REAL ESTATE ETHICS
An experienced real estate professional discusses why it isimportant
to teach ethics in business school.
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In the early 1970s | was given the responsbility for Morgan Stanley’ sred estate unit, which
was pioneering red estate investment banking. At thetime | was 35 years-old, and was about
to embark on what turned out to be an amazing learning experience. As my colleagues and |
struggled to build a new business we |ooked forward to the time when we would al be
successful. Many of the folks who worked with me became mgor playersin the field of red
edate finance. But in reviewing that period, dmost thirty years ago, the red enjoyment and
satisfaction came as much from the struggle as from the success.

Throughout that phase of my career | was concerned with the bottom line, efficiency,
sarving client needs, thwarting competition, deding, negotiating, and pushing the limits. My saff
had to have the same concerns. They needed the freedom to push themselves to the edge, but
not be so devious that they could not command the respect of their colleagues and clients.
During this period Morgan Stanley evolved from a drictly client-reaionship firmto a
transactiond firm, growing from 140 individuas when | joined in 1962 to 7,500 when | retired
in 1990. A premium was placed on people who could perform for both relationship and
transactiond clients, aswdl as run abusiness unit. Upon reflection it is clear that it ismuch
eader to do deds than to build a business, and many employees could not make this trangtion.

In fact, asfinancid indtitutions were deregulated in the 1970s, severd hundred firms were
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acquired by others or went out of business, as they could not adjust to the rapidly changing
environment.

| learned quickly that my decisions about bonuses and promotions, aswell as
terminations, had an immense impact on the organization in terms of both communicating and
generating the type of behavior that is rewarded or punished. So did choices about which clients
to accept or rgject. It became obviousthat if | expected my people to take risks, they must be
supported by the organization, that is--me. | needed to be concerned with issues such as how to
st the limits of behavior, how to engender successful but “good” behavior, and how to
encourage risk taking without going “over theline.” | redized that aleader creates a context, for
good or ill.

Perhaps the most difficult decision aleader can take isto bresk and change the
covenants which have woven together an organization. Such covenants are both explicit and
implicit. A good leader learns what the covenants are and leads by resonating with them, not by
manipulating them. There are times when the system of covenants must be changed in order for
the enterprise to survive. An example is Hewlett Packard, which was once a purdly scientific
indrument company, with a policy of no lay-offs and no debt. The trangtion to a computer
company brought wrenching changes to the ingrained Hewlett Packard culture. At one point it
was highly questionable whether such changes could even be made. The find solution wasto
Spin off the scientific ingrument company in a public offering.

| retired from Morgan Stanley about ten years ago, and now teach business ethics at the
graduate level in business schools. For the past nine years | have taught a Six-hour business

ethicsmodule in the Magters in Red Estate Development program at the University of Southern



Cdifornia In my class| do not try to tell the students what to do, or give them the “right”
answvers. Rather | try to help them acquire the sense of mora awareness to make ethics an
ingdtinctive input when undertaking business decisons. An ethicad leader must have the ability at
an early stage to discern ethica issues when others may not, the slf -confidence to seek out
different points of view, and the tough- mindedness to make decisons in the seemingly chaotic

mix of paradox and ambiguity.

ETHICAL SYSTEMS

| divide my classinto three parts. First, we discuss ethical terminology in the context of a case
on indder trading. Second, we congder an actud ethicd dilemma (based on my own
experience). Third, we discuss students assgnments that document their own ethical stories.
In order to discuss ethicsit is necessary to have acommon language thet is neither
arcane nor doctrinaire. In the context of a case on ingder trading, for example, we discuss
normative ethics. Society has firm views on what is gppropriate behavior, including such
meatters as expressing our sexudlity, dress, gender roles, and attitudes toward race, aswell as
business issues such as price fixing, ingder trading and anti-trust. The trouble isthat society
frequently changesits mind about such matters. Asred estate is more often owned by public
companies, red estate practitioners have become bound by different rules than thirty years ago.
While competitive practices that would have been unthinkable, such as busting-up dedls or
violating auction proceedings, are tolerated by public companies, there is much less tolerance

for ingder-trading, blatant bribery, and bid-rigging. Further, overt family favoritism plays



differently in a public company than in afamily-owned firm. As aresult, the "easy" ethicd cdls

of the past look serioudy flawed today. This has serious ramifications. If oneis exposed on the
edge of the risk profile when society changes it mind about what may be appropriate behavior,
one may find themsalves in serious professond jeopardy and perhaps even jall.

