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Abstract

Orientation: South Africa’s entrepreneurial landscape faces multiple challenges that minimise the growth of established firms. Ethical misconduct is one of the main challenges entrepreneurs encounter in their business activities.

Research purpose: To gain deeper insight into the entrepreneurs’ narratives of the types and management of ethical misconduct when engaging in entrepreneurial activities.

Motivation for the study: Entrepreneurs are central to economic development and alleviating challenges, such as poverty, employment creation and economic inclusion. Therefore, managing challenges that hinder their growth will contribute to the country’s economic development.

Research design, approach and method: This study used narrative qualitative research to gather data on business ethical misconduct types and their management strategies. A sample of 17 established entrepreneurs participated in one-hour semi-structured interviews. Focusing on established entrepreneurs with more than three years in business provided real experiences of ethical misconduct and their management. Thematic narrative analysis was used to analyse the participants’ experiences and develop key themes from the data.

Main findings: The narrative thematic analysis reveals the two types of ethical misconduct as those directly or personally experienced by entrepreneurs and those observed by how other entrepreneurs engage in business with various stakeholders. The type of ethical misconduct (direct experience or observed) leads to specific strategies to manage ethical misconduct. One of the main strategies is the influence of the entrepreneurs’ value system on the organisational responses. Thus, entrepreneurs’ values spill over into organisational strategies, which are selective engagement, organisational value system, organisational policies and technical detection and support used to manage ethical misconduct.

Practical/managerial implications: This study provides an ethical misconduct management framework that entrepreneurs could use in business practice and teaching.

Contribution/value-add: This study contributes to entrepreneurial ethics literature and South African entrepreneurship knowledge development.
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Introduction

South Africa’s entrepreneurship landscape has been labelled laggard relative to other less developed African countries because of its inconsistent performance and low estimated established firm measures (Swartz, Amatucci & Marks 2019). Amongst many challenges contributing to low entrepreneurial activity, entrepreneurs have to deal with ethical challenges (Robinson & Jonker 2017; Van Wyk & Venter 2022). Van Der Walt, Jonck and Sobayeni (2016) indicated a decline in ethical behaviour in the South African business environment. Moreover, the country’s worrying economic state has placed additional liability on employees, influencing their deviant behaviour from the rules, involvement in questionable activities and cutting corners (Van Der Walt et al. 2016). This indicates that external factors could impact internal practices in these companies.

Literature on ethics in entrepreneurship has emphasised three key areas of interest: the benefits of ethical behaviours (Chang & Lu 2019; Schaubroeck, Lam & Peng 2016); the challenges of ethical behaviours (Lin, Ma & Johnson 2016; Mesdaghinia, Rawat & Nadavulakere 2019) and the impact of ethical behaviours on organisational performance (Dey & Steyaert 2016; Lauria & Long 2019; Mai, Zhang & Wang 2019). Despite the increasing focus on ethics, Van Wyk and Venter (2022) argued that business ethics research is still lacking in small enterprises. Mpinganjira et al. (2016) found that the South African corporate sector has mechanisms to enhance its ethical code of conduct. They contended that although studies on ethics focus on the individual, there is a need to assess ethics at the organisational level and evaluate company practices (Mpinganjira et al. 2016), especially in small enterprises (Van Wyk & Venter 2022). As such, this study centres on the interplay between entrepreneurs and their small businesses to address ethical misconduct.

Therefore, this study explores the established entrepreneurs’ narratives of the types and management of ethical misconduct when engaging in business activities. To establish this, this study focused on 17 established (in operation for at least 3 years) entrepreneurs based in South Africa, specifically in the Gauteng province. The prolonged business duration ensured that these entrepreneurs engaged in business activities where their ethical principles were challenged.

This study makes several contributions to the literature on entrepreneurship and business ethics by explaining the four mechanisms that small businesses use to manage ethical misconduct. Firstly, the narratives of entrepreneurs revealed two types of ethical misconduct, one is observed by how others engage in business, and the other is directly or personally experienced by the entrepreneurs, which influenced how their organisations respond. Secondly, the observed ethical misconduct reinforces entrepreneurs’ value systems, while the experienced misconduct leads to active enactment or direct application of entrepreneurs’ values to deal with the misconduct. Thirdly, entrepreneurs’ value systems spill over to influence the organisational response to ethical misconduct. Fourthly, the ethical misconduct management mechanisms applied by small businesses, as influenced by the entrepreneurs’ value systems, include selective engagement of potential employees and partners, organisational value systems, organisational policies and technical detection and support mechanisms. Lastly, the findings of this study build on the extant literature by demonstrating that social learning, entrepreneurs’ identities and moral value spill over effects influence the management of business ethical misconduct.

Literature review

Theoretical underpinning

This study is underpinned by deontological theory, also known as formalism, which focuses on how entrepreneurs make decisions based on rules and principles (Love, Salinas & Rotman 2020). In the context of this study, formalisation implies that entrepreneurs based their entrepreneurial activities on values, rules or principles. Although there are formal rules in place, Crane and Matten (2016) suggested that ethical behaviours not only adhere to conventional moral standards, but also consider what a person with good moral standards would deem appropriate in each situation. Therefore, there are ethical behaviours that are not only a result of rules and principles, but also are individuals’ moral standards. Fryer (2016) suggested that, instead of seeking legitimate solutions to ethical challenges, it is noble for business ethics to engage with people’s perspectives and understand their views. This will enhance the understanding of individuals’ behaviour(s) in business activities.

