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ABSTRACT 

Previous models of ethical decision making in business have placed little 

emphasis on the role of awareness of ethical dilemmas in determining the ethical 

outcome of business decision making. After a review of previous models, a contingency 

model is proposed that explicitly includes the issue of ethical awareness and its role in 

ethical decision making in business. The resulting contingency model of ethical decision 

making in business is based on both psychological and sociological theories. Problem 

content is hypothesized to interact with social expectations to create a state of ethical 

awareness. This ethical awareness is hypothesized to be affected by the presence or 

absence of codes of conduct, as well as the presence or absence of risk, as the decision 

maker moves from awareness of problem dimensions to intention formation. It is thought 

that risk ftirther affects the decision maker as he/she progresses from intention formation 

to action. Outcomes are hypothesized to feed back into the awareness and intention 

formation stages. The model is fiilly described, and a number of research propositions 

are offered. 

The model is partially tested in this dissertation. An issue raising high ethical 

awareness and an issue raising low ethical awareness are tested for their impact on 

decision making. Further, the impact of business and professional codes are examined, as 

well as the role of risk in ethical decision making. It is found that different variables 

impact the ethical decision process, depending on high or low states of ethical awareness. 

High ethical awareness results in a high frequency of ethical decisions, but low ethical 

awareness has no impact on frequency of ethical decisions. It is found that codes do not 



have impact in the laboratory setting, but risk does, under conditions of low ethical 

awareness. Under a condition of high ethical awareness, ethical awareness positively 

impacted ethical decision making. Under a condition of low etliical awareness, ethical 

awareness did not impact ethical decision making, but age negatively impacted ethical 

decision making, and work experience positively impacted ethical decision making. 

The study may be limited due to sample (MBA students) and technique (in-basket 

exercise). Suggestions for future research were to: (I) investigate the cause of high or 

low ethical awareness, using the problem content and social expectation interaction as 

one hypothesis; (2) verify the use of differential information in the decision process, 

dependent on condition of high or low ethical awareness; and (3) find more productive 

ways of identifying the action of codes in the ethical decision making process. 
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Chapter I 

Introduction and Literature Review 

Business ethics has emerged as an important field of management study in the last 

20 years. As part of this, considerable effort has been invested in ethical decision 

modeling, using theory from both sociology and psychology. The result has been a set of 

contingency models that bring together individual, environment, and task factors together 

in an attempt to describe the role of ethics in decision making. Some of these, the 

psychologically-based models, have stressed individual moral development as one of the 

main determinative factors in ethical decision making. Others, the sociologically-based 

models, have stressed die individual's associations as the main determinative factor in 

ethical decision making. 

This study refines the modeling of ethical business decision making in two ways. 

First, it examines the relative contribution of each of the schools of theory, along with the 

contribution of each model advanced by that school. Second, it situates the problem of 

ethical decision making clearly in the business context, and proposes a contingency 

model of ethical decision making based on the business envirormient. Third, it tests a 

limited portion of the proposed model. Finally, it combines the results of the test with the 

findings from a series of executive Interviews, to identify areas for fliture research. 

Two examples are helpful in presenting the issues to be addressed: 

"I Never Thought Of It That Way." 

Dennis Gioia was in charge of authorizing and organizing recalls of faulty 

products at Ford Motor Company at the time the Pinto was introduced (Gioia, 
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1992; Werhane, 1996). During the Pinto era, Gioia was aware of explosions and 

deaths that sometimes occured as a result of rear-end collisions with the car. but 

he not only did not recall the Pinto, he drove one and sold one to his sister. It 

never occurred to him. nor to the other engineers he dealt with, to recall the car. 

He notes: 

My ovra schematized (scripted) knowledge influenced me to perceive 

recall issues in terms of the prevailing decision environment and to 

unconsciously overlook key features of the Pinto case, mainly because 

they did not fit an existing script. Although the outcomes of the case carry 

retrospectively obvious ethical overtones, the schemas driving my 

perceptions and actions precluded consideration of the issues in ethical 

terms because the scripts did not include ethical dimensions. (Gioia. 1992: 

p. 385) 

Had the Pinto been recalled, the repair would have required placement of 

four plugs over the bolts extending from the back of the differential, a per car cost 

of approximately five dollars (Kunen, 1994). But the decision environment (the 

scripts or schemas that existed at Ford) that Gioia speaks of was the major 

determinative factor. The task was to build the most economical car possible, and 

this defect did not seem out of line when considering the size, cost, and market 

potential of the car. Indeed, Gioia simply did not think of the problem as an 

ethical problem. The recall decision was presented as an economic decision in an 

economic frame, and in that decision frame, recall was not considered. 



12 

"Don't Worry. Just Do It/'' 

Kermit Vandivier worked as an engineer in tiae testing division of B.F. 

Goodrich (Vandivier, 1972). The Goodrich corporation had been anxious to re

enter the subcontracting market, and had bid on a four-disk brake assembly for the 

LTV Corporation. Goodrich's bid for the brake was accepted primarily because 

its low weight and small size. Unfortunately, the engineer who designed the 

brake had erred in his calculations. Lab tests of the brake failed each time, until 

the error was discovered. By that time, however, it was impossible for Goodrich 

to redesign the brake, and still deliver it on time. Testing data were falsified, and 

LTV accepted the brake for flight testing. These tests resulted in near-fatal 

crashes, and the entire project was scrubbed. Vandivier claims that he signed off 

on the falsified test data under pressure from his immediate boss and others in the 

Goodrich company. 

Jackall (1988) interviewed a number of managers, one of whom put the 

issue this way: 

What is right in the corporation is not what is right in a man's home or in 

his church. What is right in the corporation is what the guy above you 

wants from you. That's what morality is in the corporation, (p. 109) 

Vandivier understood two things very clearly: what his professional judgment as 

an engineer led him to believe about the brakes, and what his boss wanted him to 

do. The two were at odds with one another. In the corporation, as the manager 

stated, it is often the latter that wins ouL 
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Statement of the Problem 

In examining ethical business decisions, there are three issues to be discussed: 

what constitutes an ethical dilemma, how does the individual or organization 

recognize an ethical dilemma, and what decision does the individual or 

organization make in the face of a recognized ethical dilemma? 

Definition of ethical 

Consider the problem of defining "ethical." Ethics, as a term, is commonly used 

to refer both to moral beliefs (beliefs about what is right and wrong to do) and ethical 

theory (justifications for moral beliefs) (of Beauchamp and Bowie, 1997). What is 

required for the purpose of this study is a base-line, operational definition. There are two 

fundamental ethical theories commonly used to develop systems of moral beliefs, 

utilitarianism and Kantianism. Each of these will be developed in turn, and then we will 

return to the question of what constitutes an acceptable operative definition of business 

ethics. 

Utilitarianism (Sidgwick, 1981) is a form of hedonism known as universalistic 

hedonism, and is clearly to be distinguished from that form of hedonism known as 

egoism. The prenoise of egoism is that each individual ought to be concerned with the 

greatest good for him/herself, and a society made up of such individuals will be an ethical 

society. Further, egoism assumes that the aggregation of all such egoistic preferences 

will promote the most ethical form of society. The premise of utilitarianism is that each 

individual ought to be concerned with the greatest good for all. Moral decisions in such a 

society will be those that create the greatest good for all, perhaps even at the expense of 
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some minority. Utilitarianism is often referred to as consequentialism, since the 

consequences (creation of the greatest amount of good) determine the ethicality of the 

action. In business ethics, then, utilitarianism supports those decisions that contribute to 

the betterment of society as a vvhole (e.g., bringing better goods to market). 

Kantianism, on the other hand, is concerned with rights and duties. Kant 

(1785/1965) proposed two distinct but related formulations of the Categorical Imperative, 

a principal/procedure by which he asserted one could determine all ethical action. In the 

Universal Law Formulation, he stated it as "Act only on that maxim through which you 

can at the same time will that it should become a universal law" (p. 88). In the Principle 

of Humanity, he stated that each rational being should "treat him(her)self and all others, 

never merely as a means, but always at the same time as an end in him(her)selF' (p. 101). 

Both forms attempt to combine both reversibility (whatever you have a right to do to 

someone else, they equally have the right to do to you), and respect for human dignity. 

Kantianism pertains to those business decisions that pertain to individual rights and/or 

duties (e.g., equal employment laws). 

Neither system is without problems. Utilitarianism is often condemned for its 

demandingness problem. That is. according to utilitarianism, it is ethically Justifiable to 

infect a number of individuals with cancer if one was assured of finding the cause of the 

disease and so eliminating cancer for all humanity. In fact, under utilitarianism, not only 

would it be ethically justifiable, it would be ethically wrong to do otherwise, since greater 

good would result. Most individuals reject such a conclusion. In its extreme, the "greater 

good" argument cannot hold so strictly. 
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Kantianism cannot resolve the problem of conflict of rights. In drug testing, the 

employer has the right to the employee's productivity, and the employee has the right to 

privacy regarding activity outside the workplace. Using the Categorical Imperative 

alone, it is impossible to decide which right prevails. 

What then is a working definition of ethical action in the business context? I 

propose that ethical action in business is action that produces greater good (considering 

both long- and short-term eventualities), while at the same time considering the rights of 

all involved, violating as few of those as is possible, and promoting as many rights as is 

possible. One clear base-line, used particularly in business, is the law: whatever is illegal 

is unethical. Law is often based on considerations of ethics (e.g.. discrimination in hiring 

violates personal rights). A second working base-line definition in many businesses and 

professions today are the existing codes of conduct, defined either by the business or the 

profession. Such codes vary from being very general to very specific. The working 

interpretation is that these codes ftmction in much the same manner as law: what is not 

clearly proscribed is at least arguably ethical. 

Beyond this base-line, the issues become very arguable. The system of tort law 

recognizes this problem. For example, individuals or companies may engage in actions 

that are not illegal, but that are arguably negligent. In such cases, the injured party has 

recourse to the court system for determination of negligence and damages resulting from 

such action. While the realm of tort law is beyond the scope of this dissertation, for the 

purpose of this dissertation, I propose to use the law and written codes of conduct to 

define ethical actions. 
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Ethical Recognition and Behavior 

Having defined "ethical," however narrowly, we turn to die remaining questions 

of how one recognizes that an issue involves ethical considerations, and the decisions one 

makes, given ethical recognition (or lack thereof). Figure 1 presents the two issues. The 

top row of the matri.x is the condition in which there is absence of recognition of an 

ethical component in a situation. Recall the case of Gioia (1992), who did not perceive 

an ethical problem and therefore (by what philosophers call ^moral luck') perhaps acted 

unethically. It was bad moral luck, but moral luck nonetheless. Moral luck is often 

illustrated with the following example: consider the case of an individual speeding down 

a country road. Someone steps out from the side, and the driver kills the individual. 

Consider a second individual, speeding down a similar country road. No one steps out, 

no one is killed. Is the first driver morally worse than the second? They both made the 

exact same decision: to speed down a country road. The first driver, though often judged 

in a much harsher light than the second, is simply morally unlucky: as a result of his 

actions, someone died. The second driver 'just got away with it.' Gioia is similar to the 

first driver. Many business decisions are made in the exact same frame (i.e., economics) 

that he made his decision about the Pinto. He did not perceive any ethical problems in 

the issue, and so left the question of ethical vs. unethical action to chance. 

Returning to Table 1, the bottom row represents situations in which the actor 

recognizes an ethical dilemma, and must decide whether or not to behave ethically. For 

example, Vandivier recognized the problem with the brakes, and tried at first to remedy 

it. When that proved to be unworkable, and it became clear that the brake was going to 
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be approved no matter what, he acquiesced and signed off on the falsified brake data. It 

was not until later that he resigned and testified about the incident before a congressional 

committee. The more desirable case, of course, consists of recognizing an ethical 

dilemma, and deciding to act in an ethical manner. 

Purpose of this Research 

This research addresses two questions. First, how does the way in which an issue 

is presented influence recognition of an ethical issue? Second, how do codes of ethics 

influence awareness of ethical issues and subsequent decisions? The first question, while 

clearly not resolving the recognition issue, may illuminate at least one element of what 

heightens ethical awareness. The second question captures current issues in a manner 

they have not been considered to date. Current research has examined the impact of 

codes of conduct on decisions. This research will examine how codes interact widi 

awareness, as well as how they link to decisions. 

In the remainder of this chapter, I will describe the models of ethical decision 

making that have been proposed in the business literature, as well as the empirical 

literature that accompanies them. I will also examine the reality of the business 

environment. In the next chapter. I will propose a model focused on the individual's 

awareness of ethical dilemmas. In the third chapter, I will describe research that tests the 

hypotheses derived firom the proposed model. In the fourth chapter I will describe the 

results of the study, and in the final chapter I will discuss the findings and interviews, and 

conclude with issues for further study. 
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Models Of Ethical Decision Making in the Business Literature 

Business ethics has been a growing academic topic over the last twenty years or 

more; a variety of models of ethical decision making have been proposed and numerous 

empirical studies have been conducted. 

There are two camps in ethical decision modeling: psychological, and 

sociological. The psychological camp founds its work on Kohlberg's (1969) stages of 

cognitive moral development (CMD) and on Fishbein and Ajzen's theory of reasoned 

action (1975; Ajzen & Fishbein, 1980). The sociological camp founds its work on 

Sutherland and Cressey's (1970) differential association theory and Merton's (1957) role-

set theory. These foundational theories are described briefly here, followed by a review 

of the models using those theories. Readers desiring a fuller description of the 

foundational theories should refer to Appendix A. 

Psychological Theories 

Foundational Models 

Cognitive moral development. Kohlberg's (1969) theory of cognitive moral 

development (CMD) is based on the cognitive development work of Piaget (1965). 

Kohlberg postulated three levels of moral development, each with two distinct stages. 

The first general level is the preconventional, where the individual judges issues from 

•^vhat is due to me." The second, level is the conventional level, judging issues firom the 

perspective of social relationships. The third level is the postconventional, or principled, 

level, where the individual judges issues from the larger social perspective. The first 

stage of each level is the more personalist, and the second is the more universalist. At the 
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conventional level, the personalist stage considers relations in terms of the self. 

essentially an application of the Golden Rule. The universalist stage, on the other hand, 

considers relations in terms of their place in the social system. 

Bandura (1991) critiqued CMD both on its assumption that higher stages of CMD 

were more ethical or moral than lower stages, and its assumption that development is in 

some lock-step fashion. Kohlberg (Higgins. Power. & Kohlberg, 1984) found social 

influences to outweigh individual stage determinants in moral reasoning. 

Reasoned action. Reasoned action (Ajzen & Fishbein, 1980: Fishbein & Ajzen. 

1975) asserts a subjective utility-like model that links attitudes, norms, intentions, and 

behaviors. Behaviors are determined by intentions, and intentions are a function of 

attitudes and subjective norms. Discrete attitudes are formed by the cormection between 

certain behaviors and their outcomes. Attimde in general is the sum of all discrete 

attitudes. Subjective norms, the other factor in intention formation, are the combination 

of normative beliefs toward the certain behavior, multiplied by the individual's 

motivation to comply v,ith that particular norm. Intention to perform or behave in a 

particular manner is the sum of all attitudes and subjective norms. 

Ajzen (1991) noted that the empirical literature on the linkage between intention 

and behavior (the critical connection ia this model) is mixed. Hessing, ELffers, and 

Weigel (1988), in a study of tax evasion reports and behaviors, found no correlation 

between attitudes, subjective norms, and actual tax evasion behaviors. They offered 

caution in accepting die theory of reasoned action in situations of self-report of socially 

proscribed behaviors. 
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Derived Models 

Rest's model. Rest (1986) proposed a four-stage model of ethical decision 

making: recognition, judgment, intention, and action. Each stage is heavily reliant on 

social learning and individual differences. 

At the outset, the individual must recognize the ethical dilemma. Rest noted that 

there are significant differences in recognition due both to cue ambiguity and individual 

differences in sensitivity. Intense feelings may also confound this recognition problem 

(e.g., feelings of intense dislike for an individual may reduce one's ethical sensitivity 

toward diat person). 

At the judgment level, the individual forms an opinion of what should be done. In 

judgment. Rest relied heavily on ECohlberg's (1969) stages of CMD. As the decision 

maker becomes more ethically sophisticated (i.e., at higher levels of CMD), he/she 

internalizes more of the ethical judgment process, and those judgments become more 

independent of the social environment. Level of CMD moderates the effect of social 

envirorunent in Rest's model. 

At the level of intention formation, the individual takes the outcome of judgment 

and forms a plan of action. Optimally, the decision maker gives priority to ethical values 

above personal values. The decision maker here is willing to enact a moral action at 

personal cost, if need be. 

Finally, in the action stage, the decision maker must have the abilities and 

strength to implement the moral judgment and intention. Ego strength, as well as self-

regulation, is critical to this step. 
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Rest found that these four steps interact with one another. In an experiment, 

seminarians were given the duty of composing a sermon on the Good Samaritan as they 

walked to the building in which they would deliver the sermon. As they walked, they 

encountered a person (the experimental condition) who needed help. Helping decreased 

as pressure (e.g., time constraint) increased, to the point that some seminarians literally 

stepped over the person in need. Rest's point was that duties at one level can severely 

impair either recognition or implementation at another level. 

Aside from this. Rest's model has not been tested. 

Jones' model. Jones (1991) began the development of his issue-contingent model 

by reviewing the models of Rest (1986), Trevino (1986), Ferrell and Gresham (1985), 

Hunt and Vitell (1986), and Dubinsky and Loken (1989). The one piece that is missing, 

Jones noted in his review of the earlier models, was development of the issue as a key 

determinant in the moral judgment. Jones then developed a construct he termed moral 

intensity, and identified six characteristics of issues that determine moral intensity: 

magnitude of consequences, social consensus, probability of effect, temporal immediacy, 

proximity, and concentration of effect. 

Moral intensity is entirely determined by the issue. It is, therefore, not a matter of 

individual difference variables, such as moral development, ego strength, locus of 

control, or particular pieces of knowledge. Moral intensity is also not determined by the 

organizational factors, such as culture or policy. 

Instead of these moderating influences of other models, moral intensity depends 

on a sense of moral imperative driven completely by the application of normative ethical 
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theory to the presenting dilemma. The essence of the normative argument presented here 

is that responsibility for an ethical or unethical action is based on the concept of 

proportionality. The worse the evil, the more urgent the situation, the more certain the 

effect of the action, the more influential the agent on the action, and the availability of 

other means to the same end, all determine the strength of proportionality, and the higher 

the level of proportionality, the more responsible the agent was to act in an ethical 

manner. Proportionality appears to function a bit like a scales. Jones failed to specify, 

however, what tips the balance. Jones appeared to appeal, instead, to a common-sense 

knowledge that, in fact, we all do this, and can recognize the operation as one we perform 

in our everyday lives. 

Jones (1991) used the term normative ethics in a singular fashion. In other texts 

(e.g., Beauchamp & Bowie. 1997), the term refers to argumentation arising from either 

utilitarian, Kantian, or justice literature. Proportionality is perhaps more accurately a 

decision criterion, not an ethical theory. Jones (1991) appeared to use proportionality to 

assign responsibility. For Jones, responsibility was the driving force toward action. 

Jones, then, was not driven by strong ethical theory, but by a decision criterion that 

assigned some level of responsibility. 

Jones (1991) applied his six elements of moral intensity to each stage of Rest's 

(1986) model of ethical decision making (recognition, judgment, intent, and action). In 

doing so, Jones noted that his model is a single-issue, point-in-time model. Longitudinal 

development effects and individual differences, though important, are not of interest in 

this model. 



The various aspects of moral intensity were hypothesized to affect the 

individual's recognition through the salience and vividness of the stimuli of the issue. 

Issues with high moral intensity will stand out more (be more salient) or be more 

emotionally interesting or concrete (more vivid). Such moral recognition will increase 

the likelihood that moral reasoning will be employed in the resolution of the Issue. 

