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This handbook aims to give a broad overview of the philosophical traditions,
concepts, and ideas which business ethics is rooted in.

As a research field, business ethics is not always regarded as being part of
philosophy, but can be located within different institutional and disciplinary con-
texts, like economics, management, theology, psychology, social sciences, and —
philosophy. This is not an accidental phenomenon, but rather reflects the complex
history many ideas in business ethics have undergone — before the separation of
disciplines from philosophy. Originally, most of the relevant philosophical ideas
and concepts (like justice or virtues) were inseparably intertwined with consider-
ations of — what would later be called — economic, psychological, or business
nature. Many of the great thinkers in philosophy have contributed to the philosoph-
ical foundations of business ethics in this manner, such as Aristotle, Confucius,
David Hume, Adam Smith, or Amartya Sen, to name but a few. All of them are
covered extensively in the Handbook of the Philosophical Foundations of Business
Ethics, which, therefore, can also be seen as an attempt to revive the old connec-
tions between philosophy and its neighbors.

The historical dimension is complemented here with a systematic one, which
focuses on issues like human rights, property rights, gender, or free markets. In
many cases, the contributions aim at not only presenting a concept but also
reinterpreting it. This makes it inevitable for the authors to take sides. For
a handbook which covers a strongly normative discipline, this is not a bad thing;
in fact, this is what pluralistic discourse is all about: Controversy ensures the
discipline stays alive.

And controversy is to be found here in many respects. In fact, it will be almost
impossible for anyone to subscribe to all views presented here at the same time — or
only at the high risk of contradicting oneself internally. This handbook is not just
a collection of “objective” facts, but first and foremost — as I hope — thought-
provoking.

Provoking thoughts is, however, not something seen as a I’art pout I’art enter-
prise: Rather, the challenge lies in bringing together ethical intuitions and func-
tional requirements of modern market economies. This requires the cooperation of
all the disciplines mentioned above.

Vii



viii Preface

Throughout the course of this handbook, it should become clear that controversy
in business ethics exhibits qualities quite similar to controversy in other disciplines.
And what is shown in particular: Normative questions can be taken on in a system-
atic, methodological, and, indeed, scientific way.

June 2012 Christoph Luetge
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Part 1

Aristotelian Foundations of Business Ethics






George Bragues

Abstract

This chapter offers an introductory overview of the key ideas and concerns of an
Aristotelian business ethics. Based on a close reading of the Greek philosopher’s
writings, we point out that an Aristotelian business ethics is fundamentally
oriented around the quest for happiness or human flourishing. Behaving morally
in business is about acting in ways that conduce to one’s authentic well-being.
Using a dialectical mode of analysis involving the examination of prevailing
opinions, Aristotle concludes that happiness consists of activity in accord with
reason, a life devoted to the practice of the moral and intellectual virtues. As
such, the pursuit of wealth characteristic of business life is properly limited to
what is necessary to materially support those virtues. Aristotle suggests, too, that
the virtues relevant to commerce require a supportive political framework. The
peak expression of virtue attainable in business involves the undertaking of
leadership roles.

Introduction

Proponents of virtue theory often preface their discussions by noting, if not
lamenting, the dominance of utilitarianism and Kantian deontology in contempo-
rary moral philosophy. Though there is an almost ritual-like quality to this obser-
vation, it does not make it any less true. Yet it is surely the case as well that the field
of moral philosophy has witnessed a revival of what is, after all, the oldest tradition
of ethical thinking. Philippa Foot [1], G.E.M. Anscombe [2], Bernard Mayo [3], and
Alasdair Macintyre [4] are among the best-known figures of this movement.
A corroboration of its success can be obtained by typing in the phrase,

G. Bragues
University of Guelph-Humber, 207 Humber College Boulevard, Toronto, ON, Canada
e-mail: george.bragues@ guelphhumber.ca
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“virtue theory” at Google’s Ngrams, a database referencing the more than 15
million published books that have been digitized so far by the search engine firm
[5]. After being virtually absent for most of the twentieth century, the percentage of
instances that “virtue theory” has been written began to steadily rise in the 1980s,
a trend that accelerated in the 1990s (Google Ngrams is only searchable until 2000).
Simply inputting the term, “virtue,” shows an analogous and more revealing
pattern. After declining in use throughout the entirety of the nineteenth and most
of the twentieth centuries, the occurrence of “virtue” stabilized in the 1980s and
started to recover in the 1990s.

Within the branch of moral philosophy known as business ethics, the return of
virtue theory has certainly made itself felt. The leading light of this cause has
definitely been Robert Solomon [6]. Other contributions have included Edwin
Hartman [7], James O’Toole [8], George Bragues [9], Geoff Moore [10], and
Deirdre McCloskey [11], in addition to Samuel Gregg and James Stoner [12].
Beneath the diversity of purposes and methods in these efforts to bring the language
of virtue into business, a common thread is at work. All parties agree, whether
implicitly or explicitly, that Aristotle somehow still matters more than just being a
seminal figure in intellectual history, that despite approximately two-and-a-half
millennia having passed since he wrote, during which the martial and agricultural
societies of his time have given way to an industrial and commercial civilization,
his thinking continues to be relevant in grappling with the moral challenges posed
by modern business life. After all, the idea that figuring out what one ought to do is
primarily a matter of determining what kind of person one should strive to be — the
fundamental claim of virtue theory — ultimately goes back to the fourth century
BC Greek philosopher. It is true that Plato and Socrates before him discussed ethics
in terms of the virtues, as did the ancient Greek poets and dramatists. In the
Nicomachean Ethics, however, Aristotle took something that had been somewhat
loosely, if pleasingly, addressed within narratives and dialogues and gave it sys-
tematic expression. To rephrase Alfred North Whitehead’s famous statement about
Plato and subsequent philosophy, all virtue theory is a series of footnotes to
Aristotle.

In this, the introductory chapter to the Aristotle section of the handbook, we will
focus closely on the Nicomachean Ethics [13] with a view to articulating the
theoretical foundations and core concepts of the Aristotelian approach to business
ethics. Other works in Aristotle’s corpus, The Politics [14, 15] chief among them,
will also be consulted when necessary to shed light upon issues arising in his major
ethical work. Our account will start by describing the primacy of personal happi-
ness, or human flourishing, as the goal by which proper conduct in the business
world should be defined. Afterward, Aristotle’s epistemological method of
ascertaining the ways to reach this goal, namely the dialectical method, is outlined.
Then, we summarize Aristotle’s conception of the virtues and the good life as well
as the institutions necessary to support these in the political-economic framework.
All the while, we will preview a number of the key topics and controversies
explored in the proceeding chapters of this section.



1 Aristotelian Business Ethics: Core Concepts and Theoretical Foundations 5

The Telos of Happiness

It is well known that that Aristotle is a teleological thinker in that he believes all
beings in the universe, the human species included, act for a purpose. This feature
of Aristotle’s thought manifests itself right from the start of the Nicomachean
Ethics where he raises the question of humanity’s end or telos. How does Aristotle
manage to answer this seemingly inscrutable question? He notes the elementary
fact that all human activities aim at some good (1094a1-25) [13]. A sick person
goes to the doctor to seek health; a general planning a battle aims to secure victory
over the enemy. Every action, in other words, involves the deployment of means
calculated to attain a certain end. Since the means are only valued to the extent that
it potentially realizes the end desired, it follows that the latter is a higher good than
the former. We only appreciate heart surgery insofar as it holds out the prospect of
saving our life. Were we able to restore the well-being of our hearts without having
to resort to such an invasive procedure, the prospect of having our chests cut open
would strike us as crazy. At the same time, for almost every end an individual may
happen to go after, the question can legitimately be raised to them as to why they are
pursuing it. Asked why they are pursuing victory, a general will answer that it is for
the good of the nation. In this way, the end of a given action comes to sight as the
means to another end. And given the relative valuation of means versus ends, this
newly disclosed goal must be higher than the more proximate one.

Now one may continue with this interrogation of action objectives, thereby
revealing each end to be a means to a yet higher end, but this cannot go on ad
infinitum. Otherwise, as Aristotle points out, human conduct would ultimately be
purposeless and ineffectual, as life would turn into an unrelenting execution of
means toward a goal that is always just around the corner. Eventually, the point is
reached where a purpose is apprehended that is desirable for its own sake. This is
the highest good. Insofar as ethics concerns that which rightfully claims the greatest
allegiance of the will, the summum bonum, as the Latin writers would subsequently
call the highest good, must ground all our reasoning about the nature of a morally
commendable life. According to Aristotle, this basis is nothing other than happiness
(1095a5-20) [13]. If, for example, a person seeking medical assistance is asked why
they desire health, the response might well be that they want to function optimally
in their everyday affairs. Asked again why they want to do that, they might say they
want to be able to go to work and earn money. Pressed yet again why they want
money, the reply is apt to be that it conduces to their happiness. Once this is stated,
it is pointless to probe further because happiness is intrinsically desirable. Nobody
can long wonder why they want to be happy. We just do. From the Aristotelian
standpoint, business ethics must be oriented around this basic fact.

Such a position invites a number of criticisms. One is that Aristotle seems to take
a monist stance about human fulfillment, not recognizing that a plurality of incom-
mensurable goods exist that people value [16]. A second objection is that Aristotle
commits the naturalistic fallacy in deriving ought from is. That people ought to aim
for happiness is inferred from the fact that they do ultimately seek it. So too, an
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existentialist, convinced of the meaninglessness of the universe, is apt to reject the
notion that the logic of human action points to a telos serving as an objective guide
for our decision making. How can one be so serene in failing to comprehend that
human striving is vain and absurd, that our predicament is equivalent to that of the
mythical Sisyphus repeatedly trying to lift a huge rock up a hill only to see it roll
back down just before reaching the top? [17] Then there is the charge that
Aristotle’s moral teaching is egoistic in establishing happiness as the lodestar,
for, after all, that is a mental state belonging to individuals. On this view, Aristotle
misses the point that morality is not so much about the condition of the self as it is
about that self’s regard for others, such as family, friends, neighbors, colleagues,
and, more importantly, the larger society, if not humanity as a whole. For business
ethicists, this is a potentially damning judgment, since their field of study is very
much dedicated to challenging the thesis, often advanced in popular defenses of
capitalism, according to which self-interest can be relied upon in the economic
sphere to further the public interest.

Let’s begin addressing these points with Aristotle’s apparent monism about the
good. It must be remembered that he is using that term, the good, as a general
concept that is admittedly in need of concretization. Evidencing this is Aristotle’s
subsequent evaluation of the relative merits of pleasure, wealth, honor, friendship,
moral conduct, and intellectual contemplation as potential constituents of a truly
fulfilled life (1095a20-1096a11) [13]. Aristotle’s vision of such a life, as we shall
see, comprehends each and every one of these as goods worth possessing and
cultivating. While acknowledging the potential tensions between them, particularly
between the acquisition of wealth and the practice of virtue, he insists that each of
the specific goods can be accorded its due place and proportion so as to be
harmoniously manifested in the character of a morally estimable person. There is
a diversity of objects worth valuing, but they can be rendered commensurable by
delineating their respective contributions to human happiness.

Regarding the accusation of a naturalistic fallacy, it would be to misconstrue
Aristotle’s position to say he is endeavoring to infer ought from is. Ought, after all,
implies can. Declaring a person ought to engage in a particular behavior supposes
the possibility of having two or more alternative courses of action about which one
can deliberate and be held accountable for the decision ultimately taken. As
Aristotle says, deliberation is limited to those matters within a person’s capacity
to influence. It is, “about the things which he can do by himself” (1112a35) [13].
No one, for instance, considers whether or not to obey the laws of gravity. Since that
is dictated by natural necessity, the notion that one ought to respect those laws
makes no sense. The same reasoning applies to the quest for happiness. It structures
human activity such that all our deliberations are willy-nilly directed toward it.
Aristotle’s greatest student, St. Thomas Aquinas, nicely clarified this point in
designating the imperative to seek the good as a foundational premise of practical
reasoning, just as the logical laws of identity and noncontradiction ground theoret-
ical reasoning [18]. Similar to the logical laws, the validity of the proposition that
humans pursue their well-being does not depend on another premise. One can know
it to be true by merely intuiting it (1140b31-1141a8) [13], in this case by reflecting
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upon the nature of human choice. The upshot of all this is that whether an individual
ought to do X, rather than Y or Z, properly applies to the means of realizing human
fulfillment as opposed to that end itself. Instead of being derived from is, the ought
is found to be imbedded in the decision-making context of human affairs.

Given the individualist tenor of our age, and the postmodernist tendencies in our
culture, Aristotle’s contention that a discoverable purpose exists that is relevant to
all human beings irrespective of time and place will strike many people today as the
most questionable part of his ethics. Even before the existentialists came along to
voice this criticism in angst-ridden tones, leading Enlightenment thinkers sought to
displace the kind of teleological ethic that Aristotle champions with a moral system
that dispensed with the supposition of a human telos. In the Leviathan, Thomas
Hobbes insisted, “there is no such Finis Ultimus (ultimate aim) ... nor Summum
Bonum (greatest good) as is spoken of in the Books of the old Moral Philosophers”
[19]. Opposing Aristotle’s argument that the series of ends identifiable in human
action cannot extend to infinity, Hobbes maintains that happiness is actually more
like riding a treadmill, “a continual progress of the desires, from one object to
another; the attaining of the former, being still but the way to the latter” [19]. Not
long afterward, John Locke added to this anti-Aristotelian case by observing that
people’s conceptions of happiness are irreducibly different. “The Mind has
a different relish, as well as the Palate,” the seventeenth-century English philoso-
pher says, “and you will as fruitlessly endeavor to delight all Men with Riches or
Glory, (which yet some Men place their Happiness in) as you would to satisfy all
Men’s Hunger with Cheese or Lobsters.” Locke continues: “Hence it was, I think
that the Philosophers of old did in vain enquire, whether Summum bonum consisted
in Riches, bodily Delights, or Virtue, or Contemplation” [20].

With no ultimate aim to strive for, moral deliberation is left to consider only the
means to each person’s idiosyncratic ends. Ethics becomes the regulation of those
means, the latter constituted by those capabilities and scarce resources that give
individuals the power to get what they happen to want whenever they want it. Money
is obviously an important component of such power. Once Aristotle’s felos is subjec-
tivized, then, constraining the use and accumulation of money by individuals and firms
engaged in the buying and selling of goods and services comes to form the essence of
business ethics. Most virtue ethicists nowadays have opted to follow this route. The
result is that the virtues are understood, not in terms of the purpose of human life, but as
a set of qualities fitting individuals toward the actualization of any goals they might
have in a commercial society, an approach which Eugene Heath (see also » Chap. 6,
“Virtue as a Model of Business Ethics” of this handbook) describes later in this section
by following the evolution of virtue theory from Aristotle toward a more bourgeois
variant that began to develop in the eighteenth century. Another option is to define the
virtues as those traits that meet the expectations of one’s role in a larger community,
which is Robert Solomon’s position [6]. A combination of these two possibilities is also
possible, which Edwin Hartman (see also » Chap. 4, “Aristotle on Character Forma-
tion” of this handbook) points to as well in a subsequent article in this section.

We shall leave it to the reader to decide whether Aristotle was originally right
in thinking that happiness is an objective condition. To help make that decision,
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we shall outline the key arguments he makes in favor of that claim. In the
meantime, the implications of viewing happiness in a relativist fashion need to
be acknowledged and, chief among them, is that greater significance is lent to the
egoism charge that one might level against Aristotle. To someone that asks why
a businessperson should refrain from defrauding their customers, Aristotle can
respond that doing otherwise would be self-defeating. By committing fraud, one
would be undermining the health of one’s soul. For most of the ends that people
typically pursue, an analogous answer can be given, although the happiness at
issue would not refer to the real condition of one’s psyche, but rather one’s
personal sense of contentment. The usual way of going about this is to argue that
the fraudster will suffer a bad conscience or, barring that, by noting that the odds
are such that he or she will eventually be held to account and incur punishment.
Still, if we conceive of a businessperson who seeks to amass wealth above all else,
and is willing to assume the risks of detection, the dilemma posed by what David
Hume called the sensible knave rears its disturbing head [21]. With no summum
bonum to invoke, an Aristotle inspired theory of the virtues thus comes to require
a compelling account that morally equates personal merit with how an individual
tends to the concerns of others.

In avoiding the sensible knave dilemma, Aristotle distinguishes between two
kinds of self-regarding. One kind refers to individuals who seek more than their fair
share of pleasure, status, and money. This is what most people have in mind when
they speak of selfishness as immoral. Yet the person who takes proper care of
themselves by limiting their pursuit of worldly goods to a measure that is consistent
with the cultivation of their highest intellectual and moral capacities is also being
selfish. If anything, as Aristotle notes, they are more so than the type of person
typically deemed as self-centered in that they are satisfying their needs in a more
clear-sighted way (1168b10-35) [13]. On the original Aristotelian view, then,
businesspersons are not so much summoned to constrain their selfishness as they
are to manifest it in an elevated form. This implies a relegation of the material
concerns that contemporary economists typically sanction as legitimate forms of
self-interest, placing those concerns instead into the category of ignoble selfishness.

As this suggests, Aristotle does not define happiness as we are commonly apt to
do as consisting of a pleasant or unperturbed state of mind. Happiness is not
a feeling, but an activity. If it were simply about feelings, Aristotle observes, then
it follows that a person who is constantly asleep or spends their days lying on
a couch watching television is fulfilled (1098b30-1099a7) [13]. No one really
believes that. Instead, in everyday life, those who are considered to be thriving
are those who are doing something valuable with their lives. For this reason, and
given its hedonic connotations in the English language, Aristotle’s conception of
the good life is often not described as happiness, but rather as self-realization, self-
completion, self-perfection, or human flourishing. The virtues, according to this
view, are precisely those activities that embody that flourishing. Among them is
friendship — a rarely, if ever, discussed topic in business ethics — whose highest
perfection is reached when the individuals concerned are both virtuous and desire
the good of their friends as their own (1166a30-32; 1168b1-5) [13]. It is not merely



1 Aristotelian Business Ethics: Core Concepts and Theoretical Foundations 9

with friends, however, that the virtues socially manifest themselves, but also in our
relations with greater communities, including firms as well as the states in which
these operate. For as Aristotle famously states, human beings are social and
political animals (1253a1-3) [14]. As we cannot rely entirely upon ourselves for
the satisfaction of our needs and seek company for its own sake, we cannot live well
except in living with others.

Dialectics

Being a first principle of ethical inquiry, the identification of happiness as the goal
of proper conduct does not require much discussion of methodological questions.
With respect to the zelos, all one needs to grasp it is a bit of uncomplicated reflection
on our own behavior. The situation changes, though, once the effort is made to
figure out what exactly happiness consists in and how all this applies to commercial
life. At this point, one is forced to confront the towering influence of the scientific
method, the empirical-mathematical epistemology whose enormous success in the
natural sciences has led it to progressively dominate the various social science
disciplines that focus on the human things. The subjects that business students are
required to learn — whether it be marketing, economics, accounting, finance,
organizational behavior, operations, management — all reflect this positivist
approach. Writing well before Francis Bacon invented the experimental method,
Aristotle did not run controlled tests of hypotheses using human subjects, or
construct surveys and mathematically analyze the results, or formulate regression
models on available data sets. In quite a few eyes, this makes Aristotelian business
ethics a hopelessly unscientific enterprise, nothing but a vessel by which its
proponents can claim the intellectual authority of a historically renowned figure
to advance their personal moral preferences. This objection, however, ignores the
fact that an Aristotelian approach is, in many respects, open to social scientific
techniques. More importantly, it assumes that the reigning positivism is the only
legitimate way to comprehend human affairs. Aristotle reminds us that the sheer
complexity of those affairs, as well as their inescapably ethical dimension, neces-
sitates the adoption of complementary epistemologies.

The one that Aristotle puts forth for our consideration in business ethics is
dialectics. Aristotle took this method from Socrates, who sought truth about the
essence of justice, courage, piety, friendship, and the like by going to reputable
authorities and asking them to state and defend their views [22]. Never satisfied
with the initial definitions he heard, always uncovering some lacuna or contradic-
tion, Socrates would scrutinize his interlocutors, eliciting them to restate their
positions about the topic at hand in a more defensible manner, doing so repeatedly
with the aim of eventually reaching an understanding beyond any reasonable
objection. Stated more formally, as Aristotle does, dialectics starts its investigation
of X by canvassing the prominent opinions people hold concerning X, whether by
experts or significant parts of the public (1095a29-1095b14) [13] (104b1-7) [15]. In
starting with opinions, Aristotle presumes that the human mind, in forming its
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judgments about debatable issues, is able to glimpse at least a portion of the truth.
Unlike the scientific method, whose pursuit of regularities is conducted on data
acquired from the senses requiring minimal interpretation by the intellectual
faculties, dialectics embraces people’s attempts to make sense of their experience
and tries to eliminate the inevitable biases by pitting their beliefs against other
views. The point of engaging in this clash is to separate the elements of validity in
each of the rival opinions and arrive at a statement of the matter that synthesizes the
partial truths espied within the diversity of perspectives. At the end, the degree of
certainty reached depends on what the nature of the subject matter permits. In
ethical inquiries, according to Aristotle, we can only capture general tendencies by
offering counsel that applies to most cases as opposed to every single one
(1094b12-30) [13]. Circumstances play a decisive role in determining what is
right and wrong. As these are always distinct from one business situation to the
next, what is deemed as liberality and justice in one instance may well, even where
the differences in circumstances are slight, be seen as profligacy and injustice in
another. An Aristotelian business ethics can only offer probable judgments about
the types of conduct associated with a flourishing existence.

How exactly are we supposed to go from opinions to probable knowledge?
Noting strong parallels between Aristotelian dialectics and John Rawls’ reflective
equilibrium, Edwin Hartman (see also » Chap. 4, “Aristotle on Character Forma-
tion” of this handbook) makes the interesting proposal, again later in this section of
the handbook, of adopting the method of wide reflective equilibrium to appraise the
divergent notions about how a person ought to act in a given business context. As
Hartman explains, wide reflective equilibrium is an amplification of John Rawls’
well-known technique articulated by Norman Daniels [23]. Whereas reflective
equilibrium asks us to weigh and adjust our moral principles against our judgments
in particular cases, the wider variant advocated by Daniels allows us to bring a third
factor into the equation relating to scientific theories and other factual observations
that bear on the ethical issue under consideration. Hartman provides a number of
illustrations of the way Aristotle’s ethical analysis accords with the wide reflective
equilibrium approach in contending, for example, that the latter’s teleological view
of morality relies on his theories of the physical universe.

Going simply by what Aristotle wrote, the move from opinion to probable
knowledge is a more traditional process, involving the time-honored methods
of deduction and induction that he first clarified (105a10-19) [15]. Of the two,
Aristotle prefers deduction, inferring particular statements from general premises,
because the conclusions generated are certain. By contrast, there is less certainty to
be gained via the inductive mode of forming generalizations from particular facts.
Though not as much as the originators and present-day champions of the scientific
method would like, Aristotle nevertheless recognizes the value of induction and,
indeed, concedes that its empirical procedure renders it more convincing to most
people. Inasmuch as what the prevailing positivist epistemology urges is a form of
induction, this means that the Aristotelian approach is, in principle, open to the
insights offered by modern social science. One way that immediately suggests itself
involves the happiness studies literature that has grown dramatically in the past two
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decades [24, 25]. To be sure, this literature must be approached keeping in mind
that it tends to define happiness in subjectivist terms by asking people in surveys
how they are feeling about their lives. These responses are then typically analyzed
against variables, such as level of income, employment condition, marital status,
country of residence, to gauge the factors that lead to happiness. Interestingly
enough, despite the opposite conception of happiness, studies have leaned in
Aristotle’s direction in finding that, beyond a certain amount, money does little to
add to happiness and that a key driver of life satisfaction is the quality of one’s
relationships.

In fact, we can go further with the opening offered to the social sciences by the
acceptance of induction and challenge some of Aristotle’s own notorious conclu-
sions. An example is his claim that women are inferior to men, from which he
deduces gender-distinctive expectations of virtuous behavior (1259b2-4 & 1260a9-
15) [14]. Aristotle tries to back this by asserting that females are less intelligent than
males. But data from IQ tests reveal similar scores across both genders [26]. Even
more revolting to contemporary moral sensibilities is Aristotle’s defense of slavery
as a naturally supportable practice (1254a18-1255a3) [14]. In thus arguing for
human inequality as a morally relevant fact, he is challenging the belief in equality
that underlies all contemporary moral thought. The whole edifice of business ethics
depends upon this egalitarian presupposition — without it, all the concern about
protecting workers, women, minorities, consumers, and local communities from
rich, powerful shareholders and corporate executives would make no logical sense.
Aristotle’s inegalitarianism is based on the idea that human beings can be put it into
one of two categories, the wise and the not-wise. The wise, he argues, ought to rule
the not-wise because the former know better what is truly good than the latter do. As
a result, while the wise will obviously make the right choices in benefiting them-
selves, even the not-wise will be better off in having the wise make decisions on
their behalf. Once again, the social sciences, though admittedly common sense and
historical experience would do just as well if not better, can be invoked against
Aristotle here in pointing out that human selfishness is such that we cannot expect
the wise not to take advantage of their authority to exploit the not-wise. Moreover,
the same IQ studies that reveal no difference between genders demonstrate that
humans cannot be neatly sorted into binary categories. Human intelligence being
distributed in a bell curve, most people have similar levels of intelligence, with
relatively fewer spread out along a continuum toward the two opposing extremes.
Not to mention that even the most hard-line advocates of the thesis that intelligence
is genetically influenced concede that social factors, and not just natural ones, help
explain the tabulated variances in IQ scores [27].

Yet it should be remembered that induction is not simply equivalent to scientific
empiricism. Traditions, customs, and consensus of public opinions also represent,
though developed in a less systematic and rigorous fashion, generalized inferences
from a multitude of events over time from numerous local standpoints. These, too,
must be brought into the dialectical conversation of Aristotelian business ethics.
Another important source of inductive understanding that Aristotle highlights is the
prudent individual, someone whose good judgment, honed by life experience,
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enables them consistently to take all the relevant circumstances into account in
framing the alternatives correctly and making the appropriate choices (1140a25-
b11) [13]. This is basically to say that the moral dilemmas of commerce are not to
be reserved to academics engaged in dialectical discussion. Especially when the
issue is very circumstantial and context specific, the inquiry must also integrate
the considered views of morally respectable and experienced businesspersons — and
not those who have simply managed to project an ethical image through public
relations in championing fashionable causes.

The Virtues and the Good Life

It has already been pointed that Aristotle defines happiness as an activity and, more
specifically, as a series of deeds and accomplishments expressive of virtue. But how
exactly is Aristotle sure that the good life consists in virtuous action? In what does
virtue consist? In line with the dialectical method, Aristotle launches his
investigation into these questions by assessing prevalent opinions about the nature
of happiness. He identifies three: pleasure, honor, and contemplation (1095b15-
1096a6) [13]. If the decisions between these three alternatives were to be dealt with
democratically by majority vote, what would surely emerge victorious is the thesis
that living well is to enjoy a steady stream of sensual delights, bodily comforts, and
cognitively undemanding diversions and entertainments. Inasmuch as firms must
satisfy consumer preferences in order to survive and prosper, contemporary com-
mercial societies attend to this conception of personal well-being through all the
savory foods, tasty drinks, labor saving devices, luxury cars, and spacious homes
that are made available in the marketplace. Not only that, but most people that work
in business do so to obtain the means of acquiring such pleasures. It would be
a smaller group that would opt for honor, being recognized as someone great, as
defining the good life. True enough, many people seek a modest version of this in
trying to signal their success through the brand names of the clothes they wear, the
kinds of cars they drive, and the neighborhoods in which they choose to reside. In
the realm of business, however, the quest for honor reaches its highest pitch among
CEO’s and entrepreneurs striving to make a name for themselves as product
innovators, industry transformers, or visionary risk-takers. The contemplative life,
the pursuit of truth for its own sake, would hardly receive any votes in the business
world, except perhaps among people working there unable to find a place for
themselves in academia. Nevertheless, something resembling the life of the mind
can be discerned among company scientists engaged in product research and
development along with financial market analysts and management consultants
offering advice to investors and corporate executives.

In view of its popularity, and its hold over human nature, pleasure takes up the bulk
of Aristotle’s analysis. That hold means that pleasure cannot be excised from a credible
account of human flourishing. Any moral theory that depicts it as evil is guaranteed
to evoke hypocrisy among its exponents and contempt among its onlookers,
since nobody can persistently resist the lure of pleasure (1172a34-b9) [13].
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Ascetic and puritan critiques of capitalist consumerism have no place in an
Aristotelian business ethics. But the acknowledgment of pleasure as an ineluctable
motive of individual action does not mean that it should define self-fulfillment.
Spending our days merely gratifying our senses and amusing ourselves with mind
candy would reduce us to the level of the irrational animals (1095b20-21) [13].
If pleasure is the good, it would follow that the pleasures of the adulterer or the rapist
are equivalent to those of the loyal partner or consensual lover (1173b20-1174al) [13].
But this contradicts the widely held opinion that there is a difference between these two
sets of experiences, that the pleasures of the first are, respectively, shameful and unjust,
while those of the second are befitting and just. This means that pleasures can be
distinguished as either good or bad, which in turn implies a higher criterion by
which their respective contribution to individual fulfillment can be assessed. Aristotle
observes, too, that no adult would choose to restrict themselves to the pleasures
that children enjoy (1174a2—4) [13]. No matter how simple and worry-free such
an existence might appear, our preference is always for the greater challenges of an
emotionally and intellectually mature condition. Reinforcing this conclusion,
Aristotle says, is that people will generally not give up their capacities for memory
and knowledge, even though the exercise of these is not always pleasant
(1174a4-12) [13].

It is by parsing the view equating happiness to honor that Aristotle is brought to
the essence of the good life. Where the quest for renown and distinction goes awry
is the dependence it entails upon other people’s judgments. Complete self-
sufficiency may be impossible, yet a significant component of it is surely
a prerequisite of a felicitous situation, for it is hard to believe that a person can be
deemed to be living well while entirely subject to the vagaries of public opinion.
Aristotle also points out that the individual who is authentically committed to
attaining honors wants to actually deserve them, instead of merely receiving the
acclaim (1095b24-31) [13]. What people like Steve Jobs and Warren Buffett want
is for other people to corroborate, rather than define, their estimable qualities and
accomplishments. From this, Aristotle deduces that what really matters is that one
act well — which is to say, virtuously. The good life thus comes to sight as conduct
in accord with virtue. If we add to this what has already been concluded about the
desire for pleasure being part of the constitution of human nature, a properly
ordered individual will take enjoyment from doing virtue and feel pain at the
thought of committing vice (1099a14-31) [13].

This still leaves the term virtue in need of specification and, to this end, Aristotle
once again seeks guidance from common opinion. Keeping in mind that virtue is
coterminous with acting properly, he reminds us that whenever people say that
a thing or person is operating as it should, what they mean is that it is performing its
function (1097b22-1098a21) [13]. A lawn mower is said to be in good condition if,
upon turning it on, it cuts the grass. The queen bee is considered to be thriving if she
is reproducing for her hive. With respect to a person, we tend to evaluate them in
terms of their role. Thus, the head of the IT department is thought to be doing well
if the company’s servers and computers are running smoothly and helping
employees to be productive in meeting customer needs. But human happiness,
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the goal of ethics, is not simply reducible to the performance of one’s assigned role
within a firm, much less whatever parts beyond it that one has inherited or
consented to play in the greater socioeconomic fabric. It is not unusual to hear
such statements as, “Jim is a great advertising executive but his life is incomplete”
or, “Anne has been a wonderful secretary, but she still has so much unrealized
potential.” These statements point to roles that we should be exercising as human
beings, given a certain structure and set of needs, and not just what our place in
society happens to demand of us. Now just as within the social division of labor,
the most appropriate role for each of us is that which suits our unique abilities, so it
is in trying to figure out what character human beings should assume within the
natural order. What makes humans distinctive from all the other living forms in
nature is that we are able to generate enormous benefits for our species due to the
possession and use of reason. Hence, to function appropriately as human beings, to
act virtuously, is nothing else than to exercise our rational capacities (1097b24-
1098a18) [13].

Few concepts are fraught with more controversy than the meaning of rationality.
Part of its character has already been sketched in the account of dialectics wherein
reason is essentially portrayed as the inferring of new propositions from other
already established claims. Befitting a teleological mindset, Aristotle does not
leave it at this, but seeks to fully understand the nature of reason by identifying
the purposes for which inferences are made. Primary among them is the desire for
truth. “All men,” Aristotle opens the Metaphysics, “‘by nature desire understanding”
(980a). While recognizing that people often seek knowledge to attain a separate
aim, he also maintains that they do so for no ulterior motive. This is evidenced by
the fact, Aristotle says, that sciences like mathematics, less tied to the provision of
necessities and conveniences, developed only after societies generated enough
wealth to enable the existence of a leisure class with no pressure to produce applied
learning (981b15-25) [15]. Aristotle refers to the pursuit of truth for its own sake as
theoretical reason and its goal is to identify the fundamental causes of phenomena
through general ideas that capture the necessary and universal aspects of reality
(1139b18-36 & 1140b31-1141b10) [13]. Where truth is sought for the sake of
something else, it is called productive knowledge, or a technical skill, wherein
reasoning is used to bring an object, such as a chair, into being (1140a1-24) [13]. On
the other hand, it is called practical knowledge when reasoning is used to guide our
appetites in our actions (1140a25-b30) [13]. The first is related to business insofar
as it covers the manufacture of products, but it is not connected to ethics since the
question as to whether or not a certain good ought to be made cannot be answered
by a description of how to make it. Business and ethics come together in practical
reason which, unlike its theoretical counterpart, focuses on particulars, applying the
universal imperative to seek the human good while attentive to the circumstances,
nuances, and complications inherent to everyday commercial life.

By reason, though, Aristotle does not simply mean the apprehension and appli-
cation of truths. He well recognizes that people are not Spocks capable of acting
toward their real advantage by simply putting their minds to it. Human reason
operates alongside the passions (1102b13-1103a4) [13]. These must be restrained
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and well disposed in order for us to think clearly and execute what our minds
determine. Rejecting the Socratic thesis equating virtue with knowledge, Aristotle
does not go the Platonic or Cartesian route of depicting reason as a despotic ruler of
the passions. In acknowledging, for example, that people are able to know what is
good and still not do it, Aristotle sees the intellect and the emotions as mutually
influencing each other. Still, in this interplay, reason remains the higher principle
since it defines who we are as a species. Not only that, reason is able to substantiate
this priority and guide the passions, though not (to use an apt analogy put forward
by St. Thomas Aquinas) in the manner that an autocrat can secure obedience to his
orders, but more like a democratic politician can persuade the public to accept her
proposals. According to Aristotle, the moral virtues consist of those personal
characteristics that exemplify this rational control of emotion. On the other hand,
the mental qualities by which a person effectively apprehends and applies knowl-
edge make up the intellectual virtues (1103a3-10) [13].

One might be wondering at this juncture how the desire for wealth, the ruling
passion of most people involved in business, fits into this moral teaching.
The notion that happiness involves being rich, or at least affluent, is a prevalent
opinion, if not expressed in what people say, certainly deducible from the way they
act. Does Aristotle not consider this view in his dialectical analysis of ethics?
He does address it, though he does not include it among the three main candidates
for happiness — pleasure, honor, and contemplation — because wealth is not some-
thing, whether viewed logically or factually, that is intrinsically desirable (1096a6-
11) [13]. Asked to explain their behavior about money, most people will concede
that their wish to earn an income is not based on value of money in itself, but to
afford other goods. Despite this admission, many behave as if money is an end in
itself, being always open to the opportunity of getting more. But the problem with
this is that, on its own terms, money can only be measured as a quantity, which can
be increased without limit. There is nothing about the nature of money that tells us
when to stop accumulating it (1257b-1258a19) [14]. Consequently, positing wealth
as the overarching goal of human action is inconsistent with proper understanding
of happiness, according to which it is the terminus of desire. Being a means instead
of an end, wealth is viewed by the Aristotelian business ethicist as merely providing
the resources for the exercise of the moral and intellectual virtues, its acquisition
and use being limited to what will optimally express those personal traits.
This obviously creates a tension between Aristotle’s moral teaching and the
mores of the present-day commercial order, a tension that Colin D. Pearce
(see also » Chap. 2, “Aristotle and Business: An Inescapable Tension” of this
handbook) explores in this section of the handbook.

Ever consistent with his methodology, Aristotle builds his catalog of the specific
intellectual and moral virtues by reference to frequently stated moral opinions.
Thus, he notices that some people are praised for being courageous, others for being
generous and amicable, and yet others for being prudent and just. By refining these
judgments, separating their common and distinctive elements, Aristotle spells out
thirteen moral, and two intellectual, virtues. In the process, Aristotle is led to adopt
the popular view that each person has a character and that what matters most in
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evaluating the morality of that person is not so much what they do, but the kind of
character they have. A person’s character, in turn, is constituted by the set
of ingrained tendencies toward certain behaviors. These tendencies, if good, are
virtues; if bad, they are vices. When he develops this everyday notion, Aristotle
makes it a point to observe that the virtues are not impressed into our characters by
nature or, as we would nowadays say, by genetic inheritance. Instead, he maintains
that the virtues are instilled by continual practice until they become habitual or
second nature to us (1103a14-1103b6) [13].

Does the scientific evidence, though, bear these views out? In his contribution to
the handbook, Miguel Alzola (see also » Chap. 5, “The Empirics of Virtue Theory:
What Can Psychology Tell Us About Moral Character?” of this handbook) alerts us
to social science findings that appear to run against Aristotle’s emphasis on
character. A number of studies in social psychology point to situational factors
determining people’s moral choices, rather than their traits. The best-known study
in this literature is the set of experiments conducted by Stanley Milgram in which
a majority agreed to obey an authority figure in delivering huge electrical shocks to
individuals that committed mistakes on a word memory exercise [28]. Arguing that
such experiments do not truly test the character hypothesis, Alzola’s article offers
an illustration of our earlier contention that modern science can be brought to play
within Aristotle’s dialectical approach to morals.

Not all the virtues that Aristotle claims go toward defining a model character
pertaining to business. Out of the thirteen moral virtues, seven are relevant to
business. Between the two intellectual virtues, only one is directly applicable, namely
prudence. The other one, wisdom, is not directly germane and so is left out of Table 1.1
(see below) listing the eight virtues comprising an Aristotelian system of business
ethics based closely on the original texts. Reflecting Aristotle’s famous doctrine of the
mean, according to which acting rightly involves behavior that avoids opposite
extremes, the table below cites these two vices, alongside the relevant virtues.
Moreover, for each of the virtues, we summarize the behavior it entails for business.

The Institutional Framework for Virtue

In Aristotle’s view, then, economic considerations are properly subordinate to moral
demands — more precisely, whereas the logic of economics tells us to prefer the
lowest cost means in a given action, morality directs us to consider the ultimate end of
all our actions, in addition to simple pecuniary factors, in determining the means we
are supposed to choose. Yet it will be recalled that Aristotle also claims that human
beings are by nature political, and, from this, he additionally infers that ethics is
subordinate to politics (1094a30-b12) [13]. Not only is this because the peace and
stability that justice brings would be impossible without government but also because
politics opens up the possibility for the display of estimable virtues involved in
leading a community, by say running the country’s foreign policy or its economy,
that comprises the highest pitch of prudence. For it is no mean thing to intelligently
make decisions for one’s self, but it is far more challenging and publicly spirited, and
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Table 1.1 Table of the Aristotelian business virtues

Virtue Defining feature Opposing vices Business implications
Courage Managing fear Rashness and Willingness to take reasonable
cowardice investment and entrepreneurial risks
Self-restraint Managing desire for Self-indulgence Healthy diet and moderate alcohol
pleasure and insensibility consumption for workers/managers;

regulation of sexual behavior among
employees; discouragement of excess
consumption in product offerings

Generosity Regulating love of Stinginess and  Avoid greed, especially through
money prodigality sordid activities; be more willing to
give or spend money than to save it
Magnificence Regulating love of Vulgarity and Donate to the arts and other worthy
money where personal  pettiness causes; be tasteful in one’s large
wealth is substantial expenditures
Magnanimity Pride management Pusillanimity Confidently seek the highest honors
and vanity by undertaking rare and challenging
deeds
Sociability Regulation affection for Obsequiousness Be courteous, engaging, amenable
others and flattery with colleagues and customers
Justice Allocation of goods Only one Rectificatory justice regulates
amongst individuals opposing vice:  transactions and demands reciprocity
injustice and fairness; distributive justice

considers what people deserve and so
requires that companies assign their
employees rewards and penalties in
line with merit

Prudence Deliberation about Only one Thoughtfully consider alternatives
choices opposing vice:  before deciding while being attentive
imprudence to circumstances; individual

approaches peak levels of prudence
by assuming leadership roles

Source: Bragues [9]

hence more ethically admirable, to assume successfully the responsibility of steering
the well-being of a large group (1094b8-11) [13]. So too, governments have the
power to educate its citizens, both through the laws it enforces and the subjects it
mandates for youth to learn (1094a30-b3) [13]. Insofar as people are not born
virtuous, but can only become so through practice and habituation, education has
a significant role to play in the formation of character (1179a34-1180a19) [13]. In
order to be fully operational in the business arena, the virtues must be nurtured and
supported by the institutional framework established by the government. Reinforcing
this point is that, as Edwin Hartman (see also » Chap. 4, “Aristotle on Character
Formation” of this handbook) points out in his chapter, the student who enters
a business ethics class, whether at the undergraduate or graduate levels, already
arrives morally formed, in part by their experiences at home and with their friends,
but also by the earlier stages of their education, which the government, to this day,
heavily regulates. On the original Aristotelian view, as Colin D. Pearce (see also
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Chap. 2, “Aristotle and Business: An Inescapable Tension” of this handbook) goes
on to suggest in this handbook, business ethics will only be authentically practiced if
the state gets into the morality business.

For Plato on through to Karl Marx and his followers, the fundamental issue
which the state had to confront in grappling with the self-interested behavior
encouraged by commercial activity was that of property. Both Plato and Marx, of
course, contend that the moral dilemmas posed by the desire to accumulate wealth
could only be resolved with the elimination of private property in favor of the
common ownership of resources. In the Republic, a dialogue in which Plato
articulates his vision of the ideal polity, the ancient Greek philosopher seems to
restrict the prohibition of private property to the guardian class of his hierarchical
utopia, whereas Marx unequivocally called for the complete socialization of the
means of production. In his analysis of Plato’s Republic, Aristotle opposes this
tradition of political economy, arguing that communally held property generates
quarrels as people dispute whether what they receive out of the common pool is
proportionate to their productive contributions. Raising the prospect of conflict as
well is that decisions over resources involve a greater number of people. Given the
self-love imbedded in human nature, private property gives individuals better
incentives to better manage available resources. Very interestingly, too, Aristotle
maintains that socialism removes the ground for generosity, inasmuch as that virtue
presupposes one has something of one’s own to give to others (1262b37-1264b25).

None of this means, however, that Aristotle sides with the laissez-faire view that
resources should be entirely under individual control with minimal limitations.
While he maintains that property should be owned privately, he does insist that
individuals ought to make their possessions available for common use. Indeed,
Aristotle states that it “is indeed a particular duty of a lawgiver to see that citizens
are disposed to do this” (1263a38-39) [14]. This suggests that Aristotle’s thought
offers a basis for a redistributionist state, though it would not be for the sake of
social justice, the most oft-cited rationale today for government intervention in
the economy. With Aristotle, a person’s character is defined more by how high-
minded they are in making themselves the best person they can be than it is by what
they do for the poor and disadvantaged. To the extent that Aristotle would be
concerned about the divide between the rich and the poor, it would be for the
government to ensure that it adopt measures to avoid the political instability that
sharp inequalities tend to bring about by instead fostering a large middle class
(1295b1-1296a23) [14]. But the full exploration of this issue belongs to what one
might call Aristotelian political economy as opposed to Aristotelian business ethics.
Nevertheless, it is worth noting that the imperative to make one’s property available
for use by others points to the idea of corporate social responsibility. It does not
perfectly point in that way as the question remains open whether the managers of
the corporation, on behalf of the shareholders, are supposed to factor in wider social
interests in the deployment of the firm’s resources or whether that is to be done by
shareholders themselves with the dividends they receive. The first possibility fits
corporate social responsibility, the second is compatible with Milton Friedman’s
[29] view that corporations should focus on earning profits for its shareholders.
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Besides exploring the corporation’s relationship to the larger community Alejo
Jose G. Sison (see also » Chap. 3, “Aristotle and the Corporation” of this hand-
book) also takes up the question whether Aristotle’s political science might be
helpful in illuminating how the corporation should be governed internally. Focusing
on Aristotle’s discussion of citizenship in The Politics, Sison distinguishes between
two kinds of political participation: liberal-minimalist versus civic republican-
communitarian. The liberal conception, emphasizing as it does the protection of
various individual rights to be left alone by the state, demands relatively little of
citizens, except the requirement to respect the freedom of others. The civic repub-
lican view, by contrast, envisions freedom as the capacity to influence the rules and
policies of the community under which one lives. Sison maintains that Aristotle
endorses the civic-republican alternative and that, therefore, the kind of corporation
that aligns with his political theory is one in which the various stakeholders —
shareholders, customers, suppliers, and, particularly, employees — all actively
participate in the company’s activities as the business equivalent of Athenian
citizens. In support of this view, we can refer to Aristotle’s teaching concerning
how the virtues come to perfection. Between the moral and intellectual virtues, the
highest are the latter because their exercise of reason cultivates the faculty that
distinguishes us as human beings (1178a9-11) [13]. Aristotle also holds that
intellectual virtue reaches its apex with the virtue of wisdom practiced by the
philosopher, the individual dedicated to the search for truth about the fundamental
principles and causes of the divine, natural and human orders (1177a11-1178b32)
[13]. As there is limited space for philosophical contemplation in commerce, the
most relevant intellectual virtue for businesspersons becomes prudence, which, as
we have seen, shines brightest in the ruling of a state or, to put it more broadly, the
leadership of sizable associations. Instituting the civic republican ideal of citizen-
ship within the corporation opens the practice of prudence up to more individuals.

