SIT
processes are discussed next.

4.1.2.3. Social categorisation

Voci (2006a: 73) defines categorisation as a process that operates on stimuli
present in the environment, modifying and reconstructing them. Through this process,
otherwise disparate and unorganised objects become meaningful, assimilated to some
stimuli and, at the same time, differentiated and contrasted from others (see Oakes,
Haslam & Turner, 1994). This model also applies to the organisation of social
perceptions of the individual (e.g., Allport, 1924; Deschamps, 1984: 547; Hogg, 2003:
59; Oakes, Haslam & Turner, 1994; Marques, Abrams, Paez & Hogg, 2003: 405;
Reicher, 2004: 928; Tajfel et al., 1971). As Tajfel (1978a: 41) suggested, “It is
impossible to imagine a social encounter between two people which will not be affected,
at least to some minimal degree, by their assignments of one another to a variety of
social categories about which some general expectations concerning their
characteristics and behaviour exist in the mind of the interactants.”

Tajfel (1978b: 61-62) defined social categorisation as “the ordering of the social
environment in terms of social categories, that is, in terms of groupings of persons in a
manner which is meaningful to the individual concerned.” In many situations people
organize social information by categorising individuals into groups (Ellemers, de Gilder &
Haslam, 2004: 461-463), for instance, when they need to make sense of their social
environment in terms of what the options are and which choice is best for them in a
particular situation (e.g., Oakes, et al., 1994; Marques et al., 2003: 405). This enables
them to focus on collective properties that are relevant to the situation at hand (e.g.,
Enron employees versus Enron customers). SIT does not suggest that this would not

apply in a corrupt environment, and consequently SIT principles were used in designing
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the studies for this current research (discussed in chapters 6-8).
4.1.2.3.1. Ingroup bias

In addressing inter-group discrimination further, in a partial replication of the
minimal group studies (Tajfel et al., 1971), Allen and Wilder (1975: 971) arbitrarily
categorised participants into two groups and informed them that ingroup and outgroup
members were either similar or dissimilar to themselves in attitudes and beliefs. The
participants then divided rewards between a member of the ingroup and a member of
the outgroup. In all the conditions, participants favoured the ingroup, again indicating
that mere categorisation is sufficient to produce inter-group discrimination. Ingroup
favouritism was further increased when the ingroup held similar beliefs to those of the
subject, but similarity or dissimilarity of outgroup members did not affect discriminatory
behaviour. Thus, Allen and Wilder’s (1975) study demonstrated that ingroup
characteristics may be more important than outgroup characteristics as a contributor to
inter-group behaviour.
4.1.2.3.2. Ingroup bias and behaviour

Furthermore, Brewer (1979: 307) found that while factors such as inter-group
competition, similarity, and status may affect ingroup bias, ingroup bias itself is related
more to improving the position of ingroup members than to increasing hostility toward
outgroup members. These two studies (i.e., Allen & Wilder, 1975; Brewer, 1979) indicate
that group behaviour may be determined more by ingroup favouritism than by outgroup
hostility.

Ten years later, Gaertner, Mann, Murrell and Dovidio (1989: 239), found that
participants randomly assigned to one of two groups (3 per group) resulted in inter-
group discrimination. The groups were then explicitly re-categorised into either one
group of six or as six individuals, and the findings were that with the group of six, former

outgroup members were now found to be more attractive. With the 