Moral judgment is driven by Kohlberg's (1969) stages ofCMD. Jones (1991) 

argued further that the level of moral judgment was also issue dependent. He 

hypothesized that the amount of moral intensity determined the amount of effort put into 

the judgment process. In an application of Fiske and Taylor's (1984) comment on the 

link between efficiency and effort, Jones noted that issues of low moral intensity will be 

treated with great efficiency and little effort. Issues of high moral intensity will (by 

implication) receive more effort, so as to effect a more accurate judgment. 

Jones (1991) contended that the higher the moral intensity of an issue, the more 

the individual will intend to behave in a moral fashion. He noted the lack of intent of 

Kermit Vandivier (1972) to oppose his company delivering a faulty aircraft brake, tligh 

moral intent, it was presumed, would overcome such organizational detriments to moral 

action- Further, as with Fishbein and Ajzen's (1975) model of reasoned action, the 

greatest predictor of action was intent. Therefore, by extension, the greatest predictor of 

moral action would be moral intent. 

Analogous to the previous stages, high moral intensity was linked to performance 

of moral behavior. In this, moral intensity provided a moral motivation that drove the 

individual to overcome the obstacles inherent in implementing any intention. 



Finally, Jones (1991) noted two problem areas in the model. First, Individuals 

may be cognitively biased in terms of their ability to recognize moral issues or moral 

agency. That is, the individual may not correctly perceive that an issue is in fact a moral 

issue, due perhaps to their inability to perceive future consequences of novel actions. 

Alternatively, the individual may reject the notion of moral agency, in much the same 

way that individuals rejected the notion of responsibility during the Milgram experiments 

(Kelman & Hamilton, 1989). Secondly, organizational factors may inhibit performance 

of moral behavior, through such issues as small group pressure (Asch, 1951, 1955.1956), 

or under conditions where moral behavior requires challenging authority (Kelman & 

Hamilton, 1989). Jones (1991) noted that organizational factors will have particular 

import at the stages of moral intent and moral behavior. 

Jones asserted face validity for his model. Subsequent research has been mixed. 

Jones and Huber (1992) found ±at the aggregate model predicted moral intensity, but 

social consensus was the only factor to have a separate effect. Morris and McDonald 

(1995) found, using a variety of scenarios, that magnitude of consequences and social 

consensus predicted moral intensity for all scenarios. Other factors were also significant, 

but significance was contingent upon the scenario used. The overall construct is stiU in 

need of full testing. 

Trevino's model. Trevino (1986) offered a model similar to the Ferrell and 

Gresham (1985) contingency firamework, termed a 'person-situatioa interactionist' model 

of ethical behavior. In this model, the decision maker initially recognized the situation as 

either an ethical dilemma or not (a process specifically dependent oa the individual*s 
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level of CMD), and then proceeded to move to action on the basis of that recognition and 

his/her individual level of CMD. This move from cognition to action was moderated on 

the one hand by individual difference variables, such as ego strength, dependence on 

others, and locus of control. On the other hand, it was also moderated by the presence of 

situational factors, including elements of the immediate Job context (reinforcement and 

an omnibus 'other pressure' category), the organizational culture (normative structure, 

referent others, obedience to authority, and responsibility for consequences), and the 

characteristics of the work (role taking and accountability). Situational factors were 

hypothesized to have two effects. On the one hand, high situational interaction (i.e., a 

high degree of interaction between the individual and the environment) was predicted to 

increase an individual's CMD. On the other hand, high levels of situational factors were 

predicted to moderate the linkage between individual cognition and action. Trevino 

predicted that these situational moderators would have less influence as the decision 

maker progressed to higher stages of CMD. 

Hunt and Vitell's model. Hunt and Vitell (1986) offered a model of ethical 

decision making based on Fishbein & Ajzen's (1975) theory of reasoned action. That is, 

individual difference and environment variables were inputs to perceptions of the 

problem, alternatives, and consequences. These perceptions are weighed using both 

deontological (i.e., rights and duties) and teleological (i.e., consequentialist) evaluations, 

and the outputs of these evaluations then fed into ethical judgment. Ethical, or 

deontological, judgment, along with the teleological evaluation, forms the basis for 

intention. Highly attractive but immoral options have die potential, through this second 
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round of teleological evaluation, of overruling the moral evaluation in the formation of 

intention. In line with Fishbein and Ajzen (1975), intention predicts behavior. 

Situational constraints are predicted to affect behavior, in that opportimity to commit a 

particular act may or may not be present. Consequences are then evaluated, and used as 

input for the next round of ethical decision behavior. 

Hunt and Vitell's model has not been tested. 

Dubinsky and Loken's model. Dubinsky and Loken (1989) offered a model of 

ethical decision making in marketing that is essentially a subjective expected utility 

model based on the model of reasoned action (Ajzen & Fishbein, 1980; Fishbein & 

Ajzen, 1975). The major determinant of ethical or unethical behavior in this model is the 

intention to engage in ethical or unethical behavior. In turn, this intention is the sum of 

two factors, each with its own subjective weight. One factor is the attitude of the 

individual toward ethical or unethical behavior in general. This attitude is the sum of all 

behavioral beliefs (linking behavior to particular outcomes) weighted by the outcome 

evaluation (salience of the outcome). The second element that makes up intention to 

engage in ethical or unethical behavior is the individual's subjective norm toward the 

behavior in question. This is the simi of all normative beliefs about the behavior in 

question (what others think about the behavior, and whether it should be done) weighted 

by the individual's willingness to comply with what others think. 

Dubinsky and Loken proposed that, by using a strict version of the theory of 

reasoned action (Ajzen & Fishbein, 1980; Fishbein & Ajzen, 1975), their model was both 

parsimonious and generalizabie. That is, their model contained few elements, and all 
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elements related to the action-intention linkage. By containing few elements, the model 

was more parsimonious than others (e.g., Ferrell & Gresham. 1985). By refusing to 

consider whether the decision maker perceived the action as ethical or not. the model was 

generalizable to a variety of contexts. Essentially. Dubinsky and Loken have applied 

moral content to the theory of reasoned action, leaving their model at best only as strong 

as the theory of reasoned action. 

Sociological Theories 

Foundational Models 

Differential association theory. Differential association theory (Sutherland & 

Cressey, 1970) was developed as a sociological explanation of criminal behavior. The 

theory postulated that criminal behavior was a function of social learning. The individual 

learned not only actual criminal behaviors (e.g.. how to shoplift), but also a rationale that 

mitigated the social norms proscribing such behavior (e.g., stores inflate prices because 

they know someone's going to steal some of it). Those individuals who leam an excess 

of motivations toward criminal behavior were postulated to be the individuals more likely 

to engage in such criminal behaviors. The earlier an individual leams such material, and 

the more significant the person is, the more likely the individual is to engage in such 

behaviors. 

Role-set theory. Merton (1957) noted that influence on a particular individual 

comes from the other persons (role-senders), perhaps with different levels of authority 

over the focal individual, moderated by the distance from those persons. Two forms of 

conflict are hypothesized: intersender conflict, which results from the conflict of 
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expectations from two or more role-senders; and person-role conflict, which results from 

the conflict that occurs between the focal individual and particular role expectations. 

In considering both intersender and person-role conflict, role-set theory postulates 

that the closer the sender is, the more influence the sender will have in deciding the 

outcome of the conflict. Also, the more relative authority the sender has, the more 

influence the sender will have in deciding the outcome of the conflict. 

Derived Models 

Ferrell and Gresham's model. Ferrell and Gresham (1985) developed a 

contingency framework for ethical decision making in marketing. The individual's 

knowledge, values, attitudes, and intentions formed inputs to the ethical decision process. 

There were two contingent factors that entered into the ethical decision process: 

significant others, and opportunity. These contingent factors formed what Ferrell and 

Gresham term internal organizational pressures," which are described by earlier theories 

by Sunderland and Cressey (1970) and Merton (1957). 

Differential association theory (Sutherland & Cressey, 1970) predicted that 

significant others in the irrmiediate environment (e.g., superiors, colleagues, etc.) provide 

cues for learning what is ethical and unethical. Role-set theory (Merton, 1957) predicted 

that focal relationships that occur within the organization (e.g., self-superior, self-

colleague) will influence ethical behavior. la this, organizational distance is negatively 

related to, and relative authority positively related to, the strength of the relationship. 

Research (Baumhart, 1961; Brenner & Mohlander, 1977; Hunt, Chonko, & Wilcox, 



29 

1984; Zey-Ferrell & Ferrell, 1982; Zey-Ferrell, Weaver, & Ferrell, 1979) has supported 

various predictions derived from these theories by Ferrell and Gresham (1985). 

Ferrell and Gresham (1985) hypothesized that codes of conduct and corporate 

policy functioned as constraints on opportunity. Codes of conduct or corporate policy 

served as moderators of ethical decision making in their model. 

In short, then, the decision makers behavior was influenced by personal beliefs 

and cognitions, but the impact of these beliefs and cognitions on behavior was heavily 

moderated by the beliefs and actions of significant others, and the presence of 

opportunity. 

Ferrell. Gresham. and Fraedrich's model. Ferrell. Gresham. and Fraedrich (1989) 

synthesized a model of ethical decision making, using die earlier models of Ferrell and 

Gresham (1985) and Hunt and Vitell (1986). Given the presence of a moral issue, the 

individual proceeds from awareness of the moral issue to cognitions regarding the moral 

issue. At this stage, the individual is particularly dependent on his/her stage of CMD for 

awareness and recognition. Following the moral cognitions stage, the individual 

progresses to the stage of moral evaluation, where deontological and teleological 

judgments take place. These judgments flow into determination of intentions (Ajzen & 

Fishbein, 1980; Fishbein & Ajzen, 1975), and then into action, giving rise to ethical or 

unethical behavior. 

There were three moderators identified tor the stages of awareness, cognition, 

moral evaluation, and determination of intention: orgam'zational culture, opportunity, and 

individual moderators. 
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In describing the influence of organizational culture, Ferrell et al (1989) borrowed 

Ferrell and Gresham's (1985) reliance on differential association theory (Sutherland & 

Cressey, 1970) and role-set theory (Merton, 1958). They also noted the results of 

Fraedrich's (1988) doctoral dissertation, in which he found that decision makers used 

different moral philosophies in making decisions, contingent on whether they were in 

their home or work enviromnents. 

Opportunity, in both the Ferrell and Gresham (1985) model and this model, was a 

complex structure involving both the right circumstances to participate in some given 

behavior and the formal or informal codes or structures that either condone or prohibit 

such behavior. 

Ferrell et al (1989) derive their notion of individual moderators from both the 

Ferrell and Gresham (1985) and Hunt and Vitell (1986) models. The list included an 

individual's knowledge, values, attitudes, intentions, and personal experiences. 

Outcomes of particular ethical or unethical behaviors (e.g., praise or punishment) were 

evaluated by the individual as positive or negative, and this information becomes part of 

the personal experiences that moderate future behaviors. 

Decision Tree models 

Two very similar models have been offered by Cavanaugh. Moberg, and 

Velasquez (1981) and Fritszche (1991), in the form of decision trees. These were neither 

essentially psychological nor sociological in nattire, but rather simple decision processes. 

Each posed three basic questions. The first question examined the cost-benefit question 

for the organization. A 'no' answer caused an exit firom the system, while a 'yes' answer 
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moved to the next question. Issues of normative ethics followed. The second and third 

questions examined the violation of rights and justice, respectively; will anyone's 

freedoms, or distribution of goods, be violated by the proposed action? If someone's or 

some group's rights or distributions are violated, a second-level question is asked: is there 

an overriding reason for performing this action? If there is an overriding reason, the issue 

moved to action; if not, the issue exited the system. 

Critical Summary 

The models developed in the literature can be critiqued on three dimensions: 

decision modeling, recognition of ethical dimensions, and application to the business 

environment. I will address each of these issues in turn. 

Decision modeling 

Dubinsky and Loken (1989) critique prior models of ethical decision making 

(Ferrell & Gresham, 1985; Hunt & Vitell, 1986; Rest. 1986) as complex and untestable. 

Thus, they argue, a strict application of reasoned action theory (Ajzen Fishbein, 1980; 

Fishbein & Ajzen, 1975) would yield a testable model. Given that later models (Ferrell, 

Gresham, & Fraedrich, 1989; Jones, 1991) rely on the earlier models, it would seem the 

same criticism is valid for these models. In fact, it appears that empirical research has not 

fully tested any one of the models, lending at least the appearance of credibility to the 

Dubinsky and Loken (1989) criticism. 

Aside from the Dubinsky and Loken (1989) model, each of the other models 

assume that there is some different reasoning process for ethical decision making than for 

decision making that does not involve ethical issues. It is unclear, though, if what is 



proposed is an entirely different decision process, or simply different relevant 

information drawn into the normal decision process. [ would argue that decision makers 

actually have a rather familiar set of decision processes they use (for a description of 

natural decision models, see Beach, 1997), with ethical information drawn in as deemed 

relevant. Ethical decisions are not arrived at differently than other decisions; rather, they 

involve a set of information (normative ethical theories) as an essential determinative 

component in attaining the final outcome. Rather than a new model of decision making, 

perhaps ethical decision making is more a particular ordering of relevant information and 

decision nodes, much like the decision trees of Cavanaugh, Moberg, and Velazquez 

(1981) and Fritzsche (1991). 

Recognition of ethical dimensions 

The second issue is that of recognition of an ethical dilemma. FerrelL Gresham. 

and Fraedrich (1989) commented on this issue: 

The synthesis begins with identification of an ethical issue evolving from the 

recognition that an unsettled element of the social and economic environment has 

created a dilemma. How managers recognize ethical dilemmas or know when 

ethical issues are present is a critical matter. K.ohlberg's model of cognitive moral 

development may help in this regard. A person at a lower (preconventional) stage 

of moral development may not see a situation as an ethical issue, whereas 

someone at a higher (principled) stage may recognize the ethical component. In 

addition, it is Ferrell and Gresham's view that social learning affects the 

evaluation of ediicaL/unethical behavior, which in turn could influence the 
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delineation of future etiiical issues. Therefore, social learning and cognitive 

moral development are variables that affect the recognition of an ethical issue, (p. 

61) 

The logic here is not very tight, arguing from a series of 'may' statements to a 

final assertion. And yet, as Ferrell, Gresham, and Fraedrich (1989) note, this is a critical 

(and perhaps the most critical) matter in the decision linkage. Lack of recognition 

absents the decision maker from any ethical reasoning process (the "moral luck' position, 

noted earlier). 

At a more significant level, the issue of what constitutes recognition is left open. 

Is the ethical dilemma present, and the individual either perceives or does not perceive it, 

or is the ethical dilemma at least in part constituted by the individual's interpretation of 

the event? In the first condition, the ethical dilemma is an 'out there' phenomenon; in the 

second, it is at least in part a constructed phenomenon. Given the working definition of 

ethics offered earlier (i.e., ethics as law), the first condition is the selected condition for 

this dissertation. In each model proposed, however, this is a very unclear issue. 

With the exception of those by Rest (1986) and Jones (1991), the models assumed 

that an ethical dilemma has been recognized, and the decision process described then 

followed in each case. Rest (1986) posited that individuals are able to recognize ethical 

problems dependent on their stage of cognitive moral development, which made 

recognition solely an individual difference variable. Jones (1991) posited recognition as 

dependent on features of the issue. The individual perceives a level of moral intensity 

and proportionality. Moral intensity alerted the individual to the ethical dimensions of 
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the issue, while proportionality pushed the individual to a sense of responsibility for 

action. For the general decision linkage, though, Jones (1991) reverted to the model of 

Rest (1986). In terms of individual perception, then, Jones returned to an individual's 

particular stage of CMD to predict awareness of ethical dilemmas, while at the same time 

noting the features of issues that were predicted to trigger an individual into recognition. 

In the business setting, the strength of individual CMD appears to have little 

impact on ethical decision-making. Fraedrich, Thone, and Ferrell (1994) strongly 

criticize the use of CMD in the business setting, finding no evidence for linkage between 

an individual's CMD and his/her behavior in business. Zey-Ferrell, Weaver, and Ferrell 

(1979) found that opportunity and the beliefs of significant others in the organization 

were much more determinative of action than individual beliefs. This was cited as a 

reason for including organizational culture as a moderating variable in the linkage 

between intent and action (Ferrell & Gresham, 1985; Ferrell, Gresham, & Fraedrich, 

1989; Hunt & Vitell, 1986; Jones, 1991; Rest. 1986). Brief, Dukerich. Brown, and Brett 

(1996) found, no linkage between individual values and unethical behavior. Trevino 

(1986) and Morris and McDonald (1995) found significant evidence to suggest that 

managers operate at the conventional stage of CMD, and therefore asserted that the 

opinion of others is a more significant determinant of individual action than the 

individual manager s opinion. 

Application to the business setting 

The decision models proposed thus far advert to the business setting primarily 

through viewing the business setting as the place of social learning or influence. Codes 



of conduct are viewed as constraints on opportunity (Ferrell & Gresham. 1985; Ferrell, 

Gresham, & Fraedrich, 1989; Hunt & Vitell, 1986; Trevino. 1986). If the comments 

offered in the consideration of the working definition of ethics are accurate, however, the 

business setting may further define recognition of ethical action as action that is legal. 

Anything that is clearly illegal, or contrary to a specific code of conduct, is unethical. 

Anything that is legal or not contraindicated by a specific code of conduct, then, is at 

least an allowable action, if not clearly an ethical action. This interpretation seems 

consonant with the quote offered earlier from Jackall (1988). 
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Chapter 2 

Proposed Model of Business Decision Making 

The purpose of this dissertation is to propose and test a contingency model of how 

ethical concerns influence the business decision process and to test some of its features. 

First, some definitions: 

A contingency model (Fiedler. 1964) assumes that the behavior of interest is 

contingent upon the characteristics of the actor, the characteristics of the task, and the 

characteristics of the environment in which the actor encounters the task. In this case, the 

actor is a business decision maker who has various characteristics among which are 

his/her personal ethical standards and personal goals. The task is to make a decision. It 

arises when circumstances that define a dilemma or opportunity require action on the part 

of the decision maker. The environment is the structural makeup of the business' 

ongoing activities as well as the business' stated and enforced code of ethics and 

pressures to seek profits and avoid losses. Note that in these definitions, ethical decision 

making is not a type of decision making per se. Rather, ethics is one of the concerns that 

is weighed in the decision process, whatever that process might be. 

Figure 2 illustrates the proposed contingency model. In this chapter, I will 

e.xaniine each of the stages in turn, and discuss the impact of task, environment, and 

personal characteristics . The model contributes to current theory by linking the content 

of the problem to awareness, and suggesting the effect one or more codes would have on 

ethical awareness and deliberation/intentioa formation. 
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Initial Problem 

The effect of the problem content on subsequent decision processes has been the 

subject of much research. Tversky and Kahneman (1981) presented a problem in both 

gain and loss formats, and discovered that people avoided risk when faced with the 

choice between a sure (but lesser) gain and a risky (but monetarily greater) gain. 

However, people chose risk when faced with the choice of a sure (but smaller) loss, or a 

risky (but monetarily greater) loss. Wagenaar and Keren (1986) differentiated the 

decision task by first varying the role of the decision maker, and then varying the format 

in which the information was presented. One group was told they were parents, and 

another group was told they were public officials. Half of each group received the 

information in the form of statistics, and the other half of each group received the 

information in the form of anecdote. It was found that anecdotal information was more 

influential for the parent group, while statistical information was more influential for the 

public official group. 