Conclusion

Contrasting the prevalent utilitarian and deontological streams in ethics, the
return to Aristotle for ethical guidance concerning business leads us to a virtue
theory of morals. Aristotle’s version of this theory takes its cues from our quest
for happiness. Unlike most contemporary proponents of virtue theory, Aristotle
believes that happiness is not a subjective matter but rather can be objectively
defined. He maintains that personal fulfillment lies in the full realization of our
rational capacities through action that brings the intellectual and moral virtues to
fruition. An Aristotelian business ethics consists of the subset of these virtues
applicable to commercial life that serve to advance human flourishing.
In gauging what leads to this goal, as well as explicating the specific features
of the virtues, Aristotle proposes the dialectical method. This involves the
examination of widely held and expert opinions on the subject under consider-
ation with a view to reaching a noncontradictory understanding. Using this
method, Aristotle argues that the money-making art characteristic of business
should be subservient to the requirements of courage, self-restraint, generosity,
magnificence, sociability, justice, prudence, and wisdom. The likelihood,
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according to Aristotle, of these being authentically practiced in business life will
depend on the government’s assumption of an educative role in the character
formation of its citizens. The highest expression of virtue that is feasible
in business involves prudence, which can be encouraged by fostering a
civic-republican mode of citizenship within the corporation.
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Colin D. Pearce

Abstract

This chapter attempts to assess the availability of Aristotle to the field of
business ethics. It does so by reviewing some of the scholarly work which has
dealt with this possibility against the backdrop of certain key themes in
Aristotle’s thought. The chapter begins by first outlining the controversial nature
of the claim that Aristotle is integral to the business ethics field. It then explains
how such controversy is only natural given what Aristotle has to say about the
relationship of wealth acquisition to the natural ends of man. The chapter goes
through the arguments made by various scholars, some of whom seek to bring
Atristotle to the business ethics table, and others who do not feel he deserves an
invitation, while attempting to place the debate in the context of Aristotle’s
radical “communitarianism” on the one hand and his radical “individualism” on
the other. This is the obvious procedure because Aristotle maintains at one and
the same time that the individual both belongs “body and soul” to the civic
community and yet is able with the aid of philosophy to transcend the horizon of
that community completely. Hence, it is that Aristotle is difficult to adjust to any
moral context where the individual is in a middle state of being both in
possession of certain rights against the community, and yet under certain social
obligations to that community as part of an exchange for the sake of individual
freedom. Aristotle’s paradoxical communitarian-individualism or individualist-
communitarianism is difficult to “privatize” to the level of an independent,
profit-seeking commercial organization and also to ‘“socialize” to the level of
simple concern with the general welfare as distinguished from the individual
pursuit of transcendence made possible by philosophic contemplation.
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Introduction

Q: What does it take to be an entrepreneur in 2010?

A: (Kevin O’Leary) You have to cast out the concept of balance in life. You should have no
doubt that as an entrepreneur you will be a slave to the business until you sell it. You spend
25 h a day working on the business. Every ounce of energy has to be focused on that. There
is no other distraction. That is the only way to be competitive and win in today’s
environment. If you want balance, that’s what you get after you’re rich 1!

However, I don’t detect much progress from “wisdom” literature in Administrative Theory
during the past 50 years. Aristotle and the Hoover Commission sound much alike, except
that the former was good deal more sophisticated than the latter about the relation of
politics to administration. (Herbert A. Simon).?

This chapter proceeds on the assumption that a serious consideration of the way
in which Aristotelian ethics relate to the discipline of business ethics is
a valid exercise. In the sections which follow, I will pursue such questions as the
following: How in the context of business should Aristotle’s notion of man’s being
a political animal be understood? How does acquisition relate to the life of civic
virtue? What is the status of the social scientific approach in the business ethics
field? What is the relation of the vita contemplativa as the ultimate goal or telos
of human life to the practical economic activity of business and economics? What is
the difference between Aristotelian “individualism” and the modern variety?
What are the comparative merits of Aristotelian and Kantian ethics in the context
of the modern business? What is the ethically wise individual’s situation in
a business environment? These will be the guiding questions in the discussion
which follows which seeks to explore the ways in which the teachings of Aristotle
relate to, and more importantly, come into tension with, the world of business and
commerce.

In the process of doing so, I shall be considering various arguments made in
articles by John R. Boatright, Robert C. Solomon, Thomas J. Lewis, Allen
Buchanan, Denis Collins, Claus Dierksmeier and Michael Pirson, Tomas
Kavaliauaskas, and Christine Hoff Summers.

“Capitalist Acts Between Consenting Adults”

The notion of applying Aristotelian ethics to modern business has been frequently
recognized as a problematic exercise. Consider the remarks of John R. Boatright:

Business, for Aristotle, is a perversion. Trading goods for money with a view to
profit — which Robert Nozick has called “capitalist acts between consenting adults” —
was regarded by Aristotle as an unnatural activity, since goods are not being used for
their intended purpose. And since goods should be exchanged only for their “real
value,” profit is a kind of theft, a charge which led to centuries of aversion to
business. With some justification, therefore, Aristotle might be described as the
Krafft-Ebbing of economic theory [4].
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Thus, critiquing Robert C. Solomon’s Ethics and Excellence, Boatright takes up
the latter’s claim that business ethics can appeal to “the egalitarian sensibility and
the sense of fairness shared by the business community itself” [4]. Boatright quotes
Solomon as saying that “The Aristotelian view presupposes a larger framework that
meets with our general approval. . .. And that larger framework has everything to do
with the actual function and aim of business”.®

Boatright’s brief regarding Solomon is that even if we should grant that specific
normative conclusions can be arrived at within a framework of an agreed upon
conception of the nature of business, the task of elucidating this framework in
a noncontroversial way still remains. As Boatright observes, Solomon allows that
there “is little to be said in defense of business to one who rejects the very idea of
a business society” [4]. And here, Boatright has pointed to the whole debate in
a nutshell. To be serious, the discussion of Aristotelian ethics in connection with
business has to somehow proceed after acknowledging at the outset that Aristotle is
actually not a proponent of the kind of society in which business plays a dominating
or even central role.* We have to approach the question of Aristotelian business
ethics knowing full well that such a phrase might be as oxymoronic as the phrase
“business ethics” is frequently suggested to be by those just informed that one is
a teacher of the subject.

To his credit, Solomon is fully aware of the problem addressed by Boatright and
frankly poses the question of whether it is “inappropriate if not perverse to couple
Aristotle and business ethics”.’ Solomon readily allows that Aristotle does indeed
discuss the ethics of exchange and may even be entitled to be called the first
business ethicist in history. Still, the Greek philosopher described “chrematistike,”
or trade for profit as “wholly devoid of virtue and called those who engaged in such
purely selfish practices ‘parasites’ ([15], p. 322). Solomon further acknowledges
that Aristotle’s attack on the practice of usury and the personal vice of avarice was
an influential ethical stance until the seventeenth century. As Solomon concedes,
Aristotle would have thoroughly approved of the fate of a “chrematistike” like
Shylock in Shakespeare’s The Merchant of Venice.

Solomon identifies hostility to business or commerce with the aristocratic class
of which he considers Aristotle a spokesman. As such, Aristotle reminds us that
aristocrats are not the natural allies of capitalism.® Solomon wishes to identify
capitalism or business with democracy, and in so doing, he wishes to identify
Aristotle with plutocracy or elitism. This is the Aristotelian contempt for business,
a contempt expressed from a standpoint of privilege which underlies much con-
temporary criticism of business. Indeed, for Solomon, the disdain of finance that
preoccupies so much of Christian ethics even to this day might be traced back to
Aristotle ([15], p. 323). Solomon would even go so far as to say that the defenders of
business themselves have been unconsciously infected by these Aristotelian preju-
dices. This is evident when they describe the life of the business person as somehow
a less than truly moral or noble sphere of activity. Alfred Carr, for instance, draws
an analogy between poker and business while for his part, Milton Friedman
famously said that “the [only] social responsibility of business is to increase its
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profits” ([15], p. 323). Both men are seeking to remind their readers that commerce
is a practical and therefore merely necessary part of social existence. As liberal
thinkers, they view all the other possibly higher activities as private matters that are
of no concern to the state.

As Solomon presents the case, commentators like Carr and Friedman are in
ultimate agreement with Aristotle that business is not a highly moral or admirable
activity, but unlike the Greek philosopher, they are prepared to make a vigorous
apologia for it. The activities of business are required in contributing to the overall
well-being of society. What more can be asked of a system of production, distri-
bution, and exchange? Stated another way, Carr and Friedman have accepted
Aristotle’s separation of business from high moral standards as practically valid
and have sided as a matter of economic philosophy at least, with the lower pursuits
of commerce, if not against the noble things. The noble things may or may not have
their role in the culture, but their status and standing are of no concern to business.’
Solomon, by contrast, would say that both the high-minded antibusiness view, such
as we see reflected in Aristotle, and the practically minded probusiness views we
see in Carr and Friedman are equally wrong in portraying business as little more
than gambling and unreconstructed selfishness.®

Dual Citizenship?

Breathes there the man with soul so dead/Who never to himself hath said/This is my own,
my native land!. .. . The wretch, concentred all in self/. . . . doubly dying, shall go down/To
the vile dust from whence he sprung, Unwept, unhonour’d, and unsung. (Sir Walter Scott —
Lay of the Last Minstrel. Canto VI, Stanza 1)

Solomon suggests that the schism between business and the rest of life is
something which Aristotle could not accept because he thought life was supposed
to fit together in a coherent whole. As it happens the “same holistic idea” is in fact at
the root of business ethics. Today, it is understood that business people and
corporations are first of all part of a larger community ([15], p. 323). He explains
that what is best in us, our virtues, are in turn defined by that larger community, and
there is therefore “no ultimate split of antagonism between individual self-interest and
the greater public good.” Solomon readily allows that there were no corporations, as
we would understand them, in Aristotle’s time. He also acknowledges that modern
corporations differ from ancient poleis in that they are not isolated city-states. This
dissimilarity holds even with respect to the biggest and most powerful multinational
enterprises of our time. Indeed, large companies such as Exxon, Wal-Mart, and
Microsoft, though they might dwarf the classical polis in terms of population and
economic output, are in fact part of a “larger community,” rather than being free-
standing and sovereign entities like the Greek poleis. Solomon explains that the people
who work for corporations are in fact “citizens of two communities at once” ([15],
p- 323). He makes the perplexing observation in this context that “one might think of
business ethics as getting straight about that dual citizenship” ([15], p. 323). But what
is the identity of the second community to which Solomon thinks the people who work
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for corporations belong that roughly corresponds to the Greek polis? Solomon’s
answer is that they are “part and parcel of a larger global community” (my emphasis)
([15], p. 323). The meaning is unmistakable here: Solomon defines the citizenship of
the corporate employee as dual in the sense of holding a passport from the company
and a passport from the globe. Solomon’s “neo-polis” that transcends the business
corporation is not a municipality, state or province, or even the country of which the
corporate employee is citizen either by birth or naturalization. Rather, the “neo-polis”
is the “larger global community.”

Yet Solomon is talking about something that does not in truth exist. The global
order is divided up into roughly 200 sovereign states. Of one or another of these
units, virtually, every human being on the planet is a citizen. If there are dual
citizens, it is usually because some individuals have been born in one country and
live and work in another. What Solomon has left out completely from his discussion
is the fundamental unit of citizenship since the Enlightenment, American Indepen-
dence, and the French Revolution, that is, the nation-state. 9If there is any sense in
which the corporate employee is “civic”’ above and beyond his or her place of work,
it is in their role as a citizen of a particular state as distinguished from other states.
Beyond this, in other jurisdictions, such an individual would be classified as
a foreigner. If there is anything that might remotely be classified as Aristotelian
and as calling forth more than private concerns, it is the modern nation-state, an
epochal phenomenon Solomon leaves entirely out of account.

Corporate employees, then, may indeed be part of a “larger community,” but on
the practical plane, it is manifestly not the role posited by Solomon. They may be
called away from their jobs but not by the “larger global community” but by, say, an
emergency in their own country. Or they might be summoned to serve in their
country’s armed services because of the outbreak of war. Perhaps, incidentally, they
might serve the U.N. should their country have made a commitment of troops for
peace-keeping duties. In general, though, if a corporate employee is going to be
“civic” — vote, run for office, join a political party, etc. — it will be on the municipal,
regional, or national level and not the international. This accords with Aristotle’s
view insofar as he focuses on local attachment and rootedness in a particular
community as the essence of civic virtue. By contrast, Solomon’s virtuous business
person is heimatlosen (homeless) in Martin Heidegger’s terms. He is without
Bodenstandigkeit — “rootedness.”"!

But Solomon is forced to erase the nation-state from the picture and substitute
corporate communities within a globalized order. For to the extent one allows that it
is the nation-state that is the proxy of the classical polis, Aristotle becomes exceed-
ingly problematic as a proponent of business ethics. Thomas J. Lewis has made this
evident in his discussion of the problem of the polis and private institutions [22].

Polis Life Versus the State Within a State

Discussing the question of acquisition, Thomas J. Lewis acknowledges ‘“the
process of retail trade, the buying and selling of commodities — the middleman
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function — including the lending of money at interest, is condemned (by Aristotle)
as an entirely unnatural mode of acquisition” ([22], p. 76). According to Lewis,
this is because acquisition should be sufficient to allow the household to
sustain the political life of its head. The pursuit of wealth should minimize the
anxiety of the head of the household, while enabling a path of transition from
the household to politics. Aristotle stands opposed to market exchange because
the market cannot satisfy the need to be free of worry about one’s finances
([22], p. 76).

Lewis explains that, for Aristotle, the necessity of continuously increasing
acquisition is a “perversion” which obliterates the proper end of acquisition and
converts the means into a pseudo end. This could lead to the subversion of the
state by private interests who might be tempted to persuade fellow citizens to
commit their resources to commercial and military enterprises designed to further
their personal agendas. Indeed, there is a potential for a number of households to
corrupt the polis itself, by rendering it into an essentially economic and military
institution devoted to acquisition and the maintenance of livelihood.'> The
private household or collection of households cannot be allowed to be a state
within a state pursuing its own goals unsanctioned by the community. Such is
Aristotle’s version of Corporate Social Responsibility, Lewis might say.'® The
corporation’s responsibility is not to exist. Aristotelian citizenship automatically
implies that the individual could never think of themselves as being free or
independent enough to identify their interests with those of an employer or
private economic organization against those of the state. From an Aristotelian
point of view, the choice between the state and a private corporation would be no
choice at all.

Lewis notes that Aristotle’s economics involves the participants in the life of the
polis having the opportunity to reject market acquisition, “both in the relatively
private sphere of household concerns and in the public sphere” ([22], p. 86). The
latter decisions need to be made regarding the acquisition and management of the
material resources of the polis as a whole. But with respect to those such as
craftsmen who may not be in a position to freely reject market exchange, Aristotle
favors the establishment of an environment distinguished by customary rights and
obligations within which prices would be generally settled.'

Lewis’s analysis of Aristotelian economics reminds us that whatever else might
be said about Aristotle’s amenability to the world of business, he is not
a “capitalist” or free market thinker fout court. Thus, the tension between
Aristotle’s ethics and today’s world of business and finance has always to be
kept in mind. Lewis’s analysis helps us to see that Aristotle’s economic writing
was an attempt to bring the exchange process under political control. Aristotle
wished to make use of the exchange process rather than allow the community to be
dominated by it. For Aristotle, business ethics is about the political rule of
economic activity. For many business ethicists today, however, it is more about
self-imposed ethical guidelines operating within a sphere which expects to be free
of political control as long as it operates within the parameters of settled law
([22], pp. 89-90).
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Social Science Versus the Natural Approach

If Lewis takes Aristotle very seriously with respect to the Greek philosopher’s
influence on our understanding of the relationship between economics and politics,
for Allen Buchanan, it is in fact Robert C. Solomon who has taken Aristotle too
much to heart. Buchanan claims that Solomon is looking in the direction of
Aristotle for guidance on such vital questions as “mindless conformity and career-
ism” and “nurturing creativity and a commitment to general prosperity” and in so
doing is making a mistake [26]. This is because these questions can all be better
posed and pursued beyond the moral architecture of Aristotelian metaphysics [26].

Thus, Buchanan criticizes Solomon for invoking a teleological view of morality.
In other words — ethics, business, or otherwise — have no natural footing and are
a matter of pure convention, habit, feeling, or taste. The root of Buchanan’s stance
is evident when he criticizes Solomon for failing to provide support from the social
sciences for his main claims about the role of the virtues in facilitating cooperation
within organizations. Without such support from the social sciences, Buchanan
argues that Solomon’s project must lack credibility, especially among business
faculty who, for the most part, tend to be trained in mathematical and empirical
methods. By not providing a remedy for this oversight, according to Buchanan, it is
inevitable that the virtue approach to business ethics will be marginalized in the
very environment in which it could have the most impact.'’

Accordingly, Buchanan’s solution is to resort to the social sciences, the basis of
which is the famous fact/value distinction or the inability of scientific reason to
make claims to moral or ethical knowledge. For Buchanan, no concept of natural
purpose should be allowed to broaden the environment within which to pursue
ethical instruction. Buchanan’s business ethics is about the is of empirical social
science and not the ought of anything like Aristotelian teleology. We have no space
here to go into the libraries full of discussion of the is/ought and fact/value
distinction led most famously by David Hume and Max Weber. Suffice it to say
that to exclude value judgments from business ethics is to assume that the matter is
closed when this is far from being the case.'®

For his part, Denis Collins sides with Buchanan over against Aristotle’s natu-
ralism. Aristotle’s three major social premises — the naturalness of the state/polis,
the political nature of man, and the state/polis’s practical encompassing of the
individual — have issued in premises the fallaciousness of which has been diligently
demonstrated by various philosophers. Collins is sure that “Aristotle would have
been on more solid ground if he opted for arguing that the state exists by conven-
tion.” Unfortunately, however, Aristotle appears intent on demonstrating that his
telos is grounded in nature. For this reason, Collins says we may choose either to
toss these theories aside as examples of what happens when personal prejudices
infuse the construction of a theory of nature, or we could see these three concepts
from the perspective of convention. Collins opts for the convention approach and
then tries to reconstruct an Aristotelian argument defending the existence and
legitimacy of modern corporations [28]. In other words, Aristotle may be used for
business ethics provided he is uprooted from the very soil in which he planted all his
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arguments, that is, the natural ends of man. As such, “community” is a central term
in Buchanan’s discussion but not so “natural purpose” ([26], p. 94). Buchanan’s
community makes no claim to natural purpose, or, stated in another way, his
community is somehow meaningful precisely because it is a purely conventional
creation having no raison d’etre intrinsic to itself beyond the passing whims and
preferences of its members who may or may not be community minded.

Even though Buchanan leans in a communitarian direction, he nevertheless
praises Solomon for refraining from “indulging in abstract speculations about the
virtues of fifth-century Athens or pining for highly idealized nineteenth-century
American town meetings.” Thus, it is that “we can concentrate on understanding
actual communities about which we know or can know, a great deal, and which are
truly relevant to our lives.”!” But was not fifth-century Athens a real community?
And do we not know a great deal, indeed a very great deal, about the life and
thought of fifth-century Athens via the works of Aeschylus, Euripides, Aristopha-
nes, Thucydides, Plato, Aristotle, and others? And was not the nineteenth-century
American town meeting an actual event which was observed and highly praised in
Alexis de Tocqueville’s classic study of American democracy?'® Moreover,
Buchanan fails to explain why the particular communities which he feels to be
more authentic than classical Athens or the New England township are more
relevant to our times. Is it imaginable that the life and events of a modern business
enterprise could have more to teach us than the works of the Greek authors or an
observer of American democracy like Tocqueville? There seems to be a certain hint
of parochialism in Buchanan’s approach.

For their part, Claus Dierksmeier and Michael Pirson appear more sanguine
about what Aristotle can say about business ethics ([23], p. 421). According to these
authors, the distinction Aristotle makes between oikonomia and chrematistike
“makes or breaks individual well-being, the wealth of households, and the welfare
of the state” ([23], p. 421). Such a distinction is a helpful tool for thinking through
such questions as business ethics, Corporate Social Responsibility, management
theory, social entrepreneurship, self-regulation, and corporate governance.
Dierksmeier and Pirson emphasize Aristotle’s overall condemnation of the idea
that economic life could be severed from moral or political concerns. Aristotle
teaches us that households and organizations are not atomistic entities first and then
later related to their social, cultural, and political contexts ([23], p. 421). Aristotle in
fact immediately casts the individual as a political being before he is anything else.
For Aristotle, then, the household is integrated into the life of the polis. By
extension, it is a mistake to view corporations as “profit machines” first and then
to pose the question of whether they have social obligations. On the contrary,
Dierksmeier and Pirson say that firms should be seen from the outset as in fact
corporate citizens and thus naturally invested with certain social responsibilities.

Dierksmeier and Pirson seem to have Milton Friedman in mind when they say
that “Longstanding management wisdom holds that fiduciary duty all but precludes
environmental, social, or governance considerations in institutional investment
decisions” ([23], p. 424). But for them, it is clear that Aristotle makes no such
separation, because for him, business is an embedded part of society, and this status
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needs to be reflected in its strategic decision-making. They say that goal setting in
business is an “oikonomic” process, and as such, it encompasses ecological, social,
financial, and intergenerational concerns. “Oikonomic” businesses (good) as
opposed to “chrematistical” businesses (bad) are concerned with overall well-
being rather than responding to the demands of any particular interest group. To
aim at profit maximization alone is a flawed strategy according to Dierksmeier and
Pirson because it goes beyond the “oikonomic” level in the direction of “excess.”
By contrast, strategies based on an “oikonomic” foundation will be “virtue-based
and moderation-oriented” ([23], p. 425). So Dierksmeier and Pirson enlist Aristotle
in the cause of Corporate Social Responsibility on the grounds that for Aristotle
man is a “political being” for whom household life is integral to polis life.
Dierksmeier and Pirson basically state that the business corporation is a kind of
enlarged household and therefore also political in the sense that it encompasses
ecological, social, financial, and intergenerational concerns.

Living Blessedly in Business

Dierksmeier and Pirson do not hesitate to make a value judgment about the moral
superiority of the oikonomic over the chrematistical approaches in business.
Opposed to them stand such commentators as Buchanan and Collins who seek
a “value-free” business ethics. Dierksmeier and Pirson’s “moralism” situates them
outside the scope of Buchanan’s empirical social sciences which by definition are
forbidden to make any judgments of value such as would privilege Corporate Social
Responsibility over corporate rapaciousness and irresponsibility let alone “teleo-
logical” judgments as to the noble and base such as we are likely to see in Aristotle.
And what is of the essence for Dierksmeier and Pirson is a misguided exercise for
Collins who proceeds by simply asking “Why all the hassle with trying to mesh the
function of business (making a profit) with the goal of society (a virtuous life)?”
([28], p. 571). In Collins’ view, the main issue from Aristotle’s point of view is
“stability” because this question is at bottom the question of the most desirable life.
“For stability to arise,” Collins explains, Aristotle requires that “we must first
decide what is the most desirable life, for if we do not know that, the best
constitution is also bound to elude us” [31]. From here, Collins proceeds to the
claim that for a corporation to maintain stability, it must be part of a community in
which everyone is able to prosper and live blessedly. This community would include
the CEOs, workers, and society at large. In this way, it could define its purpose (as)
not merely to provide a living but to “make a life that is good” ([28], p. 571).

But in making his case, Collins does not attend to the very words of Aristotle that
he cites. While he does indeed quote Aristotle’s point about identifying the good
life, he does not take us through the stages of discussion that lead us to his ultimate
conclusion that philosophy or the bios theoretikos is indeed the most desirable life.
This progression leads to the inevitable question as to the relation of the business
corporation to the life of philosophy or “science” (episteme). Without confronting
this question, it seems premature for Collins to state that “I have demonstrated that
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it would be improper to use Aristotle’s thought as a blanket disapproval of business
and profits” ([28], p. 571). Collins is sure that “There are no valid reasons for
philosophers to simply assume that Aristotle would be anti-business and anti-profit
today based on conclusions he reached 2,000 years ago.”'® This claim of Collins
will meet with resistance from other commentators on the nature of Aristotle’s
“commercial” thought.

Tomas Kavaliauskas, for example, says that the attempt to apply Aristotle’s
virtue ethics, alongside the drawing of an analogy between the corporation and
polis, is “artificial” [33]. Kavaliauskas explains that for Aristotle, the divine ele-
ment in life consists in contemplation, the defining activity of a wise person. A life
of theoria is available to us because we possess mind (nous), and this is the element
of our existence which transcends the concerns of “earthly life.” Kavaliauskas
argues that by definition, the corporate community is not inclined to encourage its
members to transcend an intense concern with the daily events of this world, for
such a concern is at the heart of economic life ([33], p. 16).

Kavaliauskas’s point is that the end or purpose of a business enterprise is not
a virtuous life but economic efficiency and profit. As such, it can only see virtue as
“a means to good business” ([33], p. 16). But in the ethics of Aristotle, the end is not
economic efficiency and profit but a virtuous life. In the contemporary corporation,
the ethical locus has shifted from the autonomous individual as pursuing a virtuous
life to the larger unit of the corporation, taking on the role of a moral institution. As
Kavaliauskas sees it, this shift contradicts the original intent of the Nicomachean
Ethics in which eudaimonistic happiness is reserved for the highest moral institution,
namely, “the singular individual, who discovers virtue on his own” ([33], p. 16).

If Kavaliauskas is correct, then Messrs. Solomon, Buchanan, Collins,
Dierksmeier, and Pirson could be accused of some startling distortions of Aristotle’s
arguments. But perhaps, such a confusion is only to be expected given Aristotle’s
paradoxical stance that, on the one hand, the individual belongs completely to the
city while, on the other hand, that the highest reaches of human intellectual, and
therefore ethical, consciousness are only accessible at the individual level.?’

The Vita Contemplativa Versus the Vita Activa

From Kavaliauskas’s point of view, therefore, Solomon, Buchanan et al. have failed
to recognize that Aristotle’s conception of the good life is not identical to a life
lived in a corporation, which is of the sort where, as Denis Collins suggests,
everyone is able to prosper and “live blessedly.”*' [28]. But to talk of living well,
in Aristotelian terms, is to refer to a condition of such transcendence that it takes the
individual beyond even the all encompassing questions of political life such as
justice, equality, law, and government. Obviously, the narrower concerns of the
business world such as profit, efficiency, productivity, operating costs, sales statis-
tics, and so on would be at an even greater distance beneath the blessed condition of
Aristotelian eudaimonia.
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This blessed condition is contemplation. Man has nous, and this allows him to
utterly transcend the realm of his practical circumstances. In this sense, the modern
corporation, while obviously not unconnected to certain necessary activities in
modern life, diverges from Aristotle’s vision of human excellence. This is because
the telos of a business enterprise is not to find a CEO for the top floor office who is
distinguished by his or her ability to contemplate the swirling current of human
activities on the streets below or to meditate on the orbits of the heavenly bodies
above. It is rather to find an individual that will most likely enforce financial
discipline, raise workplace productivity, and thereby enhance profits. For Aristotle,
such activity is meant only to be a means to the eudaimonia that comes from the
highest form of intellection or contemplation. The very name “corporation” or
“company” is indicative of the gap between Aristotelian and business ethics in
that for Aristotle, the crown of the whole process of ethical education and human
development is a unique individual condition and the person in this unique condi-
tion has no “company” so to speak.

Aristotle’s ethics is ultimately about the autonomous individual who emerges
only at the end a long and arduous process of intellectual and philosophical training.
Business ethics on the other hand tends to be very much a “corporate” enterprise,
a set of behavioral principles to be internalized by all members of the firm from the
mail room to the board room. Business ethics is likely to invoke the ethical
solidarity of the group. An ethical consensus is needed among the personnel within
the corporation as part of building the particular esprit de corps which informs its
daily activities. Yet ethical “team spirit” in a profit-seeking entity is one thing;
individual philosophical contemplation is another. The modern corporation might
well rival, if not surpass the Aristotelian polis in terms of population and economic
output many times over, but by definition, it is excluded from attaining the goal
posited by Aristotle for the polis and therewith the human race, that is, thinking
about thought “thinking itself” (noesis noeseos) [35]. Aristotle says:

Happiness (eudaimonia) extends, then, just so far as contemplation (theoria) does and those
to whom contemplation belongs (uparkei ta theorein) are more truly happy, not as a mere
concomitant but in virtue of the contemplation; for this is in itself precious (aute gar kath
autein timia). Happiness therefore must be some form of contemplation . . . in this way too
the philosopher (sophos) will more than any other be happy.?*

In saying that happiness is contemplation, Aristotle also insists that although
man is not self-sufficient like the gods, he must have “bodily health and a supply of
food and other requirements” [36]. But he immediately adds that it must not be
supposed for this reason “that happiness will demand many or great possessions.”
“One can pursue noble virtue (prattein ta kala aretein) with moderate resources”
(metrion dunait) [36]. Aristotle teaches us that we need sufficiency of equipment
(loipei therapian uparkein) to lead the best life possible for human beings. We
cannot all be philosophers, but neither do we all need to be rulers of land and sea.
Indeed, private citizens “do not seem to be less but more given to doing virtuous
actions than princes and potentates” ([36], p. 1279a7-8). Business ethics on the
Aristotelian view would require that individuals and corporations not see business
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activity and economic enterprise as a means of becoming “princes and potentates”
but to becoming philosophoi and sophoi. To be sure, such a change in orientation
would lead to a serious slackening of the economy. But Aristotle would hasten to
remind us that the economy is not coterminous with the political community but
a means to the continued existence of that community which only truly comes into
being if we are seeking to share in a flourishing existence.

But is it not a fair thing to say there is no such thing as seeking “moderate profit”
in the business world? Profit maximization is the key term in modern economics.
Why should this be so? It is because the life of contemplation is not the goal (telos)
of modern business. In short, as we have seen in his distinction between oikonomike
and chrematistike, Aristotle’s ethics above all rest on a notion of “limit” (peras).
Given this fact, Aristotle’s key question would be: Are we in a position to get by
with what we have? For to seek more would be to take on encumbrance that
interferes with the time needed to bring us closer to the good life. Bring theoria
and philosophia into the picture and the endless pursuit of profit maximization
comes to sight as a diversion from the best things of life. Conversely, if we remove
theoria or the life of philosophy from the picture, then unlimited acquisition
admittedly appears more reasonable and, with it, the minimal ethics of “injustice
avoidance” and formal contractual honesty.

Varieties of Individualism

The above observations from the field permit us to return to Robert C. Solomon and
his suggestion that Aristotelian ethics involves the cultivation and encouragement
of individual virtue and integrity. But here is the critical point: Solomon defines
individual virtue and integrity as not being “anti-individualistic in any sense of
‘individualism’ that is worth defending” ([15], pp. 320-323). Solomon’s version of
individual virtue and integrity is compatible with his own specific and carefully
defined version of individualism but not with other versions of individualism that
are, as he puts it, “not worth defending.” Presumably, the form of individualism
which he sees as unworthy of defense is the egoistic individualism such as is
sometimes associated with names like Bernard Mandeville, Max Stirner, Ayn
Rand, or Milton Friedman.”

But Solomon’s “individualism” would not comport with that of Aristotle. While
Aristotle insists on individual transcendence via contemplation, his starting point is
to place the individual fundamentally in a context of collective solidarity. Is it
possible that business ethics could be built on the premise that all citizens belong to
the state (polis) or civic community if not in some ultimate sense then at least to all
practical intents and purposes? Aristotelian virtue would in effect mean the anni-
hilation of the kind of individualism here intended by Solomon even if it is an
individualism which attenuates the egoism of the likes of Mandeville,24 Stirner,
Rand, and Friedman. Aristotle is famous for having said that “one ought not even
consider that a citizen belongs to himself.” This is because all citizens “belong to
the city (pantas tes poleos) for each individual is a part of the city” and each part
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“naturally looks to the superintendence of the whole (fo olou epimelian).” The
upshot is that the training that each citizen receives should be made common
(tauten koinen poieteon) ([31], p. 1337a21-32). The citizen should be educated
“for the character that is proper to each sort (of regime). For the character that is
proper to each sort of regime both customarily safeguards the regime and estab-
lishes it in the beginning” ([31], p. 1337a11-12). Hence, “the best character is
always the cause of the best regime.” While Aristotle is indeed an individualist
believing that the individual philosopher can rise above the human condition in the
direction of the divine, he is not an individualist in the sense that this term tends to
be taken today.”” The individualism of Aristotle’s philosophy consists in a higher
individual condition represented by the life of philosophy. This higher individual
condition, obviously enough, emerges temporally speaking after the political and
legal structure of the polis is completed. This kind of transcendental individualism
which is more or less unconnected to political rights individualism goes
undiscussed by Solomon, presumably because it has no place for the business
world even if it does form an object of emulation with some scholars in the modern
university, research institute, or think tank.®

Solomon denies the fundamental difference between Aristotelian or ancient
political philosophy on the one hand and modern liberalism on the other. This
difference is rooted in the fact that for the ancients, there was no seamless transition
from individual self-interest to the good of the whole. The individual had to be
molded to consider the public interest in defiance of his very own selfish concerns
and desires. This transformative process is most usually symbolized by the name of
“Sparta” which name is synonymous with the idea of turning natural man into civic
man through a rigorous training from the earliest age.?” It is Solomon’s passing over
the “Spartanism” of classical thought which allows him to come to the very strange
conclusion that in fact it is not the “modern” Immanuel Kant who is most suitable
for training in business ethics but the “ancient” Aristotle.

“A Dozen or So Bright, Restless Corporate Managers”

Solomon suggests that Aristotelian ethics is more relevant in our modern culture
than that of Kant, the German thinker whose very intention was to address the
moral condition of modern liberal society. Solomon describes Kant as taking
“everything of significance to be a matter of rational principles.” Kantian moral-
ity, he says, implies “a sense of duty to the moral law.” For Aristotelian ethics,
however, the practice of reasoning about our actions and of formulating general
moral principles is subsequent to the cultivation of character ([15], pp. 317-319).
Furthermore, Solomon explains, Aristotle defines duties not in terms of any
abstract ratiocination, principle of contradiction, or a priori formulations of the
categorical imperative, but rather in terms of the particular roles we might play in
any community to which we might belong, for example, a corporation. For this
reason, Solomon claims, Kant has proved to be a kind of “disease in ethics.”
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Kant’s ethics may very well be elegant and even brilliant, but when one is faced
with “a dozen or so bright, restless corporate managers” waiting in the seminar
room for someone to teach them about the ways in which the latest developments
in business ethics are relevant to their concerns, then Kant fails to meet the
occasion ([15], pp. 317-319).

And then we tell them: don’t lie, don’t steal, don’t cheat — elaborated and supported by the
most gothic non-econometric construction ever allowed in a company training center. But
it’s not just its impracticality and the fact that we don’t actually do ethics that way; the
problem is that the Kantian approach shifts our attention away from just what I would call
the “inspirational” matters of business ethics (its “incentives”) and the emphasis on
“excellence” (a buzz-word for Aristotle as well as Tom Peters and his millions of readers).
It shifts the critical focus from oneself as a full-blooded person occupying a significant role
in a productive organization to an abstract role-transcendent morality that necessarily finds
itself empty-handed when it comes to most of the matters and many of the motives that we
hear so much about in any corporate setting.?®

Amazingly, Solomon distances Kantian ethics from the business sphere and
attempts to bring Aristotle closer to it. Yet it is precisely Kant’s transcendent
system of morality that is designed specifically for the mentality represented by
“bright, restless, corporate managers.” One can make this claim because it is
evident that this kind of individual is not an obvious candidate for an attitude of
Olympian contempt for money-making, utility, efficiency, and work. If anything it
is Kantianism that might impress “bright, restless corporate managers” as an ethical
doctrine attuned to the highly complex, technological, and science-based world of
modern business and modern individualism. Kant very obviously developed his
ethical system for the modern, enlightened society which he knew would very much
be populated by people who have been taught to reason and calculate in precise and
technical ways and so will appreciate the precision and elegance of his ethical
solutions.”” Kant’s categorical imperative is available at any time and at any stage
of adult life and in any practical situation. Perform the mental exercise involved and
the moral answer will potentially emerge.

Solomon’s problem is that Aristotle as a philosopher is more alien to the
commercial and business environment than Kant. The latter challenges modern
“consequentialism” in the name of moral intentionality and a good will. Kant insists
that the maximization of pleasure and happiness and the minimization of pain and
suffering can conflict with the doing of one’s duty to others. In such a situation,
he says, the rational and enlightened citizen will choose to focus on his or her duty.
Surely, such a clear response to the “utilitarian” tendencies of modern commercial
morality will be reasonably comprehensible to modern students highly trained in
subject areas under the influence of modern social science methodology. This is not
to say that Aristotle’s placement of the “fo kalon” at the center of all moral
reflection would have no potential to appeal to the modern ethics student in general,
if not the “bright, restless, corporate managers.” Certainly, this is the view of
Christian Hoff Summers. But her reflections on the teaching of ethics suggest
a radically different approach to that of Solomon whatever their agreement on the
centrality of Aristotle.



2 Aristotle and Business: An Inescapable Tension 37

Approaching Ethical Education

Hoff Summers agrees with Solomon that in respect of ethical education, “Aristotle
is the best place to begin” and even goes so far as to say that he should be “the locus
classicus” for the teaching of the subject [47]. Unlike Solomon, though, she does
not for this reason even remotely suggest that Kant is “a kind of disease in ethics”
([15], p. 318). Rather, she says that on matters of virtue and vice, Kant should be
studied along with Augustine and even Mill. Hoff Summers is not interested in the
matter of a simple choice between Aristotle and Kant or any other philosopher
because she is more focused on the potential of literary classics for the effective
teaching of ethics. In this respect, works such as King Lear, Oliver Twist, Huckle-
berry Finn, or Middlemarch should be at the core of ethical education in Hoff
Summers’ view. Such books require that the reader have some understanding of,
and sympathy with, what the author is saying about the moral ties that bind the
characters together. He or she needs “to gain a sense of the bonds which hold the
social fabric in place and in which people play their roles.” King Lear, for instance,
shows us “that society cannot survive when filial contempt becomes the norm.” In
this way, literary figures can “provide students with the moral paradigms that
Aristotle thought were essential to moral education.”"

Whatever the emphasis placed on literature by Hoff Summers as vital to ethical
education, it remains true that literary insight cannot simply replace philosophic
analysis. Still, literary input can be helpful to a very large degree. Just as no
philosopher would simply say that studying the work of Ludwig Wittgenstein,
Alfred North Whitehead, Bertrand Russell, or William James could relieve one of
the duty to consider the literary explorations of D.H. Lawrence, James Joyce, T.S.
Eliot, or Ernest Hemingway, so no litterateur could seriously argue that having read
D. H. Lawrence’s discussions of the man-woman relationship or F. Scott
Fitzgerald’s thoughts on human failure necessarily relieves one of the duty to
read Kant on the limits of reason or Spinoza on the nature of “substance.” Yet
a knowledge of the literary approach to the human condition in all its triumph and
tragedy, as may be found in the works Charles Dickens, Gustave Flaubert, Fyodor
Dostoevsky, Anthony Trollope, and any number of others, can only serve to
enhance the meaning of the more technical and abstract discussions of the “pure”
philosophers. The educated person needs to read Kant alongside Goethe, Mill side
by side with Dickens, and Lawrence together with Heidegger. The promise of
a mutual illumination of the two dimensions of mind represented by literature
and philosophy makes the combined approach well worthwhile.

For all that no one will deny that there is a gap or distinction between the literary
mode of philosophizing and the philosophical literary style. The first, of course,
aims to reproduce the immediacy of concrete experience while the second deploys
concepts that are often at a certain remove from the direct experience of life. At the
same time, though, literary productions can put some human flesh on the hard
abstractions of the philosophers, while the tools available to the philosophers can be
of great use in analyzing the insights of the literary imagination. The most sensitive
and perceptive observations of the literary eye can be conjoined to the most
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advanced and sophisticated concepts known to speculative reason for enhanced
results in both philosophy and literature.

Allowing all this, Hoff Summers is certain that with respect to the teaching of
ethics “casuistry” is not the place to start. Such an approach tends to involve “an
exclusive diet of dilemma ethics.” Such a diet has a tendency to give the student the
impression that ethical thinking is “a lawyer’s game,” and at the end of the day and
taken by itself, dilemma ethics provides little or no “moral sustenance.” Hoff
Summers is quick to add that she would not go so far as to say that puzzles and
dilemmas can play no role in the effective teaching of ethics. She would be the first
to allow that students of ethics should be exposed to rigorous logic and precise
reasoning as essential to any discourse designed to deal effectively with questions
of moral principle. But she also acknowledges that if moral edification is indeed
a vital part of ethics education, then the questions “What sort of course in ethics is
effective?” and “Which ethical teachings do the most to edify the students?” must
be asked. In her own experience, Hoff Summers has found a course on the
philosophy of virtue is the right path to take in response to these questions.”’ Her
point is that ethics is about virtue and virtue is about philosophy classically
understood.

The question posed by Hoff Summers’s pitting the philosophy of virtue
approach, which she ties to the tradition of great literature, against the dilemma
ethics approach and by implication the social science approach along with it, is
whether effective ethical consciousness raising can take place without the educa-
tionally hovering presence of the highest happiness as understood by Aristotle. The
issue might be stated as asking whether effective coaching and training in cycling
and hockey can take place without the heroes of the Tour de France and the Stanley
Cup as role models for aspiring participants in the sport. This means that if
commentators such as Robert C. Solomon seriously wish to connect Aristotelian
ethics to the world of business, they will be forced to explain where in the business
organization, be it at the managerial or at the employee level, the insistence on the
priority of the contemplative life is to be made.

If a Solomon should say that this is an unreasonable consideration because
business is manifestly a practical and instrumental pursuit, then is he not obliged
to concede that actual business activity is “Aristotelian” in roughly the same sense
as someone writing a symphony who never listens to Beethoven or Mozart is
engaging in classical music composition? Without the “summit” or “crowning
glory” in view, it cannot properly be said that the art is being practiced.

The problem then with the promotion of the virtues in the business realm is that
however they might be denominated — either using classical words like “wisdom,”
“justice,” “moderation,” and “courage” — or in the more “updated” parlance such as
“trust,” “self-control,” “empathy,” “fairness,” “truthfulness,” (and) “coopera-
tion,”*? they are interpreted ultimately as virtues for business, that is, for the sake
of efficiency, utility, and profit. But for Aristotle, the relationship is reversed — if
any efforts are made in the direction of efficiency, utility, and profit, they should be
for the sake of virtue defined as an end in itself, however far down the road this
virtue might be. Given the inversion in the meaning of Aristotelian virtue involved
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in praising various human qualities that are acknowledged by all to be admirable as
means to commercial success, the most that can be said is that business ethicists
wish to enlist the authority of Aristotle in the service of an ethical culture in the
commercial sphere. But in order to make this program plausible, they are forced
to produce a version of Aristotle that has been chopped down on a Procrustean
bed constituted by the general psychology of business and commerce, a version
that might recall the quip that “the operation was a success but the patient died”

(L16], p. 13).

Conclusion

“The Man Who Knows”

If the goal of virtue ethics is to mold and cultivate human beings as a gardener
does a rosebush in order that they develop into a hoped for perfect specimen,
then the principal-agent relationship such as usually exists in a business enter-
prise will have little potential to complete the task. The deepest moral formation
of individuals is a task that only the political community can undertake. Thus, it
is that when asked by a father how his son could be brought up in virtue, the
philosopher is said to have answered: “Ensure he grows up in a city with good
laws.” Going by what Aristotle says, these laws would sooner or later have to
entail the opportunity for the individual to be placed in front of “the man who
knows” (all eiper tinos, tou eidotos). This is because he is clear that in order to
get any one “into the right condition” (protethenta diathenai kalos), it is not
simply a matter of putting the person in the care of “the first chance comer” (esti
tou tuchontos). If it is possible at all to get a human being “into the right
condition,” it has to be in connection with “the man who knows” (eidotos). If
the ill person must be placed in front of a physician to improve his health, then
the individual who is to be trained in “matters which give scope for care and
prudence” (epimelia kai phronesis) must be placed under the influence of the
virtuous teacher [36]. But is this person likely to be in the HR Office at
a corporation or on the company staff as a consulting industrial psychologist?
It is of course a possibility that “the man who knows” could be found in
a business environment. After all, the poets Wallace Stevens and T.S. Eliot
worked in Hartford Accident and Indemnity Company and Lloyd's Bank,
respectively.®”

But even allowing this possibility, we have to ask ourselves how often is it
that a poetical soul such as Wallace Stevens or T.S. Eliot is found in general
society let alone in a business context. We would also have to ask ourselves
about the odds of a twenty-first-century Stevens significantly influencing today’s
Hartford Accident and Indemnity Company which has an annual revenue of
roughly $3.4 billion and employs a staff of approximately 26,000, or a twenty-
first-century T.S. Eliot shaping the ethical culture of what is now known as
Lloyd’s Banking Group whose profit before tax in 2010 was 2.2 billion pounds
and which counts among its 3,000 branches in the United Kingdom alone.
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But education at the workplace is an idea that goes back to the great reformers
of the nineteenth century who saw clearly how the working populations in the
new factories were in need of exposure to both virtue ethics and basic knowl-
edge. In this tradition, it would be perfectly sensible and wise for the Director of
the Ethics Office at any company to attempt to establish a lunch time or after
work routine of readings of literary and philosophic works suitable to the
situation of both management and employees. Such a company officer might
also recommend that for the sake of both pleasure and instruction, all employees
should attend a monthly screening of video productions of works by, say, George
Bernard Shaw and Anthony Trollope, to name just two authors who would relate
well to the field of business ethics training.

To be sure, the pace of modern commercial life is rapid so such measures
seem problematic on the face of it, and of course, there can be no penalties in the
modern workplace for nonattendance at these kinds of events because coercion
with respect to cultural preferences is outside the bounds of company authority.
But Aristotle himself said “All human beings by nature desire to know,”** and
those who inhabit the corporate or business environment are human beings just
as much as were the Athenians walking by Aristotle’s Lyceum two and a half
millennia ago. To encourage ethics in the business workplace then should
involve increasing the opportunities for management and employees to grow
in all kinds of knowledge which, while perhaps only indirectly related to their
workplace functions, is definitely related to their self-improvement as human
beings. And what business does not want better human beings to be found in its
offices, hallways, and boardrooms?
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11. For Heidegger Bodenstandigkeit is a precondition for the development of Eigentlichkeit or
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Alejo José G. Sison

Abstract

Despite the fact that, for historical reasons, Aristotle could not have known
about the modern corporation, there is sufficient basis in his Politics to afford us
a glimpse of his probable thoughts regarding its nature, place, and function
in society with regard to human flourishing (eudaimonia). Corporations are,
on the one hand, artificial and imperfect societies. On the other hand, they
are intermediate bodies between the family and the state dedicated to the
pursuit of economic ends, that is, the large-scale production of goods
and services. A central concept in Aristotelian politics is that of citizenship.
We explore two ways in which this can be applied to the corporation: (1) by
viewing the corporation itself as a citizen of the polity and (2) by conceiving
the different stakeholder groups as citizens of what one might call the
corporate polity. These are analyzed in relation to currently dominant
understandings of citizenship, both liberal-minimalist and civic republican-
communitarian.

Introduction

To the extent that Aristotle is brought to bear on discussions of business ethics, it is
the Nicomachean Ethics his analysis of morals, which is typically mined for insight.
By contrast, The Politics, Aristotle’s renowned inquiry into government, is mostly
neglected, except for portions of Book I where the fourth-century-BC Greek
philosopher examines trade and household economics. The truth is that The Politics
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offers valuable insights into current debates about the theory of the firm. This
chapter applies these insights in setting forth an Aristotelian understanding of the
corporation.

We embark on this task in section “Governance and Government from an
Aristotelian Perspective” by drawing a parallel between politics and corporate
governance. The basis for this parallel is that both states and corporations are social
institutions composed of different kinds of people organized in particular ways to
pursue common ends. It is by comparing and contrasting these ends with respect to
states and corporations that we draw an analogy between the two in section “What
Is the Purpose of States? What Are Firms For?”. Section “From Shareholders and
Stakeholders to Citizens of the Corporate Polity” explores the usefulness of apply-
ing the political concept of citizenship to corporations. This manner of proceeding
highlights the social dimension of corporations as an institution, provides them with
a source of identity, and offers a justification of the different rights and responsi-
bilities that they possess as legal persons. There are at least two possible readings of
the expression “corporate citizenship.” The more widespread, seeing the corpora-
tion as a citizen of the state in which operates, will be discussed in the first
subsection, “Beyond the Metaphor of Corporate Citizenship.” In the proceeding
subsection, “Citizens of the Corporate Polity,” we examine a second, less common,
understanding of corporate citizenship, according to which different stakeholder
groups are viewed as potential citizens of the corporation, with the latter in turn
viewed as an analog of the state. Within the framework of the corporation as
a polity, we then examine how well each stakeholder group fulfills the requirements
of “corporate citizenship” from both a liberal-minimalist and civic-communitarian
perspective. Section “On Corporate Regimes: Despots and Constitutional Rulers”
delves into the analogy that could be drawn between states and corporations on the
basis of their regimes or constitutions, as these are distinguished by Aristotle. As
such, we can speak of corporate monarchies and tyrannies, corporate aristocracies
and oligarchies, and corporate polities and democracies. Section “Conclusion”
concludes.

