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Moral principles or beliefs
about what is right or wrong.

“goodness™ of a course of action. Moral scruples are thoughts and feelings that tell a
person what is right or wrong; they are a part of a person’s ethics. Ethics are the inner-
guiding moral principles, values, and beliefs that people use to analyze or interpret a
situation and then decide what is the “right” or appropriate way to behave. At the same
time, ethics also indicate what inappropriate behavior is and how a person should behave
to avoid doing harm to another person.

The essential problem in dealing with ethical issues, and thus solving moral dilem-
mas, is that no absolute or indisputable rules or principles can be developed to decide if
an action is ethical or unethical. Put simply, different people or groups may dispute which
actions are ethical or unethical depending on their own personal self-interest and specific
attitudes, beliefs, and values. How, therefore, are we and companies and their managers (o
decide what is ethical and so act appropriately toward other people and groups?

Ethics and the Law

The first answer to this question is that society as a whole, using the political and legal
process, can lobby for and pass laws that specify what people and organizations can and
cannot do. For example, many different kinds of laws exist to govern business, such as an-
titrust law and employment law. Laws also specify what sanctions or punishments will fol-
low if those laws are broken. Different groups in society lobby for which laws should be
passed based on their own personal interests and beliefs with regard to what is right or
wrong. The group that can summon most support is able to pass the laws that most closely
align with its interests and beliefs. Once a law is passed, a decision about what the appropri-
ate behavior is with regard to a person or situation is taken from the personally determined
cthical realm to the societally determined legal realm. If you do not conform to the law, you
can be prosecuted:; and if you are found guilty of breaking the law, you can be punished.

In studying the relationship between ethics and law, it is important to understand that
neither laws nor ethics are fixed principles, cast in stone, which do not change over time.
Ethical beliefs alter and change as time passes, and as they do so, laws change to reflect
the changing ethical beliefs of a society. There are many types of behavior —such as theft,
industrial espionage, the sale of unsafe products, and insider trading —that most, if not all,
people currently believe are totally unacceptable and unethical and should therefore be
illegal. But the ethical nature of many other kinds of actions and behaviors is open to dis-
pute. Some people might believe that a particular behavior —for example, top managers
receiving stock options and bonuses worth hundreds of millions or outsourcing millions
of jobs to lower cost locations abroad —is unethical and so should be made illegal. Others
might argue that it is up to a company’s board of directors to decide if such behaviors are
cthical or not and thus whether a particular behavior should remain legal.

Whereas ethical beliefs lead to the development of laws and regulations to prevent
certain behaviors or encourage others, laws themselves can and do change and disappear
as ethical beliefs change. Thus both ethical and legal rules are relative: No absolute or un-
varying standards exist to determine how we should behave, and people are caught up in
moral dilemmas all the time. Because of this we have to make ethical choices.

The preceding discussion highlights an important issue in understanding the relation-
ship among ethics, law, and business. In the 2000s, many scandals have plagued major
companies; managers in some of these companies clearly broke the law and used illegal
means to defraud investors; in others they acted unethically. In some cases, top managers
encouraged members of their company’s board of directors to behave unethically by of-
fering them unethical and often illegal rewards for such behavior in return for their sup-
port of the CEO. For example, CEOs often use their positions to place longtime friends
on their board of directors; although this is not illegal, obviously these people will vote in
favor of the CEO at board meetings. In one classic example of such unethical behavior,
directors of WorldCom granted its former CEO, Bernie Ebbers, huge stock options and a
personal loan of over $150 million and in return they were well rewarded for being direc-
tors. For example, Ebbers allowed them to use WorldCom'’s corporate jets for a minimal
cost, something that saved them hundreds of thousands of dollars a year, and gave them
other perks amounting to millions of dollars.
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