Minsky (1968) examined this issue of problem content in terms of search 

heuristics. His task was designing artificial intelligence, or, if you will, 'leaching" 

machines to understand as humans do. The attachment of meaning to a phrase is a 

particularly non-linear task. Minsky asserted that, when presented with a problem, the 

human mind searches relevant memory banks for those elements that aid in providing 

interpretation. When such information has been found, answers to questions are formed, 

or courses of action are decided on. 
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Barnes (1984) examined the impact of problem content on reasoning. She found 

that, when presented with a problem involving people, individuals used an epistemic 

reasoning process. When presented with a problem involving numbers, individuals used 

an aleatory reasoning process. In other words, when individuals think about "people" 

problems, they reason in a series of "if-then" statements. When individuals think about 

number problems, they reason in probabilities. 

If we interpret the Wagenaar and Keren (1986) results in this light, it appears that 

role expectations make some information more significant than others (e.g., statistics to 

policy makers, or stories to parents). It is not just the search for information, it is the 

search for significant or pertinent information that is critical. Gioia (1992) failed to bring 

ethical information to the decision process, because both the manner in which the 

problem was specified and the dominant problem-solving protocol at Ford were 

economic, not ethical. 

The contention in this model is that problem content interacts with role 

expectations and the dominant decision environment. This interaction causes the 

decision maker to believe some issues to be salient to the decision process, and others 

not. The interaction of problem content with expectations appears to hold one key to the 

issue of awareness, and to that we now turn. 

Awareness 

We began this model by noting that ethics was one piece of information in the 

decision process. The question at this point is, what information in the initial problem 

causes the decision maker in his/her particular role to think that ethical information is 
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relevant to the decision process? Jones (1991) attempted to develop a construct he 

termed moral intensity, and asserted that moral intensity vvill predict awareness of ethical 

concerns. Research (Jones & Huber, 1992; Morris & McDonald. 1995) has indicated 

that, of the six dimensions Jones specified, social consensus is the only reliable predictor. 

The theory being developed here examines the impact of problem content on awareness. 

The decision maker is initially presented with a dilemma or opportunity. In the 

process of becoming aware of the dilemma or opportimity, the decision maker becomes 

aware of the various dimensions of the presenting issue: what the costs and benefits 

might be, as well as what ethical standards might be involved. The question is, what 

makes a problem dimension salient to the decision maker? In business, the cost/benefit 

dimension is almost always salient. The question then reduces to this: what makes the 

ethical dimension salient to the decision maker? 

Gioia (1992) helps us understand the impact of task and environment on 

awareness. As he noted, the decision environment at Ford was an economic 

environment. That is, issues were presented in economic terms, e.g., how profits and 

losses would be affected by particular decisions regarding car design. In Gioia's view, 

the environment constrained individuals to think solely in terms of costs and benefits to 

the company. 

Gioia also helps us understand the potential impact of the task characteristics. 

The task was initially a decision scripted in economic terms, and Gioia did not perceive 

the ethical implications. It was only later, when Gioia reconstructed the problem in terms 

of impact on people that he perceived the ethical issues present in that decision. 
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Vandivier (1972) illustrates the impact of codes and laws on the level of 

awareness, as well as the impact of private costs and benefits on decisions. He was 

presented with falsified test data, and required to sign off on them. As an engineer, he 

knew this was against his professional ethics. He also knew that failing to sign would 

cost him his job. 

Theoretically, awareness is a function of memory search. We perceive elements 

in a given simation, and classify them as best we can. Our ability to classify is dependent 

on the knowledge we bring to bear on the situation. To use the Gioia (1992) example 

again, he initially classified the Pinto problem as a cost/benefit issue. It was only when 

the issue was reconstructed as a people issue that he brought a new subset of knowledge 

to the fore and reclassified the problem as an ethical problem. 

Anderson (1987) found that goals and intentions were critical in guiding memory 

search. The goals or intentions that the decision maker perceives in the problem will 

determine the potential classification of the problem. Initially, Gioia perceived economic 

goals. Later, he perceived safety goals. As Barnes' (1984) research pointed out, a 

problem containing numbers produces one type of reasoning; a problem containing 

people produces quite another tj-pe of reasoning. The task, the business environment, and 

the individual in his/her role all interact to form awareness, which begins the reasoning 

process. 

I believe that problem content interacting with expectations might be a productive 

approach to the issue of predicting ethical awareness. Jones* (1991) model assumed that 

moral intensity, a measure of ethical awareness, was dependent on characteristics of the 
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problem, but found that social consensus (level of agreement about the good/evil of an 

act) was the only reliable predictor. The characteristics of the problem, taken alone, are 

not sufficient for moral awareness; it is the characteristics of the problem, in conjunction 

with social expectations, that create moral awareness. 

A problem containing mainly economic terms, as the Gioia (1992) example 

illustrates, may provoke little ethical concern, particularly if it occurs in the business 

context. The purpose of business is to make money, and decisions containing primarily 

money terms should provoke a decision protocol with economic terms, and along an 

aleatory reasoning process. 

Alternatively, problems containing primarily impact on people may provoke 

significant levels of ethical concern. The entire field of organizational justice, whether it 

be equity theory (Adams, 1965), procedural justice (Thibaut & Walker. 1975), 

interactional justice (Bies & Moag, 1986), or other of the many variations on the field, 

considers the question of what constitutes fairness in dealing with people. When people 

are part of the issue, there are concerns of what outcomes they receive, and how they are 

treated in the process, and. these become measures of fairness. 

Simply stated, [ believe that problem content interacts with social expectations to 

create a specific level of ethical awareness in the decision maker. It is likely that a 

problem content that involves people will create in the decision maker a high level of 

ethical concern; a problem content that involves profit/loss, or numbers, will create in the 

decision maker a low level of ethical concern. This single factor of people v. money is 

not the only factor, however. What is contended here is that the interaction of problem 
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content with social expectation will create a level of ethical concern. Vandivier 

experienced a very clear ethical obligation; Gioia did not. Gioia experienced the Pinto as 

an ethical obligation only after he perceived the safety dimensions of his decision, in 

addition to the economic dimensions of that same decision. The first prediction of this 

model is that problem content will interact with social expectations in the mind of the 

decision maker, and this interaction will establish a level of ethical awareness in the mind 

of the decision maker. In some cases, there will be heightened levels of ethical 

awareness; in others, not. 

In addition to the effect of problem content and social expectation on awareness, I 

believe that die presence of codes of conduct will heighten ethical awareness. These 

codes function as screens for decision behavior, indicating conduct that may be 

prescribed or proscribed. In addition, the codes may be very general, such as "We will 

furnish our clients with fiill and accurate information on a timely basis," or very specific, 

"No purchasing agent shall accept a gift firom a supplier that cannot be consumed in one 

day." An individual presented with a decision task will screen the task against the codes, 

seeking disapproval of projected, behavior (the screening task). Behavior that is not 

disapproved may move forward to the deliberation/intention formation stage, given 

adequate incentive for the decision maker. Behavior that is disapproved may be 

discarded, or moved forward to the deliberation/intention formation stage where it will be 

re-evaluated in light of the risk of getting caught v. the benefit derived from performing 

the unapproved action. 
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The second prediction, then, is that when codes are present, there will be 

heightened ethical awareness on the part of the decision maker. 

Deliberation/Intention Formation 

Once the decision maker is aware of the various relevant pieces of information, 

he/she deliberates the perceived aspects of the problem, and forms an intention for action. 

In deliberation, the decision maker will weigh the dilemma or opportunity, the 

environmental constraints, and his/her personal concerns. The decision maker forms 

his/her intent to act based on this deliberation. 

I focus my concern at this point on the formation of intention to act ethically vs. 

unethically. It is important to remember that the ethics being discussed here is 

environmentally defined through the imposition of codes and laws. This does not leave 

consideration devoid of such matters as personal or professional integrity, as the 

Vandivier (1972) case illustrates. Vandivier willingly violated his professional integrity 

as an engineer by signing off on the falsified data, with clear knowledge that what he was 

doing was wrong. Such a constraint on ethics does, however, omit ethical concerns that 

are more idiosyncratic. 

Up to this point, the decision maker is simply aware of the various issues and 

constraints present- If the decision maker is unaware that there are ethical implications in 

the task, then he/she will be subject to the vagaries of moral luck. There is simply no 

ethical or unethical intent formed in the deliberation and decision process. 

In those instances where the decision maker is aware of ethical content in the 

deliberation process, there is opportunity to decide to act either ethically or unethically. 
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The decision to act ethically may result from one of two deliberation processes. In the 

first instance, the decision maker may simply decide to act ethically because that is what 

he/she perceives to be right, or the moral thing to do. The action may be prescribed by 

law, business code, professional code, personal ethics, or a combination of any of the 

above. The decision maker simply decides that a particular action is the correct thing to 

do, and determines to do that action. 

This leads to the third prediction in this model, that ethical awareness will lead to 

ethical decisions. The higher an individual's level of ethical awareness, the more likely it 

is that individual will decide to act in an ethical manner. 

In the second instance, the decision maker has the same ethical knowledge as the 

decision maker in the first instance, but is also conscious of the risks and rewards for 

acting unethically, and accounts for those in the deliberation process. Vandivier (1987), 

for instance, knew the correct professional action (not signing off on the falsified data), 

but also knew that failure to sign would cost him his job. He signed. Similarly, it is 

estimated that many individuals and businesses cheat on their taxes, failing to report 

income or taking numerous false or overstated deductions. These people do so at the risk 

of getting caught. That is, knowing that the government can only audit x number of cases 

per year, these individuals weigh the benefit of the extra income available to them 

through tax fraud against the risk of the government actually auditing and catching them 

at such fraud, and decide to act according to their risk/reward deliberation. Rettig and 

Rawson (1963) found that individuals weighed the benefit of unethical action against the 

severity or publicity of punishment. 
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The fourth prediction is that the presence of risk will be associated with ethical 

awareness. Severe ethical infractions will be associated with severe penalties, and the 

decision maker will be aware of this in the decision process. Further, it is predicted (the 

fifth prediction) in this model that presence of severe risk will lead to fewer unethical 

decisions, consistent with the findings of Rettig and Rawson (1963). 

Action 

In line with the theory of reasoned action (Ajzen & Fishbein, 1980; Fishbein & 

Ajzen. 1975), the decision maker then acts on the intention. Intentions may be negated, 

however, for a variety of reasons. Opportunity might disappear. An executive colluding 

with a second executive loses fliture opportunities for collusion when the second 

executive retires, for example. Risks and rewards might be re-evaluated, consonant with 

the Hunt and Vitell (1986) model. An individual who originally intended unethical 

action may act ethically, if risks increase or rewards decrease in any significant manner. 

Similarly, ethical intention may become unediical behavior, if opportunity arises 

unexpectedly, or if risk estimates decrease or reward estimates increase. 

Evaluation 

Following action, the outcomes of the action are then evaluated, and the results of 

that evaluation are fed back into the awareness and deliberation stages, providing a richer 

context for fiiture decisions. Such evaluation may be done on either an individual or 

referent level. Individually, the decision maker might examine the risk taken and the 

reward gained, and Judge the action worth or not worth the risk. Alternatively, if two 
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individuals have similar opportunity, and one performs ethically and the other does not. 

the two then have opportimity to examine relative risks and rewards. 

Either way, the results of this evaluation become input for the next round of 

awareness and deliberation. There are those individuals who simply choose to not violate 

ethical standards. For those individuals, the relevant outcome concerns the maintenance 

of their personal or professional integrity. There are some (like Vandivier) who will 

violate certain standards for the sake of achieving more salient goals Q'ob retention, in his 

case). Such an individual might develop a calculus of violations they are willing to 

commit and not willing to commit, in order to achieve the retained goal. 

There are those individuals who knowingly commit unethical actions. A fraction 

of diese individuals are caught, and a fraction of diose caught are punished. Those not 

caught may respond by reducing their initial risk estimate for being caught. Those caught 

and punished lightly may respond by shifting their risk/reward balance in favor of 

continuing their particular behavior. Those caught and punished severely may shift their 

risk/reward balance in the opposite direction, or vow to be more curming in the fiiture. 

There are those individuals who recogm'ze ethical content only after acting (cf. 

Gioia, 1992). These individuals may use such evaluation to revise their memory search 

process or goal structure (Anderson, 1987). 

These are a few illustrations of the evaluation process. The point of the model is 

the assertion that such evaluation wiU be used by the decision maker in revising his/her 

structure for future decision tasks. 
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Chapter 3 

Research Design 

This study examines three main issues. First, the effect of presence of one or 

more codes on both ethical awareness and intention formation is tested. Second, the 

effect of level of ethical awareness on ethical decision making is examined. Third, the 

effect of severity of punishment on ethical decision making is tested. Figure 3 illustrates 

those links that are and those that are not tested in the current study. 

Subjects 

105 participants were recruited from M.B.A. classes at the University of Arizona. 

There were 69 males (65.7%) and 36 females (34.3%). with an average age of 27.7 years 

(sd = 5.0). The average part-time work experience was 3.3 years (sd = 3.3), and average 

full-time work experience was 4.2 years (sd = 4.7). A donation by the experimenter to 

the MBA Student Association was offered as incentive for participation. 

Materials 

An in-basket task was chosen as the vehicle for the study. This task simulates 

real-life managerial decisions and has been used profitably in earlier ethical decision 

studies (Brief etal., 1996; Brief, Dukerich, & Doran. 1991; Uecker. Brief, & Kirmey, 

1981). The in-basket used in this study was based on that used by Brief et al. (1996). 

The in-basket used in this study is included in Appendix B. 
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The In-Basket Task 

The in-basket task is an executive decision simulation exercise in which the 

participant plays the role of an executive. In the task, the participant is handed a number 

of decisions, which he/she must make in a short amount of time. 

There were four sections of the task for participants in this experiment: an 

introduction, containing a description of the role they were to play; a description of the 

task itself; a series of memos requiring decisions; and a series of ancillary questions. 

In the introduction, participants were told they were to play the role of C.J. 

Folger, the Chief Financial Officer, and one of three vice-presidents, of Jose's, a chain of 

franchise restaurants. Participants were told they were one of three candidates (the other 

two being the other two vice-presidents of Jose's) to take the place of the current 

president of Jose's. They were also informed that C.J.'s primary responsibility at this 

time is to raise the funds for further capital expansion. The principals of the company, 

including the other two vice-presidents, were briefly described, as were those persons 

reporting to C.J. Participants were also informed that, due to their position as a vice-

president of Jose's, they were members of the National Dining Management Association, 

a professional association of dining managers. 

There are two problems studied in parallel fashion. One memo is a hiring policy 

decision and the second memo is a write-off decision. Each of the two memos is studied 

using a 2 (business code: present v. absent) x 2 (professional code: present v. absent) 

design. Each participant will make a decision on both the hiring policy and vrate-off 
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memos. The effect comparisons for presence or absence of the business code and 

presence or absence of the professional code are between-subjects manipulations. 

It is important to note that the two memos used in this study do not demonstrate 

the validity (or lack thereof) of the first prediction of the proposed model, diat problem 

content interacts with social expectations to create a level of ethical awareness in the 

mind of the decision maker. These memos do produce two different levels of ethical 

awareness, but there is no assertion in this study regarding how those levels are produced. 

That task is left for further studies. 

The between-subjects manipulation, presence or absence of codes, was included 

in the introduction to the in-basket task. Two codes were composed, one for the business 

and one for the professional association. In one condition, both codes were present. In 

the second condition, only the business code was present. In the third condition, only the 

professional code was present. In the fourth condition, there was no code at all. For 

added emphasis, a memo accompanied each code in those conditions in which the code 

was included in the task materials. In that memo, it was noted that an employee (in the 

case of the business code) or an association member (in the case of the professional code) 

had violated die code. In the business condition, ±e employee had been punished by 

termination. In the professional situation, the association member had been punished by 

extended, probation. 

The task facing participants was to proceed through a series of memos that had 

stacked up during C.J.'s recent absence. He/she had just returned from, a week's meeting 

in New York with financial analysts, and was due to leave that day for London for 
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meetings with other financial analysts. Barbara, C.J.'s assistant, had compiled the most 

pressing memos and written a number of suggested optional actions in response to each. 

The task was to proceed through the memos in the space of about 30 minutes, leaving 

Barbara with clear instructions for further action on each memo by selecting an action 

from among her supplied options for each memo. 

There were 11 memos requiring action. Nine of these were simply filler for the 

task, which required administrative decisions (e.g., can you attend a luncheon with the 

United Way representative on such and such a date?), and others of which were more 

sensitive (e.g., asking advice on what to offer as salary to a potential employee). 

Of interest, however, were the hiring policy memo and the write-off memo. The 

participant's choices for each of these memos was one of the dependent variables in the 

experiment (ethical or unethical decision). 

The hiring policy memo asked advice on a change in hiring policy. Market 

research had revealed that sites with younger, attractive, Hispanic front-counter workers 

did more sales than other similar sites. This increased sales translated into a 5% increase 

in profitability. The vice-president of marketing was requesting C.J.*s advice on whether 

store managers should be informed of these results with instructions to implement a new 

hiring policy. Three action options were indicated, one that agreed with releasing this 

information, and two that did not. The two items that did not agree with releasing the 

information were coded as ethical choices, and the one that agreed was coded as an 

unethical choice. 
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The write-off memo advised of a potential "bookkeeping error," as it was termed, 

[t appeared that some vacant properties owned by the chain had recently suffered 

vandalism and arson, and were now appraised at $2.0 million, a loss in excess of $3.1 

million. The decision required in the memo was when to write off the loss. Accounting 

practice requires it to be written off at the time it is incurred (in this case, the current 

fiscal year, v^hich was just ending). Barbara supplied five options, one of which was to 

write off the full loss, three were to write off various lesser amounts, and one postponed 

the entire write-off to a subsequent year. The full write-off was coded as an ethical 

choice, and the others were coded as unethical choices 

The last part of the task posed a series of questions measuring awareness of 

ethical issues; awareness of business issues; and severity of punishment. 

To derive the ethical and business awareness variables, nine bi-polar items were 

listed for each of the hiring policy and write-off memos (e.g.. Concerned about Jose's 

pro fits...Not concerned about Jose's profits). These bi-polar items were developed by 

asking a panel of raters to list issues of concern raised by each memo. These lists were 

pooled for each memo to create the 9 items for that memo. 

After completing the memo section of the in-basket, participants were asked to 

recall the hiring policy and write-off memos, specifically. After a paragraph reminding 

them of either the hiring policy or vmte-off memo, the nine bi-polar items were listed 

Participants were then asked to note on a 7-point Likert scale how aware they were of 

each issue as they dealt with that particular memo. As will be explained later, each nine-

item scale was reduced to two factors, an awareness of ethical issues factor, and an 
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awareness of business issues factor, for each of the two memos. For this study, only the 

ethical awareness variable was used in later analyses. 

The final measure, severity of punishment, was obtained by asking participants to 

read four scenarios. Two scenarios took place in a business context, and two took place 

in a professional context. One scenario in each context was a problem involving people, 

and the other was a scenario involving money. Participants were asked to predict the 

severity of punishment that an employee would incur if caught doing the unethical thing. 

There were five levels of punishment (I = least severe to 5 = most severe) for each 

scenario. In the business context, the five levels were: no action at all; verbal warning; 

written warning; demotion; and termination. In the professional context, the five levels 

were: no action at all; verbal warning; written warning; probation; and expulsion. Both 

scales were derived from pilot research in which five independent raters rated the various 

levels of punishment according to severity; agreement was unanimous. 

Predictions and Analyses 

The first prediction was that the presence of codes would heighten ethical 

awareness. This was tested using two univariate ANOVA's, one for each of the two 

memos (hiring policy and write-off)- The dependent variable in each ANOVA was the 

mean rating of ethical awareness for each memo, and presence or absence of the business 

and professional codes were the independent variables. 

