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ABSTRACT 
 

Many factors can influence a person’s decision making behavior in ethical choice situations. Some of 

those factors are reviewed and identified to position the reader for the contribution of this paper – 

arguing for the significant role that overconfidence plays in decision making tasks resulting in unethical 

choices of action. Propositions are developed and provided as suggests for future empirical work.   

 

INTRODUCTION 

 

How and why people make ethical and unethical decisions continue to be challenging questions. Day 

after day in the business news there are reports of unethical and illegal behaviors by a seemingly un-

endless stream of executives and money managers who were clearly doing wrong.  Some observers are 

wondering if the wrong-doing is becoming more prevalent and wondering how we might improve 

ethical behavior. Others suggest that there is “nothing new under the sun, especially in the world’s oldest 

profession – separating people from their money” [16].  

  

The majority of people want to behave ethically and want to see others do likewise.  Thus, they are 

interested in obtaining better understanding of how and why individuals behave unethically.  Such 

understanding could help those who are concerned with reducing the amount of unethical behavior.  

This research works towards the broader goal of enhancing our understanding of the various influences 

on unethical behavior.  The specific purpose is to integrate theoretical and empirical findings in business 

ethics decision-making research with findings in confidence and overconfidence in decision-making and 

to identify hypothesized linkages between overconfidence and unethical behavior.  

 

BUSINESS ETHICS, OVERCONFIDENCE AND ETHICAL DECISION MAKING 

 

Business Ethics 

 

The field of business ethics is commonly divided into two broad branches, normative ethics and 

empirical/descriptive ethics [30]. Normative ethics is addressed primarily by moral philosophy and 

theology and is concerned with ideas about how people ought to act. Descriptive and empirical ethics is 

addressed by business scholars including social and behavioral scientists.  Underlying this domain of 

research is a concern with how people ought to act. However, the most direct concerns of these scholars 

are questions about how people actually engage in ethical decision making.  In addition to trying to 

understand how people engage in ethics-related decision making, these researchers also focus on 

questions associated with explaining why people choose certain actions, and, at times, on predicting 

when people will behavior certain ways. 

  

Normative business ethics research has primarily focused on four major divisions [12]. The first is a 

societal level group concerned with questions of the relationships among the chief institutions of 

society. This is important because it addresses questions concerning the nature of the corporation and the 
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roles corporations ought to have. The second is a stakeholder level group concerned with questions 

revolving around the relationships between the firm and those primarily external groups affected by and 

which can affect the company. The third is an internal policy perspective in which researchers are 

concerned with what ought to be the relationship between the organization as an entity and the 

employees. The fourth is concerned with a set of questions revolving around the moral life of employees 

and what their relationships ought to look like with other employees. 

 

A great deal of research in the empirical and descriptive domain of business ethics can also be 

characterized as focusing on issues relating to societal concerns, stakeholder concerns, internal policy 

concerns, and employee concerns.  However, much of the research grows out of an organizing 

perspective in which understanding individual ethical decision-making processes takes center stage.  

This empirical and descriptive domain of business ethics scholarship relies on methods derived from 

theoretical (theory development and/or theory-driven), observational, experimental, and, in other ways 

(such as surveys of managers’ opinions concerning business practices as more or less ethical), empirical 

traditions. 

 

Scholarly models of individual ethical decision making have received a great amount of attention as 

both the foundation of a growing body of empirical business ethics research and as source of behavioral 

prescriptions for improving ethical behavior in organizations [37]. Many of the models of ethical 

decision making behavior rely on the four-stage ethical decision making process conceptualized by Rest 

[34] [35]. He suggests a model in which individuals must first recognize there is a moral issue at hand. 

Upon doing so, a person will make an ethical judgment and will establish moral intent. The final stage is 

action, or engaging in the ethical behavior. Jones expanded the model with the inclusion of a “moral 

intensity” element in the decision-making process [19].   