Entrepreneurial ethical misconduct

Since entrepreneurship focuses on the presence of opportunities and behavioural enactment by entrepreneurs (Shane & Venkataraman 2000) as well as risking and capitalising on opportunities (Hagel 2016), entrepreneurs’ conduct in business activities is, thus, significant (Clarke & Holt 2010). Vallaster et al. (2019) explained that entrepreneurial behaviour implies a set of actions confronting entrepreneurs with circumstances in which decisions usually challenge existing moral standards. It is evident from the literature that morals and ethics play an essential role in how entrepreneurs conduct their businesses (Zhu 2015). In this study, ethics are defined as the intrinsic system and moral principles used to govern entrepreneurs’ behaviour, including conducting their entrepreneurial activities (Crane & Matten 2016; Vallaster et al. 2019).

If ethical principles are compromised, the resulting situation is ethical misconduct. In an organisational context, Brown, Buchholtz and Dunn (2016) perceived misconduct as unethical or corrupt actions; mistakes because of incompetence or neglect of duties and lack of consistency among top, middle and bottom levels. Senadheera (2018) discovered that some ethical misconduct at an organisational level includes tax avoidance, report misconstructions, illicit payments and favours, unreliable guidelines and regulations and strong unethical network influences. This implies that misconduct or unethical behaviour could be intentional or unintentional, requiring it to be managed cautiously and strictly using the existing rules and principles to avoid these potential unintended consequences.

This study centres on ethical misconduct at an organisational level, thus including the entrepreneurial management team and employees. Literature suggests that when the top and middle management are not in sync regarding the expected ethical conduct, it is more likely that the firm will find itself marred with ethical misconduct (Brown et al. 2016). Individuals have difficulties resolving ethical conflicts between ethical frameworks in their personal lives and those they would use in their professional settings (Lauria & Long 2019). A critical challenge that entrepreneurs may encounter is a lack of synergy between different levels of management, making it essential for entrepreneurs to ensure alignment in understanding the company code of conduct. It is also vital for entrepreneurs to understand that individuals have their template of ethical values and principles that may misalign with the company’s requirements, making it necessary to reiterate the code and ensure alignment.

Managing ethical misconduct

There is a distinction in how small and large corporates deal with ethical decisions, dilemmas and misconduct. Small companies have limited tools and resources, such as skills, knowledge and technology, to make decisions; whereas, large corporates have sophisticated decision-making systems (Savur, Provis & Harris 2018; Van Wyk & Venter 2022). Some less costly ethical misconduct preventative measures are behavioural, focusing on having ethical leaders. As such, entrepreneurs can use their values and ethical leadership to reinforce ethics within their organisations (Lingo 2020). Rochford et al. (2017) suggested that ethical leadership is the ability to consider issues from different perspectives, which may be fair and just. In addition, entrepreneurs may balance the differing opinions against each other and encourage consistency in their conduct by reinforcing fairness and justice. By leading a team of different individuals, it is expected that there will be different views and opinions. Literature suggests that the role of an ethical leader is, in a fair manner, to guide these differences in the right direction (Rochford et al. 2017). An essential role of an ethical leader within an entrepreneurial business is influencing followers to buy into the ethical standards, rather than enforcing them (Munro & Thanem 2018).

Some organisations manage ethical misconduct by establishing an ethical climate, the ‘prevailing perceptions of typical organisational practices and procedures that have ethical content’ (Newman et al. 2017:477). To promote an ethical climate, organisations must ensure that their internal structure is strategically organised, with top management creating a clear moral message and setting the ethical tone in the organisation (Warren, Peytcheza & Gaspar 2015) through policies, practices, procedures and technical or operational processes (Robinson & Jonker 2017). The management team is expected to play a role beyond the internal business environment to ensure that they do not indirectly support unethical practices in their supply chain (Clarke & Boersma 2017). Therefore, managers are tasked with checking the ethical behaviour of their existing and potential partners.

Research methodology and design

Research design

The research is underpinned by interpretivism philosophy to explore the under-researched entrepreneurs’ experience of ethical misconduct in an emerging market context. Interpretivism allows entrepreneurs to construct meaning from their experiences of ethical challenges when conducting business activities. The exploratory, inductive approach allows the observation of trends in the data and formulation of themes as contributions to the understanding of the phenomenon under exploration (Saunders, Lewis & Thornhill 2012).

This research followed a narrative qualitative research design to understand the kinds of ethical dilemmas narrated by entrepreneurs and how they manage them. The narrative research helped entrepreneurs to share the story of their ethical misconduct encounters and some of their personal experiences (Clandinin, Cave & Berendonk 2017). In alignment with the study’s design, the unit of analysis was the narratives of the types of ethical misconduct and the management strategies employed by entrepreneurs within their businesses. The narratives centred on developing themes on the types of ethical misconduct experienced by entrepreneurs. Rather than focusing on how entrepreneurs told their stories, the interest was in the key themes that emerged from their stories (Maitlis 2012). Understanding the types of ethical misconduct helped to elucidate the management strategies.

Purposive sampling was used to select the participants. The chosen sampling method helped to identify participants who are in alignment with the theoretical focus of the study. The emphasis was on participants who have experienced ethical misconduct or dilemmas. Moreover, purposive sampling facilitated capturing a wide range of perspectives on ethical misconduct identified by founding entrepreneurs in different industries.

