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Abstract. Business ethics is usually taught either from a philosophical perspective that derives
guiding normative principles from abstract theories of philosophical ethics or from an atheoretical
perspective that has students analyze cases that present difficult ethical issues and propose solutions
on a casuistic basis. This article proposes a third approach—the Principles Approach—that derives
guiding normative principles teleologically from the nature of market activity itself. The article
demonstrates how the Principles Approach can meet the four main challenges facing those who
teach ethics in business schools—the challenges of definition, abstract, cultural relativism, and
integration.
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1. Introduction

A couple of decades ago, the cartoonist Gary Larson produced an amusing two
panel cartoon. The first panel, entitled, “What We Say to Dogs”, shows a man
pointing at a dog and saying, “Okay, Ginger! I've had it! You stay out of the
garbage! Understand, Ginger? Stay out of the garbage or else!” The second panel,
entitled, “What Dogs Hear”, shows the same picture with the words “blah, blah,
GINGER, blah, blah, blah, blah, blah, blah, blah, GINGER, blah, blah, blah, blah,
blah.” Change the dog to students and have the man talking about the categorical
imperative or Aristotle’s conception of eudaemonia, and you have a pretty good
representation of a philosophically trained professor teaching ethics to a class of
business school students. Few of us with PhDs in philosophy have not identified
with the man in the cartoon at times. Nevertheless, in the triumph of hope over
experience, many of us continue to serve up the philosophical blah, blah, blah.
Those who persevere are adherents of what may be called the philosophical
approach to teaching business ethics. This approach consists of acquainting
students with the leading theories of philosophical ethics (e.g., Kantian
deontology, utilitarian consequentialism, Aristotelean virtue ethics), and then
exploring how these theories may be applied to resolve various ethical problems
that arise in the business environment. Practitioners of the philosophical approach
do not always move directly from the highest level of abstraction to application.
Frequently, the application is mediated by more specific theories of business
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ethics such as normative stakeholder theory or integrative social contract theory.
In such cases, the more abstract philosophical theories supply the grounding for
the mediating theories, which are then applied to particular ethical problems.
Adherents of the philosophical approach are typically PhDs in philosophy
recruited to business schools to teach ethics.

The philosophical approach represents one of the two dominant models of
business ethics pedagogy. The other may be called the atheoretical approach. This
approach consists of having students analyze detailed real world (or hypothetical)
cases that present difficult ethical issues and propose a course of action. No
attempt is made to apply any particular ethical theory, but various factors that bear
on the decision are weighed against one another. Thus, the students might discuss
how various proposed courses of action would affect the business’s prospects for
financial success, what impact they would have on different stakeholders,
whether they would enhance or undermine the business’s reputation, etc. This
casuistic process is often accompanied by heuristic devices such as the New York
Times test—would you want an account of your action to appear on the front page
of the New York Times?—or the mirror test—could you look at yourself in the
mirror if you took the proposed action? Adherents of the atheoretical approach are
typically PhDs in business or related empirical disciplines who are interested in
the science of human behavior.

Admittedly, these descriptions are caricatures. Few business ethics courses
fall squarely within either model, and most have some elements of both. The
distinction is worth drawing, however, because it highlights both the strengths
and weaknesses of the way ethics is taught in business schools. The strength of
the philosophical approach is that it is truly normative. The sound application of
theory to fact provides definite guidance for the resolution of difficult ethical
questions. Its weakness, however, is that it is expressed in language that is
virtually unintelligible to the audience it is intended to reach. Business students
are not philosophers, and the language of philosophical ethics in which the
guiding principles are expressed is often an insurmountable barrier to the students'
efforts to apply them.

The strength of the atheoretical approach, in contrast, is that it employs
language that is readily understood by business students and is easily assimilated
into the case method pedagogy typical of business schools. Business students are
good at marshaling facts and calculating the impact of proposed actions on
affected parties. The atheoretical approach allows them to assemble a well-
stocked smorgasbord of empirical factors relevant to the resolution of ethical
questions. The weakness of the approach, however, is that it provides little or no
guidance as to how to integrate these factors to arrive at such a resolution. Without
clearly identified normative principles, students have no way of determining
which factors are morally relevant or of assigning relative weight to those that are.
Thus, they must rely on their moral intuitions or “gut feelings” to lead them to a
conclusion. This feature of the atheoretical approach is responsible for the
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widespread impression among business students that ethics is not an objective
pursuit, and gives rise to the “who’s to say” phenomenon that all business ethics
professors encounter.

In this article, I intend to present a third approach to teaching business
ethics—one that I call the Principles Approach. This approach employs genuine
ethical principles to guide decision-making, but dispenses with the abstract
philosophical substratum upon which they rest in the philosophical approach. The
Principles Approach is teleological in orientation, deriving normative principles
from the nature and purpose of market activity itself. These principles are then
articulated in terms that are intelligible to non-philosophically trained business
students. The Principles Approach is designed to navigate a course between the
Scylla of incomprehensible abstraction and the Charybdis of unstructured
intuitionism to arrive at an ethics pedagogy that is both principled and practicable.

2. Four Challenges

Teaching ethics is always a challenge. Most students spend most of their time
collecting facts and learning how the world works. Switching focus from the
study of what is to the study of what ought to be can be a jarring experience.

Through most of their education, students attain academic success by
demonstrating the ability to understand or discover factual information and
reproduce it on demand-to read, remember, and repeat. But ethics has no
determinate body of facts to absorb and retain. Its focus is not on discovery, but
on evaluation. The skills it requires are the analytical ones of perceiving the
relationships among assertions, recognizing inconsistencies, tracing implications,
and judging the cogency of arguments—skills that a significant number of
students have never developed.

If this situation makes teaching ethics a challenge, teaching it in a business
school is doubly so. Not only business students, but most business school faculty
are completely unfamiliar with the techniques of ethical analysis. They are trained
in quantificational methods and are often gifted empirical problem-solvers. They
are skilled at determining the most effective means of attaining specified goals.
But the conceptual tools needed to determine which goals are proper to pursue are
entirely alien to them.

The lack of familiarity with the nature of ethical enquiry that is typical of
business school students and faculty presents those charged with teaching ethics
in business schools with four major challenges: 1) the challenge of definition, 2)
the challenge of abstraction, 3) the challenge of cultural relativism, and 4) the
challenge of integration.
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2.1. The Challenge of Definition

The first challenge of teaching ethics in a business school is determining what the
term means. Philosophers employ fairly standard definitions when discussing
ethics, dividing the field into normative ethics—the study of what constitutes the
proper standards of right and wrong, applied ethics—the study of how ethical
standards apply to specific controversial issues, and metaethics—the study of the
nature of ethical enquiry itself. No such shared understanding exists in business
schools in which ethics is used as an amorphous generic term that encompasses a
wide array of both normative and empirical concerns.

In business schools, ethics can refer to the study of not only the genuine moral
principles that guide human conduct, but also legal compliance, standards of
professional behavior, empirical surveys of what the public or consumers believe
to be morally proper behavior, moral psychology (the study of how human beings
make moral decisions), instrumental ethics (using the public perception of ethical
action to improve corporate performance or how to “do well by doing good”),
environmental impact and sustainability, triple bottom line accounting, and
anything containing the word “social” (e.g., corporate social responsibility, social
enterprise, social management, social entrepreneurship).

Part of the explanation for the conflation of ethics with such purely empirical
considerations is that most business faculty are trained exclusively in the
empirical disciplines. To the extent that they are unfamiliar with the tools of
normative analysis, they may have little awareness of the distinction between
normative and empirical issues. With their research focused on identifying the
most effective means to specified ends, questions about the legitimacy of the ends
may rarely arise. Further, to the extent that empiricists tend to identify everything
that cannot be verified or measured by empirical techniques with matters of
opinion, it is natural for them to identify ethics with a survey of opinion about
what consumers or stakeholders or the public believe to be right.