Governance and Government from an Aristotelian Perspective

Whenever one hears the word “govern” and its cognates, such as “governance” and
“government,” the notions of “authority” and the exercise of power and control
immediately come to mind. Ordinarily, one also thinks of a political unit such as the
state in its dual role as both the subject and the object of governing. The state governs
those under its authority, although at the same time, and in the best of cases, those
under the state’s authority are also the ones who control the state. Ideally, the state is
an instrument through which people subject to its authority govern themselves.
Surprisingly, none of these associations come to mind upon reading the definition
of a corporate governance system: the complex set of constraints that shape the ex-
post bargaining over the quasi-rents in the course of a commercial relationship [1].
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A corporate governance system specifies rules of bargaining over contingent future
goods that escape contractual agreements. This distance between what it means to
govern and the rules of a corporate governance system further increases in the
market context. If the market is responsible for the allocation of resources, what
need is there for authority and control, as governing implies [2]?

Any specific notion of corporate governance depends on the theory of the firm
adopted [3]. Granted that among enterprises making up the so-called new economy,
the importance of human capital relative to physical or inanimate assets has
increased considerably, one model construes the firm as a “network of specific
investments,” a combination of reciprocally specialized assets and people that
cannot be reproduced by the market [4]. All mutually specialized parties such as
workers, suppliers, and customers are considered as belonging to the firm. Apart
from shareholders or owners of financial capital, other stakeholders are viewed as
parties to corporate governance. From this wider perspective, corporate governance
becomes the relationship among shareholders, management, and the board as it
determines the direction and performance of corporations ([5], p. 1). In particular, it
refers to the processes surrounding the election of board members, their compen-
sation, and the evaluation of their task of supervising management. Although this
explanation outlines the board’s major functions, it may, however, obscure other
dimensions of governance. As Koehn observes, “corporate governance is better
understood as the art of governing — in a principled fashion — so as to maximize the
welfare of the company and of its relevant stakeholders” ([6], p. 1). Corporate
governance problems would be better addressed not only with legal safeguards and
economic incentives but also with trust-building institutional practices: “Governing
well ultimately means acting in a trustworthy fashion. No company will ever
succeed in the long run if it is not trusted by its customers, employees, suppliers,
advisors, shareholders, and other important stakeholders” ([6], p. 13). At its core,
corporate governance refers to how quasi-rents are best produced (in terms of
efficiency) and best distributed (in terms of justice) among parties in a firm. Since
these two tasks are contingent, it is impossible to devise fixed rules beforehand
about how future quasi-rents are to be partitioned. Contingency and the absence of
rules are essential conditions for corporate governance.

When it comes to defining politics, we often hear that it is, as Harold Lasswell
famously put it, basically a matter of deciding “who gets what, when, and how.”
This is the essence of the “social contract” on which most modern political theories
are founded. Indeed, politics concerns itself with how certain “goods” are produced
and how these “goods” are distributed among various claimants. Efficiency and
justice thus play important roles. And these political decisions are necessarily made
both in the absence of previously set rules and under conditions of uncertainty.
They are not the mere execution of directives agreed upon beforehand, and pru-
dence, the knack for making correct decisions taking all the peculiar circumstances
into consideration, is utterly crucial. Aristotle’s Politics [7, 8] is generally recog-
nized as an obligatory reference for the study of government, particularly, the
running of states: “Government. . . is the subject of a single science, which has to
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consider what government is best and what sort must it be, to be in accordance with
our aspirations.” If corporate governance is essentially government, applied to the
firm rather than the state, could we not find it illuminating to study Aristotle’s
Politics?

While we believe the answer to this is yes, in pursuing the question, we will first
have to develop the analogy between Greek city-states and modern business firms.
Nowadays, corporations have evolved into economic entities characterized by
limited investor liability, transferability of investor interests, legal personality,
and professional management ([5], pp. 8-10). For historical reasons, Aristotle
could not obviously have imagined such institutions. Since his time, too, govern-
ments have largely adopted the formula of Westphalian nation-states — that is, as
entities controlling self-contained territories inhabited by people related to each
other by blood, sharing the same birthplace and culture [9]. Given these fundamen-
tal differences, one might justifiably question whether it really is possible to find
meaningful similarities between states and corporations.

Let us recall first that, at their root, both are social institutions with defined
objectives. Both states and corporations are composed of a large number of people
divided into multiple classes that are hierarchically ordered. Both states and
corporations admit a variety of regimes, with particular structures of authority
and power. And finally, in both states and corporations, groups of people are
organized to pursue a common purpose or end: a political one, in the case of the
state, and an economic one, in the case of the firm. We can therefore work out an
analogy between states and corporations, marking their similarities and differences
as social institutions, on the basis of three factors: the kinds of people who comprise
them, the types of organizations or regimes they assume, and the particular ends
they seek. Let us begin with this last category.

What Is the Purpose of States? What Are Firms For?

That the governance of corporations is inspired by the government of states is
evidenced by the choice of similar terms, even beyond well-known examples such
as “management,” “administration,” or even “leadership.” This parallelism has led
certain authors to think that “theories of government offer a way of fully under-
standing the behavior of [...] large corporations” and that “management can only
be properly studied as a branch of government” [10]. The problem, however, lies in
the fact that “unfortunately, corporate governance is often misconstrued, and
interpreted as if its task were not governing corporations but making them more
like governments” [11]. Notwithstanding the similarities, corporate governance
should not boil down to transforming corporations into the bureaucracies that
characterize states.

On account of their end or purpose, states are considered by Aristotle in the
Politics to be “natural” and “perfect” societies. The state, like the family and the
village, is a “natural” society because it stems from an innate tendency in human
beings. So too, the family, which arises from the union of man and woman,
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is “natural” because it arises in response to a deeply felt need in all human beings to
reproduce and have children. The village is also “natural” insofar as the human
instinct for self-preservation requires one to look beyond daily needs and adopt
a longer-term horizon. The village is, in this sense, like an extension of the nuclear
family. Next down this line of “natural” institutions is the state, which results from
the union of several villages. Among these three “natural” institutions, however,
only the state is “perfect” because it alone is “self-sufficing” for the good life. Only
in the state, transcending the family and the village, can human beings truly aspire
to live a completely good life. The state thus represents the “end” or “final cause,”
the fully developed stage of human existence [8, 12]. For this reason, although the
state may be considered chronologically posterior to both the family and the village,
it is in ontologically prior to them: “The proof that the state is a creation of nature
and prior to the individual is that the individual, when isolated, is not self-sufficing;
and therefore he is like a part in relation to the whole” [8, 13]. Individuals, then,
just like the families and the villages they form, are like parts with respect to the
whole represented by the state. Only in the state can the social instinct in all
human beings be fully developed and perfected through the institutions of law
and justice. For outside the state, human beings become the most savage and worse
of animals [8, 13].

What constitutes the good life? Aristotle offers several complementary accounts.
In one, he lists the basic conditions for the preservation of life — food, skilled trades,
arms, revenue, the power of deciding the public interest, and justice — while
explaining that these can only be adequately fulfilled within the state [8, 14].
Elsewhere, he enumerates the necessary ingredients for a flourishing life: external
and bodily goods as well as perfections of the soul, also known as the virtues [8, 15].
He also establishes the proper ranking of these items, noting that external and
bodily goods are merely the conditions for the performance of excellent actions,
expressed through the practice of the virtues: “the best life, both for individuals and
states, is the life of excellence, when excellence has external goods enough for the
performance of good actions” [8, 16]. Happiness, a good and flourishing life, comes
to sight as characterizing more so individuals of a cultivated mind and character,
possessing a moderate share of external goods, than among those who enjoy
physical comfort and hold a large fortune but lack the goods of the soul. With the
latter, not only do external goods bring their possessors no real benefit but may even
cause them harm. In this way, Aristotle clarifies the true character of material goods
as being nothing more than means or instruments — their possession and use should
attend to a limit established by their purpose, which is the performance of the
virtues: “it is for the sake of the soul that goods external and goods of the body are
desirable at all” [8, 17].

How does the firm fit within this Aristotelian account? First of all, although
Aristotle does not mention business firms and corporations in the Politics, we could
find allusions to them in the “family connections, brotherhoods, common sacrifices
and amusements” [8, 18] that draw human beings together. As opposed to the
family, the village, and the state, the firm may be considered an “artificial” society
as it arises neither directly nor organically from human nature. Rather, the firm is
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based on voluntary bonds of a utilitarian mode of friendship, a foreshadowing of
contracts, primarily among citizens of the same state. The firm must be viewed as
an “imperfect” society in that it is not self-sufficing for the good life. A corporation
is an example of an intermediate body or association [8, 18], situated between
individuals and families, on the one hand, and the state, on the other. It is not meant
to substitute the family in the provision of daily needs nor the state as the proper
locus of complete flourishing. Like other intermediate bodies, its purpose is to
furnish some of the means, in this case the goods and services that businesses
produce, necessary as a foundation for the good life [8, 18].

Consider another difference between the state and other associations. For Aris-
totle, the mere fact that citizens of the same or different states band together to
defend themselves against an internal aggressor or a common external does not, in
and of itself, make a state. Such a union only constitutes a security or military
alliance. Neither is it enough to constitute a state that human beings associate solely
for the production and exchange of goods, by entering contracts, trade agreements,
or commercial treaties. As Aristotle unequivocally affirms, “suppose that one man
is a carpenter, another a farmer, another a shoemaker, and so on, and that their
number is 10,000: nevertheless if they have nothing in common but exchange,
alliance, and the like, that would not constitute a state” [8, 18]. Beyond security and
wealth, a state is concerned with the good life, an existence whose essence is to be
shared among all citizens. For this reason, the state has to take care that its citizens
display political excellence or justice. Security and wealth are conditions with
a view to this aim of a good life in the polis, “a community of families and
aggregations of families in well-being, for the sake of a perfect and self-sufficing
life” [8, 18].

How do intermediate groups such as corporations relate to the state? Although
intermediate groups are voluntary and contingent, rather than naturally necessary,
they are nevertheless vital to achieving the political end of advancing human
flourishing. It is not any specific intermediate body that matters but the presence
of intermediate bodies as a whole. The appropriate reciprocal relationship between
the state and intermediate groups has been called, in certain traditions, one of
“subsidiarity” [19]. Both the state and the intermediate groups have their own
legitimate objectives and spheres of action. However, they owe each other
respect, notwithstanding their respective positions in the social hierarchy. There
is a double dimension to the state’s role with regard to intermediate associations.
It is incumbent upon the state as the superior-order society to positively help,
support, and assist lower-order intermediate bodies. Viewed negatively, the state
should refrain from substituting or absorbing these intermediate associations. By
encouraging the growth of these, the state contributes to a healthy pluralism and
diversity in society. The state should delegate to these intermediate groups tasks
that they are better able to execute, given their closer proximity to the needs and
desires of the people. By fostering the legitimate initiatives of intermediate
groups, the state makes a more rational and efficient use of resources, focusing
on matters such as defense, foreign relations, or the administration of justice that
come within its area of competence. Subsidiarity guards against statism in its
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many forms: excessive centralization, bureaucratization, the shirking of personal
responsibility, welfarism, and paternalism. Subsidiarity provides protection
against a self-serving state.

Amid the miscellany of intermediate bodies, a special place is reserved for those
that seek economic ends, including corporations. This economic focus distinguishes
businesses from other intermediate groups such as churches, professional colleges,
sports associations, neighborhood councils, cultural clubs, and the like. It is not that
these bodies lack an economic dimension; it is just that such an economic dimen-
sion is not their main concern. Business firms, then, are intermediate bodies that
pursue economic goals.

In Aristotle’s Politics, such economic concerns are seen as originating within the
family, as “household management” [8, 20]. His treatment of the economy in its
original, etymological meaning of “household management” begins with a survey
of the different parts of the household and their relationships: “the first and fewest
possible parts of a family are master and slave, husband and wife, father and
children. We have therefore to consider what each of these three relations is and
ought to be: I mean the relation of master and servant, the marriage relation (the
conjunction of man and wife has no name of its own), and thirdly, the paternal
relation (this also has no proper name)” [8, 20]. From the state’s point of view, the
need for marriage is quite clear because that is how children, potential citizen, are
born and educated toward responsible adulthood. Moreover, a stable and exclusive
marriage assures mutual help to both husband and wife for life’s daily necessities.
The other two relations that Aristotle cites as being required for a complete
household demand require more elaboration. In Aristotle’s time, it was an accepted
legal and moral norm that the children were the property of the father, as opposed to
the mother. Of course, no child can be born without the woman’s cooperation, but
she merely represents the passive principle, in Aristotle’s reckoning. In
a paternalistic and patriarchal society, of the kind in which Aristotle lived, the
male’s ownership of the children was grounded on his being seen as the active
principle in the male-female relation. Equality was not recognized between male
and female.

Then there is the matter of slavery. Why, in Aristotle’s thinking, are slaves
essential to the economy? The reason is that slaves are a form of property: “Property
is a part of the household, and the art of acquiring property is a part of the art of
managing the household; for no man can live well, or indeed live at all, unless he is
provided with necessaries” [8, 20]. Aristotle understands property in a broad sense,
encompassing all material things. Yet there are different kinds of property, some
living, others lifeless. “And so, in the arrangement of the family, a slave is a living
possession, [...] and the servant is himself an instrument for instruments” [8, 20].
Slaves, therefore, are like livestock, a form of living property no family could do
without. But they are living property of a special kind, useful insofar as they obey
the will of their masters. The work of a slave, its function, is to accomplish the will
of its master. “Hence we see what is the nature and office of a slave; he who is by
nature not his own but another’s man, is by nature a slave; and he may be said to be
another’s man who, being a slave, is also a possession” [8, 21].



52 A.J.G. Sison

Aristotle, too, distinguishes between the art of household management in itself
and the art of getting wealth or chrematistics [8, 20]. In both, Aristotle distin-
guishes between natural and nonnatural forms of pursuing those arts. Natural
chrematistics refers to the provision of “such things necessary to life, and useful
for the community of the family or state, as can be stored” [8, 22], whereas
nonnatural chrematistics, of “riches and property [which] have no limit” [8, 23].
Natural wealth-getting is based on the premise that true riches, the property
needed for a good life, have a limit. There is a level beyond which the mere
accumulation of material things becomes a nuisance or a liability. Nowadays, one
might think of having more cars than those that fit in the garage, or more
foodstuffs than what the refrigerator could store. Nonnatural wealth-getting, on
the other hand, is predicated on the idea that “more is always better.” Although the
example may be somewhat dated, by nonnatural wealth-getting Aristotle referred
primarily to retail trade and exchange, which allowed the accumulation of wealth
without limit. And as he says, “coined money is a mere sham, a thing not natural,
but conventional only, because, if users substitute another commodity for it, it is
worthless, and because it is not useful as a means to any of the necessities of life,
and, indeed, he who is rich in coin may often be in want of necessary food. But
how can that be wealth of which a man may have great abundance and yet perish
with hunger. . .?” [32].

At the same time, Aristotle implies that household management, or economy
properly speaking, refers more to the use of property rather than to its acquisition.
As was the case with its acquisition, with respect to the use of property, we are
supposed to differentiate between the natural and the nonnatural modes. Take the
case of a shoe: if worn, one makes a proper use, while if it is used for exchange, one
makes an improper use, “for a shoe is not made to be an object of barter” 8, 25].
The proper use of any material possession acknowledges a limit or a further end that
makes the activity honorable, whereas its improper use is void of limit and, hence,
censurable. As an illustration of this unnatural use of wealth, Aristotle points to
usury, then defined as lending on interest: “money was intended to be used in
exchange, but not to increase at interest” [8, 26]. The difference between the natural
and the nonnatural depends more on the dispositions of human beings, on their
desires, than on the material things themselves [8, 27]. Unbridled desires, the want
of wealth, pleasure, or enjoyment untutored by virtue, lead to nonnatural forms of
getting and using material possessions. The fault lies in our vice, not in the material
things themselves.

To summarize this section, from an Aristotelian perspective, firms constitute
a class of artificial, intermediate bodies that belong to the realm of the economy. All
economic activity, in turn, functions under the guidance of ethics, the “practical
science” of virtue. The economy’s mission, properly understood, is to facilitate the
cultivation and practice of virtue by establishing favorable material conditions. And
virtue and ethics, in the final analysis, are sought insofar as they help us attain
a flourishing life, a life that can only come into being within a political community
regulated by the state.
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From Shareholders and Stakeholders to Citizens of the Corporate
Polity

The next step in developing the analogy between states and firms consists in
examining the different kinds of people that comprise each of these institutions.

Beyond the Metaphor of Corporate Citizenship

Business theory has borrowed the notion of citizenship from politics for several
reasons: above all, to highlight the social dimension of firms and, secondly, to
analyze the role of power in resolving conflicts. Through the concept of citizenship,
politics also imparts a sense of identity to firms, by way of membership in the
community, and a justification for their rights and responsibilities as legal persons.
Wood et al. even go as far to that business organizations, in comparison to
individual persons, are “secondary citizens” ([28], pp. 35-36). Although we nor-
mally treat business organizations as independent legal entities carrying out their
activities in pursuit of particular goals, they only exist thanks to the objectives and
the resources furnished by their participants. Corporations are collective instru-
ments created by individual citizens to achieve ends which they would not be able
to attain individually. Such ends are likely to have a sociopolitical dimension and
reflect values held in the community. But the notion of citizenship itself has a long
history. To discover its potential in clarifying the status of corporations and the
issues concerning how they ought to be governed, it would be convenient to have
a look into the origins and evolution of this concept.

In the Politics, Aristotle delves into the question of citizenship by observing that
the “state is composite, [and] like any other whole [is] made up of many parts —
these are the citizens, who compose it” [8, 29]. He then proceeds to identify who the
citizen is, along with the meaning of the term, by determining what the citizen does.
Then, Aristotle differentiates citizens from other classes of people in the state,
explaining the process by which one acquires citizenship. Finally, he distinguishes
the various kinds of citizens depending on the form of government adopted by the
state. Only within this context could the query — what makes a good citizen? —
receive an appropriate response. According to Aristotle, “a citizen in the strictest
sense, against whom no such exception can be taken” is he or she who “shares in the
administration of justice, and in offices” [8, 30]. The essential task of the citizen is
to participate in deciding what is good and just in the state. A citizen is a “juryman
and member of the assembly,” to whom “is reserved the right of deliberating or
judging about some things or about all things” [8, 31]. Although many people in
a state may actually participate in deliberating about the public good, only citizens
possess this right. What characterizes a citizen is “the power to take part in the
deliberative or judicial administration of any state” [8, 31]. This does not mean
that a citizen always has to hold office. It would suffice that he or she have the
power to occupy such a post, “sharing in governing and being governed” [8, 32].
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Aristotle was aware that the state needed other kinds of people besides citizens in
order to be viable [8, 33]. Mere necessity for the state’s survival or flourishing did
not automatically qualify one for citizenship. Consider children who, not being
mature, are incapable of deliberation and judgment. They may only be called
citizens by qualification. Neither are members of the artisan class, composed of
slaves and foreigners, citizens. The latter do not even refer to free men as such, in
which case foreign workers would be citizens, but only to free men who are
exempted from providing menial services. Citizenship requires distance from the
tyranny of having to satisfy daily needs since political participation demands
leisure. By implication, then, citizenship presupposes a certain level of affluence.
It is reserved to those who can afford it.

Aristotle enumerates the different classes needed for the state’s existence:
farmers, artisans, traders, laborers, and the military [8, 34]. Even so, “as the soul
may be said to be more truly part of an animal than the body, so the higher parts of
the states, that is to say, the warrior class, the class engaged in the administration of
justice, and that engaged in deliberation, which is the special business of political
understanding — these are more essential to the state than the parts which minister to
the necessaries of life” [8, 34]. To the extent citizens are involved in deliberating
the public good, they are like the soul, the most important part of the state, although
by themselves, they do not suffice to constitute the state. One can also deduce from
this that mere residency does not suffice either to make one a citizen. Resident
aliens and slaves share the same living space with citizens but not the same rights
[8, 35]. To be a citizen, it is also not enough to have the right to sue or be sued
before a state’s tribunals. After all, this right can also be held by resident aliens
owing to international treaties. Insofar as resident aliens are normally obliged to
have a citizen-patron, they could only participate in the community very imper-
fectly, never in their own name and always under the citizen-patron’s tutelage. In
this respect, they are much like children, the old and the feeble. How, finally, does
one become a citizen? Excluding cases where one becomes a citizen accidentally,
Aristotle says that “in practice a citizen is defined to be one of whom both the
parents are citizens” [8, 31].

Having defined citizenship and established the process by which it is acquired,
Aristotle insists that there are as many kinds of citizenship as states or forms of
government: “he who is a citizen in democracy will often not be a citizen in an
oligarchy” [8, 30]. In democracy, the people, the demes, are citizens insofar as they
are able to influence public affairs. In aristocracies, citizenship is restricted to fewer
people, based as it is there on excellence and merit. In oligarchies, it is based on
wealth [8, 33]. Even allowing for variances in citizenship, Aristotle maintains that,
ideally, the excellence of the good citizen coincides with the excellence of the good
man. That occurs in the best of states, so long as the good man and citizen take part
in public affairs [8, 36]. Twenty-four centuries later, several models and typologies
of citizenship, still based on the distinctive forms of government, have been offered
[28, 37, 38]. These categories could be collapsed into two, with their respective
variants: liberal-minimalist citizenship, on the one hand, and civic republican-
communitarian citizenship, on the other.
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The liberal-minimalist ideal conceives citizenship fundamentally as freedom
from oppression and protection against the arbitrary rule of absolutist government
([38], pp. 7-9). Citizens are vested with political rights to choose their rulers or be
voted into public office. The duty of government is to secure such rights which form
the core of citizenship. For some, this set of rights is composed of the rights to life,
to liberty, and to property (Locke); for others, it encompasses the right to a just
share of the social product or utility (Smith, Bentham); while for still others, the
rights to equality before the law and to free rational agency or autonomy (Kant).
Whichever set happens to be relevant, the important thing is that the rights and
freedoms be guaranteed. With some latitude, we can include in this group the
libertarians ([28], pp. 4142, 44), who support a very limited state, along with
those who uphold a deliberative democracy ([38], pp. 15-16), who want a more
robust form of government to safeguard conditions of equality in political dis-
course. By contrast, civic republican or communitarian citizenship emphasizes
participation in the public good by fostering communal ties and the practice of
civic virtues ([28], pp. 42-43, [38], p. 9). While liberal-minimalist citizenship is
marked by “negative freedoms,” or “freedom from” state oppression and interfer-
ence, civic republican-communitarian citizenship is characterized by ‘“positive
freedoms,” or “freedom to” actively seek the common good. Liberal-minimalist
citizenship stresses individual rights or state-guaranteed powers against collective
pressure; civic republican-communitarian citizenship underscores belonging to the
group as the factor constitutive of an individual identity and sense of personal
purpose. It is the group with its hierarchically ordered set of goods, rules, and
practices that makes virtue or human excellence possible. The role of government
here is to strengthen institutions such as families, neighborhoods, schools, and
churches. Only when these institutions fall short should government intervene,
yet without losing sight of the principle of subsidiarity. There is greater insistence
in the civic republic-communitarian vision on fulfilling obligations — to protect the
family, obey the law, pay taxes, and comply with jury or military service, and so
forth — than on demanding rights, which have the effect of separating the individual
from the group. Insofar as Aristotle accentuates the embeddedness of citizenship
within a sociocultural and historical context, and given his identification of the
excellence of the citizen with that of the polis, he unequivocally sides with the civic
republican-communitarian model.

How are these different views of citizenship reflected in the notion of the
corporation as a citizen, or to be more precise, a “corporate citizen”? As a citizen
in the liberal-minimalist model, a corporation would be expected, first and
foremost, to protect its “right to exist,” based on the freedom of association of
participants, as well as its “license to operate,” resting as that does on the freedom
of enterprise. A corporation would very much prefer “to stick to its own busi-
ness,” embarking on philanthropic activities with the utmost reluctance, only
where it accorded with enlightened self-interest, that is, to the extent that it
would ultimately improve the bottom line. Obviously, this notion of citizenship
has great affinity with a shareholder view of the firm focused exclusively on
increasing the value of its equity. On the other hand, if a corporation were to
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follow the civic republican-communitarian type of citizenship, apart from
exercising political, civil, and social rights, it would also strive to fulfill political,
civil, and social obligations. Such a company would not hesitate to become
involved, harnessing resources and expertise, whenever the government was
failing to live up to its obligation to advance the common good. The firm could
provide social rights (e.g., health care or housing), enable civil rights (e.g., be an
“equal opportunity employer”), and serve as a channel for the exercise of political
rights (e.g., host a forum for political debate on certain issues). Community
involvement and political activism characterize the civic republican-
communitarian corporate citizen. Responsibility is not only of an economic
nature but sociopolitical as well, and it is owed not only to shareholders but
also to other stakeholder groups.

Citizens of the Corporate Polity

There is another possible interpretation of corporate citizenship, distinct from the
understanding of the corporation itself as a citizen of the state. It consists in the
view of the corporation as an analog of the state and of the various stakeholder
groups as potential citizens. The approach and intent is similar to that carried out by
Manville and Ober [39] who tried to draw management lessons from classical
Athenian democracy. Here, we shall examine the different stakeholder groups
and decide which of them best fits into the general definition of citizenship. In the
process, we will find uncover who among the different stakeholders should be
entrusted with a governance role.

Drawing inspiration from Wood on the different approaches to corporate citi-
zenship, we may link the liberal-minimalist perspective of citizenship to the idea of
the corporation as a “civic association” and the civic republican-communitarian
view to the vision of the firm as a corporate polity ([28], pp. 41-45). The liberal-
minimalist theory of citizenship insists on individual freedom, expressed in the
form of rights to pursue self-interest. But this pursuit, insofar as individual desires
inevitably differ and clash, cannot constitute a corporate common good. The
corporation is then reduced to a “civic association,” some sort of ‘“clearing
house” where minimum restraints are applied to keep an individual from infringing
on the rights of others. The different groups of people dealing with the corporation
do not really behave as “citizens” but mere residents of a common jurisdiction.
They comply with the laws but only as a means to reach individual goals. Coercive
laws are the only forces that keep them together. There is no attachment or loyalty
among themselves nor between each of them and the corporation. Relationships are
purely contractual, and the corporation is nothing more than a nexus of contracts.
Shareholder-principals who provide capital are granted ownership rights, and
manager-agents are on the understanding that they will endeavor to maximize the
returns on the company’s stock. The corporation is effectively an empty shell
wherein investment, employment, and sales contracts are negotiated and fulfilled:
“The language of citizenship might even be used, but the motivation is not to
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provide a collective good or to contribute to society’s [or we may say in this case,
the corporation’s] well being, but only to achieve a private end” ([28], p. 42).

The demands of a civic republican-communitarian kind of citizenship on the
stakeholders of the corporate polity will be altogether different. Since their personal
flourishing is not independent from that of the corporate polity, they will actively
participate in the deliberation and execution of the corporate good. This does not
mean disregard for individual rights; it simply means that those rights are neither
supreme nor absolute. The recognition, enforcement, and respect for those individ-
ual rights should always be done within the context of the corporate common good.
This common good is not inimical to individual goods such as rights. What is
needed is an order or hierarchy, such that “goods in respect of another” — for
instance, rights — are subjected to “goods in themselves,” and the various “goods
in themselves” subjected in turn to the “common good” of the corporate polity. As
an example of this, the right to free enterprise would not include the right to buy and
sell body parts, if only to safeguard the physical integrity of prospective suppliers.

A misconstrual of the common good may be at the root of the conflict that Wood
detects between communitarian and global citizenships ([28], pp. 42—46). Loyalty
to the local community may be at odds with the demands of a multicultural global
society. Yet global society and local community do not exist on the same level.
Serious conflicts among these different levels of organization may arise. However,
the strength and success of the superior levels in terms of human flourishing depend
on that of the inferior levels, as the principles of subsidiarity and solidarity explain.

Consider a corporation that applies pollution control measures in its home
community but neglects them in other communities where it is a mere guest. It
need not follow a free-standing universalist standard of global citizenship to
recognize its duty to reduce pollution wherever it holds operations. It would be
sufficient to become aware of the interdependence between its home and host
environments, between its efforts to curb pollution locally and globally. Only by
identifying itself with the good of its home region — that is, by subscribing to the
communitarian ideal of citizenship — can a corporation realistically contribute to the
good of a wider global and multicultural society.

To our knowledge, the analysis of the different stakeholder groups as prospec-
tive citizens of the corporate polity has only been carried out from the viewpoint of
liberal-minimalist citizenship [40]. We shall now proceed to draw a picture of the
various stakeholders that comes closer to the civic republican-communitarian ideal:
Who among the different stakeholders best fulfill the requirements of the civic
republican-communitarian citizenship within the corporate polity? Who among
them is most deserving to govern? If citizenship consists in participation in gover-
nance, who is best equipped to do so in the firm understood as a corporate polity?

Shareholders are the first to come to mind. Having provided financial capital,
they are typically acknowledged as the “owners” of the company. In accordance,
too, with the application of agency theory to firms, laws are generally designed to
protect their interests as principals against possible abuse by their agents, that is,
managers. Yet this account neglects a number of crucial facts. The shareholders’
only real property is a piece of paper, the certificate that entitles them to a “share” of
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the firm’s residual equity [41]. Depending on whether the company has been
profitable, they may receive dividends or sell their shares at a higher price. None
of this is guaranteed. Other shareholder rights include choosing board members,
participating in general meetings, and voting on proposed changes in the capital
structure — nothing more. Shareholders cannot walk into the company premises,
occupy a room, and, say, start selling the furniture. What is more, given the huge
number of shareholders, their fragmented interests and dependence on management
for information on the company’s condition, it is quite understandable that they do
not even consider themselves “owners” at all. It is easy to understand why
a shareholder, with an infinitesimal holding, often does not bother to attend general
shareholder meetings; his or her vote will not make much of a difference. Many
shareholders do not hold their shares over a long period and often sell to take profits
or cut losses short. Beyond this, the ordinary shareholder feels no commitment to
the firm. Because of their rights to residual equity, shareholders may claim liberal-
minimalist citizenship within the corporate polity. But that is not sufficient for
a civic republican-communitarian kind of citizenship, which requires the exercise
of rights with a view to the corporate common good.

Hence, we must broaden the field to include other stakeholders in our quest for
civic republican-communitarian citizens of the corporate polity. “Stakeholders” are
defined as all those who may have “legitimate interests” in the firm [42]. This does
not mean, however, that each and every one of those interests warrants formal legal
protection. The legitimacy of stakeholder interests could come, not merely from
courts but from social recognition. As for the requirement of active involvement in
governance, we should not interpret it in the sense that all stakeholders have to
participate in all corporate decisions. It would be enough that those with legitimate
interests intervene in the issues that concern them.

Accordingly, the next stakeholder group we need to consider is that of clients or
consumers. In recent decades, corporate strategy has often been formulated from
their point of view, to satisfy their needs and serve them better, coming up with the
best “value proposition” [43]. This trend is evidenced in slogans like, “the customer
is always right” or “the customer is king.” “Consumer sovereignty,” however, has
been better known in the breach than in the observance. Until recently, the market
mindset was based on the principle “caveat emptor” or “buyer beware” [44].
Responsibility for the consumer’s interest lies almost exclusively with the con-
sumer. The fundamental consumer right, on this view, has consisted in their ability
to not buy a product, whenever he or she did not like the terms and conditions. Over
the last several decades, especially in the developed world, we have witnessed
a vast expansion of consumer rights. Aside from the right to free market choices, we
also enjoy, in varying degrees, the right to fair market prices, to safe and efficacious
products, to truthful advertising and honest communications, to privacy, and so
forth. Moreover, tests have been designed to protect “consumer sovereignty” in its
different dimensions: from consumer capability (freedom from limitations in ratio-
nal decision-making) to information (availability of relevant data) and to choice
(switching possibility) ([40], p. 270, 289). By virtue of the first aspect of consumer
sovereignty, for example, neither tobacco nor alcohol can be sold to minors;
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by virtue of the second, foodstuffs must be properly labeled for common allergens;
and by virtue of the third, we have the right to change our telephone service
providers while keeping our numbers. The guarantee of such rights in support of
consumer sovereignty arguably corresponds to a liberal-minimalist corporate citi-
zenship for consumers.

How might consumers make the transition, however, to a civic republican-
communitarian model of citizenship? They would to the extent that they somehow
participate in the governance of the corporation — as in when consumers decide to
patronize and recommend, or boycott, a company, for ethical, social, and environ-
mental reasons. Consumers might also flex their governance muscle by participat-
ing in product design and promotion by, for example, sharing travel preferences
with the airlines whose frequent flier programs they have joined. Such consumers
would potentially deserve the title of corporate citizen in line with the civic
republican-communitarian ideal. Even so, the issue would be how effective they
are in influencing corporate policy. This would be the ultimate test of civic
republican-communitarian corporate citizenship for consumers.

Let us turn our attention now to competitors and suppliers. How do they qualify
as citizens of the corporate polity? First, in market economies, the reciprocal rights
of competitors and suppliers, the right to fair play, are laid down in competition law.
These would include the freedom to enter and to leave the market, the right to set
prices without coercion, the right to offer products to potential customers, and so
forth ([40], p. 305). Upholding these rights may suffice for liberal-minimalist
corporate citizenship. But corporate citizenship of a civic republican-
communitarian type would, of course, demand a higher level of engagement.
Suppliers could organize themselves around an ethical supply chain management
initiative, with a view to eliminating unfair labor practices (e.g., child labor),
unhealthy working conditions (e.g., sweatshops), and environmental degradation.
They could do this even before Third World governments, often hampered by
limited resources and corruption, introduce their own legislation to address those
problems. In addition, suppliers and competitors could engage in “fair trade”
agreements like those in coffee, tea, and cocoa; they could guarantee minimum
prices and offer better conditions to small commodity growers in developing
countries ([40], p. 333). These activities would move suppliers and competitors
up toward the civic republican-communitarian standard. Unfortunately, these prac-
tices are still uncommon and their effects on corporate governance not fully known.

The government’s role as a stakeholder of the corporation is affected by signif-
icant uncertainty ([40], p. 391). On the one hand, it seems more proper to think of
the corporation as a stakeholder of the state. In modern liberal democracies,
governments are formed by representatives of the citizenry, and indirectly, of the
different intermediate associations and civil society organizations. With their
monopoly on the legitimate use of force, governments could choose either to
restrict or enable corporate activity. States intervene in business by collecting
taxes, which represent a not insignificant deduction to profits, but they also assist
business by granting tax breaks and providing subsidies. At the same time, we can
comprehend states as either depending upon, or competing with, corporations.



60 A.J.G. Sison

Governments compete with multinational companies in providing welfare and even
security in developing countries. Yet were it not for independent, private busi-
nesses, born from the freedom of enterprise and association of citizens, states would
be paralyzed or become terribly inefficient, as was the case in communist nations.
The state could also constitute a stakeholder group — not just by owning
a significant, if not a controlling tranche of shares, but in other ways as well. As
corporate stakeholders, states undoubtedly hold important rights, enough to qualify
them as a liberal-minimalist corporate citizen. Remember that corporations only
exist thanks to a legal charter, that is, an explicit recognition by the state. There is
no escaping government influence, whether for good or ill. The most we will
venture to say about this debatable issue is to appeal to a golden mean: Neither
statism, where private initiative, freedom of association, and freedom of enterprise
have all been annihilated and the state has completely taken over the economy, nor
absolute laissez faire, where markets would have usurped functions such as internal
and external security or the administration of justice, effectively getting rid of the
state. Government should not be in the business of developing and peddling
software, for example, just as corporations should not be setting up private tribunals
of justice or forming private armies. The state could behave as a good civic
republican-communitarian corporate citizen if it proceeds in accordance with the
principle of subsidiarity without renouncing to its areas of competence.

This leaves us with a company’s workers or employees, among which we ought
to include the managers. Among the different stakeholders, employees are the ones
most closely integrated and identified with the corporation: “employees, in many
cases even physically ‘constitute’ the corporation. They are perhaps the most
important production factor or ‘resource’ of the corporation, they represent the
company towards most other stakeholders, and act in the name of the corporation
towards them” ([40], p. 224). A liberal-minimalist analysis of employees as citizens
would limit itself to their rights and duties in the employment contract: a right to
fair wages, a right to healthy and safe working conditions, a freedom from unjust
discrimination, a duty to provide an acceptable level of work performance and
quality, a duty to respect company property, and so forth ([40], p. 228) The civic
republican-communitarian standard would take other areas into account, such as the
economic externalities and the socioethical opportunities that escape employment
contracts. The latter cannot fully capture the demands of employee loyalty, the
breaches of which would hardly be actionable in the courts. Yet employee loyalty
counts as an enormous positive externality for the company and furnishes an
opportunity for employees to become more virtuous. Employee loyalty also
makes demands on the company. A company should never consider the employee
merely as an expendable resource, the first thing to jettison whenever difficulties
and challenges arise. Instead, the corporation should try to reciprocate employee
loyalty by provisioning adequate resources for them and encouraging their profes-
sional development. Loyalty is not so much the result of locking-in assets as
a mutual concern for each other’s flourishing and well-being.

Among employees, those who own shares in the company merit special consid-
eration. That worker and shareholder, agent and principal, governor and governed
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coincide is precisely the biggest advantage of shareholding workers over other
stakeholder groups. Only here can the condition of actively taking part in corporate
self-government be adequately fulfilled. Only here, too, can we find the objective
dimension of work — the external goods and services produced — united to its
subjective dimension — that is, the improvements in knowledge, skills, habits, and
virtues that effort nurtures in the soul of the worker. Thus, avoided is alienation
from the products of one’s own labor. In this sense, cooperatives, or business
organizations that are run and controlled by their owners, would fit the definition
of a self-governing corporate polity to perfection. Its shareholding workers and
managers would represent civic republican-communitarian corporate citizenship in
the highest form.

For this reason, other nonshareholding employees must be formally recognized
as a separate category within the firm. To be sure, the corporation cannot exist
without them, yet they cannot be considered corporate citizens because their tasks
are carried out for others, the shareholders, rather than themselves. The situation
of nonshareholding employees is thus very similar to that of the artisan class
composed of slaves and foreigners in the Greek city-states (1278a). Without
them, the city-state could not stand, yet their integration was very limited and
their participation in government practically nil. Similarly, the other stakeholder
groups — shareholders, clients, consumers, competitors, suppliers, governments,
states, and nonshareholding workers — through contracts and agreements hold
a status comparable to those who enjoyed certain rights in the Greek city-states
where they resided, whether due to trade treaties or military alliances, without at the
same time being citizens (1274b). For as we hope we have made clear in this
section, possessing certain rights is not enough to render one into a citizen of a civic
republican-communitarian organization. One must take part in ruling.

On Corporate Regimes: Despots and Constitutional Rulers

The third element of our analogy between states and firms refers to their organiza-
tion. Both states and firms require a governing body with a rule or constitution. The
major difference between them is that while states are sovereign, corporations are
not. Therefore, the governance of business organizations is always subject to the
governments of the states, which represent the supreme authority in the places
where they operate.

In the Politics, Aristotle explores a diversity of regimes. These are distinguished
both by the number of people that govern as well whose good it is for which they
govern. The main division is between “despotic” and “constitutional” regimes:
“there is one rule which is for the sake of rulers and another rule which is for the
sake of the ruled; the former is despotic, the latter a free [constitutional] govern-
ment” (1333a) [45]. Despotic rule is exercised over subjects who are “by nature
slaves,” and constitutional rule over those who are “by nature free” (1255b) [46].
With regard to a despotic regime, although both slave and master may have
coincident interests, a slave is ruled primarily for the master and only accidentally
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for himself or herself (1278b). Compare this with a father’s government of the
family as an example of a constitutional rule, where the common good of the
household comes first (1278b). To the extent that a despotic regime regards only
the interests of rulers, it is “perverted” and “defective”; a constitutional rule, to the
extent that it looks after the common interest in accordance with the principles of
justice, is a “true” one (1279a) [47].

Both true and perverted regimes are, in turn, subject to further subdivisions,
depending on the number of rulers. Among the true forms, we have kingships or
monarchies, when there is but one ruler; aristocracies, when the best of men rule,
always comparatively few; and polity, when the many rule (1279a—b) [48]. In all of
these, it is the good of the state and the citizens that prevails. Among defective
forms of government, we find tyrannies, when the ruler is one; oligarchies, when the
rulers are few; and democracies, when the rulers are many (1279a—b). In tyrannies,
the whole state is ruled with the sole interest of the autocrat in mind; in oligarchies,
in accordance with the interests of the wealthy; and in democracies, with the
interests of the poor.

The division into despotic and constitutional rules is arguably applicable to
corporate governance. After all, some firms have been known to be run for strictly
private interests, while others have had the wider common good in view. As
a result, some companies may be said to be governed justly, with every one of
the constituents receiving their due, while others unjustly, with most of the parties
feeling short-changed. In addition, some corporations can be said to be despotically
run, whenever the governed are treated virtually as slaves. Other firms are managed
constitutionally, whenever the governed are regarded as free and equals vis-a-vis
the leadership. As for the distinctions depending on the number of rulers, an
instance of a corporate kingship would be a firm whose shareholding CEO is, at
the same time, chairman of the board, while running the company in a way that fits
the description of what is nowadays known as the “imperial CEO.” One might
argue that such concentration of power is not by itself objectionable, for it could
certainly bring heightened effectiveness to the CEO position. Even so, the danger
that power will be abused, so as to render the imperial CEO the commercial
equivalent of a political tyrant, is not insignificant.

As for corporate aristocracies, these may be considered to made up of those
businesses whose governance lies in the hands of a few people, at least if they
happen to be the most qualified professionally. In corporate culture of the Anglo-
Saxon world, that would transpire if, for example, a perfectly “balanced” unitary
board were in place, in which different powers and functions are equitably shared
among a handful of shareholding executive directors and nonexecutive directors.
An equivalent of this in the Central European tradition is the dual supervisory and
management boards, so long obviously as the members of both boards held shares
and exercised their executive functions with a view to the common good of the
corporation. No doubt, the issue of determining, from among the various corporate
constituents, those who are the “best” equipped to govern is subject to great
controversy. Despite the problems in gaining consensus on the relevant personal
traits, of this much we can be sure: the qualifier “best” refers to a limited group of
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people whose claim to corporate governance does not rest on mere wealth. That
would correspond to what, from an Aristotelian point of view, would have to be
termed as a corporate oligarchy. The “best” specifies those who have both a genuine
concern for the good of all as well as the competence to achieve it.

Finally, we can think of corporations where some sort of “constitutional rule”
holds. Such firms would have to fulfill the requirement that “the many” participat-
ing in governance seek the good of all within the ambit of the corporation, not just
their own good. For examples of this, we can look to cooperatives, where workers
own stakes in the corporation and share in the profits. These owner-workers,
though, would also have to be owner-manager-workers to satisfy Aristotle’s
criteria. The most difficult thing, however, would be to find a corporate equivalent
for what in states is called a democracy. This is because, in the first place, Aristotle
equates the “the many” with the relatively poor, with those lacking capital to set up
a business. Secondly, as is typical in a democracy, the general run of employees, the
closest analog to Aristotle’s many, would be apt to pursue their own good instead of
the common interest, which is often a recipe for organizational disaster. Neither
should we confuse corporate democracy with just any manifestation of “share-
holder activism.” The latter simply refers to a situation wherein small shareholders
come together to exercise their voting rights in challenging managers and majority
shareholders. Democratic corporate governance goes beyond these incidental activ-
ist challenges and is both broader and deeper not only in scale but also in scope.

Conclusion

This chapter takes Aristotle’s political thought as a guide to proper corporate
governance practices. According to Aristotle, states are natural and perfect
societies that properly exist for the purpose of promoting individual human
flourishing. Business organizations and firms, on the other hand, are examples
of artificial and imperfect societies. They are a kind of intermediate body,
between families and states. The proper relationship between the state and
intermediate bodies such as corporations is one of subsidiarity. This means
that the state has the positive duty of helping intermediate bodies to contribute
to the good life (eudaimonia) and the negative duty of refraining from absorbing
their functions. For Aristotle, politics represents the ruling science by virtue of
its object, happiness (eudaimonia), which is the highest good. Subordinate to
politics is ethics, the science of virtue, and subordinate, in turn, to ethics is the
economy, the science concerning “external” or “material goods.” From this, we
infer that business organizations, insofar as they belong to the realm of the
economy, are subject to ethics and ultimately to politics.

A key Aristotelian theme relevant to the corporation is that of citizenship. Of
the two models of citizenships — liberal-minimalist and civic republican-
communitarian — Aristotle’s position undoubtedly comes closer to the latter.
Whereas the liberal-minimalist conception emphasizes the individual rights
against the group and conceives the corporation as a nexus of contracts, civic
republican-communitarian citizenship focuses on active participation in the com-
mon good. The stress here lies on the duties and obligations toward the group.
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Thus, the demands on the individual of civic republican-communitarian citizen-
ship in the corporation are more stringent. Only shareholding managers are able to
fully meet the standard of active participation in corporate governance. Only in
their case are we able to avoid the different forms of alienation and separation
between ownership and control, capital and labor, principals and agents, as well as
between the objective dimension and the subjective dimension of work.

Aristotle’s classification of political regimes is also helpful in understanding
the corporation. Applied to the latter, Aristotle’s typology of regimes is
constructed on the basis of whether the rulers of the corporation whether they
aim at the common good, in which case the regime is constitutional, or serve the
interests of the rulers, in which case the regime is despotic. His typology is also
based on the number of rulers. As a result, we can speak of corporate monarchies
and tyrannies, corporate aristocracies and oligarchies, and corporate polities and
democracies. From the Aristotelian standpoint, corporate polities offer the most
appealing standard for modern-day corporate governance.
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Edwin Hartman

Abstract

Aristotle claims that character develops over time as one acquires habits from parents
and community, first through reward and punishment. One acquires a good character
much as one may learn to play a musical instrument: initially, one may be under
some pressure to practice, but eventually, one enjoys playing with skill and under-
standing. Aristotle claims that one is partly responsible for one’s character, but he
thereby raises the question whether one freely chooses one’s character. A person of
good character does choose freely, however, and is able to frame complex situations
accurately. The full development of character requires rational reflection: Aristotle
argues that dialectic, to which Rawls’s reflective equilibrium bears some resem-
blance, generates principles that can guide us, though they do not serve as unexcep-
tionable rules. A business ethics course, and in particular the case study method, may
increase students’ understanding of ethical principles and of the ways in which
environmental influences may undermine ethical thought and language.

