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Preface to the 
Sixth Edition

My overarching goal in the sixth edition of this text remains what it was for the first 
edition: “to provide a clear, concise, and reasonably comprehensive introductory 
survey of the ethical choices available to us in business.” This book arose from the 
challenges encountered in my own teaching of business ethics. Over the years I 
have taught business ethics in many settings and with many formats. I sometimes 
relied on an anthology of readings, other times I emphasized case studies. I taught 
business ethics as a lecture course and in a small seminar. Most recently, I taught 
business ethics exclusively to undergraduates in a liberal arts setting. It is difficult 
to imagine another discipline that is as multidisciplinary, taught in as many formats 
and as many contexts, by faculty with as many different backgrounds and with as 
many different aims, as business ethics.

Yet, although the students, format, pedagogy, and teaching goals change, 
the basic philosophical and conceptual structure for the field remains relatively 
 stable. There are a range of stakeholders with whom business interacts: employ-
ees,  customers, suppliers, governments, society. Each of these relationships creates 
ethical responsibilities, and every adult unavoidably will interact with business in 
several of these roles. A course in business ethics, therefore, should ask students 
to examine this range of responsibilities from the perspective of employee, cus-
tomer, and citizen as well as from the perspective of business manager or executive. 
Students should consider such issues in terms of both the type of lives they them-
selves wish to lead and the type of public policy for governing business they are 
willing to support.

My hope was that this book could provide a basic framework for examining the 
range of ethical issues that arise in a business context. With this basic framework 
provided, individual instructors would then be free to develop their courses in vari-
ous ways. I have been grateful to learn that this book is being used in a wide variety 
of settings. Many people have chosen to use it as a supplement to the instructor’s 
own lectures, an anthologized collection of readings, a series of case studies, or 
some combination of all three. Others have chosen to use this text to cover the 
ethics component of another course in such business-related disciplines as man-
agement, marketing, accounting, human resources. The book also has been used 
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to provide coverage of business-related topics in more general courses in applied or 
professional ethics. I take this variety of uses as evidence that the first edition was 
reasonably successful in achieving its goals.

NEW TO THE SIXTH EDITION

The primary goal of this new edition is to update cases with more contemporary 
examples and to continue to revise the text for the sake of clarity and accessibility 
for students. To those ends, readers will note the following major changes for the 
sixth edition:

 • Every chapter begins with a new discussion case. Highlights include new 
cases on such topics as: Social Media and Political Advertising, Digital 
Marketing, Consumer Privacy, Freedom of Expression in the Workplace, 
Sexual Harassment and Gender Identity, Life–Work Balance, Global Climate 
Change, and Obesity and Opioids. The new cases include such well-known 
companies as: Wells Fargo, Facebook, Google, and Volkswagen.

 • Beyond these new case discussions, new coverage has been included on 
 virtue ethics, freedom of expression in the workplace, consumer privacy, 
a duty of national loyalty, the Ruggie Principles, and critical reflections on 
 sustainability.

As always, a new edition provides an opportunity to not only update material, 
but to present it in a more accessible style. It has been gratifying to learn that read-
ers have found the book clearly written and accessible to students unfamiliar with 
the field. In continuing to strive for these goals, I have rewritten some sections, 
deleted some outdated cases and dated material, and worked to improve the clarity 
of the more philosophical sections.

Readers of previous editions will find a familiar format. Each chapter begins 
with a discussion case developed from actual events. The intent of these cases is to 
raise questions and get students thinking and talking about the ethical issues that 
will be introduced in the chapter. The text of each chapter then tries to do three 
things:

 • Identify and explain the ethical issues involved;
 • Direct students to an examination of these issues from the points of view of 

various stakeholders; and
 • Lead students through some initial steps of a philosophical analysis of these 

issues.

The emphasis remains on encouraging student thinking, reasoning, and decision 
making rather than on providing answers or promoting a specific set of conclu-
sions. To this end, a section on ethical decision making at the end of chapter 1 
provides one model for decision making that might prove useful throughout the 
remainder of the text.
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1 C H A P T E R

Why Study Ethics?

L E A R N I N G  O B J E C T I V E S

After reading this chapter, you should be able to:

•	 Identify why the study of ethics is important;

•	 Explain the interdisciplinary nature of business ethics;

•	 Explain the activity of ethical decision making;

•	 Clarify the distinction between ethics and law;

•	 Explain why ethical relativism is unreasonable;

•	 Distinguish between ethics, morality, and social justice;

•	 Apply a decision- making model to a case study.

DISCUSSION CASE: Wells Fargo: Who’s Responsible?

Wells Fargo is one of the world’s largest banking and financial services 
 companies, operating in more than thirty countries with more than one- 

quarter of a million employees and 70 million customers. With roots in the 
mid-nineteenth century, it is also one of the oldest continuing operating financial 
 institutions in the United States.

Wells Fargo has long been known for its business strategy of cross- selling, the 
practice of marketing additional products to existing customers. Traditionally, 
banks and financial services companies saw themselves as professionals who pro-
vided advisory services to clients in much the same way that an attorney or an 
accountant provides professional services to his or her clients. On this model, 
success would be measured in terms of achieving the clients’ interests in manag-
ing risks, return on investment, and so forth. This model, which can be referred 
to as the fiduciary model, aims to align the interests of the firm with the interests 
of the client so that when the client succeeds, the firms succeeds. But many 
banks and financial institutions have moved away from this fiduciary model in 
recent decades to adopt a more transactional, consumerist model in which clients 
are viewed simply as customers to whom the company sells products. Here, the 
firm’s success is measured in terms of how many products are sold and how 
much profit is earned from those sales. Of course, one trade- off of this shift is 
that client and business interests may not always align in that the business can 
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profit whether or not the customer does. Wells Fargo was among the first banks 
to move aggressively in this direction.

Exactly how aggressive Wells Fargo had been in cross- selling became clear in 
September 2016 when the U.S. Consumer Financial Protection Bureau announced 
that Wells Fargo employees had fraudulently opened millions of unauthorized 
credit card and deposit accounts in the name of present customers. Wells Fargo 
admitted to the wrongdoing and agreed to fines of $185 million to state and federal 
authorities. In paying these fines, Wells Fargo admitted to selling products to cus-
tomers who neither knew about nor consented to these actions. The resulting scan-
dal plagues Wells Fargo to this day.

At the time of the announcement, Wells Fargo admitted that between 2011 and 
2016 employees had opened more than 1.5 million fraudulent accounts and more 
than 500,000 unauthorized credit card applications in the names of present cus-
tomers. Further investigations that reviewed activities prior to 2011 discovered that 
more than half a million additional fraudulent online bill- paying accounts had also 
been opened and hundreds of thousands of fraudulent insurance policies were sold 
to unsuspecting customers. As of spring 2018, Wells Fargo had admitted to selling 
more than 3.5 million unauthorized financial products to customers.

The process involved in committing this fraud was reasonably easy. Employees, 
mostly in the type of entry- level positions that recent college graduates might fill, 
had ready access to the information needed for the new accounts: names, addresses, 
social security numbers, and so forth. Applying for and confirming the sale of 
a new product for an existing customer could be done with a few clicks of a mouse. 
Investigations revealed that thousands of employees had taken part in the scheme. 
Over 5,000 employees lost their jobs when the fraud was discovered.

Of course, such widespread fraud could not have gone unnoticed by the man-
agers who had oversight of these employees. It soon became clear that mid- level 
management had actively participated in these activities, including providing 
instructions on how to do it and how to avoid detection by customers. Employees 
were advised on how to forge signatures and create fake PIN numbers. Managers 
instructed employees to use some of their own personal information or fake e- mail 
addresses on the accounts so that the defrauded customers would not receive 
 follow- up information or the new credit and debit cards. It also appears that 
employees who were reluctant to participate, or who attempted to blow the whistle, 
got punished by not only losing their jobs but also receiving negative evaluations 
that effectively prevented them from finding future employment in the banking 
industry. Less directly, but perhaps much more effectively, management partici-
pated in the practice by creating and enforcing demanding sales quotas. Employees 
who missed targets for cross- selling were required to work nights and weekends 
and were denied promotions and salary increases.

Initially, senior Wells Fargo executives, including CEO and Board Chair John 
Stumpf, seemed to claim that the fault rested with “dishonest” individuals who had 
been fired as a result. In testimony to the U.S. Senate Banking Committee, Stumpf 
claimed that: “I do want to make it clear that there was no orchestrated effort, or 
scheme as some have called it, by the company. We never directed or wanted our 
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employees, whom we refer to as team members, to provide products and services to 
customers they did not want or need.” Stumpf explained the widespread nature of 
the fraud as likely resulting from employees talking to each other.

But closer analysis showed a pattern of decisions, behavior, and tone at the 
highest executive levels that contributed to a culture in which such widespread fraud 
flourished. Stumpf himself was known for his mantra, “eight is great,” suggesting a 
target of eight products for each customer in an industry where the average was less 
than half of that. During every quarterly earnings call when the fraud was prevalent, 
Stumpf had touted to investors the ever- increasing levels of record cross- selling. 
 Partially as a result, the value of Stumpf’s own stock ownership increased by more 
than $200 million during the five years that the fraud was prevalent.

There was also evidence that senior executives knew of the fraudulent sales 
well before the practice became public. A 2013 Los Angeles Times article, which 
eventually led to the government investigations that uncovered the fraud, con-
tained allegations of this practice. Wells Fargo’s own training manual contained 
a reminder not to sell products without the explicit consent of customers—a 
reminder that was highlighted and emphasized in a way to suggest that the practice 
was known to occur. Wells Fargo executives also had internal reports showing that 
the steady increase in cross- selling was correlated with a steady increase in accounts 
that were never used by customers.

Further, the entire culture of Wells Fargo seemed designed to encourage 
cheating and discourage honest sales practices. For example, the incentive sys-
tem, ranging from sales targets for hourly workers to executive bonuses, made it 
clear to everyone that aggressive cross- selling was the expectation for all. The 
executive who had direct oversight of the sales division received over $125 million 
when she retired just before the scandal was revealed. (Wells Fargo eventually 
recovered half that amount in a clawback process.) Employees stated that reports 
to an internal ethics hotline were ignored. In response to claims that they failed to 
exercise their oversight function as required by U.S. federal law, board members 
later claimed they were left in the dark, learning about the scandal from the 
media. Like many corporations, the Wells Fargo CEO also served as the chair of 
the board.

Various government agencies were involved in this case. City of Los Angeles 
and California state investigators played a major role is uncovering the fraud. The 
federal Consumer Financial Protection Bureau also worked on the investigations 
and instituted the large fine against Wells Fargo. The U.S. Senate Banking 
 Committee held several hearings in which members very publicly criticized Wells 
Fargo executives and its board. In February 2018, the U.S. Federal Reserve Bank, 
the primary regulator of U.S. banks, imposed strong penalties on the bank and its 
board. In an unprecedented punishment, the Fed restricted Wells Fargo’s future 
growth and required the replacement of several board members for failing their 
oversight duty. But other government actions, including laws that prohibited fraud, 
protecting whistle- blowers, and laws that required ethical compliance and over-
sight by the board, proved ineffective in preventing widespread fraud that went on 
for many years.
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DISCUSSION QUESTIONS

 1. A helpful first step in ethical analysis is to look for harms and benefits. 
What harms were done by this fraud? Can you explain exactly what the 
ethical wrong was? Who, other than consumers, were harmed? Who 
benefited? Did the parties who benefitted deserve the benefit? Were any 
benefits unfair or unethical?

 2. Where would you place primary responsibility for this scandal: individual 
employees who forged customers’ accounts, managers who oversaw those 
employees, senior executives, board members, or the corporation itself?

 3. Sometimes when we assign responsibility, we are looking for someone to 
blame, someone who is at fault. Who do you blame in this case?

 4. Sometimes the question of responsibility is asked so that we can identify the 
cause and, in turn, prevent it from happening again. What recommendations 
would you make to prevent this from happening again?

 5. How do you understand the difference between a fiduciary model and a 
transactional, consumerist model of business– customer relationship? What 
reasons exist for the fiduciary model? Is there an ethical difference between 
the two?

1.1 BUSINESS ETHICS: THE WHAT AND THE WHY

What is business ethics and why should one study it? The short answer is that busi-
ness ethics is an academic discipline that examines ethical issues that arise within 
businesses. But the word “ethics” is commonly used to refer to two different but 
related things. On one hand, ethics refers to the beliefs, values, and principles that 
guide a person’s life and decisions. In this sense, we might speak of the Wells Fargo 
employees as having no ethics, or we might refer to someone else as having high 
ethical standards. This meaning of ethics is sometimes applied not only to individ-
uals but also to organizations or even entire societies, as when we conclude that 
Wells Fargo lacked a strong ethical culture. On the other hand, “ethics” is used to 
identify an academic field that studies the beliefs, values, and principles that do, 
and should, guide both individuals and organizations.