The second prediction was that ethical awareness would be related to ethical 

decision making such that those who are more ethically aware will make ethical decisions 

more often than those who are not. This was tested using Fisher's exact probability test 
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on the distribution of ethical and unethical decisions, given high and low ethical 

awareness. The rating of ethical awareness was split at the median point for each memo 

(hiring policy memo and write-off memo). The resulting distribution of ethical 

awareness x ethical decision was then examined using the Fisher test. 

The third and fourth predictions concern the presence of risk in ethical decision 

making. Risk was measured by asking participants to gauge severity of punishment for 

scenarios that were comparable to the memos in the in-basket. Severity of punishment 

has been found to be one deterrent of unethical action, indicating how much risk an 

individual was willing to undertake in order to secure some benefit (Rettig & Rawson. 

1963). 

The third prediction was that risk (severity of punishment) would be positively 

correlated with ethical awareness. The third prediction was examined using the 

correlations between ethical awareness and the measures of prediction of severity of 

punishment. 

The fourth prediction was that the presence of risk, as measured by severity of 

punishment, would decrease decision makers' tendency to make unethical decisions. To 

determine the effect of risk (severity of punishment) on ethical decision making (the fifth 

prediction), a separate logistic regression analysis was performed for each memo, using 

the ethical v. unethical choice for each, decision item (hiring policy and write-off) as the 

dependent variable. A hierarchical logistic regression was run for each memo. 

Demographics (age, sex, and work experience) were included as a first block in both, 

regressions to control for their effects. Level of awareness of ethical issues and level of 
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awareness of business issues were entered in the second block. Ratings of severity of 

punishment for the appropriate problem presentation type in both the business and 

professional contexts were entered in the third block. 

In addition to testing the fourth prediction, the logistic regression was used to test 

a portion of the overall design of the model, from problem presentation to the point of 

intention formation. Demographic variables were entered first, to control for their 

effects. Participant data for each memo were entered in subsequent blocks, to determine 

the impact of problem content, the presence or absence of codes, and rating of severity of 

punishment on ethical decision making. 

Measures 

Development of Awareness Measure 

Each participant rated nine behaviorally-oriented items on a 7-point Likert scale 

for each of the two crucial memos. Scree plot analysis indicated that a two-factor 

solution was appropriate in each case. In the hiring policy decision, the two factors 

accounted for 53.5% of the variance, and in the write-off decision, the two factors 

accounted for 49.8% of the variance. Three items in each scale were discarded due to 

low (i.e., less than .40) or inconsistent loadings on the factors, leaving six items loading 

on the two factors (three on each). 

Principal components analyses (oblimin rotation) were used to group each set of 

the nine items into two factors, one indicating awareness of business issues (business 

awareness) and one indicating awareness of ethical issues (ethical awareness). An 

oblimin rotation was used because the two types of awareness (ethics and business) are 
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not orthogonal constructs. For example, a concem about a legal violation that could 

result in a lawsuit and subsequent loss of revenue could be both an ethical concem (as 

defined, in this study) and a business concem. 

Table 1 lists the means, standard deviations, and correlations among the factor 

items for each of the two memos. Items 1 to 3 for each memo are the ethical awareness 

items; items 4 to 6 are the business awareness items. For the hiring policy memo, there is 

a significant and high correlation among the ethical awareness items, a significant but 

low correlation among the business awareness items, and a significant but low correlation 

between ethical and business awareness items (with the exception of hiring policy 

concerns and. concem for position in the presidency race, which were not significantly 

correlated). For the write-off memo, there is a significant and. high correlation among the 

ethical awareness items, a significant but low correlation among the business awareness 

items, and no significant correlation between ethical awareness and business awareness 

items. 

Table 2 lists the factor loadings. For the hiring policy decision, items loading on 

the business awareness dimension included concem for human resource input, concem 

for profitability, and. concem for position in the presidency race (Cronbach's a = .64). 

Items loading on the ethical awareness dimension included legal concems, ethical 

concems, and. concem for problematic hiring policy (Cronbach's a = .92). For the write

off decision, items loading on the business awareness dimension included, issues 

regarding business financing pressure, concem for profitability, and concem for position 

in the presidency race (Cronbach's a = .67). Items loading on the ethical awareness 
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dimension included ettiicai concerns, legal concerns, and concerns for proper accounting 

practice (Cronbach's a = .88). The two factors used in the analyses of this study are the 

ethical awareness factors for the hiring policy and write-off memos. 

Development of Memos and Dependent Variables 

The decisions for the hiring policy and write-off memos were used as dependent 

variables in the logistic regression analyses. Each set of responses was recoded to a 

dichotomous variable (0 = ethical decision; 1 = unethical decision). The recoding was 

based on law, standards of accounting practice, and testing. 

The development of the two memos, as well as the coding of responses as ethical 

or unethical, was tested with, a sample of 26 M.B.A. students. The participants were 

given the hiring policy and write-off memos, and asked to rate each response on a 7-point 

Likert scale, from Very Unethical (-3) to Ethically Neutral (0) to Very Ethical (3). 

Responses for each item were scored and analyzed using ANOVA. Mean item 

responses, standard deviations, and paired-sample t-test results are in Table 3. 

The hiring policy memo recommended that fiiture hiring for front-line service 

positions be "young, attractive, and Hispanic." a potentially discriminatory hiring policy. 

One response indicated that the information should be distributed to managers, with 

instructions to implement the change in their hiring policy. This was recoded as 

unethical. The other two responses recommended inaction. These two responses were 

recoded as ethical. The ANOVA result indicated a strong within-subjects effect [F(2,24) 

= 18-98, £<.001]. The post-hoc t-tests indicated that all responses were different from 

one another. The means for the responses indicated that participants believed the first 
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response, recommending action, to be unethical, and the second and third responses, 

recommending inaction, to be ethical. 

The write-off memo indicated that a substantial loss in asset value had occurred. 

Accounting practice requires losses to be taken in the period in which they occur. A full 

write-off was the fifth option listed (recoded as ethical). The second through fourth 

options listed various lesser amounts, and the first option listed a ftill postponement to a 

later period (all recoded as unethical). The test sample size for this memo was 24. Two 

participants failed to rate the issues; one commented on his paper that he did "not know 

the law, and these are legal issues." Mean values for the test sample indicated that 

participants believed the fifth option to be ethical, and the others to be unethical. The 

ANOVA did indicate a within-subjects effect [F(4.20) = 2.73, p<.05]. However, post-

hoc t-tests revealed that the only significant difference was between the fourth and fifth 

options. Individual ratings for the first through fourth responses were averaged (m = -

.85), and this was compared to the rating on the fifth response, using a paired-samples t-

test. The difference between the mean rating for the first through fourth response, and 

the rating for the fifth response, was significant lt(23) = 2.08, £<.05]. Mean values and 

standard, accounting practices were used as a basis for recoding. 

This pilot study was also used to demonstrate that the two memos would contrast 

on level of ethical awareness. The hiring policy memo demonstrated strong within-

subjects effects, and clear differences of ethical ratings of the three choices. The write

off memo demonstrated very weak within-subjects effects, and lack of clear differences 

of ethical ratings between the five choices. 
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For the actual study, the rating of ethical awareness for each participant was the 

mean of the three bi-polar rating scales. The mean ratings of ethical awareness for each 

memo are listed in Table 4. The correlation between the ratings of ethical awareness for 

the two memos was positive (r= .265, £<.0I), indicating that those who rated their 

awareness of ethical issues high on the one memo also rated their awareness of ethical 

issues high for the other memo as well. The t-test for the ratings of ethical awareness for 

these two memos indicated that the ratings for ethical awareness did vary significantly 

[t(104) = 8.73, £<.001 ]. For these two memos, then, participants were differentially 

aware of ethical issues: in the hiring policy memo, there was a high awareness of ethical 

issues; for the write-off memo, there was a lower awareness of ethical issues. 
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Chapter 4 

Results 

The first prediction tested in this study (the second prediction of the proposed 

model) regarding the impact of presence or absence of codes on ethical awareness was 

tested using univariate ANOVA's with the mean rating of ethical awareness for each 

memo as the dependent variable in that ANOVA, and the presence or absence of codes as 

the dependent variables. The prediction concerning the effect of ethical awareness on 

ethical decision making was examined using Fishers exact probability test on the matrix 

of ethical awareness (high v. low) x decisions (ethical v. unethical). The correlation of 

ethical awareness and risk was examined. Finally, the effect of risk on tendency to 

unethical decision making, as well as the impact of ethical awareness on tendency to 

unethical decision making, was analyzed using logistic regression. 

Analysis of the Predictions 

Effect of Codes on Ethical Awareness 

The first prediction tested in this study stated that the presence or absence of 

codes would affect the level of ethical awareness such that those who were aware of a 

code would have a higher level of awareness of ethical issues than those who were not 

aware of a code. The dependent variables for each memo were the ratings of ethical 

awareness. The independent variables were the presence or absence of the business and 

professional codes, yielding a 2 (business code: present v. absent) x 2 (professional code: 

present v. absent) ANOVA design. Table 5 lists the means and standard deviations of 

rating of ethical awareness for each of the conditions. Table 6 lists the ANOVA results. 
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There was no support for this prediction, that the awareness of a code would induce 

higher levels of ethical awareness. 

Effect of Ethical Awareness on Ethical Decisions 

The second prediction was that the level of ethical awareness would be related to 

ethical decisions, such that those who exhibit higher levels of ethical awareness would in 

fact make ethical decisions more often than those who were less ethically aware. Table 7 

lists the distribution of ethical and unethical decision by level of ethical awareness. 

Ethical awareness of each crucial memo was split at the median in order to create a high 

and low condition of ethical awareness. As would be expected on the basis of pilot study, 

the medians for the two memos were different: for the hiring policy memo, the median 

was at 6.00 on a 10-point scale, 10 = high ethical awareness, and for the write-off memo, 

the median split was 3.00. For the write-off memo, three cases (one ethical decision, two 

unethical decisions) were arbitrarily assigned from the low ethical awareness condition to 

the high ethical awareness condition in the money condition to correct for an uneven split 

in the sample. 

Fisher's exact probability test was used to examine the probability that the 

distribution of ethical decisions was affected by the level of ethical awareness. For the 

hiring policy memo. Fisher's test indicated that the distribution was not random (£ = 

.011); for the write-off memo. Fisher's test did not indicate that the distribution was not 

random (£ = .104). This means that in the hiring policy memo, the distribution of ethical 

decisions was affected by the level of ethical awareness, but that in the write-off memo, 

the distribution was not. 
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Relationship Between Severity of Punishment and Ethical Awareness 

Tables 8 and 9 contain the means, standard deviations, and correlations for the 

level of ethical awareness and severity of punishment variables for the hiring policy and 

write-off memos, respectively. In the hiring policy memo, level of ethical awareness 

correlated significantly with punishment in the professional context (r = .26, £<.01). 

However, level of ethical awareness did not correlate with punishment in the business 

context (r = -.02, ns). In the write-off memo, level of ethical awareness did not correlate 

with either rating of severity of punishment (business: r = .12, ns; professional: r = .02, 

ns). This provides limited support for the third prediction, that level of ethical awareness 

would correlate with risk, operationalized here as severity of punishment. 

Effect of Risk and Overall Strength of the Model 

Hierarchical logistic regression was used to determine the strength of level of 

ethical awareness and risk on the individual's likelihood of being in the group of 

unethical decision makers. This analysis tested the fourth prediction (that the presence of 

risk would decrease the tendency of decision makers to make unethical decisions), as 

well as the strength of the model. Two participants were deleted from this analysis due to 

missing data (n = 103). No effect was found in prior ANOVA results that was supportive 

of the prediction that the presence of codes would increase the level of awareness of 

ethical issues. Further, presence of neither code correlated with any of the other 

independent variables. Due to this lack of effect, die variables of business and 

professional code were omitted from the logistic regression. 
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Descriptives. Tables 8 and 9 list the means and correlations for the control and 

independent variables used in the logistic regression for the hiring policy decision and 

write-off decision, respectively. 

Sex, age. part-time work experience, and flill-time work experience were included 

in each of the correlation tables as control variables. Of the control variables, part-time 

work experience was significantly correlated with full-time work experience (r = .89, 

£<.0l), reflecting the fact that many of the individuals in the sample had significant part-

time and full-time work experience. The remainder of the variables were used as 

independent variables in the regression. There were no significant correlations between 

the control and independent variables for the hiring policy decision. In the write-off 

decision, gender was negatively correlated with professional code (r = -.19, £<.05), 

indicating that males received a disproportionately large share of the professional code 

condition (present) in the study. 

Level of ethical awareness and ratings of severity of punishment for business and 

professional situations were the independent variables for the logistic regression models. 

En the hiring policy decision, awareness of the ethical issues correlated significantly with 

awareness of the business issues (r = .41, £<.05) and rating of severity of punishment in 

the professional scenario (r = .26, £<.0l). Awareness of business issues correlated 

significantiy with rating of severity of punishment in the professional scenario (r = 24. 

£<.05). For the people issue, those who rated their awareness of ethical issues as high 

rated their aweireness of business issues as high, and also rated more severe punishment 

for violations. 



63 

In the write-off decision, there was only one significant correlation between 

independent variables. Rating of severity of punishment in the professional situation was 

significantly correlated with the rating of severity of punishment in the business situation 

(r = .41. £<.01). Individuals tended to rate severity of punishment either high or low in 

both scenarios. 

Hierarchical logistic regressions. Two hierarchical logistic regressions were run, 

one for each of the memos. The hiring policy decision and the write-off decision were 

used as the independent variables in each analysis. There were three blocks of variables 

in each equation. Sex, age, part-time work experience (in years), and full-time work 

experience (in years) were inserted as control variables in the first block in both models. 

Level of ethical awareness was entered in the second block of each equation. Ratings of 

severity of punishment in both the business and professional contexts were entered in the 

third block. 

Table 10 presents the statistics for the hierarchical logistic regressions for the 

hiring policy decision and the write-off decision. The influence of each variable entered 

at each block, as well as the goodness-of-fit of each block, were examined. 

Three goodness of fit measures are listed at each step of the model. The 'jc fit for 

the model at that step, as well as the additional due to the variables included in that 

step of the logistic regression, are listed. The Cox and Snell (1989) pseudo-R" measure is 

listed for the fit of the model. It approximates the adjusted R~ for linear regression. 

Hiring policy decision. The model did not retain standards for x" goodness of fit 

diroughout analysis. Two of the four cells were below five data points throughout- This 
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violation of normality produces inaccuracies in probabilities for group classification. The 

result is that this logistic regression procedure may be suboptimal (Klecka, 1980). 

Therefore, these results should be viewed with some skepticism, until replicated. 

The first step of including the control variables (sex, age, part-time and full-time 

experience) was not significant in predicting the likelihood of being in the group making 

an unethical decision (block x" = 4.78. 

The second block of the first model, however, was highly predictive (block x" = 

14.75, £<.001). An individual's level of ethical awareness was positively associated with 

the likelihood of being in the group making an ethical hiring policy decision. The more 

aware of ethical issues the individual indicated he/she was, the more likely it was that 

individual made an ethical decision. Strength of the ethical awareness predictor leads to 

minimal skepticism due to the violations of the x distribution regarding the validit>' of 

this predictor. 

The third block, which included ratings of severity of punishment, did not 

improve prediction in the overall model (block x" = 2.30. ns). This is contrar}"^ to the 

fourth prediction, that awareness of risk would decrease decision makers' tendency to 

make unethical decisions. 

This hiring policy decision, therefore, appears to be driven by ethical concerns. 

These resxilts support the prediction that high, levels of ethical awareness would positively 

impact ethical decision making, but do not support the prediction that severity of 

punishment would constrain unethical decision making. 
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Write-off decision. Because logistic regression relies on x" goodness of fit, it is 

important to note that the model did not violate standards for goodness of fit (i.e., cells 

contained at least five data points throughout the examination of the model). 

The control variables in the write-off decision were significant as a block. Sex 

did not predict unethical decision making, but age and work experience (both part-time 

and full-time) did predict ethical decision making. The strongest predictor was full-time 

work experience. As the full-time work experience of the participant increased, 

likelihood of being in the group of unethical decision makers decreased. Part-time 

experience predicted similarly, but less strongly. Age, on the other hand, predicted in the 

opposite direction. That is, as the individual got older, their likelihood of being in the 

group of unethical decision makers increased. 

The second block was not significant (block x" = 2.44. This result does not 

support the model, since ethical awareness was predicted to positively affect ethical 

decision making. 

The third block adds significandy to the overall fit of the model (block x" = 10.24, 

2<.01), due to the addition of the rating of severity of pimishment in the business 

condition. The B coefficient of severity indicates that as the perceived likelihood of 

punishment increased, the decision maker was more likely to make an ethical decision. 

This is precisely as predicted. 

In this write-off decision, it appears that the level of ethical awareness had no 

significant effect on ethical decision making. However, the severity of punishment 
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anticipated by the decision maker does appear to negatively impact unethical decision 

making. 

Summary of findings for presence of risk and overall model. The fourth 

prediction, that awareness of risk would decrease the decision makers likelihood of 

making an unethical decision, received partial support. The effect was not found in the 

hiring policy memo, but was found in the write-off memo. 

In a test of the overall model, decision makers appear to have different 

independent variables, depending on the memo. For the hiring policy memo, the 

significant predictor of the final decision was the rating of awareness of ethical issues. 

The more the decision maker was aware of ethical issues, the more likely he/she was to 

make an ethical decision. For the write-off memo, the significant predictors were age, 

work experience, and risk of severe punishment. The older the decision maker was, the 

less likely he/she was to make an ethical decision, but the more work experience he/she 

had, the more likely he/she was to make an ethical decision. Finally, decision makers 

that predicted severe punishment were more likely to make ethical decisions. 
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Chapter 5 

Interviews 

A series of semi-formal interviews were conducted with 15 executives. A letter 

was sent to 18 executives prior to the interviews, requesting their participation. 15 agreed 

to be interviewed. Interviews took between 30-45 minutes. Phone interviews were 

conducted in 13 cases, and face-to-face interviews in two cases. Two individuals were 

retired; 13 were currently employed in some executive capacity. Of those 13, seven were 

presidents of their companies; six of those seven were entrepreneurs who had started their 

companies. One individual had retired from a Fortune 500 company; four were currently 

employed by Fortune 500 companies. 

The interviews were semi-structured. Five questions were sent with each letter. 

These questions paralleled the predictions and model of ethical decision making. The 

executives' comments both support and challenge the findings of the laboratory study. 

This chapter summarizes what was learned in the interviews. Chapter 6 will integrate 

these comments with the results of the laboratory study. 

Ethical Standards 

The assumption in this study was that legal standards or applicable codes of 

conduct defined ethical standards. Those e.xecutLves in Fortune 500 businesses (5) or 

those involved in the financial sector (3) agreed with this statement; those in small 

business and not ia financial services (7) did not. 

The executives in the Fortime 500 companies all had considerable multi-national 

experience. Each was familiar with the Federal Sentencing Guidelines. These are 
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guidelines that judges use in determining fines levied against businesses convicted of 

unethical business practices. Two points in the Guidelines are pertinent here. The first is 

that businesses that have a code of conduct are given lower rather than higher fines. The 

second is that businesses that train their people in their business' code of conduct are 

given lower rather than higher fines. All the Fortune 500 companies involved in this 

study had strong written codes of conduct, and trained their people annually in the code. 

Codes and legal standards were highly significant determinants of ethical conduct for 

these executives. Two of these executives noted, though, that the specific codes of 

conduct written for their particular business exceeded ethical standards as defined by the 

law. 

For those in the financial services sector, codes and legal standards were also 

sigm'ficant. Two of the three executives in financial services (a financial analyst and a 

CPA) held professional licenses. These licenses were revocable should the executive's 

conduct be found in violation of their professional codes or legal standards. For these 

two executives, the pertinent codes were those of their professional associations and 

licensing boards. The third executive was in the banking industry. Federal regulations 

and the Federal Sentencing Guidelines governed his conduct and the code at the bank. 