Introduction

Virtue ethicists, often following Aristotle’s Nicomachean Ethics, claim that ethics is
primarily about the sort of person you are. Aristotle argues that habitually acting
generously is an important part of the process of becoming generous. The notion that
ethics is primarily about virtue, rather than principles, is a minority opinion among
moral philosophers today. The same is true of Aristotle’s claim that we become
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virtuous by getting into the habit of acting virtuously. I shall argue that Aristotle’s
views are more sophisticated and plausible than they may seem at first glance, and
they have important implications for ethical development and education.

Virtues and Character

If you are a virtuous person, you will act virtuously. If you are not, you may
sometimes act as a virtuous person does, but not for the right reason, as when
someone important is watching. Principles are secondary: though being generous
makes you act generously, you can act on the principles on which a generous person
acts and yet not be generous.

One reason for embracing virtue ethics is that the moral principles on which we
can reach a consensus are usually vague, often in conflict, seldom unexceptionable,
hence not reliably action-guiding. Anyone who has tried to bring moral principles
to bear to convince people, especially businesspeople, that a certain course of action
is right or wrong will know how little use principles are in controversial cases.
Suppose, for example, that you try to use Kant’s categorical imperative to make
a decision. The maxim of your act — the principle on which it is based — must be able
to be a universal law. But it is often not clear what the maxim is, whether there is
only one maxim, whether a maxim is impermissibly ad hoc, or even whether it
might be better for you to act on some maxim if and only if other people act on
a different one. If you undertake to act on some utilitarian principle, as many
economists seem to advocate, you will find situations in which you can maximize
happiness by doing something unjust, such as executing an innocent but undesirable
person. Or you may increase contentment over time by lowering people’s
expectations or curtailing their autonomy. There is also a problem about the nature
of happiness: surely, it cannot be identified with preference satisfaction.
A preference can be based on a false belief or an irrational whim; in such a case,
its satisfaction may do one little good. Aristotle rightly distinguishes between
rational and irrational desires.

So we may prefer to focus on good character and its component virtues — that is,
on what sort of person to be, rather than what principles to follow.

We may define character as one’s typical pattern of thought, desire, and action
with respect to one’s own and others’ well-being and other major concerns and
commitments; so says Kupperman, approximately [1]. According to Aristotle, we
have certain enduring desires that can serve as premises of so-called practical
syllogisms — in effect, as good reasons to act. These desires do involve our well-
being and reflect our most important concerns and commitments. So a person of
generous character acts generously, wants to do so, and thinks he/she has good reason
to do so. If you are generous, you are and want to be motivated by thoughts like this:
“Jones needs help, so I'll help him.” You not only help your friends and donate to the
needy: you are happy to be generous, ashamed when you act selfishly, disinclined to
respect people who are selfish, and offended by selfish acts. So to be a person of truly
generous character is to have and to want to have a settled disposition to help a friend
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in need, and emotions to match. It entails wanting to be consistently motivated by
a friend’s need. (This is an example of a desire to have a desire, what Frankfurt [2]
calls a second-order desire.) Some of our enduring desires, especially those
concerning the sort of person we want to be, we call values. To have a value entails
wanting to be motivated by certain kinds of desire. If you value generosity, for
example, you want to be the sort of person who genuinely wants to help a friend in
need. A virtuous person differs from a vicious one in taking different and better
considerations as reasons for action.

Allowing that a good act is the sort of act that a virtuous person characteristically
likes to do and does, what makes a trait a virtue, a component of a good character?
Surely, not just that it is the sort of thing that a virtuous person would do. And in any
case, why should you care about what is virtuous and act accordingly? In brief, for the
moment, a life of virtue is a life that is appropriate to human beings, who are born with
the capacity to become highly rational and sociable creatures. To the extent that you
fulfill that potential, you will be a person of good character. It is one of Aristotle’s
primary goals in the Nicomachean Ethics to explore what it means to live a good life,
with which one can be justifiably satisfied. Since human beings are sociable as well as
rational creatures, living a life of good character largely overlaps with living the life
that is best for oneself. In fact, says Aristotle, one’s very survival is a matter of having
a consistent character over time [3]. It should be clear that Aristotle differs from those,
such as Kant, who regard ethics as essentially a constraint on our natural selfishness. Of
course, it can be a constraint in some cases, for there are some things that a virtuous
person does not do.

This is not egoism. The virtuous person is immediately motivated by others’
interests and respects their rationality. But the virtuous person enjoys being the sort
of person who is motivated in that way and has a good life by being rational and
sociable in that sense. So argues LeBar [4], who gives a compelling account of the
nature and importance of being (in Aristotelian language) rational and sociable. He
is one of many philosophers who have recently argued that acting on reasons that
take others’ reasonableness into account is a necessary condition of living well. Yet
there may be some acts that are immoral primarily because they harm the agent in
a certain way: telling a harmless lie, for example.

Virtue involves appropriate feelings as well as desires, as Aristotle suggests in
claiming that character is not just a matter of what you do but a matter of what you
enjoy doing [5]. When you give me a generous gift, I ought not only to thank you but
also to be actually grateful. Ethicists who rely on principles have a hard time saying
why one ever has an obligation to be grateful, or to be a caring, loyal, honest person.

Those who believe that one has such an obligation must defend the view that one
is morally responsible for one’s feelings, which are not typically voluntary. Aristotle
does not claim that you can make yourself feel grateful on a particular occasion, but
he does believe that over time, you can become the sort of person who is grateful on
appropriate occasions and has the right feelings and desires generally [6].

Aristotle is taking a position that is clearly different from utilitarianism, partic-
ularly the kind, embraced by many economists, that equates the good with desire
fulfillment. Aristotle holds that not all desires are equally worthy of fulfillment, that
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one can desire the wrong sort of thing, have the wrong sort of disposition, and even
have the wrong sort of interest. Getting what one wants, whatever one wants, is no
guarantee of a fulfilling life. No less important, Aristotle holds that one can decide
what one shall want. Character formation is a matter of developing certain interests,
cultivating certain desires, and welcoming certain emotions. And how should you
decide which interests, desires, and emotions they should be? What sort of person
should you become? The short answer is that the desires — and dispositions and
emotions — of a good person are consistent with the rational and sociable nature of
human beings. It is clear that character formation — in particular, forming the right
habits — is crucial for Aristotle.

Emphasizing character and virtue does not undermine principles. On the con-
trary, to understand a virtue is to know what principles it generates. Hursthouse [7]
uses the term “v-principle” to designate a principle that is definitive of some virtue.
Consider generosity, for example. To be generous is, among other things, to be
prepared to act on the principle that one should happily lend money to needy friends
even if they may not be able to pay it back. But if you are a generous person, your
immediate thought in deciding to lend the money to a friend is not that one ought to
be generous under certain conditions but that Jones needs help. That need is your
motivation — a reason for action, from your point of view. V-principles are limited
in scope in a way in which Kantian or utilitarian principles are not, but they may be
more useful in complex situations and will more likely enter into your deliberation.

Virtue ethics seems a bit vague; indeed, Aristotle repeatedly acknowledges that
ethics is not an exact science. V-principles help clarify what generosity and other
virtues require of us and why, but they do not make ethics exact. There are no
v-principles that tell us exactly how needy Jones should be to qualify for a loan or
how much money you ought to lend him. Aristotle offers some help, but no
precision, in saying [8] that we should be generous and avoid the extremes of
wastefulness on one hand and taking more than one’s share on the other. There are
no algorithms that show us how to prioritize competing principles. If we did have
(let us call them) metaprinciples governing the application of principles, then we
would need metametaprinciples governing the application of the metaprinciples,
and so on to infinity.

Most people, including many philosophers, are confident that a normal person
can determine the right thing to do in simple cases and act accordingly. But how
does the normal person acquire this ability and more sophisticated ones, and how
are ethical judgments justified?

How We Begin to Acquire Character

Aristotle gives his account of character development in the early chapters of NE II.
One acquires character: a typical human being is born with the capacity to be
courageous or cowardly or otherwise virtuous or vicious, but does not naturally
possess any virtue or vice. One acquires (say) bravery by acting as a brave person
acts until it becomes a habit, much as one becomes a harpist by playing the harp.
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One’s decisions create one’s character [9]. In learning a virtue, you learn to avoid
excess and deficiency — for example, recklessness and cowardice. You cannot
become a good person by studying ethics as a purely philosophical subject: that
would be like trying to achieve health by listening to what a physician has to say
about health and not acting accordingly [10].

But you can practice badly over a period of time and thus become a bad harpist;
so a teacher is required. Similarly, you can set out to practice acting courageously
but fall into the habit of acting in a foolhardy way. To avoid this, you need moral
guidance, which typically comes from your community — plausibly enough,
since Aristotle believes that the virtues characteristically contribute to one’s com-
munity — or from your parents. Both may provide important role models. You
should start doing the right things early in life and, thus, develop good habits and in
due course become a good person.

Rules can play a part in your early development. Telling a child not to lie, for
example, and enforcing the rule against lying will help get the child into the habit of
telling the truth. The enforcement mechanisms are pleasure and pain — reward and
punishment, as we might now say. It follows that the development of character
requires that we learn to enjoy right actions and find wrong ones painful. This is
consistent with Aristotle’s view that good character is a matter of enjoying the right
sort of thing. But adult education is, as we shall see, more than habituation: for those
who have moved beyond reaction to reflection, education is about reasoning [11].
Later in life, we learn that there may be circumstances in which lying is appropriate,
as when the dictator’s secret police come looking for your friend. But we are likely
to tell even a necessary lie with some feelings of repugnance, thanks to the habit of
truth-telling with which we have become comfortable.

I have claimed that Aristotle takes feelings to be an important part of virtue. It is
a person of good character who, needing to act rightly in the face of danger,
willingly braves the danger and acts. But Aristotle demands more: the truly
courageous person does not have to push aside any serious temptation to cut and
run. Whatever one’s feelings of fear, one faces the foe or takes the risk with alacrity.
But as Aristotle shows in his discussion of akrasia (usually translated weakness of
will or incontinence) in NE VII, one may truly want to be courageous and sincerely
believe that a courageous person will join in this attack, but run the other way
nevertheless. Or one may join the attack by overcoming an almost paralyzing fear
and running towards the enemy while wishing it were not necessary to do so and
hating every second of it. Or one may foolishly believe that there is nothing to fear.
In these cases, one falls short of true courage. Preparation in the form of repeated
drilling can help soldiers face the enemy bravely.

In a workplace, a strong corporate culture may support good or bad values, in
part by habituating people to certain ways of acting. Role modeling can be
effective, as can talking openly about corporate values, and about a corporate
mission with which employees can identify. Rules too, including ethics codes,
may enforce good habits, particularly if people understand their rationale.
Employees’ attitudes are important, but punishing free riders for violating the
rules will encourage those with positive attitudes [12]. In some cases, coordination
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will require rules. How people talk will affect how they frame situations, but role
modeling is more effective than rules for encouraging certain kinds of speech. We
are usually happy to emulate those that are widely admired, but we do not like
speech codes.

Developing Character

Becoming virtuous is a little like learning to play the piano: it is a matter of practice,
practice, practice. When you start learning and your mother makes you practice an
hour a day, you are not good at it and you do not enjoy it very much. As time goes
by, though, and you keep at it, your playing improves and you begin to enjoy it.
Gradually, you learn that playing well is not just a matter of hitting the right notes:
expression counts. If all goes well, in the end, you play superbly and get extraor-
dinary pleasure from it. You also learn some of the technical aspects of playing, and
you can say why Glenn Gould sounds better than Liberace. You may become
a virtuoso.

Character develops in a similar way. A virtue is a result of habituation, Aristotle
says, but practical reasoning comes in as well. Little Philip begins to learn courage
by doing as his parents say in taking or avoiding risks and by following the
examples of others. If he follows bad examples, his parents and others correct
him. In this way, Philip gets into the habit of performing brave acts, on the whole,
but even then, he is not fully courageous. For one thing, he makes telling mistakes.
He cannot quite distinguish between courage and machismo, for example; so he
sometimes takes inappropriate risks because his peers are doing so or because
Andrea is watching. He is fairly good at doing and avoiding the sort of thing his
parents have taught him to do and avoid, but he does not extrapolate very well from
the paradigm cases. Even when Philip gets it right and takes the right amount of
risk, he does so without thinking about (or having thought about) why what he has
done is courageous. This is because he has no basis for distinguishing between, say,
courage and recklessness; so he accepts the right amount of risk by luck, for no
particular reason.

If he comes to know what courage is and what it requires, Philip can distinguish
the courageous from the macho and is more likely to follow the former rather than
the latter. The knowledge of what courage is entails knowing why courage is a good
thing and recklessness and cowardice are not. Philip might come to believe that
courage is the sort of thing that good soldiers have and the rest of us do not. Then,
cowardice is a matter of being unsoldierly in certain ways. If he were to learn from
the words of Socrates and Plato, as Aristotle did, then Philip might broaden his view
and come to believe that courage is a matter of fearing what is truly dangerous and
acting accordingly. But Aristotle does not believe that one can acquire the kind of
knowledge of courage that a mathematician has of a circle.

Courage entails understanding the value of things. Risking your life to recover
a toy that your child has tossed into a lion’s den is reckless, not courageous. Risking
your life to repel an armed invasion is courageous if you have good reason to value
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the security of your country very highly, as you almost certainly do. To be fully
courageous requires Philip to have a clear idea of what his values are and to be
concerned about them — to be concerned, that is, about the kind of person he is.
Knowing what courage is and why it is important to act courageously enables Philip
to be confident in his belief about what is the courageous thing to do in a particular
situation. Clearly, all this demands a high level of rationality.

Socrates was wrong in thinking that knowing what courage is is a necessary and
sufficient condition of being courageous. He was probably also wrong in thinking
that we can give a neat, unitary definition of courage or anything else. But being
able to give some sort of account of what courage is, perhaps by stating certain
v-principles, is surely a contribution to one’s ability to act courageously. If Philip is
rational, he acts courageously because he values courage and knows what it looks
like in practice. To value courage is to want to be a courageous sort of person. If
Philip wants to be courageous but is overcome by stark terror in the presence of
danger, then his desires are incoherent, and he is irrational in that sense. To value
courage without knowing what it looks like in practice is to value something
without knowing what it is. It is not clear that that is even possible, and it is surely
irrational in some way. Not to value courage at all is also irrational since courage is
a necessary component of a good life.

Rationality of this sort is necessary for courage, according to Aristotle, but not
sufficient. Aristotle holds that one has to have the appropriate emotions in support
of one’s reason. If Philip is really scared and would much rather not do this
courageous thing but does it anyway while wishing he were not called upon to
act courageously, then he is not truly courageous. Recall that according to Aristotle,
character is a matter of what one enjoys doing, and virtuous people enjoy doing
good things [5]. We should not interpret him as saying that if you are truly
courageous, you will find that risking your life is a lot of fun, but there is satisfaction
in doing one’s duty. True virtue engages our emotions. We ought to be angry when
wronged, determined when going into battle, grateful when done a favor, and
cheerful when giving. Grudging action is not enough; you must genuinely want
to do the right thing. Having a virtue is a matter of having certain desires and
wanting to have these desires. You want to want to act courageously; you do not
want to have a desire to run at the first sign of danger.

Acting out of inordinate fear is irrational if, as is likely, one is acting against
one’s values. I may have good reason to believe that in the long run, an investment
in a randomly selected portfolio of a dozen stocks is superior to an investment in
bonds, but I may nevertheless choose the latter because short-term fluctuations
make me very nervous. In this and many other ways, we are all sometimes
irrational. Our values and some of our desires are inconsistent: we want what we
wish we did not want, sometimes because emotion plays an inappropriate role, and
we act on desires that are inconsistent with our values and not on those we know we
should be acting on.

Although rationality and clarity about what one is doing are very important, even
the most virtuous and rational person sometimes finds it impossible to say precisely
what is the right thing to do and why. Even if over time Philip becomes able to
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understand that courage is a matter of fearing what is really dangerous, it is often
impossible to estimate danger accurately, particularly as there is always the possi-
bility of rationalization, under emotional pressure or otherwise. That is one reason
why it is important to have the right emotions. True courage does not require that
Philip be able to say precisely why he decided to perform one act rather than
another in this situation. There is no algorithm for determining what is truly
courageous — at least none that is useful at the time of decision. So it is with
many crafts. A good comedian — one of Aristotle’s examples — cannot reduce humor
to a series of propositions about what makes people laugh and what does not.

This indefiniteness, reminiscent of intuitionism, may seem to undermine the
rationality of virtue. The reasons that the agent can give for what he/she does do not
always suffice to show why he/she should not have done something else. In the area
that lies beyond rules like “fear what is truly fearsome,” wise and good people
follow their intuitions and emotions and usually satisfy themselves and others. But
many people, not least businesspeople, think themselves wiser and better than they
are and have far too much confidence in their own intuitions. Virtue is hard because
people are irrational.

Free Will

People of strong character can resist the pressures in the environment; they have more
autonomy than those who succumb against their better judgment or just do not
recognize the pressures that influence them. Autonomy in this sense — the ability to
form and act on intentions that are based on one’s well-considered values — is
virtually equivalent to practical wisdom (phronesis, sometimes translated “pru-
dence”), which is a necessary and sufficient condition of good character. But we do
not withhold blame from the weak-willed: their lack of self-mastery, as Adam Smith
called it, is a fault in them. Character development aims at something better. We are
ethically obligated to acquire the right traits and desires and the ability to act on them.

There is a possible problem in Aristotle’s account, however. He holds that one’s
family and community strongly influence character development. If you are fortu-
nate, your parents and fellow citizens will offer you good role models, rewards and
punishments, and ethical education. But what if you are not so fortunate? Is it your
fault if your family and your community are bad and raise you accordingly?
Aristotle claims that you are jointly responsible for your character [13], but it is
hard to see how you can be responsible for your character at all if you cannot choose
your family or your community.

Aristotle is well aware of factors that do or do not make actions involuntary and,
thus, beyond the reach of praise or blame. That is the topic of NE III, especially
Chaps. 1 and 46. Acting under physical compulsion is an example of an involuntary
action. But if you do something wrong because you are drunk, it is your fault
because you voluntarily drank to excess [14]. Ignorance of a certain kind may also
excuse you: you may know that trespassing is wrong while not knowing that you
have strayed onto my property. In this case, you know the universal but not the
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particular. (Whether your ignorance is a legal excuse is another matter.) But if you
know that selfishness is wrong but fail to see that what you are doing is selfish, or if
you wish you were not selfish, you are responsible. Nor does any other sort of
weakness of the will excuse you. Aristotle says that your choices form your
character [15]. If you are responsible for your character in that way, you are also
responsible for what appears to be good because your character determines what
seems to you to be good [16]. If demanding more than your share seems to you
simply a case of standing up for yourself, or if you are insensitive to some ethically
salient aspect of a situation, there is a problem about your character.

Aristotle does not contemplate the determinist objection, familiar in recent
centuries, that the decisions we make as we develop a character are themselves
the products of unknown preexisting conditions beyond our control and knowledge.
One likely reason for Aristotle’s apparent failure to face this problem is that he does
not embrace causal determinism generally. According to his science, things happen
always or for the most part, he often says. There is teleology in nature. Necessity
does not govern all events. There are accidents.

Yet it is arguable that Aristotle’s position on free will is not far off the mark. It
makes sense to think of free will as the ability to form and act rationally on
intentions that are in turn based on rational values and desires. Akrasia is a good
example of the absence of free will since your will is weak rather than free and
effective. In a state of akrasia, you are influenced by inappropriate factors in your
environment or by your own psychological pathologies not to act rationally, and the
reasons you offer for your actions are rationalizations at best. On this account, free
will is a matter of degree. So, arguably, are praise and blame, because one may be
more or less susceptible to them. (But the appropriateness of praise and blame does
not track precisely with its effectiveness, or with freedom of the will.) Paradoxical
as it may seem, one may not be able to decide whether to have freedom of the will.
One’s ability to act freely can be a matter of luck in upbringing or in some other
respect.

Aristotle does not believe that one is a passive victim of one’s desires, however,
and he is surely right. Elster [17] advocates “self-management” to keep inappro-
priate desires and emotions from diverting us from our most rational intentions.
This may involve staying away from situations in which we are vulnerable, as well
as what Elster and others call “adaptive preference formation”: we cultivate certain
desires that support us in acting according to our values. This presumably includes
getting into the habit of acting as if one had certain preferences and certain reasons
for action and eventually coming to have them. So we develop habits of desire and
of reasons for action and not just habits of action. “Assume a virtue if you have it
not,” Hamlet urges Gertrude. He suggests that she refrain from having sex with
Claudius that night, and the next, and over time it will become easier to abstain.
“For use can almost change the stamp of nature” (see further Audi [18]).

If this account of free will is correct, then at least some claims about free will are
empirical claims. Social psychologists do research that tells us whether and under
what circumstances people act on rational deliberation. For managers and manage-
ment theorists, those findings will have practical implications. If one is to influence
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the behavior of employees and others, it is useful to know to what extent they do act
on their values, as opposed to social pressure of some kind. But there are ethical
issues as well (not that ethical and psychological issues can be easily distinguished).
To motivate employees in ways that ignore or undermine their values — managing
by fear, for example, or lies — is a form of manipulation that undermines the
character of agent and victim alike.

Framing

Aristotle claims that if you are a person of good character, you perceive a situation
rightly. Getting it wrong — failing to grasp the ethically essential features of the
situation — is a sign that you have a character flaw. A good person will perceive that
a certain act is courageous rather than foolhardy, generous rather than vainglorious,
and will act accordingly [19]. Aristotle also claims [20] that one can go wrong in
apprehending a situation under the wrong universal — that is to say, under
a description that is not the most salient one, even if it is true. For example, one
sees a piece of food as delicious rather than fattening.

Aristotle is talking about something like framing, which is easy to get wrong.
Tversky and Kahneman [21] did an experiment in which people strongly preferred
a state of affairs in which 25% of some population would survive some event to
one in which 75% would die. This indicates serious irrationality; in particular, it
suggests that people may make judgments and take actions in large part on how
they describe a complex situation to themselves — differently according to which
of two logically equivalent descriptions they attend to. The same is true of
situations in which one act admits of different but compatible descriptions. You
can frame eating a doughnut as a pleasurable experience or a fattening act, as it is
both, but a person concerned with health should take the second way of framing
rather than the first as salient. In some cases, the problem is that the agent acts on
a description that is misleading or false. So it was not difficult for those in
financial services to mischaracterize the risk that they were taking for their
customers, by focusing on the profits to be made so long as things went well
(see further Werhane [22]).

Your environment will influence the way you frame a situation: you will likely
do it as others do it, as is the custom in your profession, as the client wishes,
etc. (see Bazerman and Tenbrunsel [23]). One way to interpret the Milgram [24]
experiment, for example, is to say most of the participants did not see themselves as
causing pain to an innocent subject but instead as following directions and helping
Dr. Milgram in his important work. Your self-image will be influential as well: you
are likely to describe your failure to confront the boss as a piece of thoughtful
diplomacy, whereas others will see it as self-serving and cowardly. Your interests
will influence the framing as well: you tend to argue for the moral rightness of
actions that favor you. This is a form of rationalization, in which one begins with
a conclusion and then attends to the features of the situation that support one’s
conclusion — the opposite of the way in which Aristotle claimed that ethical
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reasoning should go. No doubt something like this afflicted the Arthur Andersen
accountants working for Enron. A person of good character, on the other hand,
perceives the situation correctly — notices and evaluates aspects of the situation that
are lost on people of lesser character.

That is not easy and not as common as we might suppose. Doris [25] and others
have claimed on the basis of evidence from Tversky and Kahneman, Milgram, and
others that there really is no such thing as character as we understand it: there is
only the immediate environment. Perhaps, a safer inference would be that the
character of many people is weak. But that is not universally true: a significant
number of the participants in the Milgram experiment refused to cooperate beyond
a certain point, presumably because they did have enough character to understand
and assess what was really going on.

The experiment supports some points made earlier. A strong corporate culture
may cause one to act against one’s values, but a culture may support good values, in
part by habituating people to certain ways of acting. Role modeling can be
effective, as can talking openly about corporate values. Rules too, including ethics
codes, may enforce good habits, particularly if people understand their rationale. In
some cases, coordination will require rules. How people talk will affect how they
frame situations, but for encouraging certain kinds of speech, role modeling is
better than rules.

A similar kind of framing is at work in developing strategy; so says Rosenzweig
[26]. Skilled strategists are aware of the data that analysts gather; they know many
techniques for using the numbers in assessing the prospects of strategic business
units. A good strategist can see threats and opportunities behind the numbers. It is
amatter of knowing which factors are salient in a particular market — product quality,
manufacturing cost, logistics, image, market share, and even quality of management.
What is salient will differ from one market/product to another, and the ability to
analyze a market involves knowing what is salient. There may be a rule of thumb that
market share matters more in the fast food business than elsewhere, but that rule can
be overridden by factors like bad management, and it applies better in East Chicago
than in East Vassalboro. It normally takes years of experience —habituation, we might
say — to develop a reliable ability to see what is salient. This is similar to the way in
which virtuous people see ethically salient features of situations that improperly
habituated people do not see or do not consider reasons for action.

But Rosenzweig goes further and claims that character is as important as
analytical skill: a manager must resist the pressure to do what is safe and standard,
what worked last time, and what will not expose him or her to criticism if things
do not work out. A weakness of character can affect one’s ability to understand
a strategic opportunity, as when one looks at a promising opportunity and sees it as
unpromising because a failed attempt to exploit it might expose one to ridicule.

Appropriate emotions assist correct framing. Aristotle notes that an irascible
person will take offense too readily, whereas a phlegmatic person will not be angry
even when anger is appropriate [27]. You should be grateful for kindnesses, angry if
and only if you are seriously wronged, sympathetic towards the wretched, and glad
to help your fellow citizens. The person of good character has an enjoyable life
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doing good things, unless misfortune intervenes. From Aristotle to Robert H. Frank
[28], philosophers and others have argued for having the right emotions and
intuitions, rather than none at all. Without them you may be no more than
a clever rationalizer, and at worst a sociopath. With the wrong ones, you may be
moved to act wrongly. As in the case of gratitude, however, you cannot simply
choose to have a certain emotion in a particular situation. Yet as Hamlet implies in
speaking to Gertrude, you can sometimes cultivate emotional reactions over time,
by habitually acting as though you were grateful or brave or delighted with your
friend’s success.

Through habit, we can develop good ways to act, to analyze, and even to feel.
But there is reason to doubt that the ability to frame correctly, and reflective ability
generally can always be produced entirely by habitual action.

Rational Reflection

On the Aristotelian view, the great question of ethics is: “What sort of person do
I want to be?”” The sort of person you are determines what your interests are; so the
Aristotelian question is in effect asking: What do you want your interests to be?
This question ought to be part of anyone’s education. Do you want to be the sort of
person who can enjoy only overwhelming financial success? Or the sort of person
who enjoys a life in which work plays an important but not dominant role and in
which that work offers challenge, variety, growth, association with interesting
people, and compensation that lets you live comfortably? The question is not
which one you prefer. It is a higher-order question about which one you would
choose to prefer if you could make that choice. It suggests that one ought to have
desires that are rational at least in the sense of being consistent with one another and
with one’s values over time, and actions that are consistent with one’s desires; so
Aristotle says [29]. He is echoed by psychologists like Chaiken, Giner-Sorolla, and
Chen [30] and Haidt [31]. It is not a straightforward question about self-interest, but
according to Belk [32] and Kasser and Ryan [33], cited in Haidt [34], most people
who have strong personal connections are happier in the end than those who give
the first. Humans are, after all, sociable creatures, says Aristotle; it is not contrary to
our nature to be virtuous. According to Aristotle, virtue is a matter of identifying
and acting on reasons that take into account our nature and what it implies about the
good life.

Becoming the right kind of person and acting accordingly is extraordinarily
difficult. Mere habituation will not suffice; the process requires rationality in
working out what one ought to be and do. Aristotle’s model of rationality is the
practical syllogism, which begins with a statement of what one wants and ends with
an action. This seems straightforward: I figure out what is good for me and act
accordingly. But as Aristotle himself acknowledges in his acute discussion of
weakness of the will [35], it just does not always work that way. As a host of social
psychologists have argued, most people are not very good at determining what is
good for them or, even if they succeed in that, at acting accordingly.
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Aristotle has high standards for rationality. It is not just a matter of the efficiency
with which a means leads to the satisfaction of some desire, as Hume and many
mainstream economists hold. It is not only irrational to value health while eating
and drinking to excess, smoking, and avoiding exercise; it is irrational not to value
health at all. It is also irrational to have inconsistent values and desires, or to be
unclear about what one’s values are.

In a book that has influenced a generation of business ethicists, MacIntyre [36]
argues that one of the characteristic problems of modern liberalism is that it takes
rationality to be about means rather than ends and is therefore neutral on the value
of ends. Maclntyre suggests what Aristotle asserts: that the ultimate end for any
person is to live well, hence to be virtuous. As noted earlier, Aristotle believes that
premises of certain syllogisms can be known without being seen to follow from
other premises. So certain truths about the nature of human beings are knowable
even if they are not conclusions of sound syllogisms, and it would be unreasonable
to reject them. The idea that ethics can be read off from human nature has limited
appeal nowadays, particularly to those who are less certain than is Aristotle about
what is natural and what is not. The opposite extreme, the idea that living well is
just whatever an individual decides it is, seems equally implausible. But we can set
some limits on what could count as a good life by trying to imagine, for example,
how impoverished our lives would be if we cared so little about one another that no
person’s well-being provided any other person with a reason for action.

Consider Smith, a woman who gets on well with people of other ethnic groups.
When she was a child, her parents told her that all races are equal, and they
policed her language as well as her actions. They saw to it that she became
accustomed to hanging out in diverse company, and she now enjoys doing so.
When she says that she judges people by the content of their character, she means
it. She is in a better position morally than a person who has acquired no such
habits, and who reacts to human differences in a way that reflects our hard-wired
tendency to favor our in-group. But there are some racial issues that are not
amenable to habit-formed intuitions: think of affirmative action and racial profil-
ing, for example. She is able to think about these issues fair-mindedly, and that is
good. But the best intentions and attitudes are not enough. She needs to reason
about the issues and to reflect on her own thoughts and emotions. She therefore
needs to bring to bear some principles that support her intuitions or raise
difficulties about them.

All this requires adult education in what Aristotle calls dialectic, and to that we
now turn.

Principles and Dialectic

Beyond a good upbringing and maturity, what more might be needed to make one
virtuous? Consider Jones, who is well brought up and has good habits, including the
habit of candor. If he chops down a cherry tree, he will readily admit it. If he is
asked his opinion, he offers it accurately. But a problem about candor as a habit is
that it is not always appropriate. If Mrs. Jones asks Jones whether she looks fat in
a certain dress (as she does), he ought to answer with care. It pains him to lie, but
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telling the truth will bring a different sort of pain. Jones must understand when and
why something less than candor is called for in situations like this as well as others
that are more serious. The mere habit of candor does not suffice.

Another problem is that most people do not have virtues that carry over from one
sort of situation to another. Social psychologists have discovered that people are
often just or conscientious or courageous or even talkative in some situations but
not in others. Developing the habit of being conscientious about feeding one’s dog
does not necessarily contribute to the habit of being conscientious about showing up
for work on time. As I have noted, some philosophers have inferred from these
discoveries that there is no point in talking about character. Others, including
Alzola [37], are not convinced.

It is axiomatic in the military that courage is the product of preparation. Soldiers are
endlessly drilled so that they will readily act in combat as they have in training — that
is, they will act courageously. But this sort of training will not make it any easier for
them to face the dentist’s drill or save the boss from a serious mistake by offering
a frank warning. It may even make it harder to summon up the courage to refuse to fire
on innocent civilians when ordered to do so. Sometimes, psychological traits cross
moral lines in disturbing ways. Asch [38] discovered that subjects who were able to
ignore peer (i.e., confederate) pressure and give accurate estimates of the comparative
lengths of lines tested poorly on cooperativeness and congeniality.

It will be helpful for people with some good habits to consider why these habits
are virtuous — that is, for example, what is involved in being just and how it
contributes to a good life. From this consideration will emerge some broad princi-
ples concerning the nature and application of justice. Simply knowing these
principles will not make the agent just, as Aristotle often says, though it will
help. There will still be some difficulties in applying the principles in certain
cases. As the previous section indicates, the agent will need a certain kind of
perception to decide and act justly. So, for example, a just person not only will
espouse equal pay for equal work but also will see a female colleague as a colleague
rather than as, say, the lady manager.

This is not as easy as it looks, according to Bazerman and Tenbrunsel [23] and
many other social psychologists. We convince ourselves that we are fair-minded
people and that our judgments on women and others are made on the basis of
pertinent evidence, however prejudiced they may actually be. But one can avoid
even the most obvious inferences from one’s espoused principles. Think of our
enlightened Founding Fathers, who in the Declaration of Independence declared it
self-evident that all men are created equal but later in that document charged King
George with having encouraged slaves in America to revolt.

Fully developed character entails making good judgments on the basis of
good principles. Aristotle holds that one arrives at acceptable judgments and
principles by the process of dialectic. This process usually starts with common
opinions, or at least the opinions of those widely regarded as wise people.
The objective is to find as premises of practical syllogisms principles that are
consistent with those opinions and explain them and eliminate the opinions that
are wrong [39].
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Aristotle’s view, laid out in NE 14, is that a good upbringing that inculcates good
habits prepares one for consideration of definitions of the virtues. A person who is
well brought up and has good habits is capable of making correct judgments about
individual cases of virtue and vice and capable too of making somewhat more
general judgments. Aristotle undertakes to go further, however, and illustrate how
we can justify these judgments by coming to understand justificatory principles
(archai), which typically take the form of definitions of virtues, which presumably
generate v-principles. We collect common opinions, giving preference to those of
wise people, and then look for principles that show why they are true and thus
justify them — most of them, that is, since some will be shown to be false. When
Aristotle speaks of beginnings, he sometimes has in mind what we would consider
moral principles, while at other times he is thinking of particular moral judgments.
The ambiguity is confusing, but he explicitly claims that a starting point of an
argument that leads to a principle is called a beginning while the principle itself is
a beginning in a different sense: it is the starting point of the justification of
a particular judgment [40]. He sometimes distinguishes the two kinds of beginning
by saying that particular judgments are known to us whereas the broader principles
known by nature. So the broader principles justify some of our particular judgments
and rule others out.

Here, we may think of Rawls’s [41] reflective equilibrium: one compares one’s
principles with one’s judgments about particular cases and adjusts both in an effort
to make them consistent. Neither the principles nor the judgments are prior; each is
subject to adjustment by reference to the other. If our principles are nothing more
than the result of rationalizing the intuitions on which we act, then our intuitions are
prior in an impermissible way and likely not very good. If we embrace principles
that have no connection to our intuitions, they will have little credibility.

It seems unlikely that we shall ever reach a consensus on how to apply the
principles on which we agree and not only because unforeseen situations will
forever arise. Aristotle does not believe that the knowledge of ethical principles is
unassailable, or their application always straightforward. He takes them seriously as
a carpenter or a navigator [42] or a physician or a comedian [43] must take seriously
the principles of carpentry or navigation or medicine or comedy, but not as the
geometer takes seriously the principles of geometry [44]. The difference is
important: we know just how to apply the principles of geometry to a geometry
problem, even a problem in actual space and time.

However much skill one acquires in developing principles, the possibility and
the temptation to rationalize — in particular, to assess situations according to one’s
own interests or prejudices or by social pressure — will often arise. Becoming able
not to rationalize is more than a matter of rational skill: it requires habituation, good
principles to refer to, and rare self-knowledge. Aristotle sets a high bar in saying
that in ethics as elsewhere nous (understanding that is not purely inferential) should
be part of our perception and that the intuitions of an ethical person will incorporate
the right principles into a particular judgment.

In the case of wide reflective equilibrium, so called by Daniels [45], we bring in
pertinent science and other facts as background. Irwin [46] finds in Aristotle what
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he calls strong dialectic, which resembles wide reflective equilibrium in that it too
incorporates not only pertinent facts but also Aristotle’s analysis of them.
Aristotle’s metaphysical works supply him with a conception of substance (it is
the individual essence) that derives from common opinion but is superior to it
because it makes sense of it. It explains our ability to say, for example, that this
thing is the same one we saw yesterday though it has changed a bit, and it avoids
certain puzzles to which unaided common sense may be subject (e.g., you cannot
step into the same river twice). The notion that a substance has these characteristics
and that a human being is a substance underlies Aristotle’s arguments in De Anima,
his primary work on psychology.

When he comes to the Nicomachean Ethics, Aristotle can build on views about
persons reached in De Anima in part by dialectic. His Physics, too, is in the
background. He begins his ethical work with a certain view of humankind: rational,
social, ensouled, and endowed with capacities that reflect those features. Not least
important, humans have ends, which help determine the nature of the excellent life.
So when Aristotle undertakes dialectical inquiry in the Nicomachean Ethics he is
dealing not only from common opinion but also from his own views about human
nature and the good life. These views do not radically undermine commonly held
opinions but usually sharpen them.

So, for example, Aristotle dismisses the preference fulfillment conception of
human good by saying [47] that no one would choose to live a life with the intellect
of a child and a child’s idea of fun. Why not? Can Aristotle be sure that any reader
would agree with him? But Aristotle has already argued, with his metaphysical
views in the background, that the excellent life is about actualizing one’s human
capacities. We may be inclined to agree with him; if so, our assent will probably have
something to do with our own consideration of what makes a life worth living, based
in part on our own views of the nature of humankind. We do not envy the happy idiot.

Similarly, when we consider business ethics dialectically, we have as
background some notions of the purposes of business and of what is likely to
achieve those purposes. Most business ethicists accept the increasingly widespread
view that capitalism is a source of prosperity but that it must be restrained in some
areas. Most of us believe that work and autonomy can be mutually reinforcing but
often are not and sometimes cannot be. Most of us oppose discrimination on the
basis of irrelevant personal attributes. Most of us can identify instances of bad
behavior in organizations and in markets. It is important to have some guidelines for
thinking more thoroughly about those issues; so there is a place for dialectic in
a business ethics class. But that is not all that can be done to contribute to our
students’ character formation.

Teaching Character

Most who teach business ethics do not claim to improve their students’ character.
Typically, a course in business ethics gives students tools — usually principles —
for making ethical decisions. Students familiar with cost-benefit analysis will
grasp utilitarian theories without difficulty. They will understand justice and
negative rights pretty well. Yet all this may not convince them that they have
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good reasons to be ethical. So one might concede that a course in business
ethics does not make a student ethical any more than a course in finance makes
a student greedy.

Skepticism may be a problem as well. Insofar as moral philosophers claim that
ethics is primarily about principles, they may be setting their students up for
disappointment and cynicism. Students will realize, with or without the instructor’s
help, that applying different and sometimes competing moral principles to complex
situations in the real world is difficult; in fact, it seldom settles a disputed case. They
may even doubt the principles themselves, particularly if they have been encour-
aged to question the facile pieties with which they grew up. Making ethics entirely
about principles does not imply that there is no fact of the matter, but it may leave
that impression.

Ethics taught from a virtue perspective, on the other hand, ought to recommend
itself to students. However thoroughly business students may be steeped in the
language of maximization, most of them want to think of themselves as trustworthy
and courageous and would object to being called snakes or wimps. They sense that
there is something undesirable about being that kind of person. Virtue ethics in the
Aristotelian tradition takes the position that ethics is about the good life, a life
which one has good reason to live. To take virtue ethics seriously is to have a sense
of why one should be ethical. In that respect, a course in virtue ethics will be more
ambitious than a course that just considers principles. But Aristotle holds that
becoming ethical is a long process, which begins in childhood. How much can be
accomplished in one semester?

One criticism often made of business ethics courses, and other ethics courses as
well, is that students have already learned ethics, for better or worse, before
they get to kindergarten and that therefore a course will do them no good. Here,
Aristotle would agree in part. Youngsters learn virtues as habits; then, at a certain
point — long after kindergarten — they may reason about them. But Aristotle sees
dialectic as picking up where habituation leaves off and turning a critical eye on our
principles and intuitions and criticizing each with an eye on the other. This process of
advanced character development is far from the revaluation of all values, in
Nietzsche’s words.

Successful dialectic requires a certain attitude towards dialectic itself — a
determination to be guided by its conclusions rather than by one’s prejudices.
To understate, that is difficult. Aristotle says again and again that mathematical
certainty is not available in ethics. In dialectic, in particular, one has the option to
adjust one’s individual judgments or one’s principles, and there are no clear rules on
when to do which. (Something like this can happen in science as well.) No doubt
that is a matter of good character.

The case study method suits business ethics as it suits strategy. In a typical
strategy course, the students read a text and then consider case studies that invite
them to apply the strategic principles stated in the text. This is the beginning of the
process of developing and refining their habitual ways of thinking about strategy. In
real-life corporate strategy, there is much to be said for trusting the intuitions of an
intelligent and experienced person with a good track record. When a manager
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makes decisions about the strategies for certain business units, there will be some
easy cases. Where the market is growing and the unit is dominant, reinvesting for
growth is the obvious strategy. But there are nonobvious cases, as when a group of
weak units can together achieve economies of scale or use slack resources, or when
one’s competitors have serious weaknesses. There is seldom any algorithm for
inferring the correct strategy from the available numbers, but some managers are
consistently better than others at knowing which description of a strategic situation
is the salient one. Their record of success is evidence of their skill.

Case studies do much the same work in ethics. They exercise students’ judgment
about particular instances of principles, including situations in which justice and
economic efficiency conflict. In looking at a case and considering what its salient
features are, students are developing framing ability and thus practical wisdom and
thus good character. Simply understanding that there are many ways in which
a situation can be framed will improve students’ ability to frame. There is no
substitute for actual experience, in strategic management or in ethics. We have
noted that Aristotle says [48] that one cannot achieve virtue just by philosophical
argument, but one can help students make the most of their experience, including
the experiences that they had early in life.

Business students are not naturally rapacious, nor is there any good reason to
believe that their parents and communities have made them ethical predators,
though they may have heard that success in business requires that of them. Most of
them probably share the common opinions that are the basis of dialectic. On the
whole, they are willing to cooperate with others who are cooperative and to trust
others who are trustworthy. Most students have fairly good values, but those
values will be tested in the workplace. There is some encouraging evidence that
students can learn to recognize the warning signs of rationalization and ethical
anesthesia, so that when they join an organization that is an ongoing Milgram
experiment, there will be a spark of recognition. Beaman et al. [49] show
that people taught about social pressure will be better able to resist it thereafter.
Bazerman and Tenbrunsel [23] argue that instruction in these matters, which
they call behavioral ethics, must be an essential component of any business
ethics course. Lieberman [50] offers evidence that continued discussion in an
appropriate environment — something like dialectic in a good polis — can make
a positive difference. It can at least encourage students to speak in a language that
includes ethical terms.

Aristotle does not claim that those who go through the process of dialectic will
find principles that apply perfectly to complex situations. Ethics still is not
geometry; that is itself a lesson worth learning. But a dialectical conversation
may make one’s principles clearer, though possibly somewhat more complicated
and tentative. Certain of one’s values — for example, those that shape one’s view of
appropriate gender roles — may have to give way. One will have better and more
trustworthy intuitions where principles compete or are hard to apply. If all goes
well, one’s intuitions will lead one to apprehend the situation under the right
principle rather than on a principle that social pressure forces on one, or one that
rationalizes one’s preferred behavior. There is some evidence that such
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a conversation can have good results. It is striking that Haidt, who makes much of
the strength of emotion and the moral importance of intuition, claims [51] that those
with philosophical training are more likely than others to reason through ethical
problems, rather than rationalize, and to act on the conclusions.

A course in strategy teaches students how to choose appropriate long-term
objectives for an organization and then to marshal the necessary resources and
organize them to move in that direction. A course in ethics can help students think
about their own lives in that way. It can raise questions about why someone would
want to pursue a certain sort of career or join a certain sort of firm. So it may help
expose the reasons given as incoherent or based on self-ignorance or peer pressure.

The objective is to help students learn to answer the question “What shall I do?” in
part by asking them to address the question “What shall I be?”” Choosing the long-term
objectives of one’s life is no easy task under any circumstances. One cannot readily
choose which desires to have: many people are perfectly happy to be tempted by
doughnuts, some by dishonesty. Students can, however, do some strategic preference
formation by reflecting on what is most important to them and how to protect it and,
then, trying to form the habit of acting accordingly. They can surely come to
understand how facile and misguided it is to say that ethics is opposed to their interests,
and how they can have something to say about what their interests will be.

If a strong organizational culture can affect one’s character, then the choice of an
employer will in effect be choosing which desires to cultivate — a form of adaptive
preference formation — hence making a significant choice about one’s character.
Aristotle would not accept that choosing the right community is a sufficient condition
of developing a good character, but he does believe that it is a necessary condition. If
you go to work for a rapacious Wall Street firm that demands your whole life and
pays you lavishly, you may well turn out to want to be an overworked shark. If you go
to work for Google, it probably will not be long before you want to be and are the sort
of person who enjoys working in a Google-like culture.

Students can also learn ways to create organizations that are hospitable to ethics.
Some, most famously MacIntyre [52], argue that the profit motive will undermine
virtuous activities in organizations, and among organizations as well. The intrinsic
satisfactions of cooperation, trust, and creativity will be eliminated in favor of
making money, which will become an end in itself, and employees the means to it.
That is exactly what Aristotle says is the characteristic vice of money-makers [53].
MaclIntyre seems to assume that managers are Weberian bureaucrats who treat
employees as cogs in the machine. That is not always the case. Some managers are
aware of the benefits of engendering trust, of permitting employees to be creative,
of convincing them that they all have a stake in the success of the company, and of
persuading them to support its mission rather than be free riders.

Aristotle claims that politics is the culmination of ethics [54]. The politician is
responsible for creating a community that encourages virtue, which is a matter of
rationality as well as of sociability. Aristotle is more optimistic than we are about
the ability of politicians to improve our lives, and in part for that reason he gives
them, rather than the family, primary responsibility for character development. But
good communities are at least necessary conditions of virtuous citizenship, and for
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many of the same reasons, well-designed organizations are necessary to make
working life more hospitable to those who want to be fair, cooperative, trustworthy,
productive, and creative in their work. That is a lesson that all students should learn.

We should not be altogether pragmatic in assessing a course in business ethics.
Aristotle holds that the best life of all is one that is dominated by abstract thought.
That is what one might expect a philosopher to say. But we encourage the study of
the humanities in part because we think there is something to be said for rationality,
subtlety, and creativity of thought for their own sake. A course in business ethics
should aim at these goods, which Maclntyre would probably call internal goods, as
well as at preparing students for a successful and honorable career in business.
Business school need not be only a trade school.

Conclusion

Habituation alone will not make one virtuous, but good habits over many years
can lay the basis for a virtuous life. At a certain point one becomes capable of
thinking rationally about ethical issues and about what influences our ability to
grasp and analyze ethical situations. FEthical education can have an
important role at that point, but it will likely be successful only with those
whose good habits make them amenable to rational thought about right and
wrong.
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Miguel Alzola

Abstract

In this chapter, I submit that virtue theory offers the best framework to account
for our moral experience in life and in the context of business decision-making.
And I argue against an empirically grounded objection to virtue theory, which
holds that character traits of the sort postulated by virtue theorists do not exist
because differences in social circumstances explain people’s behavior rather
than any character trait. The objection does not succeed because virtue is rarer
than we may expect, because the experimental evidence does not support the
claim that character lacks any explanatory power, because virtues cannot be
merely reduced to behavioral dispositions, and because virtue theory is
concerned with the whole span of a human life rather than isolated behavior.