These two meanings of “ethics” are related because, from the earliest days of 
philosophy, the major aim of studying ethical beliefs, values, and principles was to 
try to influence individuals and organizations to become more ethical. A class in 
business ethics should aim not only to help you learn some information about busi-
ness and ethics but it should also aim to help you do ethics and be ethical. That is, 
the goal of business ethics is more than just teaching and learning about the aca-
demic field of ethics. The goal is also to help each of us become more ethical, to 
make more ethically responsible decisions, and to help us create and promote ethi-
cal institutions.

But why do we need a class for this? Don’t we all know right from wrong? Isn’t 
it enough for business to simply obey the law? Consider the Wells Fargo case as 
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an example. Everyone knows that creating fake accounts and fraudulently selling 
products to customers without their consent is wrong and illegal. Why do we need 
a class in ethics to figure that out?

But the world of ethics is more complicated than it might first appear. Some-
times an ethical issue will be as clear- cut as fraudulently opening an unauthorized 
bank account. But sometimes we need to think carefully in order to simply identify 
something as ethically wrong. For example, what, if anything, did Wells Fargo 
board members do that was ethically wrong? A case could be made that the board 
members were completely left in the dark about the fraudulent activities. Many of 
the issues we examine in this book involve situations in which the ethical decision 
and responsibility is not at all obvious. A class in business ethics can help us 
develop the skills needed to identify ethical issues. 

But even when the wrong is obvious and widely understood to be wrong, indi-
viduals and businesses still commit unethical acts. Sadly, all too often people who 
should know better fail to do what is ethical. Literally, thousands of individuals 
working at Wells Fargo knew about and participated in a massive fraud. All of us, as 
employees, as managers, as citizens, have an interest in understanding how this 
happens. A class in business ethics can help us understand how and why people 
behave unethically. It should also help us think about what type of employee, con-
sumer, or manager we should be. Of course, understanding unethical behavior is 
not the end of the matter. We want to understand why unethical behavior occurs 
because we also want to prevent it from happening in the future. A third goal of 
a class in business ethics, therefore, is to help us think about and create ethical 
organizations.

This point reminds us that ethical decisions and actions occur on several levels. 
As the Wells Fargo case demonstrates, business ethics involves decisions and 
actions of individuals, organizations, and at the level of governments and the wider 
society. As individuals, each of us will interact with businesses in several ways, 
most importantly as customers and as employees. A business ethics class can help 
us think about what we would do if we were the customers defrauded by Wells 
Fargo, or what we might have done had we been the individual employees who 
were expected to open fraudulent accounts.

But individuals do not exist in a vacuum. Again, as the Wells Fargo case sug-
gests, it can be difficult for good people to live up to their standards within a cor-
rupt organization. Likewise, it can be difficult for bad people to act unethically 
within an organization that promotes and lives up to high ethical standards. As we 
will see later in this book, organizations, corporate culture, and corporate leader-
ship count. Finally, business organizations themselves do not exist in a vacuum. 
Every business is situated within one or more social, economic, and political struc-
ture. Just as individual decisions and behaviors are influenced by the surrounding 
organization, so too are the decisions of individual businesses and entire industries 
influenced by social, economic, and political environments. Obviously, the law 
itself is the major means by which a society imposes standards and expectations 
upon business. Needless to say, the social, economic, and political environments in 
which businesses operate are heavily value- laden, and a class on business ethics 
should help us think through these social, economic, and political values.
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Given this description, it is clear that business ethics is a multidisciplinary 
field. First, the field of business ethics includes the more general discipline of phil-
osophical ethics. The role of philosophical ethics is to provide the fundamental lan-
guage and categories of ethics. For thousands of years, philosophers have thought 
and theorized about such things as rights and duties, virtues and values, social jus-
tice, responsibilities, liberty, equality, and the common good. How these various 
concepts fit together, how they might be justified, what their strengths and weak-
nesses are, and how and where they apply in life are questions that philosophers 
have examined for millennia. Learning about philosophical ethics provides a knowl-
edge base for our own study of business ethics so that we won’t have to start from 
scratch.

Business ethics also requires resources from such fields as psychology, business 
management, organizational behavior, leadership studies, and sociology. How and 
why people behave as they do, how the organizational environment encourages 
and discourages behaviors, and how organizations and individuals within them can 
create a culture in which ethical behavior flourishes are questions that arise from 
this diverse group of social sciences.

Broader social disciplines such as law, economics, and political science contrib-
ute to business ethics as we think about how business organizations fit into 
a broader social and political context.

To summarize, as a field, business ethics investigates ethical questions that 
arise at the individual, organizational, and social or political level. As ethically 
responsible people, each of us should consider how we interact with businesses as 
individual consumers or employees, as managers and executives, and as citizens. 
This text is a contribution to the academic field of business ethics. Its aim is to 
describe, examine, and evaluate ethical issues that arise within business settings 
and to help each of us become more ethical individuals and help us create more 
ethical institutions. A business ethics class therefore has many goals, including the 
following:

 1. A class in business ethics can help us develop the knowledge base and skills 
needed to identify ethical issues.

 2. A class in business ethics can help us understand how and why people behave 
unethically.

 3. A class in business ethics can help us decide how we should act, what we 
should do, and the type of person we should be as individuals.

 4. A class in business ethics can help us create ethical organizations.
 5. A class in business ethics should help us think through the social, economic, 

and political policies that we should support as citizens.

1.2 BUSINESS ETHICS AS RESPONSIBLE DECISION MAKING

There is an important philosophical challenge that faces an ethics course. One 
would think that any ethics course should aim to improve ethical behavior. Why 
else do we require a class in ethics, as is often the case in business schools, if not to 
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try to reduce the type of unethical behavior that occurred at Wells Fargo? Yet, ethi-
cal behavior is notoriously hard to teach. Philosophers have struggled with this 
issue since Plato himself opened one of his dialogues with this very question: Can 
ethics be taught? Unlike some academic disciplines, including some business disci-
plines, there is no single set of answers in ethics, no single body of information, nor 
is there even a single framework for thinking about ethics.

But this does not mean that there are no common goals, concepts, principles, 
and frameworks in ethics. The academic study of ethics can be traced back at least 
2,500 years to the time of the ancient Greek philosophers Socrates, Plato, and 
 Aristotle. As is true for any academic discipline, studying ethics requires that you 
become familiar with some of the basic ideas, concepts, and categories. Just as there 
are Generally Accepted Accounting Principles (GAAP) for accountants and a disci-
plinary language for fields such as economics and finance, there are a set of princi-
ples, standards, concepts, and language that are common within business ethics. 
Learning about ethics means understanding such concepts as rights, duties, auton-
omy, and character; such values as honesty, loyalty, integrity, and trustworthiness; 
and such principles as fairness, treating people with respect, and serving the com-
mon good. Chapter 2 will introduce some common ethical theories and principles 
that have significant impact on business ethics.

There is also a growing body of scholarly literature in business ethics itself, and 
an important element of a course in business ethics is to become familiar with that 
scholarly literature. In each of the following chapters, we will rely on some of this 
scholarship to review various ethical issues so that we may enter the business ethics 
conversation at a more advanced level than if we were starting from scratch. As the 
old adage reminds us, there is no reason to try to reinvent the wheel.

But beyond this academic side of learning information, business ethics also has 
a practical goal in the sense that it aims at judgment, behavior, and actions. We still 
all hope that a book or a class in business ethics will translate into more ethical 
decisions and behavior among business practitioners.

Unfortunately, this can be a difficult challenge. First, there is the daunting gap 
between ethical judgment and ethical behavior. From at least the time of Plato and 
Aristotle, Western philosophy has acknowledged a real discontinuity between judg-
ing some act as right and following through and doing it. (In contemporary vernac-
ular, this is the challenge to “walk the talk.”) It is difficult enough to know the 
difference between good and bad, or right and wrong. But knowing is different 
from doing, and not everyone has the fortitude, strength of character, or motivation 
to act in ways that we know are best. It is not at all clear, for example, that an ethics 
course would have made any difference to the individuals who perpetrated the 
fraud at Wells Fargo.

A second complication is that while we would all hope to encourage ethical 
behavior, few teachers would think that it is the role of an ethics course to tell 
students the right answers or proclaim what they ought to think and how they 
ought to live. That seems more like indoctrination than education. The role of an 
ethics course should not be to convey information to a passive audience, nor to 
treat students as children to be told what to believe and how to act. The goal is to 
treat students as active learners and engage them in an active process of thinking 
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and questioning. Taking Socrates as the model, philosophical ethics rejects the 
view that blind obedience to authority or the simple acceptance of customary 
norms is an adequate ethical perspective. Teaching ethics must, in this view, 
involve students thinking for themselves. The unexamined life, Socrates claimed, is 
not worth living.

The problem, of course, is that when people think for themselves they don’t 
always agree with each other, and they certainly don’t always act in a way that oth-
ers would judge as ethical. If the ethics classroom does not teach students the right 
answers, many students will conclude that there are no right answers. Thus, a major 
challenge for business ethics is to find a middle ground between preaching 
 dogmatic truths to passive listeners on one hand and encouraging the relativistic 
conclusion that all opinions are equal to one another.

A common goal for most courses in business ethics navigates this difficulty by 
emphasizing the process of ethical reasoning. Business ethics is concerned more 
with reasoning than with answers. Responsible reasoning must begin with an accu-
rate and fair account of the facts; one must listen to all sides with an open mind, 
one must become familiar with all the relevant issues at stake, and one must pursue 
the logical analysis of each issue fully and with intellectual rigor. One must be famil-
iar with the language and basic concepts of ethics, as well as the thinking that has 
gone before. Business ethics essentially involves this process of ethical analysis. 
Without it, one risks turning ethics into dogmatism; with it, one has gone as far as 
possible to defeat relativism. With this process, we are best prepared to avoid the 
dilemma of dogmatism and relativism.

This dilemma not only confronts business ethics in an academic setting, it is 
true for ethics within business settings as well. Even if they could be successful in 
doing so, few business managers would want to approach ethical issues by making 
pronouncements of ethical dogma. Like good teachers, good business managers 
and leaders seek to empower their employees to make their own decisions. But 
responsible businesses also do not suggest that anything goes or that all values are 
equal. Value relativism in the workplace will likely lead only to power struggles and 
conflict.

In summary, a major goal of business ethics is to help people develop skills for 
responsible decision making. Responsible decisions may not always reach the same 
conclusions, which itself seems reasonable given the complexity of ethical issues. 
Yet, there are standards for making responsible decisions. Not every decision is as 
reasonable or responsible as every other. There are good and bad, reasonable and 
unreasonable, responsible and irresponsible decisions. This book hopes to aid you 
in this process of responsible decision making.

1.3 SKEPTICAL CHALLENGE I: ISN’T THE LAW ENOUGH?

Due, perhaps, to the difficulties just described, business ethics sometimes faces 
some real skepticism among students, teachers, and business practitioners. This 
skepticism emerges in a variety of forms, but two are worth considering at length. 
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One skeptical challenge to business ethics is that it is unnecessary. On this view, 
it is enough that business obeys the law; ethics is unnecessary and it distracts 
from business’s main purpose. A second skeptical challenge, examined in the 
next section, builds on the relativism mentioned previously. On this view, ethics 
is little more than personal opinion and it is hopeless to think that we can ever 
reach agreement on contentious ethical issues. Once again, ethics is thought 
unnecessary and distracting from the real purpose of business. The conclusion 
reached from both of these skeptical challenges is that we can forego the study of 
business ethics.

Some believe that we can disregard ethics and concentrate on legal compli-
ance. For many businesspeople, ethics is identified with obedience to the law. An 
ethical business, therefore, should have an ethics officer or an ethics department, 
usually staffed by attorneys, that monitors compliance with the legal and profes-
sional standards of conduct.

Unfortunately, compliance with the law alone will prove insufficient for ethi-
cally responsible business. From this compliance perspective, it is easy to think of 
the law as a set of rules that one can obey or violate in an unambiguous way. Traffic 
laws, for example, require stopping at a red light and prohibit speeds over a certain 
limit. But this is a very incomplete and misleading understanding of the law for 
several reasons.