The class discusses the difference between a rules-based approach to ethics and an
approach emphasizing consegquences. Enterprises based on trust require fewer rules and
regulations, and fewer bureaucratic enforcers. Therefore, they are more efficient, attract a better
class of co-worker and are more fun to work in. The problem is, being humans, we respond to
both virtue and sanctions. Even the best trust-based environments need to make use of rewards
and punishments.

We dso examine ethicd systems based on religious faith. Usng Dantés “Divine
Comedy,” we discuss: 1) the surface story line, where we each spend most of our lives, 2) the
dlegorica leve, where we use our favorite stories and heroes to make meanings out of our
experience; 3) the mora leve, the mores of society, the limits of behavior which society
conventiondly alows from time and time; and 4) the ethical leve, the deep, the spiritud, the
religious, where we make our intuitive meanings. A sysem of law, or mordity, which is not
rooted in the deep ethicd leve isrudderless and cast adrift. The issue then becomes, in amuilti-
culturd, plurdidtic, vaue-free globa economy, whose religion do we use?

For Chrigtians, agood place to start is the Great Commandment to love God with dl
your heart and soul and mind and spirit; and the grest corollary, to love your neighbor as
yoursdf. This occurs five times in the New Testament. Interestingly, it also occurs twice in the

Hebrew Bible and at least once in the Koran. So it is one of the great explicit societal organizing



principds of three of the world's greet religions. | would posit thet it isimplicit in eech of the
other greeat religions as well. All the mgor rdligions advise us to focus on others rather than on
oursalves. Thisisthe beginning of dl ethical behavior.

Peter Drucker, the sage of business management, describes the leader of the future as
someone who believesin himsdlf, has a genuine love of people, and feds atranscendent passion
for the mission of the enterprise. To me, this secular description resonates perfectly with the
Great Commandment and its corollary. Drucker goes on to state that aleader for the future
must have the emotiond strength to manage anxiety and change. Each of the world' s great
religions likewise focuses on creeting centeredness, a sense of inner calm and peace, a sense of
knowing who you are.

The chief difference between a profession and ajob isthat a professon has ethicd
underpinnings. A profession denotes an unbiased service or value cregtion for the other, and not
only persond aggrandizement. An occupation that has asits culturd norm the practice of sdf-
dedling, for example, is not by this definition a professon. There are many individuas and
organizations attempting to work out agloba ethic as the underpinning of the emerging globa
economy. To the extent that the globa economy istriggered at present primarily by Western
practices, it implicitly passes on the Judeo- Christian preconceptions, which undergird Western
culturd patterns. To betruly universal, however, such aglobd ethicd system must incorporate
a0 core bdiefs from the Mudim, Buddhigt, Confucian, Hindu, Sufi and other religions of the
world. One who chooses to do businessin aMudim or Hindu culture without attempting to

understand the ethicd belief system is unlikely to succeed.



AN ETHICAL DILEMMA

My own ethicd gory involves a serious Stuation that took arandom group of individuas
completely by surprise. It occurred during a 1982 sabbaticd, trekking though the Himdayasin
Nepal. Our group was about thirty days out, about to traverse an 18,000-foot pass over the
Annapurna Range. We were thrown together with three other climbing groups of differing skills,
cultural backgrounds, and ages. My sole Western companion and | were deep-deprived. | had
as0 experienced athirty-pound weight loss, and | was concerned about dtitude sickness, which
| had suffered on a previous Himaayan journey. Nevertheless, we had to cross the passif we
wanted to finish our trek.

Suddenly we encountered a sadhu or pilgrim. He was carrying no belongings, wore
only athin cotton robe, and appeared to be dying. He may even have come to this pass to
enjoy a perfect degth. The climbers were taken by surprise. Since we were days from any
settlement, rescuing him was far beyond our cgpacity. We agonized over the Stuation, its
solution, and the problems of the group. Some did not see an ethicd choice--the group of
Japanese had the necessary resources to help the pilgrim but refused to get involved. The
gtuation was too complex for one person, or even two or three, to resolve. Our own lives were
at risk as well--how much were we willing to sacrifice for this stranger? To take effective action,
we would have to act as a cohesive group, agreeing on common goas and vaues The difficulty
was that without an underlying core of previoudy agreed upon vaues, it wasimpossble to
coalesce the group around the emergency. | have dways suspected that we would have reacted

differently if it were our mother rather than a stranger we encountered, as we have a set of basic



precepts on how to ded with family. Findly, we left the sadhu with clothing, food, and drink,
and moved on. We never found out what happened to him.

The story adways provokes vigorous debate among my students. The point isthat if a
common sense of values has not been discussed and articulated before an ethical issue intrudes
unexpectedly, it istoo late. The Stuation dso contains e ements of multi-culture, and issues of

religion, gender and race.