Philosophers are aware of Hume’s argument that one cannot derive a
normative conclusion from purely empirical premises and G. E. Moore’s
description of the naturalistic fallacy. Most business faculty are not. Hence, it is
not surprising that they conflate the study of ethical beliefs and practices with the
study of ethics itself. This occurs frequently enough so that the fourth volume of
Business Ethics Quarterly contained a symposium devoted entirely to clarifying
the difference between normative and empirical pursuits. In that symposium, it
was noted that the lack of a clear understanding of this distinction meant that
“social scientists are all too prone to committing the naturalistic fallacy. What is
becomes the definition of what ought to be; empiricism swamps normative claims
altogether (Victor & Stephens 1994, p. 151).”l

So the first challenge of those assigned to teach ethics in a business school is
to provide an intelligible definition of what ethics is to one’s colleagues.
Somehow, the ethics professor must create a general understanding that ethics
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does not address purely empirical matters, but is inherently concerned with the
question of how human beings ought to behave; and hence, that the evaluation of
moral principles will necessarily be one of the foci of a course in ethics.

This is no easy hurdle to overcome. I teach at the McDonough School of
Business at Georgetown University, which prides itself on its commitment to
ethics. Yet, during the most recent revision to its MBA curriculum, the committee
preparing the curriculum released a draft that eliminated the core course in
business ethics. When I asked why ethics had been eliminated from the
curriculum, the representative of the committee responded that it had not and
pointed to a course named “Managing the Triple Bottom Line”.

2.2. The Challenge of Abstraction

Overcoming the challenge of definition leaves the ethics professor face to face
with the second major challenge—the challenge of abstraction. For once it is clear
that the study of ethics necessarily involves the study of ethical principles,2 the
professor is confronted with the fact that such principles are usually expressed in
highly abstract form.

Ethical arguments always have two types of premises: normative and
empirical. The normative premise establishes the proper goals of human action
and the constraints on their pursuit. The empirical premise provides the
knowledge of how the world works that is necessary to achieve the goals or honor
the constraints. Knowledge of normative goals and constraints divorced from
empirical knowledge of how the world works is sterile. It does no good to know
where you want to go if you have no idea how to get there. Similarly, even the
most detailed knowledge of how the world works is useless without knowledge

1. This observation was bolstered by references to the work of top empirical scholars. For
example, Linda Trevino and Bart Victor appear to derive a recommendation to dock the pay
of groups of workers when individual wrongdoers cannot be identified directly from what
employees consider ethical with no recognition that the question of whether it is actually is
ethical still remains (Trevino & Victor 1992). Similarly, Jerald Greenberg and Robert J. Bies
appear to argue as though they can refute ethical propositions with empirical research in
statements such as,
As Rachels put it, a just society “would be one in which people may improve their
positions through work . . . but they would not enjoy superior positions simply because
they were born lucky.” Research does not support his claim. Specifically, although
people may be reluctant to take rewards based on completely random criteria, they do
believe that it is fair for them to reap the benefits of any victories received in the natural
lottery (Greenberg & Bies 1992, p. 436).

The fact that Thomas Donaldson has recently published an article in Academy of Management

Review making essentially the same point indicates that not much has changed in the ensuing

two decades (Donaldson 2012).

2. For purposes of this article, I use the term “principle” in a highly inclusive way to refer to any
form of normative guidepost, not to privilege a deontological approach to ethics. Thus, as I am
using the term, ethical principles can refer to the guidance provided by any ethical theory,
whether consequentialist, deontological, or virtue ethics in nature.
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of what purpose it should serve. It does no good to have the most advanced means
of transportation at one’s disposal, if one has no idea of where to go.

Business faculty and students typically have no difficulty understanding the
empirical premises in ethical arguments. These premises concern matters such as
the way markets work, the effects of political regulation, cultural impediments to
understanding, and the psychology of human decision making as individuals and
within organizations—matters that are expressed in concrete terms and fall
squarely within their expertise.

The situation is different with regard to the normative premises, which consist
of ethical principles. Many professors of business ethics attempt to apply general
theories of ethics directly to the problems that arise in the business environment.
Because these theories must be broad enough to guide all aspects of human
behavior, the ethical principles they prescribe must be equally broad, and hence,
are necessarily expressed in highly abstract terms. Injunctions to do what will
create the greatest good for the greatest number, or to refrain from treating
individuals merely as means to the ends of others, or to promote human
flourishing may capture human beings’ ethical obligations, but their articulation
is anything but specific. For students untrained in moral philosophy, precisely
what such injunctions mean and how they apply to particular situations is far from
clear.?

Many business ethics professors recognize this difficulty and elect not to
move directly from the most general ethical theories to application. These
professors attempt to bridge the gulf between philosophical ethics and the
concrete problems of the business world with “intermediate level” theories of
business ethics—ethical theories that are specially tailored for the business
environment. These theories, such as the normative stakeholder theory or the
integrative social contract theory, attempt to introduce principles specifically
designed to address the type of ethical problems that business people face. The
hope motivating the introduction of such mediating theories is that the principles
they prescribe will be more accessible to the non-philosophically trained business
student than those of the general theories of ethics.

In the main, this hope goes unrealized. For the mediating theories themselves
employ highly abstract principles. Definitions of stakeholders as groups and
individuals “who can affect or [are] affected by the corporation” (Freeman 2002,
p. 42), or “who are vital to the success and survival of the corporation” (Freeman
2002, p. 42) coupled with the injunction to “keep the relationships among the
stakeholders in balance” (Freeman 2002, p. 44) or to “pay[] attention” to the
interests of stakeholders (Freeman 2010, p. 9) are not notably more concrete than
direct appeals to the categorical imperative or the principle of utility. Similarly,
the injunction to abide by all hypernorms and legitimate microsocial contracts

3. Indeed, if the myriad of differing and incompatible conclusions drawn by business ethicists
who appeal to the same Kantian injunction to treat individuals always as ends in themselves is
any evidence, it is far from clear even to those who are trained in moral philosophy.
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(Donaldson & Dunfee 1994, p. 252) is at least as abstract as the statement of the
hypernorms themselves.

Hence, the second challenge for the business school ethics professor is to find
a way to express the abstract normative principles necessary to ethical analysis
and argumentation in concrete terms intelligible to empirically trained business
students.

2.3. The Challenge of Cultural Relativism

The observation that today business is conducted in a global marketplace is by
now a tired bromide. But tired or not, it is true. In the twenty-first century,
business is routinely conducted on an international scale. Trading partners come
from all parts of the globe, and this implies that they come to the marketplace with
widely differing cultural backgrounds and beliefs.

Cultural relativism refers to the empirically observable fact that people from
different geographical regions, religions, or philosophical traditions hold
differing beliefs as to what constitutes the morally proper standards of behavior.
This is not to be confused with ethical relativism, which asserts that there are no
universally applicable moral standards. The fact that people disagree over what
the answer to a question is does not establish that the question has no correct
answer. Cultural relativism does not imply ethical relativism.

Nevertheless, cultural relativism presents a significant challenge for the
business school ethics professor, whose classes increasingly include students
from all over the world. Ethical argumentation requires an appeal to ethical
principles. But what are these principles based on? What reasons can the ethics
professor give to students from different religious and cultural backgrounds to
believe that the principles he or she is introducing are valid and binding? The
western liberal philosophical tradition with its focus on the importance of
individual autonomy is called “western” specifically because it is not universally
accepted. Appeals to Kant’s categorical imperative to ground the inviolability of
individual human dignity are likely to be unpersuasive to those raised in a culture
that regards the maintenance of the community as the highest duty. Similarly,
appeals to eastern philosophical traditions are unlikely to move those raised in a
culture that exalts rugged individualism. This difficulty is compounded by the
fact that many students derive their moral beliefs from their divers religious
commitments.

The position of the business ethics professor is indeed a hopeless one if the
only way to ground the principles necessary to ethical analysis is to convince a
class of business students of the truth any particular philosophical tradition or
ethical theory. Such a task would require its own course in ethical theory. Yet
merely presenting a menu of philosophical approaches to the students with the
injunction to choose among them leaves the students devoid of guidance, and
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really does transform ethical analysis into a matter of opinion. Hence, finding a
way to effectively reach all the members of a class regardless of their cultural
backgrounds—overcoming the problem of cultural relativism—is a major
challenge for business school ethics professors.