First, even when there are specific regulations that require or prohibit certain 
actions, ambiguity is always possible in the application of those regulations. For 
example, consider the following case. At a management training program I recently 
attended, two corporate attorneys outlined some of the legal responsibilities for 
managers under the Americans with Disabilities Act. This law requires business to 
make “reasonable accommodations” for workers with disabilities. This law goes on 
to specify some, but not all, of the conditions that would count as a disability. 
During the question period, one manager explained that she had an employee who 
suffered from asthma and she wondered if asthma was a disability. The two attor-
neys conferred for a moment and answered simply: “It depends.” The law’s defini-
tion of a disability involves, in part, how serious the impairment is, how much it 
limits the worker’s life activities, and whether or not it is easily corrected by medi-
cation. Given this ambiguity, the manager must make a judgment about how to 
treat this worker. Assume that this manager is committed to doing the ethically 
correct thing but believes that one’s ethical responsibility is to obey the law. What 
should this manager do? In such a case, the decision is unavoidable because one 
cannot simply and unambiguously apply a rule of law. The law’s phrase of “reason-
able accommodation” is ambiguous and the manager therefore cannot avoid mak-
ing a judgment about what ought to be done.

More generally, much of the civil law governing business is based on the legal 
precedents of case law rather than on specific statutes or regulations. Case law is 
fundamentally ambiguous in a way that statutory law is not. In a very real sense, 
many acts are not illegal until a court rules that they are. For example, both the 
attorneys and the auditors in the famous Enron corruption case were directed by 
executives to “push the envelope” of legality. Given that many of Enron’s financial 
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practices were quite literally unprecedented, their attorneys and accountants 
offered advice that they believed could be defended in court. Until and unless these 
acts were challenged in court, there was a real sense in which they were perfectly 
legal. While admittedly pushing the envelope on accounting and tax regulations, 
what they did was not obviously illegal at the time that they did it.

A similar situation occurs in many more recent cases, especially those involving 
information technology. So, for example, many legal protections concerning con-
sumer privacy developed in a time before computers, the Internet, and digital mar-
keting existed. What do privacy laws written in the time of paper files and records 
mean in the days of digital files and cloud computing? Should Uber be governed by 
legal regulations written to regulate taxi companies or by those written to govern 
independent contractors? Does Facebook have the same ethical duties regarding 
customer privacy and records as the phone company?

These questions highlight the fact that even the law faces significant challenges 
in offering clear direction for business. Further, as the Wells Fargo case demon-
strates, even when the law is clear, there can be great incentives and opportunities 
to ignore the law, especially in cases where managers and senior executives seem 
complicit. These facts demonstrate that one cannot always rely on the law to decide 
what is right or wrong. The manager whose employee suffers from asthma will 
need to make a decision and the law won’t decide this for her. An employee who 
believes that opening fraudulent banking accounts is wrong will still need to decide 
what to do when a manager encourages him or her to do it anyway.

But here is still a wide range of ethical issues that lay outside legal concern. 
Especially in a society that values individual freedom, not everything that is legal is 
ethically right, and not everything that is ethically wrong is illegal. The law leaves 
great freedom for individuals and organizations to decide for themselves what to do 
and how to live. For example, following the tragic school shooting in Parkland, 
 Florida, in February 2018, Dick’s Sporting Goods made a corporate decision to stop 
selling assault- style rifles at its 700 U.S. stores. Dick’s Board Chair and CEO Ed 
Stack announced that the company needed to do the right thing even though it was 
not required by law. Other retailers followed, including Walmart that unilaterally 
decided to stop selling such rifles to people below the age of 21. These cases demon-
strate that the law alone will never be enough to determine what a business should, 
or should not, do.

Expressed in these terms, perhaps the major reason to study ethics is because 
whether we examine ethical questions explicitly or not, they are answered by each 
and every one of us every day in the course of living our lives. Presumably, the exec-
utives at Wells Fargo did not wake up one morning and choose to defraud their 
customers and employees, but the actions they took and the decisions they made 
had the same result. The actions we take and the lives we lead give practical answers 
to the fundamental ethical question of how we should live. Our only real choice is 
whether we answer these questions deliberately or unconsciously. Thus, the philo-
sophical answer to why you should study ethics was given by Socrates over 
2,000 years ago. “The unexamined life is not worth living.”
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1.4 SKEPTICAL CHALLENGE II: ETHICAL RELATIVISM

A second skeptical challenge to business ethics is called ethical relativism. This 
view holds that ethical values are relative to individual opinions or cultural norms 
and that, therefore, there is no common rational basis for making ethical judg-
ments. Ethics is thought to be too personal, too individualized, too relativistic to 
provide any objective guidance. Given the wide disagreements about ethics in busi-
ness that can occur, this view can initially appear plausible, but upon closer analysis 
it is not.

The day on which I originally wrote this chapter began with a morning class in 
business ethics. After the class, a student remained to ask some questions about 
a paper assignment that I had returned during the previous class meeting. This 
student wanted to know how I had graded her paper, particularly why she had 
received an unexpectedly low grade. When I pointed out that much of the paper 
offered little more than her opinions, she asked a question that is familiar to many 
ethics teachers. “How can you say that my opinions are wrong? Isn’t everyone enti-
tled to their own opinions?” I answered that while people may be entitled to hold 
any opinion they wish, not all opinions are equal. Some are right and some are 
wrong, some are reasonable and some are unreasonable, some are thoughtful and 
others are less thoughtful. “But this is ethics,” she responded. “Who’s to say what’s 
right or wrong?” I suggested that anyone who had reasons could say what was right 
or wrong and asked if she herself didn’t have some reasons to support her opinions. 
Why did she believe what she had written? She responded that she didn’t know but 
that it was “just the way I feel.”

This student’s response is a perfect example of ethical relativism and I suspect 
that this skeptical reaction might be familiar to many students. Ethics is not like 
math, science, or accounting. One cannot look up the right answer or calculate the 
answer with mathematical precision. One cannot prove the truth of an ethical judg-
ment in the way that one can offer a proof in geometry. One cannot run an experi-
ment that supports, or refutes, an ethical opinion. Unlike these other disciplines, 
ethics appears to rest on mere opinion. People differ about ethical judgments, and 
there seems no rational way to decide between competing conclusions. Ethical 
issues seem based in personal feelings and emotions.

Ethical relativism holds that ethical values and judgments are ultimately depen-
dent upon, or relative to, one’s culture or personal feelings. In this sense, ethics 
truly is simply a matter of opinion, be it the opinion of one’s self or one’s culture, 
society, or religion. Ethical relativism presents a serious challenge to any consider-
ation of ethics because it denies that we can make rational or objective ethical judg-
ments. There is no right or wrong, moral or immoral, except in terms of a particular 
culture or society. The student who remained after class was implicitly assuming 
a version of ethical relativism. In her view, ethical judgments were a matter of opin-
ion and if two people differed in their opinions, there was no legitimate way to 
decide between them. Each person is entitled to his or her own opinion, and no one 
opinion is more legitimate or more correct than another.
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Relativism represents a serious challenge to ethics, including business ethics, 
because if it is correct, then it makes little sense for us to attempt to evaluate ethical 
judgments in business. If relativism is correct, then at best business ethics can help 
explicate the cultural or social values that underlie our ethical judgments, but it can 
do little to evaluate them as right or wrong. Philosophical ethics, from the relativist 
perspective, becomes little more than a process of values clarification in which we 
can clarify and elucidate our values but not justify them.

Relativism is especially important as we think about ethical issues involving 
international business. Consider the issues raised by child labor. Some Western 
businesses have been criticized for using suppliers who rely on child laborers work-
ing under harsh conditions for long hours and very low wages to produce expensive 
consumer goods like sneakers and designer clothing. A common response to such 
criticism points out that such working conditions are accepted in the host country 
and, therefore, critics from economically developed countries have no justification 
for imposing their own cultural norms on others. This, in a nutshell, is ethical 
relativism.

Let us use the recent example of sexual harassment to consider how my relativ-
ist student might scrutinize it. One form of sexual harassment occurs when submis-
sion to sexual favors is made a condition of employment. (This is called quid pro quo 
harassment, and it was the type of harassment alleged by multiple women against 
the movie producer Harvey Weinstein.) Imagine a male executive telling a female 
job applicant that she would be hired only if she submitted to his sexual advances. 
Now imagine that our relativist concludes that the criticism of harassment is simply 
a matter of opinion, that all opinions are equally valid, and that while the woman 
may feel that harassment is wrong, the manager may feel that it is right. (He might 
answer criticism as did my student, “it’s just the way I feel.”)

From the relativist perspective, each opinion or feeling is equally valid. Is there 
any way that the #MeToo movement might defend the claim that such harassment 
is rationally and objectively unethical? One might argue, among other things, 
that sexual harassment subjects women to unfair workplace discrimination. The 
 inequality of power in this situation places the woman in the unacceptable position 
of having to choose between her livelihood and her own sexual integrity. Such 
a choice is fundamentally coercive and threatening. One might also point out that 
the male manager would unlikely accept as a general rule the principle that employ-
ers are justified in using threats to coerce employees into submitting to such degrad-
ing acts. In developing such arguments and appealing to standards and principles, 
we seem to have moved the discussion from mere opinion to a more reasoned 
conclusion.

Of course, the relativist could argue that such values as equality, fairness, integ-
rity, self- respect, and freedom from coercion and threats are all themselves a matter 
of personal or social opinion. From the relativist perspective, all that has been 
shown is that harassment is wrong as long as you assume that people deserve 
a workplace that is free from discrimination and threats. But, the committed relativ-
ist would reply, who is to say that people do deserve such things? While we may 
have advanced the debate somewhat, we still haven’t proven to the relativist that 
harassment is wrong.
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Let us consider how the debate has advanced. If, like my student, we start with 
mere opinions and feelings, then this discussion has moved beyond mere opinion 
by appealing to certain values and principles that justify and legitimize that opin-
ion. This is no longer mere opinion but opinion based on principle. In developing 
this argument, we would point to certain facts, such as the disproportionate power 
relationship that exists between job applicant and employer. We would point out 
the crucial importance that jobs play in our lives and the harms that can occur from 
the loss of a job. We could explain the psychological good of self- respect, offer 
a conceptual analysis of integrity and its value to the self, and discuss the impor-
tance of personal autonomy. We could take a social perspective and consider the 
present status of women in the workplace and the social harms that can result from 
discrimination. And very importantly, we would employ the careful and rigorous 
rules of logic throughout our reasoning. Conclusions reached after this process 
surely are more reasonable and justified than mere opinion.

In the face of such reasoning, the relativist could continue to insist on proof, 
and this demand could go on indefinitely. (Although, as I would point out to my 
student, a paper that argues against harassment by reasoning along the lines sug-
gested above would be more reasonable, and therefore receive a higher grade, than 
one that simply asserts the opinion that harassment is wrong because “that’s just 
the way I feel.”) But note that at this point the relativist would have to reject not 
only the original conclusion (sexual harassment is wrong) but also a wide variety of 
other beliefs and values (everyone should be treated with equal respect, people 
should be free from coercion and threats, self- respect is good, loss of dignity is 
harmful, and so forth). The costs of relativism— what you would need to give up to 
maintain it— just got much higher. If the relativist is determined enough, and if his 
or her standards of proof are high enough, then perhaps we could never satisfy the 
demand for proof.

However, we’ll set more modest goals for this text. Throughout this book, we 
will treat ethics more as a process for thinking and reasoning than a set of specific 
beliefs or conclusions. I will assume that we can reason about ethical matters and 
that it is possible to rationally defend some views against others. I will assume that 
a conclusion defended by appeal to such values as equality, fairness, freedom from 
coercion, integrity, freedom from harm, and honesty (among others) is a conclusion 
that is more reasonable than the one that is simply asserted as a matter of personal 
feeling or opinion. A conclusion that is reached through careful logical analysis and 
reasoning is rationally better than the one that is simply asserted as a personal 
opinion. An argument that goes on to elucidate such values as equality, fairness, 
and freedom from coercion is more rational still.

We may discover that the most interesting and challenging ethical controver-
sies involve a clash between two or more such values. Thus, for example, after the 
decisions made by Dick’s Sporting Goods and Walmart, a 19-year- old filed a lawsuit 
against the companies on the grounds that his rights of equal treatment were vio-
lated by their free choice to stop selling guns to people under 21. In this case, we 
seem to have a conflict between two claims of freedom of choice. I will also assume 
that it is exactly at such points that more, rather than less, rigorous and careful 
reasoning is required. For example, some might argue that as long as the young 
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man could buy a gun elsewhere, his rights were not violated by the decisions made 
by Dick’s Sporting Goods and Walmart. Others might argue that his freedom was 
violated when private companies seek to restrict his choices on the basis of their 
own personal values. Disputes about the meaning and scope of such fundamental 
values provide a greater justification for the need of ethics as a process of 
reasoning.