The pertinent code for this executive was die code that the bank had devised, given the 

federal regulations it was required to comply with. 

Those in small business did not have formal written codes. These executives did 

not perceive an advantage to a written code; rather, they dealt with issues as they arose. 

These executives were present in their businesses on a day-to-day basis, and were not 
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subject to the Federal Sentencing Guidelines. The predominant approach to the problem 

of promoting ethical conduct in these small businesses was to consistently reinforce a 

customer-oriented approach. One executive (a local car dealer) went so far as to say that 

there were no objective standards for ethical conduct in small business; the standard for 

"ethical" was whatever the customer perceived it to be. This was frustrating to him. since 

it is both subjective and clearly biased in favor of the customer. 

It appears, then, that the working definition of ethical conduct offered in this 

paper may only be partially applicable. For large businesses and those that operate with 

some professional licensing, legal standards and codes of conduct are applicable as 

ethical standards. For small businesses, these standards are much less applicable as 

ethical standards. 

Status of Business Ethics Today 

All executives interviewed indicated that business ethics was an active concern. 

None indicated any great rise in ethical concern in recent years, but the general tone was 

that business ethics was a strong concern, and had been so for many years. 

The executives from the Fortune 500 companies all noted that ethical dealings 

were central to their business practices. One (an executive at a large multinational 

defense contractor) noted that his company emphasized that each employee must be 

ethical in all dealings, while at the same time realizing that other employees at other firms 

may not be so ethical. This meant that employees at his firm were to be very carefiil in 

what information they shared with employees at other firms. There is strong suspicion, at 

least in certain sectors, that not all players abide by the same set of rules. 
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Those in the financial services sector were very insistent on ethical dealings. 

Again, licensing (for the analyst and CPA) and federal regulations (for the bank 

executive) were the main issues driving the concern for ethical conduct. The CPA noted 

that the recent change regarding auditor penalties (i.e., auditors can now be penalized for 

failing to practice due diligence in tax filings for clients) has also affected auditors' 

conduct, making them concemed not only for their own ethics but also the ethics of their 

clients. 

Those involved in small business spoke from a customer-driven perspective. 

These executives agreed that those businesses that fail to practice good business ethics 

will not survive. It appears to them that the customer in the marketplace demands fair 

dealing, and will simply go elsewhere if businesses fail on that point. 

Issues that Raise Ethical Concern 

The executives were asked to describe what broad classification of issues raised 

ethical concerns for them. AH executives noted much higher overall concern for financial 

problems, and only two noted concern for issues involving people. One was an 

international purchasing executive for a major retailer, who commented on the amount of 

sexual harassment in her profession. She stated that the amount of quid pro quo sexual 

harassment In the sales relationship, while it has declined, is still large enough to be 

noticeable. The executive that spoke most clearly about concern for people-related 

problems was an executive of a Fortune 500 company who had been responsible for 

engineering layoffs for the company. His comment, when questioned on this topic, was 

that the company was very careflil in its dealings with its people, but would "push the 
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envelope" in any financial matter. In his experience, there was heightened sensitivity 

regarding ethics when the company was faced with dealing with its people, but that same 

level of ethical concern did not cross over into its dealings with financial or contract 

arrangements. 

The other executives talked of financial issues when asked about ethical issues. 

Those in multinational businesses often spoke of bribery. For U.S. firms, bribery is 

illegal. For firms based in other countries, however, bribery is not only legal, but often 

officially condoned. German firms can deduct bribes firom their taxes. 

The financial analyst, CPA, and bank executive thought of ethics almost 

singularly in financial terms. The financial analyst noted that issues such as sexual 

harassment or hostile work enviromnent were hardly considered, while much debate was 

given to issues that dealt with stock trading. 

One small business executive perceived that employees thought predominantly in 

terms of money, and in particular in terms of personal gain. He knew that in other 

businesses in his industry, where compensation was in part commission-based, 

employees would add valueless extras to sales in order to increase their commission. 

Facing the customer/victim directly (as is the practice in his industry) appears to have no 

impact on some, when given the opportunity for gain. 

An executive of a Fortime 500 company thought that ethical concern was not 

raised so much by the type of issue, but rather by management expectation. He 

illustrated his point thus: if his company manufactures an assembly, one portion of which 

contains some unknown costs, how would the customer be billed for the uncertain costs? 



Management could say, "Just give some best guess, and call it a day." Or, management 

could say, "Get it as close as you possibly can, and if that means more work, you Just 

have to do it." His point was that ethical awareness was not so much contained in the 

content of the problem or type of problem, but rather in the expectation that management 

placed in regard to the resolution of the problem. 

A health care executive made a similar point in this regard. His contention, 

throughout the interview, was that ethics was the responsibility of leadership. He felt 

very strongly that ethics would only happen, regardless of what the problem was, if the 

institutional leadership raised the problem in such a way that it was clear that an ethical 

resolution was expected. 

Effect of Codes 

As noted earlier, formal written codes are present in Fortune 500 companies and 

financial service companies; written codes are not present in smaller companies. Where 

ethical codes are written, the executives focused on codes and their function as screening 

devices (as suggested in Chapter 2). As mentioned, the Federal Sentencing Guidelines 

specify that businesses that have codes and train their people in those codes on an annual 

basis receive lighter penalties if convicted of corporate wrong-doing dian those that do 

not. As a result, many of these large businesses require employees to attend sessions 

annually, and/or sign letters signifying that they have read the business code of conduct 

and complied with the items mentioned therein. These codes do focus more on contract 

arrangements rather than human relations issues, thereby emphasizing financial concerns. 
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On the other hand, small businesses tend not to have explicit codes of conduct. 

These businesses have references to pertinent employment laws in their handbooks, for 

example, but there are no explicit codes of conduct pertinent solely to the business. 

Many of these businesses do have mission statements or statements conceming customer 

care. These executives spoke of the effect of the company culture. They were very 

conscious of developing a culture that reinforced the values of customer service and 

ethics that they perceived necessary to grow their business. Two executives explicitly 

noted that businesses with poor ethics disappear. In small business, with direct customer 

contact, ethics and ethical employees were perceived to be a business necessity. The 

culture, mission statement, and customer orientation were reinforced through reference at 

meetings or in informal conversation- It appears that the practices of formalizing a code 

and signing off on the code are driven primarily by compliance with the Federal 

Sentencing Guidelines. 

When questioned about professional codes and their impact, the executives 

inter\'iewed believed those codes were typically weaker than business codes, and that, in 

large part, the business code reflected the professional code. For example, the business 

code for a defense contractor contained the basic elements of the code of professional 

engineers, but was far more specific and tailored to that particular business environment. 

However, where the professional association has a licensing function, the codes 

have particular power. The certified financial analyst, or CPA, spoken of earlier noted 

the impact of professional codes on conduct in the financial services sector. The CPA 

who ran his own business noted the same. The professional associations control the 
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licensing of both CPA's and CPA's. Suspension or revocation of an individual's license 

can inhibit or permanently bar an individual from pursuing his/her profession. The codes 

of conduct of the professional organizations clearly indicate what is and is not acceptable 

behavior, and are used as screening devices for the professionals in those occupations. 

Two executives offered an interesting twist on the effect of law and codes of 

conduct on individual ethical behavior, stating that it had been their experience that ethics 

and legality are often defined strictly by what is written. One was a president of a small 

manufacturing concern. In his dealings with an equipment supplier, he had released 

proprietary information, with the understanding that the supplier would use that 

information only in relations with that executive's manufacturing company. The 

equipment supplier did not violate the specific terms of the contract, but did violate what 

the executive had perceived to be their agreement. A suit followed, and the courts found 

for the supplier. 

The second executive is an executive at a small rural cooperative bank. This bank 

makes loans to farmers and local businesspeople. The directors of the bank are also 

farmers and businesspeople in that community. As part of their business, the directors 

are apprised of loans that are approaching, or are in, default- Certain directors would take 

that information and approach the farmers or businesspeople in distress, and offer cash 

for land or equipment. These directors were taking advantage of the financial plight of 

others to enhance their own wealth at very low prices. These deals also damaged the 

bank, since the amount of money obtained for the items sold in these deals was always 

less than that which would have been gained at public auction. Over the years, a code of 
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conduct for directors at the banlc has been developed to stop this practice. As new ways 

of engaging in the practice are found by directors, new elements of the code are added to 

stop them. This has become a game of cat and mouse for the bank and some of its 

directors. 

The point being made by the executives telling these stories was that some 

individuals do define permissible action specifically in terms of what is written. If some 

action is not specifically noted as illegal or in violation of some written covenant, then it 

is permissible. 

Effect of Punishment 

All executives agreed that punishment was a necessity, given human nature. 

Termination was the most severe punishment from the company perspective, though 

some companies noted they had in the past complied with federal investigations when the 

act involved illegalities on the part of some individual. .A.11 executives were of the 

opinion that "the punishment should fit the crime,"' indicating that there was a scale of 

punishment, of which termination was the most severe. 

Executives noted two differences in punishment between large and small 

companies. First, pum'shment in large companies (e.g.. Fortune 500 companies) is a 

highly formalized process; in small companies, there is little to no structure regarding 

punishment. Second, there is more concern for employee backlash in large companies 

than in small. 

Large companies are highly formalized in their punishment structure. Codes of 

conduct often linlc specific violations with, specific punishments. Further, there is a 
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process by which punishment occurs. It is rare that punishment occurs right on the spot; 

rather, a violation of the code begins a sequence of events that ends in punishment. 

Small companies are not so formalized. As noted, many simply lack codes. 

Further, the executive is often on site and in direct contact with employees, not in an 

office in some other building. These executives perceive punishment as linked to 

violations of company culture, rather than code of conduct. These executives disciplined 

employees themselves. There was no wait for process: the discipline was immediate. 

There was also more concern for employee backlash in large companies. These 

executives stressed the need for appropriate docimientation to accompany each discipline 

case. Employees who felt they had been unfairly treated were likely to take the case to 

court in an attempt to win some award against the company. The only defense the 

executives had in such a case was extensive documentation. 

The small business executives did not express the same concern. They did not 

have procedures for dealing with employee discipline, but would take care of the issue as 

soon as they were aware of the violation. While each was aware that he/she might be 

sued for unfairly dismissing an employee, as a group they were not as concerned with 

that as they were with controlling the culture of their businesses. They were very aware 

that the employer-employee interface was direct. One executive stated that, if he found 

an employee violating what had clearly been expressed as the company culture, the 

employee would be fired on the spot, in front of a customer if need be. 
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Motivation to Unethical Behaviors 

The executives interviewed were not asked directly why they thought individuals 

might make unethical decisions. Their responses to the various questions, however, 

allow a synthesis of motivations to be drawn. At the individual level, there appeared to 

be three predictors of unethical behavior: aggressiveness, fear of loss, and presence of 

opportunity. 

When executives spoke of what might push an individual to unethical behavior, 

aggressiveness in the business environment dominated the discussion. Executives who 

operated in the international or military arenas cited aggressiveness as the motivator 

behind bribery. In the past, companies and individuals have been known to bribe 

officials of U.S. or other governments to gain contracts. When executives discussed 

these instances, they cited overly-aggressive companies, as well as overly-greedy 

officials, as the drivers behind this behavior. In the financial arena, some brokers traded 

on non-public information to gain clients or "get die big score." Bank directors took non

public information of loan defaults and impending foreclosures and leveraged the victims 

into selling equipment or land at sweetheart deals, netting the director large profits. 

Fear of loss was also cited. Some executives earned their bonus based (in part) on 

fulfillment of billable hours. One executive was caught double-billing clients in order to 

retain his bonus. One journalist failed to report a story detrimental to the editor of the 

paper, fearing loss of her job. 

The final predictor at the individual level is presence of opportunity. Opportimity 

was included as a factor in the sociological models cited earlier (Ferrell & Gresham. 
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1985; Ferrell, Gresham, & Fraedrich, 1989). Simply put, individuals who have an 

inclination to act unethically will do so, if there is opportunity and a reasonable belief of 

non-detection. Marketing executives who traveled extensively were reported to have 

acted unethically on a variety of issues, from padding expense accounts to overt quid pro 

quo sexual harassment. The president of a small business encouraged employees to 

occasionally use the company's long distance to call immediate family in other states. 

One individual took advantage of this policy and used the company's long distance to call 

his investment counselor. When that individual left the company, the long distance billed 

dropped by two-thirds. 

Summary 

These interviews support and challenge the proposed model. The assumption that 

ethical standards are contained in law or codes of conduct is true only for large business 

or professions where licensing is a concern. For large business, law forms a baseline, and 

specific codes often exceed the legal requirements. Small businesses do not have a 

written code, and legal issues appear to be less of a concern. Customer service and 

customer retention appear to set ethical standards in small business. 

The interviews were very supportive of the prediction that codes did affect ethical 

awareness, and that codes functioned as screening devices. In large companies, codes 

were formal and prominent. In many of these cases, compliance letters were signed 

annually. In small companies, there were no reports of formal codes of conduct, but all 

small business executives cited the company culture as the instrument by which they 

enforced ethical issues. These executives were very conscious of this enforcement 
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process. In the financial sector, codes were particularly important. Conviction of an 

ethical violation in this sector can mean loss of license, and loss of livelihood. 

The third element of the model linked higher levels of ethical awareness with 

higher numbers of ethical decisions. Interview results appear mixed on this point. On 

the one hand, executives were strong in stating that there is a strong emphasis on ethics in 

the business environment, and some executives stated their belief that businesses with 

poor ethics do not last. There appears to be some linkage between the consequences of 

ethical and unethical decisions, suggesting that awareness of ethical issues will lead to 

more rather than less ethical decisions. On the other hand, one executive did state that his 

company, because of the sensitivity of information in their industry, was always 

concerned about the ethics of other companies. In their particular case, awareness of 

ethical issues produced concern for the ethical practices of other companies. 

The fourth prediction was that risk would be positively correlated with ethical 

awareness. In those conditions where severe risk was present (e.g., the financial sector), 

the executives were very aware of what constituted ethical and unethical decisions and 

behaviors. In other cases, the executives (e.g., the purchasing executive speaking of 

padded expense accounts) indicated a general consensus that individuals were aware of 

risks, and what constituted severe violations v. lesser violations. 

The fifth prediction, that the presence of risk would deter unethical decision 

making, found mixed support. It is clear firom the stories of unethical behavior that not 

all individuals are deterred by the presence of risk. As noted in the comment on the 

previous prediction, it also appears that individuals are more likely to take smaller rather 
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than larger risks. The purchasing executive noted that individuals were more likely to 

engage in activity that would draw a reprimand over that which would get them fired, for 

example. Risk does deter unethical decisions, but there is clearly a sliding scale. 
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Chapter 6 

Discussion 

This study found mixed support for the four predictions and the overall model of 

ethical decision making. Contrary to the first prediction, there was no effect for presence 

or absence of business or professional codes on ethical awareness. 

There was support for the second prediction, that ethical awareness would have an 

effect on ethical decision making. The hiring policy memo had a high level of ethical 

awareness, and resulted In a disproportionately large number of ethical decisions. For the 

write-off memo, there was a low level of ethical awareness, and no evident relationship 

between ethical awareness and ethical decisions. 

Similarly, there was partial support for the third prediction, that ethical awareness 

would be correlated with rated severity of punishment for ethical transgressions. In the 

hiring policy memo, ethical awareness was positively correlated with severity of 

pum'shment in the professional conte.xt, but not with severity of punishment in the 

business conte.Kt. In the write-off memo, there was no correlation between ethical 

awareness and either rating of severity of punishment. 

Furthermore, there was partial support for the fourth prediction, that the presence 

of risk would be negatively associated with unethical decisions. For the write-off memo, 

participants who anticipated more severe punishment (risk) were less likely to engage in 

unethical decision making. However, due to the few unethical decisions in the hiring 

policy memo (12), it was impossible to determine if risk had any effect on unethical 

decision making in that problem. 
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Previous models of ethical decision making proposed that ethical decision making 

was a particular type of decision process. The contingency model proposed here was 

based on the premise that ethical decision making was simply any decision process in 

which the decision maker deemed ethical information relevant to the decision task. To 

that end, determination of what information is relevant to the decision task is a significant 

issue. The results of the logistic regression provide evidence that decision makers give 

attention to different types of information in making ethical decisions, depending on the 

level of ethical awareness initially raised in the decision maker. When dealing with the 

hiring policy memo, decision makers' awareness of ethical issues was very high, and 

positively related to their ethical decisions. When dealing with the write-off memo, 

decision makers' awareness of ethical issues was low. and not related to their decision 

process. Instead, for the write-off memo, age was negatively related to ethical decisions, 

while part-time and flill-time work e.xperience were positively related to ethical decisions. 

Further, severity of punishment was positively related to ethical decisions in the write-off 

memo. 

The discussion of each of these results from the laboratory study will be amplified 

with the literature presented in chapter 1, as well as what was learned from the executive 

interviews, presented in chapter 5. 

Level of Ethical Awareness 

There were three significant findings with regard to level of ethical awareness. 

First, the high level of ethical awareness in the hiring policy memo was associated with a 

high frequency of ethical decisions. In the write-off memo, the low level of ethical 
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awareness was not clearly associated with the frequency of ethical decision making. 

Second, the correlation between ethical awareness and severity of punishment was found 

to vary, dependent on the memo. Only for the hiring policy memo was any significant 

correlation between these variables found. Third, in the logistic regressions of the hiring 

policy memo and the write-off memo, decision makers used different variables as 

relevant information in determining whether or not to commit an unethical action. 

Level of Ethical Awareness and Decision Making 

This study found that the hiring policy memo elicited a high level of ethical 

awareness, and this ethical awareness in turn created a high proportion of ethical 

decisions (88%). The write-off memo elicited low ethical awareness, and failed to create 

a non-random number of ethical decisions. As noted in Chapter 1. an individual that is 

aware of the ethical issues in a dilemma is no longer relying on moral luck, but rather is 

relying on ethical reasoning to resolve the dilemma. It appears that once individuals are 

moved to a position of moral reasoning, the frequency of occurrence of moral decisions is 

significantly increased. 

All executives interviewed stated that ethics was a high priority in business today, 

and that most individuals act ethically most of the time. They did note some of the 

reasons why individuals might not act ethically, but their general consensus is that ethics 

is important and very present in business today. This study supports their comments. In 

a condition of high ethical awareness, decision makers made a disproportionately large 

number of ethical decisions. 
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This leaves the key question, which is yet unresolved: what exactly in the memos 

triggered high or low levels of ethical concern? The answer to this question is not at all 

clear from this research. Problem content may have some influence, and expectations 

and leadership may also have some influence. These questions remain a topic for further 

research. 

Level of Ethical Awareness and Risk 

Risk was operationalized in this study as rating of severity of punishment. As 

noted, ethical awareness in the hiring policy memo dominated the decision process, to the 

extent that it is impossible to determine any effect for the presence of risk. For that 

memo, ethical awareness was positively correlated with the rating of severity of 

punishment in the professional situation. In the write-off memo, however, it was clear 

that risk did deter unethical decision making. There was no similar correlation between 

ethical awareness and ratings of severity of punishment in the write-off memo. 

In both memos, risk appeared to play a part, though through different causal 

pathways. In the hiring policy memo, risk was positively correlated with heightened 

ethical awareness, which in turn was positively related to ethical decision making. In the 

write-off memo, risk did not affect ethical awareness, but did negatively impact unethical 

decision making (as seen in the logistic regression analysis). Risk affected different 

variables, depending on which memo the decision maker was dealing with. 

The executives noted that fear of punishment deterred unethical decisions. This 

was particularly true in the financial sector, where punishment (i.e., loss of license) often 

meant loss of job. 
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Level of Ethical Awareness and Relevant Information 

The model proposed in this study began with the premise that ethical decision 

making was a decision process in which ethical information was deemed relevant by the 

decision maker. In the hiring policy memo, only ethical awareness was significant in 

determining the outcome of the decision process, a result consistent with those noted in 

the previous section. Risk was positively correlated with ethical awareness, though. In 

the write-off memo, however, ethical awareness was not at all significant. Instead, age, 

part- and flill-time work experience, and severity of punishment influenced the outcome. 