Since the topic of ethical misconduct is perceived as sensitive, the participants were carefully screened. An open invitation was sent to entrepreneurs using personal and professional networks. Some participants were referred by colleagues, but were assessed for fit according to the study’s criteria. To ensure that the participants were entrepreneurial, one of the researchers searched the participants’ online professional profiles and company information. If satisfied with the participants’ entrepreneurial journeys, the researchers formally invited the entrepreneurs to participate in this study via email and telephone. The entrepreneurs were given an option to either proceed with the interview or opt out.

The sampling criteria included entrepreneurs in a formal business for at least 3 years, being the founding or co-founding business members and being based in South Africa. The participants were running businesses in the Johannesburg area of Gauteng, which is considered a city of business and entrepreneurial activities. The focus on the managers provided the real experiences of ethical misconduct and their management.

The sample size was 17 respondents from various industries (see Table 1), with the youngest participant being 30 years old and the oldest being 64. The newest company existed for 2 years and the oldest for 24 years. The smallest workforce included 6 employees, while the largest had 120 employees. Although the sampling size required a minimum of 3 years in operation, one company had a business duration of just 2 years. The entrepreneurial business was part of a larger institution and rebranded as a stand-alone entity. In addition, the new division entrepreneur had significant prior entrepreneurial experience and encountered ethical misconduct challenges. The sample size was beyond the recommended 12 for qualitative research (Guest, Bunce & Johnson 2006) and was deemed adequate for the study.
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Data collection

Prior to data collection, the researchers applied for ethical clearance at the local university. Once ethical clearance approval was obtained, one of the researchers reached out to the participants and led the data collection process. A detailed ethical consideration discussion preceded the interview. The consent letter was read to the participants and later asked for their signatures. The respondents agreed to participate voluntarily and had the right to withdraw at any point during data collection. In addition, they gave consent to have data stored without identifiers and use anonymous quotations when reporting the data. Confidentiality was ensured by storing the interview recordings securely, using anonymous quotations and removing identifiers from the participants’ transcripts. Initially, 19 participants were recruited to participate, but two of them were hesitant to sign the consent letter and, hence, were excluded from the study.

The participants gave consent to record the interview. The face-to-face interviews were recorded using a digital voice recorder, while the online interviews used the meeting platform’s audio recording function. In the absence of any discomfort with the recording process, the process continued. Data were collected through 15 face-to-face and two online semi-structured interviews with the (co)founding executives of the selected companies. The semi-structured interviews allowed the participants to share their stories without being limited by the managerial type of questions. There were no significant differences between the face-to-face and online interviews.

The semi-structured interview guide focused on four sections. Section A explored the participants’ background. Section B centred on broad questions about the entrepreneurs’ value systems (Brown et al. 2016). Since the study tackles a ‘sensitive’ topic, the interview started with broad questions and ended with specific questions as a way of creating rapport. This funnel approach was emphasised by Adhabi and Anozie (2017), who also warned against influencing the responses to fit a preferred point of view. Instead, the researcher had to focus on obtaining the participants’ experiences, perceptions and thoughts.

Once the researcher established a rapport with the participant, the interview proceeded to Section C on ethical misconduct. These questions were developed based on the literature sources, such as Robinson and Jonker (2017) and Warren et al. (2015). The participants were asked to share their general perceptions of ethical misconduct. Again, this made the participants open up and share their experiences without being prompted. Once they were comfortable with the ethical misconduct discussions, the participants were asked to share their personal experiences. The last part of the interview focused on the management of ethical misconduct. At the end of the interview, the participants were allowed to add insight left out during the interview.

Since entrepreneurs were engaged in daily business management activities, the average length of the interview was 37 min, which did not significantly interrupt their schedules. The interview guide had limited and focused questions on the key themes. The entrepreneurs availed themselves to answer the follow-up questions by email or telephone. At the end of each interview, the audio recordings were stored on a cloud service with a password known only to one of the researchers and later saved on the university’s data platform. Once the data collection process was completed, the data were transcribed using the manual listening and typing method and software. All transcripts were quality-controlled and anonymised. The quality control also included translating vernacular phrases mentioned in the interview into English. The cleaned transcripts were stored on the cloud platform and later submitted to the university’s data platform.

Analysis approach

The narrative, thematic analysis method was used to analyse the data. Thematic analysis is a widely used approach that is found to be flexible because of its allowance for multiple ways of data interpretation by focusing on either the entire data set or only one aspect of the phenomenon in depth (Braun & Clarke 2006). Maitlis (2012) mentioned that thematic analysis in narrative design could focus on the themes derived from the data rather than how the story is being told. Firstly, the researchers read the transcripts to familiarise themselves with the data and the entrepreneurs’ stories. Secondly, the critical points from the transcripts were coded to highlight the relevant points. Thirdly, similar code summaries were grouped into categories that revealed the emerging patterns in the data. Fourthly, the researchers reviewed the themes to ensure that they represented the data accurately. Fifthly, the themes were labelled (see Table 2). Lastly, the analysed data were presented and included in the findings section. To ensure quality, the researchers included the participants’ views or quotations in the findings presented. Furthermore, the researchers ensured credibility and transparency of the entire data collection process, coding and findings construction by providing the codes and themes that emerged from the data and showing how the conceptual model was developed (Reynolds et al. 2011).
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Ethical considerations

Ethical clearance to conduct this study was obtained from the Gordon Institute of Business Science.

