SUBJECT: CORPORATE GOVERNANCE & BUSINESS ETHICS

Module 3: Business Ethics and Values

Exhaustive Academic Edition « Degree Level Notes (Units 17 — 22)

| 17 Business Ethics — Meaning, Significance, Scope

Meaning of Business Ethics

Business Ethics is the systematic study of moral standards, values, and principles applied explicitly
within the context of commercial activities, corporate transactions, and institutional management
behaviors. It provides a normative framework used to determine whether business practices, resource
distributions, and corporate choices are right, just, and fair. Far from being a mere collection of optional
philanthropic gestures, business ethics functions as a critical framework that bridges objective financial
mandates with broader societal expectations of accountability and moral integrity.

Significance of Ethics in Modern Commerce

Operating a business under rigorous ethical standards provides deep structural benefits to an
enterprise:

* Long-Term Value Preservation: Mitigates severe reputational and legal risks, protecting the
company against unexpected corporate crises, lawsuits, and statutory penalties.

» Optimizing Human Capital: Organizations with high ethical environments enjoy superior talent
attraction, increased workplace trust, lower employee turnover metrics, and higher psychological
safety.

« Capital Market Advantages: Modern global investment funds place heavy premiums on robust

ethical scores, lowering borrowing costs for compliant corporations.



Scope of Business Ethics

The operational application of business ethics traverses three structural levels of the enterprise matrix:

* Macro Level: Examines the moral legitimacy of the broader economic system, business structures,

private property distributions, and the state's regulatory interventions.

» Corporate (Organizational) Level: Evaluates internal corporate policies, structural compliance

frameworks, cultural codes of conduct, and executive board governance guidelines.

* Individual Level: Focuses on the personal choices, professional values, and behavior

configurations of individual employees, managers, and corporate leaders.

| 18 Factors responsible for Ethical and Unethical Business

Decisions

Corporate choices do not occur in isolation. They are driven by an interacting matrix of internal

psychological traits and external environmental forces:

Factor Dimension

Individual &
Cognitive

Organizational
Culture

Socio-
Environmental

Drivers of Ethical Decisions

High cognitive moral development,
internal locus of control, strong
personal integrity values.

Transparent ethical leadership
examples, clear compliance codes,
reward systems that validate
honesty.

Rigorous regulatory oversight
bodies, active public media
scrutiny, conscious consumer

expectations.

Drivers of Unethical Deviations

Machiavellian personality traits,
high external locus of control,
greed, or ethical blindness.

Toxic pressure to achieve
aggressive sales targets at all
costs, cultures that penalize
whistleblowers, structural silos.

Weak rule enforcement, intense
industry competition, market
corruption normalization.



| 19 Unethical Practices in Business, Business Ethics in India

Typology of Unethical Business Practices
Unethical corporate behavior manifests in clear structural distortions across market networks:

* Financial Manipulations: Creative accounting, off-balance-sheet liabilities masking, and insider
trading maneuvers designed to distort public market evaluations.

» Deceptive Marketing: Fabricating performance claims, concealing harmful product components, or
using misleading pricing tricks.

« Exploilative Labor Management: Underpaying front-line workers, maintaining unsafe production
plants, or restricting basic association rights.

The Landscape of Business Ethics in India

The development of business ethics in India reflects a unique blend of traditional moral philosophies
(such as Gandhian Trusteeship and Dharma) and a strict modern regulatory environment (e.g., SEBI
LODR, Companies Act 2013). To analyze corporate knowledge inside this context, decision scientists
apply the Four Dimensions of Knowledge Architecture:

* Factual Knowledge (F): Memorizing structural statutory laws, legal compliance formats, SEBI listing
requirements, and basic corporate codes.

» Conceptual Knowledge (C): Understanding underlying theoretical governance models, structural
differences in ethical frameworks, and the rationale behind stakeholder theories.

* Procedural Knowledge (P): Executing step-by-step ethical audits, installing compliance programs,
managing whistleblower complaints, and implementing corporate code updates.

» Metacognitive Knowledge (M): Cognitive self-awareness; a manager's internal capacity to monitor
personal biases, evaluate their own ethical decision-making limitations, and adjust their moral
strategies in real-time.



| 20 Ethics Training Programme - Practical Concepts related to

Business Ethics, Morals & Values

Designing an Institutional Ethics Training Programme

An effective, audit-ready corporate ethics training program moves beyond abstract lectures, utilizing a

structured, actionable sequence:

Conduct and compliance requirements.

systems, assuring protection against internal retaliation.

