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Foreword

This ebook is the extension of another ebook Cases for Development ofEnvironmental and
Ethical Competence, published by Viinius University in 2010 (ISBN: 978-9955-33-610-5)
when carrying out the networking project Development of Environmental and Ethical
Competence in Leadership and Management (project website: decom.vulchf.lt), funded by
Nordplus Framework Programme in 2009-2010. The project was prompted by a need to
highlight sustainability and accountability m business education curricula. Thus, the project
partners from Estonian Business School, Norwegian School of Management BI, the
University of Jyväskylä, Viinius University (the coordinator) and from 2010 Hanken School
of Economics aimed to develop a curriculum that addresses management of environmental
and ethical responsibilities of business and, in this way, contributes to raising business
professionais’ awareness of potential business risks as well as business opportunities opened
by responsible behaviour. Another objective of the project was to highiight a socio-cultural
perspective of decision-making and behaviours of the Nordic-Baltic societies in the cases
which are presented in this publication.

This ebook contains “old” and new case studies, yet with introductory chapters, which makes
it possible to use it as a textbook. Some “old” cases in this edition were amended after their
trial in an intensive course Cases in OrganizationalEthics in 2011. The partners then agreed
to write introductory chapters to the topics that their cases cover. This version of the leaming
material will be used in the same-titled intensive course in the forthcoming years in the
partner universities. Jn the year 2012, the project on Development ofMoral Competence in
Leadership and Management that focuses on an intensive programme alone was initiated
with new competences and fresh outlooks from business ethics professionals from Tampere
University and Riga International School of Economics and Business.

The cases therein are meant for intermediate or advanced level students in management and
leadership. However, wider use of the cases in other degree programmes is welcome. The
cases address four issues that can he met in today’s business world, namely, gendered
practices in organizations, ethical leadership, impiementation of environmental standards and
corporate volunteering. The cases have general and case-specific questions to be answered
either alone by the student, after doing the required (also recommended) reading or / and in
groups, when discussing implications of the issues described in the cases to organization
management. Some of the organizations under scrutiny are fiction; some are real, yet, for the
purposes of discussion of administrative and managerial issues are kept anonymous. The case
of Swedbank in Lithuania invites participants to explore factual activities of this bank in the
(course) participants’ countries.

This edition is a resuit of contribution provided by the participant organizations of the
project. Thanks go to the authors of this edition who patiently waited for its publication in a
new electronic format. Ali of them contributed their time, pedagogical experience and
knowledge ofbusiness. The project team is also grateful to Egl Brasait for the translation of
some chapters from Lithuanian to English. Altogether we have a strong belief that comments
that we will receive from the students and colleagues will help us to improve the cases and
managerial education quality.

Raminta Puctait, PhD
Editor and institutional coordinator
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Learning outcomes

On successful completion of the case study, you will be able to:

O understand that managerial careers in organizational life are not gender-neutral
phenomena, but rather have a gendered nature,

O describe and analyse different gendered practices from the viewpoint of managerial
careers,

O deseribe and evaluate the advantages and disadvantages that gendered practises have for
women in managerial careers,

O understand why gender equality is important in managerial careers, and
O suggest how gender equality can be promoted in managerial careers.

Background

Many studies have shown that women encounter more problems in their managerial careers
than their male counterparts (Haussman et al., 2010). In many countries, women are highly
educated and represent a significant source of professional competence and experience and
yet, because women occupy only a small proportion of managerial and particularly top
managerial positions, organisations do not fully benefit from their competencies. Women’s
advancement in organisational hierarchies is hindered by unequal opportunities in working
life, and is linked to overail (overt and hidden) gender discrimination as well. The low
proportion of women in managerial positions can thus be regarded in many cases as a
reflection of the inequalities and injustices found m society and organisational life. Therefore,
a concem of the topic is ethical; that is, women can be considered as a discriminated group,
one which does not have the same opportunities as men in a career context and in attaining
managerial positions.
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The concept of career is typically understood to refer to a Iife-long process of work-related
activities (Hali, 2002). In management, the traditional career is one of continuous upward
movement through the hierarchy of one or more organizations. It is also typically that of a
white male, with specific masculine characteristics as well as a permanent employment
contract (O’Neil et al., 2004). However, this is hardly the case for women in general and
women in managerial positions (Lämsä and Hiillos, 2008), whose careers are often
characterised by limited opportunities, low-paid parttime work, breaks and leaps due to
domestic responsibilities, and disadvantageous presumptions conceming women’ s
capabilities and commitment to work.

Traditional gender roles emphasize differences, rather than similarities, between the genders.
Gender roles are identified as sets of norms prescribing the behaviours and activities
appropriate for each sex (Eagly, 1987), while gender stereotypes are shared sets of beliefs
about the psychological traits characteristic of women and men (Williams and Best, 1990).
Stereotypes provide a fixed and over-generalized formula of a given gender, and do not allow
for variations or complexities. In the normative gender role grouping, women are associated
with the feminine domestic, and men with the masculine public, sphere of responsibility, thus
limiting women’s career advancement by emphasizing that their primary responsibility is the
domestic family role (Wood, 2008).

Managerial work is typically considered primarily suitable for men. Many dominant models
of management have been associated with men, as well as a particular masculine quality. It is
typically accepted that men in managerial positions exhibit such masculine characteristics as
assertiveness, ambition, independence and outstanding performance, while a “normal”
woman is regarded as possessing such feminine characteristics as emotionality, nurturing,
caring and interdependence (Collinson and Hearn, 1994). Since it is difficult to think about
management outside of the dominant image that is Iinked to a man (Hearn, 2011), women
easily become marginalized in management. Hearn (ibid.) states that the domination of men
and masculinity in management can apply through:

O men’s numerical domination of management,
O ideological constructions of management,
O management and leadership styles called “maseuline” or “feminine,”
O images and symbols of management,
O management language that makes use of metaphors from sports and war, and
O assumptions about sexuality and one’s domestic situation, as well as the accessories of

management in dress, style and way of life.

Approaches to gender and career

Gender can he seen as an essential aspect of organizational life, yet it has often been
overlooked or ignored in mainstream organization studies (Heam and Parkin, 1983). The
gender system can be seen as the foundation for social pattems within society, which are
constituted by segregation and hierarchization. Gender segregation refers to societal patterns
which are formed through the separation of the areas and tasks suitable for women and men,
while hierarchization is constructed m societies by the domination of masculine norms and
values, thus Ieadmg to higher positions occupied by men compared to women. The English
language uses two different terms related to gender, namely sex and gender. Sex means
especially the biological sex and refers to the physiological characteristics of females and
males, and is thus a biological classification. Gender is a wider concept and is used in the
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context of society. Gender refers to the feelings, attitudes, behaviour and interests that belong
to or are associated with one’s social role as a female or a male.

The division between the biological and social aspects of gender was emphasised in feminist
research in the 1 960s, and aimed at opening up and deconstructing the mainstream research
paradigm, which did not pay attention to the division. The distinction by Ann Oakley (1972)
of “sex” as biological sex and “gender” as a socio-cultural construction enabled the critical
examination of many aspects of life which were traditionally taken for granted, understood as
natural and biological, re-analysing them as political, social, historical and cultural (see
Broadbridge and Hearn, 2008). This particular focus on women and different aspects of work
and home brought up the power imbalances in patriarchal societies (Walby, 1990). The
female workforce and societal positioning were understood to be controlled by men, and to
be rooted in divisions of public and private spheres and a gendered division of labour.
However, there are problems that arise from the division sex/gender, and later feminist
critique relates to the lack of analysis of the biological: bodies, sexuality and their embedded
power elements. Essentialist assumptions of sex and sexuality also reconstruct the
heterosexual normativity, which has been criticised by postmodemist feminists (e.g., Butier,
1990).

In spite of the diversity in feminist theorising, there are certain agreed-upon assumptions in
feminist organisation scholarship (Calås and Smirchich, 2006), such as the recognition of
gendered dominance in organisations and the interest in changing such dominations. Thus,
bringing gender as a central analytical category into studies of organisations and their
management is an important contribution and task for organisation researchers. Gender is an
analytical key for understanding how power is constituted in societies as well as in
organizations (Scott, 1986). Gender is a core element of social relationships, which are built
on the perceived differences between the sexes. The study of gender must go beyond the
study of women and the binary categories of “women” and “men.” Scott argues that gender
analysis has to address the role of gender role in the construction of social relationships, their
justifications, and how they signify other relationships ofpower.

According to Joan Acker (1991), the gendering of organisations involves five interacting
processes:

O the production of gender divisions m jobs, hierarchies, power and subordination;
O the creation of symbols and images;
O the mteraction of individuals who enact roles of dominance and subordination;
O the construction of gendered individual identities appropriate to the organisational

context, and
O the creation and conceptualisation of social structures.

The idea of the abstract and bodiless manager often excludes women as suitable managers,
who are expected to be totally dedicated to their career and bear no responsibilities for
children or family other than bread-winning (Acker, 2006). Women’s bodies, sexuality and
ability to procreate stili meet with suspicion and stigma in recruitment, promotion and career
progression, and are used as grounds for control and exclusion. Covert control can he
exercised, for example, through arguments about how “women’s emotionality,” related to
their bodies/sexuality, diminishes their ability to accomplish demanding tasks in
management. More overt control is actualised through sexual harassment or relegating
women of childbearing age to non-managerial posts (Acker, 1991).
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Work organisations are treated in mainstream management theories as gender-neutral,
disembodied and asexual constructions; this approach has been criticised by many scholars
since the 1970s (e.g., Kanter, 1977; Connell, 1987; Acker, 1991; Cockbum, 1991; Hearn and
Parkin, 1995). The assumed gender-neutrality of organizations ignores gender aspects and
relies on normalised male-centred premises in research and practice. Gender aspects are,
however, integral in questions of inclusion and non-discrimination in organizations. Being
female can stiil be characterised as a major obstacle to career advancement, in particular
advancement into top management positions in many public and private organisations (Liff
and Ward, 2001; Wahl, 2003). Senior managerial positions are traditionally held by oider
men. The discontinuity of many women’ s careers (due to childbearing and gendered care
responsibilities) enhances the questioning of women’s suitability for managerial posts, but
these aspects are often unspoken. Also, the sexualising of women’s value (in youth andlor
iooks) is an aspect that is rather seidom researched (Itzin and Phillipson, 1995).

At a societal level, factors such as legal requirements, government programs, pubiic policies
as well as socio-cultural norms and attitudes have been found to influence women’s careers in

management (Powell and Mainiero, 1992; Crompton and Lyonette, 2006; Emslie and Hunt,
2009). At an organizational level, Oakley (2000) ciaims that there are two very different
categories of causation in explanations conceming the difficulties women experience in
reaching management positions. The first category consists of barriers related to
organizationai practices like training, career development, compensation and promotion,
recruitment and retention. Explanations in the second category of behavioural and cuitural
causes concern the issues of stereotyping, tokenism, power, preferred leadership styles and
the psychodynamics ofmales and females.

Research on women’s careers at an individual level suggests that a woman can be seen as
both a member of a family unit and as an individual (Powell and Mainiero, 1992). When she
is considered as a member of a family unit, issues such as career interruptions, dual-career
and parenting demands are highlighted, and when the woman is consider as an individual, her
personal work motivation and career choices are unfolded.

Key concepts: token, double-bind, glass ceiing, labyrinth and glass cliff

There are several key concepts related to women in management. One of the most significant
books in the field was written by Rosabeth Moss Kanter in the late 1 970s, in which she
fonnalized the idea of “token”. Kanter stated that those women who were few in number
among their male peers and often had “only woman” status became tokens: symbols of how
women-can-do, stand-ins for ali women (Kanter, 1978). When a woman in a male-dominated
management group becomes a token, she becomes a representative for the whole group of
women, one which is highiy visible and easily stereotyped. For example, Lämsä and Tiensuu
(2002) explored the representations of women leaders in Finnish business media in this vein.
They concluded that the woman ieader is represented as either an iron lady, a woman of
cunning, a victim, or a gender-blind professional. Accordingiy, the woman in a managerial
position is seen as a representative of her gender, whereas the man is a “neutrai” human
being. The theory of tokenism expiores the difficulties women face as they enter traditionaliy
maie occupations such as a managerial career, and suggests that many barriers to women’s
equaiity in management can be iowered by hiring more women for manageriai positions.
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Another important concept linked to woman managers is the double-bind, which refers to a
behavioural norm that creates a situation where a woman manager cannot succeed no matter
what she does (Jamieson, 1995; Oakley, 2000). Originally, the concept of a double-bind was
described by Gregory Bateson in the mid-1950s in reference to paradoxical no-win situations
between a powerful and a powerless individual, or social and institutional norms and a
vulnerable class. Bateson and his colleagues suggested that a double-bind exists when two or
more people, one of them the victim, undergo a repeated experience in which one “primary
negative injunction” conflicts with a second, both “enforced by punishments or signals which
threaten survival,” and from which the victim has no means of escape (Bateson et al., 1956).
Later studies reported that double-binds increase people’s anxiety and stress (Jamiesson,
1995, p.l3). Typical double-binds for women in management can he like the following
constructs:

O Women must he tough and authoritative to be taken seriously as managers, but
simultaneously they are expected to behave like “normal women”, that is, in a traditional
feminine way.

O Women who speak out are immodest, whereas women who are silent are ignored.
O Women who are regarded as feminine are evaluated as incompetent, while women who

are competent are seen as unfeminine.
O As men age, they gain wisdom and power; as women age, they wrinkle and become

superfluous. (Jamiesson, 1995, p.l6)

An important step in overcoming double-binds is to pay attention to the use of language.
Language can change our focus and perceptions — the power to name is the power to create
and define, and thus to maintain or change situations. For example, instead of speaking of
managers as “good guys,” we can choose to say “a good team ofpeople,” and so on. Gender
sensitive use of language may help to understand and overcome the situation of “damned if
you do, damned if you don’t” that many women in managerial positions encounter.

Women’s difficulties in attaining the very top managerial positions are often problematized
with the barrier called the glass ceiling. The glass ceiling is a metaphor which refers to
obstacles hindering the advancement of women, and is understood as a barrier so subtle that it
is transparent, yet so strong that it prevents women from moving up in the management
hierarchy — an invisihle barrier blocking women’s upward mobility. Due to the glass ceiling,
women can only advance up to a certain level, usually to middle managerial positions
(Morrison et al., 1987; Morrison and von Glinow, 1990).

Eagly and Carli (2007) have recently criticized the metaphor of the glass ceiling, saying that
it leads one to overlook interventions that could attack the core of the probiem. They agree
with Klenke (1997, 2011) that the labyrinth could be a better metaphor for the obstacles that
women in management and leadership pursuits confront. The metaphor of the labyrinth aims
to capture women’s journeys as managers and leaders. It underscores the image of women
managers who make initial imoads in the labyrinth of managerial careers, but then have
difficulty finding their way out. The idea of the Iabyrinth metaphor is to help organizations
understand and address the obstacles to women’s career progress. Rather than depicting just
one defmite barrier, the labyrinth conveys the complexity and variety of ehallenges that can
appear along the way. According to Eagly and Carli (2007), a passage through the labyrinth
requires persistence, awareness of one’s progress, and careful consideration, and there are
many routes with twists and turns to the centre. The metaphor acknowledges obstacles but
also ineludes a positive approach to overcome hurdles in women’s career progress.
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In addition to these conceptualizations, the metaphor of the glass escalator emphasizes the
structures and practices which lift up men in the organizational hierarehy, particularly in
professions that are female-dominated (Williams, 1992). In other words, men working in
traditionally understood “occupations of women” and female-dominated workplaces
experience the subtle aspects of norms and expectations which push men upward into higher
status, more “masculine” positions. Thus the glass ceiling that blocks some (often women)
can offer a glass esealator to others (usually men). However, as shown by Wingfield (2009),
the glass escalator is not uniformly available to ali men who do “women’s work,” such as
homosexual or black men; the glass escalator is both a gendered and racialized concept.

More recently, Ryan and Haslam (2005, 2007) have suggested the metaphor of a glass clffto
highlight women’ s managerial careers. This metaphor refers to career-wise critical and
hazardous situations women face in organizations. Women are more likely than men to
occupy precarious positions as well as positions associated with greater risk and an increased
possibility of failure, because they are often promoted in companies or divisions that are in
crisis. Haslam and Ryan (2008) argue that such positions are dangerous for the women who
hold them, since organizations that experience bad performance attract attention — both to
their financial conditions and to those in their management. Thus the glass cliff position
offered to women leaders includes particularly more stress than other leadership positions, as
the probability (and visibility) of failure are higher.

Women’s career development in management

Many mainstream leadership and management scholars have assumed that general models of
career development fit both women and men, especially when women are entering the same
occupations as men. However, as shown more recently, the models of career development in
management are different for women and men. In general men advance faster, further and
with greater compensation, while women’s careers are more diverse and slower than men’s,
and they have more difficulties than men in attaining top managerial positions. Several
investigations have tried to explain these gender differences in career advancement. Most
researchers have concluded that gender-specific career models are needed. Burke (2007,
p.113) states that trying to understand women’s careers using the traditional male model is “a
case of comparing apples and oranges.”

For example, Kirchmeyer (1998) reported that women managers have more career breaks and
fewer children, are less likely to be married and less likely to have a non-employed spouse,
and eam less than men. Powell and Mainiero (1992) suggested a model that differs
remarkably from the traditional linear model of a man’ s career. According to them, women’ s
careers include four unique features: 1) the inclusion of both non-work and work issues, 2)
the use of both objective (e.g., salary, rank, status) and subjective (e.g., work satisfaction)
measures of career success, 3) the influence of personal, organizational and societal factors
on women’s career choices and outcomes, and 4) the lack of a predictable sequence of stages
over time, as are assumed m traditional career development theories.

O’Neil and Bilimoria (2005) argue that there are three critical factors that make a compelling
case for treating women’s careers as entities worthy of study in themselves: 1) family
responsibilities affect men’ s and women’ s careers differently, 2) findings from women’ s
developmental psychology suggest a relational emphasis may pervade women’s career
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development, and 3) women’s relative under-representation and token status at higher
organizational leveis constrain their career progress.