Findings

This section presents the themes of the study, focusing on the types of ethical misconduct and their management strategies.

Types of ethical misconduct

The first theme presents the entrepreneurs’ narratives of ethical misconduct. From their narratives, two main types of ethical misconduct were developed: observed and experienced.

Theme 1: Observed ethical misconduct

Entrepreneurs are aware of the ethical challenges their peers encounter and perceive that it is widespread in South Africa. These observed ethical misconduct are based on entrepreneurs’ scanning of the business environment. Ethical misconduct observed by entrepreneurs was found to be the sourcing of new work or projects through political connections, unfair processes, not honouring payments and lack of consequences.

Most participants have observed that those with political affiliations or connections benefit from those relationships. A few politically connected entrepreneurs tend to receive more work, as opposed to those who are not. The entrepreneurs observed that other businesses would get contracts for work that is not aligned with their business activities because of their networks. One participant indicated:


‘It is only a few connected people that are going to get business then if you are not connected, but you have got the skills, because of unethical behaviour, you are not able to get opportunities.’ (Participant 10)



Participant 8 explained how he was influenced to join a political party after observing how others with political connections got business. Although the participant got the contracts, he was grateful that it did not work out. This participant’s observation translated into experienced ethical misconduct:


‘I ended up obtaining political membership, just to see if I can get business because the people that are affiliated with politicians are the ones that are getting business. We were not getting any way, but as soon as you start involving these people, doors start opening. But, as I said, the project did not go anywhere.’ (Participant 8)



One consultant entrepreneur mentioned that other entrepreneurs often find themselves hard-pressed on resource constraints, mainly because of their company sizes and a constant need for resources. Entrepreneurs would, at times, not honour specific responsibilities, such as tax payments to protect the company and the employees; however, the act might be viewed as unethical:


‘The business did not pay South African Revenue Service, and word goes around; they do not pay unemployment insurance fund. If they do not pay this, they are just trying to survive; the employees also do not feel valued.’ (Participant 6)



Lastly, there is a view on the lack of enforcement or monitoring by authorities on ethical misconduct, implying a lack of accountability from the officials’ end. One of the participants asserted:


‘As I said, there is a lack of consequences. You see, people commit minor crimes, and they get away with it. And then people think, okay, I can do bigger or more significant offense, then I’ll get away with it.’ (Participant 16)



As such, the lack of consequences promotes unethical behaviours, while discouraging those wanting to do the right thing.

Theme 2: Experienced ethical misconduct

The experienced ethical misconduct that directly impacts entrepreneurs was identified by participants as ranging from employee and customer misconduct to bribery. In addition, it is critical to indicate that some participants were at ease sharing the ethical misconduct they faced in their businesses.

Dishonesty or untruthfulness was the most common challenge many entrepreneurs faced, both internal and external to the business. This behaviour can create mistrust between employees and employers, companies and customers and companies and suppliers. One participant shared how a client behaved unethically by making big decisions that affected the company financially:


‘We had cases where one of our partners or staff went behind our back as the main contractor to talk to the client. And then we had to immediately indicate to them that they have behaved in a very unprofessional, unethical way.’ (Participant 10)



The data show that employees are critical stakeholders in any business, although their conduct can sometimes be questionable, even when they know the code of conduct. Misconduct is based on breaching the rules and regulations in a work context. Participants shared frustration with employees who continue to misbehave, even if discussions on ethics are conducted. One participant shared an incident:


‘It happens to my staff. Sometimes you say these are the dos and don’ts. They are still doing things their way, including stealing from your business and selling things back door. That is how I was affected by unethical work. I cannot do that.’ (Participant 1)



The bribery request practice is one of the complex challenges entrepreneurs experience when sourcing new work to sustain their businesses. The participants mentioned that the officers managing the projects would request bribes for them to approve the projects:


‘Getting work comes to the issue of ethics as well. After submitting your bid for work, you will get those guys calling you now and then saying, ‘I saw your document’. They will be sending you WhatsApp, “Hey, e-wallet [electronic/mobile money] me on this number.”’ (Participant 4)



Requests for bribes extend to requests for favours. The entrepreneurs shared that some suppliers request project approval favours, even though they delivered a substandard service and expect the inspectors to sign off on their projects. Moreover, after awarding the contract, people involved ask that their relatives be hired and, mostly, these relatives are not skilled to do the work. Some officials engage in unethical payment behaviour by withholding payments so that the service providers can pay them to release the funds. Participants also shared that in cases where they have refused bribes, their payments have been delayed.

Ethical misconduct management

The participants indicated that managing ethical misconduct is a complex process. The data showed that the businesses rely on the entrepreneurs’ or founders’ value systems, which influence organisational ethical misconduct management strategies, such as selective engagement, organisational values, organisational policies and technical detection and support mechanisms.