 

Scholars have identified many variables that contribute to, or influence, ethical decision making in 

organizations [19] [30] [47]. When trying to model the ethical decision making process, most 

researchers have included two big categories of antecedents to ethical behavior. The first is the 

individual. This category includes all the traits, characteristics, cognitive abilities, thinking patterns, and 

other dimensions of particular individuals that contribute to their decision-making. Individual 

differences in values, morals, and other beliefs can greatly influence the outcome of their decisions. 

Differences in moral awareness, moral judgment, and moral intent, will lead to differences in ethical 

behavior. The second big category of influences on ethical behavior is the situation, or extra-individual 

influences on ethical decision-making process. The situation in a particular organization may influence 

the decisions people make within that organization. The type of language used, the metaphors employed, 

the reward and punishment systems, the ethical climate, the ethical leadership of top management, and 

related situational factors can and do influence individuals’ decision making processes [47]. Many other 

situational-type factors have also been examined. For example, Christensen has argued the importance 

of law in ethical decision making, particularly in reference to the recognition of potential moral issues in 

given decision-making contexts [7]. One often-cited model of ethical decision making focuses on the 

interaction between an individual’s cognition and the characteristics of the situation [46]. Since this 

time, many scholars have empirically tested components of the models and have also added or otherwise 

modified the models. For this paper, the major thrust is on individuals’ overconfidence and how that 

may influence their decision making in ethical contexts in organizations. As such, it is primarily within 

the individual influences, particularly as it relates to the four steps outlined by Rest, that implications are 

discusses. However, there are also some indirect implications for the role overconfidence may play in 



 

 

ethical decision making that arise from situational factors.  In particular, the question of how situational 

factors may make overconfidence more or less likely can have importance for ethical decision making.   

 

Confidence and Overconfidence in Decision Making 

 

Most assuredly, confidence is a desirable characteristic of organizational decision makers. From a 

dispositional viewpoint, those who are more confident (have more belief in themselves) can be 

described as being more decisive, more firm, more resolute, and less doubtful [44]. Confidence appears 

to be moderately related to cognitive abilities [43] [44] and somewhat related to the personality factor of 

“openness to new experiences” [32]. Confidence is one of only three major factors (the other two being 

skill and desire) contributing to an individual’s performance in the workplace [42]. The beneficial traits 

of active hope, self-efficacy, optimism, and resiliency share a common confidence core [42]. As such, 

confidence contributes to increased job satisfaction and increased workplace subjective well-being [42]. 

 

Confidence is also important for its role as a metacognitive function. Metacognitive functions deal with 

one’s awareness of one’s learning and knowing/not knowing. As such, many scholars see confidence 

judgments as particularly worthy of study when concerned with decision making processes. The 

“metacognitive ability to appraise the relevance of one’s own beliefs about the available evidence (and 

one’s own performance) is an important factor in effective decision-making” [44, p.963]. In fact, it is  

suggested that when we cannot be sure that a belief is true, good thinking will help us to come to some 

judgment about how confident to be in that belief and that “appropriate confidence is, in most cases, a 

more realistic goal than certainty” [3, p. 70]. So, while having confidence in one’s judgments has many 

positive and beneficial consequences, so does having an appropriate level of confidence given the 

available information and context. Furthermore, while there are problems associated with both under-

confidence and overconfidence, a first look at some high-profile wrong-doers suggests that 

overconfidence is more directly associated with unethical behavior.   

 

For the past thirty years scholars have been examining and reporting on the overconfidence 

phenomenon. There are competing hypotheses concerning the existence, extent, causes, and 

consequences of overconfidence. First, some ecological theorists suggest that overconfidence reports are 

due to methodological issues and that people are adapted to their environments such that they really do 

not make biased judgments [13] [20]. It follows that those who don’t believe the existence of 

overconfidence believe that there is no “extent” of overconfidence. Most scholars, however, believe that 

the very large number of studies showing overconfidence indicates that something more than 

methodological issues is underlying them. Many believe that the evidence suggests the extent and 

consequences of overconfidence are quite substantial.  