O’Neil and Bilimoria (ibid.) proposed a three-phased, age-linked model of women’s career
development assuming a stage-model for career development. The driving force ofphase one,
the early career phase (ages 24-35), is “idealistic achievement.” Women in this phase will
most likely base their career choices on their desires for career satisfaction and success, and
their desire to positively impact others. Women see themselves in charge of their careers, and
they report experiencing more positive feedback from managers than negative ones. They are
concerned by the perception that organizational structures do not seem to be supportive of
women having a dual focus on both career and family.

According to O’Neil and Bilimoria (ibid.), the driving force of phase two, the mid-career
phase (ages 36-45), is “pragmatic endurance.” These women’s career patterns are reflective
of both ordered and emergent tendencies. They have been in the work world long enough to
recognize that no matter how internally driven they are, to a large degree their career
development is impacted by others such as colleagues, managers, spouses, and children and
care responsibilities at home. Moreover, these women are beginning to question the essential
centrality of careers in their lives, given the other increasing demands on their time.

Finally, the driving force of phase three (ages 46-60) is “reinventive contribution.” The
women in this phase are focused on contributing to their organizations, their families and
their communities. As they have advanced in their careers, they reconceptualize and reclaim
their careers in their lives as opportunities to contribute and to be of service to others, without
losing sight of themselves in the process. O’Neil and Bilimoria (ibid.) argue that women’s
career growth and development may occur over time as a resuit of age and experience.

The results ofWhite’s (1995) study suggest that no matter what a woman’s occupation, the
successful women managers pass through specific stages. White presented a model of career
development in which the sub-identities of mother, wife and careerist vary dependmg on a
woman’s career orientation and the stage ofher career. Successful women experience periods
of stability during which they maintain a satisfactory balance between their career and family
lives. These periods of stability are followed by periods of questioning and change. During
these different phases the women have a heightened awareness of the reciprocal impact of
career and family on each other. White’ s study showed that one of the important elements of
successful women is their strength of commitment to their careers. These women work
continuously and fuil-time, fitting their domestic responsibilities around work or choosing to
remain childless.

O’NeiI, Bilimona and Saatciogly (2004) examined women’s career types in terms of career
satisfaction and career success. According to them, a career type is a configuration of the path
of work-related experiences over the life course (career pattern) and the belief set directing
these work experiences (career locus). O’Neil et al. (ibid.) characterized women’s career
patterns as anchored by two poles: ordered and emergent. An ordered career pattern is a
linear, sequential or ladder-Iike career advancement that is strategically planned and
executed. An emergent career pattern is a reactive more than proactive path designed to
accommodate other aspects of life than traditional work. The locus of a career highlights the
source from which career orientation, motivation and success emanate. The concept of career
locus is a continuum between intemal and extemal locations of career direction and success:
a self-directed and an extemally-directed career. The extemally-directed career locus
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describes the belief that one’s career direction and career success occur due to chance. The
self-directed career locus is reflected in a belief that one is responsible for one’s own career
success and in charge of building and managing one ‘ s future career.

In their empirical study O’Neil et al. (ibid.) found three distinct career types for women
managers: achievers, navigators and accommodators. Achievers have predominantly ordered
careers and an intemal career locus. Navigators have predominantly ordered careers and an
external career locus, while accommodators have predominantly emergent careers and their
career locus lies midway between the internal and extemal poles. Accommodators’ scores
were lower than navigators’ and achievers’ on the scale of their satisfaction with their career
success. O’Neil et al. (ibid.) concluded that women’s careers are not monolithic or random,
yet diverse. They suggest that women’s satisfaction with career success may differ according
to the three different career types.

Klenke (2011) criticizes many theories on women in management and leadership by
proposing that context influences what women can do: contextual factors such as social,
political, or giobal forces shape a given context and set the boundaries and opportunities
within which women pursue their careers. In fact, many studies in the field draw upon USA-
and UK-based sampies, and overlook the role of such contexts as the societal context. One
example of a study which takes into consideration specifically socio-cultural context is that of
Omair (2010). She has explored how women managers in the United Arab Emirates account
for and construct their career development. The study produced a typology distinguishing
four types of career development among women managers in the United Arab Emirates:
progressive, moderate, facilitated and idealistic. The results of Omair’s study suggest that
social status and family connections play a significant role m women’s career development in
the studied context. In particular, influential family connections or so-called “wasta” are
crucial in the Emirati societal and business context, providing possibilities for smooth career
development.

Many studies, both conceptual and empirical, exist on women’s careers in management.
Despite various results, one theme seems to prevail in discussions around the topic, namely
the work—family relationship. Next we bring forth some of the main issues on this topic.

Work and family relationship

During the past decades the relationship between work and family has been examined by
researchers, societies and the public sphere. The ways in which women succeed in managing
the work—family dilemma has become an emergent topic. The relationship between career
and family is characterized nowadays as multidimensional: women’s career experiences not
only affect the experiences of family life, but family life can also have a significant influence
on career experiences and outcomes (Greenhaus and Powell, 2006; Greenhaus and Foley,
2007).

Greenhaus and Beuteli (1985) present three classical types ofwork-family conflicts:

O time-based conflict,
O strain-based conflict, and
O behaviour-based conflict.
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Time-based conflict draws upon the idea that the more time a woman manager spends at her
work role, the less time she has to devote to her family and home role. Strain-based conflict
accounts for the negative emotional spillover between work and family, meaning that
elements relating to the managerial career can create negative emotions which can interfere in
family life, and vice versa. Behaviour-based conflict refers to the incompatibility of
behaviours and values between work and family roles (e.g., the behaviour required in a
managerial position differs from the nurturing behaviour in parenting).

Rothbard (2001) distinguishes two competing approaches to the work-family relationship:

O depietion and
O enrichment.

From the depietion point of view, the relationship is seen in conflict. This approach is based
on the idea that people have fixed amounts of psychological and physiological resources, and
tradeoffs are required to accommodate these resources. From the depietion perspective, a
woman manager has limited resources to contribute to family life due to the demands of
work, or to put it the other way round, a woman with a family has fewer reseources to
commit to her managerial career.

The more recent approach to work and family relationship, the enrichment perspective,
reflects on the idea that engagement in one role may relate to engagement in another role
(Rothbard, 2001). The enrichment perspective implies that resources are developing and
increasing, which means that a greater number of role commitments provides benefits to
individuals. In practice, the woman manager can transfer and apply skills acquired in her
family life to the workplace, resulting in, for example, improved interaction between the
manager and her employees. In the organization, work—family culture is crucial to enhancing
employees’ integration of work and family lives, and it is defined as the shared assumptions,
beliefs and values regarding the extent to which an organization supports and values the
integrationofemployees’ work and familylives (Thompson et al., 1999).

Thus, promoting family-friendly organization means providing a variety of work—family
programmes and initiatives, in an atmosphere in which a woman manager feels comfortable
taking advantage of these programmes (Powell and Graves, 2003). However, the challenge
for the family-friendly organization is that it often implicitly assumes a traditional and
stereotypical gender role, namely, that it is a woman whose responsibility is to take care of
the household and family. Thus, such programs have a gendered nature which may not
produce equal opportunities between genders.
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CASE 1. “Why is she getting annoyed with minor issues?”
The Nina Case

Content of the case

The Nina Case is a fictive story of a professional woman at a rather early phase of her career.
The story does not refer to any particular individual. However, the story has a close real-life
connection, since it was constructed drawing upon data of the experiences of 38 women
managers about gendered practices they have experienced and perceived during their careers.

The women mainly represent different branches of business companies which operate in the
domestic andlor international markets. A few of the women come from the public sector and
non-governmental organizations. A third of the women own their own businesses. To get a
rich and broad view of the experiences, a heterogeneous group of women was selected in
constructing Nina’s story.

Nina’s background

Nina is a 34-year-old professional woman working in a relatively small but rapidly
internationalising investment bank. She is married to Eric, who is working as an
environmental manager in a large international industrial company. Nina and Eric do not
have children together, but they are both remarried and Eric has a 5-year old daughter, Laura,
from his previous marriage. Laura spends alternate weeks living with her mother and with
Nina and Eric.

Nina was first married in her early twenties to her high school sweetheart, but after a couple
of years it came apparent that Nina’s husband expected her to become a traditional
housewife. Nina’s first husband’s mother was at home during his childhood, so he had a very
strong idea that his wife should be at home taking care of the household. He also wanted to
have many children. However, Nina felt that she wanted to pursue her studies and career at
that stage of her life, and thought that it was too eariy to start a family. After some years of
struggling in a marriage where Nina felt that she did not get any support from her husband for
her career aspirations, it seemed the only possibility was for her to end the relationship and
get divorced. A few years after the divorce she met Eric, who had totally the opposite frame
of mmd towards Nina’s career. Eric has been supportive of her career ever since. Nina says
that she could not have managed to get so far in her career without Eric’s positive and
encouraging attitude.

Nina comes from a middle-class family. She has two younger brothers, a father who is the
managing director of a small business, and a mother who works as a secretary in the father’s
company. Ali children m the family are well educated. The father never earned a degree
himself, but is a successful “self-made man” in his business. Nina’s mother started to study at
a business school, but interrupted her studies when she got pregnant. Since the children grew
up she has been working in the family company. She seems to enjoy her work a lot, and Nina
thinks that she is actually the real boss of the company.
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The company where Nina works has 50 empioyees in the home country and subsidiaries in an
Asian country. The company was founded 15 years ago, and it has been successful during
both economic recession and recovery. The geographicai strategy of the company is to
eniarge the business in the international market.

Nina graduated with excellent grades from a business school seven years ago. Afier that she
compieted another degree in engineering with a minor in the English language. Nina has
always been keen on learning new things and skills, and she is active in many networks
reiated to banking sector work. Nina began to work in the company six years ago as a
temporary summer HR assistant. Later she had different secretariai jobs in the company whiie
earning her second degree; at that time she worked in the evenings. Nina says that she has
never pianned her career in detail, but has always feit that she enjoys new challenges in her
worklife.

One of her clreams has been to work abroad for a while, but she has never done this because
she needed to work hard for the degrees and finance her studies through evening work at the
company. Nina did not want to rely on her parents’ financial support very much. Now that
she is remarried, working abroad is stili more complicated since Eric’s career ambitions and
life situation need to be taken into consideration as weil.

Nina is currently working as a manager in the accounting division. Having done that for two
years, she has begun to think that the work no longer gives her any new chailenges, and she
would like to move on in her career. She is responsible for and reports directly to the
managerial group of the company, and is often asked to do her reporting in the group’ s
seminars, which normally take place twice a year during the weekend somewhere outside of
the city where the company is iocated. The members of the managerial group are ali men, but
on some occasions the secretary of the CEO, Maria, has joined the seminar in order to ensure
that ali practical arrangements function well and smoothly. Nina has been happy to join these
strategic management meetings and hopes eventualiy to become a real member of the group.
Nina has decided to take up the career advancement issue with her supervisor in the next
performance appraisai and development discussion. She feeis a bit insecure to speak very
directiy about this idea, but she knows that her competence is of a high quality and urgently
needed in the growing company.

The appraisal and development discussion

The appraisal and development discussion is going to take place in two weeks’ time, and
Nina has decided to work on her CV. She thinks carefuily through the suggestions that she
wants to make about her career development pians. She even asks for Eric’s advice, who
encourages and helps her. She feeis a real need for new chailenges at work. Earlier, she has
not been keen to make very specific career pians for her future, but now she thinks that it
might be time to do that. Another reason is that to her siight amazement, she has not been
mentioned by her supervisor for inclusion m a leadership deveiopment program that the
company recently decided to buy from an outside consuitancy company. Nina knows that the
development program will take place in the near future. She remembers weil having
emphasized in last year’s appraisal and development discussion her eagerness to participate
in leadership development and training programs. However, seven of her male colleagues
have been chosen to participate in the training. Nina is surprised, because none of the men
has a double degree like she does, and in fact, four of them have not even compieted their
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engineering degrees yet. Onlytwo of the chosen men have worked in the company as long as
Nina, and ali of these men are younger than her.

The discussion starts a bit late, because the previous discussion (with one ofNina’s younger
male colleagues) took nearly an hour and a half. The planned timetable for the discussion is
one hour per person. When Nina’s time starts, her superior, Tom, apologises and suggests
taking a break, because the day has been rather exhausting. Nina obviously understands
Torn’s pressures and volunteers to make a nice Cup of tea for both of them. Tom appreciates
Nina’s kind offer. When Nina returns to Torn’s room, he is busy having an ad hoc meeting
with another colleague. This younger colleague, Peter, has an intensive discussion in Tom’s
room about the non-success of the national sport team in the Olympics. Tom and Peter are
eagerly discussing the problerns of the team. They are both keen on sports: Tom is an
assistant manager for a junior leagiie where his son piays, and both Tom and Peter play in the
team ofbank sector professionais as their hobby after work every second week.

Nina waits some minutes at the door until Tom says, “OK, back to business, and see you at
next Thursday’s match, Peter!” Nina hands Tom the cup oftea, and they sit down. Nina still
hopes to have a thorough discussion about her future career, and particularly about the
development program she wants to join but was not included in. Tom apologises for the slight
delay, and starts to have a look at the papers Nina sent hirn a week before, as was the
agreement. After a while, Tom says, “You have done really nicely, Nina, and 1 really
appreciate that you are so committed to this cornpany.” Nina is happy about this compliment,
and feels a bit ashamed to start questioning his decision concerning the leadership training.
She decides to do it anyway, and asks Tom why she was not included. Tom appears surprised
at this question, saying, “Well, on the one hand, you have to understand that our resources are
limited, and, on the other hand, your excellent input is so irnportant in the accounting team
that Ijust cannot afford to send you to this training!”

Nina feeis a bit confused, because one year before she had clearly stated her willingness not
only to participate in the ieadership training, but also to move on into another department,
even to work for a while as an expatriate in the Asian subsidiary. Tom seems even more
surprised, but then very kindly asks Nina how she can think about moving abroad. Nina does
not quite understand his comment, so Tom holds a long monologue about the cultural
differences between the Asian country and Nina’s homeland, pointing out that for a woman
to work as a manager is fine at home, but in Asia, Nina would definitely run up against
difficulties with local attitudes.

The time is running, and Tom states that unfortunately he should move on, because he stili
has three other discussions to conduct the same afternoon. Nina is surprised, because she has
used only 40 minutes of her share of the expected 60 minutes. At this point, Nina abandons
her idea of discussing her membership in the managerial group, since she feels that she is
supposed to leave Tom’s office. She collects the tea cups and her papers and returns to her
office. Nina feels tired and disappointed, and does not have very positive feelings about her
future career possibilities in the company.

Managerial group meeting

Nina is happy and excited when she is invited to attend a weekend seminar of the managerial
group. The particular weekend is a little bit problematic for Nina and Eric, because Eric is
also having an international environmental seminar abroad at that time, but fortunately Eric’ s
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mother agrees to spend the weekend taking care of Laura. Even though Nina is invited to
attend the first day of the seminar only as an outside expert to report on the development of
accounting, Nina feeis that after ali, she has a chance to become a member of the group in the
future.

The seminar takes place in a holiday resort from Saturday to Sunday. Nina drives there by car
to be able to return home after the Saturday session, because she has been invited to stay only
for the first day of the expert presentation. The rest of the group will continue the seminar and
strategie planning on Sunday, and thus will stay overnight.

The seminar starts with the CEO explaining the general business situation of the company to
the participants. Nina is a bit surprised that in addition to the managerial group, ali of the
participants chosen to attend the leadership development programme are aiso present. “Well,
1 assume that this is part of the training, and their attendance here is a leaming process;
maybe it is good that they have the possibility, like myse1f to participate in this special
seminar.” Nina’s presentation goes weIl in her own estimation, and the CEO thanks her
warmly for her accurate work for the company: “We need people like you, Nina, for our
success in the future!” Nina is very pleased, and enjoys the rest of the seminar.

In the afternoon, when the seminar is approaching its end, the CEO thanks ali the participants
and informs them that the dinner and refreshments will be ready in two hours. During those
two hours a match of a sports game is arranged. Nina thinks that it is time for the outsiders to
leave now, and asks her junior colieagues if anyone wants to have a iift back to the city. The
younger colleagues look at Nina with surprise, and teii her that they will he staying overnight,
and pian to attend the match and later the dinner. Nina is aiso surprised, because she is only
the second person — together with the CEO ‘5 female secretary, Maria — who was not invited
to stay or participate in the ieisure time get-together activities.

Maria is happy to get a lift back to the city. In the car, Nina compiains about the situation,
and tells her that she feels excluded not only from the sociai happening, but aiso from the
strategy planning of the next day. Nina asks whether Maria knew about the arrangements
beforehand. She iooks at Nina and says, “Of course! And think about the situation. You don’t
know how to play the sports game, so your staying there would oniy have made you look
ridiculous!”
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General questions

General questions are based on Haussman, R., Tyson. L. D. and Zahidi, S.
2010. Giobal Gender Gap Report 2010. Geneva: World Economic Forum. The
newest version can be reached on the website
http://www.weforum.org/pdflgendergap/)

1. Why is gender equality important according to the World Economic Forum
Report? What kind of challenges are there globally concerning inequality?

2. What are the main principles for measuring gender gap in the Report?
3. What category (pillar) is the most important in the Report to understand the gap

between men and women in management? Describe the content of the category
(pillar) in more detail.

4. How large is the gap between men and women in your own country in general
and in management? Explain the reasons for your country’s ranking in the
gender gap index.

Case-specific questions

1. What kind of gendered practices can you perceive in the appraisal and
development discussion and seminar situation? What kind of ethical problems do
you perceive in the situations? Why are they ethically problematic?

2. How do you think these kinds of events can impact people’s careers? Why? How
do Nina’s long-term career possibilities look in the company? Why?