Theme 3: Entrepreneurs’ value system

The participants indicated several values. Honesty was identified as one of their essential personal ethical values that were incorporated into their businesses, particularly honesty among shareholders, and in the interaction with business shareholders and customers:


‘So don’t hide mistakes; when you are a shareholder, you will probably look at the business much better. The honesty part of it is [to be] honest with each other as shareholders but also to be honest with our customer base, not to lie with them, give them the facts. Don’t just tell them something that they want to hear.’ (Participant 2)

‘So, I think given an opportunity, we try to encourage even our client because ethical behaviour affects both the business and also the client … so that we are able to continue and do business in an ethical way.’ (Participant 10)



The participants raised the importance of respect for maintaining healthy internal and external business relationships. They display an attitude of respect beyond their immediate colleagues. The participants insisted that they expect people to be respectful when they are on their premises, irrespective of the individual’s identity. This is supported by Participant 13, who noted that, ‘Respect. I do not care who you are, where you from, what nation you are, you respect everybody’.

Furthermore, the participants reported that integrity is another significant value that drives how they conduct their business activities. Participant 4 highlighted the importance of ‘professional integrity and honesty because that is the backbone of our business’. Entrepreneurs can transfer these value systems into their organisations and abide by them.

Theme 4: Selective engagements

The data showed that, since entrepreneurs constantly engage with multiple stakeholders, being selective or assertive is essential to ensure that the rules are followed. The participants acknowledged that it is vital to stand firm on regulations and not be tempted to compromise, even if the business must let go or withdraw from other engagements. Some participants mentioned that they intentionally do not engage with politicians. For example, a participant revealed:


‘I do not want any other thing: either you come to join me, or you are out. The minute I start dancing to your song, you can switch it off at any time, and you can put the volume up any time and expect me to keep up with you.’ (Participant 1)



Within businesses, the participants indicated that ethical enforcement starts with the hiring process; this way, they can hire people aligned with the businesses’ ethical culture. Some participants further shared that they intentionally do not hire for skill but for the character, citing that it is easier to teach a skill than a behaviour. One of the participants said:


‘When I look at people and work with people, I look for those characteristics whereby I can say take my priceless possession, which is my business, and I can give it to this person, and they will take care of it.’ (Participant 2)



Theme 5: Organisational value system

Entrepreneurs mentioned that the organisational values that drive their businesses include leading by example, employee prioritisation, building a team spirit, accountability, transparency and professionalism. According to the study’s participants, a leader who leads by example seems to get the enforcement right, as employees see it first-hand, as opposed to reading it on paper. Most participants agreed that this is a practical approach Therefore, entrepreneurs should be exemplary leaders. Establishing the organisational value systems also involves soliciting support or ‘buy-in’ from employees and other leaders within the business. Most participants expressed their dislike of the word ‘enforcement’, preferring what they deem a better approach, namely ‘buy-in’ from stakeholders. The participants explained that the buy-in approach is the most effective way to persuade employees to obey the rules, as they are primarily involved in giving input into the rule document. Obtaining input from employees was also found to encourage team building. This is consistent with the insight shared:


‘You must get people to buy into it and, you know, if my value is the same as your value, then it would be effortless to get people to buy into it and to accept it.’ (Participant 16)



Another theme on the values influencing a business’s ethical value system is accountability, where participants shared the importance of delivering as expected. Not only is accountability key among team members, as one participant indicated, but also it is essential for effective and responsible management of company resources. This is illustrated by Participant 11: ‘We try to entrench this notion of being a good steward of resources and exercising frugality so that you do not go outside of our means’.

The results revealed various ways to incorporate ethical standards. Talking openly and honestly about issues and challenges is one of the effective methods entrepreneurs can adopt in their businesses. They further encourage that constant reminder to employees is on the bigger picture of the business. Finally, entrepreneurs encourage professionalism, a vital driver of the value system, as it assists all stakeholders in consistently following acceptable practices, which will help in avoiding ethical misconduct.

Theme 6: Organisational policies

Most of the study’s participants mentioned having policies to manage ethical misconduct. They also emphasised that it can be challenging to have comprehensive policies that address all possible deviations, which is why there is an adoption of a ‘fix-as-we-go’ approach. While entrepreneurs need to have policies in place to enforce conformity, the results revealed that it is also critical for the companies to practise patience with their employees and offer support in the form of training or counselling where necessary. These initiatives are crucial in guiding how entrepreneurs manage ethical misconduct. If one commits ethical misconduct, organisational policies, such as a disciplinary hearing, are applied. Others identified loopholes in their policies that required modification according to the emerging ethical misconduct trends. These results are substantiated by the following statements:


‘I have got the policy statement, and that policy statement is shared with the employees, and we are operating on those bases.’ (Participant 1)



and,


‘We have got the policy, and it always changes, every experience teaches you.’ (Participant 15)



While there are policies to guide employees’ behaviours, there are also guidelines for engaging external stakeholders. In addition, participants mentioned the importance of customer and external stakeholder satisfaction according to their agreements to ensure that they keep returning for the service and avoid unpleasant experiences.