2.4. The Challenge of Integration

Most business schools have a required course in ethics somewhere in their
curriculum. But where it is placed is rarely determined by what will most
effectively integrate ethics into the overall curriculum. In many schools, ethics
courses were added to the curriculum in an ad hoc manner in response to one or
another of the waves of business scandals that have occurred over the past few
decades. As a result, ethics courses have frequently been shoe-horned into the
business curriculum wherever an opening could be found.

Ideally, an ethics course would be incorporated into the curriculum in such a
way that it provides insight into the ethical issues that students will encounter in
their substantive business courses. It would prepare students to recognize ethical
issues in accounting, finance, marketing, strategy, and management, and arm
them with intellectual tools with which to address such issues. When this is the
case, ethics is not an insular subject cabined within a single course, but a theme
that has been integrated into all courses.

Such integration is like the holy grail. It is frequently sought, but never found.
Business schools often make commitments to integrate ethics into their curricula.
But practical impediments guarantee that these abstract commitments are rarely,
if ever, realized.*

To begin with, most business professors already believe that they are not able
to adequately cover the subject-matter of their courses in the time allotted. Hence,
they are naturally reluctant to crowd out what they regard as essential substantive
material to add an ethics component to their syllabi. In addition, incorporating
ethics into all substantive courses requires the faculty to revise their courses. One
can see why faculty may lack enthusiasm for taking on additional, uncompensated
work. Further, most business professors have little or no training in ethics. Simply
directing them to add ethics to their courses is likely to add little value. Doing so
almost guarantees that the atheoretical approach will be adopted, and that the
ethics component of the course will devolve into mere expression of opinion. Yet,
attempting to train an entire faculty to teach ethics competently carries an
enormous cost in faculty time and patience. Finally, most business school

4. Inthe 1990s, my own institution (then named the Georgetown School of Business) decided to
adopt three “themes”—topics that were to be addressed in all substantive business courses. It
decided that as a Jesuit institution, ethics should be one of these themes. When after several
years, no progress had been made toward integrating ethics (or the other themes) into the
substantive courses, the idea of having themes was quietly dropped.
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faculties want to ensure that their students are as well-prepared as possible before
they go on the job market. Hence, they are resistant to sacrificing time needed for
the development of practical job skills to make room for ethical training, which
is rarely seen as adding to the students’ marketability.

Integration fails at most business schools because the individual incentives of
the faculty work against the collectively desired end. The challenge of integration
is to make ethics a significant and vibrant part of the students’ education, rather
than an isolated course that they must take to satisfy a graduation requirement.
Because of the incentive structures at most business schools, this challenge is a
formidable one indeed.

3. The Principles Approach

As daunting as these challenge are, I believe they can be met. There is a method
of teaching ethics to business students that is practical, effective, and meaningful.
That method is the Principles Approach.

The Principles Approach is explicitly teleological in orientation—that is, it
derives its conclusions from the nature or purpose of the phenomenon under
consideration. For business ethics, the relevant phenomenon is the activity of
doing business in a market. Hence, the Principles Approach derives its
constitutive normative principles directly from what it means to engage in this
activity.

Taking a teleological approach to ethics means recognizing that voluntarily
engaging in certain activities can create implicit normative obligations. For
example, if I agree to play chess with another, I implicitly agree to move my
bishops exclusively along diagonal paths, to refrain from surreptitiously
removing my opponent’s pieces from the board when he or she is not looking, and
otherwise abiding by the rules of the game. As a professor, when I give my
students an exam, I implicitly agree to assign grades on the basis of the student’s
actual performance, rather than on how attractive they are or how much I like
them personally. In each case, my initial commitment to engage in the activity
carries with it additional implicit commitments that arise out of the nature of the
activity itself.

The Principles Approach to business ethics asserts that when people agree to
form agency relationships and trade with each other in a market, they implicitly
agree to abide by a set of identifiable ethical principles. These are the principles
that must hold in order for markets to function and for parties to be willing to hire
and trust others to act as agents for them. Just as an obligation to play by the rules
is inherent in the agreement to play chess, the obligation to adhere to these
principles is inherent in the agreement to play the “market game”.

This approach was pioneered by Dennis Quinn and Thomas M. Jones in their
article An Agent Morality View of Business Policy.5 In that article, the authors
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claim that by grounding their “arguments in an analysis of the moral foundations
of economics and business,” they can “show that the moral logic of market
competition and the principal-agent model of the firm require managers to
recognize [certain] principles as a higher priority than firm profits” (Quinn &
Jones 1995, p. 23). Jones and Quinn argue that a general commitment to certain
ethical principles “is a precondition either for the efficient working of markets or
for the principal-agent model itself to hold. The acceptance of these . . . principles
as norms of business is what enables an agency relationship to exist in the first
place” (Quinn & Jones 1995, p. 34). Their point is that the very act of doing
business in a market carries with it a commitment to abide by certain ethical
principles.

The past few decades has seen the development of a related line of
scholarship that attempts to derive substantive principles of business ethics
directly from the inherent features of markets. For example, Christopher
McMahon has argued that there is an “implicit morality of the market” that

consists primarily of the hypothetical imperatives which are generated by
economic theory when the achievement of economic efficiency is taken as an
end. Certain conditions must be satisfied if a free-enterprise system is to allocate
resources to producers and distribute products to consumers in a Pareto-optimal
way. And from these conditions various requirements on the behavior of
economic agents—they might be called “efficiency imperatives”—can be derived
(McMahon 1981, p. 255).

Similarly, Amartya Sen has suggested that ethical constraints can be derived from
considerations of what is required for markets to function because “it is not
adequate to concentrate only on the motivation that makes people seek exchange
[, iJt is [also] necessary to look at the behavior patterns that could sustain a
flourishing system of mutually profitable exchanges” (Sen 1993, p. 47-8). John
Boatright has also argued for what he calls the “moral market model” of business
ethics in which individual ethical obligations are derived from considerations of
what would “create more efficient markets and more effective regulation”. He
contends that one’s ethical duties flow from the “role responsibility [without
which] large-scale business organizations and a global market system would be
impossible” (Boatright 1999, pp. 586-587). More recently, Joseph Heath has
advocated a “market failure” approach to business ethics in which the ethical
principles governing the conduct of those engaged in business are derived from
the requirements of a perfectly competitive market (Heath 2004, p. 84).

What distinguishes the market failures approach from other . . . proposals is the
specific account of how . . . [ethical] constraints should be derived. Rather than
trying to derive them from general morality . . . , the market failures approach
takes its guidance from the policy objectives that underlic the regulatory

5. A similar argument can be found in (Kline 2006).
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environment in which firms compete, and more generally, from the conditions
that must be satisfied in order for the market economy as a whole to achieve
efficiency in the production and allocation of goods and services (Heath 2006,
p. 551).

In a similar vein, Wayne Norman suggests that principles of business ethics may
be derived from consideration of what regulations would be required to make
markets function more successfully (Norman 2011). Thus, he argues that “we
should make better use not only of the existing institutions of self- and
coregulation, but also of the conceptual frameworks of regulation in order to
make very specific evaluations of business practices and serious business
obligations” (Norman 2011, p. 48).

Although closely related to this line of scholarship, the Principles Approach
described in this article is importantly distinct from it. Like the “market-based”
normative theories, the principles approach looks to the market as a source of
ethical principles. But unlike the market-based theories, the Principles Approach
is not an effort to derive a theory of business ethics directly from the normative
features of the market.

Whether they speak in terms of the implicit morality of the market, the moral
markets model, the market failures approach, or the market regulation approach,
the advocates of the market-based theories are attempting to provide the
grounding for a substantive theory of business ethics. They are arguing that
because markets have the potential to enhance human well-being in a Pareto-
superior way, ethical principles that help markets realize this end have genuine
moral value. In the market-based theories, the normative force of the ethical
principles is derived from the welfare-enhancing potential of the market.

In contrast, the Principles Approach is not a substantive theory of business
ethics. It is a pedagogical approach to teaching ethics to business students. It does
not claim to identify independently grounded principles of business ethics. It
suggests only that the business students to whom it is addressed are committed to
its principles by their voluntary decision to do business in a market. Thus, the
Principles Approach can be useful in the classroom regardless of one’s
assessment of the soundness of the market-based theories of business ethics.