3. What factors have had an effect on Nina’s career in general? What has been the
role of family in her career?

4. How can the ethically unacceptable gendered practices in the company be
changed?Why?
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Ethical leadership, the role of the leader

Man Kooskora
Estonian Business School

Tallinn, Estonia

Learning outcomes

On successful completion of the case exercise, students will be able to:

O understand the importance of positive work atmosphere on the daily functioning (e.g.
initiative-taking, decision-making) of an organization,

O provide arguments for taking the dimension of human dignity into consideration when
making business decisions,

O understand and describe potential difficulties faced by the middle management and the
importance of communication system in an organization,

O discuss and understand challenges to ethical leadership in the times of economic
recession.

Introduction

In our constantly changing environment, people face different kinds of challenges every day.
When talking about leadership we can say that leadership is a challenge and a responsibility
and it is not an activity that people can do alone. Leadership means collective and concerted
activity with a common purpose and a set ofrules and norms for how to behave and perform.

It is hard to fmd a single adequate definition of leadership. Stogdill (1974, p. 259) even finds
that there are almost as many definitions of leadership as there are people who have
attempted to define the concept. Leadership has been defined m terms of traits, behaviours,
influence, interaction patterns and role relationships (see Yukl, 2002). It can he argued further
that leadership is one of the many areas of human life and social relationships in which moral
character matters most, and, therefore, contemporary Ieadership development seeks more and
more guidanee from the ethical perspective and from character formation.

Joanna Ciulla (2004) states that people become leaders in different ways, Ieaders act in
different ways, but no matter how people become leaders, no one is a leader without willing
followers. Leadership is not a person or a position, but a complex moral relationship between
people based on trust, obiigation, commitment, emotion and a shared vision of the common
good. Therefore, it can be argued that leadership cannot exist without ethics — ethical
behaviour and effective leadership are intertwined and inseparable.

Defining leadership

Defining leadership is not easy, different researchers and practitioners have offered a variety
of defmitions and emphasised different aspects within the leadership process (Rost, 1991;
Burns, 1978; Yukl, 2002; Ciulla, 2004). We can find leadership described as an art (Follett),
character (Drucker), relationship (Kouzes and Posner, 1987), vision (Bennis), responsibility
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(Drucker) and challenge (London, 1999); it can be seen as serving (Greenleaf), believing,
mentoring, and also as action, motivation, change (Kotter), humility and selecting the right
people and changing behaviour (Bass, 1985). Leadership seems to he a phenomenon that
makes it possible to include everything that characterises a process within and among people
while achieving certain goals.

We can argue that leadership is a holistic and value-laden process comprised of different
activities that lead to leaming, developing, influencing and changing the self and others.
Manuel London (1999) believes that good leaders develop through a never-ending process of
self-study, education, and training and experience, and Joanna Ciulla (1995) continues that
good Ieadership refers not only to competence but also to ethics.

Both the character and behaviour of people in positions of leadership have a great impact on
others. Max DePree (1993) has stated quite strongly: ‘Leadership is a serious meddling in
other people’s lives’. He places the following three things at the top of ail leaders’ lists: an
understanding of the fiduciary nature of leadership, a broadened definition of leadership
competence and the enlightenment afforded by a moral purpose. Therefore, it can he said,
that ethical leadership combines ethical decision-making and ethical hehaviour, and occurs iii

both the individual and the organisational context.

Pillars of ethical leadership

Bass and Steidlmeier (1999) believe that the ethics of leadership rests upon three pillars: 1)
the moral character of the leader; 2) the ethical legitimacy of the values embedded in the
leaders vision, articulation and program, which followers either embrace or reject; and 3) the
morality of the processes of social ethical choice and action that leaders and followers
engage in and collectively pursue. Such ethical characteristics of leadership have heen
widely acknowledged by several authors (Kanungo and Mendonca, 1996; Trevino, 1986;
Kouzes and Posner, 1992).

A leader plays a critical role in establishing and maintaining the ethical culture within his/her
organisation (Trevino, 1986; Victor and Cullen, 1988; Browu et aL, 2005); however, too
often the emphasis in our organisations has been put primarily on the manager’s expertise,
technique, power, knowledge and strategic choices, at the expense of his or her moral
character (Petrick and Scherer, 2003). Mendonca (2001) has stated that true and effective
leadership is when a leader’s behaviour and the fulfilment of his or her leadership role are
consistent with ethical and moral values. Accordmg to Joanna Ciulla (1995), good leadership
refers not only to competence but also to ethics, and leadership excellence cannot be
evaluated without an assessment of the leader’s character, moral vision, integrity, values and
caring for others and taking responsibility (e.g. Badaracco, 1997; Paine, 1994).

Moreover, there is increasing support that it is good business for an organisation to he ethical
and that ethical cultures emerge from strong leadership (Ferreli et al., 1999). High quality
leadership may be considered the single most important factor in assuring the behaviour of
companies, and, therefore, it is vital to have the right people in managerial positions.

Management quality is largely dependent on the decision-making ability of a managerial
leader, and also on the kinds of decisions he or she makes. There is often an ethical conflict
between maximising profit and doing what is right. A dilemma must be solved — whether to
perform in the most beneficial way either for the employer or one’s own career or the
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customer. The leader’s role is to create the circumstances where people can act according to
ethical norms and with their own behaviour they are role modeis, they are being watched and
followed.

Trust and the ability to work together when achieving common goals are the prerequisites for
good leadership. One of the most important roles of a leader is to create a cuiture and
environment that supports people’s efforts, facilitates fulfihiing goals and makes the working
process pleasant and effective. Leaders make collaboration possible through clear vision, and
concrete acknowledged and recognised rules. The main tool leaders have is communication.
Constant and open communication, sharing information, working together, clear criteria in
decision-making process, and the consideration of ali members’ interests and needs should be
self-evident in every organisation. Supporting people’s initiative and activity, and
appreciating and valuing things that members do wilI take the whole organisation forward
and help it to survive even within the most difficult and competitive situations.

The moral character of the leader

We can say that one’s personal maturity and ethical development is challenged when a person
is required to become a leader. According to London (1999, p. 171), the leadership challenge
as we embark on the rough and fast-paced world of the twenty-first century is to get things
done expeditiously and profitably, and to do so in a way that shows high integrity, trust and
honesty. The task of creating a culture conducive to such interactive trust is perhaps the pre—
eminent leadership task and without a trusting environment one cannot succeed as a leader.

There appears to be a growing acknowledgement in the business community of the need for
‘good’ leadership, implying both effectiveness and morality (Ciulla, 2001; 2004). Stili, too
often the emphasis has been put primarily on the manager’s expertise, technique, power,
knowledge and strategic choices, at the expense of the leader’s moral character. However,
leadership excellence carmot be evaluated without an assessment of the leader’s character,
moral vision, integrity, values and caring for others and responsibility.

Ethical leadership requires discipline — mental and personal discipline that not ali leaders
are strong enough to maintain. Several researchers have reached the conclusion that when an
organisation is led by an ethicai leader, the moral level of employees is also significantly
higher (e.g. Burns, 1978; Duckerich and Nichois, 1999). Therefore, when a leader
demonstrates high morality his or her influence is more positive. According to Michael
Hofmann (2004, p. 41), ‘The fmal litmus test is when staff members, regardless of their
organisational status, do not hesitate in choosing the hard right over the easy wrong’.

People do not ofien realise what is ethical and what is not. Sometimes people are forced to
foliow rules that may not take ethical considerations into account. Many peopie know that
being virtuous is more a matter of having the right values than offollowing a list ofruies. But
what should an individual do when faced with a legitimate situation in which his or her
values confiict with the accepted practice of following certain mies?

Ethical values as the basis of leadership

Aronson (2001) believes that since appropriate values are at the root of moral conduct, the
business leaders of today must possess a set a values that wiil not only create a favourable
impression in the eyes of stakeholders but also lead to the greater effectiveness and efficiency
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of organisational members. Similarly, Carroil (2010) highiights the importance of improving
the organisation’ s ethical cuiture and points to the messages and information that managerial
leaders transmit foremost through their behaviours and activities, sometimes even
unintentionaily.

We can argue that ethics is about values and about values-based management, leadership is
about a vision: having one, sharing one. Ethicai ieadership is a combination of righteous
goais and righteous behaviour, righteous ends and righteous means, righteous poiicy and
righteous administration, taking a ‘heiicopter view’ and developing foiiowers. Moreover,
Mary Parket Foilet (1949 in 1995) beiieved that the role and, thus also, the responsibility of
ieaders is significant because they are able to see things that others cannot, and the best
ieaders try to train the foilowers themseives to become leaders.

When talking about ethics in leadership, we need to discuss the topic of trust (see Lämsä and
Putait, 2006). In an organisation, besides commitment, empioyers want ioyalty and trust
from their employees, but both trust and loyalty are reciprocai concepts. Joanna Ciulla
(2000) has noted that it is ironic that the less stability and loyalty companies have to offer
employees, the more commitment they demand from them. Good ethicai leaders are those
who build trust and ioyalty in their organisations. Trust is important and makes doing
business with others much easier. ‘If you trust a person, you can do business with a
handshake. If you can’t trust someone, you have to try to get ali the transactions and
agreements down on paper. When there is no trust in a society or organisation, people
substitute ruies, contracts and laws’ (Ciulia, 2000). Robert Solomon (1998) has observed that
without trust, there can be no betrayai, but more generally, without trust there can be no
cooperation, no community, no commerce and no conversation. In short, there can be no
interaction, no business at ali.

Trust is a major strategic component of corporate performance as weil as of the sustainabiiity
of the corporate sociai mission. The trust of stakeholders must be gained, buiit, preserved and
increased through permanent efforts and consistent behaviour. It is therefore a matter of
management and, as such, trust becomes an instrument requiring a suitabie method — the
‘methodology of coherence’.

Morality of activities

Ethics are revealed through activities and behaviour, and the behaviour and character of
ieaders have a great impact on others — they influence the lives of many peopie. A belief
about ‘honesty’ needs interpretation and appiication across the company. The familiar phrase
‘walk the talk’ must start at the top and continue down through the structure. The extent to
which those in charge appiy beiiefs to their decisions and behaviour sets the tone. Whether in
writing or in diseussion, the use ofthose beiiefs should be made visibie.

The difference between the morality of ieaders and everyone eise is that the ethicai successes
and failures of ieaders are magnified by their role, visibiiity, power and the impact of their
actions and behaviour on others (Ciuila, 2004). Companies with sound beiiefs and ethics have
a competitive advantage that extends far beyond one unique product or service, one set of
ioyai customers, a single technologicai breakthrough, the originai founders or one talented
CEO. They help sustain the company at a baseiine success ievei through ali the ups and
downs that occur over time. Basic beiiefs will not make of for ciear and focused strategy or
vision or for effective day-to-day operations.
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However, when they are clear and consistently applied to influence and test major decisions
and behaviour, they allow ethical executives to minimize risk to the enterprise and potentially
avoid catastrophe. Individuals perform in many different roles and form organisations that
embody different kinds of members, and some people are supposed to lead the others. Day
by-day the consistent application ofbeliefs and ethical behaviour is a part ofeach employee’s
job, and is therefore expected. Examples of outstanding results due to the diligent application
of beliefs may be rewarded publicly and financialiy.

Failures of ieadership are rooted in ethical failures, a lack of a corporate culture in which
ethical concems have been integrated, and an unresponsiveness to key organisational
stakeholders; therefore, leaders not only have to accept responsibility for the consequences of
their activities, they also have to make every effort to ensure that their decisions,
recommendations and actions function to identif’, serve, and satisfy ali relevant entities:
customers, organisations and society.

Skilful leadership makes it possible to achieve the best outcome in the long term and it does
not matter whether we are addressing the preservation of or increasing the market share,
deaiing with loyal customers or creating a long lasting trustworthy relationship with our
empioyees; ethical ieadership means ieadership that is performed in the same clear format
both inside and outside the organisation.

A leader plays a critical role in estabiishing and maintaining the ethical cuiture within his/her
organisation, and organisations often have the face of their leader. Leaders are role modeis —

being watched and being followed. Robert Rogers (1995) has stated that top managers truiy
live in glasshouses where people scrutinise every move and word for their true meaning. The
behaviour of senior leaders is the maj or thing that determines if and how the organisation’ s
values are admitted. Leaders have to realise that when they make commitments, following
through and keeping them are essential. If they don’t, they have no one but themselves to
biame when their credibility takes a nosedive. If leaders want to earn and build trust, they
must ‘walk the talk’ and additionally share their feelings and beliefs so that employees gain a
clear picture of their leader’s values and priorities. Senior leaders must truly lead the way in
creating a culture that reinforces and modeis open, honest, straightforward communication.

Collaborative nature of leadership

Leadership is always an expression of collective action, and one thing is sure — one cannot
be a leader without wiiling followers. Mary Parker Follett wrote aiready in the 1920s that
leadership is the art of accomplishing something through other people, and Rost (1991, p.
102) has suggested that leadership is the relationship of influence among leaders and
foliowers who intend real changes that reflect their mutual purposes. To be a leader we need
other people who are willing to foilow us and this gives us an opportunity to do something
relevant as well as the responsibility for the outcomes and impact and our own behaviour.

The deeds and decisions of Ieaders, both in politics and organisations, have a strong influence
on a wide range of people and it is the leader’ s task to direct their followers and businesses
meaningfully. Meaningful leadership means leadership that is ethicaliy sound, sustainable
and that contributes to society at large. Ethical behaviour and ethical leadership are the
critical keys to survival in the future and being a leader means playing a central role in
establishing and maintaining an ethical culture of high trust to jointly achieve mutual goals.
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Businesses are obliged to ensure the ethicai treatment of their empioyees, customers,
suppliers, sharehoiders and the communities within which they operate. They ought to create
a ‘do-it-right’ climate that emphasises core values such as honesty, faimess, good service to
customers, a commitment to diversity and good citizenship. People and businesses have to
know how to collaborate peacefully and support each other and this requires building trust
and respect among ali players.

Quite often peopie are in situations without realising the need (or having enough time) to
reflect and consider their behaviour and decisions, and this wiii lead to problems and
wrongdoings. Sometimes these seem to occur very suddenly and unexpectedly, but deeper
analysis of the situation reveals that things have gone on unnoticed or have been hidden from
the pubiic, important stakehoiders and sometimes even from members of the organisation.

Leadership means responsibility

We can argue that the need for effective ieadership has become one of the challenges of the
21 st Century, and a growing number of academics and senior managers have come to
recognise the importance of a new leadership paradigm (e.g. Ciulla, 2005; Mendonca and
Kanungo, 2007). It is believed that in order to be able to succeed in this constantly changing
environment, managers need to realise that companies are increasingiy being judged, not just
from a technical or financial point of view, but also from the moral point of view (Paine,
2003). The society demands and expects greater accountability from business organisations
and the managerial leaders are those who bear the primary responsibility to respond to these
demands (Mendonca and Kanungo, 2007).

Furthermore, being good, being effective and ethical and taking responsibility for one’s
activities is a big challenge. One has to he able to value and respeet oneself and others and
consider the interests of those who are impacted by the activities within and outside the
organisation. Every organisation is a part of society and the environrnent, and ignoring these
may force a discontinuation of one’s activities. Society and the environment wiIi survive if it
ioses an organisation here or there, but organisations will not succeed without support.

Modern corporations have significantiy broadened their role in society, and this role impacts
many both inside and outside the organisation. According to Lynn Sharp Paine (2003), m
order to survive and thrive, the modern corporation must be more than a profit machine. She
says that a growing body of evidence indicates that corporate citizenship, responsibiiity and
accountabiiity are hecoming as vital to the bottom line as an effective business modei.
Organisations do not only provide products and services but also shape the entire field of
puhlic politics, the physical landscape, attitudes, customs and many other factors.

This has raised puhlic expectations ahout the right and ethical hehaviour of corporations and
in turn forced much higher requirements upon ieaders in terms of their conduct. Therefore,
the practice of leadership shouid aim to guide and look after the interests of people,
organisations and countries, and transform the mission of the organisation to seek the good of
one’s constituents as its responsibiiity. Moreover, quaiity leadership may be considered the
single most important factor in assuring the behaviour of companies, and therefore, it is vital
to have the right people in managerial positions.
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Leadership and diversity

Another important topic when talking about ethics and responsibility in leadership is
diversity. Diversity can be seen as a fact of modern life that is unavoidable because not ali
differences can he rationaiiy and conclusively resolved, and peopie heiieve that with
increased diversity we are facing more conflicts (Miliiken and Martins, 1996). However,
diversity is aiso an important source of moral, economic and social energy that hrings
together different ways of iooking at life; and therefore, this enabies us to learn from others
and deepen our insights into human life. Having different perspectives will he critical to an
organisation’s survival and growth. Because of this, leaders are asked to embrace and
understand the concept of workplace diversity and wili he expected to have a solid
understanding of leading a diverse workforce to be effective in positioning their organisations
for future business opportunities.

To gain value from diversity in leadership requires a sustained, systematic approach and
long-term commitment. Success is further facilitated by a perspective that considers diversity
to be an opportunity for everyone: an opportunity to learn from each other how better to
accomplish great achievements. Four main benefits that can be mentioned here are (Cornelius
et al., 2001): to capitalize on diversity in the iabour market, increase the potential of peopie,
to manage across borders and among different countries, to enhance creativity and create new
business opportunities.

Therefore, organisations and their ieaders have a task to create an environment where
employees understand the need for ethical conduct; they have to develop and sustain a culture
where diversity is valued and leveraged, where ali empioyees are treated with dignity and
respect, are optimal contributors to business objectives and have equai access to opportunity.
Sharing knowledge is important within ali organisations. Only with open communication,
trust, tolerance, integrity and respect of ali members, can the organisations succeed in highly
competitive environments. People create organisations and organisations are created for
people, and people differ in their age, sex, skiils, work experience, wilis and needs. Ethics
and diversity, in fact, have a multi-dimensional relationship that affects not oniy what issues
we consider, but aiso the very process of engaging in ethical reflection.