Theme 7: Technical detection and support mechanisms

The last ethical misconduct management element acknowledges that some enforcement processes are tech-enabled, as opposed to the traditional way of sitting and discussing a code of conduct with stakeholders. Participants believe that technical systems are accurate and, therefore, less prone to errors. Furthermore, most of the participants highlighted that it is good to test the process without notifying employees randomly, as this will ensure that employees are not complacent, thinking that the company will wait for complaints. A participant supported these results, sharing:


‘We also do surveys, randomly call the clients to check how it went. Ask random things like, “Did you get water? Are you happy?”. (Participant 5)



Majority of participants highlighted an automated process using biometrics to identify patterns. This will show employees’ behaviour, especially if they have a habit of consistently taking time off for specific periods. Some participants indicated that a performance review system is effective and encourages transparency on what the employer expects from employees. This system also helps with identifying the development needs of the employees:


‘They do get reviewed at every single performance review. So, after a project, you have to review yourself and say how I did on the project itself and then from a technical side as well as a soft skill side.’ (Participant 15)

‘We have a biometric monitor. That helps you a lot if in a month, for instance, you each month, a week after month end, for six days you are not coming to work every month, it must tell you something.’ (Participant 3)



Several aspects were considered in answering the question about entrepreneurs’ interpretations of ethical misconduct and how they manage them. The findings demonstrate that entrepreneurs are aware of the ethical misconduct challenges in their field and have measures to deal with them.

Discussion

Ethical misconduct

The findings of this study demonstrate the two types of ethical misconduct, as observed and directly experienced. The observed ethical misconduct does not directly involve or affect entrepreneurs. Participants expressed awareness of many ethical challenges other entrepreneurs experience, some of which were driven by a lack of law enforcement from institutions and a lack of consequences for those who flout the regulations. The ethical misconduct included political networks and interference in sourcing new business or unfair processes, where officials solicit illegal payments from entrepreneurs to access the jobs. Some participants also indicated that entrepreneurs go as far as affiliating with political parties to access new work opportunities. Although ethically questionable for those who use it, this approach seems to succeed in accessing these jobs. This is consistent with the findings of Brown et al. (2016) that misconduct is associated with corrupt acts, mistakes resulting from incompetence or even neglect of duties.

This study contributes to literature by incorporating social learning theory into understanding how the observed ethical misconduct influences entrepreneurs’ ethical behaviour. According to social learning theory, individuals learn by observing others (Bandura & Walters 1977). They create hypotheses of different types of behaviours that are likely to succeed (Bandura & Walters 1977). Consequently, in this study, some entrepreneurs observed and developed the hypothesis that politically connected people succeed in business. As a result, they also decided to be affiliated with political parties to solicit business. Fortunately, in their case, most of the business activities did not work out. Some entrepreneurs hypothesised that ethical misconduct was costly in the long run, reinforcing their ethical value systems.

This study found that some ethical misconduct are directly experienced, both within and outside the business. Internally, the findings show incidents, such as tax avoidance and employees who steal from the business and are dishonest about their work activities (Brown et al. 2016). Externally, the findings indicate that entrepreneurs have had to deal with dishonest partners, requests for bribes and favours, delayed payments and tax avoidance. Senadheera (2018) also found that some entrepreneurs are exposed to unethical activities, such as tax avoidance and strong network influences. Another contribution from this study is that when entrepreneurs directly experience ethical misconduct (some previously observed), they use their value systems and identities to influence the organisational response strategies. While previous research emphasised the influence of the entrepreneurs’ identity in early business formation (Mmbaga et al. 2020), this study adds to existing literature the notion that the entrepreneurs’ value systems, as part of identity, play a significant role when a business is established or in the later stages of the entrepreneurial process.

Managing the ethical misconduct

Another unexpected finding is the spillover effects of entrepreneurs’ value systems on how the organisations manage ethical misconduct. The results reveal that entrepreneurs or founders have their values, which they believe are critical to their businesses’ success and sustainability. Integrity, honesty and respect were the entrepreneurs’ values that spilled into their businesses. The findings of this study agree with Senadheera (2018) on values including honesty and respect, which are found to influence entrepreneurs’ ethical value systems. Furthermore, Robinson and Jonker (2017) indicated that entrepreneurs’ values are reflected in the businesses’ culture. Then, this study’s argument borrows insight from spillover theory to explain that entrepreneurs’ value systems are part of ethical misconduct management and inform the organisational response strategies. In their study on spillover theory and team dynamics, Chang and Lu (2019) found that leaders with an empowering spirit positively impacted their subordinates’ psychological empowerment and subsequent proactive behaviours. Thus, entrepreneurs’ ethical orientation will influence that of the organisations.

According to Robinson and Jonker (2017), entrepreneurs hire people with similar values. The findings show that since entrepreneurs’ values are intertwined with their organisations’ value systems, they (pre-)manage the ethical misconduct by being selective of whom they engage with in business. This perspective is applied to the hiring of employees and the choice of business partners. Externally, Clarke and Boersma (2017) argued that ethical misconduct could emanate through association, meaning that companies could be accused of unethical practices if they do business with partners who engage in unethical practices. Like Drover, Wood and Fassin (2014), the findings reveal that the entrepreneurs were cautious about partnering with institutions and potential business partners perceived as unethical. Despite entrepreneurs trying to avoid ethical misconduct by screening their stakeholders, they do not always screen properly, resulting in cases of ethical misconduct.

It has been discovered that small businesses have a great challenge of resource constraints, which compromises their processes of curbing ethical challenges (Savur et al. 2018; Van Zyl & Lazenby 1999). This study found that one less costly way to manage ethical misconduct is by establishing organisational values and leading by example. Like other studies, some essential organisational values are transparency, honesty, accountability and professionalism (Robinson & Jonker 2017; Van Wyk & Venter 2022). Most participants highlighted the importance of buy-in from all stakeholders, as they found it to be an effective way to enforce these ethical standards, as opposed to enforcing the rules. Warren et al. (2015) supported this sentiment that buy-in on ethical standards by middle managers is critical as they are strategically positioned in the company to communicate with lower-level employees. Rochford et al. (2017) suggested that involving a team in pertinent discussions encourages the team and would make employees feel valued as part of the company. Such participation could enhance stakeholders’ perceptions of their leaders (Pircher Verdorfer & Peus 2020). Participants agreed with this approach and shared that they involved the team in discussions on moral issues.