ISSUES

The students have generadly had prior business experience in the red estate field, with brokers,
deveopers, congtruction firms, architects, and bankers. | ask them to describe an ethica
problem or Stuation which they have actudly encountered in what was typicdly their first job
gtudtion in red estate. Theissues, which their stories have raised over the past nine years, fit
into afairly congstent pattern.

Hard Bargaining vs. Lying. When does one go over the line? When does sdif-
promotion become overdating one's qudifications? At what point do we cease taking on new
busnessif we are not adequately staffed or trained? When does "puffing” projections become
an outright lie? Is it contextud? Does the leve of sophigtication of your counter-party make any
difference? Are there circumstances where it isnot OK to bluff? Networking vs.
Soying. When isit OK to pose as a potentid red estate buyer to gain competitive information,
and when isit offengve, i.e. lying? Cheating, Lying, Falsifying Data. It

is disturbing how often obvioudy improper requests are made by superiorsto entry leve



professona employeesin the red estate busness. Students report being asked to fasfy data,
participate in kick-back schemes, approve substandard work, and smilar unethica activities.

Whistle Blowing, Turning in a Friend. In my experience, thisis abigger issue for
younger folksthan for older folks, Sinceit is easer for anew employee to develop a persona
relationship than to acquire a deep-seeated loyalty to the enterprise. A significant number of
students report being uncomfortable with their peers and superiors unethicd and even illegd
business behavior. However, it is dways easier not to rock the boat.

Confronting Issues. When to go to the boss. If you go to the boss every week with a
problem, you are in the wrong profession. If you never go, you are in the wrong company. Over
time, we accept group norms that would have worried us when we were new to the job. Bad
practices are invidious, Snce they can grow on us incrementaly. Although many of us must
compromise our vaue systems, from time to time, in order to get the job done, an ethica person
isaware of doing this and does not become hardened. Such an individud retains a capacity for
dedling with the redlly important issues when they arise.

Dealing with Improper Requests Disobeying “bad” rules. In whose judgment are the
rules“bad’? It is best to have an open atmosphere where such issues can be brought into the
open and, perhaps, properly explained.

Achieving Closure. Where does my respongbility as an ethical person end?

Periodicaly | am asked to address the advisory board at USC, each of whom isan
experienced and successful real edtate practitioner. | summarize the ethicd stories of my
gudents for them and then inform them that they are presenting such afaceto firg-time

employees. In many cases, bad practices are buried deep, hidden, in an organization, and the



senior leaders are Imply unaware of them. In other cases, bad practices permesate the day to
day operations of the organization. In my experience, thair reaction is generdly one of denid:

these abuses may occur in other companies, but not in their firm.

CONCLUSION

Oneismore likely to come up with the “correct” ethical answer if one broadly defines the group
of affected parties. The deeper the list of stakeholders whose interests are a matter of concern,
the better chance you will make the right decision. Back when Warren Buffet was the richest
private citizen in the world, he was interviewed by Forbes. Buffet sated that in his 50-year
business career there had been only about twenty key, strategic decisions. Now, if we gpply this
in ethicd terms, it suggeststhat if you never encounter an ethicd dilemma during your entire
career, you are probably not calibrated properly from an ethica point of view. Conversdly, if
you face an ethica criss more often than perhaps every two years, you are probably not
properly cdibrated ethicaly for that job either. We cannot quit our jobs every six months. So
the issue is when do we stop trading off? Where do we take our stand?

When we consder whether or not thisis the time to take our stand, it is very important
to have a peer group with whom we can discuss the issue. If such a person or group exists at
your place of work, you are most fortunate. An open environment which tolerates questioning
and ambiguity isatreasure. If not, your peer group must come from elsewhere: friends, family, a
loved one, your church, and the like. It is very difficult and probably unwise to go this road

done. In asociety that exats winners, ethics can be what you are willing to lose for. Taking an



ethica stand defines who you are. The more comfortable you are with who you are, the better
chance you can match up with Drucker’ s requirements for the leaders of the future.

The determination of ethical behavior is adeeply centered and persona aspect of one's
life. My attempt is to encourage them to become ethicdly fit, to obey the unenforceable, to
grapple with the tough issues, to make ethics intuitive. In most cases the red impact of such
consderations will not be known for many years. In my own experience, the way in which one
amost unconscioudy responds to atrue ethicd dilemma can make dl the differencein alife, not
just acareer. Findly, just asin sports or business, practice and exposure makes one better able
to ded with the spontaneous circumstances that arise, so too | believe exposing students to
ethical conflict prepares them to ded with the ethical problems that they will encounter early in

their carears.
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