 

In a study of over 2000 managers, when asked to give answers in terms of a range for which they 

believed would include the right answer 90% of the time (90% confidence intervals around an answer) 

less than 1% of the managers were not overconfident [39]!  These authors make the important point that 

not knowing about some industry question, or any other question for that matter, should not excuse one 

from poor performance on a confidence interval question. Rather, those who know more about the 

question should have narrower confidence intervals and those who know less should provide larger 

confidence intervals. They suggest that the extent of this type of overconfidence is great and that this 

metacognitive error is worthy of trying to correct in the workplace.   

 



 

 

Not without controversy, overconfidence has most often been explained as a human information 

processing challenge [2].  Several have suggested causation associated with anchoring and adjusting 

heuristics [10]. Others have suggested causation associated with cognitive optimism [8], motivational 

issues [26], and illusion of knowledge [15], and a variety of other cognitive biases [21] [14] [45]. There 

has been a great amount of scholarly work examining overconfidence in decision-making. The methods 

of studying overconfidence and even the conceptualizations of overconfidence have varied. There 

appear to be three main forms of overconfidence, including over-placement (Lake Wobegon form), 

over-precision, and over-estimation [24] [28].  Over-placement is a judgment against comparison others 

in which individuals tend to assess themselves (or their teams, their groups, their families, etc.) as better 

than others.  Over-precision is the finding that individuals, when asked to put confidence intervals on 

responses requiring a numerical answer, predictably indicate confidence intervals that are too small [41].  

Finally, over-estimation can be over estimating one’s actual abilities, performance, levels of control, or 

chances of success [28]. Some research examining self-enhancement treats over-placement and over-

estimation as examples of one concept, i.e., self-enhancement, resulting from the same underlying 

causes [23].  Since people have imperfect information about their own performances and abilities 

people’s estimates of these are regressive [28]. Furthermore, since people have even less information 

about the performance and abilities of others, their estimates of them are even more regressive. 

 

Overconfidence has been provided as a cause, reason, or explanation for many problems including 

excess entry into industries [6], the cause of war [17] [18], financial failure of entrepreneurs and stock 

market bubbles [25] [31], labor strikes [29], failed acquisitions [9], lack of sufficient use of decision aids 

[40], and many others.  While information processing issues are often identified in business ethics 

models, none of the models specifically identify “overconfidence” as one of the biases. Overconfidence 

is brought up in a few articles on business ethics but it is always a small mention of only one or two 

paragraphs.  Yet understanding if and how overconfidence influences ethical decision-making processes 

can inform us in how to reduce our susceptibility to the effects. Many Enron-era scandal figures 

expressed surprise that anyone would question the morality, let alone legality, of their various activities 

[33]. Their confidence in themselves led to confidence in their ethical correctness. Mintzberg has 

explained that MBA graduates, who sat in classrooms for a couple of years, really don’t learn much 

about the practice of management [27]. This may contribute to the overconfidence of many managers.   

 

Overconfidence and Unethical Decision Making 

 

Rest examines the large amount of research that has been done on the four component theory of moral 

reasoning and finds that it has been very useful for studying individual ethical decision making [35]. The 

four components model distinguishes among moral awareness, moral judgment, moral motivation, and 

action. Each is briefly explained below and associated with propositions. 

 

Moral awareness is considered the first stage in ethical decision making. This involves an interpretive 

process wherein a person recognizes that an issue exists [47]. It is believed that there are individual 

differences in how “ethically sensitive” different people will be but that training and experience can help 

increase one’s ethical sensitivity [47]. Others have focused on issue characteristics and their influence 

on moral awareness. For example, Jones suggests that the magnitude of consequences, concentration of 

effect, probability of effect, temporal immediacy, social consensus, and proximity will combine to create 

a particular “moral intensity” to the issue at hand [19]. The greater the moral intensity of an issue or 

particular context for a decision, the greater the chance that people will be become morally aware of the 

issue(s).  



 

 

 

Overconfidence may negatively influence moral awareness in a couple of ways. The first is in the 

ceasing to search for, or to ask questions regarding, additional attributes of decision tasks (such as 

ethical issues to address). If one decides on something that one is going to do and is very much confident 

in that decision, there will be no need to continue to think about the decision or its consequences. This 

could preclude becoming aware of potential ethical characteristics involved in the course of action. 