Different approaches to ethics in leadership

Transactional and transforinational Ieadership

Leadership styles influence organisational behaviour. According to Burns (1978), the
ieadership process occurs in one of two ways, either transformational or transactional, where
the theory of transforming ieadership rests on a set of moral assumptions about the
relationship between ieaders and followers. Bass (1985) claims transformationai leadership
and transactional Ieadership to be conceptualiy distinct and likely to be dispiayed by the same
individuais in varying amounts and intensities. It is argued that transactionai ieadership
satisfies the immediate and separate purposes of both leaders and followers whereas
transformational Ieadership goes much beyond that. Both transformational and transactionai
leaders can positively influence the organisational culture; however, transformational leaders
wili have a stronger influence than transactional ieadership on co-worker support and the
building ofan ethical culture.
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Bass (1985) names the following three dimensions of transactional leadership: contingent
reward, active management by exception, and passive management by exception. And
suggests that in transactional leadership followers are motivated by leaders’ promises, praises,
and rewards, or they are corrected by negative feedback, reproof, threats, or disciplinary
actions (Bass and Steidlmeier, 1999). In general, transactional leadership is regarded as basic
management and is considered to he the most common form of leadership; however, the
ethical and moral legitimacy of transactional leadership ‘depends on leaders granting the
same liberties and opportunities to others that one claims for oneself, on telling the truth,
keeping promises, distributing to each what is due, and employing valid incentives or
sanctions’ (Bass and Steidlmeier, 1999, p. 185).

In contrast to transactional Ieadership, Burns (1978, p. 20) notes that transforming leadership
ultimately becomes moral in that it raises the level of human contact and the ethical
aspirations of both the leader and the led. Bass and others (1987) argue that transformational
leaders have been characterised by four separate components. These four factors include:
idealized influence, inspirational motivation, intellectual stimulation and individualized
consideration. Transformational leadership integrates creative insight, persistence and energy,
intuition and sensitivity to the needs of others to forge the strategy (Bass and Avolio, 1993)
and is also known as elevating, mobilizing, inspiring, uplifting, exhorting and exalting.

The fact that transformational leadership places a strong emphasis on followers’ needs,
values and morais, and involves attempts to move followers to higher standards and moral
responsibility sets it apart from most other approaches to leadership because it clearly states
that leadership has a moral dimension (see Bass and Steidlmeier, 1999; Northouse, 2009).
Furthermore, studies have found significant and positive relationships between
transformational leadership and the amount of effort followers are willing to exert,
satisfaction with the leader, ratings of job performance and perceived effectiveness (see
Avolio et al., 1988). However, transformational leaders can he virtuous or villainous
depending on their values.

Therefore, Bass and Steidlmeier (1999) make a distinetion between two types of
transfonnational leadership, calling the leadership behaviour, which is consistent with moral
values authentic (see also Avolio et al., 2004), and the state that involves an absence of such a
moral foundation pseudo-transformational leadership. Authentic transformational leadership
encourages and promotes values relating to honesty, loyalty, fairness, justice, equality and
human rights, and for transformational leadership to be authentic, it has to incorporate a
central core of moral values.

Servant Ieadership

Another leadership approach, which is firmly grounded on ethical principles is servant
leadership (Greenleaf, 1978). The core focus of servant leadership is embedded in the
concept that supervising has less to do with directing other people and more to do with
serving them (Dannhauser, 2007, p. 19). The approach is related to the concept of
transformational leadership and other ‘ethical perspectives’ on leadership (Northouse, 2001).

For example, Patterson (2003), in her work, explicitly describes servant leadership as an
extension of transformational leadership theory, defimng servant leaders as ‘those leaders
who lead an organisation by focusing on their followers, such that the followers are the
primary concern and the organisational concerns are peripheral’ (Patterson, 2003, p. 5).
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Going further she defines followers as ‘those who are subordinate to a given leader within a
given organisation’ (Patterson, 2003, p. 7) and suggests the terms subordinates and
empioyees can be used interchangeably.

According to Patterson (2003), servant ieaders are guided by seven virtuous constructs, which
define servant leaders and shape their attitudes, characteristics and behaviour. She (ibid: 8)
suggests that ‘the servant leader a) demonstrates agape love, b) acts with humility, c) is
altruistic, d) is a visionary for the followers, e) is trusting, f) empowers foilowers, and g) is
serving’. The Greek word ‘agape’ refers to ‘a moral love, doing the right thing at the right
time for the right reason’ (see Waddeli, 2006; Winston, 2002) and in demonstrating ‘agape
love’, the leader focuses on the employee first, the talents of the employee second and the
benefit to the organisation third.

The servant leader leads because he or she wants to serve others and people follow servant
leaders freely because they trust them. Like the transforming leader, the servant leader
elevates people (Ciulla, 2004, p. 17) and they help followers to become healthier, wiser, freer,
more autonomous, and more likely themselves to become servants.

Visionary leadership

Visionary leadership involves the ability to create and articuiate a reaiistic, credibie and

attractive vision of the future (Nanus, 1992) for the organisation or organisational unit that
grows out of and improves upon the present. Visionary ieadership is based on a balanced
expression of the spiritual, mental, emotional and physicai dimensions, and requires core
values, ciear vision, empowering relationships and innovative action, where if one or more of
these dimensions are missing, ieadership cannot manifest a vision.

A commitment to values is an outstanding characteristic of ali visionary leaders. Warren
Bennis (1994) describes visionary leaders as ‘people who know what they want and why they
want it, and have the skiils to communicate that to others in a way that gains support’ and he
continues ‘successful leaders have a vision that other people believe in and treat as their
own’. They embody a sense of personal integrity, and radiate a sense of energy, vitality and
will. According to Marshail Sashkin (1995, p. 403), ‘visionary leaders share certain
charactenstics that are different from personaiity traits on which early leadership focused’.

In addition, they have a deep, basic awareness of key situational factors that dictate what
ieadership approach and actions are required; furthermore, these ieaders not only know what
behaviours are required, they can aiso carry out those behaviours. Visionaries who are

successfui at manifesting their visions base their leadership on an inspirational, positive
picture of the future, as weil as a clear sense of direction as to how to get there.

Burt Nanus (1992) asserts that ‘there is no more powerfui engine driving an organisation
toward excellence and long-range success than an attractive, worthwhile and achievabie
vision of the future, widely shared’. Visionary ieaders transmit energy to people, giving them

a new sense of hope and confidence m achieving the vision. The most effective visionary
leaders are responsive for the real needs of people and they develop participative strategies to
include people in designing their own futures. Visionary leaders anticipate change and are
proactive rather than reactive to events. Their focus is on opportunities, not on problems.
They emphasise winlwin rather than adversariai winllose approaches.
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Stephen Harper (2001) argues that the vision serves three purposes: First, it serves as the
company’s North Star, as ali decisions, plans and activities should be directed toward
fulfihling the company’s vision. Second, the vision must be compelling; it should give each
person in the company a reason to jump out of bed in the morning. And third, the vision can
serve as the giue that binds ali the company’s components together. By appreciating and
supporting those who lead from their core spirituai values, visionary ieaders strengthen those
leadership quaiities in themseives.

To conciude, we can say that a visionary leader is one who motivates and inspires, one who
brings out the best in his or her people and one who guides the organisation to greatness.
Companies whose leaders fail to do this can’t hope to survive in today’s economy, and
therefore, they have to develop a strategic pian that ineludes specific and measurabie goals to
implement a vision. A comprehensive pian will recognise where the organisation is today,
and cover ali the areas where action is needed to move toward the vision. However, while the
vision must have certain clarity about it, it shouid be broad enough and flexibie to aiiow for
unforeseen situations and circumstances.

Responsib!e leadership

Cameron and Caza (2005, p. 106) state that ‘The idea of responsibie leadership is not new,
and the literature on effective ieadership has aiways been characterised by an element of
responsibility’ (see aiso Burns, 1978; Yukl et ai., 2002). However, it can be argued that
responsibie ieadership has emerged as a consequence of the unethicai, pureiy money-making
behaviour of some business leaders and has become an important topic in ieadership
discussions especially in recent years. The increasing demand for responsibie leadership to
cope with the compiexity of today’s business environment poses a number of ehalienges for
organisationai ieaders.

Maak and Pless (2006) posit that these challenges have an expiicitiy reiationai character,
requiring reiationai inteiligence as manifested in their emotionai, muiticuitural and ethical
quaiities. The moral challenge requires reflection and criticai yet respectfui thinking about
themseives, the organisation and others. Moreover, responsibie ieadership, responsible
leaders and related issues have far-reaching impiications not just for the survival of business
organisations, but their sustainabiiity. For Maak and Piess (2006), the leaders of today act in
the context of a globai, compiex, uncertain and integrated business environment involving
many foliowers as stakeholders within and outside their organisations.

Therefore, when defining responsibie ieadership, Maak and Pless (2006) turn their attention
to highiighting vaiues, emotions and mutual recognition in building and sustaining morally
sound reiationships with ali reievant stakehoiders of an organisation. According to Piess
(2007, p. 438), responsible ieadership is closely iinked to corporate responsibility, which is
first and foremost a ieadership chaiienge because caring, moral consciousness, and openness
to the diversity, awareness and understanding of the responsibilities of business in society are
required of leaders who exercise corporate responsibiiity. Thus, we can argue that responsible
ieadership depends not oniy on principled individuais and their education and training, but
aiso on a ‘hoiding environment’ — an organisationai and environmental context where
responsibie ieaders can flourish.

Maak and Piess (2006) see responsible ieadership as a function of four dimensions: the
ieader as a responsible person, roles a responsibie ieader piays, the ethics of the ieader
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follower relationship and responsibilities or ethics of what a leader does. The authors assert
further (Maak and Pless, 2006), that the responsible leader is at times a servant to others,
steward and eustodian of values and resources, architect of sound processes and shared
systems of meaning and a responsible change agent, coach to nurture and support others and
storyteller, who uses the means of storytelling to lead responsibly.

In this regard responsible leaders should act as visionaries to ensure sustainable business
success; they should be able to envision a desired future that appeals to foilowers as
stakeholders and that give them direction. They shouid aiso respect, be attentive to and care
for the needs and interests of others and in their role as servant leader. As a storyteiler, a
responsibie leader creates and enabies meaning, and as an architect the role involves creating
an environment conducive to foliowers finding meaning, feeling respected, recognised and
belonging.

Additionally, responsible Ieaders should have a high degree of relational intelligence, be
sensitive towards his or her own needs and feelings as well as those of his or her followers.
Relational intelligence comprises emotional intelligence and ethical intelligence. Emotional
intelligenee can he defined as ‘the ability to perceive emotions, to access and generate
emotions to assist thought, to understand emotions and emotional kriowledge, and to regulate
emotions reflectively to promote emotional and inteliectual growth’ (see Caruso et al., 2002,
p. 56), and at the heart of emotional intelligence, we can find seif-awareness and an
awareness of other’s needs, motives, desires, emotions and requirements. Ethical intelligence
refers to moral awareness, reflection, skilis, criticai thinking and moral imagination.

Furthermore, responsibie leaders adopt the ethics of caring for the well-being of their
followers. As coach, the responsible leader supports the relational process and fosters
collaborative interaction, facilitates deveiopment, enabies iearning and supports individuals
and teams in realising a common vision and achieving objectives. Responsible ieadership
means value-based leadership comprising the right values, those that enable both leaders and
foilowers to find a common meaning and purpose and be guided by a strong ethicai compass.
A responsibie leader is aiso a person we can characterise as a committed citizen and member
of society.

Concluding remarks

Leadership, especialiy ethicai ieadership, is a great chalienge as weli as an opportunity. Not
ali people are able to take this responsibility as the leaders are the ones, who have great
influence and impact on others, and the decisions they have to make and the actions they take
ofien influence the life of many individuais, businesses and even the whole of society.

Today, we can firmiy say that ethical behaviour and ethicai leadership are the criticai keys to
survival in the future, and especially within turbuient circumstances. Meaningful ieadership,
Ieadership that in the iong run counts for something, cannot be accompanied by moral
collapse. It may not be correct to say that ‘the leader who acts ethically will ultimately
succeed’, but reaiity has proven that the leader who lacks an ethical foundation wiii
ultimately fail, maybe not immediately, but in the long run.

We can argue that ethical ieadership that is composed of the combination of vision and
vaiues-based management is the best approach. Therefore, the combination of integrity,
ethical standards and the fair treatment of employees are the comerstones of ethical
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leadership. Furthermore, emphasising trust and its dimensions of eredibility, respect, fairness
and pride can create an environment where ethics and responsibility are not only talked about
but also practised in business.

Consequently, we can say that the practice of leadership aims to guide and look after the
interests of people, organisations and countries; it transforms the mission of the organisation
to seek the good of one’s constituents as its responsibility. Ethics is about values and about
values-based management, ieadership is about a vision: having one — sharing one. Ethical
leadership is a combination of righteous goals and righteous behaviour, righteous ends and
righteous means, righteous policy and righteous administration, taking a ‘helicopter view’
and developing followers. Here we can turn back to Mary Parket Follet, who claimed that the
role and thus also the responsibility of ieaders is significant because they are able to see
things that others carinot, and the best ieaders try to train the foilowers themselves to become
leaders.

Moreover, the role of leaders and ieadership has utmost importance in leading the
organisations through turbulent and crisis situations and to successfui and sustainable long
term performance. However, this can be accomplished when ethical principles and core
values are embedded in the shared vision, followed in ali the deeision-making processes and
activities and ieaders take a firm stand in engaging and developing foiiowers in enhancing the
consideration of ethical values in ali organisational activities. In addition, an ethical leader
must be able to buiid and sustain good relationships with ali stakeholders inside and outside
the organisation (subordinates, customers, employees, suppliers etc.) and coordinate their
actions to achieve common objectives.

In an organisation, besides commitment, employers want ioyalty and trust from their
employees, but both trust and loyaity are reciprocai concepts. When the organisations fail to
offer their employees stabiiity and loyalty, they also shouid not demand high loyalty and
commitment from them. Good ethical Ieaders are those who build trust and loyalty in their
organisations. Trust is important and makes doing business with others much easier, and
without trust, without a trusting environment there is no cooperation, no community, no
commerce and no conversation. In short there can be no interaction and even no business at
ali. In today’s market we do not deal so much with certain products and services as with trust
and good relationships among people.

Strong leaders may have ciear vision, creativity, pride and even trust among empioyees, but
these may not be enough unless accompanied by competency, transparency, integrity and
humiiity. In this case ali these positive traits may lose their vaiue and the organisation may
not recognise their leader as an ethicai role model.

We can argue that the tasks leaders fuifii are not easy, and ethical leadership can never be
said to he easy. Ethicai ieadership requires discipline, mental and personal discipline that not
ali leaders are strong enough to maintain. Being a morai person is not enough; one needs to
be a morai manager as weIl. While ieading others one has to know and remember that words
don’t count — only deeds do. By domg things right, leaders may see that ethicai ieadership
pays dividends in employee pride, commitinent and loyalty and enabies the leader as weil as
the organisation to benefit from better results, and, moreover, a better and more positive
working enviromnent.
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CASE 2. Keeping motivated in turbulent times1

Introduction

Managing human capital is critical for an organization to beat the competition and perform

effectively. Employee motivation goes hand in hand with productivity and success. If a
company wants to succeed, it needs to make sure that their employees are satisfied,
sufficiently chalienged, and contributing to the bottom line. Logicaiiy, companies should
put up more money in human recourses and concentrate on treating and motivating
them. On the opposite, there predominate redundancies, layoffs and ruining of heaithy
atmosphere and corporate cuitures which have been buiit for many years. Due to
massive layoffs and increased workioad, working under pressure makes peopie nervous,
stressful, insecure and fearful. What wili he if 1 fail? What wiil be if 1 lose ajob? On the
other hand, many theorists claim that fear is one of the motivating factors which help to
increase productivity and withstand the pressure. However, constant pressure of
avoidance of failures in the workpiace - of prevention of losing one’s job and staying strong
in order to survive crisis conditions, ieads to work stress. The terms “work pressure” and
“work stress” are stiil used interchangeably. Work pressure and stress can lead to
deterioration in the way employees work or even resuit in their becoming sick. That can have
an impact on the atmosphere in the workpiace, the quality of the work produced, and so on.
The causes of work pressure and stress may lie in the work itself, in the employee’s private
circumstances, or in a combination of both. Whatever the reason, the problem affects
employee performance. In many cases, the solution lies in a package of measures targeting
both the company and the individual.

Content of the case

It was ciose to the beginning of March 2009, and members of the Financial Markets
Department in one of the largest banks in the Baitic region were waiting with anticipation for
the resuits of the previous year. Just a year ago, ali ten of them had received generous
monetary rewards for their good performance and similar outcomes were expected for the
current year. Although everyone was weli aware of how much the overall situation had
changed across Estonia and the unfavourable economic conditions that organizations were
having to cope with, peopie stiil expected to hear good news about their own performance
and future. Nobody actually believed that the unempioyment rate, which had rocketed from
4% to 13.5% within a single year, couid endanger their own working conditions. They knew
that other baiiks had some problems with the yearly bonus payments because of the economic
downturn, but hoped that their hard work would be rewarded.

When the results for the previous year were announced, peopie felt relieved: sales had grown
and net profit had increased even more than a year ago. Remarkable bonuses were paid
according to each dealer’s sales, and people began to feel more secure. The head of the
department, Paul, publicly praised the employees and held coaching sessions with each
subordinate face-to-face. People feit motivated by the idea of receiving a monetary award

1 This case study was written by Associate prof. Man Kooskora with the help of graduate student Juha
Seredenko at Estonian Business School. The case is intended to be used as a basis for class discussion, rather
than as an illustration of the effective or ineffective handling of a management situation.
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again in March 2010, and members of the department set new aims and were ready to work
even harder than before. This also meant that their monthly reports had to show continuously
good results throughout the coming year.

Within a month, the overail situation in the banking sector worsened and potential lay-offs in
banks became more probable than ever before, creating a feeling of insecurity and adding
pressure to produce good results. This was escalated when, on 1 April (April Fool’s Day), a
joke circulated that 10% of the staff in the bank wouid be made redundant within 2 weeks.
Although there was no official information, people feit worried and unconfident and the
working environment became uneasy and very stressful. Soon it became obvious that the loan
and leasing departments had suffered significant losses due to the specificity of the market
and the crisis circumstances, and had severe problems with liquidity; therefore, it seemed that
redundancies in the bank were becoming increasingly likely. Not hearing any official
announcement and not knowing what to expect next, Paul started to feel strong pressure. He
was afraid of iosing his team of highly capable, motivated, well educated trained peopie. Ali
he could do was to calm his team by reminding them of their great results and the iikelihood
that, due to these, no redundancies would be made in their department.