Given this context, let us now turn our attention to specifics. What ethical
commitments are implicit in the activity of doing business in a market? What are
the principles of the Principles Approach?6

6. The principles described in this article are not identical with those identified by Jones and
Quinn in their article, although there is significant overlap. In advocating their analytical
approach, I am not necessarily advocating the substantive results of their application of it.
Having been shown the way, I hope to build upon their work, and hopefully improve upon their
initial efforts.
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3.1. Principle 1: Refrain from Physical Coercion

The first principle instructs business people to refrain from using physical
coercion and the threat of physical harm to attain their business objectives. This
principle follows directly from the nature of the market, which is defined as “a
public gathering held for buying and selling merchandise” (American Heritage
Dictionary 2000). The market is where people go to buy, sell, truck, and barter. In
short, the market is the realm of voluntary exchange. As such, coercion—the use
or threat to use physical force to attain one’s ends—is definitionally outside the
bounds of market activity. Employing coercion to obtain what one cannot get
through bargaining is a method of overriding another's will—the exemplar of
involuntary exchange. Hence, it is the antithesis of market action’.

The non-coercion principle is binding on those doing business in a market
because the act of voluntarily entering into a market entails an agreement to
refrain from using physical coercion in one’s dealings with other market actors.
If one understands what market activity is and voluntarily undertakes to engage
in it, then one has implicitly agreed to eschew coercion in one's business dealings.
The normative force of the non-coercion principle is generated by one’s own
actions.

A principle banning the use of physical coercion may seem rather
uncontroversial. That, however, does not imply that its recognition is not crucially
important. There are places in the world where the direct use of physical coercion
and forced labor are still live issues,® and physical coercion is often an issue in
cases involving “sweatshop” labor in developing economies.

3.2. Principle 2: Refrain from Fraud and Improper Deceptive Practices
The second principle may be seen as a corollary of the first. It instructs business

people to refrain from using fraud or improper deceptive practices9 to attain one’s
business objectives. It is a corollary of the non-coercion principle in the sense that

7.  This principle, which bans the intentional use of physical coercion to override another's will,
has no application to questions of psychological coercion in which a party feels forced to act
in a certain way by circumstances or must choose among a severely constrained set of options.
Such questions are addressed in the connection with the injunction to avoid exploitation.

8. See, for example, Doe I v. Unocal Corp., 395 F.3d 932 (2002) describing the project to develop
the Yadana natural gas field and pipeline in Burma that involved the forced relocation of
families and forced labor on the pipeline.

9. Not all forms of deception are ethically objectionable. What constitutes an “improper” form of
deception is an important substantive question addressed in the course. In the present context,
however, it would be distracting to attempt to answer this question in detail, and, in fact,
different ethics professors may answer it differently. In my course, I identify the deceptive
practices to which all parties have consented as morally acceptable. Just as prize fighters are
not mutually guilty of assault because they have consented to be battered, market actors do not
act improperly when all affected parties understand that they are not required to be entirely
forthcoming.
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fraud and improper forms of deception serve as substitutes for coercion. Coercion
employs force or the threat of force to cause people to act against their own wills.
Fraud and improper deceptive practices accomplish the same end through
trickery—they trick rather than force people into acting against their own wills.
Like coercion, such fraudulent and deceptive practices are intentional acts
designed to override the autonomy of a trading partner. Hence, like coercion, they
undermine voluntary exchange, and are inconsistent with market activity. And
hence, one who understands what market activity is and voluntarily undertakes to
engage in it has implicitly agreed to refrain from employing such practices.

3.3. Principle 3: Honor All the Terms of One’s Contracts

The third principle instructs business people to honor all the terms of their
contracts. This principle can be derived from not only the nature of market
activity, but also the principal-agent structure of most business enterprises.

The market is the realm of voluntary exchange. But in the modern world, it is
not the realm of simultaneous voluntary exchange. When contracts are formed,
one party usually performs his or her part of the bargain before the other. Payment
may precede delivery or vice versa. Parties enter into such executory contracts
only because they expect the other party to perform if they do. Since the act of
entering into an executory contract manifests one's belief that one's trading
partner is bound to honor it, he or she implicitly accepts the principle that parties
are bound to honor their contracts.

Further, adherence to this principle is necessary for markets to function
efficiently. If market actors did not recognize a moral commitment to honor one's
contracts, parties could secure performance only by arranging simultaneous
performance or incurring large enforcement costs. In either case, markets would
collapse because the cost of enforcing executory contracts would exceed any
gains that could be realized from their execution. To see that this is the case,
imagine a world in which all contracts that did not require simultaneous
performance had to be enforced with lawsuits.

Finally, a commitment to honor the terms of one’s contracts is inherent in the
principal-agent structure of most businesses. Other than sole proprietorships,
most businesses involve arrangements in which the owners of capital and other
resources hire others to use these resources to realize specified ends. In doing so,
the owners are entering into an agency contract in which they advance their
resources to others in return for a commitment to use the resources only for the
purposes and in the ways they designate. No one would enter into such a contract
as a principal unless he or she believed that the agents were bound to act in
accordance with its provisions. There would be no point in hiring an agent if one
had to spend all of one’s time monitoring his or her conduct. Thus, the act of
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forming a business by hiring agents entails a commitment to the principle that
individuals have an obligation to abide by the terms of their contracts.

The obligation to honor the terms of one’s contracts, which may seem
obvious, is far from trivial. This principle can do a great deal of work in specifying
a business’s obligations to the consumers of its products or services. In forming
contracts with their customers, businesses make many representations about their
product’s performance or the nature of their service—what the law calls express
warranties (Uniform Commercial Code §§ 3-313). They describe the product's
reliability, the extent of its expected service life, the costs of maintenance and
upkeep, and, especially important, the safety risks associated with its use
(Velasquez 2012, § 6.2). (Service providers make analogous representations.) In
addition, the mere act of offering products or services for sale as a merchant
carries with it certain implicit representations as to the product’s nature, quality,
and purposes for which they may be used—what the law calls implied warranties
of merchantability, fitness for particular use, and those arising from “course of
dealing or usage of trade” (Uniform Commercial Code §§ 3-314, 315). The
principle requiring one to honor all terms of one’s contracts obligates businesses
to live up to all such express and implied warranties. This can be a powerful tool
for analyzing businesses’ duty to protect its customers from both physical harm
and psychological disappointment.

3.4. Principle 4: Treat All Parties with Equal Respect for Their Autonomy

The fourth principle instructs business people to recognize that all those with
whom they have business dealings are entitled to equal respect as autonomous
agents. The problematic aspect of this principle is that the word “autonomy” may
not be familiar to the ordinary business student. Hence, it is useful to supplement
the principle with a codicil explaining that an autonomous agent is one who has
goals, desires, and life plans of one’s own and the ability to pursue them. The
principle is essentially an anti-discrimination principle instructing that there can
be no “second class citizens” in the business world—there are no parties whose
interests do not matter or may be discounted due to social prejudices. This
principle can play an especially powerful role in the analysis of businesses’
obligation to their employees, and bears directly on questions of employment
discrimination, diversity and affirmative action, and sexual and other forms of
workplace harassment.

Like the principle requiring business people to honor all the terms of their
contracts, this principle is inherent in both the nature of markets and the principal-
agent structure of business. The market is where people go to realize their goals,
satisfy their desires, or advance their life plans through voluntary exchange with
others. Trades occur only when both parties believe their goals, desires, and plans
will be advanced by the transaction. By engaging in trade, each person expects his
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or her trading partners to recognize that he or she is an autonomous agent acting
to achieve personally important objectives, and to treat him or her accordingly.
Hence, by engaging in trade, each person also implicitly agrees to treat his or her
trading partners in a similarly respectful manner. Thus, entering the market
carries with it a commitment to treat all trading partners as full human beings
whose personal goals, desires, and plans are as important to them as one's own
goals, desires, and plans are to oneself.