Distinction Matrix: Morals, Values, and Ethics

1. Code Assimilation: Educating employees on the organization's formal Code of

2. Scenario-Based Case Studies: Immersing staff in real-world workplace dilemmas
to practice identifying conflicts of interest and compliance risks.

3. Decision Framework Training: Teaching employees how to apply logical, structured
decision-making models (e.g., Utilitarian or Deontological tests) under pressure.

4. Reporting Channel Literacy: Clarifying the mechanics of anonymous whistleblower

While often used interchangeably in casual dialogue, these concepts represent distinct operational

dimensions:
Dimension Morals
Core Personal, internalized
Definition beliefs regarding right
and wrong, shaped by
religion and culture.
Nature Subjective and

individualistic.

Values

Deep enduring
choices, priorities, and
preferences that
dictate individual
behavior.

Internal emotional
driver.

Ethics

A standardized, institutional
framework of external rules
and codes imposed by a
group or profession.

Objective, external, and
systemic.



| 21 Comparison and Types, Types of Ethical Dilemmas &
Professional Practice

Classifications of Ethical Dilemmas

An Ethical Dilemma emerges when a manager faces a situation where two or more valid, competing
moral principles conflict, meaning choosing one path forces the violation of another. Common types
include:

* Truth vs. Loyalty: Choosing between reporting factual data accurately versus protecting a close
teammate or superior.

* Individual vs. Community: Balancing the rights or needs of a single employee against the
economic welfare of the entire group.

» Short-Term vs. Long-Term: Investing resources for immediate quarterly financial returns versus
protecting long-term environmental sustainability.

Conflicts of Interest and Corporate Ethical Leadership

A **Conflict of Interest* occurs when an individual’s private personal or financial interests clash with
their formal corporate responsibilities, threatening their professional objectivity. The consequences of
unchecked unethical behavior include public brand equity destruction, severe market valuation drops,

high employee turnover, and terminal institutional collapse.

Preventing these failures requires **Corporate Ethical Leadership**. Leaders must act as visible ethical
examples across the enterprise. When executives display absolute fairness, transparency, and integrity,
employees model these behaviors, reducing organizational politics and building a sustainable culture of
compliance.

| 22 Ethical Decision Making & Normative Ethical Theories

When resolving complex ethical dilemmas, managers rely on three classic normative philosophical
frameworks to guide their choices:



I. Utilitarianism (Consequentialist Perspective - Jeremy Bentham & John Stuart
Mill)

Utilitarianism asserts that the moral worth of an action is determined entirely by its resulting
consequences. It operates on the core maximizing principle: "The greatest happiness for the

greatest number of people."

» Jeremy Bentham's Quantitative Hedonism: Proposed a mathematical *Hedonistic Calculus®,
evaluating choices strictly by measuring the raw intensity, duration, and extent of pleasure versus

pain created, treating all pleasures equally.

» John Stuart Mill's Qualitative Refinement: Differentiated between lower physical pleasures and
higher intellectual/moral pleasures. Mill argued that it is better to be a human dissatisfied than a pig

satisfied, shifting the model toward long-term rule utilitarianism.

Workplace Application: Cost-benefit analyses, corporate restructuring choices, or factory relocations are
often justified using utilitarian logic, aiming to maximize overall societal utility despite localized

displacement costs.

Il. Deontology (Non-Consequentialist Perspective - Immanuel Kant)

Deontology rejects the focus on consequences, asserting that actions are inherently right or wrong
based on their alignment with universal moral duties. Kant argued that morality is governed by absolute,

unyielding rules known as the Categorical Imperative:

* The Principle of Universalizability: Act only according to that maxim whereby you can at the same
time will that it should become a universal law. If a business choice (e.g., lying to a supplier) cannot

be universalized without destroying the system, it is fundamentally unethical.