It was ciear that the pressure influenced everyone in the department. Many people became
more stressed, quiet, cautious and even suspicious. Moreover, they stopped taking the
initiative and being independent and creative in normal problem-soiving and decision
making. Members of the department were afraid of doing something wrong and being
punished for that through iay-offs. The previously open, supportive environment disappeared
and this ali had a direct impact on the performance of the department as a whole (see
Appendix 2, Figure 1).

Paul saw that this pressure had a strong adverse affect on everybody, and that people no
longer dared to take advantage of the usuai shortened working days that they traditionaliy had
enjoyed. Over the years he had been proud of the strong organizationai cuiture and successful
motivational policy of his department, where people were highly motivated by having a
prestigious and respected job in a successful bank, were able to get remarkable monetary
rewards and bonuses, and had opportunities to grow and be promoted within good working
conditions, ali of which resulted in a healthy and positive working atmosphere and a feeling
of beionging to a friendiy, trusting and supporting team. Unfortunateiy, this was being ruined
and pressure, stress, insecurity and distrust were starting to prevaii.

Paul knew that three younger department members were attending classes at the university in
the evenings, and that one chief deaier, Anna, had two chiidren she had to raise alone, whiie
taking care of her retired mother. Paul was certain they all needed more time, but saw that
instead of trusting other members, everyone was struggling alone, fighting tiredness and
exhaustion.

On 23 April, there was a meeting of the bank’s board of directors where an official
announcement about restructuring and redundancies was made. Fortunateiy, Paul’s
department was not affected and he delivered the good news to his people without delay. He
encouraged everybody, emphasising that there was no need to worry and that no iay-offs
wouid be made in their department. In addition, he said that they were moving in the right
direction and had had great resuits — they had earned more profit than before and that the
directors were satisfied with their performance.
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This gave the department some new breathing space. Feeling safer about their jobs, peopie
became friendlier, started to communicate with each other again, and they were even ready to
share their feelings and thoughts about the situation.

Anna expressed her worries, saying:
If 1 do not have ajob tomorrow, 1 wili not be abie to pay for my house, car,
chiidren ‘s school, etc. These problerns have a signficant impact on my lfe at
home and in the workplace. 1 am not safe, Ifeel exhausted, tired and vulnerable.
1 am afraid ofmaking mistakes at work, because then 1 can be punished and 1
can lose myjob. If 1 do make any mistakes, 1 am stressed ali day and this de
,notivates me because Ifeel scared of doing something else wrong. 1 think I’ve
became more dffident and reserved. 1 do not want to participate in any conflicts
or probiems.

Almost ali the employees had bank loans, leased cars, university tuition to pay each month,
and had to take care of other family members, and thus, they ali expressed quite similar
thoughts and worries about coping and supporting their families — ail except the two youngest
team members, Saima and Erik, who were single and more confident than the others.

The Equity Deaier, Saima, said:
Despite the fact that 1 am sure it wouid not be me who couid be made
redundant, 1 often reaiize the risk. My emotions are notpositive in this situation,
but 1 am stimulated by this risk to become more careful. 1 am trying to do my
best in order to avoid errors, to be punctual. 1 try to work harder and to show
the results that indicate 1 am good at my work. 1 want to be an invaluable and
usefui employeefor my organization. Technically, 1 can be made redundant, but
1 am young, ambitious, 1 knowforeign languages, 1 have an excelient education
and 1 deveiop myseif ali the time. Moreover, 1 have completed so many in
service courses to update my quaflfications. The organization has invested a lot
of money in my training and it would not be advantageous to make me
redundant now. 1 can be a usefui einployee.

The young foreign exchange dealer, Erik, had a much more positive view of the whoie
situation:

In Chinese, “crisis” means new opportunities. Just look around: fyou arefired
today, it could be a new opportunity for you to get a better job with greater
potential. These dfficulties give us the opportunily to move, to develop, to grow.
When we are happy, we are not in need of anything, we just relax and do
nothing because the conditions are appropriate and we do not want to change
anything. When we are inconvenienced, we try to change things and make our
lives better.

On 1 May 2009, the data for Aprii’s results were published, showing that sales and net profit
had stopped growing and even siightly dropped. The market analysis showed that April was
as good for fmancial market operations as before, and it was difficult to say that the probiem
came from outside the department. Further analysis had reveaied that the number of errors
had increased 6.5 times since March, and that most of the errors were made at the beginning
of the month. It became ciear that the duration of cails had shortened whiie the number of
calis remained the same; therefore, department members were given warnings and required to

41



CASES IN ORGANIZATIONAL E’ri-iIcs

write papers and reports explaining the high rate of errors and promising to be more careful in
the future.

Despite this, during May people calmed down, they started to be friendlier with each other
and the atmosphere became much better. Meanwhile, other departments were restructured
and many employees were made redundant. This had an impact on the members of the
department as well, but also made them feel more proud to be working for such a prestigious
department, which needed them as specialists to continue boosting sales. Motivation grew;
they feit valued, that they belonged to the organization, and their trust in Paul was high.

The results for June 2009 showed very good achievements — even better than in May.
However, pressure mounted again at the beginning of July 2009, when rumours started to go
around that the bank expected further redundancies, extending to 15% of the bank’s
employees, and that this time it could also affect the department. No official announcements
were made, and Paul was not sure what to teil to his peopie. He hoped that, as the department
was obiiged to cut costs, they would cut working hours or salaries, without resorting to lay
offs in his department. Despite his assurances, sales started to fail sharply, and the number of
errors aiso increased significantly (Appendix 2, Figure 1). People were afraid of the
unknown; they wanted to know if they were going to be there the next working day.
Insecurity and instability fihled their minds.

The situation for empioyees was worsened by the new Employment Contracts Act (ECA; see
Appendix 5) that came into force on 1 July 2009. The new act was not supposed to come into
force before the beginning of the next year, but due to the rapid changes in the labour market
and expected further decline, it had been decided to adopt it six months earlier despite
opposition from trade unions and strong criticism from various institutions.

This new act provided a more empioyer-friendly and flexible set of mies, giving employers
much more freedom to reduce the wages of employees or cancel employment contracts due to
unfavourabie economic circumstances, inciuding a decrease in contracts or clients. The new
ECA followed the “flexicurity” principies and made it much easier to lay off employees,
especially for economic reasons, which were very cominon during the recession period the
whole country was struggling through.

According to the new ECA §37(1), the employer was permitted to reduce the wages of the
empioyees to the minimum wage established by the Government of the country for up to
three months in any 12-month period. This was just 1/5 of the average wage in the banking
sector, and certainly many times less than what peopie had been eaming in the department.
According to the new ECA §37(4) and §89, it was enough to mform the empioyee ofreduced
wages and terminated employment contracts for economic reasons by sending an e-maii or
SMS, or just through the bulletin board, no iess than 14 days m advance. The agreement of
the employee was not required. The new Iaw also significantiy reduced the remuneration
compensation for empioyers to the empioyee’s average monthly salary.

Paul knew that he had to lay off some people and that the bank’s authorities had also made it
vety clear that they wouid act as the new law permitted, without taking any additional and
voluntary burdens when forcing empioyees to leave their jobs. Paul feit stressed and
frustrated. He had to make vety tough decisions and somehow, at the same time, restore the
positive working atmosphere of the department.
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Case-specific questions

1. How would you describe Paul as a leader? What is Paul’s role? What does Paul
need to do and what decisions does he need to make? What criteria can Paul
base his decisions on? Is he able to save his department? How?

2. How should Paul communicate the news to his department members?
3. What might happen to the department after the lay-offs are made?
4. What role does motivational policy play in lay-off pressure?
5. How can Paul improve the situation and bring back a healthy atmosphere?
:6. How do changes in the bank affect its relations with stakeholders?
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Appendix 1. Some background facts about the bank

There are about 12 main banks in the country, and most of them are Iocated in the capital
city. The bank in this case study has a head office in the capital city, and 22 offices around

the country.

The bank group is one of the largest financial enterprises in the region. In addition to its
operations in its home country, the group also has business units in most of the neighbouring
countries and even on other continents.

Mission — Passionate about making the client’s life better. This is the goal the bank works
towards, taking into account the basic values of the bank. The values characterize both the
attitude to service and relationship toward the clients.

Values
O Benefit the Client
O By far the most active
O Straight talk
O One team
O Bravely different
O WiIl to win
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Appendix 2. Structure of the Department

Head ofFinancial Markets
Denartments for the Reion

1
Director ofFinancial Markets

DeDartment

1 1.
Office Manager ChiefDealers

Assistant to Office Manager

Short background of the department members

1r
FX and Equity Dealers

Figure 1. Structure of Financial Markets Department

The department is one of the bank’ s divisions and it is iocated in the head office. Personnel
consists of 10 employees, ali having worked for more than 2 years:

O Head of Department
o Leads the Department, takes care of his empioyees, has MBA degree, famiiy

with 3 teenagers.
O 3 chief deaiers

o One of the chief dealers does not speak Engiish at the appropriate level, studies
English 3 times a week, raises two kids alone.

o Another chief dealer cannot quote prices on the foreign exchange market (FX
market); therefore, when ali lines are busy, he is not abie to provide needed
information/prices to the clients. He has 2 children and a pregnant wife.

o Third chief deaier is very experienced, has been in the bank over 10 years, and
has 2 grandchiidren.

O 2 Foreign Exchange dealers
o The younger dealer is ambitious and more self-confident than the other

empioyees, is well educated and has work experience in foreign countries;
close relatives are in high positions in the bank.

o The siightly oider dealer is completing his MBA, speaks 5 languages fluently,
has a family and young chiidren.

O 2 Equity deaiers
o Both dealers go to the university in the evenings, want to graduate with MBA

degrees in the foliowing year, and are living with partners (no chiidren).
O 1 office manager

o Manages everyday work of the department, keeps everybody informed and
everything in order. Has been in the bank over 8 years, is the mother of 3: twin
daughters go to primary school, son is in high school.

O 1 assistant office manager
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o Assistant Office Manager joined the department most recently, helps
everybody, and realizes the risk of being made redundant in case crisis
conditions worsen and reorganization happens in department. Lives with
partner (no children).

Employees are aware of their own professional limitations, but involve themselves in
training and self-development courses.

The Head of the Department reports to the Director of Regional Financial Markets
Departments.

Functions of the Department

The main functions include:
- Dealing with financial instruments: Foreign Exchange swaps, FX forwards, FX spot

deals, FX speculation
- Dealing with currency, gold and oil futures
- Dealing with equity trading
- Managing the Reserve Bank’s gold and foreign exchange reserves
- Providing market information and analyses to assist the governors in their decision

making
- Managing the risk inherent m gold, foreign exchange, refinancing and government

funding activities

The main difference between a trader and a dealer is that the former’s responsibility also
inciudes sales, mainly done by telephone because, first, financial markets move every
moment; second, deals are made very quickly and the same client can close deals many times
per day (20-30 deals); third, the main segment of clients come from neighbouring countries
as well as from several developing countries in other regions. Consequently, the telephone is
the fastest means of communication between a dealer and a client. Ali telephone
conversations are recorded.
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Appendix 3. Motivational Policy of the Department

Motivational policy of the Financial Markets Department:
Employees were highly motivated due to an effective motivational policy, inciuding:

O Monetary rewards and bonuses once a year
O Christmas and summer parties
O Two “kick off’ visits to other Capital Cities of the Region (Financiai Markets

Departments of neighbouring countries) — summer and Christmas meetings/
corporate parties where achievements and plans of the company are discussed

O Deserved shortened days
O Additional winter holidays (7 free days) between November and March
O Paid mobile telephone and petroi
O “Pubiic praise” (good achievements are appreciated and communicated to the

financial market department, to other departments, to the head of the “bank”)
O Coaching2 — conducted 2 times per year. Coaching session discussions inciude:

achievements and failings, setting new aims, evaluation of the attainment of
previously set goals, etc.

O Opportunities to grow and be promoted
O Business trips to ali partrier countries
O Having a prestigious and respeetful job
O Good and friendiy team
O Constant communication with people, coileagues, clients (in order to apply for the

position of deaier good communication skills are highly required)
O Absence ofjob routine
O Good working conditions
O Positive ideology and company culture
O Training and qualifications (BLOOMBERG training, SAXESS

qualificationllicense, etc.)
O Possibiiity to take initiative

2 Coaching — a dialogue between a coach and a coachee within a productive, resuits-oriented context. Coaching
invoives helping individuals access what they know. A coach engages in a collaborative alliance with the
individual to estabiish and clarify purpose and goals and to deveiop a pian of action to achieve these goais (Zeus
and Skiffington, 2000, p.3).
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Appendix 4. Performance Results of the Financial Markets
Department
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Figure 2. Net profit in Million and Errors made by Financial Markets Department
(February 2009 — July 2009)
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Appendix 5. Employment Contracts Act

New labour law to increase flexibility

The counfry’ s new Employment Contracts Act took effect from 1 July 2009, bringing about a
number of significant changes to the country’s labour market. The legislation primarily aims
to make the labour market more flexible.

On 17 December 2008, the parliament passed the new Employment Contracts Act, which
took effect from 1 July 2009. Initially, it had been planned that the Act would enter into force
in 2010. However, due to rapid changes in the labour market and expected further economic
decline, the parliament decided to bring the date forward. It made the decision despite
opposition from trade unions, which expressed concern regarding the timing of the
adjustment of the institutional framework, as the new act was adopted six months sooner than
was initiaily planned.

Greater flexibility

In order to increase labour market flexibility, dismissal procedures were made easier by
reducing the term of advance notice by 30 calendar days to between two weeks and three
months, depending on the length of the previous employment contract. In addition, the
employer was obliged to provide additional free time for workers to enable them to find a
newjob before the actual dismissal.

To ease the financial burden of redundancies for the employer, the payment of redundancy
benefits was shared by the empioyer and the Unempioyment Insurance Fund. In ali
redundancy cases, the empioyer had to pay a proportion of the redundancy benefit amounting
to the employee’s average monthly salary, whiie the Unemployment Insurance Fund had to
finance the rest of the benefit. In addition, the redundancy benefit amount was reduced by
one month’s salary and remained in the range of between one and three months’ average
salary, depending on the Iength of the previous employment. lii the case of people who have
employment tenure greater than 20 years, a five-year transition period was impiemented,

during which they retained the existing level of redundancy benefits — that is, four months of
earnings.

The new employment law that took effect in the country on July 1, 2009 enabled the
empioyer to terminate agreements for economic reasons (Iay-off, liquidation, etc.) and for
reasons dependent on the employee (health, breach of contract, unsatisfactory results, etc.). In
some cases the employee was entitled to a severance payment, and usually the employer had
to give the employee notice or warning before terminating the agreement.

The new Employment Contracts Act that took effect on July 1 2009 lifts certain rigid,
socially outdated requirements, and provides a more employer-friendly and flexible set of
rules. The new regulation enabled the private sector to adapt to the changed economic
environment and to survive through hard times by restructuring its empioyment relationships.
It was supposed to be beneficial for entrepreneurs upon the expected recovery of the
economy. Among other amendments, the notice period for the cancellation of employment
agreements was considerably shortened and the amount of redundancy compensation payabie
by the employer decreased.
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Temporary reduction of salary and workload

If an employer is unable to ensure the employee the agreed volume of work, the employer has
the right, subj ect to certain conditions, to reduce the employee ‘ s salary for 3 months within a
12-month period to a level not below the established minimum wage. Accordingly, the
employee may do less work to the same extent.

Redundancy

The notice period for terminating an employment contract is stili dependent on the duration
of the employee’s period of employment, but compared with the previous act, in the case of
redundancy the notice period is reduced on average by 1 month. In the case of making
employees redundant, the amount of compensation payable by the employer is limited to one
month of the employee’s salary. Furthermore, no consent from the labour inspector is
required for making staff redundant.

EMPLOYMENT CONTRACTS ACT (ECA)

Proclaimed by Resolution of the President of the Republic on 12 January 2009
Passed on 17 December 2008
Took effect on 1 July 2009

Division 2
Duties of employers

§ 37. Reduction of wages upon failure to provide work
(1) If an employer, due to unforeseen economie circumstances beyond its control, fails to
provide an employee with work to the agreed extent, the employer may, for up to three
months over a period of 12 months, reduce the wages to a reasonable extent, but not below
the minimum wage established by the Govemment, if payment of the agreed wages would be
unreasonably burdensome for the employer.
(2) Before reducing wages an employer shall offer an employee anotherjob, ifpossible.
(3) An employee has the right to refuse to perform work in proportion to the reduction of the
wages.
(4) Before reducing wages an employer shall notify the employees’ representative or, in their
absence, notify employees and consult them pursuant to the procedure provided for in the
Employees Representative Act, taking into account the terms provided for in this subsection.
The employer shall provide notice of the reduction ofwages no less than 14 calendar days m
advance. The employee’ s representative or the employee shall give their opinion within seven
calendar days of receiving the employer’s notice.
(5) An employee has the right to cancel the employment contract due to reasons provided for
in subsection (1) of this section, notifying thereof five working days in advance. Upon
cancellation of the employment contract an employee is paid compensation to the extent
provided for in subsections 100 (1) and (2) ofthis Act.
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Chapter 5
TERMINATION AND TRANSFER OF EMPLOYMENT CONTRACT
Division 2
Cancellation
Subdivision 1
Manners ofcancellation

§ 89. Extraordinary cancellation of employment contract by employer for economic
reasons
(1) An employer may extraordinarily terminate an employment contract if the continuance of
the employment relationship on the agreed conditions becomes impossible due to a decrease
in the work volume, reorganization of work or other cessation of work (lay-off).
(2) A lay-off is also an extraordinary cancellation of an employment contract:
1) upon cessation of the activities ofan employer;
2) upon declaration of bankruptcy or termination of bankruptcy proceedings of an employer
without declaring bankruptcy, due to abatement of bankruptcy proceedings.
(3) Before cancellation of an employment contract due to a lay-off an employer shall, where
possible, offer another job to the employee, except in events specified in subsection (2) of
this section. An employer shall, where necessary, organize an employee’ s in-service training
or change the employee’ s working conditions, unless the changes cause disproportionately
high costs for the employer.
(4) Upon cancellation of employment contracts, employers shall take into account the
principle of equal treatment.
(5) Upon cancellation of an employment contract due to a lay-off, except in the cases
specified in subsection (2) ofthis section, the employee’s representative and those employees
raising children under three years of age have the preferential right of keeping their job.