The obligation to treat business partners with equal respect for their
autonomy is also implicitly assumed by those who enter into the agency
relationship characteristic of the business enterprise. Principals advance their
resources to agents in order to better realize their personal goals, desires, and
plans. The agents contractually agree to use these resources exclusively to
advance these goals, desires, and plans in preference to their own or anyone else's.
Regardless of one’s own beliefs or desires, entering into the agency relationship
requires one to recognize the goals, desires, and plans of the principal as equally
worthy of respect. Hence, the obligation to treat the goals, desires, and plans of
others as on a par with one's own is inherent in the agreement that creates the
agency relationship itself.

3.5. Principle 5: Personal Ethical Responsibility Is Inalienable

The fifth principle instructs business people to act with the awareness that they
always bear ethical responsibility for their actions. This principle is a warning that
one can never rely entirely on the ethical judgment of another—that the fact that
one was following another’s orders can never be an adequate ethical justification
for one’s conduct.

There is nothing about entering a market that relieves an individual of ethical
responsibility for his or her actions. Electing to engage in voluntary trade not only
does not relieve an individual of any of his or her obligations, it adds the implicit
ethical obligations identified in Principles 1-4 above.

There is also nothing about forming a business that can relieve either the
owner/principal or the employee/agent of such personal responsibility. The act of
forming a principal-agent relationship creates a new obligation for the employee/
agent—the obligation to use the principal’s resources in accordance with the
instructions of his or her principal. But it does not relieve either the principal or
agent of any of his or her personal ethical obligations. A principal does not
alienate his or her ethical obligations by hiring another to act for him or her. One
does not escape a duty to refrain from murder by hiring a hit man to kill one's
victim. Similarly, an agent cannot alienate his or her duty to exercise ethical
judgment by agreeing to act for another. There is nothing about the act of
accepting employment as an agent that releases the agent from his or her ordinary
ethical obligations as a human being. Further, a principal can delegate to his or
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her agent only those tasks that he or she is morally authorized to perform. One
who does not have the ethical authority to commit murder cannot authorize his or
her agent to commit murder. Hence, an agent must always question whether the
actions he or she takes in pursuit of his or her principal's interests are consistent
with his or her ordinary ethical obligations and are those he or she has been
morally authorized to take.

The principle that one cannot justify improper behavior with an appeal to
authority is not a novel one, but it is one that is often forgotten. This is especially
true in the business environment in which subordinates are often required to rely
on the judgment of their superiors with regard to matters of strategy. The
temptation to allow this attitude to spill over into matters requiring ethical as
opposed to strategic judgment renders a principle emphasizing the inalienability
of one's ethical responsibility essential to a course in business ethics.

3.6. Summary

The Principles Approach contends that there are at least five ethical principles that
can be derived from the nature and purpose of markets and the principal-agent
relationship inherent in most business organizations. For pedagogical purposes, I
introduce these principles to students in a different order from that described
above. Revising the list to reflect this order, the principles are:

1. Personal ethical responsibility is inalienable,
2. Refrain from physical coercion,
3. Refrain from fraud and improper deception,

4. Honor all the terms of one’s contracts, and

5. Treat all parties with equal respect for their autonomy.10

The Principles Approach does not claim that these five principles capture all
of a business person’s ethical obligations. Rather, they represent a minimal set of

10. The principles have been expressed as specifically and concretely as possible to make them
useful for the students. For example, Quinn and Jones speak of a principle of “avoiding harm
to others” (Quinn and Jones 1995, p. 34). I have expressed this more specifically as “refrain
from physical coercion”. This avoids the confusion that can result from the wide range of
application of the word “harm”. For instance, one who outperforms a competitor causes the
competitor economic harm, and perhaps considerable psychological harm as well. However, a
commitment to avoid causing this type of harm is clearly not implicit in the decision to engage
in market activity. Hence, it is useful to render the principle against harm in as specific a form
as possible. A similar rationale was behind converting Quinn and Jones’ principle of “avoiding
lying” (Quinn and Jones 1995, p. 34) to “refrain from fraud and improper deception.”
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obligations that can be derived from the implicit commitments a business person
makes by doing business in a market. Business people may be subject to other
ethical obligations that are derived from other sources, and there is room for
debate over how extensive these additional obligations are. For example, in my
course, I immediately supplement the five principles with a sixth non-exploitation
principle that is grounded on an independent principle of justice. By design, the
Principles Approach leaves room for supplementation of the five basic principles
with as many additional considerations as the individual professor wishes to
include. Thus, the ambition of the Principles Approach is to provide, not a
complete account of a business's ethical obligations, but a core set of well-
grounded ethical principles upon which a useful course in business ethics may be
based.!!

In introducing the individual principles, I provided intimations as to how they
could be applied to several of the issues that are addressed in the typical business
ethics course. I include additional, more complete illustrations of how the
Principles Approach may be applied in Appendix II.

4. Meeting the Challenges

I contend that the Principles Approach can effectively meet all four of the major
challenges faced by those charged with teaching ethics in a business school. Let’s
examine the advantages the Principles Approach has over both the philosophical
and atheoretical approaches.

4.1. The Principles Approach and Challenge of Definition

The first challenge ethics professors face is to provide his or her business school
colleagues with an intelligible answer to the question “What is business ethics?”
A major advantage of the Principles Approach is that it provides a simple, clear
answer to this question. Business ethics is the study of the normative principles
that are inherent in the activity of doing business in a market.

Armed with this simple answer, the ethics professor should be able to explain
to his or her colleagues that business ethics is not the study of the moral tenets one
learns in Sunday school; that it is not a course in legal compliance or professional
behavior; and that it is not instruction in instrumental ethics or how to manage the
public perception of ethical behavior to increase the bottom line. Further, he or
she can explain that it does not require the introduction of abstract theories of

11. These principles are, of course, prima facie, rather than absolute, ethical principles. Prima
facie principles are obligatory under normal circumstances, but are subject to being overriden
when in conflict with other, more significant ethical considerations.
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philosophical ethics and it need not be defined by placing the word “social” in
front of any noun.

More importantly, armed with a definition that places normative principles at
the heart of the discipline, he or she should be able to make it clear that business
ethics may involve, but cannot be limited to, the empirical study of how human
beings make ethical decisions. Because all ethical arguments contain an empirical
premise as well as a normative one, knowledge about how human beings act is
always relevant to ethical decision-making. But the proposed definition should
make it clear that business ethics is not merely the study of moral psychology.
This in turn should go a long way toward preventing the conflation of ethics with
purely empirical pursuits, and hence, reduce the risk of one's empirically-oriented
colleagues committing the naturalistic fallacy.

The Principles Approach focuses on the normative commitments inherent in
doing business in a market that constrain a business person’s pursuit of his or her
goals. By clearly defining business ethics in these terms, the Principles Approach
can significantly improve a faculty’s understanding of the role an ethics course
plays in the business school curriculum.

4.2. The Principles Approach and Challenge of Abstraction

Those who take the philosophical approach to teaching business ethics are
immediately confronted with the problem of abstraction—that the normative
principles at the heart of the approach are expressed in abstract language that is
difficult for business students and faculty to absorb. Indeed, this difficulty is what
drives many of the non-philosophically-trained business ethics professors to
adopt the atheoretical approach. But for a business ethics course to be valuable,
and for it to be truly normative, it must contain some genuine ethical principles—
some prescriptive standards that help the students determine whether conduct is
right or wrong.

The Principles Approach resolves this difficulty. Under it, there is no need to
introduce any abstract principles of philosophical ethics. Neither Kant, Mill, nor
Aristotle need ever be mentioned.' The professor never has to explain what it
means to will that the maxim of one’s action be a universal law, how to calculate
what maximizes the greatest good for the greatest number, or what constitutes
human flourishing. Further, the professor never has to introduce any of the

12. In stating that under the Principles Approach the great philosophers need not be mentioned, I
do not mean to imply that they should not be mentioned. Individual professors or institutions
may want to build a broader understanding of the liberal arts tradition into their business ethics
course, and hence may want to explore the underlying philosophical tradition. This is
especially likely to be the case at institutions at which the business ethics course is the students’
only curricular exposure to the humanities. However, at institutions like mine in which students
are required to take a separate course in ethical philosophy, there is not the same need to
incorporate the philosophical tradition into the business ethics course.
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philosophical theories of business ethics. He or she never has to explain what it
means to balance the interests of normative stakeholders, what a hypernorm is, or
how one determines the terms of an extant social contract.