Participants also indicated that they use the code of conduct or organisational policies to enforce ethical standards in their businesses and when engaging with external stakeholders. Furthermore, they suggested that awareness and communication of these policies are critical for ensuring that the behaviour is the same in the company. Where possible, organisations provide employee training on ethics. Warren et al. (2015) confirmed that the message sent by senior management to lower-level staff through policies and procedures sets the ethical climate in the organisation. On the contrary, although most participants agree that principles are essential, some do not have these rules formalised and endorsed on paper, citing that they have a manageable number of employees. Therefore, they conduct their businesses on a verbal understanding among employees and management. These findings can be explained by reflecting on the study of Van Wyk and Venter (2022), who argued that:


In SMEs, the practice of business ethics is more informal, with no or few formal policies. It appears to be based on an internal or morally infused drive, with the owner central to it. (pp. 96–97)



Other participants defended this, citing that those employees currently in the business are regarded as partners with a vested interest in the business’s success and formalising these guiding documents is not a priority. However, Lauria and Long (2019) did not fully agree with this approach, as they discovered that there is usually a conflict between personal ethical framework and professional setting ethical standards, suggesting the importance of having a guiding document to avoid such conflicts. Moreover, Bull and Ridley-Duff (2019) argued that entrepreneurs’ interests differ from those who work with them in the organisation, making it necessary to have a guiding document to manage these differences. The lack of such documents may cause employees to struggle with ethics (Van Wyk & Venter 2022).

In addition to organisational policies, this study found that more advanced small businesses had technical mechanisms that helped to manage ethical misconduct. The organisations have quality measurement systems, trackers, biometric monitors and online data collection surveys to ensure that ethical principles are observed. Furthermore, the ethics discussions are incorporated into performance evaluation systems. Robinson and Jonker (2017) found that organisations had various operational mechanisms (e.g. accounting oversight, auditing practices, CCTV and GPS) to enforce ethical behaviours. While technology also provides prevention advantages, some people can bypass the system. Therefore, building strong organisational values and exemplary ethical leadership is critical to managing ethical misconduct.

Empirical model

This study aimed to investigate how entrepreneurs narrated the types and management of ethical misconduct in their businesses. Figure 1, which is this study’s main contribution, shows how entrepreneurs and their business ventures are interrelated in the management of ethical misconduct. Moreover, the diagram shows the two types of ethical misconduct, as observed and directly experienced. The observed ethical misconduct does not directly affect entrepreneurs. Since there is no direct impact on entrepreneurs or their businesses, there is no need to manage the observed misconduct directly or actively. The observation of how other entrepreneurs struggle with ethical challenges reinforces entrepreneurs’ response value systems. Entrepreneurs continue to live by their values, which influence their business response strategies.
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In contrast, experienced ethical misconduct is directly encountered by entrepreneurs within and beyond their businesses. The first-hand experience of the ethical misconduct influences the direct application or enactment of entrepreneurs’ response value systems. The entrepreneurs’ values spill over into organisational response strategies. In response to the misconduct, small businesses can have selective engagement, develop and enact the organisational value systems, implement organisational policies and use technical detection and support measures.

Figure 1 shows that the observed ethical misconduct in the business environment could be directly experienced by entrepreneurs. As such, continuous reinforcement of their value systems might be a strategy to prepare them to deal with the potential ethical misconduct experiences. Lastly, the observed and experienced ethical misconduct indirectly influences the application of management strategies. This indirect influence is because of the integral role played by the entrepreneurs in shaping their organisations’ value systems and other ethical management strategies. While the suggested conceptual model advances the understanding of ethical misconduct types and management in entrepreneurial businesses, it also provides an opportunity for testing using explanatory studies.

Conclusion

This study intended to establish entrepreneurs’ narratives of ethical misconduct types and how they manage them within their businesses. The main contribution of this study, the empirical framework, shows the interrelatedness of the types of ethical misconduct, entrepreneurs’ response value systems and the organisational response strategies. The conceptual model also helps to unpack the kinds of ethical misconduct and how they influence organisations’ response strategies. The key finding is that entrepreneurs’ values (e.g. honesty, integrity and respect) spill over into the organisations, thus influencing the organisational response strategies, such as selective engagement, organisational values, organisational policies and technical detection and support processes. Moreover, this study demonstrated that the type of ethical misconduct will influence entrepreneurs’ value systems. This is aligned with the body of literature showing how entrepreneurs’ identities are intertwined with their business activities. This study also drew from entrepreneurial leadership by showing that the top management team ought to conduct themselves in an exemplary manner. This kind of behaviour encourages employees to act ethically. Their kind of leadership further helps them have ethical and value-based engagements with various external stakeholders, such as partners, suppliers and customers.

