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The Question:
Outline the differences between what is legal, prudent and moral for businesses to do.
Introduction:
This study is an attempt to differentiate three significant notions in the realm of business, namely: legality, morality and prudence. However, the differences between these notions are not clear-cut demarcation since there are some fuzzy areas that cause some interaction between them. The essay will try defining the associated concepts, their scopes and origins, and how they are developed in the business world.

The Concept of Legality:
In general terms, legal reasons come from law, which consists mainly in legislation and courts’ decisions. Law is produced in relationships among state governments and the governed (individuals and organizations); it is flexible, and subject to challenge (Rentmeester, 2006:31). Thus, laws focus on what should be done from a legal point of view, and suggest legal consequences for not doing what there are legal reasons to do (Murphy, 2007). On the other hand, legality is often associated with the concept of responsibility, which presupposes an agent with some freedom of action, otherwise no possibility of blame, praise, reward or punishment.
In the business world, a business corporation can be regarded as a legally privileged association, which depends on/ is depended on by, employees, suppliers, communities, the state, shareholders, and others. Hence, in a legal sense, a corporation is held to “account through submission to the legal system. This also entails that the courts may impose sanctions on a corporation” (Henriques, 2007: 26).
The fact that corporations accumulate wealth and exercise power, affecting employment, economies, lives, political stability and environment, they should incur obligations, duties and accountabilities (Mitchell et al. 2002). On the other hand, empirical evidence (Mitchell and Sikka, 2005) shows that corporations seem to have distinctive opportunities for criminal and moral misconduct because of the power they have, and they are capable of generating role/ personal obligation conflicts for others (Sikka2003). In this regard, the Legal/ accountable behaviour is usually motivated by hope of reward, or fear of discovery and punishment. An example of a legal duty is the corporation tax (Whiting, 2001: 5) that is imposed by the state/ government.
However, the issue of legality becomes more complicated since corporations are not individuals with bodies, minds, consciences, memories, wills, except metaphorically. Accordingly, ‘Actions’ of corporations shouldn’t count as the actions of each member since there is no acceptance of ‘collective guilt’ and ‘collective punishment’ in the realm of the law (Fletcher, 2004). 

The Concept of Morality:
Ethics focuses on practices of deliberation, argumentation, and justification in personal and professional communities (Rentmeester, 2006: 31). Business ethics is concerned with the behaviour of the individuals as members of company and wider society (Taylor, 1975; Alderson, 1965); and it is concerned in how a company integrates values such as: honesty, trust, integrity, respect, and fairness into its policies, practices, and decision making (Waddock, 2001). The moral obligations and responsibilities of a business can be looked at through the function of positions and roles this company has in society (Bowie and Werhane, 2005), and this is called the business social responsibility (Werther and Chandler, 2006; Frederick, 2006). As for Blowfield & Murray (2008), a business has a duty to investors, employees, customers, community, and the environment.
Nevertheless, the concept of morality is not void of controversy because of its subjectivity: moral reasons are socially situated, and therefore moral values differ from one person to another and from one culture to another. Again, adopting the moral code requires the business to go beyond legal requirement and adhere to company, industry, or professional code of conduct, such as those adopted in the medical, military and legal professions (Ferrell et al., 2008). On the other hand, society cannot be an actor since it is always acted for or represented; it is not clear who decides the values to which business should adhere: companies themselves or the society within which they operate (Blowfield & Murray, 2008); it is not clear who should act for society, and it seems more difficult to define the identity of society: is it the local community, the state/ nation, or the international society. 

Legal vs Moral:
Law assures that a duty exists, but it does not speak about what might constitute good, right or just action in a particular situation. This is clear when considering Friedman’s (1970) statement that:
 There is one and only one social responsibility of business, to use its resources and energy in activities designed to increase its profit as long as it stays within the rules of the game, engaging in open and free competition, without deception and fraud (p. 163).
This ignores the fact that focusing on profit would lead the business to the practice of inequity, inequality, insecurity, and abuse of power. Friedman (1970) pursued the legal compliance (avoiding deception and fraud) rather than the moral compliance (promoting social justice), and he has argued that companies, by adopting the doctrine of social responsibility, they could be misusing what belongs to investors as well as going beyond the bounds of their special competence (Friedman, 2006). This position has lead to some concerns since the legal compliance would extend to only carrying out external contractual relations with employees, suppliers, customers, and governments – represented by a ‘nexus of contracts’.

The Concept of Prudence:
Prudence originates in two Latin words: pro meaning "before" and videre meaning "to see." Literally, it is the idea of seeing the consequences of an action before they actually occur (McCallum, 2006). Thus, prudence in a business executive is that rare ability to see the future before it unfolds and make decisions accordingly. In doing this, the executive relies on rationality and facts, and must have good reasoning skills that enable him/ her think things through effectively. 
In business, prudence is fostered by developing, as Gomez (1992) points out, an optimization of the past (studying precedents, weighing previous experience, consultation, retaining what is positive and rejecting what is negative), diagnosis of the present (eye for details, circumspection, understanding of the present, capacity to draw conclusions), and foreseeing the future (reducing risk). In summing up how prudence is developed, McCallum (2006: 1) has stated:
“I very much like the line that prudence comes from experience and experience comes from imprudence”.
Prudence vs Morality & Legality:
As for Prudence, Kant (1960) argued that since prudence is a motivation that is aligned to one’s own interest or inclinations, it is not a moral virtue. Only motives that are totally indifferent as to one’s own interest or inclinations can have moral significance. However, other scholars did not agree with Kant’s notion (see McCallum, 2006), claiming that prudence is a moral virtue. In any case, a prudent person acts, among other ways, economically by reserving for the future, and in doing so he/she isn’t reckless in the disposition of the resources. This is further complicated by the notion of authority that is derived from the right of ownership: if we have no right to acquire or hold things then we can’t be prudent. We then don’t have the decision-making authority to allocate resources in accordance with standards of prudence. 

