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CHAPTER 5
Ethical Decision Making and Ethical Leadership
SUMMARY
This chapter aims to provide a comprehensive framework for our current knowledge of ethical decision making in business. Chapter 5 provides insights into ethical decision making in organizations. Although it is impossible to describe exactly how any one individual or work group might make ethical decisions, we can offer generalizations about average or typical behavior patterns within organizations. We present a framework for understanding ethical decision making in the context of business organizations. In addition to business, this framework integrates concepts from philosophy, psychology, sociology, and organizational behavior.
INSTRUCTOR NOTES FOR “AN ETHICAL DILEMMA”
The ethical issue in this case has to do with whether or not Troy Buchanan should report all his hours at his job at Circa Communications, an online publishing company. By “eating the time,” Troy Buchanan will look more efficient in his work and therefore good to his superior. Customers will perceive that the company is highly efficient, and Troy hopes to be rewarded accordingly. Usually eating time is a significant issue only at the beginning of an employee’s career because as the employee learns the tasks and becomes more efficient, he/she usually can meet the prescribed time/task targets. Some firms purposefully underestimate certain tasks in the hopes of gaining more lucrative business contracts. This strategy will become a long-term nightmare if adopted.
Another consideration in this dilemma is Troy’s family. He has a wife and child and is financially overextended, as are many new graduates. Long work hours cause him to lose time with his family. Students may argue that fudging time sheets is the price for success. However, the instructor may wish to point out that “eating time” does not accurately reflect the learning curve effect. If the practice is not stopped, it will perpetuate, thus skewing the company’s billing data a great deal over time. This might also contribute to bigger problems, such as employee turnover as employees become disenchanted with their jobs and quit. These are teleological justifications for not “eating time.”
Some students may argue that Troy should be honest and accurately report the time it takes him to complete his assigned tasks no matter what the costs (deontological justification). The instructor may wish to point out that there is a probability that in doing so, Troy may be considered inefficient, and his career with the firm may be shortened.
LECTURE OUTLINE
I.
A Framework for Ethical Decision Making in Business
A.
This model of the ethical decision-making process in business includes ethical issue intensity, individual factors, and organizational factors, such as corporate culture and opportunity. All of these interrelated factors influence the evaluations of and intentions behind the decisions that produce ethical or unethical behavior.
1.
Ethical Issue Intensity
a.
The first step in ethical decision making is to recognize that an ethical issue requires an individual or group to choose among actions that stakeholders will evaluate as right or wrong.