§ 97. Terms of advance notice upon cancellation of employment contract by the
employer
(1) An employer may extraordinarily terminate employment contracts in accordance with the
advance notice terms provided for in subsection (2) ofthis section.
(2) An employer shall give an employee advance notice of an extraordinary cancellation if
the employee’s employment relationship with the employer has lasted:
1) less than one year of employment — no less than 15 calendar days;
2) one to five years of employment — no less than 30 calendar days;
3) five to ten years of employment — no less than 60 calendar days;
4) ten or more years of employment — no less than 90 calendar days.

§ 100. Compensation for cancellation
(1) Upon cancelling an employment contract due to a lay-off, an employer shall pay an
employee compensation to the extent of one month of the employee’ s average salary.
(2) Upon the cancellation of an employment contract due to a lay-off, an employee has the
right to receive an insurance benefit under the conditions and according to the procedure
provided for in the Unemployment Insurance Act3.

Upon cancelling an employment contract due to a lay-off, an employer shall pay an employee compensation to
the extent of one month ‘ s average wages of the employee. Upon the cancellation of an employment contract due
to a 1ay-off an employee has the right to receive an insuranee benefit under the conditions and pursuant to the
procedure provided for in the Unemployment Insurance Act. If before 1 January 2015 an employer cancels an
employment contract due to a Iay-off with an employee whose employment relationship has by the time of entry
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(3) Upon cancelling a fixed-term employment contract for economic reasons, except for
reasons specified in clause 89 (2) 2) of this Act, an employer shall pay an employee
compensation to an extent that corresponds to the salary that the employee would have been
entitled to until the expiry of the contract term. No compensation is paid if the employment
contract is cancelled due to force majeure.
(4) If an employee cancels an employment contract extraordinarily for the reason that an
employer is in fundamental breach of the contract, the employer shall pay the employee
compensation to the extent of three months of the employee’s average salary. A court or a
labour dispute committee may change the amount of the compensation, considering the
circumstances of cancellation of the employment contract and the interests of the parties.
(5) If an employer or an employee gives advance notice of cancellation later than provided by
law or a collective agreement, the employee or the employer has the right to receive
compensation to the extent to which they would have had the right to obtain upon following
the terms of advance notice.

into force of the Employment Contracts Act lasted for at Ieast 20 years, the Unemployment Insurance Fund shall
pay the employee, in addition to the previously named compensation of one month’s average wages, a Iayoff
insurance indemnity to the extent of three months’ average wages of the employee under the conditions and
pursuant to the procedure provided for in the Unemployment Insurance Act. The insured person whose last
employment relationship was cancelled due to a Iay-off shall he entitled to an unemployment insurance
indemnity 90 calendar days after the termination of the employment relationship.
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CASE 3. Operation Scrub Brush — Ethical leadership
development programme
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Jyväskylä, Finland

Introduction

Ethics — or a lack thereof — is widely discussed in contemporary business life, and different
ideas on how to make business more ethical are brought forth. Many of the ideas emphasize
the importance of ethical leadership and its development (Ciulla, 2004, 2005; Brown and
Trevifio 2006). Leadership is seen as crucial since it is a future-oriented activity aiming to
energize people to overcome barriers by inspiring and maintaining positive expectations, the
most significant resources that organization members have when coping with and facing the
many pressures and challenges of contemporary working life. An important way for
organizations to enhance their ethical behaviour is to ensure that their leaders are ethical.

Operation Scrub Brush is an ethical leadership programme in which a tight-knit group of
leaders trains together for a period of six months, exercising their ethical skills. The most
challenging segment is the two-week face-to-face session, where participants take part in and
lead manual labour in a developing country, recently Namibia. The programme is conducted
by a Finnish consultant company called Juuriharja Consulting Group Ltd
(http:/Jwww.juurihaija.fi).

An out-of-class approach

According to Mumford (1997), leadership development is an attempt to enhance leadership
effectiveness through a planned learning process. The effects of traditional leadership
development efforts have been widely criticised (e.g. Bass, 1990; Gardner, 1990). One
apparent problem lies in classroom settings: it is easy to give the “right” answers when sitting
safely in a classroom with no particular strain put on the participants.

Therefore, a core idea of Operation Scrub Brush is that it follows an out-of-class approach.
Kurt Hahn (1957) can be mentioned as the original inventor of out-of-class education. In the
early 1 940s he devised a programme for the Blue Funnel Shipping Line. The aim was to
reduce the loss of lives due to sinking ships. The programme was one month long, and
independence, initiative, physical fitness, self-reliance, and resourcefulness were sought after.
The programme was successful and led to Hahn spreading the idea.

Even though out-of-class programmes differ from each other, there are several common
features which are also applied in Operation Scrub Brush: wilderness or backcountry settings;
a small group; assignment of a variety of mentally andlor physically challenging objectives;
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frequent and intense interactions that usually involve group problem-solving and decision
making; a nonintrusive, trained leader or leaders; and a duration of 2 to 4 weeks (Hattie et al.,
1997). In the Operation Scrub Brush programme, participants face challenges and problems
that cannot be predicted (or mimicked in a classroom setting).

Principles

The Operation Scrub Brush programme aims to he a personal growth process, meaning that
participants’ self-understanding grows and deepens, making it possible for them to develop a
more conscious approach to leadership. In particular, the programme focuses on broadening
the participants’ ethical awareness (Heiskanen and Salo, 2007). This is done through the
principles of:

- bringing new and unexpected experiences to the participants in foreign surroundings,
- using physical activity and strain,
- having a small group,
- having meaningfiul and challenging obj ectives,
- reflection on the individual and group level,
- dialogue and prohlem solving,
- observation and feedback tasks,
- safety in the process with experienced leaders,
- having 2 + 14 + 2 days offace-to-face time.

New and unexpected experiences shed light on the reactions of oneself and others. McCauley
et al. (1994) assert that challenging experiences stimulate development because they provide
people with the opportunity to learn and, in addition, they act as a motivator for learning. A
foreign cultural environment and foreign tasks ensure that things turn out differently than one
would expect. Physical activities are an essential part of the programme. They enhance the
participants’ ability to let go of roles and give more spontaneous reactions, enabling them to
see how they react when they are not so strongly in control. The group size in the Operation
Scrub Brush programme is between five and eight participants, to ensure intense personal
interaction and plenty of time for everyone to give and receive feedback.

The participants are given the task of renovating or building something for underprivileged
people in a developing economy. As examples, Operation Scrub Brush groups have built a
playground for children in Otjomuise Day Centre m Windhoek, Namibia and built a kitchen
and dining hali for an orphanage m Sri Lanka. Moreover, the participants are told how
important the resuit is for the fiiture users and they also meet the recipients of their work.
This encourages them to see the meaningfulness of their work. So the task has the challenge
of foreign subject matter and time pressure (six days to complete the task) and also a
profound meaning for the participants.

Organizing

A variety of learning methods both at an individual and a group level are applied in the
programme: reading materiais, theoretical orientation, interim tasks, experiential learning,
personal coaching, leadership feedback, operating in a foreign culture, continuous and
systematic feedback, and follow-up feedback one year later.
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The whole programme lasts six months and consists of personal coaching and three intensive
face-to-face modules:

1. two days in Finland,
2. fourteen days in Namibia, and
3. two days in Finland.

During the module in Namibia, the participants work for six days m a project where they
build facilities in a community centre for the underprivileged in a poor area of the Namibian
capital Winclhoek.

Participants’ experiences

Often a first impression of the development programme is that it is “pretty extreme.”
However, many of the participants had afready been through many kinds of traditional
leadership trainings and were looking for something new, fresh and effective. So, the
programme can be suitable for anyone with the personal commitment and desire to develop
ethical leadership competence in a way that differs from traditional trainings. The abundant
feedback which is given throughout the programme was experienced as important and
valuable, both in getting to know oneself and in examining one’s own leadership
development challenges. The awareness of a person’ s values usually becomes clearer than
before.

As a resuit, participants ofien report that their appetite for growth, learning and development
has increased. Since many of the participants work in influential positions in their
organizations, they have been able to develop organizational practices, even values. Ethicality
has been emphasized in both intemal and external communications and in discussions with
management; some organizations have even achieved front-runner status in their business
branch. In addition to individual level results, organizational results are investigated.
Typically, increased mutual trust among the staff and improved efficiency have been detected
in the investigations. Participants who are business owners have found new kinds of business
opportunities due to better understanding various viewpoints and the needs of different
individuals.
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General questions

1. Why is ethical Ieadershp particularly important for organizations in contemporary
working life?

2. What aro the advantages and disadvantages of the Operation Scrub Brush
Ieadership development programme? Why?

3. What makes a Iearning experience in a developing country ethically intensive for
participants in the Operation Scrub Brush programme?

4. To whom would you recommend the Operation Scrub Brush programme? Why?
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Learning outcomes

On successful completion of the case study, you will be able to:

O assess a company’s need to become environmentally responsible by engaging into
voluntary agreements,

O understand the importance, benefit and disadvantages of environmental standards to a
company,

O provide arguments for implementing environmental standards in small and medium
enterprises,

O propose how to use benefits of implementing enviromnental standards in a particular
sector such as textile industry.

Environmental management standards and their application to SMEs

The economy and the environment are interrelated—economic activities use resources and
generate significant environmental pollution. This has encouraged the development of
environmental initiatives and the creation of international standards to reduce human impact
on the environment, in this way enabling future generations to use the environmental
resources that are currently used by us. Voluntary corporate agreements are one of the means
to reduce the business impact on the environment, one which may change or complement
long-existing governmental control methods, such as economic or command and control
instruments.

Voluntary agreements are commitments by the polluting enterprises to improve the
environmental quality at least to the level provided by law. According to Croci (2005),
voluntary agreements fali into the following groups:

1. Voluntary public schemes: these are standardized schemes designed by regulators.
Individual firms are given the choice of whether or not to participate in such schemes
(e.g., EMAS or Ecolabel).

2. Negotiated agreements: these are agreements struck as the result of a negotiation
process between the Public Aclministration on one side, and one or more firms or an
association offirms on the other side.
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3. Unilateral commitments: these are set by the industry (either individual firms or an
association of firms) without a public counterpart. They can assume the form of either
structured programs or codes of conduct aimed at improving environmental
performanees.

4. Third-party initiatives: these are programs, designed by third parties, that are open to
the participation ofindividual firms. They are similar to voluntary public schemes, but
here the scheme andJor the obligations are not designed by a public body, but by
private organizations, like the ISO or NGOs, or even international organizations
(without the authority to regulate the matter)—cf. ISO 14000 or the UN Giobal
Compact.

5. Private agreements: these are reached through direct bargaining between polluters and
the polluted. They identify common solutions and provide direct compensation
without any public intervention.

The most commonly highlighted benefits of voluntary agreements (Croci, 2005) are that they
allow participating firms to:

O avoid stricter regulations,
O obtain flexibility by complying with regulations,
O induce the Public Administration to adopt stricter regulations, thereby gaining

an edge over Iess envirorimentally friendly competitors,
O cut costs through pollution prevention,
O get access to credit for profitable investments,
O obtain tax exemptions or incentives, and
O improve their reputation.

Markandya and Longo (2005) note that voluntary agreements may be criticised for the
following aspects:

O Voluntary approaches only contain a pollution program which follows a
natural trend, a business-as-usual trend; as technology evolves and improves,
it “automatically” increases the efficiency with which natural resources are
used, and therefore reduces the emissions per unit of resource used. Voluntary
agreements may hide the low ambition of the objective itself: in a voluntary
agreement, a firm may declare targets that are easy to reach.

O Once an agreement has been signed, the initial pressure may dissipate and
firms may find opportunities not to comply with their commitments. Even
though voluntary agreements are typically initiated in association with a
regulatory threat, most do not include mechanisms for monitoring and
sanctioning non-compliance.

O Voluntary measures are often suspected to promote collusive practices
between participating firms. The potential danger of industry collusion is
greater when the voluntary approach concerns a contracted sector, where a
relatively small number of firms dominate the market.

The two voluntary agreements known best around the world are both formal environmental
management systems (EMS): ISO 14000 (an environmental management system certified by
the ISO 14001 standard) and EMAS (the Environmental Management and Audit System).
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The ISO 14000 standards are the international example of voluntary agreement regulation.
These environmental management standards were developed by the International
Organization for Standardization (ISO) in Geneva. The measures provided in these standards
are intended to help enterprises manage their negative impact on the environment. The first
ISO 14000 standards were released in 1996. ISO 14000 standards are similar to ISO 9000
standards, which allows enterprises to connect their quality and environmental protection
systems, thus reducing the deployment and maintenance costs. In addition, certifying both
systems at once reduces the cost of certification. Both ISO systems overlap up to 70%, so for
those organizations that are in need of both systems it is useful to introduce an integrated
management system in accordance with several standards.

The ISO 14000 family comprises many standards, the most important ofwhich are:
O ISO 14001:2004 (requirements and application recommendations), and
O ISO 14004:2004 (principles, systems and supporting techniques).

The development of this standard was also influenced by globalization—it was intended to
reduce the usage of conflicting standards in different countries, thereby promotmg business.

As Neumayer and Perkins (2004) note, enterprises usually implement standards for personal,
rather than environmental, gains; this works because ISO 14001 leads to increased
productivity and also improves the company’s image in the eyes of independent
environmental agencies and the public.

On the other hand, the authors point out that ISO is not only beneficial: as they indicate,
investments in the impiementation of standards can often he higher than the benefits they
bring to the environment or the company itself. Small businesses with insufficient budgets
often do not implement ISO or find impiementation a difficult process, because this
standard—though it leads to good results in the long term—requires a relatively large initial
investment.

Ym and Schmeidler (2008) stress that the impiementation of ISO 14001 regulations may
bring different results to different companies, because each has a different attitude to the
impiementation of standards: some will apply them more stringently, while others will simply
follow the general instructions.

L6pez-Fernåndez and Serrano-Bedia (2007) state that organizational changes upon the
impiementation of ISO 14001 directly depend on the maturity of EMS, management’s
involvement in the impiementation process and whether the ISO 9001 quality management
system was aiready implemented in the company.

Enterprises that aiready have ISO 9001 and have evaluated the immediate benefits it brings in
terms of profit and cost reduction may expect the same resuit from ISO 14001. Hence it is
worth mentioning that the latter creates public value rather than private gain—it carries the
message to society that the enterprise, while producing its goods, is not harmful to our health.
This does not, however, imply that it supplies better goods for the same price (Orsato, 2006).
So in this way a lot depends on the public consciousness—whether it will agree to pay a little
more for a less harmful product.

On the other hand, it is also worth considering that society continues to develop a better
understanding of ecology; many authors state that ISO 14001 significantly increases the
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efficiency of managing ecological processes and enhances the confidence of management
authorities, investors and other parties interested in the company.

EMAS is a stricter and slightly different system than ISO 14001. EMAS II was applied from
2001 to 2010. The first version of the system, EMAS 1, was confirmed in 1995. The second,
improved version was different in several ways: it was able to be applied in any economic
sector; it was fully compatible with the ISO 14001 standard; enterprises that implemented it
were allowed to use the attractive EMAS logo, informing society about the company’s
environniental responsibility; more attention was paid to indirect effects related to finance,
administrative and planning decisions; and employees were more involved in the system
(Fiiho and Voudouris, 2010).

In order to further increase the efficiency ofEMAS, the European Commission confirmed the
third version, EMAS III, in 2008. It has been applicable since 2010 (Iraido et al., 2010) and
aims to:

O increase the attractiveness of the standard to organizations/businesses (e.g., through
orientation to clusters, when most of the enterprises of a certain sector are certified
at the most favourable conditions; currently this is the case with the press);

O provide a guarantee of excellence to stakeholders;
O promote substantial environmental improvements;
O have a measurable impaet on competitiveness by providing certain advantages for

registered organizations;
O be easily recognisable and appreciated by the society and markets on which it

focuses.

Furthermore, as the European Commission states on the EMAS website (European
Conimission, 2010), EMAS III is more attractive to SMEs (by their own request):

O the whole system is reviewed and approved every four years (unlike other
organizations, which require review every three years), and

O approved revised environmental statements are required every other year (rather
than annually).

Taking everything into consideration, the similarities and differences between ISO 14000 and
EMAS are presented in Table 1. The differences between the EMAS adapted to SMEs and
the general system are also pointed out.

It is stili much more difficult for SMEs to implement the strict ISO or EMAS programs,
therefore such companies in EU countries ofien prefer to implement simplified systems,
focusing only on the essential business aspects related to environmental issues. Such
companies have a choice of modified EMSs. Stanikis et al. (2004) distinguish several EMS
alternatives:

O Scale EMS: The Acom Method, BS 8555.
O Simplified EMS: Ecomapping.
O Alternative EMS: Eco-labelling (cf. the most popular labeis: EU Eco-label,

German Blue Angel Eco-label, North European White Dove, Energy star).
O Integrated method: coordination and connection of environmental, quality and

security aspects that are important for the company.
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Formal EMSs aiready offer simplified versions, e.g., EMASeasy, designed for small
companies and based on the concept lOpeople, lOpages, 10 days. In order to impiement this
program, 10 steps must be performed (Fiiho and Voudouris, 2010):

1. Make a city map and provide specific information about your sector.
2. Identify material resource flows, estimate their revenues and the goods produced
out ofthem.
3. Aseertain staff views and involve them in the system.