Introduction

A few years ago, my father found a wallet full of cash in the street. No one was
around when he found it. He badly needed the money. He immediately returned the
wallet — with the money inside — to its owner. In time, in the small town where he
lives with my mother, his actions were highly praised. The immensely grateful
owner of the wallet published a small letter in the local newspaper to thank him for
the deed. My father’s friends prepared a large poster with the newspaper article to
congratulate him. His coworkers told him that he did something admirable.

I am pretty sure my father is proud of his behavior now, as is the rest of our
family. But I knew how badly he needed the money at the time. At one point,
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I asked him, simply: “Why?”” He did not say anything about ownership or property
rights nor, in his response, did he appeal to universal principles that everyone could
rationally choose or that no one could reasonably reject. He did not think about the
maxims that would make things go best [1]. Instead, he said that he did not even
think about keeping the wallet, that he was merely doing the right thing, and that he
was raised that way. He went on to say that keeping the wallet is not the kind of
thing he would ever do and that maybe in the back of his mind, he was trying to
serve as a role model for my siblings and myself.

Folk psychology and virtue theory would explain my father’s behavior by
reference to his character traits: “He is an honest man.” Situationist psychologists
and philosophers demur. Trait attributions, they argue, tend to be wildly incorrect,
and we lack scientific evidence that people differ in character traits.

In this chapter, I shall suggest that virtue theory offers the best framework to
account for my father’s behavior. And I shall argue against the standard interpre-
tation of the experimental evidence according to which character traits of the sort
postulated by virtue theorists do not exist. Hence, I shall defend the claim that it
makes sense to continue making character attributions such as, say, the character
trait of honesty to my father. And I shall conclude that such traits merit consider-
ation as virtues, even if they are fragmentary.

This chapter is organized into five sections. In section “Virtue, Ethics, and
Psychological Realism”, I shall briefly introduce and assess virtue theory and
explain why normative ethical theories must meet the demands of psychological
realism. In section “Skepticism About Trait-Concepts”, I shall present a large body
of experimental literature on behavioral inconsistencies that has been interpreted
as a challenge to the existence or the explanatory power of character traits.
In section “Skepticism About Situationism”, I shall make a case against the
empirically based challenge to virtue theory. In section ‘“Probabilistic Traits,
Modular Traits, and Local Traits”, I shall discuss some lessons to be learned from
the experimental results on behavioral inconsistencies. Section “Conclusion”
concludes.

Virtue, Ethics, and Psychological Realism

Virtue theory is already established as one of the four mainstream theories in
normative ethics and in business ethics, along with consequentialism, Kantian
ethics, and contractualism [2, 3]. Roughly, what makes virtue theory unique is its
commitment to the primacy of aretaic terms in normative ethics."

In essence, virtue theory holds that basic judgments in ethics are judgments
about character [4]. As a character-based ethical theory, it embodies two main
theses. First, at least some judgments about the value of character traits are
independent of judgments about the rightness or wrongness of actions. Second,
the notion of virtue justifies the notion of right conduct in a sense that is explan-
atorily prior to the notion of right conduct: the moral value of an act cannot be
assessed independently from the moral value of the person performing such an act
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[5]. What is morally permissible, required, and prohibited is explained by reference
to the states of character of the person in the context of a community in which moral
standards are developed and learned in the same way the language is developed and
learned. Both theses oppose the view that the value of character traits depends on
the value of the conduct that these traits tend to produce and that the concept of right
behavior is theoretically prior to the concept of virtue.

The justification of the virtues lies in the essential role of these character traits in
human flourishing. Virtues are deemed as necessary and as constitutive elements of
well-being. According to virtue theory, human flourishing is the primary concept in
ethics, from which we derive the virtues and then proceed to infer the criteria of
rightness.” An action is obligatory, virtue theorists believe, if and only if it is what
an agent with a virtuous character would do under the circumstances. And an action
is wrong if it is not what the person of good character would do given the situation.
By constituting his flourishing, the virtues benefit its possessor as a human being.
He flourishes only if he is virtuous because human nature is such that flourishing for
humans requires us to live in a virtuous way.

Virtue theory is said to fare better than rival ethical systems because it provides
a better fit with our moral experience in life and in the context of business decision-
making. We do not judge nor make decisions on the basis of the abstract rules
or universal principles postulated by Kantian theory, consequentialism, or
contractualism. Rather, we act on the basis of whether our behavior fits well with
what a person of good character, a role model, would do under the circumstances.
Another advantage of virtue theory is that it fits very well with folk psychological
explanations of human behavior. Ordinary people assign causes to events, such as
behaviors and mental states, by making trait attributions; that is, we explain morally
relevant behavior by reference to causes that are located within the actor, namely,
the character traits he possesses.

One of the questions a theory of virtue needs to address is whether, as a matter of
fact, we can live a good life. In the ancient world, classical forms of virtue ethics
appealed to the best science available [6]. An ethical theory is weakened, I have
argued elsewhere, if the best contemporary science conflicts with its claims or if it
makes it too hard to see how they could be true [7]. Likewise, contemporary virtue
ethics must look at patterns of flourishing particular to the species from the best
contemporary science. Without a psychologically plausible story of how it is
possible for rationally bounded creatures like us to be virtuous, virtue theory runs
into trouble, enough to raise the question whether it can remain a genuine alterna-
tive to contending moral frameworks.

Moral theories too often neglect facts about human nature and about society
to the point that, as a result, they become inadequate for our real needs. Thus,
normative theories must take seriously the kind of persons we are, what we can
actually achieve, and the types of cognitive and motivational structures we have [8].
In short, psychological facts matter. They impinge on normative ethics by setting
constraints of feasibility. Goldman puts it nicely:

A moral code that is psychologically unrealizable by human beings, or just too demanding
or difficult for people to satisfy, might be rejected on metaethical grounds. [9, p. 358]
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A moral theory that is not realizable in principle by the creatures for whom it is
intended places us under serious moral quandaries. And being unrealistic does not
count in favor of a moral theory. One may even say that there might be enough
grounds for rejecting a normative theory if it depicts a way of life that is psycho-
logically unrealizable.

There is a fundamental determinant of what standards a moral theory can put
forward, namely, the requirement of psychological realism [10, 11]. As Griffin puts it:

One cannot, in the sense relevant to obligation, meet a demand if the demand is beyond the
capacity of the sort of people that, on other especially important grounds, we should want
there to be. [11]

The requirement of psychological realism sets a number of constraints for any
normative theory, including, of course, virtue theory.

In order for any theory of virtue to be psychologically realistic, the following
three claims must be true: First, there must be character traits of the sort postulated
by virtue theorists as virtues and vices. Second, human beings must differ in the
character traits they possess. Third, people must be able to develop the sort of traits
that constitute the virtues. If any of these claims do not hold, charges of lack of
psychological realism will hold substance.

What are character traits of the sort postulated by virtue theorists as virtues?
Roughly, a virtue is a deep-seated state of character that provides (normative)
reasons for action together with appropriate motivations for choosing, feeling,
desiring, and reacting well across a range of situations. The traits of character
traditionally postulated as virtues have at least two fundamental features. First, they
have a tendency to influence conduct. The virtues characteristically yield appropri-
ate behavior. If someone is, say, honest, we assume that he has a character of
a certain sort that makes us expect that he habitually behaves honestly (when he acts
in character). Second, character traits are global in the sense that someone who
possesses the trait X is inclined to behave in an X-like manner across a broad range
of circumstances. Thus, so-called global traits entail predictions of cross-situational
and cross-temporal behavioral consistency. Traits are manifested in virtuous behav-
ior across a range of trait-relevant eliciting conditions and over time. Virtues are
thus robust and stable character traits.

Skepticism About Trait Concepts

Regardless of the normative relevance of moral character, some psychologists and
philosophers have expressed skepticism about the existence as well as the explan-
atory and predictive power of character traits of the sort postulated by virtue
theorists. An empirically grounded objection to virtue theory has been recently
articulated, which holds that virtues and vices do not really exist or, if they do, they
are irrelevant to explanations and predictions of human behavior [12, 13].
According to this view, known as situationism, differences in social circumstances
explain people’s morally relevant behavior rather than any character trait.
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Situationists point to a host of fascinating experimental studies suggesting that
prosocial as well as destructive behavior fundamentally varies with slight situa-
tional variations which are morally irrelevant, such as whether the actor is in a hurry
or has plenty of time [14], is in a good or a bad mood [15], or is observing an
emergency in a group or alone [16]. Psychologists Ross and Nisbett summarize
these findings by saying that:

manipulations of the immediate social situation can overwhelm in importance the type of
individual differences in personal traits or dispositions that people normally think of as
being determinative of social behavior. [17]

The situationist literature in social psychology, philosophy, and management
research is well known by now, so I shall briefly summarize the major findings as
they pertain to two of the major virtues in the literature.

Honesty, Compassion, and Experimental Social Psychology

The most widely cited experiment in the situationist literature concerning honesty
was conducted during the 1920s by Hartshorne and May [18]. The studies were
administered over a 6-year period. More than 8,000 children, ages 8-16, were
examined on dozens of tests, all designed to measure honesty and gauge whether
children’s tendencies to engage in honest behavior are explained by personal
characteristics, such as certain character traits, as opposed to being the result of
situational variations. Schoolchildren were placed in somewhat tempting situations
in which they had opportunities to cheat. Specifically, they could cheat at school on
tests by copying from a key, by adding more answers after time was called, by
peeping, and by faking a solution to a puzzle. They could also cheat on homework
and fake a record in athletic contests. They were also tested while playing party
games: they could fake, peep, and steal. Additionally, they could steal money from
a box used in a test. And they could lie about their conduct in general or their
behavior on the aforesaid tests.

Hartshorne and May reported very low correlations between honest behavior in
test-taking, property-returning, and truth-telling situations. But they found high
correlations between honest behavior in any one of these areas and further honest
behaviors in that same area. They concluded that honesty was largely situationally
determined. For example, copying from an answer key correlated strongly with
copying from a key on a similar test at a later day (0.70), but not with continuing to
work on a speed test after the time is called (0.29). Hartshorne and May’s results —
as well as the study of introversion and extroversion conducted by Newcomb [19] at
a summer camp for troubled boys — are still widely cited in support of the claim that
trait-relevant behavior is inconsistent and, specifically, that honest behavior is
highly situation-specific.

Similar findings have been documented in the situationist literature on com-
passion. The following is a brief summary of how seemingly insignificant situa-
tional variations have a considerable impact on helping and destructive behavior.
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Studies on mood effects apparently indicate that people are more likely to help
when they find a coin in the coin return slot of public phones [15] and when they
are exposed to pleasant aromas [20]. People who feel incidental gratitude are more
trusting and receptive to advice than people in a neutral emotional state [21].
Moreover, some seasonal anomalies in stock returns are said to be caused by
mood changes of investors due to lack of daylight [22] and temperature variations
[23]. In a thorough review of the literature, Schwarz consolidates a large body of
evidence corroborating the impact of moods and feelings on judgment and
decision-making [24].

The extensive literature on bystander effects suggests that when one is alone, one
is more likely to help someone in need than when other people are around. For
instance, bystanders hearing an epileptic seizure over earphones were less likely to
seek assistance for the victim when they believed other witnesses were present than
when they believed they were by themselves [25]. More recently, Bargh, Chen, and
Burrows [26] reported that activating knowledge structures — priming the elderly
stereotype — can affect social perception and people’s subsequent behavior (partic-
ipants who were primed with an elderly stereotype walked out of the laboratory
significantly slower than participants in the neutral condition). Likewise, recent
research suggests that merely imagining the presence of others can lead to less
helping behavior on a subsequent unrelated task [27].

Another classic work related to compassion is the Good Samaritan experiment
originally conducted by Darley and Batson in 1973, which showed that reading the
biblical parable of the Good Samaritan did not affect the helping behavior of
seminary students. The degree of hurry the subject is in apparently offers the best
explanation of the subjects’ behavior. The seminarians who were told they were not
in a hurry were six times more likely to help the confederate who appeared to be in
distress than those in the rushed condition [14]. More recently, a study conducted by
Tang and collaborators [28] on employee helping behavior fully supported the
Good Samaritan effect across four cultures (American, Taiwanese, Polish, and
Egyptian). And in a laboratory experiment, Wright et al. [29] found that people
displayed the lowest helping behavior when they were assigned difficult tasks and
paid on the basis of goal attainment.

The most widely cited experiment in social psychology is arguably Milgram’s
studies on obedience to authority. Subjects were instructed by an authority figure
(the experimenter) to administer “painful but not dangerous” electrical shocks in
15-V increments to a coparticipant (unbeknownst to the subjects, a confederate of
the experimenter who received no shocks) for incorrect answers to word-matching
questions. Milgram was concerned with the question of obedience (and disobedi-
ence) to these orders — that is, identifying the highest level of electrical shocks the
subjects would administer before refusing to continue, even as the coparticipant
was complaining about the pain and banging on the wall. In the first set of
experiments, 65% of the subjects administered the highest voltage to the
coparticipant [30]. Situational variations in the design of the experiment provide
additional evidence: when subjects were free to choose the shock levels to
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administer, only 3% delivered the maximum shock; when the experimenter was
physically absent and gave his orders by phone, there was a 21% level of obedience;
in a touch-proximity condition with the learner, obedience was 30%; and when the
shocks were administered by a confederate while the subject performed subsidiary
tasks, obedience climbed to 93%.° The Milgram effect was also explored in the
business setting. Brief et al. [31] found that people in a simulated corporation would
obey orders to employ racist criteria when making personnel decisions. And Brief
et al. [32] found effects of prejudice and business justifications by authority figures
in discrimination against minorities in hiring situations.

Eliminativism About Traits

The situationist data are seemingly at odds with virtue theory: helping behavior is
not accounted for by character variables, but instead is a function of irrelevant
features in the environment — such as whether the would-be helper is in a hurry or
has plenty of time or whether he is standing alone or finds himself standing with
other persons in an emergency. And destructive behavior is also situation-specific
rather than governed by robust and global traits of the sort postulated by virtue
theorists. The main lesson, then, is that the explanatory and predictive power of
character attributions is much weaker than we normally think.

There are at least two ways to articulate the situationist threat to virtue theory.

The stronger version of situationism, which is defended by Harman [33],
challenges the reality of character and, hence, of virtue. In his words:

.. .there is no evidence that people differ in character traits. They differ in their situations
and in their perceptions of their situations. They differ in their goals, strategies, neuroses,
optimism, etc. But character traits do not explain what differences there are. [34, p. 329]

If there are no character traits, it follows that there are no virtues, and if there are
no virtues, there can be no theories of virtue to be about.

A second, more qualified, version of situationism does not defend the claim that
virtues do not exist. Rather, it holds that character attributions do not have much
explanatory and predictive power. Indeed, situational factors that would seem to
have little moral significance have more explanatory power than any personal
qualities. This is taken as evidence that these personal qualities, if they exist at
all, are too weak to qualify as virtues. This nuanced view was first articulated by
Flanagan [10] and has been recently defended by Doris [12]. To put it more simply:
1. If behavior is governed by virtues, observation will reveal behavioral

consistency.

2. Observation does not reveal behavioral consistency.
3. Behavior is not governed by virtues.

Doris’ argument is valid by modus tollens.* But I do not think it is a sound
argument, for the reasons I shall provide in the next section of this chapter, which
challenge the two premises.
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Skepticism About Situationism

Situationism has, to be sure, made an important contribution by calling the attention
of virtue theorists to a body of experimental findings in social psychology that was
absent in the philosophical discussion of the virtues until a decade ago. Still,
I submit, the situationist thesis remains unconvincing.

There are at least three ways of dealing with the empirical evidence presented in
the previous section so as to develop a conception of virtue that is not seriously
undermined by the situationist data. First, one may argue that the standard concep-
tion of virtue is untouched by this data. Second, one may contest the situationist
interpretation of the experiments by showing that the empirical evidence does not
support the conclusion that character does not exist or lacks predictive/explanatory
power.” Third, one may resist the conceptualization of character traits and virtue
that is implicit in the situationist thesis. These three strategies can be combined, but
the first is incompatible with the second one. The second and third moves entail
challenging the two premises of Doris’ argument, as presented in section “Virtues
As Ideals”.

Virtues as Ideals

This view offers the least accommodation to the situationist critique. It simply holds
that the empirical findings reviewed in section “Skepticism About Situationism”
fail to threaten the most promising version of virtue theory, according to which
virtues are moral ideals that we should aim to attain even if we are unsuccessful.
Appiah, among others, defends such a view:

Philosophical accounts of the character ideal of compassion, the conception of it as a virtue,
need make no special assumption about how easy or widespread this deep disposition is.
Acquiring virtue, Aristotle already knew, is hard; it is something that takes many years, and
most people don’t make it. (...) But difficult is not the same as impossible; and perhaps we
can ascend the gradient of these virtues through aspiring to the full-fledged ideal. [36]

The fact that virtue is rare — assuming for the moment that it is a fact — the finding
that people are imperfect and not fully virtuous is not a serious threat to virtue
theory. Normative ethical theories, the argument goes, are untouched by any
experimental evidence, as they are not committed to any behavioral prediction.
True virtue is rare enough to leave a statistically significant footprint in psycho-
logical studies [6, 37, 38]. Furthermore, the question of whether anyone has a virtue
is heavily laden with evaluation, and thus, the evaluation is not likely to be
convincingly operationalized by psychologists.

While this view fundamentally captures the ancient view on the nature of virtue, it
faces an important objection. Situationists may say that such a normative theory fails
to meet the requirement of psychological realism introduced in section “Virtue,
Ethics, and Psychological Realism.” Yet, I do not think the objection holds. What
would really count as an argument against virtue theory would be to deny that it is
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possible to become virtuous, that is, to acquire, retain, and exercise good character
traits. But such an empirical claim is not supported by the available evidence. A fair
number of subjects, even if they were a minority, behaved according to virtue in the
social psychological experiments previously discussed.’

Empirically Unsupported Eliminativism

Elsewhere I have offered six methodological objections to the situationist thesis,
which indicate that the empirical data provide no reason to doubt the existence of
character traits of the sort postulated by virtue ethicists as virtues or the influence of
such traits on human behavior whatsoever [39].

The studies cited by the situationist involve, at least, six methodological
problems.

First, the ecological validity of these studies is controversial: situational factors
are less powerful in natural contexts than they are in experimental contexts, and
experimental conditions may weaken dispositional traits [40]. Psychologists can
create situations in which the influences of personality are minimized (e.g., under
strong norm constraints) and other situations in which personality influences are
maximized (e.g., in unstructured interactions). In addition, the gold standard for
measuring causal effects, namely, random assignment of individuals to treatment
and comparison, is not the way real life works in the context of organizations.
Rather, “people select themselves into and out of real organizations” [41].

Second, subsequent variants of some of the experiments listed above show
divergent results from those obtained in the original experiments. For instance,
keeping the same experimental conditions of the mood effects studies, Blevins and
Murphy [42] found that 43% of the subjects helped in spite of failing to find any
coin in the phone booth (and 40% of the subjects who did find a coin in the return
slot did not help the confederate). Moreover, in a study conducted in Rio de Janeiro,
100% of Brazilians helped retrieve a pen when a stranger dropped it, but when the
study was replicated in the USA, only 31% of New Yorkers helped [43]. And
Wuthnow [44] found that knowledge of the Good Samaritan parable was a strong
predictor of compassionate behavior and caring. Furthermore, a sizable body of
literature on dispositional effects in psychology and organizational scholarship
challenges the bold situationist thesis (e.g., [45—49]).

Third, new and strong experimental conditions may have prevented the mani-
festation of virtue: under extreme circumstances, situations usually rule behavior,
especially in the lab [50]. The right thing to do under a theory of virtue is what
a person of good character would do under the circumstances. But what a person of
good character would do in a psychology lab may not be obvious for the subjects of
these experiments. Moreover, the evidence presented by situationism is tilted
toward novel situations, in which the agent may not be able to practice his ethical
sensibilities [51].

Fourth, one-shot studies are not sufficient to assess the state of character of
a person. The experiments did not track the behavior of particular individuals across
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situations on multiple occasions. In the experiments summarized above, psychol-
ogists typically observed any given individual only on one occasion in a particular
situation. We cannot say much about the consistency of the subjects’ behavior on
the basis of one single observation. Correlations between character and behavior
look higher when we compare aggregates of behavior in situations of one kind or
another than when we compare single instances of behavior [52]. As Funder puts it,
“one problem is that a single behavior is not always or perhaps even usually very
informative about personality” [53]. Observation of individuals over a period of
many years in numerous and diverse situations is needed in order to support any
thesis about the predictive power of traits.

Fifth, while some of the experiments mentioned above entailed multiple tests on
the same subjects — e.g., Hartshorne and May’s honesty studies — they did not track
their behavior as individuals, but instead inferred the behavior of individuals from
the behavior of groups. The problem is that not all individuals in a group behave
like the group average. For example, a coefficient of consistency of, say, 0.1
between lying and stealing is an average of all children that does not exclude
there being some individuals for whom the correlation between the stealing and
lying situations is much higher. Therefore, what are presented as correlations of
behavioral consistency are merely relationships between the distributions of
a population’s behavior in different situations, but they do not reflect different
behaviors performed by particular persons.

Sixth, at least some of the studies make inappropriate inferences between child
behavior and adult behavior. The subjects of the honesty studies conducted by
Hartshorne and May were schoolchildren. But it is inappropriate to infer adult
behavior from child behavior, especially in the context of virtue theory, where
a virtuous child is a contradiction in terms. Aristotle describes a youth as someone
who “lacks experience of the actions in life, which are the subject and premises of
our arguments” [54]. One expects children to be more impressionable, less com-
mitted to particular ideals of conduct, more likely to be swayed by passions, and
less integrated than adults.

There are surely possible replies to these claims. Still, as I argue elsewhere,
taken together, the six objections make a good empirically based case against both
the stronger and the more qualified versions of situationism [39].

Irreducible Virtue

The virtues as operationalized by situationism have little to do with the traditional
conceptualization of virtue. Situationists reduce virtue to behavioral dispositions to
act in accordance with certain principles or rules of conduct. As Doris claims, “to
attribute a character or personality trait is to say, among other things, that someone
is disposed to behave in a certain way in certain eliciting conditions.” But he does
not say much about “the other things.” Then, ascribing the character trait of honesty
to my father means, simply, that he is disposed to behave as required by a duty of
honesty. That includes, presumably, a disposition to return a lost wallet.
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In contrast, virtue theorists highlight the importance of the inner dimension of
character in defining virtue as “an inner quality of an agent and of his acts” [55].
Virtue theory is concerned with the whole span of a human life rather than with
a particular action or a single decision.

Situationism suggests that X-like behavior is necessary for attributing character
trait X. But X-like behavior is neither a necessary nor sufficient condition to grant
virtue ascription. It is not necessary because a virtuous person may fail to act in an
X-like manner and still be X.” And it is not sufficient because a behavioral
disposition is only part of a virtue. At a minimum, the agent must have a good
motive for his behavior if his disposition is to count as a virtue.

It is at least possible that my father has a disposition to behave honestly only out
of fear of the social consequences of dishonest behavior without caring at all about
the owner of the wallet for his own sake. Alternatively, my father may have
a disposition to return lost wallets only for the sake of impressing my mother or
his friends. Or he may regularly take a pill that impairs his capacity for successful
deception and so behave in a consistently honest way. Such a behavior — provided
that it makes sense to call it honest behavior — does not count as a manifestation of
a virtue because the action does not stem from the virtue of honesty.

Conversely, an agent may possess the virtue of gratitude without saying the
words “thank you.” Or, an agent may lack the virtue of gratitude and still perform
an act of gratitude. Such a poorly motivated disposition may still be socially useful
when compared with the alternative of lacking any disposition to honest or grateful
behavior. But few — except, perhaps, situationists — will think that it is excellent
enough to be regarded as a virtue.

Virtue theorists have good reasons to resist a dispositional analysis of virtue. For
if virtue is merely shorthand for “being disposed to right action” and if virtues are
reduced to “character traits which produce good effects” [57], then the most
characteristic feature of virtue theory, the primacy of character in normative ethics,
is lost.

Virtue theory is best understood along the lines of a nonreductive account of
virtue, by which virtues are states of character. To have good character entails the
possession of a capacity to entertain higher-order thoughts about thoughts (beliefs)
that enables the agent to reflect upon, and to change, his own beliefs and patterns of
reasoning. A virtuous person will consider what highest-order desires, values, and
beliefs should govern his life. Within limits, he will cultivate certain higher-order
desires, such as the desire to overcome his fear of being embarrassed, and free
himself from other higher-order desires, such as the desire to be vindictive. These
desires being not merely to have or to lack certain first-order desires but desires that
one or another of his first-order desires should be effective, in the sense of ordering
action. He will also develop values and cultivate adherence to certain principles
through reflection and disciplined habituation. Possessing a value entails wanting to
possess certain kinds of desire. If my father values “honesty,” for example, that
entails that he wants to be the sort of person who really desires to return the wallet
he found in the street to its owner, even if the wallet is full of money that he
desperately needs. He does not want to be just someone who merely acknowledges
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a duty to return the wallet. To have a strong character is also a matter of cultivating
the appropriate emotions: he feels good rather than angry about giving the
wallet back.

In sum, moral character consists of higher-order desires and values, beliefs,
framing capacities, emotions, and enduring patterns of behavior that have any
bearing on moral matters. Although they are interrelated, these elements of char-
acter cannot be described solely in terms of each other. For an action to be from
a state of virtue —i.e., for an action to be expressive of virtue — it must be expressive
of appropriate inner states.

Two other problems arise in connection with the reductive account of virtue
defended by situationism, namely, the problems of akrasia and the observational
equivalence of traits.

First, the experimental data invoked by situationists do not capture a key dis-
tinction in the virtue theory literature between incontinence and vice and conti-
nence and virtue. Virtue and vice do not constitute an exhaustive classification of
states of character. Rather, they mark the end points of a spectrum of kinds of states
of character, namely, heroic virtue, ordinary virtue, continence, incontinence, vice,
and brutishness [54]. The two states of interest here are continence (enkrateia) and
weakness of will (akrasia). A weak-willed person lacks the unity of reason
and feeling that characterizes the person of true virtue. Although he does recognize
and aspire to the good, he has emotions and appetites that tempt him away from the
good. And unlike the continent person, the weak-willed agent gives in to tempta-
tion, and, perhaps with remorse, he does what he knows to be wrong [58, 59]. By
focusing only on overt behavior, the situationist experiments fail to provide enough
information about the person’s character. In observing behavior, the experimenter
might readily confuse the continent person with the virtuous person and the
incontinent person with the vicious person.

Second, a dispositional account of virtue has weak explanatory power when
dealing with traits that are observationally equivalent. It is a truism that people have
more than one character trait. Two different traits, thought of as internal individual
differences, may come into conflict in a situation, such that we are unable to
establish through observation which one of the two traits is expressed in the agent’s
behavior. As an illustration of observational equivalence, consider the virtues of
compassion and honesty. Construed as behavioral dispositions, these virtues have
observationally equivalent manifestations when responding to the Nazi official’s
request for the whereabouts of the Jews who happen to have hidden in your
basement [60]. Then, experimental findings of behavioral inconsistency may be
the result not of the absence of any trait underlying behavior but rather the result of
different traits that are manifested in a situation. When a disposition is present
together with a countervailing disposition, manifested in identical circumstances,
behavior may appear inconsistent only if it is assessed with reference to that
one trait. But it is wrong to automatically conclude that if behavior is not guided
by the trait under investigation, then it is controlled by situational factors. Multiple
traits may be relevant in a situation, and different traits may motivate different
behavior.
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Probabilistic Traits, Modular Traits, and Local Traits

As far as  know, my father has found a wallet in the street only once in 66 years. He
may return another lost wallet he encounters in the future. We do not know. But he
may not always tell the truth in the workplace, say, while conducting negotiations
with the union. He might have cheated once in his business’ tax declaration even if
he never cheated in his personal declaration. And, alas, he is not a courageous
person when facing physical danger. He is terrified anytime he has an appointment
with the urologist. He probably possesses the character trait of benevolence,
broadly construed, as much as he lacks the virtue of fortitude. He could be defined
overall as a generous person, but he is definitively more generous with his family
members than with strangers.

Now, in spite of the situationist evidence and these anecdotal observations,
I argue that it makes sense to attribute these character traits to my father. Unlike
the experimenter, I am not ascribing virtue concepts on the basis of one-shot
observation but over 65 years of interaction with him. And I am not assessing his
character based only on overt behavior. Being an honest person is to have certain
values, first-order and higher-order desires, beliefs, emotions, and so on. Suppose
that these character attributions are quite accurate. The interesting question, then, is
whether these character traits I ascribe to my father are sufficiently robust or
“global” to warrant their classification as virtues.

Indeed, situationists could be quite sympathetic to the characterization of my
father I just provided. They may say that it does not run against an accurate
interpretation of the experimental evidence. Yet, they would claim that according
to traditional virtue theory, it does not make any sense to describe my father as
a virtuous person. Situationists would be willing to endorse character attributions
such as “generous-around-friends-and-family” or “mountain-climbing-courage.”
But they would reject any attribution of the sort of global traits postulated as virtues
under virtue theory, such as generosity or honesty.

I hope I have already offered a convincing case against the empirically based
challenge to virtue theory. But perhaps, the main lesson to be drawn from the
empirical evidence on social psychology about behavioral inconsistency is
not that virtues and character do not exist (or, if they do exist, that they lack
any explanatory or predictive power). Perhaps, the lesson is that these local
traits do manifest probabilistic or modular traits of character, traits that indeed
qualify as virtues. Let me briefly elaborate this point and refer to the appropriate
literature.

I have disputed the reduction of moral character to behavioral dispositions. But
the behavioral dispositions that are part of a virtue, say honesty, may still amount to
significant probabilities of honest behavior even if they do not predict with cer-
tainty. Situationism holds that the effect of personality on behavior is minimal
because a correlation of 0.30 [61] or 0.40 [17] represents the upper limit to which
one can predict human behavior from personality variables. But a correlation of
0.40 means that a prediction of behavior based on a personality trait score is likely
to be accurate 70% of the time [62]. That is not that bad after all. To illustrate this
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claim, Sabini and Silver compare personality coefficients with baseball stats. The
difference between the batting average of one of the greatest hitters, Ted Williams
(.344), and one of the weakest, Bob Uecker (.200), accounts for 0.33% and 1% of
the variance in whether these particular batters will get a hit on a particular
occasion. A correlation of 0.3 is between 3 and 27 times as predictive of particular
instances of honesty and dishonesty as batting averages are predictive of whether
someone will get a hit on a particular turn at bat. Yet, baseball fans know that the
difference between Williams and Uecker is highly significant in the long run [63].
While aggregations of observations may not make it possible to predict individual
behavior on every single occasion, it can help make reliable predictions about the
average response that each person will have over a large number of future obser-
vations. And, more importantly, when the experimental statistics used by social
psychologists are algebraically converted into correlations of the sort used by
personality psychologists, the effects of situations on behavior are not any bigger,
statistically, than the documented size of character traits on behavior [64]. For
instance, in the Good Samaritan studies, whether the subject was in a hurry had
a correlation of —0.38 with helping behavior. And in the Milgram’s investigation,
the correlation that reflects the size of the effect of victim isolation is 0.42.

The second point concerns the “modularity of virtue,” that is, the idea that some
behavioral dispositions can be seen as modules of virtues. The hypothesis of the
modularity of morals was first introduced by Flanagan [10], who suggests that
virtues such as honesty and generosity have different emotional bases, domains, and
learning histories and thus possess characteristics of other skills that have been
modeled modularly, such as language and the basic emotions. Behavioral disposi-
tions are, according to one version of this thesis, autonomous competences, in the
sense that a person develops and exercises a disposition to behave in a certain way
in certain domains — for example, in the workplace or while playing games, as in
Hartshorne and May studies — without being disposed to behave in the same way in
other domains — for example, at home or while completing a school assignment.
The argument is an Aristotelian one. Insofar as behavioral dispositions are part —
and only part — of what a virtue is, there is no reason to expect a firefighter who
fearlessly races into a burning house to save a child to be equally fearless in
contemplating a trip to the dentist’s office. These domain-specific behavioral
dispositions, the argument goes, can be aggregated together, thereby forming
“a more inclusive composite disposition” [65].

Now, can these composite behavioral dispositions be worthy enough to merit
their classification as virtues? The answer to this question is highly contentious. For
the sake of space, I will not examine it in this article. Suffice it to say that some
virtue theorists defend the unity of virtue thesis — according to which anyone who
has one of the virtues must have all of them because there is really no set of distinct
and separate virtuous character traits, but rather at the bottom, only a single, unitary
virtue [66—68]. Other virtue theorists regard the unity thesis as a platitude [69],
argue that there is no necessary connections among the virtues [70], acknowledge
that certain virtues are incompatible [71], and even consider that a “local”
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cross-situationally consistent disposition may have positive moral value and so be
part of a virtue [65].

Before concluding, I would like to emphasize again that virtues should not be
reduced to behavioral dispositions. But such dispositions are still part of the virtues.
Instead of dismissing the situationist data, we can entertain the possibility that these
narrow — as opposed to global — behavioral dispositions, whose existence
situationists are willing to acknowledge, can support fairly reliable predictions
and, under certain conditions, be considered modules of virtues.

Conclusion

Virtue theory is often praised because it allegedly offers a realistic account of
moral motivation and decision-making. And, it is claimed, it fits very well with
the way we humans explain behavior, namely, through trait attributions. In this
chapter, I have outlined the most recent empirically based challenge to virtue
theory. In the end, Situationism attacks virtue theory on grounds of psycholog-
ical realism.

I hope I have provided enough reasons to persuade the reader that virtue
theory offers a plausible account for why people like my father, who happen to
find a wallet on a sidewalk, try to locate the owner, while other people simply
pocket the contents and throw the wallet away. And I hope I have articulated
a convincing case against the situationist thesis. To reprise, situationism does not
hold because (a) virtue is rare, (b) the experimental evidence does not support
the claim that character traits of the sort postulated by virtue theorists do not
exist (or lack any explanatory/predictive powers), (c) virtues are much more than
just behavioral dispositions, and (d) virtue theory is concerned with the whole
span of a human life rather than with a particular action; it is concerned with
character and human activity rather than isolated behavior. Thus, I conclude, it
makes sense to continue making character attributions of the sort advocated by
virtue theorists.

Even the dispositional content of a virtue may support quite reliable predictions
of the average response of a person in the long run and about the distribution of his
responses. Even if they do not provide enough material to make an unfailing
prediction, they have as much predictive power as some of the situational vari-
ables that are seen as the real causes of ethically relevant behavior.

Even if it were proven, which has not happened so far, that character traits are
only narrow and local — as opposed to global and integrated — such narrowly
constructed traits may retain a number of features that merit their consideration
as moral virtues and vices. Those features concern the very functions of trait
attribution, namely, descriptive, explanatory, and evaluative functions. Traits
may be used to summarize the agent’s past behavior and predict the agent’s
future behavior, to explain the agent’s behavior with reference to the individ-
ual’s character, and to provide evaluations of the agent, her activities, and
practices in a way that the value of the virtues — and the disvalue of the vices
— attaches directly to their possessor rather than its products.
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Cross-References

Aristotle and the Corporation

Aristotle on Character Formation
Confucian Virtues and Business Ethics

The Classic Social Contract Tradition

The Idea of a Contractarian Business Ethics
Virtue as a Model of Business Ethics
Utilitarianism

Notes

1. Aretaic is derived from the ancient Greek word arete, usually translated as “excellence” or
“virtue.” Aretaic thus means “of or pertaining to virtue or excellence.”

2. What I describe in this section is the standard, Aristotelian, eudaimonistic version of virtue
ethics. There are indeed other varieties of virtue ethics. Noneudaimonist versions of virtue
ethics reject a strong relationship between virtue and eudaimonia. They include character or
motive consequentialism, intuitionist theories of virtue, Kierkegaardian existencial virtue
ethics, and Nietzschean theories [71, 57].

3. The replication of the experiment was presumptively unavailable — for ethical reasons — until
recently, when Jerry Burger, a psychology professor at Santa Clara University, managed to
replicate the Milgram’s experiment with slight variations. The results simply confirm the
original findings.

4. Alternatively, Doris proposes that the situationist argument can be articulated as abductive:
the variousness of human behavior is best explained by reference to the hypothesis that virtues
are rarely substantiated in human beings [35, p. 633].

5. One may also make a distinction between the explanatory and the predictive power of virtue
attribution. While the question about predictive power is primarily an empirical question that
can only be answered through observation, one may contend that the explanatory power of
traits does not depend entirely on their predictive power.

6. Notice that I wrote “according to virtue” rather than “from virtue.” 1 shall discuss this
distinction in section “Irreducible Virtue.”

7. Virtue theorists disagree on the question of the relation between virtue and imperfection.
Whether the person of good character may ever respond — behaviorally or attitudinally — in
deficient ways, that is, less than the wholly virtuous way, is a controversial subject. Annas
seems to disagree. She advocates the strongest view: “a courageous person must behave
courageously in roughly every situation™: “It is hard to see how any situation could be
excluded” [6, p. 33]. Aristotle is sometimes interpreted as providing a more realistic portrait
of virtue: “Aristotle’s virtuous person may act wrongly in seven different ways while
remaining virtuous” [56].
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Eugene Heath

Abstract

A theory of virtue may be employed as an ethics of business. This chapter
offers an account of the foundational theory of Aristotle, followed by illustra-
tions of how some particular virtues are relevant to commerce. A discussion of
the moral thought of modern thinkers — David Hume, Adam Smith, Samuel
Smiles, Robert Solomon, and Deirdre McCloskey — illuminates further the
application of virtue to commerce. Despite challenges, virtue theory provides
a plausible model for considering how one may conduct business in an ethical
and successful manner.

Introduction

A theory of virtue provides a plausible moral framework in which one may conduct
business and exchange. Such a theory provides, therefore, a plausible model for
developing an ethics of business. The ethicist who relies upon a theory of virtue has
arich history of philosophical thought from which to draw, though theories of virtue
with specifically commercial applications are fairly recent. Nonetheless, if a theory
of virtue is applicable to how one is to live, then such a theory should also bear upon
how one ought to create, produce, and exchange. To address how virtue may serve
the business ethicist, it is important to consider first the nature of virtue, turning in
the second section to the foundational ethics of Aristotle. The next two sections
illustrate how virtue may be applied in commercial settings, focusing in the third on
the contributions of Robert Solomon and in the fourth on specific virtues. A fifth
section, devoted to Modern Virtue, sets forth significant modern and contemporary
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treatments of virtue (including those of Adam Smith and Deirdre McCloskey). The
final section takes up two critical questions regarding virtue and business ethics and
notes some of the positive features of the theory.

Virtue as a Theory

Virtues are traits of character. To speak of a person’s character is to consider
something fundamental about the person. Less individualized than personality,
the idea of character suggests an aspect of the self that carries normative import.
Subject to moral praise or blame, character provides reliable indications of how one
might act (or feel) in various circumstances and how such action (or feelings) might
flow out of a settled tendency or disposition. The traits of character that are good
and morally praiseworthy are virtues. Virtue incorporates dispositional, affective,
and cognitive elements. In the most general sense, a virtue is a disposition to act
(or to feel the appropriate emotion) in the right circumstances, to have a settled
desire to act (or to feel) in this way for its own sake, and to know that such action (or
feeling) is appropriate in these circumstances. Being virtuous may have beneficial
effects for the virtuous agent and for others — or society. For example, the busi-
nessman who is honest may also be a successful businessman: His honesty may
bring him material wealth, and it may serve his customers too. However, the
businessman’s honesty has its own value, regardless of these good effects.

Competing Accounts of the Moral Life

A normative account of virtue should articulate a theory of virtue (its conceptual
nature and its relation to human psychology) and describe specific virtues. Some
treatments emphasize both the theoretical elements and specific virtues, but many
accounts focus on the latter. A fully developed model of virtue [1-3] offers an
alternative to other normative ethical theories as well as to specific approaches to
business ethics. Virtue theory emphasizes being rather than doing: Right actions
arise only from persons who have good qualities of character. Other normative
ethical theories focus on principles, rules, and actions: Utilitarianism counsels that
one ought to act so that one’s action has the greatest probability of maximizing
utility; Kantianism maintains that one’s actions should be universalizable (or that
one should uphold principles of human autonomy and dignity); contractarianism
demands that one adhere to the norms of a social or political contract; intuitionism
lays out prima facie duties that have their own self-evident truth. Theories such as
these focus primarily on what one ought to do, but a theory of virtue emphasizes
what one ought to be.

A theory of virtue need not eschew any appeal to rules or principles, a fact made
plain in Adam Smith’s account ([4], III.5-6) and in several contemporary accounts
([5], p- 324; [6]). Smith describes how rules may serve as summaries of and guides
to good conduct. Nonetheless, one may argue that principles of justice require an



6 Virtue as a Model of Business Ethics 111

articulation and justification distinct from virtue. A principled theory of justice
may, therefore, complement a theory of virtue. Similarly, a theory of rules may rely
on an account of virtue to explain how individuals are motivated to follow rules,
apply principles, and act morally. These complicating elements are noted, though
they are not developed further in this chapter.

Virtue theory also competes with other leading models of business ethics such as
theories of social responsibility [7], stakeholding [8], and social contract [9].
These competing theories, understood as normative rather than empirical, are invoked
typically to show how the practices of commerce and the life of corporations can be
rendered ethical. To assert that a theory of virtue offers an alternative to these theories
is not to say that virtue is incompatible with or otherwise precludes these theories as
complementary. However, virtue theory offers a perspective distinct from these and
provides, thereby, a foundation for a normative business ethics [5, 6, 10—14].

Before turning to these discussions, it is important to respond to a major objection
to virtue theory. This objection, more recently termed “the separation thesis” [15],
comes in various guises, but its major claim is that business is distinct from other
areas of life: Anyone engaged in market exchange must be pursuing self-interest. If
self-interest is the motive of commercial interaction, then according to this view,
there is no place for virtuous behavior for virtue is incompatible with self-interest.
This egoistic challenge is sometimes given credence because of its employment, by
economists, in theoretical economic models. Of course, the conception of self-
interest utilized in these models ranges from pure self-interest to nothing more
than rational consistency among one’s revealed preferences ([16], p. 29) Indeed,
an economic model, especially one purporting to describe some state of “perfect
competition,” is hardly meant to be descriptively true. Even if agents act merely to
achieve their highest value or strongest interest, that would not imply that agents
were acting merely out of self-interest. After all, an agent’s strongest interest might
be social, religious, or political, or it might have something to do with caring for
one’s family. As Philip Wicksteed argued [17], we should think of economic
exchanges in terms of a variety of motives, some of which might be selfish, or just
self-interested, and others of which might be benevolent and other-regarding.
However, what occurs in the exchange — regardless of motive — is that each party
is “non-tuistic,” thinking less about the good of the other trader than of what he or she
wants to do with the results of the trade. Each party is seeking, in general, the best
deal that he or she can get. Business exchange is not gift exchange (nor is it a coerced
exchange), but there is nothing essentially egoistic in the trade itself. Therefore, the
claim that commerce is necessarily self-interested does not hold true, and it cannot,
therefore, be used as an objection to a theory of virtue in business ethics.

Aristotle on Virtue

The first systematic theory of morals [18], Aristotle’s Nicomachean Ethics offers an
account of the conceptual and psychological components of virtue, as well as
a specific list or catalog of virtues. Aristotle links virtue to an account of the good
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life — what it is to live well. His understanding of a life lived well requires
a knowledge of human nature and a theory of the human good. The particular
virtues that Aristotle sets forth include traits important to any human being, such as
generosity, courage, and self-control. However, Aristotle does not seem to think
that all persons could attain full virtue. He also doubts whether those engaged in
trade or in money lending could be virtuous individuals. So it remains to be
considered whether Aristotle’s theory is compatible with commerce or whether
a variant of that theory can provide a moral foundation for business.

Virtue, the Good, and Happiness

Aristotle’s theory is often characterized as teleological: The sort of person one
should be — how one should live — is determined by the good (end, purpose) or felos
of the human being. This felos is natural and objective, not conventional or social.
The Nicomachean Ethics commences with a conception of human action: Our
intentional acts aim at some end or good, but these may come in either of two
varieties. The end of an action may be a product or outcome of the action. For
example, the end of baking is the production of bread. Or the good may lie within
the action itself, as when one takes a walk merely to enjoy the stroll, not to lose
weight, deliver a letter, or clear a path.

Given that we engage in various activities, each with some end or purpose, there
must be some overarching good desired for its own sake and toward which all other
ends are directed. This ultimate end, says Aristotle, is eudaimonia, typically
translated as happiness, but more literally “living well.” Such an ultimate end is
no temporary state, nor does it consist in pleasure, contentment, honor, or wealth.
To provide a fuller understanding of the content of happiness, Aristotle turns to
human nature — in particular, the special characteristic, or function, of the human
being. The characteristic of the human being is reason, an active life of reason. And
the qualities that render possible the excellent performance of reason are the virtues.
These virtues enable one to live a life characteristic of the human.

The virtues divide into two classes, virtues of character and virtues of intellect.
Complete virtue involves the virtues of character, such as generosity, temperance,
courage, as well as practical wisdom, an intellectual virtue concerned with moral
decision-making. Whereas intellectual virtue requires teaching and the honing of
one’s deliberative capacities, the acquisition of virtues of character demands
habituation. One must be habituated to feel, respond, and act in certain ways and
at certain times. The properly habituated person, having acquired moral virtue,
comes to see that what he or she is to do is precisely what must be done, even if its
performance is not subsumable under a formula or description. In his account of the
two species of virtue, Aristotle is drawing on two aspects of the moral life: habit and
reflection. Habit, arising through example, suggestion, and precept, is embedded
within the community, just as reflection, in the form of practical wisdom, also draws
from the particulars of experience. Although one can distinguish these, they are not
so much separable as complementary.
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The Nature of Virtuous Action

The virtues give rise to virtuous conduct. But under what conditions is an act
virtuous? Genuine virtue has cognitive, intentional, dispositional, and affective
components. For an action to be genuinely virtuous, the agent must (1) know that
the act is of a certain kind. For example, the temperate person refuses a drink
because, even though he recognizes that the drink would be pleasurable, the
circumstances are not appropriate for drinking. Nonetheless, to know that an act
is of a certain kind does not entail that one chooses the act because it is of that kind.
Therefore, the virtuous agent must (2) choose virtuous acts “for their own sake”
([18], 1105a33). For example, one should give generously because generosity is
what is called for, not because it will be applauded. The businessperson should
speak honestly to a customer, not because “honesty is the best policy,” but because
honesty is the right course of action. Aristotle also revisits the dispositional element
of virtue, asserting that a virtuous act must (3) “proceed from a firm and unchange-
able character” ([18], 1105a34). The act must express or manifest a deep feature of
the self with which one identifies. Indeed, the relation of the act to character
suggests a fourth, affective condition: (4) The virtuous act must involve pleasure.
The virtuous person finds pleasure in being virtuous. The act itself need not be
pleasant or enjoyable, but the fact that the act is virtuous entails that one desires to
do it and its omission would be painful. For example, even though the circum-
stances that call for courage are not, typically, pleasant, the courageous person finds
it painful not to demonstrate courage at the right time and place.

