Managing Ethics in the Workplace: the challenge of regulating employees who believe themselves to be ethical . 	Comment by Yuval Feldman: Would the concept “good” employees” will be acceptable? My book the law of good people is one these types of wrong-doers

In the last two decades, we have witnessed numerous large corporate scandals – from Worldcom’s accounting fraud, Citibank’s almost collapse, and Enron’s downfall- where pervasive rule violations by both managers and ‘rank and file’ employees led to large-scale ethical meltdowns. These and many other scandals have raised questions about how to prevent corporate corruption. 
The typical response from policy makers has been reforms to address various corporate transgressions by focusing on establishing requirements for more accurate reporting, criminalizing financial misreports, establishing independent monitoring bodies, and improving corporate governance practices. By and large, these reforms have focused on preventing gross and blatant violations of the law. They didn’t focus at all about the more banal and ordinary types of unethicality, which are far more common in organizations. Numerous studies have documented how prevalent are practices such as stealing of office supplies, expansion of business expenditures reports and behavioral in conflict of interest by various corporate actors.  Those violations are more harmful to the organization because of their ability to reduce trust, to change the prevailing norm and their aggregated effect could be dramatic.  
Behavioral ethics research suggests that these types of misconduct occurs not because people are unethical or choose to act unethically, but because they fail to understand that, their behavior can be unethical and have consequences. Studies show that employees have a “blind-spot” to the ethical and legal meaning of their own behavior. In other words, they are only partially aware to the accurate legal meaning of their behavior.  Furthermore, research also suggests that much of the more banal unethical behavior is being triggered in particular situations rather than by some deliberative decision of an unethical employee[footnoteRef:1]. For example, unethical behavior is more likely to occur when norms about how people should behave are ambiguous, (e.g. reasonable, best interest of the firm) when the conflict of interest is subtle (e.g. when it is based on friendship and familiarity rather than monetary conflict of interest) when the victim is not identified, as is the case of securities fraud, where the effect is on public share holders ; when performance goals are unrealistic, or when the decision is being made by groups[footnoteRef:2], rather than by individuals, such as in corporate boards’ decision-making in contexts which are biased toward to primary shareholder. In such situations, behavioral ethics research suggest that an especially large proportion of the population (in some studies more than 50%) may behave unethically due to the fact that people are highly limited when they need to interpret the ethical meaning of their own behavior.   [1:  den Nieuwenboer, N.A., Vieira da Cunha, J., & Treviño, L.K. Middle Managers and Corruptive Routine Translation: The Social Production of Deceptive Performance. Organization Science, 28, 781-964 (2017).]  [2:  Kocher et al. 2017] 

Thus focusing on sanctioning rule-breaking and increasing transparency in decision making processes within organizations are only part of the answer to preventing corporate corruption—these won’t keep most employees from acting unethically, as they won’t see most of their behavior as unethical. 
A good illustration of this mismatch between how we typically try to prevent misconduct and what people respond to is the common policy of disclosing conflict of interests. When focusing on the  calculative mindset of people’s ethical decision-making, one might expect that greater transparency will lead people to behave more ethically. In many contexts, the fact that people disclosed their conflict of interest, made the unethicality of the situation to become more subtle and justifiable. In such cases, many people feel that once the other party knows about the conflict, giving her a biased advice is less problematic, hence leading those people to feel more justified in giving “biased” advises  as objective after disclosing their conflict of interest situations[footnoteRef:3].  [3:  Cain, D.M., Loewenstein, G. and Moore, D.A., 2005. The dirt on coming clean: Perverse effects of disclosing conflicts of interest. The Journal of Legal Studies, 34(1), pp.1-25.] 

Another problem is leaders’ emphasis on rooting out misconduct by finding smoking guns. Because it is easier to pursue the wrong doing when the person in charge is clearly “guilty”, it will cause business leader to look for those really bad individuals when pursing either a legal or a disciplinary course of action.  Such approach is likely to be ineffective at preventing the more banal and common ethical violations, which will pale in comparison to the more severe types of actions on which policy makers focus on. 
In recent years, there has been a push to adopt behavioral nudges, such as signing forms[footnoteRef:4] and issuing small reminders or notifications about potential unethical blind spots, as a way to increase people’s ethical awareness and prevent unconscious misconduct. While these have shown some promise at changing people’s behavior, their effectiveness is also limited. After a period of time, it is expected that many of these subtle interventions will lose some of their power.  [4:  Shu, Lisa L., Nina Mazar, Francesca Gino, Dan Ariely, and Max H. Bazerman. When to sign on the dotted line?: Signing first makes ethics salient and decreases dishonest self-reports. Harvard Business School, 2011.] 

If organizations want to do a better job at preventing misconduct, they need to think about it in terms of two stages: First one focusing on  increasing people’s awareness about the illegality and unethicality of their behavior by making sure that at the situations which are expected to be problematic  employees will be reminded of the actual meaning of the behavior. In the second stage organization will need to make sure that their employees will recognize that their misbehavior will be penalized. 
As suggested above, current behavioral ethics research allow us to recognize the situational factors which will contribute to the fact that  unaware ethicality is more likely to be prevalent. In such contexts, the importance of softer approaches focusing on awareness  is greater than formal sanctions and hence monitoring will only function in the background to make sure the reminders by the organizations are being taken seriously. In contrast with regard to the situation in which the expected unethical behavior is likely to more aware and blatant, formal sanctions are more suitable. 
By adopting a combined and tailored usage of both type of regulatory tools, focusing on both on employees’ motivation and awareness, managers can do a better job of preventing the kind of misbehavior that leads to corporate scandals. 