Perhaps, then, we can learn from ethical relativism and take it as a challenge to 
our own complacency and laziness. Whenever we are ready to give up and simply 
assume that our own opinions are adequate, let us call to mind the relativist ques-
tion as a challenge: “Who is to say what’s right?” It will be a challenge worth 
answering.

Providing answers to the relativist has long occupied philosophical ethics. The 
ethical theories that we examine in the following chapter can be thought of as phil-
osophical attempts to provide more fundamental answers to the relativist. But 
before we turn to these theories, and before we leave this consideration of ethical 
relativism, let me call your attention to several confusions that often lead students 
into the relativist trap. In my own teaching experience, many students who do not 
avoid these traps end up reaching relativist conclusions by default.

The first trap has already been mentioned. We should be careful not to hold 
ethics to too high a standard of proof. If we start with the assumption that an eth-
ical judgment must be proven as absolutely certain and beyond doubt, then eth-
ics assuredly will fail to meet this standard. Mathematics and the more theoretical 
side of physics, engineering, and chemistry may meet this standard, but very few 
other intellectual fields would pass such a test. Reasoning in all of the human-
ities, the social sciences (including economics), the biological sciences, medicine, 
meteorology, and the applied sides of physics, chemistry, and engineering would 
fail to meet this standard in most of their conclusions. The business- related disci-
plines of management, marketing, finance, and accounting never establish their 
conclusions as certain beyond doubt. So, before rejecting ethics as little more 
than mere opinion, we should be careful that we are not using a standard that 
would commit us to similar conclusions about most other areas of human 
knowledge.

The second trap involves confusing the fact that there is wide disagreement 
about values, with the conclusion that no agreement is possible. The first view, 
often called cultural relativism, offers a factual description of different cultures and 
societies. People do not always agree about ethical matters. Some cultures may 
believe, in fact, that children are little more than slave labor. However, in itself, the 
fact of disagreement provides no reason for concluding that all of these diverse 
opinions are equally valid. To understand this point, consider the wide disagree-
ment about scientific matters. We could find people who believe that increased CO2 
emissions do not increase global temperatures. But just because someone believes 
something, it does not mean that his or her belief is true, reasonable, or valid. 
Indeed, we can find many examples of widespread beliefs in such things as the 
Earth is flat, that the Earth is only a few thousand years old, that evolution has 
never occurred, that aliens visit regularly, or that people can foresee the future by 
charting the course of the planets and stars. Of course, believing that the world is 
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flat does not make it flat and believing that aliens exist does not mean that they do. 
So, too, with ethics. The fact that people hold different opinions does not, in itself, 
mean that each of these opinions is equally valid.

We should also be careful not to assume too quickly that there is a wide dis-
agreement about fundamental ethical values. Certainly, there is a wide variety of 
cultural beliefs, customs, values, and practices. But there is also wide agreement 
about many values as well. Child abuse, torture, genocide, and slavery are just some 
practices that are universally condemned on ethical grounds. No doubt, we can 
find cases where individuals and even societies engage in such atrocities, but we 
would find very few who would seriously defend these practices as justified or 
merely a matter of personal opinion. While it may appear that some cultures legiti-
mize child labor, it is more likely the case that such circumstances are seen as an 
unfortunate but necessary alternative to starvation. Accepting a deplorable situa-
tion as the least harmful of the alternatives is not the same as accepting it as ethi-
cally valid.

A third trap involves confusing values such as respect, tolerance, and impartial-
ity with relativism. Respect for other people is a fundamental ethical value. Part of 
what it means to respect someone is to listen to his or her opinions and to show 
tolerance for opinions that differ from our own. But tolerating diverse opinions and 
values is not the same as ethical relativism. Let us turn the relativist challenge back 
on to the value of tolerance. Is tolerance (and respect and impartiality) merely 
a matter of opinion? If it is, then intolerant people have no reason to change their 
views. Condemning intolerance is simply your opinion. If, on the other hand, toler-
ance is not merely a matter of opinion, if in other words, it is put forward as a legit-
imate social value, then we have at least one value— tolerance— that has escaped the 
relativist critique.

1.5 ETHICS, MORALITY, AND SOCIAL JUSTICE

Ethics is a vast field of study that really addresses one simple question: How should 
we live our lives? This might be reduced to the question that each of us asks every 
morning when we wake up: What am I going to do today? But while this is a simple 
question, it is perhaps the most fundamental question any human can ask: How 
should I live? What should I do? What type of person should I be?

For many people, these questions are implicitly answered by conforming to the 
ethos and customs of their culture. We act the way we do, we become the type of 
person we are, because that is what is expected of us by our family, our culture, and 
our religion. In a tradition that stretches back to the ancient Greeks, questions of 
ethics, what we should do, can be answered by appeal to ethos, what we are expected 
to do. But philosophical ethics denies that conformity and obedience are the best 
guides to how we should live, as the Wells Fargo fraud case seems to demonstrate. 
From the time of Socrates, philosophy rejects conformity to authority as the source 
of ethics; it rejects conformity to an ethos as the basis of ethics. Instead, philosoph-
ical ethics defends the use of reason as the foundation of ethics, seeking a reasoned 
analysis of ethos and a reasoned defense of how we ought to live.
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As a branch of philosophy, ethics asks us to step back and rationally evaluate 
the customary beliefs and values that people do hold. Philosophical ethics requires 
us to abstract ourselves from what is normally or typically done and reflect upon 
whether or not what is done should be done and whether what is valued should be 
valued. The difference between what is valued and what ought to be valued is the 
difference between ethos and ethics.

Perhaps this observation also helps to explain some of the skepticism surround-
ing business ethics. Any philosophical focus on business ethics seems to suggest 
some dissatisfaction with, or misgivings about, what is normally or customarily 
done in business. Why step back from what is normally done unless you have rea-
son to doubt that what is being done should be done? But while philosophical ethics 
is critical in the sense of demanding reasons for each decision, it need not be critical 
in the sense of rejecting or disagreeing with the customary norms and standards.

As a branch of philosophical ethics, business ethics asks us to step back from 
our daily decisions, step back from the ethos of business, and reflect upon how 
business decisions affect our lives. In what ways do the practices and decisions 
made within business promote or undermine human well- being? Raising these 
questions does not imply that what is normally being done is unethical. After exam-
ining ethical issues in business, we may end up defending the same values and 
making the same decisions that we would have originally. But what philosophical 
ethics does require is a conscious reflection and analysis of those beliefs and values 
upon which we act. Again, to rely on Socratic wisdom, philosophical ethics assumes 
that “the unexamined life is not worth living.” As we proceed through an examina-
tion of business ethics, we are really doing little more than reflecting upon daily 
events and echoing Socrates’ question: How ought we to live?

So, how ought we to live? The “we” in this question means both each of us indi-
vidually and all of us together. In the first individual sense, this is a question about 
how I should live my life, how I should act, what I should do, what kind of person I 
should be. In the collective sense, this is a question about how a society ought to be 
structured, about how we ought to live together in community.

This first sense of ethics, the concern with how each of us should live our lives, 
is sometimes referred to as morality. One part of morality involves examining prin-
ciples and rules that might help us decide what we should do. Another important 
part of morality involves an examination of those character traits, or virtues, that 
would constitute a life worth living. This distinction is sometimes made in terms of 
deciding how we should act, and deciding the type of person we should be. The 
second, more collective, area of ethics is sometimes referred to as social ethics, and 
it raises questions of public policy, law, civic virtue, and political philosophy.

Business ethics addresses both kinds of questions. Questions of individual 
morality will be a major theme throughout this text. One of the most fundamental 
goals of business ethics is to provide opportunities for students to step back from 
the immediate concerns of day- to- day life and ask: “What kind of person should I 
be?” “What should I do?” “What kind of life will I live?” “What would I have done if 
I worked at Wells Fargo and was responsible for managing the sales department?”
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No doubt, most of us at most times of our lives are too concerned with more 
immediate issues, such as completing an assigned task, paying our bills, and having 
fun, to consciously step back and ask about the meaning and value of what we do. 
But this is what philosophical ethics demands. Morality takes the larger perspec-
tive. Imagine late in your life looking back to reflect on the kind of life you have led 
and asking: “Has this life been worth living? Am I proud of my life? Am I proud or 
ashamed of the person I have been? Has this been a full and meaningful life?” These 
are among the fundamental questions of morality.

Business ethics also addresses issues of social ethics and public policy. Under-
standing this viewpoint can start with the recognition that business institutions 
are human creations and this fact means that humans cannot avoid responsibility 
for them. As the discussion case indicates, business institutions have a tremen-
dous influence on many lives. We depend on business for our jobs, our food, our 
health care, our homes, our livelihoods, and so on. The public policy perspective 
invites us to step back from the actual practice of business to ask: “How should 
business be structured?” If we had it all to do over again, how would we arrange 
business institutions in our society? In this sense, public policy questions ask us to 
take the point of view of the citizen who is deciding how society— and business 
institutions as a part of society— ought to be organized and conducted. Many 
observers would point out that the Wells Fargo scandal is much more an ethical 
failure of institutions than of individuals. When we ask these questions, we can 
see that important ethical questions remain even when the particular decision 
facing an individual appears clear- cut. As an executive at a banking firm, you may 
choose to pursue a strategy of aggressive cross- selling, but citizens get to decide 
whether or not to regulate such banking practices and whether or not to bail out 
banks that fail as a result.

In summary, philosophical ethics developed out of the recognition that reliance 
on ethos, the cultural expectations for how we should live, is an incomplete and 
inadequate answer to the fundamental question of how we ought to live our lives. 
We cannot escape responsibility for our choices. But the ethical question of how we 
should live occurs at two levels: at the level of personal morality, ethics asks about 
how I should live, what I should do, what type of person I should be; at the level of 
social justice, ethics asks about the type of society, community, and organization in 
which we ought to live.

1.6 A MODEL FOR ETHICAL DECISION MAKING

This chapter introduced ethics as a process of reasoning rather than as set of 
answers. The opening pages of this chapter spoke of the goal of business ethics not 
as offering strict rules and moralizing sermons but as a process of responsible deci-
sion making. Deciding how to act, how to live, and who to be are the fundamental 
challenges of living an ethical life. The following decision- making model can help 
this process.1
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Making a responsible decision requires that we begin with a fair and accurate 
understanding of the situation. We need to know the facts. Because ethical issues 
often involve complicated and emotionally charged situations, uncovering the facts 
and attaining an unbiased and complete understanding can be more difficult than 
it sounds. In the Wells Fargo case, for example, we would want to know the facts 
about how employees were incentivized to cross- sell, what, in fact, happened to 
those who refused, what the board knew and when, and what managers told indi-
vidual employees.

A second step in responsible decision making is to identify the ethical issues at 
stake. It is not uncommon for people to disagree over whether or not a particular 
case is an ethical case at all. Oftentimes what one person sees simply as an economic 
or legal issue will be viewed by others as a major ethical issue. For example, some-
one might think of the Wells Fargo’s actions as involving nothing more than aggres-
sive sales techniques; others might see this as a case of unethical fraud. Explaining 
what makes an issue an ethical issue is a vital step in ethical decision making.

Once the ethical issues have been identified, the next steps are to identify the 
people who are affected by the situation and understand how they might be 
affected. Who are the stakeholders in a decision? How will they be harmed or ben-
efited? What will the likely consequences be? What is owed to the various 
stakeholders?

A next step is to consider alternative courses of action. What choices are avail-
able? A useful stimulus to this step is to put yourself in another person’s position 
and imagine how the situation would appear, how it would feel, from his or her 
perspective. Use what has been called “moral imagination” to explore a wide range 
of alternative choices and values. Consider how your decision will be interpreted 
from another perspective. As you approach a decision, step back and employ what 
we might call the “New York Times test.” What would the public reaction be if your 
decision was presented in full detail on the front page of the New York Times? This 
is a way to ask oneself how a decision will stand up to public scrutiny. Is your deci-
sion one that you would be willing to explain and defend openly, or is it a decision 
that you would just as soon have kept quiet? Transparency is often a good test for 
responsible decision making.

Ultimately, one must make a decision. After understanding the facts, consider-
ing all stakeholders, and thinking about alternatives, choose a course of action. But 
even after the decision has been made, responsible decision making requires us to 
monitor the results and learn from them. Responsible decision making is an itera-
tive process: think– choose– act– think.

