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Making Ethical Decisions 

• Most of us want to make the right decisions, but 
good people still make unethical decisions. Why? 

• 2019 college admissions bribery scandal

• Volkswagen emissions scandal

• Lack the time or clarity to consider consequences of 
decision on all stakeholders

• Lack the time or clarity to avoid being susceptible to 
biases

• System 1 – fast, intuitive, and emotional thinking

• System 2 – slower, deliberative, and logical thinking

• Goal is to avoid letting System 1 thinking lead you to 
unethical decisions

• Avoid justifying System 1 thinking with System 2 
reasons

Topic: Making Ethical Decisions



Biases and Heuristics
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• Most people are subject to biases and heuristics
that impede our ability to make optimal
decisions.
• Bias – prejudice in favor of one idea over another, 

usually in a way that is harmful or closed-minded 
(e.g. unconscious racism and Black Lives Matter)

• Heuristic – approach to problem solving that is 
sufficient for an immediate or short-term goal

• Optimal – decisions that match with our perceived 
ethical values and aspirations

• Humans are predictably irrational decision-
makers

• Numerous limitations on human cognition
• Being conscious of those limitations can make 

you a more ethical decision maker



Obedience to Authority
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• Individuals are wired to be obedient to others 
• “One of the most consistent findings in human psychology is that people tend 

to do what they are told to do.” – Lynn Stout, prominent legal scholar

• Society is full of hierarchies (e.g. home, work, social organizations)

• We are susceptible to unethical behavior if we are told to do so by an 
authority figure
• “I was just following orders” defense

• Stanley Milgram – experiment: authority figure gave instructions to 
shock an innocent protesting victim for the purpose of ‘research’
• Predicted: less than 1% of participants would willingly give shocks
• Actual: 65% of participants willingly gave shocks
• E.g. Jonestown, “drinking the Kool-Aid” and Nazi Germany



Conformity Bias
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• Individuals have a strong desire to get along with their peers

• Sound strategy to “hide and watch” what others do to learn what 
behavior is acceptable
• Easy to stay silent about legal or ethical problems when a value generating idea is 

considered
• Don’t want to be treated as “ants at the picnic”

• We can lose or own moral compass in the process
• Unethical behavior encouraged because others are doing it

• “The desire to fit in with those around us helps explain how lower-level 
employees, such as lawyers and accountants, become fatally implicated 
in corporate wrongdoing. In large organizations, decisions get parceled 
out among many people, and every piece of work is the product of 
many hands.”  - David Luban, psychologist



Conformity Bias
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• Line Experiment
• ‘perception test’: 8 students asked a vertical line matches 

line A, B, or C
• Seven students actors trained to give wrong answer.

Only 1 student not ‘in on it’
• Control group (actors give true answer), error rate of 

participant only 1%
• Test group (actors gave false answer), error 
• rate jumped to 36.8%
• 75% of participants gave wrong answer at least once, 5% 

always swayed, 25% consistently defied group opinion

• Pressure to conform is substantial
• Imagine pressure to conform from co-workers or boss, 

not just strangers
• Imagine pressure to conform when more ambiguous 

decision than line length



False Consensus Effect
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• Individuals see their own behavioral choices and 
judgments as being similar to other people. False 
believe that others think the same way we do

• If we consider ourselves honest → other people 
must be honest too

• Increases our self-esteem and sense of place in a 
group

• Encourages blind following of unethical acts 

• Difficult to see through dishonesty. People think 
they are good at detecting lies, but actually are not.



Overoptimism
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• Irrational assessment of possible outcomes

• Individuals are predisposed to optimism; encourages ‘can do’ spirit 
during difficult times

• Even though national divorce rate is around 40%, newlyweds rate 
their own chance of divorce at 0%

• Encourages systematic errors in decision making
• Well-meaning views irrationally optimistic
• Attitudes of salespeople vs. compliance personnel



Overconfidence
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• Irrational assessment of own abilities

• Individuals rate themselves well above average in most traits, including 
honesty
• 88-93% of American drivers think they are above average
• 90% of professors thought they were above average teachers

• Daniel Kahneman: “people tend to be overly optimistic about their 
relative standing on any activity in which they do moderately well.” 

• Tendency to accept own decisions without moral reflection

• Tendency to take excessive risks due to overestimation of one’s own 
abilities



Self-serving bias
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• Individuals seek out and retain information that conforms to our 
preferred world view 

• We persist in holding beliefs long after they have been discredited

• When faced with an ambiguous document, members of opposing 
viewpoints tend to interpret document as supporting their point of view

• Team biases
• Attribute to ourselves more than average credit for team success
• Attribute to ourselves less than average responsibility for team failure

• E.g. doctors who receive gifts from pharmaceutical representatives, 
encouraged to sell the drug to receive company benefits. Doctor may 

view drug in a more favorable light



Framing
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• How a question or issue is framed can significantly change how 
people answer the question or address 

• Risk preferences change depending on whether a question is 
framed as a potential loss or a potential gain

• People would rather purchase potato chips labeled 75% fat free 
than 25% fat

• Decisions framed as ‘win or lose’ or ‘zero-sum’ encourage people 
to cut corners and neglect honesty and integrity



Incrementalization
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• Decisions influenced by whether individuals are presented with a single big 
decision or a series of individual decisions leading to the same point

• Minds are not adept at perceiving small changes over time

• Continued exposure to unethical behavior makes it feel routine or acceptable

• Easier to commence unethical behavior through gradual process of minor 
infractions building to outright fraud

• Most often: not a conscious decision to violate ethical standards, but occurs 
incrementally on a slippery slope in tandem with peers
• E.g. Taking small item from supply closet, then something more expensive, 
• E.g. CFO fudges quarterly numbers just a little bit, then becomes comfortable and 

increases the false statements. Big frauds often start with small actions.



Goal Oriented Tunnel Vision
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• Goal-oriented tunnel vision occurs 
when we are so focused on 
achieving the end goal, that we stop 
paying attention to developments 
around us that should make us stop 
and think. As a result, we may 
become unethical in what we’re 
willing to do to achieve the goal.

• Rationalization:
I need to get this done!



Cognitive Bias Codex

List of nearly 200 
systematic patterns of 
deviation from norm 
and/or rationality in 
judgment.

https://bit.ly/2PSH5Ys



Practical Tips for Compliance Professionals
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• Consider creating an Ethical 
Decision-making Framework 
and publicizing it

• Talk with your business partners 
about ethical issues and biases

• Consider training your entire 
Ethics & Compliance 
Department on this topic



Takeaways
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• We are all vulnerable to distortions in 
information processing and perception

• Decisions made hastily, without thinking, or 
under group pressure are the most 
vulnerable

• Distorted decisions can be both inefficient 
decisions and unethical decisions

• Beware of ‘digging a hole’ downward spiral 
of unethical behavior