If a decision maker is simply making a decision using relevant data, rather than 

using some unique process, his or her level of ethical awareness elicited by the presented 

dilemma appears to be particularly important. Jones (1991) used moral intensity to drive 

a notion he called "proportionality," which moved the individual to ethical action. 

Exactly how level of ethical awareness functions in terms of motivating the individual to 

perform a specific action (e.g., is it a cognitive or emotional process, or a bit of both?) is 

still not clear. This study has found that level of ethical awareness affected the type of 

information deemed relevant (a cognitive process). It might be that the emphasis on 

ethical awareness is an expression of a person's desire to "do the right thing," whereas 

the emphasis on demographic variables and risk is an expression of opportunity for gain 

and fear of loss. These two versions of this contingency model need further research, to 

be understood fiilly. 

The executives focused on managerial leadership and personal integrity as 

elements of ethical awareness and ethical decision making, and opportunity for personal 
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gain as the main element in unethical decisions. These comments support the results of 

the laboratory study^ insofar as expectations appear to drive ethical awareness, and 

presence of opportunity drives unethical decision making. 

Codes of Conduct 

One set of predictions that was not confirmed in the present study penained to the 

role of codes of conduct. The presence of a code of conduct had no effect on level of 

ethical awareness or ethical decisions. In results similar to those found here. Brief et al. 

(1996) found no effect for codes. The lack of findings for effects from codes of conduct 

may be due to the possibility that codes, to be truly effective, must be lived with and 

perceived in action. 

The executives in both the Fortune 500 companies and in the financial sector 

strongly supported the effectiveness of codes. Though it is clear to them that codes do 

not deter all unethical activity, in their opinion codes do flmction as screening devices for 

many individuals, defining what is ethically correct and incorrect. 

The Model of Ethical Decision Making 

This study partially supported the proposed model of ethical decision making. A 

high level of ethical awareness positively influenced ethical decision making, and the 

presence of risk (introduced as severity of punishment) negatively influenced decision 

making under conditions of low ethical awareness. The presence or absence of codes had 

no effect on ethical awareness, and so was eliminated from the regression model. The 

positive correlation of risk with ethical awareness, and the effects of demographic 

variables (age and work experience) on ethical decision making were not predicted. 
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What emerged from this study were two different models of ethical decision making, one 

for the hiring policy memo (high ethical awareness) and one for the write-off memo (low 

ethical awareness). 

Hiring Policy Memo 

Presented with the hiring policy memo, participants exhibited high levels of 

ethical awareness, and this awareness was the dominant factor in the decision process. 

This high level of ethical awareness was correlated with a high rating of severity of 

punishment for ethical violations concerning people. That risk was not significant in the 

decision process may be due to the fact that there were too few unethical decisions. The 

model, as it is being presented here, is that this heightened ethical awareness caused the 

high frequency of ethical decision making. 

Write-off Memo 

Presented with the write-off memo, participants showed no effect for ethical 

awareness in the decision process. Rather, the older the participants were, the less likely 

they were to make an ethical decision. The more work experience (both part- and ftill-

time) they had, the more likely they were to make an ethical decision. Work experience 

was the stronger of these two predictors. Finally, die more risk they perceived in 

violating financial ethics, the more likely they were to make an ethical decision. This 

version of the contingency model hinges less on a recognition of ethics, and more on 

recognition of opportunity and deterrence. 
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Foundational Implications 

Previous models of ethical decision making were founded on either psychological 

or sociological theories. The psychological theory and model development were founded 

on Kohlberg and individual moral development, whereas research (Higgins, Power, & 

Kohlberg, 1984) indicated that other forces often outweighed the effect of the 

individual's level of CMD. The excerpts from Gioia (1992) and Vandivier (1972) 

illustrated these problems. Sociological theory and model development rested more 

heavily on external forces (Sutherland & Cressey, 1970; Menon, 1957). The different 

models (including the proposed one here) attempted to accommodate sociological forces 

through adopting a contingency model structure, allowing for the influence of external 

forces on the decision process. 

The findings from this study provide support for both models. Presented with the 

hiring policy memo, decision makers behaved more according to the psychological 

model, attending to the recogm'tion of ethical issues in determining the decision outcome. 

Presented with the write-off memo, decision makers behaved more according to the 

sociological model, attending to social learning (i.e., work experience) and the presence 

of opportunity and punishment in determining the decision outcome. 

Limitations 

The samples and techniques of this study may create skepticism with regard to the 

generalizability of its findings. The in-basket was admim'stered to MBA students. While 

these are (for the most part) not currently employed, the majority have had some 

experience in the workforce, and all were either in their second or fourth semester of 
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classes. As a result, the individuals in the in-basket portion of the study had an awareness 

of the financial and human resource issues used as elements in the study. 

The in-basket has been used and accepted elsewhere as a simulation technique for 

decision making experiments. As noted, though, it may be impossible to simulate the 

effect of codes of conduct in such an instrument, leading to the apparent lack of effect of 

codes in the laboratory study. 

In addition, it is not feasible to create two nearly identical memos in order to 

directly investigate various specific effects, and still retain the realistic setting of the in-

basket. More studies are needed to determine exactly how the level of ethical awareness 

functions in ethical decision making, how specific demographic variables flmction in 

ethical decision making, how opportunitj' and risk function in ethical decision making, 

and what causes specific levels of ethical awareness. 

The sample of executives used for the interviews was not representative of all 

industry types or sizes, though an effort was made to interview e.xecutives from a wide 

variety of industry types and sizes. Further, analysis of the interviews did not involve die 

use of rating scales or systems, or multiple raters. A more extensive effort in this regard 

is clearly called for. 

Conclusion 

This study makes several contributions to the field of ethical decision making in 

business. First, it was found that high levels of ethical awareness led to increased 

frequency of ethical decision making. Second, it was found that high levels of risk 

decreased individual decisions to engage Ln unethical behavior, particularly under the 
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condition of low ethical awareness. Third, it was found that level of ethical awareness 

affected the choice of relevant information. In a condition of high ethical awereness, the 

ethical awareness was the only relevant factor in the ethical decision process. Under a 

condition of low ethical awareness, demographic variables and risk were significant 

factors in the ethical decision process. Further, support was found for both the 

psychological and sociological foundations of ethical decision making. 

This study proposed, and found support for, a contingency model of ethical 

decision making in business. The results cited provided support for the model. The one 

element of the model that was not supported through the laboratory study, that the 

presence of codes would have an effect on ethical decision making, found support in 

interviews with executives of large companies. 

The study raises questions for further investigation. First, what in the initial 

problem caused either high or low levels of ethical awareness in the decision maker? 

Specifically, does ethical awareness depend on some combination of problem content and 

social expectation, as contended? Or are other factors significant in die process of ethical 

awareness? Such study might be able to link the results of Jones and Huber (1992) and 

Morris and McDonald (1995) with the results of this study. 

Second, the use of different information, dependent on level of ethical awareness, 

appears to create two different versions of this contingency model, one for high ethical 

awareness (the hiring policy memo model) where ethical concerns dominate, and the 

other for low ethical awareness (the write-off memo model) where opportunity and risk 

dominate. These models need more rigorous verification in actual business settings. 



Third, perhaps there is a more fruitful method for investigating the effect of 

codes. Previous research (Brief et al., 1996), as well as the current study, found no 

results for the effect of codes. Executives do believe they impact ethical decision 

making. A different methodology for investigating the impact of codes may reveal how 

strongly codes do influence ethical decision making. 



Table 1: Correlations between Awareness Measures by Memo Type 

Hiring Policy Memo 

Mean SD I. 1 3. 4. 5. 

I. Legal concerns 5.24 2.10 

2. Ethical concerns 5.09 2.09 .86** 

3. Hiring policy concerns 5.21 1.99 .78** .75** 

4. Concern for HR input 3.47 1.85 29** 29** .21** 

5. Concern for profitability 4.12 1.84 .35** .43** .29** .36** 

6. Concern for position in presidency race 4.39 1.84 26** 26** 22 .32** .44** 

*£<.05. **£<.01 

Write-off Memo 

Mean SD I. 2, 3. 4. 5. 

1. Legal concerns 3.25 2.05 

2. Ethical concerns 325 2.01 .73** 

3. Concern for proper accounting procedures 329 1.93 .70** .71** 

4. Concern over financing pressures 3.67 1.94 .07 -.06 -.19 

5. Concern for profitability 3.25 L77 .18 .14 .10 .45** 

6. Concern for position in presidency race 3.38 L92 .02 -.02 -.00 .30** .47** 

•g^<.05. **£<-01 



Table 2: Factor Loadings for Awareness Measures 

Component 

Ethics Business 

Hiring Policy Memo 

Legal concerns .85 .12 

Ethical concerns .87 .13 

Hiring policy concerns .80 .01 

Concern for HR input .11 .78 

Concern for profitability .42 .45 

Concern for position in presidency race .17 .57 

Write-off Memo 

Legal concerns .89 .09 

Ethical concerns .90 -.02 

Concern for proper accounting procedures .91 -.08 

Concern over Financing Pressure -.01 .70 

Concern for profitability .17 .82 

Concern for position in presidency race .03 .73 



Table 3: Means, Standard Deviations, and T-Test Results for Dependent Variables 

Hiring Policy Memo 

Decision Items 

1. Contact all site managers with her results and 
tell them to act with these results in mind. 

2. Say nothing, and let site managers deal 
with their own situations. 

3.1 have some very serious reservations about this, 
and want to talk with you when I get back. 

Mean SD N 

1.76 26 -.92 

.65 

1.65 

1.20 26 

1.32 26 

T-test Comparison Between Items 

Item Pairs T g 

1-2 5.64 .001 

1-3 5.43 .000 

2-3 2.89 .008 



Table 3 (cont.) 

Write-off Memo 

1. Postpone all write-offs into the next fiscal year. 

2. Write off less than SI million. 

3. Write off SI million to S2 million. 

4. Write off S2 million to S3 million. 

5. Write off at least S3.1 million. 

Mean SD 

1.76 

1.93 

2.02 

1.74 

2.55 

-.83 

-.79 

-.58 

-1.17 

.54 

T-test Comparison Between Items 

N 

24 

24 

24 

24 

24 

Item Pairs T 

.10 1-2 

1-3 

1-4 

1-5 

2-3 

2-4 

2-5 

3-4 

3-5 

4-5 

.54 

-.69 

1.84 

I J l  

-.82 

1.72 

-t.27 

1.44 

3JI0 

E 

ns 

ns 

ns 

ns 

ns 

ns 

ns 

ns 

ns 

.004 



Table 4; Means for Awareness Measures 

Memo 

Hiring policy memo 

Write-off memo 

Ethical Awareness 

Mean SD N 

5.18 1.92 105 

3.26 1.79 105 



Table 5: Means for Ethical Awareness by Code 

Hiring Policy Memo 

Business Code 

Professional Code 

Present Absent 

Mean SD N Mean SD N 

Present 4.77 2.12 26 5.51 1.71 27 

Absent 5.42 2.00 26 5.00 1.85 26 

Write-offMemo 

Business Code 

Professional Code 

Present Absent 

Mean SD n Mean SD n 

Present 3.33 1.90 26 3.09 1.95 27 

Absent 3.15 1.52 26 3.47 1.82 26 



Table 6: ANOVA Results for Ethical Awareness by Memo 

Hiring Policy 

f E n: 

Business Code (B) .04 ns .00 

Professional Code (?) .18 ns .00 

B»P 2.39 ns .02 

Write-off Memo 

E E n: 

Business Code (B) .09 ns .00 

Professional Code (P) .01 ns .00 

B*P .65 ns .01 



Table 7: Distribution of Ethical and Unethical Decision by Level of Awareness 

People memo 

Ethical awareness 

Money memo 

Ethical Awareness 

High 

Low 

High 

Low 

Decision 

Ethical Unethical 

51 2 

42 10 

Ethical Unethical 

16 36 

21 32 
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Table 8: Correlation Table - Hiring Policy Memo 

Mean SD 1. 2. 3. 4. 5. 6. 7. 8. 

1. Sex .35 .48 

2. Age 27.7 5.03 -.16 

3. Part-time experience 3.02 3.26 -.02 -.12 

4. Full-time e.xperience 4.19 4.75 -.11 .89** -.17 

5. Business code'' .50 .50 -.01 -.06 -.01 -.03 

6. Professional code" .50 .50 -.19* .06 -.04 .00 -.01 

7. Ethical awareness 5.18 1.92 .11 -.12 .11 -.05 -.02 -.04 

8. Severity of punishment 3.64 1.03 -.04 .05 .03 .05 .06 .00 -.02 
(business) 

9. Severity of punishment 2.69 1.26 .13 -.07 .03 .00 -.01 22* .26** .15 
(professional) 

*£<.05. **£<01. 

"1 = code present; 0 = code absent. 
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Table 9: Correlation Table - Write-off Memo 

Mean SD 1. 2. 3. 4. 5. 6. 7. 8. 

1. Sex .34 .48 

2. Age 27.7 5.03 -.16 

3. Part-time experience 3.02 3.26 -.02 -.12 

4. Full-timee.xperience 4.19 4.74 -.11 .89** -.17 

5. Business code' .50 .50 -.01 -.06 -.01 -.03 

6. Professional code' .50 .50 -. 19* .06 -.04 .00 -.01 

7. Ethical awareness .326 1.79 .02 .01 -.15 .09 -.03 -.01 

8. Severity of punishment 4.10 1.08 .14 .15 -.03 .16 -.05 -.11 .12 
(business) 

9. Severity of punishment 3.50 IJ24 -.03 .05 -.01 .04 -.05 .16 .02 .41** 
(professional) 

*£<.05. **£<.01. 

'1 = code present; 0 = code absent. 
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Table 10: Hierarchical Logistic Regression Results 

Hiring Policy Memo Write-off Memo 

Block 1 B SE Wald B SE Wald 

Variables 

Sex .66 .67 .99 .61 .48 1.62 

Age .20 .14 2.16 .34 .13 7.50** 

Part-time experience t o
 

.09 .04 -.21 .07 8.49** 

Full-time experience -.12 .15 .71 » 00
 

.14 7.60** 

Cox & Snell - R'^2 .05 .16 

Model Chi-Square 4.78 18.01*' 

Block Chi-Square 4.78 18.01** 

Block 2 B SE Wald B SE Wald 

Ethical Awareness -.54 .19 8.65** -.01 -13 .01 

Cox & Snell - R'^2 .17 -IS 

Model Chi-Square 19.53'** 20.49** 

Block Chi-Square 14.75**» 2.44 

Block 3 B SE Wald B SE Wald 

Severity of Punishment (business) .51 -35 2.08 -.66 .29 529* 

Severity of Punishment (professional) -.14 -33 .18 -..21 22 .91 

Cox & Snell - R'^2 .19 25 

Model Chi-Square 21.83** 30.69*** 

Block Chi-Square 2o0 10.24** 

•£<.05. ••£<.01. 
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Table 11: Stages of Cognitive and Moral Reasoning Development 

Cognitive Development 
(Piaget, 1965) 

Moral Development (Kohlberg, 1976) 

I. Logical, Concrete I. Preconventional 

1. Heteronomous Morality 

2. Individualism. Instrumental Purpose 
and Exchange 

11. Low Formal Reasoning II. Conventional 

3. Mutual Interpersonal Expectations^ 
Relationships, and Interpersonal 
Conformity 

4. Social Systems and Conscience 

in. High Formal Reasoning III. Postconventional. or Principled 

5. Social Contract or Utility and 
Individual Rights 

6. Universal Ethical Principles 



104 

Figure 1: Recognition and Action in Moral Dilemmas 
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Figure 2: Proposed Model of Ethical Decision Making in Business 
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Figure 3: Elements of Proposed Model for this Study 
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Appendix A 

Foundational Theories 

This appendix summarizes the four basic theories on which different models of 

ethical decision making have been based. The first two theories, cognitive moral 

development and reasoned action, are psychological, and the third and fourth theories, 

differential association and role-set, are sociological. 

Psychological Theories 

Cognitive Moral Development 

BCohlberg (1969, 1976) offered a cognitive theory of moral development based on 

the cognitive development work of Piaget( 1965). Table 11 illustrates die relationship of 

the three levels. 

Kohlberg (1976) illustrated the difference between the three stages using the 

example of stealing from a store. In the preconventional stage, an individual would 

object to stealing because someone could see you and call the police, and you would be 

caught and punished. In the conventional stage, the individual would object because the 

law protects society, and to steal is to break the law and contribute to the detriment of 

society. In the postconventional stage, an individual would object to stealing because 

stealing violates the rights of another. The law is a minor factor. The rights of the other 

is the major determinant in the postconventional reasoning stage. 

Each major stage was split into two minor phases. The first phase was the more 

particular phase, and the second was the higher reasoning, or general, phase. In die 

conventional phase, for example, Kohlberg (1976) noted that the individual at phase 3 is 
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less aware of the social implications in a general sense, and more aware of particular 

relationships he/she happens to be engaged in at the time. Analogously, each of the other 

progressions at each stage was from the more particular to the more general. 

The models of Rest (1986), Trevino (1986), and Jones (1991) relied on fCohlberg 

(1969, 1976) to depict the moral reasoning ability of an individual at a given point in 

time. The issue for each of these models, then, was how this initial moral cognition is 

moderated in its relationship with the moral behaviors of the agents. 

There are a number of criticisms of stage theory in general, and Kohlberg in 

particular. Bandura (1991) reviewed much of this literature that critiques stage dieory. 

Bandura notes that the basis of stage theory involves a lock-step portrayal of human 

development. Individuals carmot acquire "higher' levels of moral reasoning without first 

developing a command of prior levels. One of the largest issues in this view is 

formulation of what makes one level 'higher than the other. As Bandura (1991) pointed 

out, a state of law that allows oppression of minority is technically "higher' in this order 

than one that simply survives on respect and concern for others. Anomalies such as this 

create serious questions for stage theory presumptions. Kohlberg himself (Higgins, 

Power, &. Kohlberg, 1984) found that social influences were more powerful than 

individual stage determinants when individuals were involved in moral reasoning. The 

point need not be belabored here. Simply put, virhile there is some attractiveness to the 

thought of a stage theory of moral development, it is not at all clear that such 

development is in reality what happens, what ought to happen, or what is determinative 

of actual behavior. 
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Theory of Reasoned Action 

The theory of reasoned action (Ajzen & Fishbein, 1980; Fishbein & Ajzen. 1975) 

was essentially a subjective expected utility model linking attitudes, norms, intentions, 

and behaviors. The theory postulated that behaviors were best determined by intentions, 

and intentions were a function of attitudes and subjective norms. 

In the model, attitudes were a function of beliefs and evaluations. Belief 

expressed the linkage between particular behaviors and outcomes. An individual might 

link working and getting paid: this expressed the belief that by working, he/she would get 

paid. Subjective evaluation expressed like or dislike for the particular attribute of the 

behavior in question. He/she may or may not like work: that would be expressed as 

evaluation. Each belief was multiplied by its corresponding evaluation. However, each 

altitude was often a compound of various outcomes. He/she may not like work, but may 

appreciate supporting his/her family, and so his/her attitude toward getting paid is a 

function of both attitude toward work and attitude toward supporting family. Attitude 

toward any specific event, then, was the sum of all belief x evaluation products. 