To review, a responsible ethical decision involves the following:

•	 Understanding the facts;
•	 Identifying the ethical issues involved;
•	 Identifying all stakeholders;
•	 Understanding how those stakeholders will be affected;
•	 Employing moral imagination to understand alternatives;
•	 Considering how others will judge your decision;
•	 Making a decision and monitoring and learning from the results.
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REFLECTIONS ON THE CHAPTER DISCUSSION CASE

Reflecting on the discussion case that opened this chapter can be useful to rein-
force each point. What are the facts of the Wells Fargo scandal? This chapter 
 provided only a very brief case description. Are there any facts that you would 
need to know before making a judgment about this case? Are you missing any 
information?

Next, consider the range of ethical issues involved in the case. Wells Fargo 
cheated and defrauded millions of people. They hurt many innocent people. 
 Managers and executives encouraged such fraud, if not actively participated in it. 
Board members failed to exercise their oversight responsibility. Government regu-
lators failed in their duties to promote honesty in financial markets and to protect 
consumers from fraud. Fraudulent financial markets failed to achieve the common, 
overall good for society.

Philosophical ethics of the type introduced in the next chapter would examine 
each of these highlighted concepts in turn. What do we mean by, and why do we 
value, “fairness”? Why is it important to trust others? What is wrong with fraud? 
When is punishment deserved, and what justifies punishment? What duties does 
government have toward its citizens?

We should also reflect on the wide range of people who were adversely affected 
by fraudulent sales: banking clients, consumers, employees, competitors, govern-
ments, and the financial markets themselves. Are there any parties that unfairly 
benefited from their actions? More generally, we should understand that the deci-
sions made within business affects the lives and well- being of millions of people 
every day who depend on the decisions made in business as diverse as small family- 
run firms to the world’s largest corporations.

The Wells Fargo scandal and the widespread harms caused by that fraud surely 
can be traced to the ethical corruption of specific individuals who reported fraudu-
lent rates. Arrogant and greedy individuals willing to violate legal and ethical stan-
dards can be faulted for many problems in business ethics. Unfortunately, such 
people are all too common. But we should also recognize the failure of the many 
“gatekeepers,” those people and institutions whose role it is to provide checks on 
such behavior. Auditors, accountants, attorneys, financial analysts, compliance 
officers, board members, and government regulators have roles to play within the 
economic system to ensure the integrity of that system and to prevent fraud and 
abuse.

CHAPTER REVIEW QUESTIONS

 1. How would you answer someone who asked: “Why should I study ethics if I 
want to be an accountant?”

 2. What is the difference between ethics and ethos?
 3. Why is obedience to the law not enough to be an ethical person, or an ethical 

business?
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 4. This chapter introduced a distinction between morality, virtues, and social 
ethics. How would you describe each?

 5. What reasons would you offer to convince someone that ethical relativism is 
unreasonable?

 6. Other than business managers and owners, which other constituencies might 
have a stake in business decisions?

ENDNOTE

1This decision- making model is adapted from a more detailed version offered in Business 
Ethics: Decision Making for Personal Integrity and Social Justice, by Laura Hartman, 
Joseph DesJardins and Chris MacDonald (McGraw-Hill, 4th ed., 2017).
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2 C H A P T E R

Ethical Theory and Business

L E A R N I N G  O B J E C T I V E S

After reading this chapter, you should be able to:

•	 Understand the basic concepts and categories of ethics;

•	 Explain ethical virtues;

•	 Identify a number of virtues and vices;

•	 Explain the ethical theory of utilitarianism;

•	 Explain how utilitarian ethics can provide support for market economics and 
 business policy;

•	 Explain several challenges to utilitarian ethics;

•	 Explain an ethics based on principles, rights, and duties.

DISCUSSION CASE: Mylan Pharmaceuticals and the EpiPen

Mylan, Inc. is a U.S. pharmaceutical company that manufactures the EpiPen, 
an easy-to-use auto-injection medical device. EpiPen delivers the proper 

dosage of epinephrine, a drug that safely and effectively counteracts anaphylaxis, 
a severe allergic reaction that can close a person’s breathing passages and cause 
death. EpiPen is especially effective because the proper dosage can be quickly 
delivered by anyone—the persons themselves, co-workers, teachers, by standers—
by simply placing the device against the skin and pushing a button. Because of 
the ease of use, EpiPens are especially popular for treating severe allergies in 
children.

The device itself is simple and inexpensive, costing at most a few dollars to 
manufacture. The drug epinephrine is also inexpensive, costing less than $1 per 
dose. But, epinephrine degrades over time, so medical professionals recommend 
that unused devices be replaced at least once a year. It is not uncommon for some-
one susceptible to anaphylaxis to keep several on hand at work, school, or home. 
Because the EpiPen has been in use and proven its effectiveness for over forty years, 
the initial investment required to develop the product has long since been 
recovered.

Mylan purchased rights to the EpiPen in 2007. At the time, EpiPens sold for 
under $60 each, and annual sales approached $200 million. Mylan invested to 
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improve the design and manufacturing process, but the overall product did not 
change significantly. Mylan also invested heavily in marketing the product, includ-
ing an advertising campaign aimed at increasing public awareness of anaphylaxis 
and lobbying governments to require institutions like schools to keep EpiPens on 
hand for emergencies and to protect those institutions from liability for using 
 EpiPens in emergencies. By 2016, it was estimated that EpiPen accounted for over 
$1.5 billion in revenues for Mylan.

In the following years, a number of public and private decisions lead to major 
increases in the costs to consumers. Because a portion of anaphylaxis cases require 
a second dose of epinephrine, medical guidelines were changed in 2010 to recom-
mend that patients always have access to two doses. Soon after this recommenda-
tion, Mylan began selling EpiPens only in packages of two, effectively doubling the 
price to consumers. For a variety of reasons, including regulatory roadblocks, busi-
ness decisions, and patent protections, competitors have had a difficult time enter-
ing and remaining on the market. By 2016, when few competitors remained and 
Mylan had a 90 percent share of the market, the price for a two-pack of EpiPens had 
risen to over $600. It was estimated that in 2016, sales of EpiPen produced close to 
$1.5 billion in revenues. During this same period, Mylan’s CEO’s pay rose from 
$2.3 to $19 million annually. In 2016, former CEO Robert Coury was reported to 
have received over $90 million in compensation from Mylan.

In 2016, Mylan came under serious public criticism for increasing the price of 
EpiPen. Some critics pointed out that Mylan’s CEO, Heather Bresch, was the 
daughter of former West Virginia governor and present U.S. Senator Joe Manchin. 
These critics claimed that her political connections helped pave the way for govern-
mental regulations, including increased risk warnings for anaphylaxis, encourage-
ment to schools to stock EpiPens, and regulations to make EpiPens as publicly 
available as defibrillators. In October 2016, Bresch was called to testify before the 
U.S. Congress to defend Mylan’s actions.

The criticisms of Mylan can be grouped into three general categories. First, 
some critics saw the massive profits and excessive executive compensation as 
another example of out of control corporate and personal greed. Second, others 
saw Mylan as an example of systemic failures in health care policy and economics 
that prevent society from providing adequate health care. Finally, some critics 
charged that Mylan’s actions violate a number of basic ethical principles.

The Mylan hearings took place during a period when affordable health care 
was at the center of a national political debate. This also occurred at the time when 
another pharmaceutical company executive, Martin Shkreli of Turning Pharmaceu-
ticals, was in the news for raising the price of one of its drugs from $13 to $750 per 
pill. Shkreli, who the press had named “Pharma-Bro” for his condescending atti-
tude toward public criticism, had also been called to testify before Congress, but he 
refused on the grounds of self-incrimination. During Bresch’s testimony to the U.S. 
House Oversight and Government Reform Committee, Congressman John Duncan 
told her that “The greed is astounding, it’s sickening and disgusting. I’m a very 
conservative, pro-business Republican, but I am really sickened by what I heard 
today and by what I’ve read before about this situation. In my opinion, no one can 
really earn or deserve $19 million a year.”
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The national debate about affordable health care provided the context for much 
of the broader, systemic criticism of Mylan. The national debate on affordable 
health care focused on the relative strengths and weaknesses of free markets and 
government regulation in providing adequate health care. Those who argued for a 
greater role for free markets, most often Republicans, saw Mylan as a case study for 
what happens when there is a lack of competition and the market gets controlled 
by a near monopoly. Mylan was able to exploit this unfair competitive advantage 
and raise prices almost without consequences. These critics also pointed out that 
government regulation of the market contributed much to the problem. Govern-
mental actions, such as requiring institutions and schools to stock EpiPens and 
creating regulatory standards that created a barrier for competitors to enter the 
market, created an economic environment in which Mylan’s exploitation could 
flourish. As a result, the public was denied access to the important good of afford-
able health care.

Those who supported greater governmental involvement in the health care sys-
tem, most often Democrats, saw Mylan as a case study of what happens when 
important public goods such as health care are left to the decisions of profit-seeking 
corporations. These critics argued that Mylan used its political influence, lobbing 
activities, and marketing campaign to create artificial markets, eliminate competi-
tion, and deny the poorest citizens access to needed health care. From this perspec-
tive, a managed health care system in which private businesses are regulated by 
public bodies would provide better overall health care. In particular, they argued 
that only government regulation could prevent companies from price gouging on 
prescription drugs and other health care products that consumers need.

Finally, many criticisms of Mylan appealed to fundamental ethical principles 
and values. These critics pointed out that citizens should have a basic right to health 
care and that this need should not be sacrificed for the profit of private businesses. 
Other critics pointed out that the burden of high drug prices fell disproportionately 
on the poor, and that a basic principle of fairness and equality is violated by a sys-
tem in which health care is distributed according to the ability to pay. Still other 
critics raised questions about the justice of a system in which executives earned 
tens of millions of dollars a year, while poor, sick people were denied access to the 
product that generated this wealth. These critics argued that Mylan had a duty to 
provide the EpiPens at an affordable price.

DISCUSSION QUESTIONS

 1. What judgment would you make about Mylan? Did they do anything ethically 
wrong in their pricing of the EpiPen?

 2. Do you think that a pharmaceutical company should be allowed to charge 
whatever price the market will pay for prescription drugs? Should 
 prescription drugs be treated differently than any other consumer product?

 3. Congressman Duncan used the word “greed” when describing Mylan’s 
actions. What is the difference between greed and simply the desire for more 
money? Is greed always bad? Why or why not?
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 4. As a citizen, would you support more, or less, government oversight and 
 regulation for the pharmaceutical industry? Why?

 5. What duties do pharmaceutical companies have toward customers?
 6. When, if at all, is it unfair that a consumer cannot afford a product that he 

or she wants or needs?
 7. Do you agree that “no one can really earn or deserve $19 million a year”? 

How about $90 million?

2.1 INTRODUCTION

The Mylan EpiPen case demonstrates how business activities can raise fundamental 
questions of fairness, justice, rights, duties, and virtues. It would be impossible to 
talk about the Mylan case without using the language of ethics. Because the lan-
guage of ethics is inextricably a part of business, it makes sense to begin our exam-
ination of business ethics with a short introduction to some of the basic concepts, 
terms, and categories of philosophical ethics. Just as you need to have a familiarity 
with the language and concepts of economics and management to make responsi-
ble business decisions so, too, you need a basic familiarity with ethics. This chapter 
will show how some of the key concepts of ethics are both relevant and necessary 
for any study of business.

Chapter 1 introduced ethics as a process of reasoning about what is perhaps 
the most significant question any human being can ask: How should I live my life? 
But, of course, this question is not new; every major philosophical, cultural, politi-
cal, and religious tradition in human history has grappled with it. In light of this, it 
would be a mistake to ignore these traditions as we examine ethical issues in busi-
ness. Nevertheless, discussion of ethical “theories” and philosophy can seem too 
abstract to be of much relevance to business. In this chapter, I hope to suggest a 
more accessible understanding of ethics, one that will shed some light on the prac-
tical and pragmatic application to actual problems faced by businesspeople.

An ethical theory, or ethical framework, is nothing more than an attempt to 
provide a systematic answer to the fundamental ethical question: How should 
human beings live their lives? Ethical theories attempt to answer the question of 
how we should live, but they also give reasons to support their answer. Ethics 
seeks to provide a reasonable justification for why we should act and decide in a 
particular prescribed way. Anyone can offer advice for what you should do and 
how you should act, but a philosophical and reasoned ethics must answer the 
“Why?” question as well.