This study has implications for entrepreneurs. Firstly, entrepreneurs should be intentional about the values they enforce in their businesses and consistently monitor that they are applied, as these are critical elements to (pre-)managing ethical misconduct in their companies. Secondly, they could find other creative mechanisms to ensure that compliance is not burdensome. Thirdly, entrepreneurs could use the suggested model to make sense of ethical misconduct and their management strategies. Fourthly, training institutions should continue providing business ethics training and support entrepreneurs to develop ethical (mis)conduct management tools. Lastly, the government should strive to provide a conducive business environment to support entrepreneurs and deal with institutional inadequacies.

Limitations

This study has several limitations and suggestions for future research. Firstly, the sample size was small, meaning the findings may not be a fair representation of the entire population. Secondly, the population was broad and not industry specific, which indicates that the industry generalisation is limited. Thirdly, the sample was restrictive and only catered to entrepreneurs with businesses operating for at least 3 years. The shortfall is the missed value of insight from newer and disruptive entrepreneurs. Fourthly, this study focused on the founders, thus excluding employees’ perceptions. Fifthly, most of the study’s participants identified as male, making the findings’ ethical misconduct experience generalisability limited to other gender classifications. Lastly, some of the themes on the effectiveness of the policies and continuous improvement were not included as they were beyond the scope of the study.

Suggestions for future research

There are six suggestions for future research. Firstly, future research can be conducted on a larger sample size of entrepreneurs using quantitative methods. The larger sample size will contribute to the generalisability of the management of ethical misconduct. Secondly, since industries have different game rules, it could be beneficial for the study to be industry specific to determine the unique ethical challenges faced by entrepreneurs. Thirdly, future research could investigate ethical challenges faced by nascent or newly established firms. Fourthly, the study may explore reverse spillover, whereby employees influence entrepreneurs’ and organisations’ value systems and ethical misconduct management strategies. Fifthly, there is an opportunity to explore and compare how the different gender classifications experience and manage ethical misconduct. Lastly, this study provided an empirical model developed using qualitative data. Therefore, there is an opportunity to establish hypotheses and test the suggested conceptual model.
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TABLE 2: Data analysis.
Codes

Categories

Themes

People affiliate with political parties purely for business

Skilled people are not hired if they are not connected

Business processes not followed because of political affiliations

Avoiding paying taxes by entrepreneurs

Lack of monitoring by authorities

Lack of consequences encourages the bad behaviour

Partner going behind the entrepreneur’s back

Partners competing for the same business

Misusing the company’s assets

Stealing and untruthfulness

Authorities require bribes to process payments

Authorities require bribes to give access to opportunities

People asking for favours

Being open and transparent

Maintaining integrity
Refusing to take shortcuts

Treat clients with respect

Treat staff, junior and senior, in a respectful manner

Do what is right

Being disciplined and professional

Adhering to business morality

A good steward of resources

Responsible for own actions

Enforce respect for company rules

Firmness in encouraging ethical behaviour

Not working with unethical clients

Hire personal values than the skill

Look for people who will support the business

Values of honesty, integrity, transparency, and doing the right thing

Consistent in applying ethics

Get buy-in from the employees

Leading by example

Involve employees in ethics promotion activities

Punishing ethical misconduct

Involving external partners to manage ethical misconduct

Introduce policy to address emerging ethical misconduct trends

Continuous policy modification

Create policy awareness

Use technology to deal with unethical behaviour

Track behaviour

Provide employee counselling/support/training

Fixinternally first, then outsource

Use quarterly performance meetings for support

Political affiliations

Lack of accountability

Untruthfulness

Employee misconduct

Bribery

Honesty

Respect

Doing the right things

Accountability

Assertiveness

Hiring the right skill

Ethical values

Employee and leadership-level enforcement

Disciplinary process

Policy development

Tracking mechanisms

Employee support

Observed ethical misconduct

Experienced ethical misconduct

Entrepreneurs’ value system

Selective engagements

Organisational value system

Organisational policies

Technical detection and support
mechanisms
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TABLE 1: List of participants.

Industry Specialty Gender Age Yearfounded ~ Numberofyearsin  Workforce
operation
Participant 1 Building construction Quantity surveyor Male 39 2015 5 8
Participant 2 Manufacturing Control valves Male 54 2018 2 12
Participant 3 Energy Fuel Female 46 2014 6 6
Participant 4 Civil engineering Roads and water supply designs ~ Male 36 2013 7 8
Participant 5 Tourism Transportation Male 40 2010 10 10
Participant 6 Civil engineering Transportation planning Male 40 2003 17 30
Participant 7 Cleaning Cleaning chemicals Male 31 2015 5 8
Participant 8 Information and Information technology security ~ Male 38 2014 6 10
communications technology
Participant 9 Marketing Brand management Male 54 2002 18 15
Participant 10 Property investment Housing investment Male 56 2002 18 25
Participant 11 Textile Clothing and Socks Male 30 2014 6 120
Participant 12 Food production Pie production Male 64 2012 8 15
Participant 13 Food and beverages Restaurant Male 43 2013 7 28
Participant 14 Civil engineering Wastewater works and sewage  Male 37 2016 4 30
Participant 15 Finance Auditing, accounting advisory—  Female 37 2009 1 55
SMEs
Participant 16 Information and Integration services and telecoms Male 55 2000 20 £
communications technology
Participant 17 Beverages Liquor distribution Male 56 1996 24 26

Source: Lingwati, E., 2020, ‘Established entrepreneurs’ value system used to manage ethical dilemmas in the emerging markets’, Masters thesis, Dept. of Business
Administration, Gordon Institute of Business Science.