As a state of character Aristotle describes virtue as a mean, an appropriate state
in relation to one’s emotions or actions. The mean, typically falling between an
excess and deficiency of emotion or action, is relative to the agent and the agent’s
circumstances. The appeal to relativity does not imply ethical relativism, for
Aristotle maintains that there is an objectively right (or wrong) response. But the
mean response is necessarily concerned with one’s affective or behavioral response
to a particular situation. Aristotle offers this summary definition of virtue:

Virtue, then is a state of character concerned with choice, lying in a mean, i.e., the mean
relative to us, this being determined by a rational principle, and by that principle by which
the man of practical wisdom would determine it. ([18], 1107a)

Moral choice requires knowledge or wisdom. As a mean state, virtue involves
the agent having the right emotion or performing the right action: at the right
moment, for the right length of time, in the right circumstances, to or for the right
persons, in the right manner, to the right degree, and for the right purpose. These
seven elements of virtuous action reveal the particulars of moral decision-making.
The virtuous person must see, attend, discriminate, and judge the particulars of
moral choice. It cannot be assumed that there is a formula, principle, or rule by
which one can specify what one must do in a particular situation. Reason must
guide and control both affect and appetite so that one hits the mean. In difficult
cases, this may require deliberation and reflection. One must perceive the particu-
lars, weigh the various goods that are at stake, and react in the right manner and
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degree. Aristotle’s appeal to practical wisdom does not mean that the virtuous are
constantly engaged in reasoning. In many instances, the virtuous person will know
what to do almost instantly. But if asked, the practically wise person could provide
a reasoned explanation for his or her response.

Aristotle’s Catalog of Virtues

Aristotle delineates a set of virtues that includes such universal traits as generosity,
self-control, justice, and courage, along with magnificence (giving to public pur-
poses), honor, good temper, friendliness, honesty, and wit, as well as qualities such
as magnanimity (or high-mindedness) that are not universally accepted. For each
virtue, there are specific objects and circumstances — the “concern” and the “con-
text” ([14], pp. 96-97). For example, courage is focused on one’s relation to fear;
generosity is concerned with the giving and taking of material wealth. These virtues
are praiseworthy precisely because they are concerned with the right sort of things —
each is a part of living well. So the courageous person is not fearful of just anything
(amouse, say, or distant thunder) but is, for Aristotle, concerned with the possibility
of death on the battlefield in fighting for a good cause. The courageous person will
fear death but not in excess, and this fear will be endured in the right manner and for
the right end. The virtue of generosity is concerned with material goods, with the
appropriate use of wealth. An excess of giving is extravagance, a deficiency
stinginess. The virtue of self-control is concerned with physical pleasures of
touch and taste such as those of sex, food, and drink. Self-control is a pivotal virtue
for Aristotle because unless one can control one’s pleasures then one will not be
able to act and feel in the appropriate ways. Instead of finding pleasure in virtue, one
will be distracted by the pleasures of the palate or body. The person who cannot
control pleasure is morally weak: This person knows what ought to be done but fails
to do it because another pleasure beckons.

Courage, generosity, and self-control are three traditional and universal virtues.
But Aristotle describes other virtues, not all of which we may find as easy to accept.
Some of these other virtues manifest an aristocratic context and concern. For
example, the virtue of magnificence is a trait that only some portion of society
might have, for only a few have the wherewithal to give large amounts to public
purposes. High-mindedness, or greatness of soul, is another virtue that may apply
only to some. The high-minded person is concerned with and demands proper
honor, but “honour from casual people and on trifling grounds he will utterly
despise” ([18], 1124a11-12). A virtue that Aristotle regards as a crowning quality
would, centuries later, come to be seen as improper. High-mindedness is hardly
compatible with humility, which would emerge as one of the Christian virtues and
an antidote to natural pride and selfishness. Indeed, some have argued that humility
is foundational for good conduct precisely because its presence ensures an efface-
ment of self that allows one to see the world as it is: “The humble man, because he
sees himself as nothing, can see other things as they are” ([19], p. 101).
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Aristotle’s list suggests that virtues not only apply to distinct spheres of activities
but may be conditioned by social circumstances. Alasdair Maclntyre suggests that
Aristotle has provided “a theory whose subject-matter is that pre-philosophical
theory already implicit in and pre-supposed by the best contemporary practice of
the virtues” ([20], p. 148). Differing circumstances and beliefs may call forth
distinct virtues (or distinct instantiations of virtues), so Aristotle’s virtues may
reflect some of the economic and social conditions of his day. Nonetheless,
Aristotle’s catalog includes virtues of comprehensive and universal appeal: justice,
courage, generosity, honesty, and practical wisdom. Such universal virtues may
have distinct particular instantiations or tokens across ages or societies. Living
well in one type of society may require particular manifestations of generosity
distinct from the examples of generosity found in other places or ages. Courage in
a warrior society may differ from that in a commercial society. The relative priority
of one virtue over another may be distinct, depending on social conditions or
beliefs.

The distinction between general and socially conditioned virtues suggests
another demarcation. Some virtues will have role-specific instantiations. Within
any society, organization, or institution, there will be positions with specific
responsibilities. The manager of a small business has distinct obligations from
those of the clerk. The manager must make prudent decisions for the firm, the
clerk no. The chief executive officer of a corporation must interact with a variety of
persons, exhibiting friendliness and honesty, as well as courage and generosity.
A manager, owner, or executive may be required to display leadership, which,
though itself not a virtue, may demand particular virtues (e.g., courage, justice,
practical wisdom) without which leadership would be impossible.

Taking Stock

Aristotle’s account of the virtues yields significant insights. That virtue is
a disposition of character with both affective and cognitive components is a central
tenet of almost any theory of virtue. That virtues involve an application of reason
that is more perceptive than purely calculative reminds us of the importance of
moral vision. That the moral life contains elements of the traditional and habitual is
a thesis that is too easily dismissed in an age, such as ours, that clamors after
abstract ideals.

Any appeal to virtue must take into account Aristotle’s theory. Yet his theory has
distinct elements, and these may be logically separable: One may accept some
elements and reject others. Aristotle holds, as noted above, that virtues, in general,
are mean states between excess and defect. This characterization offers a helpful
portrait of virtue, but it does not, as Aristotle himself recognizes, cover all of the
virtues. Moreover, although the ideas of excess and deficiency may prove to be
helpful criteria in making a choice, neither excess, defect, nor mean may reveal
a reason that one particular state is appropriate.



116 E. Heath

Second, Aristotle’s moral psychology of virtue — as a disposition of affect and
reason, connected with an ultimate good — does not entail the particular set of
virtues that Aristotle recounts. The chief virtues — justice, courage, self-control,
honesty, and generosity — may be accepted as universal traits. Other virtues, such as
high-mindedness, honor, or wit do not share the same universality, even as they
have their interest. If one rejects one of these virtues, then one is also rejecting
Aristotle’s doctrine of the unity of virtue: To have one virtue is to have all the
virtues ([18], 1144b33-35). It is not unreasonable to set this doctrine aside, if only
by counterexample: Some genuinely honest persons also lack courage.

For Aristotle, the moral life is to be understood in terms of a single end or purpose,
with each intentional action contributing to that purpose. The end is understood in
terms of human nature, a biological basis for an objective good. However, as a third
consideration, one may accept the teleological element but reject any biological basis
in human nature. If one does this, then one must find some other basis on which to
ground the objectivity of virtue. On the other hand, one may challenge the idea that
there is single good toward which all things aim. In contrast, there may be plural and
incommensurable goods. Or the traits of virtue may be good in themselves and not
otherwise related to a single relos. Virtuous persons may remain virtuous even as they
are acting without a specific goal or purpose but merely responding to circumstances
([21], p. 758).

Finally, it is not clear how one should interpret Aristotle’s felos. The claim that
our moral lives have an end must be considered in light of Aristotle’s distinction
between ends intrinsic to an activity and ends that exist apart from the activity. The
end of virtue is happiness, but happiness is itself a manner of being, not some state,
goal, or terminating point. It is not so much that one sets about each morning to be
generous, courageous, and just, as it is that one seeks to do other things — to walk the
dog, interview an employee, issue a contract to a new supplier, speak with an
unhappy client, enjoy a dinner with the neighbors, and so on. The virtuous person
has many aims, but his conduct is informed and conditioned by his humanity. On
this interpretation, the presence of virtue will preclude some activities and engage-
ments, suggest others, and more generally influence and modify one’s actions. If
this schematic interpretation is plausible, then the teleological element in
Aristotle’s ethics may prove less strong than often thought.

Aristotelian Virtue and Commerce

One need not accept the Aristotelian theory in its totality in order to appreciate its
insight, value, and influence. Can Aristotle’s theory function as a basis for business
ethics? Is the theory compatible with commerce? It is well known that Aristotle
expressed theoretical misgivings about some aspects of exchange, even as he recog-
nized (contrary to Plato) the significance of property for leading a good life. The
economy of ancient Greece did not incorporate the sort of widespread markets that we
have today. Aristotle’s own treatment of value and exchange, in both the Nicomachean
Ethics and the Politics, suggests that some kinds of trade (including charging interest
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on loans), in which the parties seek less to acquire genuine wealth than to make money,
are not fully virtuous. Aristotle’s thoughts on exchange do not, however, settle the
question of whether his theory of virtue is compatible with commerce as we understand
it today. Neither Aristotle’s psychological account of virtue nor its conceptual bases
seem to render his theory incompatible with a market social order in which there is
private property and the voluntary exchange of goods and services.

Solomon’s Aristotelian Virtue

Within business ethics, the most prominent application of Aristotelian virtue to
business has been in the work of Robert C. Solomon. Solomon regrets that so much
of business ethics focuses on policy, thereby omitting “an adequate sense of
personal values and integrity” ([13], p. 111; see also, [22], p. xi). For Solomon,
an Aristotelian understanding of business ethics commences with the idea that
virtues of character are embedded within both the social community and the smaller
community of a business. Pointing out a list of qualities or virtues — moral and
nonmoral — relevant to business ([14], pp. 96—141), Solomon identifies honesty,
fairness, and trustworthiness as basic business virtues. He treats fairness, for exam-
ple, as related to mutual agreement, “a willingness to exchange value for value”
([14], p. 114). Within a firm, fairness demands that all receive their due, whether it
comes via salary, promotion, or commendation. Honesty, he writes, is “the first
virtue of business life,” adding that honesty need not entail “full disclosure” and that
the differences between honesty and dishonesty are “two extremes in a rich colorful
spectrum” ([14], p. 118). For Solomon, there are also particular business virtues,
including “toughness” and “friendliness,” each particularly suitable to commerce.
According to Solomon, the communities of society and of business have
their own purposes. Drawing a distinction between the goals and purpose of
business, Solomon asserts that one, but not the only, goal for business could be
profit making. However, the purpose of business, the “reason for engaging in
the practice” ([13], pp. 119-20), is more fundamental than a particular goal. He
characterizes the purpose as, “the satisfaction of public demand, the introduction of
innovative, more efficient, more cost-effective products to fill a need and the
optimal on-going relation between producer and consumer” ([13], p. 20).
Solomon’s energetic and insightful defense of virtue is valuable. The purpose(s)
he sets forth, an overarching felos for business as a general practice, seeks to
identify what business really is. However, the justification for stipulating this
general purpose is unclear. It is true that business must be distinguished from
other forms of organization — the nonprofit, the governmental, and so on. However,
the very purposes that Solomon attributes to business are not unique to it. Such
purposes — which are not single but plural ends — could pertain to an individual, an
artisan, or even an artist. Any number of organizations might have the purposes that
Solomon invokes, including a socialist cooperative enterprise, or a planning agency
of a socialist state. These organizations too might seek to satisfy public demand, to
innovate, and to achieve an optimal relation between producer and consumer.
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A socialist enterprise might maintain these purposes even if it does not fulfill them
with the same success enjoyed by the business enterprise.

Solomon’s proposal also fails to distinguish a purpose for business as general
practice from the purpose of a particular business. Yet we work in particular
businesses not business in general ([23], pp. 836-837). One may undertake
a business enterprise for all sorts of reasons. As an activity, business involves
exchange with each trader expecting some value in return. Alexei Marcoux discerns
that business is an activity, not an organization, and the engagement in business
requires no specific organization at all ([24], p. 58). To engage in the activity of
business is not only to perform certain kinds of transactions, but to seek those
transactions. Moreover, these are intentional activities that seek to be self-sustain-
ing: “Business, then, is a(n intentionally) self-sustaining transaction-seeking and
transaction-executing practice” ([24], p. 60).

This characterization recognizes the essential identifying element of business,
exchange, but it does not require an appeal to a substantive purpose, as Solomon
demands. In this revised sense of business, exchange takes place against certain
assumptions, a framework of property relations — mine and thine — as well as certain
beliefs and values, habits, and customs. When the activity of business becomes self-
sustaining, then one is “in business” in the sense that one intends one’s activity to
sustain future transactions over time. To be in business is to be seeking trades and
exchanges of a certain sort — namely, business exchanges.

lllustrations of Virtue in Commerce

Even without setting forth a substantive end for business, the virtues may be applied
to commercial activity. Business exchanges can be embedded within a core of
universal virtues, as Solomon and others contend [5, 11, 12]. Given that virtues
have their contexts and concerns, a core set of virtues — self-control, courage,
justice, generosity, and honesty — translates easily into commercial society, even
as their particular tokens or instantiations depend on the particulars of history and
circumstance.

Self-Control

Self-control concerns physical pleasures, but it may extend to other temptations as
well. The person of self-control does not pile up debt or spend beyond his means, saves
funds for the unexpected, and otherwise demonstrates a “low time preference” for the
present (placing thereby a higher value on the future). Thus, the person of self-control
may forswear immediate satisfaction, save for the future, and practice the virtue of
thrift [25]. The person of self-control, able to allocate time and effort and to prioritize,
works well under pressure despite distractions. Moreover, the person of self-control is
able to master emotions when dealing with obstreperous colleagues. These are some of
the ways that self-control is essential to the roles and responsibilities of commerce.
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Courage

Courage is a virtue that might seem appropriate for a warrior society, but danger
need not be bodily. An individual may rightfully fear many things, including a loss
of well-earned reputation, embarrassment, financial loss, or another person’s anger.
A manager may muster courage to fire an employee, adjudicate a dispute, or state an
opinion that runs counter to what is expected. An entrepreneur who perceives profit-
making opportunities, however risky and uncertain, must act with decisiveness and
courage: “Whenever you see a successful business, someone once made
a courageous decision” ([26], p. 233). To start a new venture — a new advertising
strategy, a new product, or a new method of production — is to take a calculated risk.
As in the case of scientific discovery, a commercial hypothesis may not survive
testing [27]. Of course, decisive and strategic conduct may conform to courageous
conduct without manifesting genuine courage. Nonetheless, courage is needed
precisely when a person is unsure of a strategy or assumes significant risk. Even
the strategically minded person may require courage to see a project to completion.

Justice

Aristotle understood justice in its most general form to involve treating equals
equally and unequals unequally ([18], 1131a23-25). The virtue of justice enters
commercial society in various ways. The basis of exchange is voluntary and
informed agreement: The just person does not seek to coerce, threaten, or mislead.
Adam Smith offers this portrait of the just businessman:

In the race for wealth, and honours, and preferments, he may run as hard as he can, and
strain every nerve and every muscle, in order to outstrip all his competitors. But if he should
justle, or throw down any of them, the indulgence of the spectators is entirely at an end. It is
a violation of fair play, which they cannot admit of. ([4], I1.ii.2.1)

For Aristotle, justice also involved fairness. And there is a sense in which his
basic dictum of justice, expressive of rational consistency, involves a procedural
fairness: One is not to play favorites, allowing one person to do or to receive
something not available for others. As a virtue of decision-making, justice often
takes the form of fairness. Employees must be evaluated fairly, rewards must be
allocated by fair criteria, and employees hired, evaluated, and promoted according
to public criteria. An employee must be just in relation to his colleagues and his
company, endeavoring to put in a good day’s work and to execute conscientiously
his responsibilities.

Justice may also come into play in how a firm or corporation seeks to use the
power of government. In the Wealth of Nations, Adam Smith criticizes businessmen
who use the power of the government to forge monopolies, as in the case of
“merchants and manufacturers” who seek exclusive privilege [28], IV.ii.21; see
also I.x.c.25, I.xi.g.10, IV.vii.c.43) or otherwise engage in a “conspiracy against the
publick” ([28], I.x.c.27). A businessman who via recourse to the state, “raises in any



120 E. Heath

country the ordinary rate of profit higher than it otherwise would be” ([28], IV.vii.
¢.26) is subject to Smith’s scorn. If one adopts an ideal view of a market, in which
rules of justice allow free and open competition, in which no laws or regulations
grant special privileges, monopolies, or favors to particular industries or firms, then
any attempt to use the political process to gain advantages over a competitor — what
the economists refer to as “rent seeking” — may not only be deleterious to the body
politic ([28], IV.vii.c.43) but unfair, if not unjust. Operating in these ideal condi-
tions, the just businessperson — essentially no different from any other party or firm
engaged in exchange — does not seek special favors, legal privileges, or regulatory
protections. The persons who lobby for such favors are among an “order of men,
whose interest is never exactly the same with that of the publick, who have
generally an interest to deceive and even to oppress the publick” ([28], I.xi.p.10).
Yet within contemporary democracies, under political conditions that sanction and
do not discourage rent seeking, it is not so obvious that the rent-seeking business-
person is regarded as an unfair or unjust person ([29], pp. 6-7), though at
a minimum the businessperson who advocates a free market but nonetheless
seeks legal or regulatory protection is guilty of hypocrisy.

Generosity

The virtue of generosity might seem, at first glance, to be incompatible with business
exchange: Generosity involves giving, but business involves reciprocal trade. How-
ever, within the individual firm or in the midst of reiterated exchanges (between two
traders, owner and employee, manager and supplier), there is room for the virtue of
generosity. For Aristotle, generosity is concerned with the giving of material goods,
more generally with the appropriate use of wealth. Its excess is extravagance; the
defect, stinginess. The generous person finds pleasure in giving to the right people in
the right amount and for the right reason. Thus, one is not generous if one provides
cigarettes to a 10-year-old child. Generosity also concerns what one takes: “Nor will
the liberal [generous] man take from wrong sources” [18], 1120a32). For example,
one who is well-off should not take from those in need. We might consider generosity
to include nonmaterial goods. One could be generous with one’s time: A physician
takes extra time to calm a nervous patient; the experienced employee pauses to help
a new employee. One could also be generous-minded when considering the merits or
shortcomings of others. Just as the person who gives material goods wishes well to
another, so does the person who is generous-minded wish well of another in that he
puts the other person in a favorable light.

One kind of social generosity is discussed by Aristotle and that is magnificence,
but there is room for generous giving of other sorts, including time, money, and
labor. Numerous voluntary social groups, mutual-aid societies, charitable associa-
tions, and business, labor, and professional organizations encourage and rely on
generosity and benevolence (as well as friendship, responsibility, civility, honesty,
and trust). These institutions and societies — intermediary between state and citizen,
neither governmental nor commercial — serve as avenues by which individuals
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come to relate to others in ways other than through commercial exchange, thereby
creating networks of friendship and acquaintance which complement, if not coun-
terbalance, any tendencies of the market to valorize efficiency and prudence over
the bonds of neighborhood, community, and society.

Honesty

Honest communication is a condition of any society. In commerce, honesty has
special significance. An honest person is trustworthy, and trust is necessary for
cooperation, contracts, promises, and agreements. The honest person avoids deceit
but also avoids deceitful persons, as well as situations that present one with options
that demand deceit. The honest person desires to relate to others in truthful rather
than deceptive ways, even as telling the truth is not equivalent to telling the whole
truth. Indeed, honesty may be compatible with emphasizing one element of
the truth over others, embellishing some matters, or playing up certain features.
On the other hand, the intentional effort to deceive is wrongful precisely because
the dishonest person seeks to take advantage of trust or otherwise ignores another
person’s justified desire to be told the truth. There are many avenues for dishonesty
besides lying, including manipulation, scheming, trickery, and dissembling. Hon-
esty is also a matter of deed: For example, the honest person adheres to the agreed
contract, performs what was reasonably expected, and applies professional knowl-
edge appropriately. A supplier conforms to the contract and refrains from shortcuts,
never substituting a cheaper version for the agreed model. An honest accountant
applies her expertise in conformity to expected rules of accountancy; an honest
employee credits correctly the hours worked.

Modern Virtue

Some of the first modern appeals to virtue occurred in the eighteenth century in
the midst of debates concerning the moral and ethical consequences of commerce
[30, 31]. The debates took on sharpness with the publication of the doggerel poem
of Bernard Mandeville [32] in which he argued that self-interest (vice), not virtue, is
the fount of a bustling commercial society. The productivity and complexity of
commercial societies — circumscribed by justice and governed by the rule of law —
are the result of our self-interested appetites: private vices and public benefits.
Norms of conduct and virtue emerge in such a society, but these are strategic
devices that allow us to cooperate. According to mandeville, the widespread
practice of genuine virtue would render a bustling commercial society impossible.

David Hume

Many argued against Mandeville, including David Hume. Commercial societies are
the happiest and the progress of commerce advances moral refinement. “[I]ndustry,
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knowledge and humanity are linked together by an indissoluble chain” ([33],
p. 271). Yet Hume’s account of the moral life [34, 35], and his appeals to virtue,
reject teleology or any overarching social purpose. We praise, he says, those
qualities of character that are either agreeable or useful to the self or to others.
He draws a distinction between two kinds of virtue, the natural and the artificial.
The natural virtues draw from sentiments or passions original to human nature, but
qualities (such as justice) approved as artificial virtues require the establishment of
a general convention if they are to be useful or agreeable. Among the catalog
of virtues that Hume discusses are traits of “common life” — the everyday life of
family, work, and society. These include benevolence, generosity, courage, hon-
esty, and loyalty, all useful to the wider public; industry, frugality, honesty, and
fidelity, as well as discretion, caution, enterprise, and industry, useful primarily to
the individual agent. Hume distinguishes these virtues from the “monkish virtues,”
which are “everywhere rejected by men of sense, but because they serve to no
manner of purpose; neither advance a man’s fortune in the world, nor render him
a more valuable member of society” ([35], p. 270).

Hume believes that commerce diminishes partialities and brutishness. However,
it is not Hume’s concern to suggest that the sort of benevolence operating in small
groups can be found in larger groups in which our interactions are neither reiterated
frequently nor otherwise enhanced by relations of acquaintance, friendship, or
family. Moreover, in considering the matter of foreign trade, for example, Hume
explicitly describes commerce as occurring with “strangers” ([36], p. 264).

Adam Smith

In both of his great works [4, 28], Adam Smith also maintains that commerce
involves interaction with strangers, though his theory of virtue is distinct from
Hume’s. Recognized for his elaboration of a system of natural liberty in which the
interactions of individuals — motivated by desires to better their condition and to
achieve acclaim — generate a division of labor and a commercial market, Adam
Smith also delineates an important account of the moral life. His theory of the virtues
does not set forth an overarching good, such as happiness. He maintains that the
virtues, developed through social interaction, in combination with human nature, are
part of a benevolent system of nature — a universe with its own laws. Smith
recognizes that human beings tend to be self-interested and self-centered, but, he
believes, they are not destined to be such. Through our ability to imaginatively place
ourselves in the circumstances of others, we come to understand the concerns and
passions of other persons. The correspondence of sentiments between spectator and
agent is what Smith refers to as “sympathy.” Sympathy generates moral approval.
Each of us has a desire for this sympathy or harmony, and each employs the
imagination to understand how another feels in his given circumstances. Smith
describes how the human imagination, via social interaction, develops a general
standard of propriety encapsulated by the perspective of the impartial spectator,
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the proper outlook from which to assess the character and actions of others. In
addition, each agent must come to be an impartial spectator of his own self and
character. In so doing, one must exert self-command so that one adjusts one’s own
passions and desires to what the impartial spectator would approve. The basic virtues
that are approved are benevolence, justice, prudence, and self-command.

Adam Smith believed that virtue played a crucial role in the good life of all
persons, including those in commerce. Nonetheless, it is this same Adam Smith
who famously remarked:

It is not from the benevolence of the butcher, the brewer, or the baker, that we expect our
dinner, but from their regard to their own interest. We address ourselves, not to their
humanity but to their self-love, and never talk to them of our own necessities but of their
advantages. ([28], L.ii.2)

Smith is contending not that self-interest is the only motivation in business, but that
our interactions with others do not (and should not) depend solely upon benevolent
motives, special requests, or “servile and fawning attention” ([28], Lii.2). To
engage in commerce, the just person refrains from threats or harms. However,
Smith (like Hume) does not perceive our interactions with strangers, commercial or
not, to be defined by relations of benevolence.

In part VI of The Theory of Moral Sentiments, Smith introduces benevolence in
terms of differing orders of society: family, friends, nation, and universe. His
discussion, which commences with the statement of “our very limited powers of
beneficence” ([4], Vlii.intro.2), raises the question of why beneficence is so
limited. In the next chapter, devoted to the “Order in which Individuals are
recommended by Nature to our Care and Attention,” Smith stipulates that each
individual is most fit to take care of himself; from there, Smith proceeds to consider
the caring concern exhibited within the family, subsequently noting how similar
affinities among friends and close associates can produce analogous sentiments of
benevolence. Of an agent’s relations to family, Smith writes:

He is more habituated to sympathize with them. He knows better how every thing is likely
to affect them, and his sympathy with them is more precise and determinate, than it can be
with the greater part of other people. ([4], VLii.l.2)

Smith cannot expect that persons of commerce will be exercised by the kind of
benevolence that we more commonly expect within such small groups: He cannot
have such an expectation simply because Smith’s invocation of the sympathetic
imagination — that operation of thought by which we represent the circumstances and
values of others and by which we generate norms of benevolence and prudence —
presupposes, as a necessary condition, a degree and kind of knowledge that is not
typically available in market exchanges. The impartial spectator, in other words, serves
as a standard for market as well as nonmarket interactions. Yet unlike familial group-
ings, the market is an arena of relative anonymity, and distance in which one must
utilize self-command in order to get along. As we interact with strangers and endeavor
to see ourselves as others see us, we exert self-command — the capacity to adjust our
passions and desires — so that our interactions with others are polite, gentle, and amiable.
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Amiability need not entail benevolence, but it does not exclude prudence either. Just
as Smith criticizes Mandeville’s system as “licentious” and “destructive” ([4], VIL4),
so does his account of prudence demonstrate a place for attention to self. Security of
wealth, health, rank, and reputation are the objects of prudence, a virtue which though
“respectable and even, in some degree...amiable and agreeable” is distinct from
Aristotle’s practical wisdom, which is “directed to greater and nobler purposes” ([4],
VLi.14-15). The virtue of prudence is cautious and earnest, industrious and frugal, and
sincere and inoffensive — it is the primary virtue of commerce. In the midst of what
Smith recognizes as the corrupting appeals of vanity, there is room within commercial
society for the person of sober-minded and unostentatious productivity.

Samuel Smiles

Unduly neglected by business ethicists, Samuel Smiles offered, in the nineteenth
century, an account of business virtue in a chapter of his book, Self-Help [37].
Smiles delineates an optimistic yet sensitive account of the power of character, both
for the individual and the nation. Often aphoristic rather than philosophical — “The
poor man with a rich spirit is in all ways superior to the rich man with a poor spirit”
([37], p. 245) — Smiles’ work is important and worthy of consideration. He contends
that it is incorrect to characterize the businessman as “mean” — uncreative, plod-
ding, or pedestrian ([37], p. 208). The path of success in business is no different
from the path of success in life. Among the qualities that Smiles illuminates are
self-reliance, prudence, perseverance, honesty, and integrity. But Smiles also
defends such qualities as “Attention, application, accuracy, method, punctuality,
and dispatch” ([37], p. 213) — all essential for success. “They are little things, it is
true; but human life is made up of comparative trifles” ([37], p. 213). Along with
these traits, he notes the importance of “sound discretion, quick perception, and
firmness in the execution of [the businessman’s] plans” ([37], p. 219).

For Smiles, character has intrinsic value, commanding authority regardless of
wealth or status. Yet he also maintains that character offers the “road to prosperity
and wealth” ([37], p. 236), even as he admits that “the scrupulously honest man
may not grow rich so fast as the unscrupulous and dishonest one; but the success
will be of a truer kind, earned without fraud or injustice” ([37], pp. 230—1). The person
of character shows consideration for those “subordinate to him,” including employees,
and has a sense for the feelings of others — “respect for their self-respect” ([37], p. 249).
As Smiles puts it, “morals and manners” are of greater importance than laws ([37],
p. 240), and it is “better to lose all and save character” ([37], p. 231).

Deirdre McCloskey

The most recent and ambitious account of virtue and business comes from Deirdre
McCloskey [38, 39]. Indebted to Aristotle, among others, she characterizes virtue
as a “durable, educated characteristic of someone to exercise her will to be
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good” ([38], p. 64). Yet McCloskey is wary of relating the idea of goodness to
some social or public good. McCloskey defends virtue as part of a larger defense
of liberty: Liberty is valuable because it is a condition for realizing a moral and
virtuous life.

She undertakes a wide-ranging and spirited elucidation of seven virtues, the four
classical virtues of justice, prudence, courage, and temperance, as well as three
theological virtues, faith, hope, and love. These are the basic virtues around which
other qualities are built, including commercial or, as she puts it, “bourgeois”
versions. One may live virtuously as peasant, artist, or aristocrat, but one may
also do so as a bourgeois. Prudence is the most significant of the bourgeois virtues,
but commercial conduct does not rest on prudence alone. Faith or “a willed
steadfastness” ([38], p. 153) rests on integrity. Love entails “trust, good humor,
neighborliness, respectfulness, cooperativeness, decent intentions” ([38], p. 127).
The virtues not only sustain commercial practices but are encouraged and required
by capitalism: “they have been the causes and consequences of modern economic
growth and of modern political freedom” ([38], p. 22). She seeks to counter the
widespread view of markets and business as, somehow, antithetical to virtue,
community, friendship, and a life lived well. In so doing, she refocuses the ethics
of business away from its dominating concerns with public policy (and topics more
political than moral) and toward the commonplace acts and decisions inherent in
the conduct of business.

Central Issues

As is true of all philosophical theories, a theory of virtue faces challenges, two of
which are noted here. One challenge is that virtue offers few explicit guidelines for
conduct. It is suggested that the alternative to virtue, an appeal to rights, rules, or
principles, provides clear lines of action. Yet, the objection continues, it is not so
easy to draw a clear course from virtue to a specific act. True enough, a theory of
virtue does not offer a mechanical application of a principle or standard. Of course,
the virtue theorist may appeal to exemplary narratives to assist in our deliberations
and decision-making ([5], p. 324: [6], p. 287). However, it is also worth recounting
that Aristotle held that a theory should have the precision appropriate for its subject
[18], 1094b12-28). The particulars of the moral realm may manifest a complexity
not reducible to principles (even if principles are necessary). Moreover, as Aristotle
also remarked, those who study ethics should already have a sense of right and
wrong, developed within the community ([18], 1095a2—11). So the virtue theorist
might argue that if we are born into communities, then the search for fresh principles
is misplaced: In a good community, the ethical world is present already in anyone
who inquires. (As Adam Ferguson remarks, “Mankind are to be taken in groupes, as
they have always subsisted” ([40], p. 10).) When the virtue theorist articulates the
dispositional structures and basic goods of this world, a traditional moral know-how
is presupposed [41]. This resolution may leave the theory of virtue without a set of
algorithmic principles. However, according to the virtue theorist, such principles
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misrepresent what the moral life is about. Nonetheless, the study of virtue will help
the individual to hit the moral mark ([18], 1106b31-32).

An underlying question remains at stake in this debate: What is it that an ethics
of business is to do or to provide ([42], p. 358)? If business ethics is to settle
philosophical queries regarding the nature of the corporation and other public
policy issues, then virtue ethics makes no pretense of responding to these questions.
Alternatively, if business ethics is to provide a moral and philosophical justification
of the market, then virtue ethics may not be the place to start, but neither are the
major theories of business ethics such as stakeholding or social responsibility.
However, if business ethics is to guide individuals in their everyday business
lives, and if these individuals have a sense of right and wrong, and good and bad,
then the appeal to virtue may inspire the motivation, hone the perception, and
sharpen the moral cognition of the businessperson.

A second challenge suggests that virtue is appropriate only for small, organically
unified societies, not large commercial societies with divergent ends and purposes.
One version of this challenge may be found in the work of a defender of virtue,
Alasdair MacIntyre. He contends that virtues are always situated within practices,
a vision that does not rest easily with commerce, at least of the sort that is liberal
and individualist. As MacIntyre puts it, “For liberal individualism a community is
simply an arena in which individuals each pursue their own self-chosen conception
of the good life, and political institutions exist to provide that degree of order which
makes self-determined activity possible” ([20], p. 195).

This objection assumes not only that the practice of virtue requires a substantive
and common end across society but that the forces of economic liberalism — with its
embrace of free and equal spheres of action — have weakened, if not swept away, any
substantive agreement on ends. On this account, the very societies in which business
flourishes lack the agreement necessary for virtue, so it will prove difficult to embed
the practices of business within the traditional moral virtues. Such an objection
assumes that theories of virtue demand a strong notion of a communal end, or
telos. However, it is important to understand how the end of our lives is found in
a manner or mode of activity and not in some goal extraneous to the activity.
Moreover, it is not so obvious that commercial societies must be as atomistic as
this sort of objection suggests. Under some descriptions, commercial societies incor-
porate intermediary social groups and organizations, as well as regional and local
traditions. No doubt, commerce produces innovation and changes, but it is unclear
whether the changes that have occurred in commercial societies are the result of
exchange rather the outcome of centralizing tendencies in modern democracies that
have shorn the individual from nonpolitical and local affiliations [43].

Conclusion

The first systematic theory of morals, that of Aristotle, offers a rich foundation
for exploring and understanding virtue and character. Although Aristotle’s
account of virtue does not include specifically commercial virtues, neither
is its moral psychology inherently incompatible with exchange. Even as con-
temporary theorists often challenge particular elements of Aristotle’s moral
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thought [2, 3, 44], some of the basic and universal virtues of Aristotle may be
brought to bear in commercial conditions, yielding thereby Aristotelian virtues
applicable to conditions of exchange. Other virtues, such as those delineated by
Adam Smith, Samuel Smiles, or Deirdre McCloskey, testify to how the com-
mercial life may be a virtuous life. In sum, the virtuous person lives well in
a commercial society, even as that person is not self-consciously pursuing an end
of happiness that is either distinct from or caused by the virtues themselves.

As a theory of business ethics, virtue may also possess an advantage over
theories of social responsibility or stakeholding. Each of these theories seeks to
render business ethical by essentially altering the nature of business ([45],
pp- 72-76). A theory of social responsibility asks a manager to make decisions
with an eye to social or political endeavor, not with an eye to exchange or
consumer demand. To spend funds on socially responsible endeavors is to
deploy one’s effort for something other than production for exchange. Genuine
social responsibility, as typically construed, asks the business person to engage
in something other than business. The stakeholder theory, conceptually distinct
from a theory of social responsibility, suggests that the businessperson should
attend to the interests of stakeholders, not to the signals of the market, such as
prices. The advantage of virtue theory is that it allows business activity to
proceed as embedded within the lives of virtuous individuals.

To be virtuous is to be a person whose perceptions, dispositions, responses,
and actions possess a quality and manner of goodness. The virtues influence our
range of options, as well as our inventory of desires and our basic commitments.
These moral qualities affect how we see a world beyond self. For these reasons,
the ideals of virtue have a transformative appeal, connecting a person’s character
and model of life to a specific set of traits. In this sense, virtue serves as
inspiration and aspiration ([6], p. 286). A recognition of and search for virtue
also assists us in identifying morally good persons ([6], p. 280) whose character
has a steadfast reliability. Indeed, within the business realm, one may easily ask
this question: With whom would one prefer to work — the virtuous individual or
the person devoted to abstract principle? One person perceives the world and its
particulars; the other adheres to a proposition. Both may do good deeds, but only
one carries goodness within. A theory of virtue is also comprehensive, bearing
relevance to individuals working at all levels of business activity, proprietorial
and managerial certainly, but also at the level of wage earner and customer.
A theory of business virtue is not simply for policymakers, executives, or
regulators but for all individuals in the everyday working world. The importance
of virtue resides in its influence on choice, desire, and action. Virtue is a manner
of living and in this simplicity of perspective resides its power and appeal.
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Scholastic Thought and Business Ethics






Domeénec Melé

Abstract

The generic name “Scholasticism” covers a number of thinkers who lived and
wrote between the eleventh and mid-seventeenth centuries in western Europe,
with its Golden Age being the thirteenth century. What is termed “Later Scho-
lastic” was another brilliant period, especially for economic and business ethics.
Scholastic thought, however, is not only a historical matter. At certain points
from the late nineteenth century there were revivals, and we are seeing another
now, which may have potential. This chapter reviews the main stages of devel-
opment in Scholastic thought, paying special attention to its origins, its main-
stream schools of thought, its method, and its philosophical grounds. It also
discusses how Scholastic thought, especially that of Thomas Aquinas, can take
on some current key issues in business ethics. This includes integration of
economics and ethics, universal ethics and ethical relativism, ethical decision-
making, shareholder versus stakeholder approaches to corporate governance,
human rights in a global world, and the role of philosophy and religion/theology
in business ethics.

Introduction

Since the 1970s, we have seen a remarkable development of business ethics [22].
However, interest in business ethics is not new. In the Middle Ages and, above all,
in the fifteenth, sixteenth, and early seventeenth centuries, a number of significant
ethical issues were already being confronted by Scholastic thought.

The generic name “Scholasticism” covers a number of thinkers who lived
and wrote between the eleventh and mid-seventeenth centuries in western Europe.
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As a rough classification, two great periods can be distinguished; the First or
Medieval Scholasticism [17, 38], which lasted until the fourteenth century, and
the Second or Late Scholasticism, including authors from the fifteenth to the
mid-seventeenth centuries [2, 14, 61, 77].

“Scholastic” derives from the Latin word scholasticus, a name given to the head
of Christian schools in the Middle Ages, and who generally taught dialectics — one
of the seven liberal arts adopted at that time in academic curricula. This was the
only branch of philosophy then studied systematically. Later the term “scholastic”
was used at the early universities to designate both a method and a system. This
makes sense inasmuch as the deep roots of Scholasticism are to be found in the
medieval schools established in cathedrals and monasteries from the eighth century
onward, which became very relevant centers of learning in western Europe.
They were the seedbed of the early universities created from the eleventh century
onward.

This chapter firstly reviews the origins of Scholasticism, its mainstream schools
of thought, the Scholastic method, and its philosophical grounds. The rest of the
chapter discusses some possible approaches from Scholastic thought, especially
that of Thomas Aquinas (probably the most important Scholastic author), to some
current key issues in business ethics. Namely, how Scholastic thought, especially
that of Aquinas, can take on some current key issues in business ethics.
This includes integration of economics and ethics, universal ethics and ethical
relativism, ethical decision-making, shareholder versus stakeholder approaches to
corporate governance, human rights in a global world, and the role of philosophy
and religion/theology in business ethics.

The overview on Scholastic thought presented in this chapter is followed by
another four chapters, in which different authors analyze and discuss in a certain
depth some aspects or periods of Scholastic thought. Dierksmeier explores business
ethics in Thomas Aquinas and the alternative and critical view of William of
Ockham. Schlag studies Italian Scholastics, Alves and Moreira present the School
of Salamanca, and Alford focuses on the influence of Thomistic thought in con-
temporaneous economic and business ethics. She also discusses the relationship
between Thomistic thought and the modern Catholic social teaching.

Origins and Historical Development of Scholastic Thought

With Boethius (480-524/525) as a precedent, it is John Scotus Eriugena (815-877)
who is frequently considered the oldest Scholastic because he, who knew
Greek very well, introduced some ideas from Neo-Platonism to the intellectual
community in western Europe. However, the real development of Scholasticism
began in the eleventh century with Peter Abelard (1079-1142) and the Archbishops
of Canterbury Lanfranc (1005-1089) and Anselm (1033-1109). In this period of
Early Scholasticism, there was strong debate, which continued until the thirteenth
century, regarding the relationship between philosophy — understood as love and
pursuit of wisdom by intellectual means — and theology, which regards the study of
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God, defined by Augustine of Hippo (354-430) as “reasoning or discussion
concerning the Deity” ([8], VIII, 1). For Christian theologians, theology tries to
develop the Christian Revelation accepted by faith through rational discussion.

Meanwhile, from the ninth to twelfth centuries, Arabs contributed to the
introduction to western Europe of Greek philosophy, including that of Plato
and Aristotle, many of whose original writings had been discovered. This was
accompanied by valuable commentaries on Aristotle’s works in late antiquity and
by Muslim and Jewish philosophers in medieval times. Schools of translation grew
up in Spain, Italy, and other European countries, and in the early thirteenth century
most of the recovery of Greek philosophy was complete and the texts were made
available to scholars.

The introduction of these materials provided a great impulse to intellectual life
at the existing universities (Bologna, Paris, Oxford, Cambridge, Salamanca,
Montpellier, and others) created by kings or municipal administrations from
preexisting Christian schools or as new higher study centers, as sites of higher
education. In this context, in the thirteenth century and early fourteenth century
became what is generally considered as the high period or the Golden Age of
Scholasticism.

The Golden Age of Scholasticism, in both teaching and writing, was in the
thirteenth century. Albertus Magnus (1193/1206-1280), and, above all, his disciple
Thomas Aquinas (1225-1274) were outstanding authors. Aquinas, who taught at
the University of Paris, presented interesting insights on moral aspects of business
in the world as it then was, but his main contribution — as with Aristotle — is
probably not to business ethics per se, but in providing philosophical bases for
its development [15, 16, 50]. Another important figure of this period was John Duns
Scotus (1265-1308), who proposed different perspectives within Scholasticism [19,
90]. Alexander of Hales (1185-1245) and Peter Auriol (1280-1322) were also
notable thinkers of this period. Most authors of this period were members of two
religious orders: Dominican and Franciscan.

The Middle Age Scholastics was in the second half of the fourteenth century. On
the Dominican side, successors of Thomas Aquinas taught mere repetitions of their
master, presenting innumerable classifications and forgetting the deep richness of the
genuine Thomas. On the Franciscan side, some thinkers presented proposals quite
critical of conventional Scholastics and, in particular, of Thomas Aquinas. One of
these proposals came from the Franciscan friar Roger Bacon (1214-1294), who
emphasized empirical knowledge, becoming a pioneer of the modern scientific exper-
imental method, but in opposition to Scholastic thought. Another Franciscan, William
of Ockham (1288-1348), opened new directions far distant from Aquinas, with
important implications for metaphysics and ethics.

In the late fourteenth and fifteenth centuries, however, one can find a number of
significant developments in business ethics, which were led by a number of Italian
Scholastics and occasionally by authors from other European countries; among
them, Peter John Olivi (1248-1298), Astesanus de Ast (died ca. 1330), Bernardino
of Siena (1380-1444), and Antonino of Florence (1389-1459), all of them
mentioned by Schlag in this book, and Johannes Nider (1380—1438) [93]. At this
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time, remarkable economic development took place in some cities in northern Italy
favored by trade with East Asia, relatively large shipyards, banking, and some new
financial tools — an early form of capitalism, we might say. These Scholastics dealt
with topics such as the right to private property and its limits, the role of profits,
proper conduct in commerce and the work of merchants, value and utility, just
price, and exchanges and fraud, along with the question of the illegitimacy of
usury — a very controversial topic at that time — and its difference from lending at
moderate interest rates.

Another brilliant period of Scholastic thought was what is known as the Late or
Second Scholasticism, and also as the School of Salamanca, in the sixteenth century
and the first half of the following century, with authors such as Francisco de
Vitoria (1483/1486—-1546), Domingo de Soto (1493-1563), Diego de Covarrubias
(1512-1577), Martin de Azpilcueta (Navarrus) (1492—-1586), Tomas de Mercado
(1523/1530-1575), Luis de Molina (1535-1600), and Juan de Mariana
(1536-1624), among others. These developed interesting approaches on ethics in
economics, business, and finance, and also on international law. New issues were
raised on these matters and some existing topics were extended. Their thought on
justice in contracts, value theory and just price, banking and interest, taxation and
regulation, and human rights are worth mentioning [2, 14, 40, 61, 88].

After a long period of decadence, in the late nineteenth century a revival of
Thomistic thought emerged and, with different approaches, it is still present today.
The origin was in a number of Catholic thinkers who, facing several philosophical
theories such as Kantianism, Hegelian Idealism, and Empirism — mainstreams in
their time — turned their interest toward Thomas Aquinas. A definitive impulse to
recover Thomism was given by Pope Leo XIII through the encyclical letter
Aeterni Patris [51], published in 1879. This document proposed restoring the
renowned teaching of Thomas Aquinas (n. 25), adding that “all studies ought to
find hope of advancement and promise of assistance in this restoration of philo-
sophic discipline. ..” (n. 29). The recommendation of Thomas Aquinas’s writings
as a solid basis for sound philosophical and theological training in ecclesiastical
institutions of the Roman Catholic Church has been reiterated by several successors
of Leo XIII to the Papacy and the Second Vatican Council ([85], n. 16). This does
not mean that other philosophies are not allowed within the Catholic Church, but
Aquinas is proposed as a critical reference work.

The revival of Thomism brought about a number of significant philosophers,
including Etienne Gilson (1884-1978) and Jacques Maritain (1882—-1973). Gilson
tried to recover the genuine Thomas from some of the accretions and distortions of
the commentators. In this respect, Gilson [37] considers the distinction made by
Aquinas between being and essence, and highlights the originality of Aquinas’s
doctrine of being, as against that of Aristotle and some of the commentators on
Aquinas, who put excess emphasis on essence (essentialism). Maritain [58, 59, 60]
introduced some innovations into Thomistic metaphysics, ethics, and social philos-
ophy with the end of harmonizing Thomism with personalism within a pluralistic and
democratic society. A Thomistic personalism has been developed by the Lublin
School, the best-known proponent of which is Karol Wojtyla [91, 92], who became
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Pope John Paul II. He presented a phenomenological realistic approach which tries to
articulate the Thomistic conception of the human person. Other authors have devel-
oped general aspects of Thomistic ethics and Aquinas’s theory of the action [54, 55],
or specific aspects of such theory regarding virtues [34, 35, 75], or natural law [52,
79, 83]. Utz [86] and Messner [66] have made an outstanding contribution to social
and economic ethics from a Thomistic approach. There are also philosophical
initiatives connecting Thomism with analytical philosophy by focusing on the
“analytical” side of Thomism.

Nowadays, a significant influence of Thomas Aquinas can be found in a number
of key concepts adopted by Catholic social teaching, although with certain
differences, as Alford notes in this book. This teaching was introduced in its modern
version by Leo XIII himself and was continued and enriched by subsequent popes,
including John Paul II and Benedict XVI, mainly through encyclical letters
addressed not only to Catholics but also to all people of good will.

Scholastic Schools of Thought

Scholastic thought was not by all means homogeneous. We can make the rough
approximation that two main schools can be distinguished, both led by friars of two
religious orders, the Franciscan and Dominican. These two great religious
orders were founded in the early thirteenth century within the Church. They were
born in the context of a commerce-based dramatic growth of economic activity
from the twelfth to the early fourteenth centuries [53]. Their members — friars and
nuns — resided no longer in isolated monasteries but in convents built in the new
commercial towns, trying to understand the new commercial way of life, and to
preach and minister to the merchants. They were termed “mendicant orders”
because they lived from the alms given to them.