Subjective norms formed the second part of intention formation. Subjective 

norms were also a summed product, this time of perception of normative beliefs toward a 

particular behavior, multiplied by the individual's motivation to comply with such 

normative beliefs. Perception of normative beliefs was a variable that reflected what the 

individual perceived that others believed about the behavior in question. An individual's 

choice of a career, for example, would in this case be a reflection of sigmficant others' 
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(e.g.. parents, peers, etc.) approval or disapproval of that particular career choice, 

multiplied by his/her desire to comply with that particular significant other. 

Intention formation was the sum of the attitude and subjective norm products. In 

a very simple, mathematical formulation, the higher the number, the greater the intention 

of the individual to engage in the behavior in question. 

Ajzen (1991) noted that the empirical literature on the subsequent linkage 

between intention and behavior is mi.xed. The presence of behavioral control appeared to 

be one major limiting factor in determining behavior from intention. The more the 

behavior in question was under the sole control of the individual, the more intention 

predicted behavior. However, as soon as there were constraints (e.g., need for resources 

to be present to accomplish a particular task), the linkage between intention and behavior 

diminished considerably. 

Messing, Elffers. and Weigel (1988) offered a critique of the theory of reasoned 

action (Ajzen & Fishbein, 1980; Fishbein & Ajzen, 1975). They investigated the 

attitudes, normative beliefs, self-reports of behavior, and actual reports of behavior of tax 

evaders and nonevaders. They found strong correlation between attitudes, subjective 

norms, and self-reports of behavior, but no correlation between attitudes or subjective 

norms and actual tax evasion behaviors. Certain personality attributes (alienation, 

tolerance of illegal behavior, and competitiveness) correlated with documented tax 

evasion behaviors. Hessing, Elffers, and Weigel (1988) cautioned accepting the theory of 

reasoned action in situations where self-reports of behavioral intent regarding socially 

proscribed behaviors form the criterion variables. 
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Sociological Theories 

Differential Association Theory 

Differential association theory (Sutherland and Cressey, 1970) was an attempt to 

explain propensity toward criminal behavior. Essentially, the theory describes propensity 

toward criminal behavior as a product of social learning. The individual learned from 

his/her intimate group of acquaintances both how to commit crimes, and why he/she 

should commit crimes. 

In learning how to commit crimes, the individual is introduced to opportunity. 

Significant others in one's relationship set teach the individual techniques of how to 

commit crimes, as well as associated issues (e.g.. the perception of more vs. less risky 

opportunity). 

Individuals are also taught why they should commit crimes. In terms of 

differential association theory, individuals leam motivations that are either excessively 

favorable to the violation or the keeping of the law. Those who leam an excess of 

motivatioas favorable to the violation of the law move toward criminal behavior, and 

those that leam an excess of motivations favorable toward the keeping of the law move 

toward non-criminal, or prosocial, behaviors. 

Further, these associations vary along four dimensions: frequency, duration, 

priority, and intensity. Frequency and duration simply describe number and length of 

associations. Priority designated the stage in life (e.g., adolescence) in which the 

individual has this particular association. The thesis was that the earlier in life one has 

criminal associations, the more formative they are of one's personality. Intensity, 
i 
I 
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Sutherland and Cressey (1970) noted, is difficult to define. Instead, they described 

intensity in terms such as the prestige of the person associated with, and the emotions 

associated with this particular association. This perhaps resembled a mentoring 

relationship, where an individual taken "under the wings," so to speak, of a significant 

individual would be appreciative of the relationship and define himAierself in much the 

same terms as the significant individual defines him/herself. 

Sutherland and Cressey (1970) responded to a number of criticisms of the theory. 

Four appear significant. One objection was that this theory is about associating with 

criminals. Rather, they noted, it was not about the character of the individuals one 

associates with, but rather the behaviors of those individuals. 

A second criticism dealt with the role of personality traits. Specifically, 

differential association defined the source of criminal behavior as extemal to the person. 

The objection questioned the presence of internal factors. Sutherland (1949) noted that 

some individuals who were 'aggressive' engaged in criminal behavior, while others who 

possessed the same trait failed to engage in criminal behavior. Differential association, 

he posited, attempted to explain the difference in behavior between such individuals. In 

other words, personality traits appeared as a necessary, but not sufficient, condition for 

the explanation of criminal behavior. Differential association attempted to explain 

additional variance in the behavior. 

A third objection was that differential association described issues external to the 

individual, but failed to understand an individual's receptivity. Inner cities can and do 

produce both, criminal and non-criminal individuals. This objection asked the question. 



113 

what about the individual is it that makes that difference? Sutherland and Cressey (1970) 

failed to answer this objection very clearly. Rather, they referred to the issues 

specifically of priority and intensity in differential association. One difference, they 

contended, might be that very early on. an individual had different associations that 

defined later behaviors, and we simply can't know all of an individual's early 

associations. Or, on another line, an individual might have relations of different intensity 

than another, and so will have different later behaviors. Sutherland and Cressey (1970) 

noted that the theory may simply be difficult to test on these points, and such a problem 

did not adequately contest the viability of the theory. 

The fourth criticism noted that this ratio of favorable vs. unfavorable behavior 

patterns is difficult to define. Differential association theory relied on an excess of 

definitions of behavior favorable to violating the law vs. those definitions unfavorable to 

violating the law. Operationally, this "excess" was unclear. Cressey (1952) examined 

embezzlers, and could not obtain fi-om them a clear pattern whereby they learned to 

betray trust given them. 

Role-Set Theory 

Merton (1957) attempted to conceptualize and analyze the effects of significant 

others in determining an individual's behavior. The role-set of a focal individual is/are 

the person(s) that the focal individual is involved with, given the focal individual's 

particular status. Merton (1957) used the example of teacher (status), with a 

corresponding role-set including such elements as the principal, students, parents of 
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students, board of education, and so on. The term *role sender' described the other 

parties in the roie-set of the focal individual. 

The independent variables of role-sets were inter- or intra-organizational distance, 

and relative authority. Role conflict was the main dependent variable, with two 

dimensions: intersender conflict, and person-role conflict. 

Inter- or intra-organizational distance was operationalized and measured as the 

number of boundaries crossed between the focal individual and other parties that have 

significant impact on the focal person's ability to perform (Miles, 1977). The theoretical 

premise was that those individuals in the same department as the focal individual would 

be most like the focal individual, and so cause the least amount of conflict. As role 

senders got flirther fi"om the individual, their expectations of the focal individual would 

vary more deeply, and so cause more role conflict within the focal individual. 

Theoretically, then, role-senders outside the focal individual's home organization should 

cause the greatest amount of role conflict, since they are most likely to be least 

understanding of the role of the focal individual. 

Relative authority measured the amount of legitimate authority that role-senders 

have over the focal person, on those issues where the focal person must work with the 

particular role-sender in question (Miles, 1977). The theoretical assumption is that these 

individuals had the capability to cause role conflict by forcing the focal individual to do 

things that may go against the values or other role obligations of the focal person. 

Role conflict was separated into two dimensions, intersender conflict and person-

role conflict. Intersender conflict occurred when two role-senders expect conflicting 
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behaviors from the focal person. An individual may be asked by his/her boss to work 

late, while their spouse is expecting to be with hinn/her for dinner. Such differing 

expectations formed the issue of intersender conflict. 

Person-role conflict occurs when a focal individual is asked to perform some task 

in a manner that violates the values or general orientation of the focal person, [f for 

example, a person who generally apprised him/herself as an ethical person was asked by 

legitimate authority to do something that is unethical, there would be person-role conflict. 

Merton (1957) detailed a number of issues deriving from role-set theory. First, 

the different statuses one occupies have differing relative importance. Job or family 

status will, in all likelihood, be more important than any form of voluntary status one 

occupies. 

Secondly, focal individuals will respond differently to differences of perceived 

power of those in the role-set. This encompasses both legitimate authority and informal 

dimensions of power. Occurences of "blue flu' are examples of the sort of informal 

power that coalitions can exert. The important implication here is that when power 

forces balance one another, focal individuals gain more relative freedom to act as they 

choose. 

The third issue regarding role-set conflict is an outcome of the fact that 

individuals are only occasionally in contact with various members of the role-set. 

Because of the occasional contact, some behaviors will inevitably not be observed by the 

concerned members of the role-set. Social control is reduced to the extent that particular 
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behaviors are not observed by the appropriate and concerned members of the role-set. 

This reduction in social control also reduces the amount of role-conflict experienced. 

Fourth, when presented with intersender conflict, focal individuals may attempt to 

manage the conflict by taking advantage of moments when the conflicting senders are 

together, or by actually bringing them together. As Miles (1977) notes, when senders are 

ignorant of the demands of other senders on the focal individual, each demands attention. 

But when senders can be made aware of the demands of other senders, they may move to 

fight among themselves, rather than create conflict with the focal individual. Either way, 

the outcome is reduced intersender conflict for the focal individual. 

The fifth issue that role-set dieory highlights is that there may be many similar 

•focal individuals.' All the members of a particular department, for example, may be 

considered similar as focal individuals, if they interact with basically the same role-sets. 

On the one hand, there is advantage, in that any learning of coping behavior that occurs 

within the group can be easily disseminated, so that role-set conflict may be reduced at a 

faster rate among the group as a whole. On the other hand, this creates other pressures 

within the peer group. This has been noted in the pro-social organizational behavior 

literature (e.g.. Brief & Motowidlo, 1986), where individuals may assist colleagues at the 

e.xpense of the organization, e.g., falsifying time sheets for co-workers, etc. 

Finally, role-set conflict may be managed at the limiting case by exit behavior. 

Such behavior does not change the social structure (e.g., the Job or organization), but 

simply puts an end to the individual's participation in the role-set, and the role-conflict 

induced by such participation. 
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Appendix B. The In-basket Instrument 

Instructions 

In this scction. you will be asked to play the role ofa senior executive ofa company and. in that role, to make a number o 

managerial decisions. In order to make these decisions, a set of action alternatives will be given and you will be asked to choose 

among them. At limes you may feel that you would not want to choose any of the alternatives; however, in order to ensure 

comparability across respondents, it is important that you make a choice among the alternatives given. 

This section is comprised of tour different parts to be read in order. Read each part verv carefully 

The first part describes the (Irm. JOSE's. The sccond part describes the role you will be playing. C.J. Folgcr - Chief 

Financial Officer of JOSE's. The third part describes the situation currently confrontingC.J. Folgcr. The fourth pan is the in-basket 

where you. as C.J. Folgcr. will be asked to make a number of decisions. 

Please read each part very caretullv. and read them in order. Pay very close attention to all of the instructions provided 

you. and do not skip any questions asked. 

You may begin by turning the page. Thank you. 
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The Firm - JOSE's 

In 1974. Buddy Smith scrapcd together every penny he could to purchase JOSE's Mcxican restaurant on the west side of 

Fort Worth. Texas. Under Buddy's management, the restaurant shortly became a huge popular and financial success. Buddy quickly 

opened a secodn and third unit in Fort Worth, attracting considerable local investor interest. The firm currently is comprised of more 

than 135 units locatcd throughout the continental United States, with plans to open 10 new units a year for at least the next five years. 

In 1995. the firm also launched a small but rapidly growing frozen food business. All the senior management team are prominent 

members in the National Dining Managers Association. 

Buddy died in 1996. and his wife. Anita, replaced him as Chairman of the Board. The president of JOSE's is Buddy's 

longtime friend. John Cumminas. age 66. John has three direct reports, all of whom joined the firm during the late 1980's; 

C.J. Folger. C.J. is a University ofTexas MBA who began as Controller, and is now Chief Financial Officer The primary 

responsibility is obtaining funds needed to fuel JOSE's expansion. 

Ray Lease. Ray worked his way up from the very bottom of the firm's hierarchy to his current position as Executive Vice-

President (EVP) of Operations. Through five regional vice-presidents, it is Ray's job to oversee the day-to-day functioning of JOSE's 

restaurant units. 

•Mary Copeland. Mary, like Ray. worked her way up at JOSE's to her current position as Executive Vice-President (EVP) 

of.Marketing. Her principal responsibilities are advertising, promotion, and new business development including management of the 

frozen food division. 

.-Vnita Smith and the Board arc pleased with the Company's performance and. thus, its top management team. Indeed. John 

Cummings has already announced his pending retirement and very soon .Anita and Cummings are expected to name either CJ.. Ray. 

or Mary as President Each of them has worked long and hard for the firm and sorely wants the top spoL 

Please see the attached organizational chart. 
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JOSE's Top Management 

Board of Directors 

(Anita Smith-Chair) 

President 

(John Cummincs) 

Chief Financial Officer Executive Vice-President Executive Vice-Presidcnt 

And Executive Vicc-Prcsidcnt Of Operations Of Marketing 

(CJ. Folaer) (Ray Lease) (MaryCopcland) 
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JOSE'S 

Code of Conduct 

JOSE's was built on a few. straight-forward standards of conduct. These standards remain our way of doing business. 
Every employee is expected to abide by them. 

Each employee Is expected to perform: 
in a reliable and cooperative manner 
at high levels of productivity 
ensuring top quality in each JOSE's product. 

In our financial dealings, JOSE's discloses: 
all information 
in a reliable and honest format 
in a timely manner. 

In our dealings with people. JOSE's promises: 
to hire without discrimination according to race, color. language, ethnicity, gender, age. handicap, or religion: 
to serve all customers equally. 

In our dealings with suppliers. JOSE's employees: 
accept to give. entertainmenL or meal in cxcess of S20 in value: 
maintain no contact that might be construed as a contliciof interest. 

Each employee protects JOSE's assets by: 
full accounting of all company expenditures: 
protection ofall proprietary information against disclosure. 

Each employee enhances the image of JOSE's to the general public by: 
being present at public functions as a representative of JOSE's; 
obeying all local laws and regulations regarding the operation of JOSE's restaurants. 

As individuals, we must abide by these standards and every level of management has the responsibility to monitor and 
enforce these standards throughout the corporation. Mo less than these standards can be accepted. 

No one can justify- an unethical or illegal act by saying it was directed by someone in a superior position. No one is ever 
authorized by the company to direct an employee to commit such an act You and you alone are accountable for your actions. 
Integrity is your personal responsibility. And the reporting of suspectcd violations of these standards is your responsibility as well. 
To raise a concern or report a misconduct is expected and accepted behavior - not the exception. 

Anita Smith 
Chairman of the Board 
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NATIONAL DtMNO \UNAGEMENT ASSOCIATION 

CODE OF CONDUCT 

The NOMA is a national member-regulated association of companies engaged in the ownership and management of restaurant chains. 

As such, we are concerned with the conduct of business in our industry. To continue tu build the sm;ngth of each of our individual 

enterprises, we agree to follow the points listed here as c.>cemplary business practice in the restaurant industry. 

INTEGRITY: Members shall act in all business dealings with complete integrity. 

FOOD QUALITY: Members shall insure the quality of the food they serve by dealing with reputable food suppliers and wholesalers, 
and providing for adequate and clean food storage and preparation areas. 

HIRING AND SERVING: All practices related to hiring or serving the public shall be free of any and all discriminatory practices, 
including those relating to race, color, language, nationality, ethnic origin, gender, age. handicap, religion, social and political 
background. 

PUBLIC REPORTING: All members shall provide clear and accurate financial statements to their respective constituencies, 
including, but not limited to. boards of directors, shareholders, and financial advisors. 

REPUTATIO.N OF THE PROFESSION: Members shall refrain from conducting themselves in a manner which is likely to be 
detrimental to the reputation of the NDMA. 
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Your Role as C.J. Folger 

You are to play ihe role ofC.J. Folger. Chief Financial OlTicerand EVP, an d the person primarily responsible (br finding 

the capital to maintain JOSE's planned expansion. But. that is far from your sole responsibility. You have the heads of four other 

functions reporting to you: 

Betty -Smith Blal<e. Betty is the daughter of Buddy and Anita Smith and has been with the firm since earning her B.A. in 

Communications from Rice University in 1991. She is currently Vice President of Human Resources, but will be leaving the firm 

etTective July 15. 1998. to pursue family and philanthropic interests full-time. 

James Wallers. James has his business and law degrees trom New York University and. since joining the firm three years 

ago. has been Senior Vice President of Real Estate. James" primary job is to acquire the sites and negotiate the construction contracts 

for all of JOSE's restaurant units. 

Rodger Kline. Rodger has his law degree from the University of Te.\as and has served as JOSE's Legal Counsefor almost 

15 years. 

John Pace. John has an undergraduate ilegrce in accounting from Te.\as Christian University and overthe last si.x years 

worked his way up to his current position as Controller. Management Information Systems also reports to John. 

It's a rare week when you work less than 60 hours. While this keeps you away from your spouse and three daughters more 

than you would like, you hope youretTorts will pay off with being named Cummings" replacement But. you're iHghtened something 

could happen at the last minute to screw up your shot at becoming President. 

The person you rely on most at work is vour Administrative Assistant Barbara Brown. Barbara became your secretary 

shortly after you joined JOSE's. She has progressed with you as you have moved up at JOSE's and knows how you like things to be 

done. She is remarkably loyal to you. hard working, and eflTcient. 

Please see the attached organizational chart. 
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C.J. Folger's Responsibility 

Chief Financial Officer 

••Vnd E\ccutive Vice-Prcsident 

(C.J. Folgcr) 

Administrative /Vssistant 

(Barbara Brown) 

Vice-President 

Of Human Resources 

(Bett\'Smith Blake) 

Senior Vice-President 

OfReal Estate 

(James Walters) 

Legal Counsel 

(Rodger fCline) 

Controller 

(John Pace) 
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The Task 
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The Situation 

tt is 7:30 a.m. on February 21.1998. and you. CJ. Folger. have less than 30 minutes to go through your in-basket before 

you have to attend an 8:00 xm. meeting with Cummings that probably will last all morning. You returned home late last night from a 

week-long trip to New York where you met with a number of key financial analysts about JOSE's plans. This afternoon you and your 

spouse leave for a 10 day trip to London where you will hold similar meetings with British analysts. You're nervou.s about the trip. 

The future financing of JOSE's. as well as your chance at the President spot, could be riding on this trip, and you've never been to 

England before. 

Your fears about the trip are all tied up with your hopes of being named President. You've j'ust got to continue to impress 

the financial community with JOSE's solid balancc sheet and the ability to maintain this sound position in the future. In addition. 

JOSE's fiscal year ends at the end of February, and you have to be sure that all is in order to close the books at the end of the month. 

As usual, your administrative assistant Barbara has placed in your in-baske only that which requires your immediate 

attention. You have discussed several of these items with heron the phone while you were in New York. In her usual efficient st>le. 

she has assembled all the memos you received, along with action options for you to indicate what you want her to do in response. 

Your task is to move through the in-basket materials as quicklv as possible. Be sure to use the action items Barbara prepared tor vou 

She wants to be able to follow your instructions precisely. For some items, you may not like any of the action options; however, it is 

very imponant that you choose one of them. After you make your choice, you will be given an opportunity to make additional 

comments if you so desire. 

Please begin the in-basket 
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M E M O R A N D U M  

TO: C.J. Folger, CFO 

FROM: Betty Blake. V.P.. Human Resources 

RE; Manager - Training and DeveJopment 

DATE; February 16. 1998 

Sorry to trouble you. but I need your advice on a sticky issue. 

1 tbund a super person forourManagerot'Trainingand Development Position. She is Mabel Brown, a former school 
teacher who recently completed her M.A. degree in Industrial and Organizational Psychology. 

Based upon a compensation survey of training and development personnel and our analysis of" my Department's salary 
structure. I feel a target salary ofSSO.OOO is a fair one for the job. However. 1 asked Mabel what her salary expectations were and she 
said S37.000 to 539.000. 

Given the need to lower my Department's e.\penscs. I just don't know what to do. I promised Mabel 1 would get back to 
her by the end of the month. 

What's your advice? 

C.X - W(af should t tell Betty to offer .Ms. Brown as a salary? Please circle what you want me lo Jo. 