Conclusion:
Businesses are certainly accountable to the state by complying with the law, but they are socially responsible to other stakeholders by showing moral obligations, such as complying with the codes of ethics, values, and principles of society (Kramer and Kania, 2006). Having made such a distinction, we should be aware that legal and moral reasons are not often neatly and tidily separable. For example, moral values guide how law is established and interpreted and guide how a person perceives what and whose interests are most importantly at stake in a situation.
In brief, law is concerned primarily with conduct but ethics is centrally concerned with reasons, motives, intentions, and conduct. Also, law is jurisdictionally limited since what is legitimately required in one state or country may differ from another, whereas ethical values are inclined to be more universal.
The distinction between legal and ethical has been more elaborated by Arjoon’s (2005) debate which pointed out that the ethos of the legal reasoning regards ethics as a set of limits and something that has to be done; while the ethos of the ethical reasoning defines ethics as a set of principles to guide choices. The legal objectives are geared toward preventing unlawful conduct; while the ethical objectives are geared toward achieving responsible conduct. Again, the legal system is interested in emphasising rule and uses increased monitoring and penalties to enforce these rules; while the ethical perspective treats ethics as infused in business practice (leadership, core systems, decision-making processes, etc). Moreover, the behavioural assumptions behind the legal system are rooted in deterrence theory (how to prevent people from doing bad things by manipulating the costs of misconduct). In this regard, the ethical behavioural assumptions are rooted in individual and communal values (both material and spiritual).





Bibliography:
Arjoon, Surendra (2005) “Corporate Governance: An Ethical Perspective”. Journal of 	Business Ethics, Vol.61 (4), pp: 343-352.
Blowfield, M. and Murray, A. (2008), Corporate Responsibility: A Critical Introduction, 	Oxford: OUP.
Bowie, N. and Werhane, P. (2005) Management Ethics, London: Blackwell Publishing Ltd.
Ferrell, O C., Fraedrich, J. and Ferrell, L. (2008). Business Ethics Ethical Decision Making 	and Cases. South-Western: Cengage Learning.
Fletcher, George P. (2004) "Collective Guilt and Collective Punishment", Theoretical Inquiries in Law: Vol. 5: No. 1, Article 6. Available at: http://www.bepress.com/til/default/vol5/iss1/art6 
Frederick, W. C. (2006) Corporation Be Good!:The Story of Corporate Social Responsibility, Indianapolis, IN: Dog Ear Publishing.
Friedman, M. (1970) “The Social Responsibility of Business is to Increase Its Profits”. New 	York Times Magazine (September13, p.126). 
Gomez R. (1992) “What’s Right and Wrong in Business: A Primer on Business Ethics”,	Sinag-Tala Publishers Inc., Manila Philippines.
Henriques, Alfred (2007) Corporate Truth: The Limits to Transparency, London: Earthscan.
Kant, Immanuel (1960) Observations of the Feeling of the Beautiful and Sublime [translated 	by John T. Goldthwait, University of California Press.
Kramer, M. and Kania, J. (2006), “changing the game: leading corporations switch from defense to offense in solving global problems”, Stanford Social Innovation, 	Vol3 (4), pp:20-7.
McCallum, John S.(2006) “Viewpoint: The prudent executive”. Ivey Business Journal,  	March/April, pp: 1-3.
Mitchell, A.; Sikka, P.; Christensen, J.; Morris, P.; and Filling, S. (2002) “No Accounting for 	Tax Havens”, Association for Accountancy & Business Affairs, UK: Basildon, Essex.
Murphy, Richard (2007) “A Code of Conduct for Taxation”, Association for Accountancy & 	Business Affairs, UK: Basildon.
Rentmeester, Christy A. (2006) “What’s Legal? What’s Moral? What’s the Difference? 		A Guide for Teaching Residents”, Ethics and Professionalism, Vol. 6 (4), pp: 31-33.
Sikka, Prem (2003) The role of offshore financial centres in globalisation, Accounting 	Forum, Vol.27: 4, pp: 365 – 399.
Waddock, S. (2001), “Integrity and mindfulness: foundations of corporate citizenship”, Journal of Corporate Citizenship, January (1), pp 25-37.
Werther, W. B. and Chandler, D. (2006), Strategic Corporate Social responsibility: Stakeholders in a Global Environment, Thousand Oaks, CA: Sage.
Whiting, Sue (2001) Corporation Tax 2001/2002, UK: ABG Publications.

[bookmark: _GoBack]
2

image1.png