Franciscan and Dominican schools of thought, although with some differences,
shared many common points, including the Scholastic method. The first Franciscan
intellectual leader was Bonaventure, who followed the theology of Augustine and
the philosophy of Plato and with only a minor influence of Aristotle and including
some Neoplatonist elements [36]. Another important Franciscan Scholastic thinker
of this early period was Alexander of Hales. In a second stage, John Duns Scotus,
Peter Auriol, and William of Ockham were the most relevant authors. The latter
two were intellectually quite different from one another, and from Bonaventure.
Actually, there was not a single Franciscan school of thought, there were several.
This may have been favored by a number of dissensions within the Franciscan
order, some of these even during the lifetime of St. Francis of Assisi (1181/1182—
1226), the founder. Olivi, Astesanus, and Bernardino of Siena were also Franciscan.

In contrast, the Dominican order, founded by St Dominic de Guzman
(1170-1221) and also known as the “Order of Preachers,” had a good organization
and a solid intellectual consistency. It made extensive use of Aristotle’s works,
newly available at that time, as noted above, and emphasized speculative reason
and intellectual contemplation rather than practical leaning as the Franciscans did.
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Albertus Magnus and Thomas Aquinas were the most significant Dominican
figures. Aquinas has become the point of reference for most Dominicans down
the centuries, and for the Roman Catholic Church, at least from the late nineteenth
century, as noted above. Antonino of Florence and Nider were also Dominicans.

Among the Late Scholastics, especially in the School of Salamanca, the
Franciscan followers of Duns Scotus (“Scotists”) were a small minority ([25],
pp. 312-314). Initially Dominicans chaired the universities of Salamanca and
Alcala, along with other places within the School of Salamanca and applied
Thomistic thought to the new realities, as Alves and Moreira note in this book.
Later, the Society of Jesus (Jesuits), a religious order of the Roman Catholic Church
founded in 1534, also became very influential within the School of Salamanca
(Molina and Mariana were Jesuits). Like the Dominicans, Jesuits initially took
Thomas Aquinas, and to a minor degree Duns Scotus, as their intellectual guides.
However, over time, especially from the seventeenth century, Jesuits tended
to follow the Jesuit Francisco Suarez (1548-1617), who challenged traditional
Scholastic views on metaphysics, and was a significant influence in the following
periods, the study of which falls outside our scope here.

Dialectical Reasoning, the Scholastic Method

The Scholastic method is based on dialectical reasoning. Dialectical reasoning is
based on a rigorous conceptual analysis of different positions and a careful drawing
of distinctions for a better understanding of questions under consideration.
This method, whose roots can be found in the Socratic dialogues, tries to resolve
contradictions or disagreements and to extend knowledge by inference. The first
Scholastics attempted to harmonize different authoritative sources, including those
of their own Christian tradition and classical philosophers, whose writings, as
noted, were becoming available in western Europe.

In both teaching and writing, the dialectic method starts with a question
formulated about a relevant topic (videtur quod..., “it seems that...”). Along
with the question, all possible objections are presented, including both old and
new ones, which may have been proposed by the scholar or students. The next stage
involves presenting a strong argument in favor of the question (sed contra, “on the
contrary...”). There follows a rational discussion which should lead to the
determination of the question after weighing the evidence (respondeo dicemdum,
“I answer that. ..”). This is the “body” of the argument. It concludes by providing
replies to each objection.

An important background for formulating questions was provided by the Four
Books of Sentences (Libri Quattuor Sententiarum) written by Peter Lombard in the
twelfth century. They contain a collection of authoritative statements — or
“sentences” — on biblical passages or taken from the Patristic sources (writings of
the Fathers of the Church, primitive Christian writers with recognized authority).

A typology of Scholastic writings would include comments on previous
outstanding works (e.g., the Comments on the Nicomachean Ethics by
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Thomas Aquinas); questiones disputatae (“‘questions for discussion”), dealing with
difficult or important topics (e.g., De Veritate by Aquinas, about how to know the
truth); and treatises — quite common in the Late Scholastics regarding contracts and
other matters — which provide in-depth commentary and analysis of specific sub-
jects. They often use concise, tightly reasoned chains of argument applied to the
matters studied. Great masters wrote summae, which was an attempt to give
a comprehensive view of the whole of attainable knowledge. The Summa
Theologiae or Summa Theologica (“Sum of Theology”) by Thomas Aquinas is an
illustrative example. Written between 1267 and 1273, it contains three parts.
The first deals with the existence and nature of God and the universe he created,
the second — divided in two further parts — deals with human activity and ethics,
and the third deals with Christ and the sacraments. Following the Scholastic
method, each part is made up of a number of questions, extended over several
articles, each accompanied by some enumerated objections; then comes a reasoned
discussion of the article, and answers to the objections.'

Philosophical Grounds of Scholastic Thought

Rational speculation on the Christian faith dates back to the Patristic period, which
covered writers from the end of the Apostolic Age (early second century) to the
middle of the fifth century, or even up to the eighth century for some. They were
prompted to employ Neoplatonism for their reflections, along with some elements
of stoicism, another philosophical stream in fashion at the time, to accompany
their faith with rational developments. The influence of Neoplatonism appears in
Augustine of Hippo, one of the most brilliant thinkers in the Patristic period on the
rational approach to the Christian faith.

Augustine realized the importance of reflecting on the relationship between
philosophy — understood as love and pursuit of wisdom by intellectual means — and
theology, which regards the study of God, defined by Augustine as “reasoning or
discussion concerning the Deity” ([8], VIII, 1). For Christian theologians, theology
tries to develop Christian Revelation accepted by faith through rational discussion.

In the Middle Ages, the Patristics, and particularly Augustine, were highly
considered. This may explain why an Augustinian and Neoplatonist influence is
clear in Early Scholasticism, including some of the scholars mentioned above, such
as Boetius, John Scotus Eriugena, and Bonaventure. This Neoplatonic—Augustinian
approach, although dominant in Early Scholasticism, declined in the Golden Age of
Scholasticism, during which Aristotle became highly esteemed.

A few early Scholastics were alienated by Plato’s philosophy, which is
a genuinely outspoken exaggerated realism because he believed that the material
world can seem to us the real world, but it is only an image or copy of the real world
made up by universal forms or abstract representations of things and properties that
we feel around us. In other words, what we see is an apparent world, in constant
change, whereas reason knows an unchanging world of forms, which is the cause of
the apparent world.
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In quite stark contrast to Plato, Aristotle followed a moderate realism. Moderate
realism holds that there are universal concepts which faithfully represent particular
realities. Universal concepts are mind representations but founded in existing things
(cum fundamento in re). Thus, the idea of “human” is not a mere name but
a universal concept which in reality is found in singular individuals. These can be
called “human individuals” because they are a particular existence of “human.”

A moderate realism in line with Aristotle was openly professed by Aquinas,
Bonaventure, and Duns Scotus. These authors and most of the others in the Golden
Age of Scholasticism accepted Aristotle in his epistemology, logics, and
metaphysics.

Nominalism is another philosophical position within Scholasticism in opposition
to any realism. The first representative of Scholastic nominalism was Roscelin of
Compiegne (1050-1125) but it had scarcely any importance in Scholastic thought
before Ockham in the late fourteenth century. In accordance with nominalism, there
are no universal concepts, such as “human” or “human nature,” which are nothing
other than a mere name. Aquinas would have said that universal concepts are real,
although it is only in individuals or actions that they become tangible. In other
words, if you consider the universal “human nature” as what humans have in
common, this is much more than a name, it is a reality, and we can talk of
individuals with human nature. Obviously, however, to know what human nature
is, we need to know the human individual in which the human nature is tangible.
In contrast, for Aquinas, every concrete individual is made up of an essence
(common to many) which becomes a being in “this” concrete individual. With
this denial that universals are real — strongly defended by Ockham — the focus was
moved toward individuals, and concepts such as human nature, person, society,
justice, and government became without content; a complete vacuum. This also had
significant consequences for ethics, a point to which we will return below.

The celebrated writer Chesterton, praising Thomas Aquinas for his philosophy
of “common sense” and, in contrast with other philosophies descending from
nominalism, he said, “Since the modern world began in the sixteenth century,
nobody’s system of philosophy has really corresponded to everybody’s sense of
reality; to what, if left to themselves, common men would call common sense. Each
started with a paradox; a peculiar point of view demanding the sacrifice of what
they would call a sane point of view” [15].

A question which arose from the very beginning was about the relationship
between reason and faith. It is easy to understand this since all Scholastic thinkers
shared Christian faith, and all were both philosophers and theologians.

In the Early Scholasticism, Peter Abelard and others adopted a strong intellectual
approach to theology, up to the point of holding that reason can prove even the
supernatural mysteries of faith. Thus, philosophy and theology became two aspects of
a rationalistic system. This position provoked great controversy since it openly
opposed the teachings of outstanding early Christian writers, such as St. Basil of
Caesarea (330-379), Origen of Alexandria (185-254), and St. Augustine of Hippo
(354-430), and practically the whole Christian tradition. The latter held that there are
two orders of truth, a natural truth accessible by reason and another, supernatural,
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which requires faith; both orders of truth are different but not contradictory. However,
the limits of these two realms of truth were not completely clear.

Bonaventure held that a true philosophy separate from theology was impossible. He
believed that Christian wisdom was a unity of the truth revealed by God and the truth
known by human reason. In contrast, Albertus and Thomas Aquinas defended the
independence between philosophy and theology, and the latter showed how to deal
with this relationship appropriately. This approach has prevailed in most of the
Catholic thinkers. According to Aquinas, philosophy and theology are two distinct
sciences. Philosophy relies on reason only, whereas theology uses the truth derived
from divine revelation ([39], Chap. 2). They converge in the knowledge of certain
truths — e.g., the human condition and some basic norms of morality — but other truths —
namely, the mysteries of faith — lie completely outside the domain of philosophy.

The distinction between philosophy and theology and the Scholastic philosoph-
ical contributions of Thomas Aquinas are not a derivation from faith but neither are
they contradictory to it. They use philosophy to develop data about faith and thus
they make theology; and in this sense philosophy serves theology. However, it
would be unfair to affirm that the Scholastics made reason subservient to authority.
On the contrary, they strongly advocated the use of reason. It is true that in
the Middle Ages people shared one faith — the Christian faith which was undivided —
and the authority of the Church was to be obeyed in matters regarding faith and
morals, but scholars had full freedom to think about and use their intelligence to
answer numerous disputed questions, some of which regarded theology and, of
course, philosophy. In practice, Scholasticism shows a variety of opinions in
matters that are not incompatible with Christian faith. As Schumpeter emphasized,
obedience in questions of faith was compatible with great freedom of opinion in all
other matters. In nonreligious matters, arguments from authority were even
regarded with disdain ([84], p. 76s).

As regards ethics, Thomas Aquinas and many other Scholastics followed
Aristotle, but with some originality to their approach. In Thomistic ethics [54]
virtues are central and natural moral law is too. Actually virtues and natural law are
interrelated (see below). Similarly to Aristotle [5], pp. 1, 13), Aquinas related the
Aristotelian eudemonia (beatitudo, in Aquinas) as happiness associated with human
flourishing: “happiness is a virtue-oriented activity proper to man in a complete
life” [4], which requires virtues in high degree: “happiness is an operation
according to perfect virtue” ([3], I-1I, 3, 2).

Natural law — according to Aquinas — is discovered by practical reason looking
for what is best for us in order to achieve the end to which our nature inclines.
Natural law is seen as the participation of humans in the Eternal Law of God,
through their reason. It is a rational apprehension of divine wisdom expressed
through the Creation, which includes the rational nature of the human being.
Thus, natural law cannot be contrary to the divine precepts we find in the Bible.

Faith and reason converge in many moral matters. Thus, the moral precepts of
the Decalogue (the Ten Commandments of the Bible), accepted from the divine
authority, are also a matter of reason, although evidence to support them is diverse
(131, I-11, 100, 1).
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Two kinds of precepts are not reckoned among the precepts of the Decalogue:
viz. first general principles, for they need no further promulgation after being once
imprinted on the natural reason to which they are self-evident; as, for instance, that
one should do evil to no man, and other similar principles: and again those which
the careful reflection of wise men shows to be in accord with reason; since the
people receive these principles from God, through being taught by wise men.
Nevertheless both kinds of precepts are contained in the precepts of the Decalogue;
yet in different ways ([3], I-II, 100, 3).

Duns Scotus partially agreed with Aquinas, whereas Ockham went further by
assuming that ethics comes from the fully arbitrary will of God, and rejecting the
idea of an immutable natural law grounded in God’s Reason. Whereas for Aquinas
God necessarily legislates in a way that harmonizes with right reason, for Ockham
ethics derives from the arbitrary will of God and we only know what is good from
divine commandments. Thus, saying that “love your neighbor is good” means
exactly the same as affirming “God commands that you love your neighbor.”
Aquinas would have said “loving your neighbor is good” (we can understand this
rationally) and that is why God commands that you love your neighbor. Ockham
was consequent with his position suggesting that if hating God, stealing, or
committing adultery were not forbidden but were ordered by God, these actions
would not be bad but good. Obviously, Ockham did not try to deny the immorality
of such actions, but tried to stress that hating God, stealing, or committing adultery
are evil only because God forbids them. Following this premise, in a secularized
world, the authority of God in determining moral norms may be easily substituted
by the “authority” of those who have power, or by social norms or democratic
norms (laws), without any rational foundation, nor any reference to human good.

Ockham’s rejection of a natural law is one of the few exceptions within Scholastic
thought. Actually, Scholastics made a relevant contribution to the natural law theory
based on a moderate realism — different from the rationalistic natural law defended by
John Locke and other thinkers. According to Aquinas ([3], I-1I, 94, 2) humans have
“practical reason,” which provides the capacity for discovering what ought to be done
in every situation; and “‘good’ is the first thing that falls under the apprehension of
the practical reason, which is directed to action: since every agent acts for an end
under the aspect of good.” Thus, practical reason finds a natural moral law, the first
principle of which is “good is to be done and pursued, and evil is to be avoided.” He
adds that “all other precepts of the natural law are based upon this: so that whatever
the practical reason naturally apprehends as man’s good (or evil) belongs to the
precepts of the natural law as something to be done or avoided.”

The end of human inclinations in order to flourish as a human being allows
practical reason to apprehend what human good is. Thus, life is apprehended as
a human good by considering the end of the inclination to preserve human life.
Aquinas mentioned this, and additionally provides some other basic inclinations
from which human reason can apprehend human goods that should be “done and
pursued”. According to Aquinas ([3] I-II, 94, 2) firstly, whatever is a means of
preserving human life, and of warding off its obstacles, belongs to the natural law.
Secondly, natural law entails a proper sexual intercourse and education of offspring
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and so forth. Thirdly, there is a natural inclination to know the truth about God, and
to live in society: and in this respect, whatever pertains to this inclination belongs to
the natural law. An elemental consequence is “to avoid offending those among
whom one has to live” ([3], I-1I, 94, 2). The most relevant aspect for business ethics
such as justice and truthfulness derives from this “to live in society” in a proper
way, that is, generating trust and fostering harmony and peace. Some Neo-Thomists
have proposed a more detailed list of “human goods”, such as life, knowledge of the
truth, and friendship [69, 70]. This is a quite common sense morality, since ‘“human
beings exhibit a tendency to pursue life, and knowledge, and friendship, and so
forth; and reflection on this tendency occasions an immediate grasp of the truth that
life, and knowledge, and friendship, and so forth are goods. The affirmation of the
claims ‘life is good,” ‘knowledge is good,” ‘friendship is good,’ etc. makes intelli-
gible the persistent pursuit of these ends by rational beings like us” [70].

Some misinterpretations of Aquinas’s natural law can lead to a certain
“physicism” (mere description of human inclinations) or even naturalism (duty to
one’s own inclinations). These positions have been the object of criticism accused
of “naturalistic fallacy” [67]. Related to this, we have the so-called “Hume’s law,”
which states that it is impossible to derive an “ought” from an”is,” that is,
any prescription (normative truth) from any description (nonnormative truths).
However, these criticisms should not be applied to Aquinas ([52], Chap. 8; [79],
Chap. 1). Thomists hold that it is reason, and not simply a description of inclina-
tions, that determines the moral obligation, although from these natural inclinations
practical reason is able to discover the existential ends of human life or “human
goods.” Some defend the claim that the first principle of the practical reason
(““good is to be done and pursued, and evil is to be avoided”) entails the fundamental
moral difference between good and evil and an immediate inference from the
evidential character of good ([83], p. 160).

Integration of Economics and Ethics

Since the late eighteenth century, there has been a profound separation between
economics and ethics. The self-interest argument as the exclusive driver of
economics and business ignores ethics, maybe except for a few principles such as
justice in exchanges and respect for private property. The homo oeconomicus made
ethics irrelevant and positivism reduced ethics to the realm of subjective values.
Libertarians see business as an autonomous sphere, as an economic institution
under pressure from the strengths of the market and governmental regulations, and
with the exclusive goal of creating wealth for stockholders. “Business is business,”
expressing the amoral character of business, has long been a motto for many business
people. However, things changed for a number of reasons, including business
scandals and an increasing societal concern about social and environmental issues,
along with a strong public opinion demanding business responsibility. This, in
addition to some business people who have acted for a “conscious capitalism,” has
brought about a wide movement around business responsibility and business ethics.
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Over the decades, since the late 1970s, spurred or aided by a favorable
atmosphere, business ethicists have made important advances in analyzing
business issues and behaviors, and in developing theories and normative criteria,
and also in providing judgments on particular situations and recommendations.
They have tried to understand business, and to avoid generic moral norms without
connection with the real business world. Even now, the challenge is a deeper
understanding of businesses, as Brenkert and Beauchamp ([10], p. 709)
have reminded us, adding “even if we are certain we know what they should be
doing, unless we can relate this to how businesses can come to operate in
those ways, the normative arguments will lack power, persuasiveness, and
effectiveness. Only if we are able to provide this analysis will our normative
ethics fulfill the practical task it has taken upon itself.” This is what Scholastics,
especially from the fifteenth century, and especially in the School of Salamanca,
tried to do.

Late Scholasticism was not made up of a set of moralistic exhortations without
a connection with the real business world. Quite the contrary in fact, Scholastics of
that period made a sufficiently serious effort to understand economics up to the
point that they were able to contribute to the history of economic thought with some
remarkable ideas [80].

Although the influence of Late Scholastic thought on modern economics was
dismissed for a long time, it is now firmly recognized, especially in the Austrian
School of Economic Thought. Rothbard [82] and De Roover [24] qualified
Bernardino of Siena and Antonino of Florence as “the Two Great Economic
Thinkers of the Middle Ages.” In this and other works, De Roover [23, 25] is one
of the authors who do justice to Late Scholasticism by recognizing its contribution
to economic thought.

Joseph Schumpeter in its monumental History of Economic Analysis [84]
demonstrated that some Spanish and Italian Scholastics developed a system very
close to the Austrian and subjective-utility approach. Marjorie Grice-Hutchinson
[41] discovered in the late sixteenth century Spanish Scholastics a pre-Austrian
subjective-value-and-utility view, one quite distinct from earlier Scholastics
approaches and also from that of Aristotle.

Based on Duns Scotus, Scholastics were accused of being hostile to trade and
considered that the just price is the cost of production plus a reasonable profit ([42],
pp- 106—-108, cited by [82]), which is quite close to Karl Marx’s position. However,
De Roover ([25], pp. 312-314) noted that both De Soto and Molina denounced as
“fallacious” the Duns Scotus notion of just price; instead these held that the just
price is the common estimation, the interaction of supply and demand, on the
market. In addition, Molina pointed out that competition among buyers will drive
prices up, whereas a scarcity of purchasers will pull them down.

What is most remarkable for our purpose is that the aim of all these Scholastics
was not to develop economic theories, but to understand how business and
the market work to provided moral criteria for good behavior. This is, no
doubt, a valuable lesson which can be learned for business ethics from the
Late Scholastics.
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Universal Ethics and Ethical Relativism

In the twentieth century two radical positions can be found regarding ethics and
business ethics: on one hand, those who defend the position that there are universal
ethical principles and/or human values which apply to all human beings and, on
the other hand, ethical relativism, which can be individual (subjectivism) and
sociocultural (cultural relativism).

Subjectivism means that every individual determines what is good and bad,
right or wrong, without any foundation beyond his or her own feelings or
mindset. Two philosophical streams had a strong influence among those for
whom ethics is purely subjective and without any universal principles: existen-
tialism and pragmatism.

Existentialism includes a number of philosophers (Kierkegaard, Heidegger,
Sartre, among others) with important differences between their positions but, in
one way or another, all of them emphasize the condition of human existence, and
a radical individual freedom with responsibility in its use strongly depending on
one’s own choice. There are no principles or rules before the existence of each
individual, who makes the rules for himself or herself. Pragmatism (James, Dewey)
also rejects any form of absolutism and universality of thought, including
any universal ethical principle or universal value. For the pragmatists, reality is
identified with human constructs and ethical principles are seen as social constructs
to be evaluated in terms of their usefulness.

Cultural relativism takes a different perspective. The starting point comes from
cultural anthropology, whose findings show that a number of differences in
making moral judgments exist among different cultures. This also deals with
social acceptance of some behaviors which are not accepted in other cultures
(e.g., eating beef in Europe and India; female genital mutilation, which is
accepted in some African countries; and tolerance of bribery in certain countries
as normal). Cultural relativism concludes that ethical norms come from each
culture and no moral norm can be accepted as superior to another, since all
cultures are equally respectable.

Ethical relativism, both subjectivist and cultural, has been very influential since the
last century and continues to have both proponents and opponents [9, 45, 49]. However,
since the late 1940s, many people have often made explicit demands for universal
standards at least in some basic aspects. A number of blatant crimes against humanity
may have contributed to this (Nazism and Stalinism some time before the
mid-twentieth century in Europe, and the Rwandan and Bosnia genocides, in
the mid-1990s), as might the increasing concern about universal human rights, and
the lack of respect for these in some countries, and a fear of the destruction of the
natural environment is also increasingly evident. Financial and business scandals and
some terrible industrial “accidents” associated in some way with negligence have also
brought about a greater esteem for universal standards of morality.

The existence of some universal values and transcultural ethical principles
is already recognized by many. The Golden Rule and the dignity and innate
rights of every human being are examples of transcultural ethical principles.
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Aquinas supported the view that humans can know natural law in its very generic
principles, whereas other laws would require a more elaborate reflection and the
assistance of wise people ([3], I-II, q. 94; see also [52, 79]).

Natural law does not exclude, however, what is unique in each situation. For
Aquinas, as for Aristotle, practical reason deals with practical situations with all
their particularities. Thus, good moral reasoning requires practical wisdom, the
virtue which reinforces practical reason [64]. This makes the reconciliation of
universal principles with the uniqueness of each particular situation possible,
including in those aspects derived from cultural diversity.

To sum up, accepting that all of humanity shares a common human nature, the
natural law provides a rational approach for a universal ethics, which seems
extremely important especially in the age of globalization. However, natural law
is far from being either rigid moral absolutism or cultural relativism. It includes
a few types of actions ethically unacceptable in every circumstance, but most moral
evaluations need to be carefully analyzed with practical wisdom.

Ethical Decision-Making

Decision-making is a crucial aspect of business and, as a consequence, consider-
ing the ethical dimension of a decision is essential in business ethics. For this
purpose, several ethical theories have been proposed for making moral judgments
([18], p. 85ff; [71], p. 50ff; [63], p. 89ff). Some of these theories are centered on
rationalist principles, which can be based on duties (deontologism), on evaluation
and weighting of consequences (consequentialism, and mainly utilitarianism), or
can be taken as a basic principle that ethical obligations derive from a social
contract or agreement among parties involved in a certain issue or activity
(contractualism). Virtue ethics is a second approach, which considers the agent’s
moral character (virtues) as the main foundation for moral judgments. All of these
groups of theories focus on specific aspects of the human action (duties or norms,
consequences, and virtues). Some other approaches are based on emotions or
on a sense of responsibility in dealing with particular situations. When faced
with so many approaches, one wonders what ethical theory should be applied.
Crame and Matten ([18], p. 120) argue that the views provided by the
diverse theories pave the way to an intelligent and considered response to the
problem. However, this is highly questionable since each theory has its own
philosophical premises.

In contrast with this fragmentation, Thomas Aquinas considers the agent’s moral
character — virtues and especially practical wisdom — duties, and consequences in
a consistent way in ethical decision-making. Aquinas’s natural law theory is not
separate from virtues. Virtues are not contextual and therefore relativistic,
depending on what each social environment understands by excellence, but are
rooted in human nature through the natural law. Literally, Aquinas affirms that “all
virtuous acts belong to the natural law” ([3], I-II, 94, 3) and “precepts are given
about acts of virtue” ([3], II-II, 44, 2, 1). Thus, principles and goods (natural law)
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and virtues are fully interrelated. Duties derive from principles and norms
(“precepts,” in Scholastic terminology).

Aquinas’s ethics does not derive from formal aprioristic principles, but from
practical reason, as noted. His ethical approach is closely related to his theory of the
human act (Aquinas [3], I-II, 6-21). It is a first person ethics, not a third person
ethics. This means that the moral judgment is made by the decision-maker and not
by “experts,” as occurs in the utilitarian principle which requires the evaluation of
consequences and determining through an arithmetic calculation whether or not the
course of an action brings about “the greater happiness for the greater number.”
Intentionality is crucial since the moral evaluation of a decision, which includes the
selection of an end (intention) and the election of a means for this end (“object,” in
Aquinas’s terminology). The circumstances of the action which the decision-maker
should reasonably have known, including foreseeable consequences, are also part
of the Aquinas theory, which is sometimes termed the “triple font of morality
theory” ([6, 65], p. 57ff).

In Aquinas, we can also find some insights on the responsibility for secondary
effects of human actions. What nowadays is known as the “principle of double
effect” has its roots in Aquinas’s discussion on the permissibility of self-defense
([3], II-1I, 64, 7). Killing one’s assailant in self-defense is physically the same as
murder, but the apprehension of the right reason of these actions is radically
different. Aquinas observes that “nothing hinders one act from having two effects,
only one of which is intended, while the other is beside the intention [...]
Accordingly, the act of self-defense may have two effects: one, the saving of
one’s life; the other, the slaying of the aggressor. Therefore this act, since one’s
intention is to save one’s own life, is not unlawful, seeing that it is natural to
everything to keep itself in ‘being,” as far as possible” ([3], II-1I, 64, 7). However,
good intention is not sufficient. The justification for secondary effects, such as
killing in self-defense, requires proportionality and minimization of the undesirable
effects: “And yet,” Aquinas adds, “though proceeding from a good intention, an act
may be rendered unlawful if it be out of proportion to the end. Wherefore, if
a man in self-defense uses more than necessary violence, it will be unlawful,
whereas, if he repel force with moderation, his defense will be lawful.”
The principle of double effects, applied with practical wisdom, provides criteria
for solving ethical dilemmas in decision-making when secondary effects are
significant ([63], p. 117ff.)

Shareholder Versus Stakeholder Approaches to Corporate
Governance

Good practices of corporate governance have come under increasing attention,
especially since 1992, when the committee chaired by Sir Adrian Cadbury
published a celebrated report setting out recommendations on the arrangement of
company boards and accounting systems to mitigate risks and failures due to
a deficient or incorrect corporate governance. The Cadbury Report has been
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adopted or has been taken as a reference for other recommendations and even
legislation regarding the foundations, processes, policies, laws, and institutions
whereby the supreme organs of a corporation, basically the board of directors,
wield power and authority over the organization and direct and control
management. Good practices of corporate governance contain many ethical
elements, including a careful selection of directors, loyalty, diligence, justice,
truthfulness, and transparency ([63], p. 192ff). Our focus here is on the philosoph-
ical foundations of a crucial question. In favor of whom should a corporation be
governed and managed?

The answer to this question is closely related to the purpose of the firm in society
and this to the question of property rights. The right of ownership entitles one to
dispose of the property, to use it or not, to prevent others from using it, or to transfer
ownership. The latter includes the right to delegate, rent, or sell any portion of the
rights by exchange or gift at whatever price the owner determines. The latter may be
the most controversial in some cases for the social and human impact which certain
decisions based on this right can have, especially if you consider the corporation
merely as property. This is the case of massive layoffs or introduction of outsourcing
in which people are considered as no more than a simple instrument for profits.

When property rights are interpreted as absolute, or with no constraints other
than those imposed by law, the stockholders bearing property rights of a company
have a right to decide how to use their property. The company owners hire
managers to work for them, and to act in their best interest. Thus, managers appear
with fiduciary duties to shareholders, and no other obligation except compliance
with the law. From this premise, it is assumed that shareholders want the
corporation to maximize its profits, and consequently corporate governance and
managers should seek to do so.

This shareholder approach is usually assumed by economic and finance theories.
It is a “property conception” of the corporation, which considers that a business
corporation is organized and run primarily for the profit of the stockholders, and the
powers of directors are to be employed for that end. Little by little, this narrow view
of the firm is being replaced by a more social view.

A well-known alternative approach to the shareholder approach to corporate
governance and management is the stakeholder approach, which considers that
corporate governance and management should act in the interest not only of
shareholder but of all relevant stakeholders, including employees, shareholders,
suppliers, costumers, and consumers. This alternative has been the subject of
much debate and of much work trying to clarify it and to respond to objections
published to it [73, 74].

The stakeholder approach needs a sound justification ([26], p. 73ff), and a critical
point is that absolute property rights are questioned. Although the idea of property as
almost an absolute right persists, the right to private property as an unrestricted right
is seriously questioned. Property rights include restrictions against harmful uses of
property [44] and other intrinsic limitations [27]. There are also scholars who hold
that property rights are embedded in human rights ([72], pp. 27-28).
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Aquinas, in Summa Theologica ([3], II-1I, 66, 1-2), defended private property,
and so did Duns Scotus, although with different arguments, and the Late Scholas-
tics. But, at the same time, Aquinas defended property rights not as an absolute
entitlement ([3], II-II, 66, 1-2). On the contrary, he emphasized that this right is
limited by the common right of all human beings to posses what is necessary for life
([3], II-11, 66, 2 and 7) (we can also say for the right to live). He argued that although
there is a generic right to posses things, “the possession of external things is natural
to man” ([3], II-II, 66, 1), the division and appropriation of things are based on
human law, and “according to the natural order established by Divine Providence,
inferior things are ordained for the purpose of succoring man’s needs by their
means. Wherefore, the division and appropriation of things which are based on
human law do not preclude the fact that man’s needs have to be remedied by means
of these very things” ([3], II-1I, 66, 7). In other words, economic means and their
possession are instrumental for human needs. In current terms, we can say that
property rights are not independent of and superior to human rights, and private
property has a social function. This view is very close to the above-mentioned
modern views of private property. Although it would require further development,
it seems justifiable, from a Thomastic view point, that corporate governance bear
certain responsibilities toward all relevant stakeholders, and not only toward share-
holders. However, Aquinas would add that stakeholder interests should be related
and, in the case of conflict, subordinate to the common good, since “the good of
a part can be directed to the good of the whole” ([3], 58, 5) and “the common good
transcends the individual good of one person” ([3], II-II, 58, 12). However, this is
within the same level of goods. As Aquinas himself states, “The common
precedes the proper, when both are of the same genus; but when they are of diver
gender, there is nothing to prevent the proper being prior to the common”
([3], 111, 7, 13 ad 3). Thus, economic results for the company (instrumental common
good) should not permit disrespectful treatment of people (human common good),
such as deceiving clients. Neither does it justify pressuring employees into
unethical behavior for the sake of a supposed “common good.”

Human Rights in a Global World

Respect for human rights is an important aspect of modern business ethics. Accep-
tance of human rights entails that these are innate rights whose existence and
validity is previous to and independent of their legal codification. Human rights
are an important component of recognized international standards for corporate
responsibility, such as the UN Global Compact, the Global Reporting Initiative
guidelines for corporate auditing and reporting, and ISO 26000. They are often
cited, for example, in the context of poor working conditions, unfair discrimination,
manipulation of people, and lack of respect for free speech and free association, and
as a reference for multinational corporations [7, 68], including their complicity in
chain supply [89], and a basis for their code of conduct [13]. Human rights are
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particularly apparent when considering what are termed ‘“sweatshops,” in which the
lack of respect for human rights is striking [78].

As we will discuss below, in Thomas Aquinas there is a seminal notion of human
rights, and Late Scholastics were real pioneers of human rights. However this fact
has been largely ignored. Instead relation is often drawn between human rights and
politics and post-Scholastic political philosophy. In Europe, the first stage of the
notion of human rights is generally accepted as being in the proclamation of the
Twelve Articles (1525) adopted by Swabian peasants as part of their demands raised
toward the Swabian League in the German Peasants’ War. Then the English Bill of
Rights was promulgated (1683), followed by the Scottish Claim of Rights (1689),
and the French Declaration of the Rights of Man and of the Citizen (1789). In
America, human rights are first recorded in the Virginia Declaration of Rights
(1776) and, in the same year, the United States Declaration of Independence,
which encoded in law a number of fundamental civil rights and freedoms. The
US declaration stated: “We hold these truths to be self-evident, that all men are
created equal, that they are endowed by their Creator with certain unalienable
Rights, that among these are Life, Liberty and the pursuit of Happiness.” The
French and American declarations show the influence of two philosophers: John
Locke (1632—-1704) and Jean-Jacques Rousseau (1712—1778). The former stressed
that the constitution of a country should be based on natural law, which includes
a natural right to self-preservation, individual freedom, and private property, which
are seen as self-evident. The latter assumed that all individuals in a society had
entered into a contract to form a civilized society in exchange for the government
giving them equality.

A wider enumeration of human rights than these ancient declarations is the UN
Declaration of Human Rights (1948), which has become quite popular. This has
a political dimension, but its tune is rather a set of socioethical standards which
stress respect for human dignity and innate rights, seeing these as essential for
living together in a respectful and peaceful way.

If human rights are to have such importance, they require a solid philosophical
foundation. However, they are frequently taken for granted, and accepted as
self-evidently true and universally valid moral principles. Others, however, argue
that human rights are a matter of mutual interest or that they are empirical facts
in the contemporary world [32]. But these arguments are more sociological
than ethical.

Thomas Aquinas provides an embryonic theory of human rights and their
foundation [33, 57], although he did not use the expression “human rights.” Instead,
he talks of “natural rights.” These rights are deduced from human nature. In
essence, the Aquinas position is that basic human needs require fundamental
human rights.

The Late Scholastics, in the Thomistic tradition, stressed objective rights [11]. In
the context of the School of Salamanca, an important intellectual debate took place
motivated by the discovery of America by Christopher Columbus and other
explorers and the subsequent Spanish and Portuguese colonization. A first question
was whether the Indians should be treated as humans or could be reduced to slavery.
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At that time, some stated that these indigenous peoples were savages, without soul,
and were born to be slaves. Francisco de Vitoria, a pioneer in the foundation of
international law, reacted energetically in defense of the rights of the Indians [43],
and so did his disciples Domingo de Soto and Fernando Vazquez de Menchaca [11].
Aligned with these theologians, and to avoid any doubt, in 1545, Pope Paul III put
an end to the question through the papal bull Sublimus Dei, declaring the indigenous
people of the Americas to be rational beings with souls, and condemning their
reduction to slaves in the very strongest terms.

From a practical perspective, Bartolomé de Las Casas (1474-1566) is also
remarkable. He was a Dominican friar, trained at the School of Salamanca, who
became the first bishop of Chiapas, Mexico. An indefatigable champion of native
Americans who fought against the abuses of the colonialists and demanded freedom
from slavery for all humans regardless of their race or religion, he is considered one
of the first advocates of universal rights.

Philosophical and Theological Approaches to Business Ethics

At the beginning of the business ethics movement in the 1970s and early 1980s,
philosophers played an important role in its development. The bibliography on
business ethics in the 1970s included philosophical, but also theological and
business entries ([46, 47], cited by [21], p. 431). However, according to De George
[21], the theological writings showed more concern for social ethics than business
ethics. Although this may be a partially correct description of historical reality, this
does not mean that religions, and specifically Christian moral theology, should be
excluded from the domain of business ethics.

The first textbooks on business ethics presented no religious or theological
approaches to this discipline (see, e.g., [20, 87]) nor did the first issues of currently
recognized journals in this field such as Business Ethics Quarterly, which started in
1980, and the Journal of Business Ethics, which first appeared in 1982. However,
the situation has changed and now these journals include articles from the
viewpoint of religions or wisdom traditions. Calkins [12] held that business ethics
might become more integrated, interesting, and autonomous as an academic
discipline by incorporating key religious traditions. Enderle suggested that there
are common grounds between philosophy and theology [28] and argued that
religion in business is highly relevant [29]. Epstein [31] supported the idea that
religious traditions merit a critical role in management education.

In spite of this, the exclusion of religion from the business ethics field was
still evident late in the first decade of the twenty-first century. Even in certain
comprehensive handbooks and encyclopedias on business ethics, religious
approaches are quite marginal. This is the case with The Oxford Handbook of
Business Ethics [10]. According to Enderle [30], for the editors of this handbook
the field of business ethics consists of the (Western) philosophical analysis of moral
problems and case studies of business, including internal and external issues.
Second, it is a “practical” matter viewed from “a business orientation,” dealing
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with “various relationships that obtain largely within business.” With this
double-pronged definition and 26 contributors from the USA and one from Canada,
this handbook — concludes Enderle ([30], p. 731) — represents the typical
“American” approach to business ethics. Another case mentioned by Enderle is
the Encyclopedia of Business Ethics and Society [48], the biggest encyclopedia of
“business ethics” and “business and society”; at the end of the first decade of the
twenty-first century, only eight of almost 900 entries deal with religious matters in
business and economic ethics.

However, wisdom traditions and religions, including Christianity, Judaism,
Islam, Confucianism, Buddhism, Hinduism, and Shintoism, along with moral
theology, provide abundant ethical guidelines for business [62]. In Asia and the
Middle East, religions have a strong influence on the conduct of businesses and on
the adoption of business values. Nevertheless the historical and global importance
of religious views on business ethics is sometimes underestimated in standard
introductions to business ethics [1].

The narrow vision of business ethics, which focuses only on Western moral
philosophy and excludes religion, is not shared by many scholars. Rossouw [81]
argued that postmodern culture offers theology an opportunity to become more
involved in the world of business, and especially in business ethics. But what is the
relationship between philosophy and religion and theology?

In practice, philosophical and religious approaches seem like two incommuni-
cable realms, and some business ethicists, such as De George [21] in the first years
of the business ethics movement, argued that business ethics, with its fine
distinctions, is a matter for philosophers, and maybe also for theologians, but not
as theologians but in the role of philosophers. According to De George, theologians
only speak to believers, whereas philosophers speak to everybody and
provide rational arguments. Since theology is based on faith, “it seems appropriate
to the philosopher that theologians address members of their own religion.
If a theologian addresses non-believers, he presumably attempts to influence
them by the strength of his feelings, by the intuitive appeal of his value judgments,
or by his persuasive skill rather than by strictly theological arguments. If the
appeal is only in terms of reason with no recourse to theology, the theologian
assumes the approach, if not the role, of the philosopher” ([21], p. 424).
As a conclusion, it seems that a business ethic acceptable by everybody is the
exclusive competence of philosophers. At first glace this might seem reasonable
to many, but on closer examination problems appear. Philosophers propose
a vast number of theories, and each assumes certain epistemological and anthropo-
logical premises along with fundamental ethical principles, such as the categorical
imperative, the utilitarian principle, and the existence of virtues. One wonders
which ethical theory is the right one, and how Western theories of ethics could be
acceptable worldwide. Religious people may also ask whether or not a certain
theory is compatible with one’s own faith. There is still a deeper question in the
field of business ethics. Is it enough to accept philosophical proposals to develop
a business ethic which provides a full sense of life in business activity, rather than
being merely a tool for solving ethical dilemmas?
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Another question which arises is: Might nonbelievers learn something from religion
and theology (rational development of religious faith)? Many Catholic social encycli-
cals are addressed to believers but also to “all people of good will,” probably with the
hope that they can be useful as inspirational thought or as an aid to reflection. Business
is a part of human life and it does not seem correct to see business ethics as being
disconnected from a meaningful life; and in this both faith and reason have their role.
According to the pope-philosopher John Paul II, “[f]aith and reason are like two wings
on which the human spirit rises to the contemplation of truth” ([76], Introduction).

Furthermore, do theology and philosophy need one another? Theology — not simple
“religion” — needs philosophy for further developments. Philosophy uses reason not
faith, but certain propositions of faith can stimulate reason for rational discussions.
Thus, “reason is stirred to explore paths which of itself it would not even have
suspected it could take. This circular relationship with the word of God leaves philos-
ophy enriched, because reason discovers new and unsuspected horizons” ([76], n. 73).

This circularity between faith and reason is not far removed from the view of
Thomas Aquinas, who provided a solution to the relationship between philosophy
and Christian theology based on two points.2 Firstly, as noted above, Aquinas
distinguishes theology and philosophy as two distinct enterprises, of which the
main difference is their intellectual starting points. Whereas theology starts
with Christian Revelation and accepts its data on the basis of divine authority,
philosophy starts with reason and rational knowledge from information provided by
senses. Theology uses as a starting point confidence-based knowledge; it is based
on the reliability of God, who reveals Himself to people. The reliability on
philosophical knowledge comes from our natural faculties being employed with
respect to the natural world.

Secondly, Aquinas defends the convergence of reason and faith in matters
accessible to human reason. He held that rational discussion cannot disagree
with theology in matters which are accessible to human reason. This includes
issues of business ethics such as the prohibitions on stealing, bribing, or telling
lies. Of course, this is not the case of strictly supernatural truths such as the Trinity
of Persons in One God or the divinity of Jesus Christ, which are not matters of
philosophy because of their suprarational character. If, in practice, the conclusions
reached by theology or philosophy are in conflict, Aquinas holds that such conflict
is apparent and is due to some prior error in the theological or philosophical
reasoning, since God is the author of both the Revelation and the world accessible
to human reason. Thus, a more accurate rational process will be necessary.

Regarding ethics, Aquinas proposed using both reason and faith in presenting
Christian commandments and virtues. Natural moral law, which, as noted above,
determined the end of human virtues, is a philosophical approach and a moral
matter for all people, including Christians, of course. Christian ethics, however,
goes beyond this since it has Jesus Christ as a main reference.

Applied to business ethics, natural reason and human virtues provide
foundations for business ethics for everyone, regardless of what religion they
might have, or even if they are not religious. Christians should go further by
extending what natural reason proposes with Christian teachings.
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Conclusion

After presenting an overview of Scholastic thought, this chapter explored how
such thought, and especially the tradition based on Thomas Aquinas and the
Late Scholastics developments, can provide interesting insights on a number of
business ethics topics currently under debate. Linking economics and ethics is
within the scope of most Scholastic thought. It is also remarkable how
universal principles and situational particularities and cultural differences
can be considered altogether, without falling into ethical relativism. In ethical
decision-making, Aquinas provided the triple font of morality theory as an
alternative to conventional theories based on deontologism, utilitarianism,
contractualism, for example. He harmonized principles (natural law)
and virtues. This suggests overcoming the dichotomy between principle-based
theories and virtue-ethics-based theories. Scholastic thought supports the
existence of responsibilities toward relevant stakeholders, and not only
shareholders, but points out the common good as a main reference, also
for purposes of solving problems of conflicting interests among stakeholders.
Human rights in a global world receive much attention from
Late Scholastics. Finally, the role of philosophy and religion/theology in
business ethics, and their relationship, is carefully determined in Aquinas’s
approach.

Although Thomism is not in the mainstream of business ethics right now,
it might again be, as it was in other times. In this regard, we might usefully
remember that virtue ethics and the Aristotelian tradition were not present at the
beginning of the modern business ethics movement in the 1970s and 1980s, but
they are now a respected approach. As noted, Aquinas presented a serious
approach to virtue ethics by taking human nature as a reference.

Aquinas may offer lessons for ethics and business ethics today. Significant
may be the recognition of Thomas Aquinas by Alasdair Maclntyre, a highly
influential author in virtue ethics, mainly for his book After Virtue, published
first in 1981. In the preface to the third edition of this book, he wrote:

I had now learned from Aquinas that my attempt to provide an account of the human
good purely in social terms of practices, traditions, and the narrative unity of human
lives, was bound to be inadequate until I had provided it with a metaphysical grounding.
It is only because human beings have an end towards which they are directed by reason
of their specific nature, that practices, traditions, and the like are able to function as they
do. So I discovered that I had, without realizing it, presupposed the truth of something
very close to the account of the concept of good that Aquinas gives in question 5 in the
first part of the Summa Theologiae. ([56], p. xi)

Hopefully, this chapter and the following chapters in this section of the book
can contribute to better knowledge of Scholastic thought, especially in connec-
tion with business ethics. Our conclusion is that Scholastic thought and more
specifically the Thomistic tradition have much to offer in further developments
of business ethics.
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Claus Dierksmeier

Abstract
For Thomas Aquinas, economic transactions, as human interactions, cannot be
separated from ethics. Since the human being flourishes through virtuous living
and strives to flourish, virtues are just as much of relevance to business as they
are to every other sphere of human conduct. Moral objectives are neither
external nor marginal to economics. Instead, they are fundamental in order to
understand central human motivation behind the production and exchange of
goods. Business has a social purpose; it is to serve the common good. Thus,
Thomas limits the quantitative pursuit of profit by qualitative concerns for
human well-being and establishes a hierarchy of life-promoting goods (as
ends) that business (as a means) is to procure. On this basis, he develops a rich
economic ethics that spells out how business should be informed by virtues and
conducted in the light of the idea of social justice. Private property and corporate
wealth have to serve all members of society and must be used with respect to the
human dignity of each. This, Thomas argues, holds true across time and culture.
Irrespective of the requisite specifications that context and circumstance
demand, he defends the general orientation of business and the economy toward
human well-being and dignity as of global reach and universal validity.
Thomas’s normative business theory rests ultimately on intermediary posi-
tion that he holds in the debates about metaphysical universals that captured the
minds of medieval thinkers. According to Thomas, human intellect is capable of
conceiving valid universals about reality. This assumption was severely chal-
lenged by nominalist thinkers of the late Middle Ages. They argued, on the
contrary, that the ideas of the human mind were but the names (nomina) of
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things — signifiers, which revealed nothing (objective) about the signified but
communicated only the (subjective) interests of their users. Once, however,
ideas are viewed merely as linguistic conventions, the assignment of
a “natural” value to a given good above and beyond its customary (market)
value becomes notoriously difficult. Thus, by undermining the metaphysical
foundations of medieval epistemology, nominalist philosophers, such as
William of Ockham, also destabilized the ethics that rested upon them.

Introduction
High Scholasticism in the Twelfth and Thirteenth Centuries

The scholasticism of the twelfth and thirteenth centuries is characterized by the
conflict between Platonic-Augustinian and Aristotelian metaphysics [49]." Fueling
this controversy were philosophical problems (e.g., about the epistemological rank
of thought vs. experience), theological questions (e.g., about the nature of sin and
the moral status of the human body), as well as tensions between philosophy and
theology (e.g., about the priority of reason vs. faith). The philosophy of Thomas
Aquinas gained the enormous significance it holds up to date because it offered
a synthesis to many of these intellectual conflicts on the basis of a reconciliatory
epistemology. Between the extremes of a Platonic idea-realism (ascribing to ideas
an existence independent of the things they described) and a radical nominalism
(arguing that ideas were but inductive generalizations of particular notions),
Thomas Aquinas held an intermediary position. Against the nominalists, Thomas
defended the truth of universals through the independence of general concepts from
the particular notions, intuitions, and experiences they characterized. Against the
Platonists, he argued that the reality of universals must not be used to hypostasize
the conceptual distinction between universals and their objects of reference into an
ontological bifurcation. Existence and essence can be separated intellectually but
not in reality [33]. In short, while the Platonic idea-realists sought universals ante
rem (irrespective of objects of reference) and nominalists generated them solely
post rem (contingent upon such objects), Thomas located them in re (as general and
thus functionally independent signifiers of the particular objects they signified)
[87]. This functional (or transcendental) metaphysics allows the human intellect to
disclose interpersonally valid truths about reality [88] and, thus, a realist approach
to life and ethics.