The Principles Approach delivers genuine ethical principles expressed in
simple language that is easily assimilated by business students. And because the
principles are derived from the nature of market activity itself, there is no need to
introduce a substratum of abstract ethical theory for them to rest upon. This is not
to say that the principles are either self-explanatory or self-applying. For
example, which forms of deception are “improper”, what constitute the implied
terms of the typical contract, and what it means to respect another’s autonomy all
need to be specified before the principles may be usefully applied. But by and
large, the principles employ language—e.g., honor all the terms of one’s
contracts—which is easily understood by the layperson. Thus, the Principles
Approach provides genuine normative principles in concrete terms that are
intelligible to empirically trained business students.

4.3. The Principles Approach and Challenge of Cultural Relativism

Perhaps the most significant advantage of the Principles Approach is that it solves
the problem of cultural relativism. Ethical argumentation requires normative
premises. The Principles Approach supplies them without appealing to any
parochial religious, cultural, or philosophical traditions.

Because the contemporary marketplace is truly a global one, no religious,
cultural, or philosophical tradition is shared by all market participants. But the
Principles Approach does not rely any such tradition. It is derived from the one
thing market participants do share—the commitment to doing business in a
market. Regardless of their religious, cultural, or philosophical backgrounds, by
entering the market, all market participants voluntarily agree to engage in trade
with others, and to all that such an action implies. The principles identified by the
Principles Approach are the implications of the act of entering the market. 14 They
are binding on all parties because of the parties' own commitments, not because
they are derived from any foundational ethical theory.

There is nothing novel about the observation that the common commitment
to trade can overcome cultural and religious differences. As long ago as 1733,
Voltaire noted,

Go into the London Stock Exchange—a more respectable place than many a
court—and you will see representatives of all nations gathered there for the
service of mankind. There the Jew, the Mohammedan, and the Christian deal

13. Once again, I am not arguing that ethics professors in business schools should not introduce
normative stakeholder theory (if there is such a thing, see Hasnas 2013) or integrative social
contracts theory into their courses, but merely that they need not.

14. And, to some extent, of the act of creating the agency relationship constitutive of a business.
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with each other as if they were of the same religion, and give the name of the
infidel only to those who go bankrupt. There the Presbyterian trusts the
Anabaptist, and the Anglican accepts the Quaker's promise (Voltaire 1733).

The common commitment to trade in a market that produces such comity is the
source of the fundamental normative obligations that constitute the Principles
Approach.

As one who has taught business ethics for many years, I consider the ability
of the Principles Approach to overcome the challenge of cultural relativism to be
it most important advantage. I cannot adequately describe both the relief I feel and
the satisfaction I derive from seeing the heads of both my American- and foreign-
born students nodding in agreement when we discuss the basis of their ethical
obligations, rather than shaking in confusion or disagreement.

4.4. The Principles Approach and Challenge of Integration

The Principles Approach can overcome the challenge of integration as well, if the
ethics course in which it is utilized is taught at the beginning of the curriculum.
Efforts to integrate ethics into the curriculum fail because most business school
faculty lack training in ethics, resist eliminating substantive material from their
courses to make room for ethics, and have no desire to take on additional,
uncompensated work. Teaching a principles approach-based ethics course early
in the curriculum can eliminate each of these impediments.

An ethics course utilizing the Principles Approach is designed to acquaint
students with genuine ethical principles expressed in non-abstract, non-
philosophical language that they can easily apprehend. By the end of such a
course, the students are armed with a set of fundamental principles—the five
identified above—that they can use to analyze the ethical issues they encounter in
their future endeavors. If the ethics course is taught at the beginning of the
curriculum, those future endeavors will include the substantive business courses
they have yet to take.

Because the principles are expressed in language that is accessible to the
ordinary business student, they are also accessible to the ordinary business
professor. Hence, it is relatively easily to acquaint the faculty with the principles
the students have been taught. This may be done with the distribution of a single
sheet of paper identifying the principles and providing a brief explanation of the
significance of each—an ethics crib sheet, if you will. (An example of such an
ethics crib sheet is supplied in Appendix 1.)

The distribution of the crib sheet to the faculty is designed to create a common
knowledge base of basic ethical principles among students and faculty as well as
a common vocabulary for the discussion of ethical issues. Faculty may employ
these principles in their substantive courses to whatever extent they see fit. If a
member of the faculty wants to explicitly integrate ethical concerns into his or her



Journal of Business Ethics Education 10 295

courses, the crib sheet gives him or her the tools to do so in a way that the students
will understand. If a member of the faculty does not want to explicitly integrate
ethical concerns into his or her courses, he or she will not. However, when
students encounter situations in their substantive courses that raise ethical
concerns, they can refer to the principles with the expectation that faculty will
understand what they are talking about. This is all that is necessary to effectively
integrate ethics into a business school curriculum.

Further, this method of weaving ethics into the curriculum avoids the
incentive problems that doom most efforts at integration. Other than the
distribution of the crib sheet, no special training is required for the faculty.
Faculty are not required to eliminate any material from their substantive courses,
or otherwise alter their courses in any way, although they are given the means to
do so if they wish. Finally, faculty are not required to take on any additional work
at all. Indeed, much of the integration will occur naturally as the students ask
questions about the ethical issues they perceive in their substantive courses and
faculty respond using the common ethical vocabulary the Principles Approach
supplies.

I find that members of a business school’s ordinary faculty often ask the
ethics faculty for guidance on how to address the particular ethical issues that
come up in their classes. Teaching an ethics course that utilizes the Principles
Approach at the beginning of the curriculum and supplying the general faculty
with an ethics crib sheet is a way of supplying such guidance on a systemic rather
than an ad hoc basis. This form of integration not only does not create an
additional and unwanted burden for the members of the general faculty, but
provides them with a potential benefit. Thus, the Principles Approach produces a
favorable change in the general faculty’s incentive structure with regard to
integrating ethics into the curriculum, and in doing so, brings the holy grail of
integration within reach.

5. Conclusion

To be effective, ethics pedagogy must satisfy two conditions. It must supply
genuine normative standards of behavior, and it must do so in a language that is
accessible to students. For too long, the ethics pedagogy practiced in business
schools has failed to meet one or the other of these conditions. Practitioners of the
philosophical approach provide genuine normative standards, but in many cases,
they do so in terms that are unfamiliar or unintelligible to the average business
student. Practitioners of the atheoretical approach communicate effectively with
their students, but all too often, provide them with no genuine normative
standards by which to guide behavior.

The Principles Approach is offered as an attempt to jolt business ethics
pedagogy out of the twin ruts it has fallen into by offering a model of teaching
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that can meet both necessary conditions. The Principles Approach satisfies the
first condition by deriving genuine ethical principles from the nature of market
activity itself and the principal-agent relationship that lies at the heart of all
business organizations. Doing so, allows the Principles Approach to jettison the
philosophical substratum that undergirds the philosophical approach, and with it,
the abstract philosophical terminology that can be so confusing to business
students. As a result, the Principles Approach can speak in a language that is
easily apprehended by business students, allowing it to satisfy the second
condition as well. The Principles Approach thus has the virtues of both of the
conventional approaches—the clear communication of the atheoretical approach
and the genuine normativity of the philosophical approach—with the vices of
neither.

There are strong reasons for adopting the Principles Approach to the teaching
of business ethics. It provides a definition of business ethics that should be
intelligible to one's faculty colleagues, eliminates the abstraction that besets most
efforts to teach ethics in a business school, can appeal to students from diverse
cultural and religious backgrounds, and makes the integration of ethics into the
larger business curriculum feasible. But perhaps the strongest reason I can offer
in support of the Principles Approach is that since I began using it [ have never
once felt like the man talking to his dog in the Gary Larson cartoon.

Appendix I: Ethics Crib Sheet

Students in Business Ethics are introduced to a set of five minimal ethical
principles inherent in the activity of doing business in a market. These do not
necessarily capture all of a business person's ethical obligations, but do capture a
set of fundamentally important ones. The purpose of the Business Ethics course
is to provide students with a basis on which to recognize ethical issues that may
arise in their substantive business courses. This "crib sheet" is provided to the
faculty to create a common vocabulary among MBA students and faculty with
regard to ethical issues.