4—9. Eco-mapping.
10. Integrate and prepare micro-reports.

ISO 14000, EMAS and EMAS adapted to SMEs
Table 1.

ISO 14001
O Applicable worldwide
O Certified by a certifying
institution, or the
organization simply applies
EMS principles in its
activities and thus declares
ISO 14000 without any
third-party certification
O Unregulated means of
collecting preliminary
environmental information
O Awareness of
environmental
issues!activities is promoted
within organizations

O Environmental policy,
objectives, program,
organization are set out

EMAS
O Applicable only in European countries
O Evaluated by competent authorities
O Initial environmental review must be
performed
O Environmental policy, objectives, program,
organization are set out
O Annual environmental report, certified by a
third party and publicly available, is
compulsory
O The attendance of staff while setting
objectives is required
O Suppliers and contractors must meet the
requirements of the environmental policy
O Auditing is performed every three years at
minimum
O Focus on the indirect effects associated with
finance, administrative and planning decisions
O Logo declaring the company’s activities and
production to he in compliance with the
requirements of the EMAS

EMAS adapted to SMEs
O Biannual environmental
report, certified by a third
party and publicly availahle,
is compulsory
O Auditing is performed
every four years at
minimum

Source: Created by the authors after Skillius and Wennberg (1998); Schaltegger and Burritt (2000); Stanikis,
Stasikien and Kliopova (2004, p. 504) and European Commission (2010).

Motivation for implementing environmental management standards

To distinguish an enterprise’s motives for implementing an EMS, either the theory of
institutionalism or a resource-based approach is used; sometimes both are combined (Darnali
et al., 2008).

Institutionalism usually comprises goveriimental, sociai, shareholder, and market pressures
to implement the systems. According to this theory, companies operating under the same
norm, value and assumption framework behave in similar ways. As Darnail et al. (2008)
expiain, this theory proposes that ali companies react to the above or other extemal factors in
the same or similar ways. At the inter-organizational level, pressure on a company may come
from state institutions, the market, or society. At the organizational level, pressure may arise
due to the corporate culture, processes, and value system. The British Standards Institution
(2010) states that companies are increasingiy forced to impiement environmental standards
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and systems by such aspects of the theory of institutionalism, including government
regulations, society, trade associations, stakeholders and pressure from other interested
parties.

The main factors affecting the impiementation of various environmental initiatives, according
to Damali et al. (2008), are the following:

O regulatory pressures: legal requirements in the environmental sphere that force
companies to meet the provided legal requirements;

O market pressures: increased interest of consumers and customers in
environmental issues that encourages companies to comply with these trends;

O social pressures: pressure of environmental organizations, communities,
guilds, and trade unions on companies to change behaviour;

O ownership pressures: the perception by shareholders and owners that
investment in environmental protection increases the value oftheir property.

The resource-based approach states the opposite: it considers a company’s resources
(financial, physical, human, or organizational) as the basis of organizational competitiveness,
which can be acquired by developing and diversifying rare, valuable, inimitable and
irreplaceable resources. Among the most significant resources which can distinguish a
company in the market and make it competitive are such intangibies as human and
organizational resources (Grant, 1991; Barney, 1991). The latter encompasses organizational
systems and their power of socialization. Hence, the way the company will behave and how it
will succeed in implementing an EMS and gaining benefits depends on several internal
aspects, including: how many and which human resources a company has; whether it has
implemented a quality management system (which, as stated, leads to smoother
impiementation of ISO 14001; cf. Kitazawa and Sarkis, 2000) and health and safety
management systems; whether and how much a company invests in environmental research
and the development of environmental strategies; and to what extent the company focuses on
export (Darnall et aL, 2008). Depending on the size and growth potential of the industry in
which the company operates, the proper use of resources (technological, financial, human,
etc.) is most important—using intemal business processes may lead to an innovative
environmental advantage over others, thus creating a positive image in the eyes of those
clients that are interested in environmental issues (Russo and Fouts, 1997).

Currently, the resource-based approach has evolved into a natural resource-based approach
(Hart and DoweIl, 2011). This approach states that strategic capacity is likely to he of three
main types:

O Pollution prevention strategy: related to cost reduction (m terms of production
and adherence to the law) beginning with the reduction of the required quantity
of raw materiais at the beginning of production and simplifying the
manufacturing process.

O Product management period strategy: environmental aspects are integrated into
the whole product development/production period, for example, through the
exclusive use of organic materiais.

O Sustainable development strategy: production is carried out so that it could
persist for an indefinite period of time, i.e., does not irreparably damage the
environment. In addition, not only environmental, but also economic and social
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aspects are considered—in particular, the interests of iess developed countries
(if they are associated with business activities) are taken into consideration.

Darnail et al. (2005) note that a company’s choice to implement an EMS or an equivalent
standard—and whether or not this wili benefit the environment and the company itself—is
determined in large part by pressure from governmental institutions and the resources and
options of the company.

Darnail et al. (2001), analysing the ISO 14001 standard and other “green” EMSs, find that
ISO 14001 and EMSs do not necessarily bring similar advantages to ali companies nor
improve their performance. There is a need to consistently assess the actuai impact of such
systems on the environment, to holistically care for the enviroiiment, and to achieve a
substantial reduction of environmental pollution in order to:

O increase the staff’ s involvement in company activities,
O increase control of documents,
O improve control of operations,
O achieve greater automation,
O increase the reuse of chemicals and water in the produetion cycle, and
O pay greater attention to standard non-regulated aspects, the supply chain, and

trade.

The authors also note that the impiementation of standards and EMSs in companies may not
only bring environmentally friendly changes, but also other benefits, such as:

O improved compliance with legal requirements,
O increased customer satisfaction,
O greater marketing opportunities, and
O increased efficiency of operations.

The greatest impiementation barriers, according to the same research (Iraido et ai., 2010), are
determined by:

O economic factors (especiaily the impiementation cost),
O poor consumer knowledge and interest, and thus a small market (this is

especially true ofEMAS), and
O lack of recognition and incentives from state agencies.

As Coglianese and Nash (2001) state, an EMS will deliver the best results when the workers
themseives are interested in successfuliy implementing it, rather than simply carrying out the
actions required by the law. Giving companies the opportunityto further adapt environmental
requirements may lead to the discovery of much more innovative solutions than those
required by the government. However, regardless of the level at which a company adapts an
EMS, it will usually contain the company’s intemal rules, organizationai structure and the
direct resources used by managers to create the routine behaviour that heips achieve the
company’s environmental goais. Managers usually create environmental guidelines or a pian
and implement it by distributing responsibility and providing adequate resources and training
for employees.
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In the case below you wilI be asked to consider the motives of implementing EMSs in small
or medium companies.
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CASE 4. Motives of EMS impiementation for textile companies

Introduction

A textile company has been operating since 2001. Its parent company was established in
1928. This company is one of the biggest customers for the country’s garment factories,
producing more than half of the parent company’ s production. The company is a top quality
knitwear manufacturer and emphasizes the importance of export—about 80% of its
production is exported to Nordic countries and Western Europe. The company produces
sports and leisure underwear, night clothes from organic cotton, as well as original products
from merino wool, work wear, military clothing, and fashionable women’s, men’s and
children’s outerwear. The company has also repeatedly received the Product of the Year
award and has the Oeko-Tex certificate. The company’s activity was standardized with ISO
14001 in 2006, and its quality and environmental management system, including not only
ISO 14001, but also the ISO 9001 quality standard, has been integrated. The company has
voluntary followed EMAS requirements sinee 2010. The company has ambitions to develop a
sustainable business model and to he an example to other textile companies and the leader in
the sector.

The tahle below provides the values of companies’ most important motives in the
impiementation of environmental standards, from 0 (not important) to 5 (the most important).

Table 2.
EMS impiementation mofives

012345
. To increase the efficiency ofwork processes

—

. To increase corporate documentation control
— —

. To increase employee enthusiasm

. To reduce costs O

The company’ s main motivators in implementing an EMS are: increased revenue, reduced
environmental risks, improved relations with control officials, improved public image,
expanded market and marketing opportunities, and better supply chain compliance. The least
motivating aspects are the increased efficiency of work processes and the employees’
enthusiasm.

The actual situation m the textile company shows that not ali of these motives apply. The
company does not see great potential for contributing to enviromnental protection. They
emphasize power saving and waste reduetion, but argue that it is difficult to achieve any
significant results.

To increase revenue
O To reduce environmental risks
O To improve relations with control officials
O To improve its public image — — — —

O To ensure compliance with the law — — — —

O To anticipate future environmental laws/reguirements — — — —

O To expand market opportunities
O To expand marketing opportunities
O To improve the supply chain and eligibility
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With regard to enhancing the efficiency of work processes, this has been done by acquiring
new production machinery. The efficiency greatly increased after the construction of an
automated line. This line has also simpiified the production accounting—the system reflects
each tailor’s work time and each operations time. Ali of the information about each work
place is collected in stations at each work place—the manufacturing process is programmed,
the product is released, the nature of the operation can be reviewed, etc.

The increased documentation was evaluated quite positiveiy by the company. Dissatisfaction
due to the increased workioad related to increased documentation was only registered
initiaily—later it became a common element of the empioyees’ performance, and currently
the increase of documentation is seen quite positively as a useful means of improving
documentation controi.

In the prospect of cost reduetion, significant opportunities have also not been omitted. The
company’s energy consumption is largely dependent on factors that cannot be controlied—
gas consumption, for example, is dependent on fluctuations in temperature, water and
eiectricity consumption are increasing because of the growing number of orders and
expanded production, etc. One of the company’ s plans to manage energy consumption is the
replacement of iighting into cost-efficient lamps; however, such investments are not currently
accessible. As energy consumption is difficult to adjust, the company strives to use renewable
raw materiais, as well as to position detaiis in a sequence that minimizes the amount of waste,
but, depending on the nature of the product, waste is not aiways avoidabie. Hence, it appears
that the company’s biggest problem is its unsuccessful search for a partner company that
could recycle poiyester stress-strain curve waste.

It is worth mentioning that, after the impiementation of these EMSs, the company began
using more expensive, higher quality new materials in response to public demands for
greener products. Such products are in demand not only in foreign, but also in the Lithuanian,
markets, and customers are willing to pay more. Thus the increase of income for this
company is actuaily attributabie to one of the most motivating aspects of EMS
impiementation.

The ieast effective motivators of EMS impiementation have been:

O increasing employee enthusiasm—as there is littie opportunity to contribute to the
environment within the company, workers fmd iittle interest in additional
environmental activities and are unwiliing to make significant changes in their work;

O improving relations with controi officials—environmentai authorities are not
interested in the company, as it is not engaged in painting or other potentialiy harmful
activities that should be further examined (n.b: even the auditors that came to
implement the EMS stated that they did not understand why the company needed to
be certified, as it was currently working to the best ofits abiiities);

O ensuring compliance with the law—the company’s activities meet the statutory
requirements, the buiit up area of iand is maximaily used for the activity of the
company, opportunities for shortcomings are very low, no warnings or fines have
been received, and no hazardous waste or poilution has been found in the company’s
output; and

O anticipating future environmental iaws.
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Two opportunities provided by EMS implementation that have not been fully utilized are
improved conformity to supply chain requirements and improved public image. The company
buys raw materiais not only from certified suppliers, even though the most important thing is
that the quality and price would conform. In this case the company could establish the use of
only certified raw materiais and then inform the society about it, thus drawing attention to the
company and improving its image.

The company makes effective use of its options regarding environmental risk reduction—it
constantly trains its staff strives to reach its environmental goals, and continues to invest in
EMS. Considering the company’s market extension opportunities, sufficiently valuable
results have also been reached—potential customers, especially in Scandinavia and Western
Europe (where having a standardised EMS is a great benefit) have been informed about the
implemented EMS. Savings are achieved by reducing production materiais and searching for
ways to recycle waste. However, competitiveness, as a possible resuit of EMS
impiementation, has not been distinguished by the company—it has noted that most of its
clients have little knowledge about EMAS and thus express no desire for the company to
follow EMAS principles. In general, the quality management system is more important for
everyone, so the company’s products are presented with a greater focus on the integrated
quality and environmental management system than on ISO 14001 or EMAS alone.
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General questions

1. What green (environmental) tendencies can you caII dominating ones?
2. What are the reasons for the Iow popularity of EMAS in Europe? How many

companies in your country have implemented EMAS? Which sectors do these
companies represent?

3. In your opinion, does a textile company need environmental standards? Why?
What are other industry sectors which could benefit from environmental
standards?

4. What are the arguments for implementing EMAS if the society is familiar only
with ISO 14001?

5. Does a textile company need environmental standards? What are your
arguments?

Case-specific questions

1. Based on the theories of institutionalism and the resource-based approach,
provide arguments about how an SME can benefit from implementing an EMS
that is unacknowledged by society.

2. Design a strategy to your Ministry of Environment (or its adequate) how
voluntary agreements could be promoted in your country.
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Learning outcomes

On successful completion of the case exercise, you will be able to:

O understand the concept of corporate volunteering,
O describe and evaluate the advantages and disadvantages of corporate volunteering

practices to a company’ s stakeholders,
O provide arguments for corporate volunteering from instrumental and ethical viewpoints,
O identif’ barriers to corporate volunteering and offer solutions to overcome them,
O create a company-specific corporate volunteering programme and calculate its budget.

Introduction

Volunteering, an activity in which time is given freely to benefit another person or a group
(Wilson, 2000), is a phenomenon that many people have experience with. A
Eurobarometer/European Parliament 75.2 survey on voluntary work in 201 i revealed that,
on average, 24% of European citizens volunteer on a regular or occasional basis (with the
Netherlands scoring up to 57% and Poland to 9%). The most frequent type ofvolunteering is
informal—such as cleaning a common area with the neighbours, repairing some playground
items, or visiting an orphanage or an eiderly people’s care home privately—rather than the
formal volunteering carried out in civic organizations, e.g., training disadvantaged groups,
providing assistance m cultural festivais or, in more demanding instances, after natural
disasters, ete. In brief, both informal and formal volunteering are aimed to relieve some
probiem andlor create some public good.

Volunteering rests on commitment, which differentiates it from spontaneous assistance to
someone m need. It involves care which is rather narrow in scope, compared to the care we
show to our family and friends. Volunteering is also characterized by high intemal

4Directorate-General for Communication (2011). European Parliament Special Eurobarometer 75.2
Voluntary work. June 27, 2011. Accessed at:
<http://www.europarl.europa.eu!pdfleurobarometre/20 11 /jui11etJ0407/SAen.pdf
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motivation, which is prompted by the presence of free will in the phenomenon. Volunteer
work cannot exist, either in practice or in theory, without free will. The entire concept is
captured in the Latin word voluntas, meaning “will.” Volunteer activities are most often
carried out without material rewards, although benefits in other forms—such as
understanding and developing oneself, and promoting the civic value of solidarity—may be
received. Voluntary work provides an individual with an environment in which to exercise
her or his individuality, at the same time creating nourishing bonds with other people—a
community to satisfy Maslow’s human needs of belonging, esteem and self-actualisation.
Hence, volunteering suggests a balance of altruism and egoism in human nature. People
acting for the benefit of someone other than themselves feel fulfihled and satisfied through the
act of selflessness.

Box 1. Some socio-demographic characteristics of volunteers.

National surveys in different continents provide similar results about the backgrounds of
people who volunteer. For example, a national survey of voluntary work carried out by the
Australian Bureau of Statisties (2006) contains the following key findings: women are more
likely to volunteer than men, and the volunteering rate increases with the level of education
attained as well as higher managerial or clericallservice positions.

In a review of the predictors of volunteering, Wilson (2000) points out that education is the
most consistent predictor, as it deepens one’ s awareness of problems and boosts self
confidence. Also, educated people are more likely to be invited to volunteer. However, a
study by Okun and Eisenberg (1992) found that education only predicted higher volunteering
rates if the work required literacy rather than social skills. Educated people do have a wider
social network, however, which explains why less educated people volunteer less often
(Gesthuizen and Scheepers, 2012).

Other research demonstrates that the stereotype that employed people or people with families
and children are too busy to volunteer is not grounded in reality. Part-time employees
volunteer more than full-timers as they have more free time. Yet unemployed people tend to
have the lowest rate of volunteering, most probably because of the positive socialization
effects produced by paid work as well as the increased self-confidence and leamt
organizational skills (see Wilson, 2000, p. 220). Also, women with families are more willing
to volunteer, particularly in fields that involve child or other dependent care.

From an individual perspective, volunteering is an admirable civic quality—one which,
realised at its best, enabies society to receive the benefits of democracy in the merits of trust,
cooperation and economic development. Yet, while individual volunteering may stem from
altruistic motives and may even involve self-sacrifice with internal satisfaction as an
outcome, volunteering at an organizational level is limited in this respect. Although altruistic
motives may drive organizations to get involved in voluntary and socially useful activities,
their actions must produce some tangible and business-related results to remain competitive
and keep their stakeholders satisfied. Few employees would want to continue working for a
company with a poor performance record but extensive corporate volunteering programmes.
The same applies to shareholders, who usually support volunteering programmes as long as
they are in line with the company’ s development. We are intentionally avoiding the word
“profit,” as we believe that a mature business understands that its development depends on
the sustainability strategy. Sustainability requires a long-term perspective, the
acknowledgement of the tacit benefits provided by voluntary and socially useful activities,
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and the attitude that not only the shareholders’ interests are important. We believe that
companies which pursue sustainability have more committed employees and educated
consumers who make purchasing decisions based on the quality of the products and services,
thus helping to ereate environmentally and socially healthy communities.

Hence, in this chapter we shall examine the phenomenon of corporate volunteering—its
forms, benefits and barriers—together with some exercises that may help a company to
answer the question of which corporate volunteering programme to start. With this chapter
we also raise a question: besides the benefits that volunteering provides, what are the costs of
corporate volunteering? How can one argue for corporate volunteering as a business case and
a phenomenon promoting human development and social welfare? How can actions aimed at
increasing the public good be maximized?