1. Less than SJS.dOO. 

2. SJS.noi to S40.nn0. 

3. S4n.oni to S43.nnn. 

4. S4S.noo to ssn.noo. 

5. Same other option, please specijy: 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO; All Site Mangers 

FROM: Rodger Kline. Legal Counsel 

RE: Termination of James Whitcomb. Site Manager (JOSE's t> 14) 

DATE: February 20. 1998 

In July 1997. Mr. Whitcomb was tTred as Site Manager for JOSE's 14 for accepting gitts in e.xcess of S20. aller repeated 
warnings regarding such actions. Mr. Whitcomb appealed his firing in a civil suit brought in the Te.\as court system. 

In its ruling earlier this month, the Texas State Court found for JOSE's. noting that Mr. Whitcomb was in clear violation of 
the Code of Conduct for JOSE's employees. 

The Executive Administration regrets having been forced to take action against Mr. Whitcomb. but felt compelled to 
terminate him due to tlagrant violations of the Code of Conduct for employees of JOSE's. The Executive Administration requested 
that I communicate this latest action to you. and urge you once again to adhere to the Code of Conduct with diligence. The Executive 
Administration is intent in its purpose that the integrity of JOSE's must not be compromised in any way. and will continue to act to 
maintain that integrity. 

C.J. - For your information. 

Tlianks. 
Barbara 
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M E M O R A N D U M  

TO: All NOMA Members 

FROM: Alicia Silvers 
Chair. NOMA Conduct Committee 

RE: Probationarv- Membership for Marilyn Shales, Manager ofQUALJTY DINING Restaurant 

DATE; Febmarv- 18.1998 

Our comminee has been reviewing the Probationary Membership of Marilyn Shales, manager of QUALITY DINING 
Restaurant. Probationary membership was forced on Ms. Shales alter the NDM.'^ Conduct Committee had determined that she had 
engaged in discriminatory service practices toward minorities at her QUALITY DINING site. 

Ms. Shales was placed on Probationary Membership in January 1996. to extend for a period of at least three (3) years. Ms. 
Shales had requested an early end to the Probationary Membership, and restoration of full membership in NDMA. 

The committee has decided to NOT grant restoration of Full Membership at this time. While there has been significant 
progress in the service at Ms. Shales' QUALITY DINING site, the committee believes more needs to be done. To this end. the 
committee noted specific points in their refusal letter. While we all look forward to a resolution to this matter, and restoration of Full 
Membership rights to Ms. Shales, we believe the integrity of the NDMA is of foremost importance, and have acted with that concern 
in mind. 

Future actions in this matter will be communicated to all members as they occur. 

C.J. — For your informanon. 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO; C.J. Fotger. CFO 

FROM: Mary Copciand. EVP Marketing 

RE; Travel Budget 

DATE; February 16. 1998 

I was just made aware we probably will be 15% over our Travel and Entertainment Budget by year end. Nevertheless. I'd 
like to send my top tour marketing people to attend (he American Marketing Association Meeting next week in Monolulu. They are 
booked and ready to go. I discussed this with Cumminas and he seems to think you and I can resolve this. I don't sec a problem 
approving these trips, given thai by fiscal year end 1 expect to be within my overall budget sincc my use of temporary help is expcctcd 
to be under budget. What do you think? 

C.J. - iVhai should I tell Ms. Copeland? Please circle what vou want me to do. 

1. Do not approve any over-budget expenses. 

2. Approve travel subject to an q/f-.setting decrease elsewhere in the marketing budget. 

S. Co over budget for a specified number ofpersons. 
Please circle the number of persons: 12 3 4 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO; C.J. Folger. CFO 

FROM: Rodger Kline. Legal Counsel 

RE; Gracc Jackson 

DATE: February 17. 1998 

As you know, ever since Jim Walters and Gracc Jackson (Jim's Senior Real Esiaic /Vssociate) stopped seeing each other, 
he's wanted to fire her. Personally. I think Gracc is atop real estate appraiser and a tough negotiator torus. I know she saved us a 
bundle on the purchase ot'our last parcel in L.A. Perhaps more importantly. I bet she will sue us in a minute for sex discrimination if 
we let her go. 

I've talked Jim into waiting until nc.\t week to take action. What should I tell him is your position? 

C.J. - If'/rar should I tell Rodger? Please circle what vou want me to do. 

1. Grace works for Jim: il's his decision. 

2. Grace stays - period. 

3. I'll make a decision in April. Tell Jim to wait. 

In addition to this response, do you have arty comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO: C.J. Folger. CFO 

FROM: John Pace. ContnDllcr 

RE: Vacation 

DATE: Fcbruao 17. 1998 

After I finish the year-end statements. I'd like to take a few days otT. How about the week after you return from England? 

Good luck on your trip! 

C.J. - What should I tall John? Please circle what vou want me to do. 

1. Approve vacation. 

2. lyait until I return to schedule vacation. 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO: C.J. Folger. CFG 

FROM; Anita 

RE; John Cummings" Replacement 

DATE; February 17.1998 

As you know, John will be leaving the firm soon, and one of you is likely to be named his successor. I though it only fair 
to share with you the sort of person we want to try to fill John's shoes when he retires. 

Most of all. we want a President with tremendous people skills - somebody that can spot managerial taleniput together a 
great team, and motivate them to excel. 

Obviously, it's also important that the new President understand the tinancial side of the business and appreciate the 
importance of operations. 

If you have any questions or comments, please chat with John or myself Just keep in mind. we. like you. want the very 
best, a manager who knows what JOSE's is all about. 
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M  E M O R A N D U M  

TO: C.J. Folger. CFO 

FROM; John Pacc, Controller 

RE: Financial Statements 

DATE: February 19. 1998 

CC: Anita Smith. Chairman of the Board 

I've just learned of what could be described as a "potential bookkeeping error." As you know, due to shifting local market 
conditions over the years, a few of our units had to be closed down. The value at which these units arc carried on the tirm's books is 
based upon the estimated market pricc of the units at the time each unit was closed (S5.1 million for the land, buildings, and 
equipment). However, the value of all units has dropped drastically sincc they have been closed because of (a) vandalism, including 
tNvo units completely destroyed by arson, and (b) Inadequate maintenance of equipment. Becausc of our decision to self-insure store 
units, there arc no insurance proceeds due. Ba.sed on independent appraisals, the value of (he inactive units is less than S2.0 million. 

Since I am now preparing year-end statements. 1 need to know if you want to authorize a write-olTof the firm's assets at 
this time to reflect the drop in the value of ihe inactive units. Such a write-olT would cut deeply into our profits for the year. 1 know 
the impact on profits won't look good to the tbiks in England, and I'm sorry to hit you with this right before you leave. 

C.J. - Please see related memo on roltowing page from Anita Smith. 
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M E M O R A N D U M  

TO: C.J. Folger. CFO 

FROM: Aniia Smith. Chairman of the Board 

RE: Potential Write-ofTs 

DATE: February- 20. 1998 

Regarding John Pace's memorandum of February 19. 1998.1 think we should have Pace postpone any write-otis until the 
next fiscal year. 

Mowever. I've decided to let senior management make the tlnal decision. 1 have briefed Ray Lease and Mary Copeland on 
the situation and have instructed them to comrnunicale their decisions directly to Pacc. I'd like you to do the same. I've told Pacc to 
take whatever action rctlects majority opinion. 

It is not necessary for you to inform me of your personal stance on this issue. Indeed. I want you three to settle it among 
yourselves. I'd prefer to hear nothing more about it. 

C.J. - ffou much of the valtm of the inactive units should I lell John Pace \-ou want wrtiren ofT this year? Please circle 
what you want me to Jo. 

1. Tell Pace to postpone all write-offs into the next fiscal year. 

2. Tell Pace to write-off less than S / million. 

3. Tell Pace to write-off between Si million and S2 million. 

4. Tell Pace to write-off between S2 million and SS million. 

5. Tell Pace to write-off at least S3.1 million. 

C.J. - What should I tell Anita Smith? 

1. You should not contact .\ls. Smith about this matter 

2. Tell her Pace is postponing all write-offs into the next fiscal year. 

3. Tell her Pace is writing off less than SI million. 

4. Tell her Pace is writing off SI million to S2 million. 

5. Tell her Pace is writing offS2 million to S3 million. 

6. Tell her Pace is writing off at least S3.1 million. 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO: C.J. Folgcr. CFO 

FROM; James Walters. SVP Real Estate 

RE: Advance 

DATE: February 20. 1998 

1 hate to ask again, but would you please authorize a S5.000 salary advancc for me? Embarassingly. I find myselfshort in 
covering my daughter's tuition. I must take care of this before March. Thank you. in advancc. for your consideration. 

C.J. - What should I tell Jim? Please circle what vou want me to do. 

t. I wUl ^ authorize an advance. 

2. .1 uthorize a 51.000 advance. 

3. Authorize a S2.000 advance. 

4. Authorize a S3.000 advance. 

5. Authorize a S4.000 advance. 

6. Authorize a S5.000 advance. 

In addition to this response, do you have any comments? 

Thanks 
Barbara 
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M E M O R A N D U M  

TO: C.J. Foiger. CFO 

FROM: Mary Copcland. EVP Marketing 

RE; Store Personnel 

DATE: February 20. 1998 

Our marketing survey was just completed for the 12 months ending December 30. It shows clearly that there arc higher 
rates of same-store sales (repeat customers) at sites where our front-line personnel are young, attractive, and Mispanic. Examining 
comparable sites with different workforces, the young, anractive. Hispanic workforce sold 15% more product ihan any other 
workforce. We anticipate that this increase in productivity would lead to a 5% increase in profits in the coming year. 

I want to share these results with all our site managers for consideration in their hiring policies. 

What do you think? 

C.J. - What should I tell Ms. Copefancl? Please circle what you warn me to do. 

1. She should contact all site managers with her results and encourage them to act with these results m mind. 

2. She should da nothing, and let site managers deal with their own situations. 

J. Tell her I have some very serious reservations about this, and want to talk with her when I get back. 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO: C.J. Folgcr. CFO 

FROM: Betty Blake. VP ^(uman Resources 

RE; Professor Ben Brakshaw 

DATE; February 20.1998 

As you may recall. I have been an advocate of Professor Ben Brakshaw's proposed "Service Culture" program. I think 
Professor Brakshaw really knows whai he is talking about and even has written a book on quality service. If we don't retain Professor 
Brakshaw I'm sure we'll lose our ability to compete. 

Unfortunately. I have not been successful in persuading Mr. Lease to buy into Professor Brakshaw's program. I'd like to 
have him at least talk to Professor Brakshaw. I'm convinced that if Mr. Lease had a chance to meet with Professor Brakshaw he'd 
want to start a program here at JOSE's:. 

Could you talk to Mr. Lease for me. and perhaps suggest to Ms. Copeland that she also look into this matter? 

Thanks. 

C.J. - IVoutd you like me to cira/i a memo from von concerning this issue? Please circle what you Kant me to do. 

1. Draft a memo to Mr. Lease asking him to please meet with Professor Brakshaw. 

2. Draft a memo to Mr. Cummtngs informing him of Belly's concerns. 

J. Wail until I get back from England. 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U .M 

TO: C.J. Folger. CFO 

FROM: James Walters. SVP Real Estate 

RE: Restaurant and Land Sale - Unit 91 

DATE: February 20. 1998 

I'd like to give you an update on my meeting with John Cumminss late last week regarding the sale of our north -Seattle 
restaurant and land (Unit 91). As you know, we've been negotiating the sale of this unit for almost six months now. This is the case 
even though the initial offer Artsense. Inc. approached us with was too good to ignore. It's hard to believe the location is so important 
to them, but the numbers they are talking about would give us a nice boost to earnings via the gain we would report on the sale. It 
appears our parcel is one ofthe last few they need to build a retail and commercial complex. 

At this point, the deal is not quite completed. Artsense. Inc. is uncomfortable with a few minor aspects ofthe arrangements 
and, in my judgment, they will not be cleared up before the end of February. However. John is pushing very hard to rccognize the 
gain in this fiscal year. Me feels that the gain rightly belongs in current year earnings because (1) most ofthe negotiations took placc 
during this llscal year and (2) he is very sure the deal will go through. Given the events of the last few days here at JOSE's. I would 
like to get your opinion in the matter 

Any reactions'? 

C.J. - If'/tal advicti do vou want to give Tim? Please circle what voii want me to do. 

1. The gain cannot be recorded this year. 

2. Record the gain, but future sales will be handled differently. 

3. Record the gain (and you and I will discuss this issue when I return from England). 

4. Let s go along with John s position and record the gain. 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D a M 

TO: CJ. Folger. CFO 

FROM: Barbara 

RE: United Way 

DATE: February 30. 1998 

Mr. Conway. CEO of First Texas Bank and ihc 1998 Campaign Chairman ofUnitcd Way. called to invite you to lunch on 
Thursday. March 5. I9'98. 

Your calendar is open. 

C.J. - H'har should t tell Mr. Conway? Please circU what \ou want me lo do. 

1. Accept invitation. 

2. Decline invitation. 

In addition to this response, do you have any comments? 

Thanks. 
Barbara 
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M E M O R A N D U M  

TO: C.J. Folger. CFO 

FROM: Casey Wright, Regional Vicc-Presidcnt 

RE: New Restaurant 

DATE: February 20. 1998 

There will be a grand opening of a new JOSE's unit in Waco on March 12. I'd like to have you comeio cut the ribbon and 
give a short speech. /\s a representative of top management, your presence would probably give us better press coverage and would 
atTirm JOSE's commitment to our employees and customers. Ray Lease and Mary Copeland h.ive already indicated that they will 
attend. I think if you could be there as well, it would send a strong signal. Hope you can make IL 

CJ. - iV}ml shall I tell Ms. (fright? fve checked your calendar and \ ou have no commilments 
that conflict wiih the time of the ceremony. Please circle what vou wani me to do. 

1. Will attend. 

2. Will not attend. 

In addition to this response, do you have arty comments? 

Thanks. 
Barbara 
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Two of the memoranda that you responded to dealt with a "potential bookkeeping error." One memo was from John Pace, the other 
from Anita Smith. The memoranda asked about the value at which some closed units should be listed on the books. On the scales 
below, circle the number that most closely corresponds to your consideration of particular issues when you responded to that memo. 

Concerned about incurring loss just 
prior to financial presentation in 

England 

See drop in value as sunk cost 

Highly legal way to account for loss 

Highly ethical way to account for 
loss 

Concerned about lack of 
communication with Anita 

Very proper way to account for loss 

Low concern about JOSE's image 

Concerned about JOSE'sprotlts for 
the year 

Very concerned about your position 
in presidency race 

1 2 3 4 5 6 7 

2 3 

2 3 

I 2 3 

I 2 3 

I 2 3 

1 2 3 

Not concerned about incurring loss 

just prior to financial presentation in 

England 

Don't see drop in value as sunk cost 

Highly illegal way to account for 
loss 

Highly unethical way to account for 
loss 

Not concerned about lack of 
communication with .Anita 

Very improper way to account for 
loss 

High conccm for JOSE's image 

Not concerned about/OSE's protits 
for the year 

Not at ail concerned about your 
position in the presidency race 

Consider now the choice of action you made. Weight your decision between how much you were concerned with ethical issues and 
how much you were concerned with business issues. Distribute 10 points between ethical concerns and business concerns according 
to how much weiaht vou save to each as you made your decision. Note the numbers on the lines below. 

Ethical Concerns 

Business Concerns 

TOTAL 10 points 
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Another of the memoranda you responded to asked for your advice in hiring. A marketing survey had demonstrated that restaurants 
with young, attractive. Hispanic service penonnei sold more product than other restaurants. On the scales below, circle the number 
that most closely corresponds to your consideration of particular issues 

Highly legal practice 

Mighly ethical practice 

Good hiring policy 

No concern for discrimination in this 
policy 

Low concern for damage to JOSE's 
image 

Conccmed about MR input 

Concerned about legal input 

Conccmed about JOSE's protlts for 
the year 

Very concerned about your position 
in presidency race 

hen you responded to that memo. 

hiighly illegal practice 

Highly unethical practice 

Problematic hiring policy 

High concern for discrimination in 
this policy 

High concern for damage to JOSE's 
image 

Not conccmed about HR input 

Not conccmcd about legal input 

Not concerned about JOSE's protlts 
for the year 

Not at all concerned about your 
position in the presidency race 

Consider now the choice of action you made. Weight your decision betvveen how much you were concerned with ethical issues and 
how much you were conccmed with business issues. Distribute 10 points betNveen ethical concerns and business concerns according 
to how much weight you gave to each as you made your decision. Note the numbers on the lines below. 

Ethical Concerns 

Business Concerns 

TOTAL 10 points 
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Please respond to the tbllowing two scenarios. 

Bill Foster is an evening manager at one of JOSE's restaurants. The restaurant is in a racially mixed area, and gets a wide variety of 
minority groups in its clientele. It is widely known in that particular restaurant Mr. Foster makes derogatory comments about certain 
minority groups, and does not serve them as quickly as he does others. 

How likely do you think it is that Mr. Foster will continue with his present action? (circle one) 

.\'ol likely at all I Vn' likely 

I 2 3 -f S 6 -

If the corporate offices of JOSE's were to discover that Mr. Foster is making such comments and otTering poor service to these people, 

what action do you think they would most likely take against Bill? (circle one) 

No action at all Verbal warning Written warning Demotion Termination 

Jane West is an accountant for one ofJOSE's restaurants. She has been juggling the books at the end of the month to make the site 

appear more profitable than it really is. The manager is very happy with the numbers and indicatedthat Jane will get a raise if the 

numbers stay up. 

How likely do you think it is that Ms. West will continue with her present action? (circle one) 

Sol likely at all i'ery likely 

1 2 3 4 5 6 ' 

It" the corporate offices of JOSE's were to discover that Ms. West is erroneously reporting earnings for this site, what action do you 
think they would most likely take against Ms. West? (circle one) 

No action at all Verbal warning Written warning Demotion Termination 



144 

Please respond to the following two scenarios. 

Tzu Chen is a manager at Tasty Tcmpura, a restaurant rcaturing Japanese food, and also a member of the National Dining 
Management Association. Mr. Chen maintains an unofficial hiring policy in the restaurant, hiring Asian-looking people for the front 
servicc areas, and hiring all other racial types for the office or other positions where they will have no contact with customers. 

How likely do you think it is that Mr. Chen will continue with his present hiring policy? (circle one) 

;Vor likely at all Very likely 

1 2 3 4 5 6 

Ifthe National Dining Management Associaiion were to discover Mr. Chen's hiring practices, what action do you think they would 
most likely take against Mr. Chen? Circle one) 

No action at all Verbal warning Written warning Probation E.xpulsion 

Michael Gart is the financial manager at NATHAN'S, an upscalc steakhouse with a number of sites in major cities across the U.S. and 
Canada. Because he is in executive management. Mr. Gart is a member of the National Dining Management Association. 
NATHAN'S is traded publicly on the New York Stock Exchange. In order to attract c.xpansion capital. .Mr. Gart has delayed booking 
some of their liabilities on their most recent financial statements. This delaying tactic made NATHAN'S stock look more protltable 
than it actually was. 

How likely do you think it is that Mr. Gart will continue with his present bookkeeping practicc? (circle one) 

Sot likely at alt I 'ery likely 

1 2 3 4 5 6 

Ifthe National Dining .Management Association were to discover this misleading financial tactic, what action do you think they would 
most likely take against Mr. Gart? (circle one) 

No action at all Verbal warning Written warning Probation Expulsion 
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DEMOCR/VPHICS 

Please answer the following questions about yourself: 

Year In school (circle one): Freshman Sophomore Junior 

Senior Graduate Student 

Sex (circle one); Male Female 

Age: 

Estimate your years of work experience, to the nearest year in cach ease. If you have not worked either full or part-time, place a"0" on 
the line. 

Part-time: 

Full-time: 

Thank you for your cooperation in this experimetiL 
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