Five Principles

Principle 1 - Personal ethical responsibility is inalienable.

Principle 2 - Refrain from using physical coercion and the threat of physical harm.
Principle 3 - Refrain from fraud and improper deception.

Principle 4 - Honor all terms of one’s contracts.

Principle 5 - Treat all parties with equal respect for their autonomy.
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Principle 1 - Personal ethical responsibility is inalienable.

Translation: "I was ordered to do it" never justifies unethical conduct.

Principle 2 - Refrain from using physical coercion and the threat of physical harm.

Translation: None required. (Note the emphasis on "physical". This principle
does not refer to psychological pressures.)

Principle 3 - Refrain from fraud and improper deception.

Translation: Improper deception = a deceptive practice designed to cause another
to act in a way he or she would not voluntarily agree to act to which the other has
not consented.

Example: An agreement to engage in business that requires one to exercise
due diligence implies that one agrees that other parties are not required to
disclose publicly accessible information.

Principle 4 - Honor all terms of one’s contracts.

Translation: Honor all express and implied claims made about one's product or
services.

Example: One's product must pose no greater risk than those one expressly or
implicitly communicates when marketing the product.

Principle 5 - Treat all parties with equal respect for their autonomy.

Translation: There are no second class citizens in business. Don't discriminate
against socially disfavored groups.

Appendix II: Illustrative Applications

Professors employing the Principles Approach may apply the principles to both
real world cases or hypothetical cases specifically constructed for an ethics
course. | favor the use of hypothetical cases because they allow me to 1) tailor
cases to focus on one principle at a time as | introduce them, and 2) construct more
complex scenarios that require the application of several principles as a way of
testing the students' understanding of the principles once they have all been
introduced. I provided examples of each type of case below.



298 Teaching Business Ethics: The Principles Approach

Sample case #1:

You work for Engulf and Devour, Inc., a firm engaged in the buying and selling
of other companies. You are the research assistant of John Cooper, one of E&G's
chief negotiators. Mr. Cooper is currently engaged in negotiations for the sale of
Bugoff, Inc., a pesticide manufacturer recently acquired by E&G. While
preparing for the negotiations, Cooper asked you to determine whether Bugoff
had any present or potential environmental liabilities. Your research into EPA
regulations showed that the byproducts Bugoff discharged into the local
waterway were not regulated substances. Apparently, they were considered
harmless by the EPA. However, a search of the medical literature turned up two
studies completed within the last year that indicated that one of these byproducts,
BCP, was carcinogenic. You acquainted Mr. Cooper with the results of your
research before the negotiations began.

You were present during the negotiations with Fred Barlett, the potential
buyer. While discussing the liabilities of the company, the following exchange
took place.

Barlett: "Does Bugoff have any environmental problems I should know about?"

Cooper: "Environmentally, Bugoff's so clean, its byproducts aren't even
regulated by the EPA. But don't take my word for it. Please feel free to check it
out for yourself."

Barlett: "No. That won't be necessary. I trust you."

The negotiations are now nearing their end. Cooper expects to settle on the
purchase price and sign the contract of sale tomorrow. What, if anything, should
you do? Please provide reasoned support for your decision.

This case is used in conjunction with the introduction of Principle 3 that instructs
business people to refrain from fraud and improper deception. Student opinion as
to whether Cooper's conduct is acceptable is almost always divided, although the
students have difficulty articulating the reasons for their conclusion. Applying
Principle 3 to this case serves the twin purposes of clarifying the meaning of the
principle and providing a reasoned basis for the students' intuitions.

It is first noted that Cooper's conduct does not constitute fraud. Although
Cooper's conduct is misleading, he has made no misrepresentation of fact. This
leads the students into the exploration of what forms of deception are "improper".
It is usually observed that deception is not improper when all parties have
consented to it—the poker analogy. The discussion then turns to whether the
parties in the case have consented to the type of truthful, but misleading
statements made by Cooper. This, in turn, leads to a discussion of what are the
commonly understood norms governing high level business negotiations and
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what level of concealment parties accept by agreeing that they must exercise "due
diligence". Students usually derive an understanding that deception is not
ethically objectionable when all parties have genuinely agreed to the employment
of the deceptive practices, but is objectionable when it is used to override
another's free will.

Sample case #2:

You are a manager in the design department of Rugged Trucks, the light truck
division of the Gigantic Motors Corporation. You have supervisory authority
over the team of designers working on the 2014 model year trucks. Your team is
currently considering the most appropriate location for the fuel tanks to enhance
the trucks' handling in off-road driving conditions. To help determine this, Sam
Dickenson, one of the designers on your team, reviewed the records of each of the
design teams for the last twenty model years. In doing this, he discovered that
between 2000 and 2010, all Rugged Trucks had their fuel tanks mounted outside
the side frame rails that protected the trucks in case of side impact. This design
was apparently unique to Rugged Trucks. No other domestically manufactured
light truck had the fuel tank mounted in this position. He also learned that the fuel
tanks were moved inside the frame rails for the 2011 model year at the request of
the company's safety engineers. They had determined that when positioned
outside the frame rails, the fuel tanks were more likely to explode in side impact
collisions. According to their research, over the past 14 years the trucks' fuel
system had led to approximately 150 side impact deaths and another 150 injuries.

When Dickenson informed you of this, you decided to look into the matter.
You are aware that the vast majority of Rugged Trucks sold between 2000 and
2010 are still on the road. After a little investigation, you determined that all
Rugged Trucks sold between 2000 and 2010 met the National Highway Traffic
Safety Administration's performance standards and were in full compliance with
all other state and federal regulations. Furthermore, because of their larger size,
Rugged Trucks subjected their occupants to a significantly smaller overall risk of
accidental injury or death than did most passenger vehicles.

When you contacted George Walters, Rugged's chief safety engineer, he
informed you that although the possibility of recalling the 2000-10 model year
trucks had been discussed back in 2010, the idea had been rejected. He stated that
the company's president, Cynthia Roberts, had determined that such a recall
would be too expensive and was not justified.

Pursuing the matter further, you requested and were granted an appointment
with Ms. Roberts. Upon inquiring about the recall decision, she informed you that
to recall and reposition the fuel tanks on that many trucks would have a major
negative impact on the company's profitability and could severely damage its
position in the highly competitive light truck market. She said that she could not
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justify doing that simply to make what was already a safe vehicle even safer. At
the end of the meeting, Roberts told you to go back to work on the design for the
2014 trucks and not to discuss the past models with anyone either inside or outside
the company. As she put it, "You know how it is when something like this gets
out. The press has a field day scaring the public for no good reason. The last thing
we need right now is a public relations disaster."

What are your ethical obligations in this situation?

This case is used in conjunction with the introduction of Principle 4 that instructs
business people to honor all terms of their contracts. Rugged Trucks is not
violating the law or failing to live up to any express warranty. Hence, applying
Principle 4 to the case requires the students to explore the implied warranties a
company makes in marketing its products. The questions examined are whether
the marketing campaign for the rugged trucks contained an implied warranty of
safety that the company violated and whether the sale of the trucks with the fuel
tanks mounted outside the frame rails violated the implied warranty of
merchantability that requires that goods "are fit for the ordinary purposes for
which such goods are used (Uniform Commercial Code § 3-314)." Once again,
this case is used to both clarify the meaning of Principle 4 and demonstrate how
it can be applied to practical cases.

Sample case #3:

You are a manager in the human resources and community relations department
of the True Love Yacht Company, Inc., a subdivision of Haven Enterprises.
Haven Enterprises was founded by C. K. Dexter Haven whose reputedly
nefarious activities during Prohibition allowed him to open a large distillery
within days of the repeal of the Eighteenth Amendment. As a result of the huge
success of this initial operation, Haven was able to acquire other businesses, and
over the course of the 1940s and 50s he built Haven Enterprises into a highly
profitable multi-national conglomerate. The True Love Yacht Company
(hereinafter TL), one of the later additions to Haven's empire, was founded in
1980 and was named after Haven's own yacht, the "True Love". In 1985, Haven
retired as CEO of Haven Enterprises, handing the day-to-day direction of the
conglomerate over to his successor, George Cukor. Haven Enterprises remains a
highly profitable and successful corporation to the present day.