As a first step, let us reflect upon the reasoning that was offered to support and 
criticize the actions of Mylan. As described in the discussion case, these reasons fall 
into three general categories. Some reasons appeal to the personal character of the 
people involved. Executives were described as “greedy” or uncaring. Other reasons 
appealed to the consequences of EpiPen pricing and to failures within the political 
and economic system to serve the public good. Other reasons appealed to certain 
principles: fairness, justice, rights.
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As it turns out, the three major traditions of ethics that we shall rely on in this 
text are reflected in these three categories. This should be no surprise, since ethical 
traditions in philosophy reflect common ways to think and reason about how we 
should live and what we should do. Ethics of personal character, of overall social 
consequences, and of principles, are the traditions that we will rely on for much of 
this text.

This chapter will introduce three ethical traditions that have proven influen-
tial in the development of business ethics and that have a very practical relevance 
in evaluating ethical issues in contemporary business. Virtue ethics directs us to 
consider the moral character of individuals and how various character traits can 
contribute to, or obstruct, a worthy and good human life. Reasoning that criticizes 
excessive executive pay or price gouging as greedy, or as motivated by selfishness, 
is language that comes from a virtue-based perspective on ethics. The implication 
is that a greedy person who does distasteful and selfish things will not lead a 
 fulfilling and good human life. The other pharmaceutical executive described in 
the opening case, Martin Shkreli, or the “pharm-bro,” was described as arrogant, 
condescending, disdainful and lacking the virtues of modest, compassion, and 
humility.

Virtue ethics is especially focused on the ethics of personal morality and indi-
vidual character: Is this a good person? Is this person honorable? What type of 
person am I? What type of person do I wish for my children to be? Virtue ethics 
speaks a language of personal character. The virtues, or character traits, are such 
qualities as honesty, integrity, trustworthiness, compassion, humility, friendliness, 
kindness, and loyalty. The opposite of virtues, identified as vices, include describ-
ing someone as greedy, selfish, arrogant, condescending, deceitful, a hypocrite.

A second ethical tradition is utilitarianism, which holds that ethical decisions 
are determined on the overall social consequences of an act. Utilitarianism judges 
an act that produces greatest beneficial consequences as the ethically right thing 
to do. While utilitarianism can apply to personal morality and individual decisions 
(I should do whatever produces the greatest overall benefits), it most appropri-
ately applies to social and policy decisions. Thus, in the Mylan case, utilitarians 
might debate whether more rather than fewer government regulations, more 
rather than less reliance on the free market, would produce the greatest overall 
social benefit.

Finally, an ethical tradition based on the importance of ethical principles and 
rights directs us to decide on the basis of moral principles such as every person 
should have a right to an equal and fair chance at living a healthy life, that some 
individuals should not benefit excessively at the expense of vulnerable other, and 
that we all have a duty to meet human needs before pursuing business profits. 
Principles, promises, justice, fairness, rights, and duties are concepts that are at the 
heart of principle-based ethics.

We will examine these arguments in more depth later in this chapter. For now, 
the crucial thing to recognize is the inescapability of the language of ethics. Debates 
surrounding the Mylan case were fundamentally debates about ethics: What do 
people deserve? What produces beneficial overall consequences? What is one’s 
duty? What is fair or unfair, just or unjust? What is wrong with being greedy?
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2.2 VIRTUE ETHICS

As already described, virtue ethics focuses on the ethics of personal character. 
Virtue ethics is a tradition within philosophical ethics that seeks a full and detailed 
description of those character traits, or “virtues,” that would make a human life, a 
good, meaningful, well-lived life. When we describe someone as an honest per-
son, a loyal friend, a helpful neighbor, a caring and generous citizen, or when we 
say that someone is a person of integrity, or that an employee is reliable, trust-
worthy, diligent and disciplined, we are speaking the language of virtues. When 
someone is described as greedy, as happened in the discussion case that opened 
this chapter, we are also speaking language of virtues or, in the case the opposite 
of virtues, the vices. A person described as selfish, mean-spirited, arrogant, nar-
cissistic, untrustworthy, dishonest, or immodest is lacking virtue and living an 
unethical life.

We’ll find the language of virtue ethics at several points in this book, most 
notably in discussions of leadership and corporate culture. Consider how you would 
answer the question: What makes a good leader? Words like decisive, transparent, 
honest, integrity, visionary, fair, empowering, respectful, inspirational, and coura-
geous come to mind. Each of the words describes a human virtue, traits that others 
can rely on because they are deeply ingrained within the person’s character. Virtues 
are not characteristics that a person adopts one day, but forgets about and drops the 
next. They are enduring because they describe who that person truly is. Bad leaders 
not only lack such characteristics, they might also be described by such vices as 
self-centered, egoistic, mean-spirited, timid, unreliable, and undisciplined.

Similarly, consider how you might describe a good, ethical employee. Again, 
virtue words come to mind, characteristics such as trustworthy, loyal, creative, 
hard-working, motivated, reliable, honest. Bad employees might be characterized as 
lazy, dishonest, unreliable, or easily distracted.

From its earliest days, virtue ethics has grappled with two fundamental chal-
lenges: one practical and one critical. The practical challenge, one that Plato himself 
asked, is “Can virtue be taught?” How do people become honest, trustworthy, reli-
able, kind? Why do some people become mean-spirited and others kind, some 
self-centered and others altruistic? Is this something that can be taught and, if so, 
how? These questions have arisen in business ethics as businesses seek ways to 
encourage ethical behavior and discourage unethical behavior. As mentioned in the 
discussion case from chapter 1, many critics charge that Wells Fargo’s corporate 
culture created an environment in which the virtue of honesty was discouraged and 
the vice of greed was the norm. The question of how virtuous and ethical behavior 
can be encouraged within business will be examined in chapter 4’s focus on the 
idea of a corporate culture, the social environment that establishes corporate expec-
tations, behaviors, and norms.

The critical challenge asks why be virtuous? Why should one be honest, kind, 
hard-working, rather than selfish, unreliable, lazy? This is a philosophical challenge 
that seeks a rational justification of the virtues. According to critics, without a ratio-
nal justification that provides reasons for being virtuous, virtue ethics amounts to 
little more than name calling or what logicians would call an ad hominem attack.
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Both of these challenges have found a sympathetic audience among some in 
business. These challenges often arise from a particular view of human nature, a 
view that is as much at home in economics than it is in philosophy. That view, 
identified as psychological egoism, posits that human beings are, by nature, selfish. 
If this is true and all humans always act out of self-interest, then there would be a 
significant challenge for anyone hoping to teach people to be otherwise. How can 
one teach someone to be altruistic, kind, generous, and helpful if those behaviors 
go against human nature? Further, how can you provide a reason for someone to 
act against their own self-interest if, in fact, that would be to go against human 
nature?

Long traditions in both philosophical ethics and economics have developed out 
of this perspective. In ethics, the social contract tradition holds that ethical respon-
sibilities and duties to others must be based on a social contract, an agreement that 
essentially says that I will be ethical toward you—help you and not hurt you—as long 
as you agree to do the same to me. Thus, ethical duties are based upon self-interest 
and what may appear to be acting for the interests of another actually is acting for 
your own self-interest. In economic theory, defenders of free markets argue that 
because human nature is self-interested, economic systems should be arranged to 
channel that self-interest toward the overall social interest. In a tradition that 
reaches as far back as Adam Smith, some economists argue that competitive mar-
kets, freedom from coercion and fraud, and freedom from governmental control 
will, “as if lead by an invisible hand,” turn self-interested behavior toward social 
good. Both the social contract tradition and the free market view in economics will 
be in the background of many of the debates we examine throughout this text. In 
particular, the free market economic view is deeply embedded in one of the major 
theories of corporate social responsibility that we examine at length in the next 
chapter.

But the virtue ethics tradition has experienced something of a revival in recent 
years and it is perhaps no coincidence that this has occurred as psychological ego-
ism has gone out of favor. As philosophers and psychologist have always known, 
human motivation is more complex than is portrayed by psychological egoism. The 
entire field of behavioral economics grew out of this recognition that human beings 
seldom behave in ways that conform to the narrow self-interest predicted by 
abstract, mathematical model of economics. Certainly, some people are motivated 
only by selfish reasons, but many others are not. Some people are motivated by a 
deep care for others, by compassion, sympathy, and respect. Most of us behave both 
selfishly and charitably at different times. Importantly, as every parent would recog-
nize, such motivational factors can be taught and learned. Human beings are no 
more naturally selfish and greedy than they are naturally kind and compassionate. 
Human beings have the capability of being both selfish and kind.

Once we recognize this fact (and philosophers from at least the time of Plato 
and Aristotle have recognized this), we can begin to separate those motivations that 
are likely to lead us to a good and happy life from those motivations that are likely 
to lead us to a life of unhappiness. The first set of motivation or character traits are 
called virtues, the latter are vices. An ethics of virtue seeks to develop the character 
traits and habits that will lead us to live a meaningful and happy human life. 
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By connecting the virtues to a happy, good human life, virtue ethicists answer the 
critical question of justification as that raised earlier. You should be honest, kind, 
friendly, and so on because by doing so you will live a better, happier, more fulfilled 
human life.

For virtue ethics, how these traits are acquired, which would be an answer the 
practical challenge described above, becomes an important task for ethics. Can we 
teach people to be honest, trustworthy, loyal, courteous, moderate, respectful, and 
compassionate? While this might be difficult, it is not, as the psychological egoist 
would claim, impossible. Virtue ethicists turn to such fields as psychology, educa-
tion, organizational behavior, and sociology to gain insight about how to teach 
virtue.

Parents confront this question every day. I know my children will lead happier 
and more meaningful lives if they are honest, respectful, cheerful, moderate and 
not greedy, envious, gloomy, arrogant, and selfish. Yet, simply telling my children to 
be honest and to avoid greed is insufficient. I cannot remain passive and assume 
that these traits will develop naturally. Instilling these character traits and habits is 
a long-term process that develops over time.

Business institutions also have come to recognize that character formation is 
both difficult and unavoidable. Employees come to business with certain character 
traits and habits, and these can get shaped and reinforced in the workplace. Hire a 
person with the wrong character traits, and there will be trouble ahead. Designing 
a workplace, creating a corporate culture, to reinforce virtues and discourage vice is 
one of the greatest challenges for an ethical business.

An ethics of virtue shifts the focus from questions about what a person should 
do to a focus on what type of person one is. This shift requires not only a different 
view of ethics but, at least as important, also a different view of ourselves. Implicit 
in this distinction is the recognition that our identity as a person is constituted in 
part by our wants, beliefs, motivations, values, and attitudes. A person’s character—
those dispositions, relationships, attitudes, values, and beliefs that popularly might 
be called a “personality”—is not some feature that remains independent of that per-
son’s identity. Character is not like a suit of clothes that you step into and out of at 
will. Rather, the self is identical to a person’s most fundamental and enduring dis-
positions, attitudes, values, and beliefs.

As an example, consider the issue of executive compensation paid by Mylan 
that was discussed in this chapter’s discussion case. It is important to remember 
that not every CEO demands an exorbitant salary. The language of virtues and vices 
would seem very relevant as we think about the motivations involved. Why do 
some people expect and demand tens of millions of dollars a year from selling a 
medically necessary medical device, while others would be happy with much less? 
Virtues such as modesty, moderation, self-control, unselfishness, and humility 
come to mind when we think about a CEO who could, but does not, take an exces-
sive salary. Self-indulgence, greed, callousness, competitiveness, and selfishness 
come to mind about the others. To a person with moderate and constrained desires, 
an exorbitant salary is simply not an option. It would be out of character.

Virtue ethics can offer us a more fully textured understanding of life within 
business. Rather than simply describing people as good or bad, right or wrong, an 
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ethics of virtue encourages a fuller description. For example, we might describe a 
business leader as visionary and courageous, a person of integrity, who sympathizes 
with employees and cares about their well-being. Other executives might be 
described as greedy or ruthless, proud or competitive. Faced with a difficult dilemma, 
we might ask what would a person with integrity do?

For each of us, working in business will provide opportunities for behavior that 
is generous or greedy, ruthless or compassionate, fair or manipulative. Given these 
opportunities, each one of us must ask which character traits are likely to help us 
live a good life and which are likely to frustrate this. What type of person are we to 
be? Presumably such questions arose for those entry-level Wells Fargo employees 
who were faced with the expectation to commit fraud. What would an honest per-
son say and do? Do I have the courage of my convictions?