Thus, may affect our search for additional characteristics about a decision task and thereby keep us from 

ever even considering that there may be a moral issue involved. Overconfidence may also influence 

moral awareness by influencing the cognitive judgment that there is an ethical component to the 

decision. One may make a decision and then ask “are there any conflicts of interest I need to consider 

here?” and come up with a “no” response more often if one first started out overly confident in that 

decision. This is distinct from actually bypassing, or overlooking, the consideration that there might be 

ethical elements involved in the decision and, instead, operates on the judgment that is made when there 

is a consideration.  Thus, even if we consider whether or not there are some sort of ethical considerations 

to be aware of, for example, conflicts of interest, overconfidence may make us more likely to search out 

information that favors our confidently held prior conclusions as we engage in confirmatory search 

processing. We are more likely to rely on reasons supporting our decision than those pieces of 

information that contradict our decisions. Also, it may be that overconfidence is one of the larger 

underlying causes of so many individual executives’ failure to recognize the ethical issues involved in 

many decisions associated with several of the big business ethics scandals of the past decade. 

Proposition 1a: When people are overconfident in a particular decision, they will be less likely to 

become aware of moral issues. 

Proposition 1b: When people are overconfident in a particular decision, they will be less likely to judge 

that there are ethical concerns within the decision task. 

 

Rest’s moral judgment is primarily based on Rest’s theoretical ideas about cognitive moral development 

[22] [47]. When a person is aware of a moral issue, that person will begin to make a judgment.  People’s 

ethical reasoning can be at a pre-conventional stage in which punishment and reward are the primary 

indicators of right and wrong.  While there is not a lot of “reasoning” per se going on at this level, an 

overconfident person who is reasoning at this level might be likely to judge at an overly confident level 

that reward will follow the behavior.   

Proposition 2a: When managers are reasoning at the preconventional level, overconfidence will lead 

them to believe that there is going to be reward attached to the unethical behavior to a greater extent 

than which reward would actually be associated with the behavior.  

The second in three possible stages of ethical reasoning, people can ethically reason at a conventional 

level. At a conventional level people’s conceptions of right and wrong are externally oriented such that 

they rely on expectations of others to ascertain what is right and wrong.  Here, overconfidence could 

cloud their view of what other’s expectations are with respect to the decisions they are making.   

Propostion 2b: When people are reasoning at conventional levels, overconfidence will make them more 

likely to believe that others think is acceptable to decide as they do on issues of ethical concern.   

The third stage of moral reasoning for relatively more advanced and is called “principled” reasoning. It 

is not clear how overconfidence might influence ethical decisions if the person is reasoning at this 

“principled” level.  Most managers are at the conventional level of moral reasoning,  

 

Moral motivation (ethical intention) and behavior generally are said to stem from awareness and 

judgment of ethical issues. However, moral behavior does not always follow from explicit moral 

reasoning processes [4] [5] [38].  Moral motivation is the “degree of commitment to taking the moral 



 

 

course of action, valuing moral values over other values, and taking personal responsibility for moral 

outcomes” [36, p.101]. Confidence and commitment level can be easily construed as being somewhat 

related constructs. When people are committed to a particular course of action, generally they are 

confident that that is the course of action they ought to be taking.  

Proposition 3: When managers are overly confident in their abilities to make ethical judgments, they 

will be overly committed to their choices involving ethical issues (both poor choices and good choices 

of action). 

CONCLUSION 
 

Much of the scholarly research on business ethics has focused on ethical behavior and the antecedent 

variables that influence decisions towards or away from ethical directions. We also see a great deal of 

work on the influence of contextual variables such as the organization’s culture, codes of conduct, 

sanctioning mechanisms, training, and others. Overconfidence, while not addressed in the business 

ethics literature, may be a rather important part in explaining how it is that good leaders sometimes end 

up engaging in unethical behaviors, often without a good deal, or any, forethought about the ethical 

issues or the consequences of the behaviors. There has been very little attention to overconfidence in the 

business ethics literature. This paper intends to identify overconfidence as a potentially significant 

contributor to unethical behavior in the work place.    