TL is located in Philadelphina, an island in the Caribbean. Philadelphina is a
predominantly Spanish-speaking developing country, struggling to rise out of
poverty. TL was originally located in Philadelphina because of the low cost of
labor and the abundant supply of lumber available from the island's interior which
is covered with a tropical forest. Until the 2005, TL was a highly successful
company. TL turned out yachts that were well-built and very competitively
priced. They sold well and TL showed healthy profits year after year.
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To a large extent, this success was due to the company's location on
Philadelphina. In the first place, the island boasted a work force of skilled
laborers, represented by a local branch of the International Brotherhood of
Shipwrights (IBS). TL paid these workers a higher hourly wage than they could
obtain anywhere else on the island but considerably less than such labor
commanded in the developed countries. This kept the union happy and provided
TL with a significant cost advantage over its competitors. In addition, TL was
able to magnify this cost advantage by obtaining its lumber locally in
Philadelphina. By paying Philadelpinans to harvest and transport the lumber at a
rate above that of the local market but below that of the developed countries, TL
assured itself of a reliable supply of relatively inexpensive lumber.

TL remained profitable because the cost advantages gained from the
Philadelphina location more than offset the tariffs on imported yachts imposed by
the United States, home to most TL's customers. However, TL's fortunes took a
turn for the worse in the middle of the last decade. First, the company's
relationship with the IBS became strained. Due to local cultural influences and
prejudices, the Philadelphina branch of the union did not have and never had any
women or Native American members even though Native Americans made up a
significant percentage of the population. As a result, TL had no women or Native
American laborers. (There were no Native American managers either and the
only women managers were those sent over from the United States by Haven
Enterprises.) In 2006, TL's CEO, Macaulay Connor, decided to change this and
made it company policy that one of every two new hires had to be either female
or Native American. This became an immediate bone of contention with the
union which believed that management was treading on its territory. This issue
never came to a head, however, because as a result of the recession, there was
reduced demand for yachts, which caused the company's profits to slip and
resulted in there being very few new hires. Then, in 2009, the United States added
a 10% luxury tax on all yachts purchased, further reducing demand. As a result,
TL was running on very thin profit margins by fiscal year 2010.

You joined TL two months ago. Following your graduation (with honors)
from Prestigious University School of Business, you had signed on with Haven
Enterprises. Haven had been interested in you because of Prestigious’ reputation
for preparing its graduates for international business and because of your
excellent language skills. You were happy to accept Haven's offer since, as a
multinational conglomerate, Haven presented an excellent opportunity for you to
pursue your interest in international business. After a probationary year at
Haven's headquarters, you were posted to TL to help the company recover from
its recent setbacks. Your immediate superior is George Kittredge, head of the
Human Resources and Community Relations division.

Because of your fluency in Spanish, Kittredge was glad to have you on board
and assigned you to help him in the current negotiations with the IBS. In your two
months of working with him, you have found him to be both a highly competent
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and extremely hard-driving individual. On the basis of the company scuttlebutt as
well as some of the things you have heard him say, you have concluded that
Kittredge is bucking to move up the corporate ladder. He clearly sees his current
position as a stepping stone to a more lucrative post with Haven Enterprises. It
seems to you that he is currently doing everything in his power to impress TL's
CEO, Tracy Lord, as a means to that end.

You were quite satisfied with your job until last week. Although Kittredge
was making all the substantive decisions, he had you handling the face-to-face
negotiations which were being conducted in Spanish with Sidney Kidd, the union
representative. You find Kidd to be a repugnant individual. In your opinion, he is
more concerned with collecting union dues than the welfare of the employees and
is an extremely bigoted individual. Negotiations were going nowhere because of
Kidd's insistence that the "Yankee cultural imperialist" affirmative action plan
requiring one of every two new hires be a woman or Native American be
rescinded before discussions of substantive issues could begin.

With the strike deadline looming, Kittredge called a meeting of the
negotiating team to discuss a change in negotiating strategy. Kittredge stressed
that due to TL's precarious financial situation, a strike must be avoided at all costs.
To do this, he proposed turning the union's recalcitrance to the company's
advantage by giving Kidd want he wanted in return for wage and benefit
concessions. He then ordered you to tell Kidd that TL would agree to hire only
union members and would refrain from interfering in union membership
decisions if the union would agree to defer any wage or benefit increases for two
years. To sweeten the deal, you were to tell Kidd that at the end of two years the
company would provide a 30% pay increase as well as a health care plan. This
wage and benefit package was well beyond anything Kidd could hope to gain at
present, or for that matter, in two years, and you were quite surprised that
Kittredge would be willing to offer such a generous package.

Following the meeting, you expressed your surprise to Elizabeth Imbrie,
another assistant manager with whom you had become friendly. Drawing you
aside, she said, "Look, I'll let you in on something as long as you don't tell anyone
you heard it from me." After agreeing, Imbrie said,

Kittredge has no intention of following through on that offer. He knows that Lord
is planning to relocate to Mexico because of NAFTA. She has already negotiated
subsidies from the Mexican government which when combined with the lack of
import tariffs will more than offset the cost of the move. And labor is almost as
cheap there as it is here. Besides, even if TL doesn't relocate, Kittredge doesn't
care. He figures he'll be working for Haven Enterprises by then and whoever
succeeds him will get stuck with the tab.

It's not just Kittredge, you know. I was part of the team that renegotiated the
contracts for the woodcutters and shippers. The company got them to agree to
take much less than they would have otherwise by agreeing to sign a long-term
contract with them.



Journal of Business Ethics Education 10 303

Troubled by both the meeting and Imbrie's comments, you made an
appointment to speak with Kittredge privately. In that meeting, you expressed
your uncertainty about agreeing to, in effect, allow the union to make all hiring
decisions and asked whether TL had plans to relocate to Mexico. Kittredge did
not respond well. Obviously angry, he said,

Who are you to question my negotiating decisions? With your vast experience
of two months, I'm sure you are better equipped to make strategic decisions than
I am with only ten years on the job. Now get this straight. My job is to decide
upon negotiating strategy. Your job is to do as you are told and put it into effect.
If you cannot follow simple directions, I can always find someone who can. And
who told you that True Love is moving to Mexico?

Upon responding that it was just a rumor you had heard, Kittredge said,

That's bull. It is precisely such unchecked "rumors" that undermine workplace
morale and cause serious labor relations problems. Well, that's not going to
happen here. I don't know who you think you're protecting, but as a manager, you
have a duty to be loyal to this firm and protect its interests. I expect you to tell
me precisely where you heard this "rumor”. I'll tell you what. Why don't you take
a little time to reflect on your position in this firm and where your real
obligations lie. We will discuss this again next week.

Today is the day scheduled for the resumption of negotiations with the IBS.
When you arrived at work, you found an e-mail message on your computer from
Kittredge. It said, "I'll see you at the bargaining session. Please be ready to
provide me with the information I requested at our last meeting."

The bargaining session is scheduled to begin in two hours. What should you
do?

This case is an example of a more complex scenario that I use after all of the
principles have been introduced. This requires the students to identify the relevant
issues and apply several of the principles to resolve them. Specifically, Principle
1, which holds that personal ethical responsibility is inalienable, is implicated in
Kittredge's insistence that his subordinate blindly follow his orders. Principle 3,
which requires business people to refrain from fraud and improper deception, is
implicated in the negotiating posture Kittredge is insisting that the subordinate
take. It is also implicated in the question of whether the subordinate must keep his
or her word to Elizabeth Imbrie that he or she will keep Imbrie's disclosure
confidential. And both Principle 4 and Principle 5 are implicated by the substance
of the offer Kittredge is insisting that the subordinate make to the IBS. Principle
4 is implicated by the prospect that TL is offering contractual terms that it might
have no intention of fulfilling. Principle 5 is implicated by the agreement to hire
only union workers with knowledge of the union's discriminatory policy.
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