By the time we are adults, much of our character is formed by such factors as 
our parents, schools, church, friends, and society. But powerful social institutions 
such as business and especially our own places of employment and our particular 
social roles within them (e.g., manager, professional, and trainee) have a profound 
influence on shaping our character. An accounting firm that hires a group of train-
ees fully expecting that fewer than half will be retained and only a very small group 
will make partner, encourages motivations and behavior very different from a firm 
that hires fewer people but gives them all a greater chance at long-term success. A 
company like Wells Fargo that sets unrealistic sales goals will find that it creates a 
different sales force than one that understands sales more as customer service. 
Virtue ethics reminds us to look to the actual practices we find in the business 
world and ask what type of people are being created by these practices. Many indi-
vidual moral dilemmas that arise within business ethics can best be understood as 
arising from a tension between the type of person we seek to be and the type of 
person business expects us to be.

Consider an example described to me by someone who is conducting empirical 
studies of the values found within marketing firms and advertising agencies. This 
person reported that on several occasions advertising agents told her that they 
would never allow their own children to watch the very television shows and adver-
tisements that their own firm was producing. By their own admission, the ads for 
such shows aim to manipulate children into buying, or getting their parents to buy, 
products that had little or no real value. In some cases the ads promoted beer drink-
ing and the advertisers themselves admitted, as their “dirty little secret,” that they 
were targeted for the teenage market. Further, their own research showed them 
how successful their ads were in increasing sales.

Independent of the ethical questions we might ask about advertising aimed at 
children, a virtue ethics approach would look at the type of person who is so able to 
disassociate oneself and one’s own values from one’s work, and the social institu-
tions and practices that encourage it. What kind of person is willing to subject chil-
dren to marketing practices that they are unwilling to accept for their own children? 
Such a person seems to lack even the most elementary form of personal integrity. 
What kind of institution encourages people to treat children in ways that they will-
ingly admit are indecent? What kind of person do you become by working in such 
an institution?
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Virtues ethics provides us with the language and framework for talking about 
and examining a wide range of human values in business. It helps us understand 
good people, in all their diversity, and bad people, in all their diversity as well. It 
helps us evaluate organizations and how they can encourage and discourage ethical 
behavior, and how they might be changed so that we get more of the former and 
less of the latter.

2.3 UTILITARIAN ETHICS

Utilitarianism is a second ethical tradition that is very relevant for understanding 
business ethics. Utilitarianism has had a significant impact on the modern world 
and has been especially influential in shaping politics, economics, and public 
 policy. It therefore has had, and continues to have, an enormous influence on busi-
ness. Because of its influence on contemporary politics and economics, it will be 
helpful to start our consideration by locating utilitarianism within its historical con-
text. Roots of utilitarian thinking can be found in works by Thomas Hobbes (1588–
1679), David Hume (1711–1776), and Adam Smith (1723–1790), but the classic 
formulations are found in the works of Jeremy Bentham (1748–1832) and John 
Stuart Mill (1806–1873). Each of these social philosophers was writing against a 
background of the great democratic revolutions of the seventeenth and eighteenth 
centuries.

Utilitarianism tells us that we can determine the ethical significance of any 
action by looking to the consequences of that act. Utilitarianism is typically identi-
fied with the policy of “maximizing the overall good” or, in a slightly different ver-
sion, of producing “the greatest good for the greatest number.” Acts that accomplish 
this aim are good; those that do not are bad. Thus, utilitarianism can be thought of 
in terms of means and ends. An act or a decision is judged as ethical depending on 
whether or not it is an effective means for attaining the ethically good end of over-
all, maximum happiness.

As utilitarianism emerged in the eighteenth and nineteenth centuries, this 
emphasis on the overall good, and upon producing the greatest good for the great-
est number, directly opposed authoritarian policies that aimed to benefit the politi-
cal elite. Thus, utilitarianism provided strong support for democratic institutions 
and policies. Government and all social institutions exist for the well-being of all, 
not to further the interests of the monarch, the nobility, or some small minority. 
Likewise, the economy exists to provide this highest standard of living for the great-
est number of people, not to create wealth for a privileged few.

These early utilitarians also believed that, apart from exceptional circumstances, 
the best judges of happiness are individuals themselves. Each person, rather than a 
king or priest, should be free to judge for himself or herself what is good for him 
or her. Thus, utilitarianism also provided strong support for civil liberties and 
civil rights. This combined view, that social policy should aim for the greatest over-
all good and that individuals should have the freedom to decide for themselves 
what their own good is, provided strong philosophical support for the type of 
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liberal democratic forms of governments that developed in Western Europe and the 
United States, including support for free markets and free economies.

Thus, utilitarianism is a consequentialist ethics. Decisions and acts are deter-
mined by their consequences. (How else might we judge acts? Well, sometimes we 
determine that we should or should not do something as a matter of principle, 
regardless of consequences. We’ll look at this approach in more detail in the next 
section.) In this way, utilitarians tend to be pragmatic thinkers. No act is ever right 
or wrong in all cases in every situation. It will all depend on the consequences. For 
example, lying is neither right nor wrong at all times in all situations. There might 
be situations in which lying will produce greater overall good than telling the truth. 
In such a situation, it would be ethically right to tell a lie.

Consider a question that might arise out of the discussion case from the start 
of this chapter. Should the U.S. government pass a law that limits the amount of 
profit Mylan can earn from the EpiPen? A utilitarian approach to this question 
will consider the likely consequences of either alternative. Limiting the price of a 
product would tend to make it more readily available to people who need it, espe-
cially those with limited resources. In general, this could save lives and promote 
health. On the other hand, lower prices might make it more difficult to attract 
research and development among pharmaceutical companies. This would result 
in harm to everyone, including consumers. Utilitarianism would suspend judg-
ment until the consequences, or expected consequences, became known. Either 
way, the ethical judgment made about the decision is a function of what happens 
after the fact.

If we judge our actions in terms of consequences, in terms of means and ends, 
then we must have some standard for deciding between good and bad conse-
quences, between good and bad ends. How do we know that these consequences 
are good but others are bad? In very general terms, all utilitarian thinkers agree that 
we should maximize the overall good, but among utilitarians there are different 
interpretations of what this “good” involves.

In general, the utilitarian position is that the goal of ethics, both individually 
and as a matter of public policy, should be to maximize the overall happiness. But, 
what exactly is happiness? Jeremy Bentham argued that only pleasure, or at least 
the absence of pain, was intrinsically good. Happiness, according to Bentham, must 
be understood in terms of pleasure and the absence of pain; unhappiness is under-
stood as pain or the deprivation of pleasure. On Bentham’s view, pleasure and pain 
are the two fundamental motivational factors of human nature. In his words,

Nature has placed mankind under the governance of two sovereign masters, pain 
and pleasure. It is for them alone to point out what we ought to do, as well as to 
determine what we shall do. . . . They govern us in all we do, in all we say, in all we 
think.1

Consider, then, Bentham’s utilitarian reasoning. Only pleasure and the absence 
of pain are valued for its own sake. Only pleasure and the absence of pain, there-
fore, are intrinsically, objectively, and indisputably good. If pleasure and the absence 
of pain are good, more pleasure (or less pain) is better and maximum pleasure 
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(or minimum pain) is best. Therefore, maximizing pleasure (the utilitarian princi-
ple) is the fundamental, objective, and indisputable ethical principle.

While the imperative to maximize pleasure sounds like a return to egoism, util-
itarianism differs from egoism in important ways. Egoism focuses on the happiness 
of individuals. Utilitarian acts are judged by their consequences for the general and 
overall good. Consistent with their commitment to democratic equality, however, 
the general good includes the well-being of each individual affected by the action.

While agreeing with the general framework of Bentham’s utilitarianism, John 
Stuart Mill defended a different understanding of happiness. Mill believed that 
there is a qualitative dimension to happiness that is missed by Bentham’s focus on 
pleasure. Human happiness is not mere hedonism. According to Mill, humans are 
capable of enjoying a variety of experiences that produce happiness. Besides the 
pleasures of sensation that Bentham mentions, humans also experience social and 
intellectual pleasures that are qualitatively different from, and superior to, mere 
feelings. In a famous passage, Mill claims that “it is better to be a human being dis-
satisfied than a pig satisfied; better to be a Socrates dissatisfied than a fool 
satisfied.”2

But the claim that there is a form of happiness that is qualitatively better than 
sensations of pleasure is controversial. How do we know, or how can we prove, that 
it is better to be Socrates dissatisfied than a fool satisfied? Mill’s answer has signifi-
cant ethical and social implications. To decide which pleasures and what type of 
happiness is better, according to Mill, we should consult with someone with the 
experience of both. Such experienced and competent judges are the best test for 
determining the highest happiness.

Of two pleasures, if there be one to which all or almost all who have experience of 
both give a decided preference, . . . that is the more desirable pleasure.3

And if disagreement continues beyond this, Mill next suggests that

From the verdict of the only competent judges, I apprehend there can be no appeal. 
On a question which is the best worth having of two pleasures . . . the judgment of 
those who are qualified by knowledge of both, of if they differ, that of the majority 
among them, must be admitted as final.4

Thus, Mill acknowledges that not all opinions are equal. Some people are more 
competent and more qualified than others in judging what is good. Mill’s utilitari-
anism does not support an uncritical majority rule in which every opinion of what 
is good is treated as equally valid. However, we shouldn’t abandon democracy 
because of this. The way to develop competent judges is through experience and 
education. People need to be educated and experienced in a variety of pleasures 
before they are competent to judge. Once they are experienced, then majority-rule 
democracy is the best way to make decisions.

Thus, in John Stuart Mill’s writings we find one of the classic defenses of liberal 
democracy and liberal education. The most fundamental ethical principle commits 
us to arranging society in such a way that we maximize the happiness for the great-
est number of people. The best means for attaining this goal is an educated citi-
zenry making decisions through a majority-rule democracy. The best method for 
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securing an educated citizenry is to allow individuals the freedom of choice to pur-
sue their own ends. Even when those choices are unwise, individuals are gaining 
the experience needed to distinguish between good and bad, higher and lower, 
pleasures.

These views have significant implications for business and economics. In clas-
sical free market economics, consumer demand is sovereign. Economic transactions 
occur when individuals seek their own happiness, understood as getting what they 
demand. If individuals make mistakes and buy products that fail to bring them sat-
isfaction, they learn from their mistakes, no longer buy the product, and according 
to supply and demand, market forces eventually eliminate unsatisfactory products.

Perhaps utilitarianism’s greatest contribution to social and political thought has 
come through its influence in economics. With roots in the works of Adam Smith 
as well as those of Bentham and Mill, the ethics of twentieth-century neoclassical 
economics—essentially what we think of as free market capitalism—is decidedly util-
itarian. It is in this way that utilitarianism has had an overwhelming impact on 
business and business ethics.

Under free market economies, economic activity aims to satisfy consumer 
demand. The law of supply and demand tells us that economies should, and healthy 
economies do, produce (supply) those goods and services that consumers want 
(demand). Since scarcity and competition prevent everyone from getting all that 
they want, the goal of free market economics is to optimally satisfy wants. Free 
markets accomplish this goal by allowing individuals to decide for themselves what 
they most want and then bargain for these goods in a free and competitive market-
place. This process of allowing individuals to set their own preferences and bid for 
them in the marketplace will, over time and under the right conditions, guarantee 
the optimal satisfaction of wants.

This brief description suggests how free market economics fits the utilitarian 
framework. The end or goal of economic activity, what economists often refer to as 
utility or welfare, is the maximum satisfaction of consumer demand. We do the 
most good for the greatest number when we get as many people as possible as 
much of what they want as possible. The “good” is defined in terms of satisfying 
one’s wants. But since scarcity and competition prevent us from getting all that we 
want, individuals are left to rank-order their wants or, in other terms, to establish 
their own preferences. Thus, free market economics can be thought of as a version 
of preference utilitarianism, where the utilitarian goal is the maximum satisfaction 
of preferences.

Given this goal, free market economics advises us that the most efficient means 
to attain that goal is to structure our economy according to the principles of free 
market capitalism. We should allow individuals the freedom to bargain for them-
selves in an open, free, and competitive marketplace. Self-interested individuals 
(and mainstream economics assumes that this is at least a strong tendency among 
human motivations) will always be seeking ways to improve their own position. 
Agreements (contracts) will occur only in those situations where both parties 
believe that a transaction will improve their own position. In such a situation, the 
competition among rational and self-interested individuals will continuously work 
to promote the greatest overall good. Whenever a situation occurs in which one or 
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more individuals can attain an improvement in their own happiness without a net 
loss in others’ happiness, market forces will guarantee that this occurs. Thus, the 
market is seen as the most efficient means to the utilitarian end of maximizing 
happiness.