 

 

REFERENCES 

[1] Ashkanasy, N. M., Windsor, C.A., & Trevino. Bad apples in bad barrels revisited: Cognitive moral 

development, just world beliefs, rewards, and ethical decision-making. Business Ethics 

Quarterly, 2006, 16 (4), 449-473. 

[2] Ayton, P. & McClelland, A.G.R. How real is overconfidence? Journal of Behavioral Decision 

Making, 1997, 10, 279-285. 

[3] Baron, J. Thinking and Deciding (4
th

 Edition). Cambridge. Cambridge University Press. 2008. 

[4] Bergman, R. Identity as motivation: Toward a theory of the moral self. In D.K. Lapsley & D. 

Narvaez, (Eds.), Moral development, self and identity: 21-46. Mahwah, NJ: Lawrence Erlbaum. 

2004. 

[5] Blasi, A. Bridging moral cognition and moral action: A critical review of the literature. 

Psychological Bulletin, 1980, 88, 1-45. 

[6] Camerer, C. & Lovallo, D. Overconfidence and excess entry: An experimental approach. The 

American Economic Review, 1999, 89 (1), 306-318. 

[7] Christensen, S. L. The role of law in models of ethical behavior. Journal of Business Ethics, 2008, 

77, 451-461. 

[8] Dawes, R.M. Confidence in intellectual judgments. In E. Lantermann and H Ferger (Eds.) Similarity 

and Choice, Bern: Hans Huber. 1980. 

[9] Doukas, J.A. & Petmezas, D. Acquisitions, overconfident managers and self-attribution bias. 

European Financial Management, 2007, 13(3), 531-577. 

[10] Ferrell, W.R. & McGoey, P.J.. A model of calibration for subjective probabilities. Organizational 

Behavior and Human Performance, 1980, 26, 32-53. 

[11] Forte, A. Locus of control and the moral reasoning of managers. Journal of Business Ethics, 2005, 

58 (1-3), 65-77. 

[12] Freeman, R.E. Business Ethics: The State of the Art. 1992.  

[13] Gigerenzer, G., Hoffrage, U., & Kleinbölting, H. Probabilistic mental models: A Brunswikian 

theory of confidence, Psychological Review, 1991, 98, 506-528. 



 

 

[14] Griffin, D.W. & Tversky, A. The weighting of evidence and the determinants of confidence. 

Cognitive Psychology, 1992, 24, 411-435. 

[15] Hall, C.C., Ariss, L., & Todorov, A. The illusion of knowledge: When more information reduces 

accuracy and increases confidence. Organizational Behavior and Human Decision Processes, 

2007, 103, 277-290. 

[16] Henninger, D. The Madoff inheritance. Wall Street Journal, 2008, A17, Dec. 18. 

[17] Howard, M.E. The Causes of War. 1983. 

[18] Johnson, D. Overconfidence and War: The Havoc and Glory of Positive Illusions. 2004.  

[19] Jones, T. J. Ethical decision making by individuals in organizations: An issue-contingent model. 

Academy of Management Review, 1991, 16, 366-395. 

[20] Juslin, P. The overconfidence phenomenon as a consequence of informal experimenter-guided 

selection of almanac items. Organizational Behavior and Human Decision Processes, 1994, 67, 

226-246. 

[21] Kahneman, D. & Tversky, A. On the reality of cognitive illusions: A reply to Gigerenzer’s critique. 

Psychological Review, 1996, 103, 582-591. 

[22] Kohlberg, L. Stages in the Development of Moral Thought and Action, New York: Holt, Rinehart 

& Winston, 1969. 

[23] Kwan, V.S.Y., John, O.P., Kenny, D.A., Bond, M.H., & Robins, R.W. Reconceptualizing 

individual differences in self-enhancement bias: An interpersonal approach. Psychological 

Review, 2004, 111, 94-110. 