b.
The intensity of an ethical issue relates to its perceived importance to the decision maker.  
c.
Ethical issue intensity is therefore defined as the relevance or importance of an ethical issue in the eyes of the individual, work group, and/or organization. 
d.
Individuals are subject to six “spheres of influence” when confronted with ethical choices—the workplace, family, religion, legal system, community, and profession—and the level of importance of each of these influences will vary depending on how important the decision maker perceives the issue to be. 
e.
Moral intensity relates to a person’s perception of social pressure and the harm the decision will have on others.
2.
Individual Factors
a.
People often base their decisions regarding ethical issues on their own values and principles of right or wrong. These values are subjective and can vary across cultures. 
b.
Research on gender and ethical decision making suggests that women are generally more ethical than males.
c.
Education and work experience are both positively correlated with making ethical decisions.
d.
Nationality is the legal relationship between a person and the country in which he/she is born. Culture differences may contribute to differing value systems.
e.
Research on age and ethical decision making reveals a complicated relationship. Younger managers are far more influenced by organizational culture than are older managers.
f.
Locus of control relates to individual differences in relation to a generalized belief about how one is affected by internal versus external events or reinforcements. 
i)
Those who believe in external control (externals) see themselves as going with the flow because that is all they can do. 
ii)
Those who believe in internal control (internals) believe that they control the events in their lives by their own effort and skill and trust in their capacity to influence their environment.
3.
Organizational Factors
a.
No one operates in a vacuum. 
b.
In the workplace, the organization’s values have the greatest influence on decisions. The alignment between a person’s own values and the values of the organization help to create positive work attitudes and organizational outcomes.
c.
A corporate culture can be defined as a set of values, norms, and artifacts, including ways of solving problems that members (employees) of an organization share. 
d. 
The ethical culture reflects whether the firm also has an ethical conscience. Ethical culture is a function of many factors, including corporate policies on ethics, top management’s leadership on ethical issues, the influence of coworkers, and the opportunity for unethical behavior. The more ethical a culture is perceived to be, the less likely employees are to make unethical decisions.
e.
Those who have influence in a work group, including peers, managers, coworkers, and subordinates, are referred to as significant others.
f.
Obedience to authority helps to explain why many employees resolve business ethics issues by simply following the directives of a superior. In organizations that emphasize respect for superiors, employees may feel that they are expected to carry out all orders from a supervisor.
4.
Opportunity
a.
Opportunity describes the conditions in an organization that limit or permit ethical or unethical behavior. 
b.
It results from conditions that either provide rewards or fail to erect barriers against unethical behavior.
c.
It also relates to individuals’ immediate job context—where they work, with whom they work, and the nature of the work. 
d.
The opportunity that employees have for unethical behavior in an organization can be greatly reduced through formal codes, policies, and rules that are adequately enforced by management. These mechanisms for eliminating misconduct must be consistent and aggressive.
B.
Business Ethics Evaluations and Intentions
1.
An individual’s intentions and the final decision regarding what action he or she will take are the last steps in the ethical decision-making process. 
2.
Guilt or uneasiness is the first sign that an unethical decision has occurred. This feeling occurs when a person’s behaviors are inconsistent with ethical judgment.
II.
Using the Ethical Decision-Making Framework to Improve Ethical Decisions
A.
The ethical decision making framework cannot tell you if a business decision is ethical or unethical, but it does provide you with insights and knowledge about typical ethical decision making processes in business organizations.
B.
It is unlikely that an organization’s ethical problems will be solved through a thorough knowledge about how ethical decisions are made. 
1.
Business ethics involves value judgments and collective agreement about acceptable patterns of behavior. 
C.
Ethical decision making within an organization does not rely strictly on the personal values and morals of individuals. Knowledge of moral philosophies or values must be balanced with business knowledge and understanding of the complexities of the dilemma requiring a decision.
1.
Organizations take on a culture of their own, which, when combined with corporate governance mechanisms, have a significant influence on business ethics.
III.
The Role of Leadership in a Corporate Culture
A.
Top managers provide a blueprint for what a firm’s corporate culture should be. 
B.
Leadership, the ability or authority to guide and direct others toward achievement of a goal, has a significant impact on ethical decision making because leaders have the power to motivate others and enforce the organization’s rules and policies as well as their own viewpoints. 
C.
Leaders are important in influencing an organization’s corporate culture. Leaders are the organization’s board of directors, as well as its managers and top executives.
IV.
Leadership Styles Influence Ethical Decisions
A.
Leadership styles influence many aspects of organizational behavior, including employees’ acceptance of and adherence to organizational norms and values. 
B.
Ethical leaders need both knowledge and experience to make decisions. Strong ethical leaders must have the right kind of moral integrity.

C.
Six leadership styles are based on emotional intelligence:
1.
Coercive
2.
Authoritative
3.
Affiliative
4.
Democratic
5.
Pacesetting
6.
Coaching. 
D.
They can also classify leaders as transactional or transformational. 
1.
Transactional leaders attempt to create employee satisfaction through negotiating, or “bartering,” for desired behaviors or levels of performance. 
2.
Transformational leaders strive to raise employees’ level of commitment and to foster trust and motivation. 
V.
Habits of Strong Ethical Leaders
1.
The “7 Habits of Highly Moral Leaders” were developed by Archie Carroll and are based on The Seven Habits of Highly Effective People by Stephen Covey.
2.
Ethical leadership is based on holistic thinking that embraces the complex and challenging issues companies face. 
3.
Leaders need both knowledge and experience to make the right decision. 
4.
They must have courage and the most complete information to make decisions that will be the best in the long run. 
5.
Leaders must stick to their principles and be ready to leave the organization if it is impossible to make the right choice.
A.
Ethical Leaders Have Strong Personal Character
1.
Ethical leadership is highly unlikely without a strong personal character.
B.
Ethical Leaders Have a Passion to Do Right
1.
Strong ethical leaders are “The glue that holds ethical concepts together.” 
C.
Ethical Leaders Are Proactive
1.
They anticipate, plan, and act proactively to avoid potential ethical crises.
D.
Ethical Leaders Consider Stakeholders’ Interests
1.
Ethical leaders must consider the interests of and implications for all stakeholders, not just those that have an economic impact on the firm. Ethical leaders have the responsibility to balance stakeholder interests to ensure that the organization maximizes its role as a responsible corporate citizen.
E.
Ethical Leaders Are Role Models for the Organization’s Values
F.
Ethical Leaders Are Transparent and Actively Involved in Organizational Decision Making
1.
Foster openness, freedom to express ideas, and the ability to question conduct
2.
Encourages stakeholders to learn about and comment on what a firm is doing
3.
Transparent leaders will not be effective unless they are personally involved in the key decisions that have ethical ramifications. 
G.
Ethical Leaders Are Competent Managers Who Take a Holistic View of the Firm’s Ethical Culture
1.
They view ethics as a strategic component of decision making.
VI. 
Understanding Ethical Decision Making in Leadership