Corporate volunteering forms

Corporate volunteering (CV), also known as workplace or employee volunteering, corporate

volunteerism, or employee community involvement (Muthuri et al., 2009; Runte et al., 2010)
is the form by which business expresses its social responsibility to the community and acts as
a corporate citizen.

CV can be considered a sub-component of the corporate social responsibility (CSR)
phenomenon (see Figure 1), which is a broad term; for the purpose of simplicity, we here
follow the definition of CSR formulated by the European Commission (2011) as “the
responsibility of enterprises for their impacts on society.” In practice, it takes the form of a
process that integrates social, environmental, ethical, consumer, and human rights concems
into business operations and core strategy, in close collaboration with stakeholders.

Corporate
community
investment

Corporate philanthropy/ Employee/
givmg community

(cash or in-kind donations) involvement

Employee Employee/

giving corporate
(cash or in-kind) volunteering (CV)

Figure 1. Corporate volunteering in the context of CSR (Community Business, 2005)

CSR

7
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Corporate community investment includes ali financial and in-kind contributions by the
company together with employee community involvement, where the latter is divided into
two groups: (1) employee (or corporate) volunteering—the contribution of empioyees’ time
and skills in the community with their company’ s encouragement and support, and (2)
financial andlor in-kind contributions by empioyees.

CV goes beyond corporate philanthropy and giving, attempting to improve a given society’s
or community’s sociai andlor environmentai conditions by making the best use ofempioyees’
skiils and knowledge while meeting business objectives.

Different forms of CV may he found in practice, and each of them not oniy poses different
opportunities for deveioping employee skiils, but requires different leveis of invoivement,
competence and support from the company. According to Busseli and Forbes (2008), CV can
he divided into two major types: released and own-time voiunteering. As the tities suggest,
reieased voiunteering means that a company pays an employee for working hours spent in the
voluntary or community sector, whiie own-time volunteering describes a business practice
wherein the company encourages its staff to engage in volunteering outside their paid work.

Another type of categorisation of CV is by the content of volunteering. The most popular
form by content is the team challenge or one-day project, when employees are given the day
offto accomplish a particular task (e.g., to clean the environment in a social initiative). Other
examples of CV activities include: mentoring and coaching (one-on-one relationships are set
up between a company’s employees and individuals in the conimunity), individual
volunteering, pro bono (staff donate free or discounted professional services and skiils to
non-profit, non-governmental or otherwise voiuntary organisations), secondrnents (employees
work at a community organisation for an agreed-upon period of time), etc. Empioyees may
also volunteer to act as trustees or board members of charitable organizations, financial funds
or non-profit organizations, contributing to the professionalization of their management and
ensuring better accountability to donors, etc. Figure 2 depicts the most common forms of CV.

CV is often reaiized through the formation of partiierships with non-profits——these are calied
social coilaborations, social ailiances or sociai partnerships in the reiated iiterature (Eweje
and Palakshappa, 2009). They may prompt social innovations which benefit both the business
and the conimunity it operates in.

Figure 2. Forms of corporate volunteering (Community Business, 2005)
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Benefits of CV

CV, if properly structured, can have significant benefits for ali parties involved—the
business, its employees, and the community (Alien Consuiting Groups, 2007). Based on the
design, CV can be strategicaily oriented or employee-led. The former often reflects
organizational concern for the community based on instrumental needs (e.g., reputation
buiiding, cause-related marketing, or social investments for market development), while the
latter focuses on enabling and empowering employees by promoting their individual values,
giving them a sense of meaningful work and life in general. In this way, business can
contribute to human development, considering present and future generations as welI as
increasing the public good.

Consequently, the benefits of volunteering for companies involve human resources beneflts
(complementing existing recruitment, traimng and development), bottom-line benefits
(including enhanced corporate image, reputation and consumer loyalty), and indirect
community benefits (complementing existing corporate community investment initiatives)
(Peterson, 2004).

CV initiatives are one of the most effective forms of corporate community involvement, one
which creates multipie benefits for the community; this can have several meanings in terms of
corporate volunteering: the individual beneficiary, the non-profit organisation hosting the
volunteers, or the community and the society at large. Although personal motivation to
volunteer is extremely important and is the driving force of corporate volunteering, benefits
derived directly from this activity reinforce the willingness of individuals to continue
volunteering and participate on a regular basis by providing a continuous source of
satisfaction and fulfiiment (see Table 3 for benefits).

Theoreticaliy, business gains from CV could be examined from the viewpoint of theories that
can be categorized under an instnimental approach, e.g., the resource-based theory of the firm
and of competitive advantages, while employee and community gains couid he explicated by
ethical theories (e.g., normative stakehoider theory, utilitarianism or deontology) or the
poiitical theory of corporate citizenship—see a discussion of CSR-related theories in Garriga
and Mele (2004), and cf. Matten and Crane (2005). However, the boundaries of business and
humanistic values as outcomes of CV or CSR are not always elear. For example, the
increased social and human capital—as weii as trust between the conimunity and the
company—caused by CV practices may contribute to a convergence between universal
human rights (as promoted by Immanuel Kant’s Categorical Imperative) and business
benefits, as postulated by the resource-based theory of the firm (an instrumental approach),
thus opening theoretical horizons.

lii practical terms, it is crucial to understand both the motivation and the positive and negative
drivers behind CV activities in order to properly manage them to ensure the best results.
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Barriers to CV

Despite the business advantages and benefits that stem from CV activities, barriers should
also be explored, in order to draw conclusions on how to remove them beforehand and
organise corporate volunteering activities more effectively.

Some of the most common barriers to the involved stakeholders are provided below:
- To the employees: A lack of information on where and how to volunteer, a lack of time or

willingness to volunteer on one’s own or on one’s own time, ignorance of the
opportunities or a perceived lack of suitable opportunities and forms, a feeling that one
cannot make a difference, an unwillingness to get involved unless asked, a lack of support
and recognition from the employer, emotional discomfort, job demands that interfere with
one’s commitment to volunteer, a perceived lack of leadership in the non-profit, a lack of
managerial support, etc.

- To the company: The high perceived cost of running corporate volunteering programs, a
lack of understanding of the benefits, a lack of recognition and mistrust in society, a lack
of strong partners and infrastructure, the perception that CV is oniy for large corporations
and not for small companies, a lack of understanding of how to incorporate CV into the
company’ s strategy, the perception that cash donations are enough, etc.

- To the community: a lack of skills or human or financial resources in non-profit
organisations, weak outside infrastructure (volunteer centres, agencies and partners that
might facilitate CV), the (mis)use of volunteers for unfulfihling everyday tasks, etc.

The clash of organisational cultures between the corporate and non-profit “worlds” might
hinder the dialogue between the partners on both sides, preventing them from cooperating.
Similarly, their different understandings of the objectives of a particular programme or
project, differences in skills and experience, motivation and dedicated time may also play a
role.

There are also some problems associated with the forms chosen for corporate volunteering
programs. The common requirement that corporate volunteering be done m teams to
encourage team-building can diminish involvement in a program, e.g., when a non-profit is
unable to accommodate large groups of volunteers. One-day volunteering opportunities may
help to boost employee morale; however, some non-profits report that they would prefer
longer-term commitments or the transfer of expertise by a smaller number of highly skilled
employees.

However, companies can raise participation in volunteering activities if they take an active
role in encouraging their employees and choose effective ways to do so. Some of the ways to
overcome the discussed barriers to CV are given in Table 3.
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O Taps into corporate
resources.

ilarnesses new skills,
knowledge and ellergy.

O Gain.s fresh perspectives.
Inroves its

understanding of and links 10
the business sector.

O Raises its profile.

O Lacks skills and huinan or
financial resources jo the non
profit organisations.
O Has weak ouide
infrastructure (volunteer
centres, agencies and partners
that could faciljtate CV).
O Misuses volunteers for
ordinary, unfulfilhing tasks,

THE COMPANY

O Improves efflployee loyalty, inorale andlor work—life balanee,
O Deepens eniployee coinnutment and teain spit.

Develops skills.
O Changes einployee aitudes,
O Iniproves recruitnient and retention.
O Enhanees creativity and innovation.
O Ifflproves its public image.
O Enhanees business opportunities.
O Adds credit to the ‘rust bank,”
O Enhances the conimi.uiication ofvalues,

O Perceives rorporate vo1unteeng prograins as costly to run.
O Lacks understanding of the benefits,
O Lacks recognifion and ruistrus the society.
O Lacks song partners and infiastructure,
O Perceives rorporate vo1unteeng as niore suitabte for large
corporations than sinail conipanies.
O Lacks understanding of how to irirorporate crporate
vounteeng into the colnpany’s sfrategy.
O Perceives cash donatioos as enough ofa eontribution.

O Lack inanagea1 support.

Provide clear and constant coin,nunicarton,
O Show top inanageineni connnihnent,
O Incentivize and recognizeparticipation.
O Assign responsiblepeople.
O Create volunteer opportunifies and provide rnaximurn support.
O Offerskills-based volunteering.

Runacariipaign.
Systeinartze requestsfor volunteers,

O Prepare etnployeesfor volunteering andprovide on-going suppori.
O Engage etnployees and cotninunity nieinbers in designing CVprogratns.
O Foster strong relahonships between the volunteers and the hosng organisation.
O !vfeasure and report input and iinpact.
O Providepaid tbne and cash donations,

E4aoYEEs
Benefits and barers of corporate volunteering to einployees, coininunity and company

Table 3,

O Acque new and ansferabIe skills while enhancing existing skills,
O Are able to niake a diiferenee to soniething they eire about,
O Enhance how they feel about themseh’es and their employer.
0 Add vaiety and new diinensioos 10 their work and lives,
0 Meet and work with people from diifereot departinen.

z • Deepen thefr undetanding of colninunity issues,
o Gain fresh perspectives.
O Find safisfaction and fulfihnent,
‘ Expeence benefi to thefr physieal, psychological, einotional and!or
mental health,

Lack inforination on where and how to volunteer,
O Lack the time or preferenee to volunteer on the own or on thefr own time.
O Me ignorant of opportunities or perreive a Iack of suitable opportunities and

r forins.
O Feel that they caiinot make a difference,
O Me unwilliuig to get involved unleos asked,
O Lack eniployer support and recognition.
O Feel emofional discoinfort,
O Havejob deniands Ihat interfere with their conunitinents to volunteer,
O Perceive a lack of leadership in the non-profit.

zc
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Swedbank
CASE 5. Developing a corporate volunteering programme 111

Swedbank in Lithuania

Background of the case study

Swedbank was chosen as the organisation for the case study due to several reasons. First, the bank
meets the criteria for a frontrunner in terms of corporate social responsibility: it is a large company
in terms of Lithuania, a signatory of the UN Giobal Compact initiative, a subsidiary of an
international bank group with an existing CSR policy, international reporting and dedicated
workforce twice acknowledged by the Socially Responsible Company Award. The first author of
this chapter and the case has been an employee of the bank for over 10 years and her interest in
corporate volunteering as a corporate sustainability manager contributed to creation ofthis case.

Some facts about the bank

With almost 2,000 employees and the widest branch networks in Lithuania, Swedbank is one of the
largest banks in the country. It plays a significant role in the financial, economic and social
development of the country. The Lithuanian subsidiary is a part of the Swedbank Group, a financial
institution with approximately 20,000 employees operating in Sweden, the Baltic countries,
Ukraine, and many other countries worldwide.

F

Source: http://www.swedbank.rulenlswedbanklabout swedbank group 1/

/

t

The Swedbank Group has declared that it seeks to achieve sustainable growth without
compromising its rigorous social and environmental standards. The sustainability of the group’s
operations is assessed on an on-going basis and reported annually.
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Swedbank’s mission statement envisions the bank acting as a positive force in society. It is
therefore natural that the Group is involved in various community projects, both local and across
borders. While the projects differ in purpose, extent and geography, the goal remains the same—to
be a good corporate citizen, strengthening society and its individual members.

However, there are no struetured international or local corporate volunteering programmes available
to the employees of Swedbank in Lithuania, nor do they appear to be present in Sweden or any
other countries. There have been no attempts so far to study the subject of corporate volunteering or
to distinguish its possible benefits for either the organisation, its employees or the local
communities.

Corporate volunteering programmes in the bank

The only volunteering opportunities offered to the bank’s employees so far have been one-day
teambuilding events, such as “Green City”—an annual project begun in 2005 that aims to plant as
many trees as there are empioyees in Swedbank in Lithuania each year—or offers to get invoived in
projects organised by the bank’s sociai partners or other cornmunity organisations (universities,
charities, etc.). There also exist some employee-ied initiatives, i.e., to visit and provide in-kind
donations to orphanages during the Christmas season. Employees are encouraged to become blood
donors, to collect and donate food to the Food Bank, etc. Some ad-hoc initiatives have been
organised during the bank’s corporate empioyee events (such as building nest boxes for birds).

There were, however, some new developments in 2009, when the bank embarked on several
business proj ects of a new quaiity: the bank’ s employees were invited to teach senior citizens to use
the Internet in regional iibraries or to give educational lectures to future students explaining the pros
and cons of student loans. These projects revealed that the bank’s employees were eager to
participate and the projects were evaiuated as very successfui. Expecting to gain 50% of the student
loan market, the bank eventually increased its market share to 70%, as the marketing campaign was
extremely weil received by young people. Its socially responsibie educational orientation and
avoidance of pressure to “buy” appealed to young people, who are particularly sensitive to social
issues and will most probably transform customer loyalty and employee recruitment and retention
trends in the years to come.

It is very important to notice a new trend emerging in the bank—a proactive approach to preventing
possible future probiems with ciients by taking immediate actions with long-term effects. The
student loan business case is a good illustration of this approach. The decision to embark on the
educational campaign was made only afier a thorough analysis of data from Sweden, where several
decades ago many people with bad credit histories due to student loans had trouble borrowing
money from banks.

Yet another business project might provide the strongest piatform for skills-based voiunteering
opportunities. It is a financial iiteracy educational programme for ail residents of Swedbank Group
home markets. Led by the Institute of Private Finances established by Swedbank Group in ali Baitic
countries, this project has already taken several forms in Lithuania: an Intemet site about managing
personal finanees (www.manofinansai.lt), a dedicated private finance spokesperson at the bank, and
a consultant to a TV show on managing personal finances sponsored by the bank. Plans have been
made to develop this project further, and the bank expects its employees to benefit from the
opportunities to give public speeches, consult with communities on managing personal finances,
and so forth.
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A peli carried out in January 2009 revealed that the following areas wouid be the most popular
among Swedbank employees for voiunteering activities: anti-bullying in schools, healthcare, the
environment, youth education, and financial literacy. Out of 900 respondents who participated in
the poii (30% of ali employees), only 4% expressed unwillingness to participate in any voluntary
activities. The bank has therefore taken the strategic decision to narrow its focus and enhance its
social initiatives towards youth, financial education and entrepreneurship.

In 2011, encouraged by pnor projects and its empioyees’ enthusiasm, Swedbank initiated the “Who
needs it?!” proj ect together with the telecommunications company Omnitel (a member of the
TeliaSonera group). This project focuses on matchmaking between high schools (both pupiis and
teachers) and businesses, to motivate young people to think about and pian for their future
occupations or professions. Teachers can request guest teachers for various class topics from a wide
range of professions, occupations, and jobs; these guests may then suggest classroom activities to
the teacher. Business people can also propose projects which they would be able to carry out with
schools. Finally, the pupiis themselves can announce in which kind of workplace they would like to
“shadow” an employee (i.e., follow a professional throughout one working day, receiving some
coaching or advice), and business people can offer this possibility. The project is meant to become a
platform for corporate volunteering in the future, completing the attempts to establish a system of
cv.

Concluding remarks

It is apparent that Swedbank is providing a powerful and positive environment in terms of the
further development of corporate volunteering; however, the bank executives and employees should
be more aware of the possible benefits of structured CV activities aiigned with the corporate
strategy, empioyee competences and interests, and community needs. This wouid help to encourage
CV in the bank.

Understanding the multiple benefits of CV (as well as its possible pitfails) and equipped with
efficient toois for encouraging corporate voiunteering among its employees, the bank would be abie
to tap into unlimited resources for building a solid brand, strengthening its reputation, raising
consumer loyalty, fostering employee satisfaction, loyalty and morale, and developing training and
skilis. Ample exampies abroad show that corporate volunteering can serve as a valuabie tool in
reaching such goals.

Required reading

Garriga, E. and Mele, D. (2004). Corporate Social Responsibility Theories: Mapping the Territory.
Journal ofBusiness Ethics, 53: 5 1—71.

Muthuri, J., Matten, D. and Moon, J. (2009). Empioyee Volunteering and Social Capital:
Contributions to Corporate Social Responsibility. British Journal ofManagement, 20: 75-89.

Jarvis, C. and Parker, A. (2011). The Business Benefits of Corporate Volunteering. Briefmg July
2011 by Realized Worth. Toronto. Accessed at:
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Recommended reading

Conimunity Business (2005). Employee Volunteering: The Guide. Accessed at:

<http://www.communitybusiness.org/images/cb/pub1ications/20O5/EVguideEn.pdf

General questions

1. What is your country’s score in the volunteering survey? How can it be explained? How
can volunteering contribute to sustainable deveiopment? What are the usual motives
for volunteering in your society? Are they altruistic or egotistic, internally or externally
driven?

2. In groups, draft a concept map of CV from the perspective of the four conceptual
approaches to CSR (instrumental, political, integrative and ethical) as explicated by
Garriga and Mele (2004). How do the business benefits described by Jarvis and Parker
(2011) fali into these four categories?

3. Draft a conceptual roadmap that organizations should follow to increase their sociai
capitai through corporate volunteering programmes, based on the ideas in Muthuri et
al. (2009). Explain the role of trust in this roadmap.

Case-specific questions

1. Based on the available CV activities and considering the bank’s stakeholders,
develop a structured and strategically aiigned CV activity pian for the bank. List the
ways that corporate volunteering among the bank’s employees could be encouraged,
considering particuiar stakeholders.

2. Considering the bank’s context, provide ethical and business arguments for
developing a systematic CV programme.

3. List the direct and indirect costs associated with your proposed CV programme. How
can the programme create added value to the bank?
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