[24] Larrick, R. P., Burson, K.A., & Soll, J.B. Social comparison and confidence: When thinking you’re 

better than average predicts overconfidence (and when it does not). Organizational Behavior and 

Human Decision Processes,2007,102(1), 76-94. 

[25] Malmendier, M. & Tate, G. CEO overconfidence and corporate investment. Journal of Finance, 

2005, LX(6), 2661-2700.  

[26] Milburn, M.A. Sources of bias in the prediction of future events. Organizational Behavior and 

Human Performance,1983, 21, 17-26. 

[27] Mintzberg, H. The MBA menace. Fast Company.com, 2007, Dec. 19, 

http://www.fastcompany.com/magazine/83/mbamenace.html  

[28] Moore, D. & Healy, P. J. The trouble with overconfidence. Academy of Management Annual 

Meeting, August, Philadelphia. 2007. 

[29] Neale, M. & Bazerman, M. The effects of framing and negotiator overconfidence on bargaining 

behaviors and outcomes. Academy of Management Journal, 1985, 28 (1), 34-49. 

[30] O’Fallon, M. & Butterfield, K. A review of the empirical ethical decision-making literature: 1996-

2003, Journal of Business Ethics, 2005, 59 (4), 375-413. 

[31] Odean, T., Do investors trade too much? The American Economic Review, 1999, 89 (5), 1279-1298. 

[32] Pallier G., Wilkinson, R., Danthiir, V., Kleitman, S., Knezevic, G., Stanklov, L., & Roberts, R. 

Individual differences in the accuracy of confidence judgments. Journal of General Psychology, 

2002, 129, 257-299. 

[33] Prentice, R. Teaching ethics, heuristics, and biases. Journal of Business Ethics Education, 2004, 

1(1), 55-72. 

[34] Rest, J. Development in Judging Moral Issues, Minneapolis: University of Minnesota Press, 1979. 

[35] Rest, J. Moral Development: Advances in Research and Theory. New York: Praeger, 1986. 

[36] Rest, J., Narvaez, D., Bebeau, M., & Thoma, S. A neo-Kohlbergian approach: The DIT and schema 

theory. Educational Psychology Review,1999, 11 (4), 291-324. 

[37] Reynolds, S.J. A neurocognitive model of the ethical decision-making process: Implications for 

study and practice. Journal of Applied Psychology, 2006, 91(4),737-748. 

http://www.fastcompany.com/magazine/83/mbamenace.html


 

 

[38] Reall, M., Bailey, J., and Stoll, S. Moral reasoning “on hold” during a competitive game. Journal of 

Business Ethics, 1998, 17, 1205-1210.  

[39] Russo, J. & Schoemaker, P.  Managing overconfidence. Sloan Management Review, 1992, 33 (2), 7 

-17. 

[40] Sieck, W.R. & Arkes, H.R. The recalcitrance of overconfidence and its contribution to decision aid 

neglect. Journal of Behavioral Decision Making, 2005, 18, 29-53. 

[41] Soll, J.B. & Klayman, J. Overconfidence in interval estimates. Journal of Experimental 

Psychology: Learning, Memory, and Cognition, 2004, 30(2), 299-314. 

[42] Stajkovic, A. D. Development of a core confidence-higher order construct. Journal of Applied 

Psychology, 2006, 91(6), 1208-1224. 

[43] Stankov, L. & Crawford, J.D. Self-confidence and performance on tests of cognitive abilities. 

Intelligence, 1997, 25, 93-109. 

[44] Stankov, L. & Lee, J. Confidence and cognitive test performance. Journal of Educational 

Psychology, 100(4), 2008, 961-976.  

[45] Tversky, A. & Koehler, D. Support theory: A non-extensional representation of subjective 

probability. Psychological Review, 1994, 101, 547-567. 

[46] Trevino, L. K. Ethical decision making in organizations: A person-situation interactionist model. 

Academy of Management Review, 1986, 11, 607-617.  

[47] Trevino, L.K., Weaver, G.R., & Reynolds, S.J. Behavioral ethics in Organizations: A review. 

Journal of Management,2006, 32(6), 951-987. 