2.4 CHALLENGES TO UTILITARIANISM

We will examine some more specific debates surrounding the free market version 
of utilitarianism in chapter 3. For now, let us consider some general challenges to 
the ethics of utilitarianism. We can classify these challenges into two groups— 
 problems raised from within a utilitarian perspective that involve finding a defensi-
ble version of utilitarianism and problems raised from outside that challenge the 
plausibility of the entire utilitarian project.

Problems Raised from within the Utilitarian Tradition

We will mention two challenges that are debated from within utilitarian perspec-
tives. First, all utilitarians must find a defensible way to measure happiness. Phrases 
like “maximize the overall good” and the “greatest good for the greatest number” 
require some form of measurement and comparison (how else would you know that 
this situation rather than another has maximized the good?). Bentham went to 
great lengths to develop a “hedonistic calculus” to help quantify pleasures. Mill left 
it to the judgment of a majority of well-informed, competent judges. Economists 
substitute such measures as the gross national product for determining overall 
happiness.

Bentham, Mill, and neoclassical economics all sought a scientific, measurable 
ethics. But there simply is no consensus among utilitarians on how to measure and 
determine the overall good. This problem is only compounded by the fact that util-
itarians are committed to considering all the consequences to all affected parties. 
Many business ethics issues highlight how difficult this could be. Consider the con-
sequences of using nonrenewable energy sources and burning fossil fuels for 
energy. It is hard to see how a utilitarian could ever hope to calculate the conse-
quences of a choice between investing in nonrenewable sources and continuing the 
present reliance on coal and oil. Yet this is exactly what is required by the utilitarian 
principle. (Attempts to shift focus, as economists often do, on to the “expected” 
utility of an act is to abandon utilitarianism. At that point we have adopted an 
 ethics not of consequences but of intentions and that is no longer utilitarianism. 
We’ll see this view developed in the following section.)

The second problem with the utilitarian perspective deals with differing ver-
sions of the good and the implications for human freedom. Historically, utilitarians 
are social and political liberals. That is, they all placed a very high value on individ-
ual freedom of choice. But there is a tension between objective accounts of the good 
and individual freedom. Simply put, free individuals do not always choose to do 
what is good for them. The more utilitarians emphasize freedom, the more likely 
they hold more relativistic accounts of the good. On this view, good is simply a 
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matter of opinion, or individual desires, preferences, and wants. However, this 
seems to abandon the entire project of ethics since, after all, people often desire 
what is trivial, immoral, and bad. On the other hand, the more utilitarians are will-
ing to specify a specific content to the good life, the more the need to abandon the 
commitment to individual freedom. If we know what is truly good, then individuals 
ought to act in certain ways (to maximize the good) even if they don’t want to. 
Finding a balance between individual freedom and the overall good is a challenge 
that confronts most versions of utilitarianism.

Problems Raised to the Utilitarian Tradition

The final challenges are not raised from within the utilitarian perspective but rather 
go directly to the core of utilitarianism. The essence of utilitarianism is its conse-
quentialism. Good and bad acts are judged by their consequences. In short, the 
end justifies the means. But this seems to deny one of the earliest and most funda-
mental ethical principles that many of us have learned: The ends don’t justify the 
means.

This challenge can be explained in terms of rules or principles. When we say 
that the ends don’t justify the means what we are often saying is that there are cer-
tain rules or principles we should follow no matter what the consequences. Put 
another way, we have certain duties or obligations that we ought to obey even when 
doing so does not produce a net increase in overall happiness. Examples of such 
duties are those required by such principles as justice, loyalty, and respect, as well 
as the duties that flow from our roles as parent, spouse, friend, and citizen. We will 
examine that ethical tradition in more detail in the next section.

Several examples can be used to explain this criticism. Since utilitarianism 
focuses on the overall consequences, utilitarianism seems willing to sacrifice the 
good of individuals for the greater overall good. So, for example, it might turn out 
that the overall happiness would be increased if we allocate health care according 
to free markets. Utilitarians could object to denying someone needed medical care 
like an EpiPen not as a matter of principle, but only if and to the degree that 
denial of medicine to a minority of people detracts from the overall good. If it 
turns out that such action increases the net overall happiness, utilitarianism 
would have to support it. In the judgment of many people, such a decision would 
violate the principles of justice, equality, and respect. As we will see developed in 
the following section, principle-based ethics would appeal to the concept of ethi-
cal rights in criticizing utilitarianism. From that perspective, individuals possess 
certain basic rights that should not be violated even if doing so would increase the 
overall social happiness. Some might claim, for example, that everyone has a right 
to needed health care. Or, critics of laws restricting executive compensation argue 
that businesses should be free to decide for themselves what to pay their execu-
tives. The income paid to executives belongs to the corporation, not to the govern-
ment, and therefore such a law would violate their property rights. Rights function 
to protect certain central interests from being sacrificed for the greater overall 
happiness. Utilitarians can defend rights only to the degree that rights contribute 
to the overall good.
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Another example that can be raised against utilitarianism looks to specific 
relationships and commitments that we all make. For example, as a parent we love 
our children and have certain duties to them. Imagine a situation in which you 
have to choose between saving the life of your child and saving the life of a talented 
dedicated brain surgeon. Utilitarians are committed to determining the ethical 
decision by calculating the overall consequences of each choice and doing what-
ever will maximize the overall good. The example can be arranged in such a way 
that saving the brain surgeon clearly contributes to the overall good. But what eth-
ical judgment should we make about the parent who even begins to make such 
calculations?

Utilitarians would seem to be committed to parental love and duty only to the 
degree that such love and duty contributes to the overall good. Parents should love 
their children because this contributes to the overall good of society. (And if it 
doesn’t?) But surely this misrepresents (and insults) the nature of parental love. I 
do not love my children because of the consequences that this might have for soci-
ety. Principle-based ethicists would argue that there are certain commitments that 
we make, certain duties that we have, which should not be violated even if doing 
so would increase the net overall happiness. Violating such commitments and 
duties would require individuals to sacrifice their own integrity for the common 
good. Thus, critics of excessive executive compensation might claim that gross 
inequality in pay is unfair and unjust in principle. We will consider similar themes 
of professional commitments and duties when a later chapter examines the role of 
professional responsibilities within business institutions.

2.5 UTILITARIANISM AND BUSINESS POLICY

Before moving on to principle-based ethics, it will be helpful to connect utilitarian 
ethics to some general concerns of business ethics. At its most basic, utilitarianism 
is a social philosophy, offering criteria by which the basic structure of social institu-
tions, such as business and the economy, ought to be determined. Utilitarianism 
asserts that social institutions should be structured in whatever way will maximize 
the overall good. Two important schools of thought, each reflected in many contem-
porary policy debates that concern business, have emerged within the utilitarian-
ism for deciding how best to achieve this goal.

One version of utilitarianism public policy holds that there are experts who can 
predict the outcome of various policies and carry out policies that will attain our 
ends. These experts, usually trained in social sciences such as economics, are famil-
iar with the specifics of how society works and can therefore determine which pol-
icy will maximize the overall good. This approach to public policy underlies one 
theory of the entire administrative and bureaucratic side of government. On this 
view, the legislative body (from Congress to local city councils) establishes the pub-
lic goals, and the administrative side (presidents, governors, mayors) executes 
(administers) policies to fulfill these goals. The people working within the adminis-
tration, the classic government bureaucrats, should know how the social and polit-
ical system works and use this knowledge to carry out the mandate of the legislature. 
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The government is filled with such people, typically trained in such fields as eco-
nomics, law, social science, public policy, and political science. This approach, for 
example, would justify widespread government regulation of business on the 
grounds that such a regulation will ensure that business activities do contribute to 
the overall good.

Consider how the U.S. Federal Reserve Board sets interest rates. There is an 
established goal, a public policy “good,” that the Federal Reserve takes to be the 
greatest good for the country. (This goal is something like the highest sustainable 
rate of economic growth compatible with minimal inflation.) The Fed examines the 
relevant economic data and makes a judgment about the present and future state of 
the economy. If economic activity seems to be slowing down, the Fed might decide 
to lower interest rates as a means for stimulating economic growth. If the economy 
seems to be growing too fast and the inflation rate is increasing, they might choose 
to raise interest rates. Lowering or raising interest rates in itself is neither good nor 
bad; the rightness of the act depends on the consequences. The role of the public 
servant is to use his or her expertise to judge the likely consequences and make the 
decision that is most likely to produce the best result.

A second influential version of utilitarian policy invokes the tradition of Adam 
Smith and claims that competitive markets are the best means for attaining utilitar-
ian goals. This version would promote policies that deregulate private industry, 
protect property rights, allow for free exchanges, and encourage competition. In 
such situations the self-interest of rational individuals will result, as if led by “an 
invisible hand” in Adam Smith’s terms, to the maximum satisfaction of individual 
happiness.

The dispute between these two versions of utilitarian policy, what we might call 
the “expert” and the “market” versions, characterizes many disputes in public pol-
icy and many within business ethics. Consider recent debates within the United 
States concerning health care policy. Some argue that the country’s health care is 
best provided by a government-regulated and -managed, if not government pro-
vided, health care system. Others argue that health care decisions are best left to 
the decisions of private individuals within a free market deciding for themselves 
the appropriate level of health care that they are willing to pay for. Both sides might 
agree that the ultimate goal is to provide the best health care for the most people, 
but they disagree significantly on the appropriate means for attaining that goal.

Another example of these debates within business ethics concerns regulation 
of unsafe workplaces. One side argues that questions of safety and risk should be 
determined by experts who then establish standards that business is required to 
meet. Government regulators (in this case, the Occupational Safety and Health 
Administration [OSHA]) are then charged with enforcing safety standards in the 
workplace. The other side argues that the best judges of acceptable risk and safety 
are workers themselves. A free and competitive labor market will ensure that peo-
ple will get the level of safety that they want. Individuals calculate for themselves 
what risks they wish to take and what trade-offs they are willing to make in order to 
attain safety. Workers willing to take risks likely will be paid more than workers 
who demand safe work environments. Thus, a market-based solution will prove 
best at optimally satisfying these various and competing interests.
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There is no question that utilitarian reasoning dominates among policy makers 
and policy administrators. Policy experts at all levels are focused on results and on 
getting things done. This makes the utilitarian emphasis on consequences particu-
larly attractive to fields such as economics, business, and government. It seems 
obvious that policy questions should be judged by results and consequences. The 
utilitarian emphasis on measuring, comparing, and quantifying also reinforces the 
view that policy makers should be neutral administrators. The standard view is that 
policy goals should be left to the democratic decisions of the people. The people 
decide what they want and what makes them happy; the job of social policy is sim-
ply to help them attain those goals in as efficient a manner as possible. Efficiency is 
simply another word for maximizing happiness.

Despite these close connections between utilitarianism and public policy, seri-
ous ethical challenges remain. We turn now to a major alternative to utilitarian 
ethics: principle-based ethics.

2.6 PRINCIPLE-BASED ETHICS

Principle-based ethics, or what is sometimes called an ethics of rights and duties, 
emphasizes the fact that sometimes the correct path is determined not by its conse-
quences but by certain principles or duties. More familiar synonyms for duty 
include obligations, commitments, and responsibilities. This principle-based 
approach faults utilitarianism for thinking that our acts should always be judged by 
their consequences to the overall good. This ethical tradition denies the utilitarian 
belief that the ends do justify the means. It holds that there are some things that we 
should, or should not, do regardless of the consequences.

To understand why the ends don’t justify the means we need to emphasize that 
utilitarian ends are focused on the collective or aggregate good. Utilitarianism is 
concerned with the well-being of the whole. (This is one of the things that makes 
utilitarianism attractive to public policy makers.) But many of us have a deep com-
mitment to the dignity of individuals. We believe that individuals should not be 
used as a mere means to the greater overall good. A prominent way of explaining 
this is to say that individuals have rights that should not be sacrificed simply to 
produce a net increase in the collective good.

Consider the debate mentioned previously concerning child labor in the devel-
oping world. Some policy makers in impoverished countries believe that the best 
means for raising the standard of living within their country is to increase exports. 
This brings in hard currency with which the country can pay for food, medicine, 
and education (and repay debts!). Increasing exports will raise the standard of liv-
ing for all citizens and thereby meet the utilitarian goal of improving the collective 
good. However, to increase exports a country must be capable of selling their goods 
at costs below those of competing countries. Since labor is a major production cost, 
keeping labor costs low helps the country as a whole. Unfortunately, one means for 
maintaining low labor costs is to employ young children. (Cases of child labor in the 
manufacture of athletic shoes and clothing are only the most well-publicized 
instances of an all too common phenomenon.)