» The Principle of Humanity as an End: Act in such a way that you treat humanity, whether in your
own person or in the person of any other, never merely as a means to an end, but always at the
same time as an end. This explicitly prohibits exploiting labor or deceptive trading.

lll. Virtue Ethics (Character-Based Perspective - Aristotle)

Virtue Ethics shifts focus away from specific rules or consequences, focusing instead on the character
and moral excellence of the individual actor. Aristotle asserted that morality is built by cultivating
virtuous habits over time. It relies on the Golden Mean—finding the optimal virtuous balance between
two opposing extremes (vices of deficiency and excess). For example, courage is the virtuous mean

between cowardice (deficiency) and rashness (excess).



| Kohlberg’s Six Stages of Moral Development (CMD)

Lawrence Kohlberg expanded on cognitive development concepts to map how human beings develop
their moral reasoning capabilities over time. He structured this journey into three distinct levels, each
containing two progressive stages:

Level I: Pre-Conventional Morality (Self-Centric Focus)

An individual’s moral choices are driven entirely by external rewards, personal safety, and direct
punishments. Common among children and early-stage psychological profiles:

« Stage 1: Obedience and Punishment Orientation: Rules are viewed as absolute and unyielding.
The individual obeys commands simply to avoid physical or financial punishment.

« Stage 2: Individualism and Exchange (Market/Instrumental Orientation): Right action is defined
by what satisfies personal self-interest. Morality operates as a transactional tool: "You scratch my
back, I'll scratch yours."

Level ll: Conventional Morality (Society-Centric Focus)

Moral reasoning shifts from self-interest to internalizing the expectations, values, and laws of one's
family, group, or nation. Most corporate employees operate within this level:

» Stage 3: Good Interpersonal Relationships (Conformity Orientation): The individual seeks
social validation, approval, and acceptance from peers, trying to maintain a reputation as a "good
boy" or "good girl."

- Stage 4: Maintaining the Social Order (Law and Order Orientation): Morality is defined by doing
one's duty, respecting formal authority, and obeying laws to prevent a breakdown of the social
system.

Level lll: Post-Conventional Morality (Principle-Centric Focus)

The highest level of moral development, achieved by a minority of individuals. Morality is defined by

self-chosen, abstract ethical principles that can transcend existing state laws or cultural conventions:

« Stage 5: Social Contract and Individual Rights: Laws are viewed as flexible social contracts
rather than rigid commands. If a law conflicts with fundamental human rights or societal welfare, it

should be changed through democratic consensus.



« Stage 6: Universal Ethical Principles: The absolute peak of moral development. The individual
follows self-chosen, internal ethical principles of justice, equity, and human dignity. They will willingly
violate unjust state laws or face corporate punishment to uphold these deep universal principles.

| Functional Business Ethics: HRM, Marketing, and Finance

I. Ethics in Human Resource Management (HRM)

HRM governs the corporate lifecycle of human capital. Ethical issues emerge across several key
interaction points:

* Fairness in Recruitment & Promotion: Enforcing absolute meritocracy, eliminating nepotism, and
preventing conscious or unconscious discrimination based on race, gender, or community.

» Performance Appraisal Integrity: Eradicating personal favoritism or performance score
manipulation during promotion reviews.

« Ethics in Relation to Competitors: Prohibiting corporate espionage, preventing the theft of
proprietary trade secrets during competitor executive hiring, and avoiding anti-poaching agreements
that restrict employee salary growth.

Il. Marketing Ethics & Supplier Relationships

Marketing ethics manages the moral boundaries between the organization and its consumer base,
balancing profit goals against consumer welfare:

» Product Transparency: Providing full, accurate product components, safety warnings, and usage
guides without deceptive omissions.

* Pricing Integrity: Prohibiting predatory pricing strategies designed to destroy local competition,
price-fixing cartels, or hidden service fees.

« Ethical Behaviour in Relation to Suppliers: Avoiding exploitative buying tactics, honoring contract
payment deadlines to protect small suppliers' working capital, and refusing to demand unearned
kickbacks or personal favors during vendor selection.



lll. Ethics in Finance and Accounts

Finance and accounting systems are the operational records of a firm's health. Ethical compliance is
non-negotiable for capital market trust:

» Absolute Reporting Integrity: Disclosing financial statements that reflect a true and fair view of the

firm's health, rejecting window-dressing manipulations.

* Preventing Accounting Malpractice: Rejecting the inflation of asset valuations, the concealment of

toxic liabilities, or tax evasion practices.

* Fiduciary Stewardship of Capital: Treating capital funds with high responsibility, ensuring complete

transparency for minority shareholders, and avoiding personal enrichment via corporate assets.

End of Module 3 - Subject: Corporate Governance & Business Ethics
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