A. Ethical issue intensity, individual factors, organizational factors, and opportunity are all factors that result in business ethics evaluations and decisions. 
B. An ethical organizational culture is shaped by effective leadership. Without top level support for ethical behavior, the opportunity for employees to engage in their own personal approach to ethical decision making will evolve.
C. The more you know about ethical decision making in business, the more likely you will be to make good decisions.
Debate Issue: Take a Stand

Have your students split into two teams. One team will argue for the first point, and the other will argue for the opposing view.  The purpose is to get students to realize that there are no easy answers to many of these issues. This issue involves an integrity dilemma at Berkshire Hathaway and the management style of Warren Buffett. Those who argue that Buffett’s current management style is sufficient could emphasize the past success of Berkshire Hathaway as a profitable and ethical company. Those arguing against Buffett’s current management style might point out that the misconduct happened with someone close to Buffett, showing that his trusting management style is insufficient to prevent unethical behavior on the part of his top executives.

“RESOLVING ETHICAL BUSINESS CHALLENGES” NOTES
This case deals with employee discrimination, legislation that protects employees, and the difficulty of organizational versus individual ethical decision making. Under the ADA, a rehabilitated alcoholic is protected on the grounds that a past record of driving while intoxicated may not be used to exclude a recovered alcoholic. First, if there was any legal basis for such an approach, it would apply to all alcoholics—rehabilitated and non-rehabilitated. The ADA protects all alcoholics. Second, if an essential element of a position entails driving and this essential element cannot be excluded from the job requirements through reasonable accommodation, then it is legally acceptable to exclude a disabled applicant on the basis of selection criteria that are job related and consistent with business necessity. In a position unequivocally requiring an employee to drive, a recent conviction for driving while intoxicated is job related and consistent with business necessity, especially when one considers the public safety implications, as well as the employer’s liability exposure due to hiring someone with a very negative driving record.
It is permissible to ask the candidate if he or she is legally able to live and work permanently in the United States. It is not legal to verify the documentation that establishes this prior to making an offer. Whether someone is or is not a citizen should not be any part of the decision-making process.
All you need to know is if they can work in the country legally, whether they are a citizen or not. If you don’t hire someone because they are a citizen of another country, not the United States, but authorized to work in the United States, you are breaking the law. If you reject on the basis of residency, it could be seen as a proxy for national origin discrimination.
While FMLA may not apply, pregnancy disability acts will. The fact is that you’re making an employment decision based on pregnancy, and that is illegal. It should be suggested that in this case students should consult with counsel to help figure out the best way to proceed. With respect to this issue, I would recommend reviewing UAW versus Johnson Controls, Inc., 499 U.S. 187 (1991). This U.S. Supreme Court case addressed an employer’s attempt to protect pregnant individuals, as well as those who were potentially able to bear children, from dangerous exposure to lead.
Asking the question, “Do you think Peter is too emotionally attached to the Martin case to make an objective decision?” will help students discuss the thin red line between an organizational ethical decision and a personal ethical decision. Peter must act as an agent for the company in this case and do what is ethically and legally appropriate under the circumstances.
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