With the demise of Thomism in the late Middle Ages, however, the centrifugal
forces of the aforementioned positions began to tear asunder the scholastic frame-
work that had held them together, for the didactic method of high scholasticism
corresponded closely to its dialectical mission: to elucidate truth by reasoning [66].
In order to succeed, the scholastic project had to establish and defend an intrinsic
connection between the “natural light of reason” and the concept of “natural law.”
With the dissolution of this very connection through nominalist and voluntarist
theories began, therefore, the demise of scholasticism in general. Therein lies the
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overarching significance of the struggle between conceptualism and nominalism,
carried out by debates between proponents of the metaphysics of Thomas Aquinas
and supporters of William of Ockham, that stands at the center of this chapter. First,
we will reconstruct the metaphysics of Thomas Aquinas and expound its virtue-
based business ethics; then, we will present the alternative philosophy of William of
Ockham.

Thomas taught that the “natural light” of reason (lumen naturale) leads to truth
(S.th.1-11, 109, 1 ad 2; II-11, 8, 1 ¢; 15.1; 171. 2 c & 4 ob. 3; etc.).2 The human being
is endowed with rational capacities that may be supervened but are never
contradicted or annihilated by “supernatural” (lumen supernaturale), that is, reve-
lation-based, knowledge (S. th. I-II, 109, 1 ad 2). In emphasizing the capacity of
human reason to reach truth unaided by theology, Thomas addresses the rational
powers of every human being, everywhere and always (SCG 1, 2). Studying the
world in its own light, that is, uncovering the laws of nature as they show them-
selves to reason, honors God, he argues, because through creation we learn indi-
rectly about its Creator (SCG I, 7&8 and II, 4). True faith is in harmony with
worldly knowledge, since God chose to reveal himself also in, and through, his
creation (De Ver. q. 14, 9, ad 8). While not everything can be known through the
conclusions of reason alone — in matters of faith and salvation the powers of
rationality are inadequate (Sent. I11, d. 1, q. 1, a. 2-3) — the basic tenets of theoretical
philosophy can be known solely by reason, and the same holds for the fundamentals
of moral reasoning (S. th. I-II 94, 2). While Scripture contains transcendent
concepts that do not appeal to everyone, in the essential questions of human
conduct, Thomas holds that the moral precepts of Scripture and secular reason
converge.

The medieval jurist, Gratian, provides an example of one such convergence
when he defends the proposition that everyone is bound to do for another that which
one wishes to be done for oneself (Decretum, I, 1, prologue). While directly
revealed through Scripture (Mt. 7:12), this Golden Rule is also just as evident to
those who proceed through sound philosophizing to an understanding of human
nature (S. th. I-II, 94, 4 ad 1). It is this overlapping consensus between reason and
faith that provides high scholastic thought with the requisite unity for its imposing
intellectual works. It is this very unity, too, however, that will be dissolved through
the nominalist philosophy of William of Ockham.

Thomas Aquinas’s Approach to Business Ethics

According to Thomas, humans need specific cultural forms in order to articulate
ethical norms (S. th. I, 5, 1). Moral insight advances through the unification of three
different levels of ethical understanding: first, a principled insight into the good
(synderesis’); second, a situational judgment (prudentia) that informs which kind of
behavior meets the criteria of law, custom, and virtue that specify the good in each
concrete context; third, knowledge (scientia) that identifies the specific factual
nature of the case at hand. Whereas the second and the third form of moral
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reasoning are contingent upon the finite mental abilities and the limited scope of
information available to the persons involved — and thus fallible — the first is not
[35, 37]. The reason is that all persons know in their hearts that “good is to be done
and pursued, and evil is to be avoided” (S. th. I-1I, 94, 2); the awareness of this
fundamental principle (synderesis) can never be expunged (S. ¢h. I-1I, 94, 2); as an
indestructible core of sustained righteousness (perpetuae rectitudinis), it resides
forever in everyone (Sent. 11, d. 24, q. 3, a. 3 ad 3; [14, 47, 76]). Notwithstanding
this fundamental moral principle, people do not always agree on moral questions.
What accounts then for their ethical disagreements?

Thomas explains: Whereas in theoretical philosophy our (descriptive) theories
about the world may actually differ (because of flawed deductions, faulty premises,
illegitimate inferences, etc.), potentially, that is, under ideal conditions, all our
judgments could converge. The world is but one, and to Thomas, diversity in its
theoretical descriptions thereby proves only that human knowledge of the world has
not yet reached its ultimate, adequate, and all-integrative level (S. th. I-1I 94, 2).
Instead, in practical philosophy, that is, in regard to all moral (prescriptive)
questions, the diversity of judgments is only sometimes, but not always, merely
an expression of nonideal conditions. The variety of ethically charged customs and
conventions also reflects the divergent contingencies of circumstance of moral
practice (S. th. I-I1 94, 4). Virtuous behavior can, and at times must, vary according
to context [8], for instance, when circumstances change so as to alter the object or
bar the realization of the intention of the respective action [4].

Obviously, this insight is of immediate relevance for the regional ethics of
business. In fact, any and all contemporary theories of business ethics must answer
precisely this very question, where to delineate universal strictures from regional
customs, lest they succumb either to obtuse universalism or obdurate relativism.
When and how may circumstance change the ethical case in point, and how far does
reason offer stable guidance even in changing environments? Are there global
norms and virtues, and, if so, what are they [30]?

Virtue and Natural Law

Thomas acknowledges general precepts about virtue (S. th. II-11, 44, 2, 1) and holds
that ““all acts of virtue are prescribed by the natural law” (S. th. I-11, 94, 3). Hence, if
the essence of the latter is intelligible to human reason, so should be the nature of
the former. Virtue pursues the good, while the natural law teaches what the basic
goods of human life are. Thomas lists the following as the most basic goods of
human life: self-preservation, procreation, education of the young, seeking knowl-
edge and the truth about God, and living in society (S. th. I-1I 94, 2). The general
principle “to do good and to avoid evil” becomes more specific when applied to
these natural goods, that is, in the command to promote (and to abstain from
hindering) their realization. Some concrete moral precepts can be inferred directly,
for example, a command, “such as ‘one must not kill’, may be derived as a certain
conclusion from the principle that ‘one should do harm to no one’” (S. ¢h. I-11 95, 2),
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explains Thomas. Other norms, however, need further contextualization
in order to afford us ethical guidance. For instance, while “the law of nature
holds that the one who does wrong should be punished; that one is punished in
such a manner is a (further) determination of the law of nature” (S. th. I-I1 95, 2).
While requisite contextual differences in regard to the specificities of regional
customs (S. th. I-II 95, 3) and temporal affairs (S. th. I-II 96, 1) are generally
accepted by Thomas, ethical diversity also meets clear “natural” limits. Not all
variants introduced by circumstance and context are morally acceptable.

Thomas points to the habitual thievery of Germanic tribes, for instance, which,
in his eyes, is not a legitimate cultural specification of the institute of property but
must rather be attributed to the depraved customs and corrupt habits of said
Germans (S. th. I-1I, 94, 4-6). His reasoning is that such a behavior cannot be
accepted from a global vantage point, since it rests on a failure to connect a requisite
derived precept (do not steal) from the universal principle (do not harm). (S. th. I-11,
94, 6 ad 1) Similar judgments can certainly be made in regard to harsh labor
practices that violate the physical integrity of employees and make it impossible
for the individual workers to flourish [80]. Thus, the fundamental imperative to
advance the natural goods of human life leads to a substantial context-invariant
body of moral norms, binding all humans, at all times and in all places [89].
Business actors, just as much as governmental agencies or individuals, are called
upon to meet standards whose global reach Thomas defends by stating that the
virtuous conduct they demand derives from basic insights of human reason into the
nature of the human good (S. th. I-11, 94, 3).

While a contemporary moralist might emphasize mostly the benefits of virtuous
acts upon their respective recipients, Thomas also stresses the positive effects of
justice upon its practitioner. Human virtue, he argues, not only renders the act good
but also improves the agent of the good deed. In fact, a natural inclination to
act reasonably and virtuously is for Thomas common to all human beings
(S. th. I-1I 91, 2), regardless of political, religious, or geographical differences
(S.th. 1-11, 94, 4; 95, 2). Virtuous behavior unlocks otherwise dormant potentialities
and helps individuals to make the most of themselves. People flourish from acting
justly toward one another; it lies, hence, in the self-interest of individuals (and
firms) not to be selfish [3].

According to Thomas, “the natural law, in the abstract, can in no wise be blotted
out from men’s hearts” (S. th. I-I1 94, 6). No human being is ever wholly without an
innate awareness of the good and, hence, never thoroughly without any goodness at
all. Even those who commit atrocious sins cannot thereby divest themselves of their
rational nature as such or of their potential to redirect their lives to the good (S. th.
I-IT 85, 2). While the moral worth of individuals changes with their actual actions
and convictions, this fundamental capacity to moral reform highlights the dignity of
each person as a human being, which remains untarnished by personal conduct [91].
Each human being, therefore, is always — in business transactions just as in all other
aspects of life — to be treated with respect due to this very dignity [55].

From these deliberations, two important conclusions can be drawn. First, a cross-
cultural insistence on the basic moral tenets cannot be dismissed as an illegitimate
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infringement on cultural sovereignty rights [36]; rather, any practice that directly
contravenes universal prescriptions can justly be proscribed (S.th. I-II, 95, 2).
A clear stance in favor of the United Nations Declarations of Human Rights and
its consistent application in the economic sphere is but the consequent translation of
this ethics into our contemporary life world [12, 83]. Since natural law addresses
itself to all actors, that is, to firms just as well as to individuals and states, the same
holds for a corporate commitment to its principles, as expressed by the signatory
companies to the United Nations Global Compact [55, 90]. Second, if an inclination
to moral conduct is deemed essential for human life, anthropologies (such as the
neoclassical homo oeconomicus theorem) that overlook this normative dimension
will necessarily err in their prognostic treatment of human behavior as well as in
their recommendations for economic policy. With Thomas, one must reject as
incorrect all positivistic and relativistic approaches to economics. The prescriptive
nature of human reason must inform any description of human agency; in brief,
economics without ethics is — descriptively — as incomplete as it is flawed and —
prescriptively — bound to pervert the true purpose of economic activity. Not in
(quantitative) maximization of utility lies the ultimate purpose of business but in
a richer (qualitative) conception of economic success, including virtue and social
responsibility [18]. Business, in short, has to benefit the common good, not just the
transacting parties and their financiers [61]. Pecuniary measurements can, hence,
from a Thomistic perspective, only serve as controlling but never as guiding
principles of corporate conduct [41].

Natural Law and Justice

Thomas says that “what is particular to justice among other virtues is that it orders
a human being in those affairs which concern another” (S. th. II-11, 57, 1). The idea
of justice expresses a “habit according to which one gives to everyone what is right
(ius) with a constant and perpetual will” (S. th. II-II, 58, 1). The designation of
internal constancy of the will to justice implies that true justice not be limited to
particular time and circumstances (S.th. II-II, 58, 1, ad 3). Rather, the extension of
the individual virtue of justice into social dimensions suggests a need for certain
forms of institutional, for example, legal, justice. Justice must manifest itself in
public laws that represent more than the collective pursuit of individual self-
interest; they should address the common good, not just aggregate interest [27].
Moreover, Thomas extends the understanding of the essential nature of justice
(arranging affairs in their correct order) beyond the commutative fairness. The
virtue of justice is directed to others in common and requires that one, who serves
individuals within a community, also serves that community at large. As a result,
individual justice, when perfected, contributes to justice in society by aligning the
forms and norms of legal justice with the general good (S. th. II-11, 58, 5).

As arequisite extension of individual goodness to its societal object, the virtue of
justice cannot be limited to the legal realm. Thomas demands that the fair and
adequate treatment of others characterizes all actions by individual and collective
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agents. A durable and healthy society requires that justice not only informs the rules
of law, it also demands that justice inspire all norms of moral and social conduct,
including the customs of business [81]. Through justice, the equity of social pro-
portions is preserved. Hence, justice justifies as it rectifies the agent’s social
relations and thus legitimizes the agent’s position in society, whether this agent
be an individual or collective person such as a firm. Justice, moreover, commits one
to form a sufficiently objective view of others and what is due to them (S. th. II-1I
58, 1); that is, through the orientation toward justice, the otherwise overly individ-
ualistic notion of virtue gains a decidedly transpersonal content. By commanding
alterity-oriented objectivity from the individual’s worldview, justice calls for
prudence as well. For in obliging the individual to act with adequacy toward others,
justice demands that one develop a keen understanding of the lives and needs of
others. To act with justice demands the prudent integration of external standpoints
and a sensitive regard for the specificities of others, that is, bridging cultural and
societal divides and overcoming ethical parochialism [8]. By committing each and
everyone to nonpartisan perspectives and integrative viewpoints, the idea of justice
promotes a more integrative worldview than a unilateral satisfaction of personal
wants requires [16]. Applied to the business context, this approach directs the firm,
for reasons of both justice and prudence, to recognize the concerns of and to accept
responsibility for all of its stakeholders [2].

While Thomas acknowledges that in different countries varying circumstances
will lead to the construction of divergent social norms and legal codes (S. th. I-1I
96, 5), he holds that certain strictures of natural law apply to all peoples around the
globe (ius gentium) because of their shared humanity (S. #4. I-11 95, 4). As reflected
in later teachings of the School of Salamanca that largely developed its cosmopol-
itan business ethics based on commentaries on Thomas’s works, the normative
orientation of natural law extends to the socioeconomic realm worldwide [1, 19, 53,
69]. The diversity of global business practices notwithstanding, certain core ele-
ments of moral conduct can, and indeed must, be safeguarded universally. While
Thomas regards the specifics of wealth creation as alterable social constructs, his
conception of ius gentium relates also to the business sphere and assigns that the
overall direction of economic activity must always be guided by the overarching
end of natural law: the common good (S. ¢h. I-II, 92, 1). As Thomas’s establishment
of the precepts of justice as a duty to everyone (indifferenter omnibus debitum: ST
II-1I, gq. 122 a. 6) can be understood as the beginnings of a concept of universal
human rights ([26], p. 23), the socioeconomic dimensions of Thomas’s concept of
natural law (S. th. I-1I, 91, 5) can today be well reformulated as common socioeco-
nomic rights of humanity. Core mandates of socioeconomic justice, that is, ought to
attain worldwide legal sanction [89].

Social Justice

Beyond traditional demands of commutative and distributive justice, Thomas
proceeds to the idea (albeit not the term) of a social justice that binds as well
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as bonds individuals and societies. Thomas reiterates Aristotle’s position that
wealth is not an end in itself but merely an instrument to attain higher goods
(S. th. II-IT 118 ad 5). Thomas regards neither wealth as (necessarily) a good nor
poverty as (necessarily) an evil. Their assessment depends upon the role they play
in human life (SCG III, 30, 2). In case riches make individuals anxious or immoral,
then, he thinks, it is surely better that poverty frees them from these afflictions.
One should, however, neither view poverty as a good in itself; it, too, is only of
instrumental value and praiseworthy “only in so far as it liberates (one) from those
things by which a human being is prevented from intending spiritual things [...].
And this is common to all external things that they are good to the extent that they
lead to virtue, but not in themselves” (SCG 111, 133, 4).

Thomas’s repeated emphasis on the merely functional nature of possessions is of
central importance for his socioeconomic philosophy overall. Individuals shall hold
possessions in keeping with their social position (suam conditionem, S. th. 1I-11
118, 1). Yet whenever “the practice of virtue is hindered by them, they are not to be
numbered among goods, but among evils.” (SCG 111, 133, 1). In contradistinction to
some modern notions, Thomas defends concepts of property and profit that merely
convey relative, yet never absolute entitlements, for Thomas’s central socioeco-
nomic argument is that goods, whose value is contingent, neither express nor fulfill
human nature; in consequence, human beings do not have an unconditional human
right to their possession [38]. Material wealth is in agreement with the natural rights
of human nature under the condition that it is regulated by human laws promoting
both individual virtue and the common good. Wealth acquisition and profit making
are rendered legitimate through their wider social purposes.

Which are these social purposes of individual possessions? The use of the earth
and its goods has been given to humanity in common (S. tA. II-1I, 66, 1). Legiti-
mizing private ownership against a benchmark of initial equality, Thomas simul-
taneously limits the acceptable forms and manifestations of private properties
through their social functions, for, prima facie, forms of property that exclude the
use of others, that is, “private” property (from Latin: privare = to deprive, rob, strip
away), do not fall within the domain of a common stewardship of the earth.
Exclusive property rights are hence in need of moral justification, which can be
found in the following arguments.

First because every man is more careful to procure what is for himself alone than
that which is common to many or to all: since each one would shirk the labor and
leave to another that which concerns the community, as happens where there is
a great number of servants. Secondly, because human affairs are conducted in more
orderly fashion if each man is charged with taking care of some particular thing
himself, whereas there would be confusion if everyone had to look after any one
thing indeterminately. Thirdly, because a more peaceful state is ensured to man if
each one is contented with his own. Hence it is to be observed that quarrels arise
more frequently where there is no division of the things possessed. (S. th. II-II 66, 2)

Far from giving unconditional support for the privatization of the earthly goods,
this conditional justification qualifies and limits the individual right to exclusive
property [60]. Since private property is not a direct institution of natural law but an
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institution justified indirectly by it (S. ¢h. II-II 57, 3), Thomas states that, a fortiori,
the specific “division of possessions is not according to the natural law, but rather
arose from human agreement which pertains to positive law” (S. th. II-1I, 66,
2 ad 1). Since the institution of private property has to be justified relative to its
function in fulfilling natural law, specific property relations within a certain society
can never be defended absolutely. They are always subject to critical scrutiny,
whether they benefit or harm a given community. One should “possess external
things, not as one’s own, but as common, so that one is ready to share them with
others in their need” (S. th. II-1I 66, 2). While not demanding “that all things should
be possessed in common and that nothing should be possessed as one’s own,” this
passage does indeed mean that society can, and should, define proper boundaries of
private possessions (ibid.). There is, in short, no abstract right to enrichment at the
cost of the common good, either for individuals or for collectives, such as firms,
since from a Thomistic perspective, all possessions are generally constrained by
“the right of all persons to subsist upon the bounty of the earth” ([72], p. 245).

The law accepts, however, the presence of many evils and the absence of
numerous goods on behalf of the higher good of human freedom which cannot
otherwise be sustained (S. th. I-11I, 96, 2). Hence, the moral precept of almsgiving or
philanthropy does not translate into laws of massive income redistribution. Yet at
the same time, Thomas also explicitly denies that the legal provisions for the
institution of private property can be used against the right of those in need.
“Inferior things” — he declares as if addressing a libertarian audience — “are ordered
to assisting those in need. The obligation to assist those in need by such things is
therefore not prevented by the division and appropriation of things which proceed
from human law. And so things which some have in abundance should be used
according to natural law to assist the poor” (S. th. II-II 66, 7). Human society, bound
by the principle of justice for its legitimacy (S. th. I-II 95, 2), must never accept the
superabundance of some in the face of the need of others [73]. Thus, a case for
redistributive action on all social levels is made that can be extended to corporate
actors as well [40]. For if we understand firms as communities of persons, then, just
as individuals, they too have to promote social justice. Business cannot relegate all
social responsibilities to the public realm. Instead, firms are not only allowed but,
on occasion, such as given state failure or the total absence of public governance,
required to act as subsidiary facilitators of social justice [5].

Commerce and the Just Price

In his rejection of avarice (S. th. I-1I 84, 1), Thomas follows Aristotle’s criticism of
greed or pleonexia [23]. Yet he also provides a more neutral assessment of
commercial exchange than Aristotle, who had accepted trade only as a necessary
evil. Exchange relationships, while often leading subjectively to a “certain debase-
ment” of the involved tradesperson (S. th. II-II, 77, 4), are nonetheless viewed by
Thomas objectively as transactions without intrinsic faults: their moral value is, like
that of private wealth, wholly functional. Whether commercial transactions are
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condemned or commended depends on what they accomplish for society. When
they benefit all involved parties, they gain his approval (ibid.). Merchants, for
instance, are allowed to seek not only surplus returns for their labor, costs, and
risks (i.e., as reimbursement for their transport and insurance outlays) but also
moderate gains resulting from the fluctuations of general market prices and partic-
ular customer demand (ibid.). Thomas sees the “just price” that shall be observed in
trade not as a quantitative fixture but as a regulative idea of a qualitative nature. It is
meant to eliminate excessive pricing in order to prevent the exploitation of depen-
dencies and need, without demanding static prices, fixed to an unalterable economic
equilibrium (S. tA. 1I-11, 77, 1).

For the later development of the feudal and mercantile economies into the
capitalistic system, this deviation from Aristotle is of highest importance [1].
Prima facie, Thomas seems simply to follow the many biblical injunctions against
usury (Exod. 22:25, Levit. 25:37, Deut. 15:6; 23:19, Ps. 14:5., Lk. 6:34) and to
reiterate Aristotle’s charge against the “sterile” nature of monetary transactions in
favor of the more “fruitful” dimensions of commodity production and exchange. On
second inspection, however, we see that Thomas’s approach is more subtle. On one
hand, Thomas does value labor over exchange and, in turn, commodity exchange
over monetary investment when it comes to assessing the morality of revenue
claims [28]; the healthy preference of “sweat equity” over capital returns that
characterizes medieval philosophy in general also permeates his deliberations
(Contra impugnantes, VI, ad 12). On the other hand, that does not mean Thomas
would grant a legitimate role in generating income only to labor and never to
capital [65].

While Thomas censures money lending as “usury” with many of the same
arguments we find already in Aristotle (Pol. 1258b) and the Bible (S. th. II-1I
78, 1) and while he also opposes the notion of interest as reimbursement for
opportunity costs (S. th. II-1I 78, 2, ad 1), it would still be erroneous to conclude
that Thomas simply espoused a labor cost theory and would have dismissed today’s
capitalistic economy therefore as illegitimate (cf. [63]). Thomas does allow for gains
without the direct input of labor, for example, revenues from rent and also from
investments in trade partnerships (S. ¢4. II-1I 78, 2). Why these exceptions in favor of
capital-based income? The most convincing answer proceeds from the postulation
of social justice as the core virtue of business. In either of these forms, the invested
money has served a socially productive function — for example, building up real
estate in the former, outfitting a merchant voyage in the latter — that is, the money has
been used as productive capital, realizing social utilities that, without the expectation
of gain, might have remained unrealized. This is where the crucial difference lies.

That Thomas rejected lending with interest must be seen before the medieval
backdrop. At the time, private surplus funds were not yet identified as social capital
because they often remained idle or were used for ostentatious consumption [25].
To lend money demanded hardly more from the creditor than rejecting the morally
dubious pleasures of living the life of a miser or a waster, respectively. Those who
asked for pay to forgo either option met with moral indignation. An altogether
different plane is entered once we view money as capital [84]. Money can, after all,
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no longer function as a permanent measure of value when, as capital, it is itself
traded. In a thoroughly capitalized and growing economy, money, too, carries a
price, and so every outlay implies not only hypothetical opportunity costs but real
expenses to the lender. While probably beyond the imagination of Thomas, it is not
beyond the reach of his ethics to deal with such a state of affairs. Thomas might well
have accepted income from capital investment as long as they were conducive to the
welfare of all stakeholders [6]. Mutatis mutandis, this thought may nowadays serve as
a guideline for a more humane economy [21]; it inspires us to include parameters such
as virtue and social responsibility into our management theories [39, 61]. In partic-
ular, Thomas’s instruction shows how social justice as a relational virtue business can
reconcile corporate and societal interests to the benefit of all concerned [22].

William of Ockham and the Demise of Ethical Realism

Thomas had taught that virtue reaches farther and deeper than the law; it can
operate where the latter lacks power and extends beyond its commands [75].
Thomas argued, moreover, for an interpersonal dimension to virtue ethics which
allows for its application across cultural divides [48], enlisting into the pursuit of
the common good businesses just as well as every other human institution [54]. The
ultimate foundation for this ethical realism was his metaphysical conceptualism,
that is, his conviction that rational concepts can elucidate the natural law and show
which conduct best befits human beings. Ethics and anthropology were intimately
intertwined. This intricate connection, however, rested itself on an epistemology
that was increasingly questioned by posterior thinkers, the most radical of which
was, arguably, William of Ockham. Attacking the metaphysical basis of Thomas’s
epistemololgy, Ockham severed the “natural” link that Thomas had forged between
ontology and axiology.

Theoretical Premises (Nominalism)

“Ockham’s razor,” as a maxim of argumentative parsimony (Sent., lib. L., Dist. 1.,
q. 1&2), is what today most people associate with William of Ockham (c. 1288-
c. 1348). Ockham did in fact express the view that, all other things equal, in scientific
explanations the simpler explanation shall be preferred and unnecessary assumptions
are to be avoided (Quodlib., IV, q. 19). The context for the formulation of this maxim
was his opposition against the “realism” of concepts as self-standing universals ([13],
p. 115). Ockham held that what can be known with certainty is only that which we
derive (directly or through logical deductions) from first-order and second-order
intuitions [62]: Intuitions of the first order are sensory perceptions (of individual
things), self-evident intuitions (axioms of logic), and knowledge through
revelation (Reportatio II, qu. 150). These first-order impressions inform us that
something exists. Intuitions of the second order form relations between the
former intuitions (Quodlib. I, qu. 15) and instruct us sow things correlate and as
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what we can categorize them ([13], p. 110). Only the former type can establish real
(existential) knowledge, whereas the latter merely afford us nominal (linguistic)
definitions ([46], p. 69). Thus, Ockham argues against metaphysical thinking,
which, he holds, posits without justification merely nominal definitions as real ones
and infuses the realm of the real with fictitious entities (Summa Tot. Log., Pars. L., cap.
12, f. 6, r. A). While using the idea “man” in the predication “Socrates is a man”
makes sense, assuming an object “man” in and of itself does not. We can use the
(universal) idea of humanity but shall not presuppose it exists apart from being an
illustration of the (singular) objects it describes (Sum tot. log. I, 66).

If one sees universals as mere signs, certain consequences follow. First, the
distinction between existence and essence is rendered superfluous, as now (nothing
but) existence defines essence (Sum. tot. log. I1I, 2, 27). This applies also to God; no
longer can his “real” existence be proven from a “nominal” definition of his essence.
With the rational access to God barred, reason and faith begin to go different ways
([13], p. 121). Second, since reality appears no longer as ordered by universal, or
essential, forms of the divine intellect, it must be said to spring from the productive
will of God instead [24]. Through changing his will, God could, theoretically, alter all
causal connections ([46], p. 29). Unbound by eternal laws (Sent II qu. 5), the will of
God (and hence natural law) can no longer be deduced but must be received. Third,
with the essence/existence bifurcation, the potentiality/actuality distinction recedes
too. The world appears not as matter-in-potentiality but as actualized matter-of-fact
(Summulae I 14). This positivistic ontology concurs with a positivistic axiology.
Ockham locates the law of nature in the promulgations of secular and divine law and
in actualized morality. As natural law can no longer be derived in a counterfactual
manner from metaphysics, it must be inferred from the commandments of the Bible,
the laws of the state, and society’s customs ([13], p. 107).

Practical Consequences (Voluntarism)

Ockham had the acuity and audacity to carry nominalism to extreme consequences
[11, 62]. He gives up justifying the moral law by appeals to nature or reason. God
commands, and his will assures the law’s legitimacy ([82], p. 161). Understanding the
rationale behind its norms matters less than obeying them ([67], p. 342). In the old
question, already posed by Socrates to Euthyphro, whether the Gods demand some-
thing because it is good or whether it is deemed good because the Gods demand it,
Ockham comes out in favor of a morality based on divine command [64]. The
intellect provides no substantial reasons that establish the goodness of an act or
virtue but only furnishes the human being with formal conclusions as to the logical
implications of God’s revealed commandments. If God commanded them, even
heinous acts would become meritorious (II Sent, g. 19). On the objective level, this
view shifts the emphasis of moral theology from virtues to commandments; on the
subjective level, the focus moves from inclinations to obligations ([67], p. 251).
Whereas Thomas had theorized about morality only after having described the
cognitive and appetitive powers of man and had thus oriented his ethics at the
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natural inclinations of the human being (S. #4. I, qu. 75-83), Ockham eclipses these
dimensions through a single-minded concentration on the (purity of the) human
will. He argues: We can, through suicide, reject life itself. If, however, we can
negate life, we can, a fortiori, negate its (alleged) ultimate aim: beatitude (IV Sent,
q. 14 D). Being able to decline acting upon our innermost inclinations, we are
radically free — free, that is, not only to do good but to do anything we choose. Our
liberty consists in choice. Inclinations, acts, and even virtues are consequently
praiseworthy or blameworthy only in regard to the will that guides them (Quodl.
III, 14). Human actions are never good in and of themselves, but always only
insofar they follow a will that has subjected itself to Biblical or legal command-
ments. Thus, the notion of natural law shrinks dramatically, ultimately to represent
in Ockham no more than “a traditional, convenient category for listing moral
obligations” ([82], p. 336). Thomas had held that obedience to the natural law
was good because of the natural goodness of the law itself, whereas in Ockham, the
natural law now becomes a derivative of positive (divine and worldly) law.
Obedience alone is truly good because it signals the subjection of the individual
will under the higher will of God and/or the state. In later centuries, the divine will
was dropped from this conception and what remained was the positivistic commit-
ment to the respective political authority, culminating in Hobbes’s dictum that
“authority and not truth makes the law” (auctoritas non veritas facit legem)
(Hobbes 1681 [34], p. 5).

Ethics and Business

Events around the year 1328 — when Ockham decided to take sides against the
Papacy — turned him rather into a political writer [79] and so suddenly that some
authors divide his philosophy strictly in his (apolitical) writings before and his (very
political) works after this date, treating them as entirely distinct spheres [10, 11].
Some interpret his metaphysics entirely without regard for his political philosophy
[45]. Others proceed vice versa [51]. Yet at least two major connections between the
two realms have still to be admitted. First, Ockham does derive certain political
postulates from his theology. For example, since the writings of the Apostles are part
and parcel of divine revelation, he concludes that the liberation they promised was
a tenet with binding power for regents [56]. Second, his freedom theory also impacts
his views on the (legitimate vs. illegitimate) dominion over goods. In regard to the
first qualification, Ockham holds that the sovereignty of the Pope and of kings is
based on Scripture and must never violate its stipulations ([11], pp. 449—457). The
Bible explains how political governance became necessary once man succumbed to
sin. Upon leaving paradise, the original communism of earthly goods and the
harmony in their use ceased: In order to rein in their harmful selfish desires, people
began to need governments (Brevilog., Lib. 3, c. 6). In this process, the demarcation
and defense of property as exclusively private also became necessary. This theorem
connects secondly with Ockham’s theory of the free will. Since the free will alone
inscribes values into the world, the principal task of property is to express voluntary
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dominion over the world. Worldly goods are to express the (desires of the) human
will and its free choices and thus deserve special respect [50].

This doctrine stands in stark contrast with the theory of ownership for use
(dominium utile) promoted by Thomas Aquinas [60]. Whereas Thomas respected
intrinsic limits to the human use and consumption of nature [57], Ockham does not
acknowledge any essential link between morality and legality in the right to goods.
Human law must obey natural law only insofar as it tracks divine commandments;
human law is, however, not bound to cater to further moral duties [70]. While
Thomas advocated a relative concept of private property, Ockham sides with an
almost absolutist notion. As long as human or divine law does not stand against it,
human beings are unlimited in their entitlements to commodities [77]. Everything
Ockham’s framework needs and allows for is already included in the laws. How to
use the freedoms that legally remain to individual and corporate actors is, within his
framework, a question left to private discretion. In this conception, there is neither
need nor space for a virtue-based business ethics. The positivistic tinge of his
philosophy colors Ockham’s political thought and inspired later thinkers to break
with certain Scholastic doctrines of political economics [52]. By reducing the scope
of natural law to what recta ratio could deduce from the normative principles of the
Bible [17], Ockham narrowed down the ethical sphere overall, with marked ram-
ifications for the further development of economic ethics and the future directions
of business ethics.

Subjective Versus Subjectivist Values

A consistent follower of Ockham had to reject the conceptualism behind the
Thomistic doctrine of the “just price.” Against the assumption that there was really
some such universal to which prices (ought to) gravitate, a consistent nominalist
would let the distinction between the market price and the just price collapse.
Whereas Thomas had held that, as a rule, in well-ordered societies the natural
price of the market approximated the just price and, where not, could and should
find a corrective in the common (interpersonal) estimation of value, in the wake of
Ockham, this subtle distinction between signifier and signified was annulled.
Absent stark improprieties, the market price was increasingly regarded as the just
price of goods. Thus, the entire realm of counterfactual values and their proclaimed
objectivity would eventually be ceded to first the customary and later to solely
subjective valorizations. From Ockham, in short, goes a straight line to the subjec-
tive value theories of modernity [68].

Late medieval theorists who followed this line of thought did, nonetheless,
stipulate that market transactions had to remain within limits imposed by the
authorities [59]. In fact, there was a strong tradition of late medieval price fixing
in the interest of establishing or restoring just prices [85]. When, for instance, prices
for grain “went up to fantastic heights in case of dearth,” medieval authorities
intervened. In such situations, for sure, “it would have been folly to rely on the
automatic operation of competition” ([85], p. 429), and the respective governments
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were practically “forced to resort to regulation” ([85], p. 425). This tradition of late
medieval price fixing, however, must also be understood before the backdrop of
voluntarism and the positivistic idea that prices fixed by the government were eo
ipse just prices, thus the right to economic intervention. Usury was henceforth to be
defined by the law alone. The moral use of the usury reproach waned, slowly but
surely. Merchants needed ever less moral wisdom but ever more legal savvy in
order to meet the normative demands of their societies. Business ethics began to
shrivel to the imperative of abiding by commercial laws and regulations.

Through the works of Weber [86] and Tawney [78], we have long been accus-
tomed to seeing the Protestant work ethics as a driver and Catholicism as a retarding
force in the development of modern capitalism. In such narratives, the doctrine of
the “just price” typically figures as a hallmark of an alleged medieval hostility to
commerce and economic progress. This tale must be replaced by a more nuanced
view of late medieval and early modern Catholic thinking [53]. We have to note that
with the nominalist and voluntarist teachings of Ockham began an approximation to
subjectivist price and value theories already in late medieval Catholic social
teaching [15]. Protestantism did not invent the latter but only promulgated them
more and farther [71].

We have, in particular, to distinguish between at least three fundamentally different
ways of utilizing the ‘just price” theory. (1) Commercial forces were curtailed only
where, as by Duns Scotus or John Mair, the “just price” was fixed by a strict labor cost
theory meant to replace “unjust” market prices. Only very few medieval theologians,
however, followed this view ([85], p. 421). (2) Most, instead, adhered to Thomas’s
rather favorable view of the market price that, in well-ordered societies, could serve as
a signifier for the just price [42]. Thomas’s later commentaries by the “School of
Salamanca” demonstrated how his theory made sufficient room for subjective com-
ponents of price building, while remaining committed to an overall objective concep-
tion of value [9, 58, 69]. (3) Inspired by nominalist and voluntarist notions then, we see
an emerging trend within Catholic moral theology toward subjective value theories
[32, 74]. Once the objective counterweight of universals was removed, in a number of
late medieval price theories the subjective components became subjectivist. The
singular replaced the universal that it hitherto represented: the market price was no
longer seen as indicative of but as identical to the just price, at least in the absence of
monopoly ([7], p. 76) or undue market entry barriers ([15], p. 83).

With hindsight, one must judge this subjectivist trend in Catholic economic
ethics with due caution [29]. As much as narrowly objectivistic conceptions of the
just price doctrine are negligent of important subjective and customary dimensions
of economic value, wholly subjectivist value theories are, on the contrary, oblivious
to all counterfactual and normative value dimensions [43]. Where the former tend
to fight the market in the name of justice, the latter operate in the opposite direction.
The golden mean lies in a position that reconciles the subjective with the objective
components of value ([42], p. 190) and commits all parties to an economic
transaction to the common good ([44], p. 439). This can neither be achieved
by a static value conception that is impervious to the vicissitudes of trade nor by
one that fluctuates with the market without any and all correctives.
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Rather, one must combine a stable orientation toward social justice with flexi-
bility toward commercial circumstances so that the just price serves not as
a quantitative fixture (i.e., a distinct mathematical price point) but as a qualitative
regulative (i.e., a realm of fair prices). The just price is then not an automatic
resultant of abstract market forces geared to a predetermined equilibrium but the
concrete outcome of human arbitration procedures oriented at equality and equity
[58]. Its objective would be the avoidance of economic exploitation through parties
intended to respect the common good [42]. The “universal” of the just price has
consequently to be located neither “before” nor “after” the market price but
“through” it, that is, through fair transactions in a morally well-ordered market.
In more technical terms, the requisite value theory can neither rely on an idea-realist
nor on a nominalist value conception but must proceed from a intermediary type of
metaphysics. Thomas’s economic ethics had been of this sort.

Conclusion

In Thomas’s works, we find a well-balanced harmony between the subjective
and the objective moments of value and between the personal and the interper-
sonal, that is, social demands of virtue. In prescribing justice as a social virtue
and directing justice both legally and morally to the common good, Thomas
provided an important normative horizon for business. Importantly, instead of
moralizing economic transactions from without, this normative orientation pro-
ceeds from within economic rationality in that it expresses the fundamental
nature of economic transactions as human interactions. By integrating economic
rationality, thus, in a comprehensive theory of human reason, Thomas developed
a truly global conception of business ethics that withstands the relativistic
pressures of cultural diversity and enables a thoroughgoing humanistic concep-
tion of management. From unconditional respect for the human dignity of each
person, Thomas expanded the realm of business ethics beyond the strictures of
law and commutative justice; he declared the well-being of all and the
flourishing of each the immanent goal of business overall. Not only did he
thus write a stakeholder ethics avant la lettre but Thomas made clear that
business, rightly understood, is a stakeholder of society and not vice versa.
Consequently, the ascription of social responsibilities to corporations does not
mean to saddle business with additional burdens outside their area of core
competence. On the contrary, once the foundational role of ethics for economics
is recognized, one can argue that the assumption of social responsibility must be
inherent to each and every corporate endeavor. With Thomas we can argue that —
given the moral nature of the human being — its ethical orientation is what makes
the success of business truly sustainable.
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Notes

1
2

. For instructive feedback, I wish to thank Anthony Celano and Laura Melkonian.
. Since no critical edition of the Summa theologiae has yet appeared, both the Leonine edition

of 1888 and the revision of the Piana edition (Ottawa 1953) have been consulted. For the
remaining texts of Thomas, the Leonine edition has been used. Where no Leonine edition
exists, the Marietti (Turin 1961-1967) version has been used.

. Synderesis is a term first used by Jerome in his commentary on Ezechiel. It may be

a misreading of either syneidesis (conscience) or synesis (intelligence or insight). For its
introduction into medieval moral thought, see [47]. For its role in the history of ideas see [31].
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Martin Schlag

Abstract

Between 1200 and 1450, Italy was one of the main actors in the “commercial
revolution,” which took place in this period. This protagonism positively
impacted scholastic reflection on economic ethics. Against the background of
earlier chapters, four important authors among a great number of Italian scho-
lastics have been chosen for closer examination: Olivi, Astesanus, Bernardino of
Siena, and Antonino of Florence. They justified and exalted the importance of
commerce and the social role of merchants praised for their honest work. The
profit merchants made was considered to be a just recompense for their service
of transporting, storing and improving goods. Profit was not, however, to be
sought out of greed or avarice but in order to sustain one’s family and give alms.
All authors were unanimous in their condemnation of usury as a form of
exploitation of the poor. Their distinction between usury and interest and the
establishment of so-called extrinsic titles to interest paved the way for the
modern system of regulated interest rates in legal financial markets.

Introduction

Italy plays a very important role in the history of economic thought. This is true for
the socioeconomic development as well as for the scholarly reflection on econom-
ics. Joseph A. Schumpeter [1], Raymond de Roover [2], Julius Kirshner [3], Robert
S. Lopez [4, 5], and Jacques Le Goff [6], just to mention some of the more
important authors in recent years, as well as other contemporary scholars like
Joel Kaye [7], Diana Wood [8], Fabian Wittreck [9], Giacomo Todeschini [10],
and, towering over all others, Odd Langholm, demonstrate that there is, “among
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historians in general, a renewed interest in the Middle Ages” ([11], p. vii). All
mentioned authors pay due attention to Italian scholastics.

In the following section, without any claim to originality, I would like to offer
a synthetic overview of Italian scholastic thought on the economy, from ca. 1200
to 1450.

The Socioeconomic Context of Scholastic Thought on the
Economy in Italy

The scholastic authors wrote during a period of accelerated economic growth
generally referred to as the “Commercial Revolution™.! It took place from the
twelfth to the early fourteenth century and reached its peak between 1245 and
1345. The whole process was a combination of political, economical, monetary,
and social factors.

After the year 950, the Genovese, Pisans, and Catalans had conquered all of the
islands in the Western half of the Mediterranean, and the first Crusade had finally
brought the complete opening of the Mediterranean trade routes. Once again, as in
Roman times, the goods that caravans brought to the Syrian ports from India and
China could reach Western and Northern Europe. Prominent among these goods
were spices, incense, perfumes, medicine, dyestuffs, glue, silks, cotton textiles,
paper, rice, oranges, apricots, and gold and silver artifacts ([12], pp. 54ss, 154).”
Along with these imports came Arabic numbers and arithmetic and calculus,
essential know-how for an increasingly monetized and rational economy ([8],
p. 12). In exchange, the European traders sold wool cloth from Flanders, wood,
iron, and sadly also slaves.

The period of peace following the defeat of the Saracens and the conversion of
the Normans brought about an increase in Europe’s population growth, augmenting
the number of soldiers for the armies in the East as well as contributing to the
workforce necessary for trade, the cultivation of new territories (either by
converting forests into plow land or winning land from the sea by dikes), and the
massive construction works in the new urban centers which sprung up everywhere
to create space for the new merchant quarters (boroughs, bourgs, borghi) around the
old feudal fortresses ([12], p. 66ff).

This commercial activity brought high financial profits, which quickly, thor-
oughly, and enduringly changed the economic and social structure of Europe.
Throughout the entire period studied in this chapter, Northern Italy was clearly
predominant not only in an economic sense but also intellectually, bringing forth
men capable of rationally penetrating and dominating the mechanisms of economic
and financial exchange. This is illustrated by the fact that the financial instruments
of modern capitalism and banking were invented and first practiced in embryonic
forms in Northern Italy ([1], p. 78).”

The reason for Italian predominance is rooted in its geographical situation.
Intellectually, Italy had received the cultural heritage of Greek, Arabic, and Jewish
learning through the Byzantine rule and then through Frederick II's cultural policy
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in Southern Italy. Politically, Venice, Genoa, and for some time also Pisa were the
great harbors and the undisputed maritime powers of the Mediterranean. Between
these coastal cities on the Eastern and Western side of the peninsula, the Lombard
plain, with its great urban centers such as Milan, Parma, and Lucca, and, farther to
the South, Siena and Florence, were stimulated by the ever-increasing demand for
manufactured goods. They grew wealthy through craftsmanship, commerce and
soon also through international finance. By the thirteenth century, the “big four,”
Venice, Milan, Genoa, and Florence, had taken the lead and were in control
of trade.

This movement was furthered by the appearance of international commercial
fairs, especially those in the French region of Champagne. Mostly Italian and
Flemish merchants who exchanged their goods and also cleared debts, negotiated,
sold futures, and made financial transactions visited them.

The eruption onto the scene of a monetary system also began about the year 950
and was one of the decisive factors in the Commercial Revolution. Once again, the
Italians took the lead and stabilized the currency by introducing the grossi (heavy
silver coins) and the gold coins that had fallen out of use since the Carolingian
Renaissance. The feudal economy had not had any use for currency of such high
monetary value. The need for money with higher value reflected the rapid economic
growth of the thirteenth century. Genoa and Florence both introduced their gold
coins more or less in 1252. Venice, with its golden “ducato,” established in 1284,
was able to create an equally famous and appreciated currency.”*

But even more important than metal money were the cash-free financial
instruments the Italians developed during this time, resulting in the appearance
of the great banking houses with representatives in the more important
European towns. These were the financiers of the princes and nobility through-
out the whole of Europe during the thirteenth, fourteenth, and fifteenth centu-
ries. The Italian merchants held the finances of the entire continent in their
hands.

Italian merchant and bankers invented a system, which eliminated the need for
payment by coin by transferring sums of money from one account to the other and
by using bills of exchange. This first appears in Genoa at the end of the twelfth
century. The money changers, who held the deposits of their clients, were able to
clear debts among them by transferring payment from one account to another.
Moreover, three forms of financial instruments were invented: petty exchange, bill
of exchange, and dry exchange. In petty exchange, money was immediately
changed from one currency to another. With a bill of exchange, an amount had to
be paid back later in another country and in a different currency. Often interest for
the loan, disguised as exchange rates and fees, was hidden in the sum returned. Dry
exchange,’ instead, was a fictitious bill of exchange. The sum was to be paid back
with a fee in the same currency and in the same place. This obviously was
a circumvention of the ban of usury, as it was a form of credit ([9], p. 147ff).6
The rate of interest was usually 10% p.a. in normal commercial credits. In an urgent
case of need with high risk, the interest rates could be 50%, 100%, or more. The
interest rate of the “Lombards” was 43.3%.
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Incessant wars which began in the fourteenth century (1346-1453) and then,
after a 40-year lull, continued during most of the sixteenth century, scourging
taxation and inflation, recurrent major epidemics, famines, demographic decline,
social unrest, the schism of Christianity and the exile of the Popes in Avignon, and
perhaps unfavorable climate pulsation deeply and durably scarred the economy in
the second half of the fourteenth century. The Black Death in 1348 alone cost
Europe a third of her population, fatalities reaching even 65% in centers of dense
urbanization: “the cream of the economic world was skimmed” ([5], p. 386).

The wool trade collapsed, and in 1378, the Florentine weavers revolted and
social unrest among the laborers spread throughout the whole of Europe ([8], p. 42).
The Bardi and the Peruzzi, the biggest companies of merchant bankers in Florence,
went bankrupt, and all of Europe was engulfed in an economic depression. It was
also the end of the flourishing of an optimistic scholastic learning.

We must, however, not overemphasize this dark picture of the fourteenth and
fifteenth centuries. The progress accomplished in business methods during the
Commercial Revolution was not lost. It would be a mistake to assume that Italy
lost the primacy it had achieved in trade in the fifteenth century. Italian merchants
and bankers still towered above the businessmen of the rest of the world. Banking,
maritime trade, industry, and agriculture continued to thrive in Italy. Between 1430
and 1480, the Medici Bank was the largest financial organization in Europe ([5],
p. 398s).

Special Questions and Topics Dealt with by Select Italian
Scholastic Authors

Ever since Joseph A. Schumpeter exalted Antonino of Florence (1389-1459) as an
economic genius ([1], p.98) and Raymond De Roover wrote his landmark essay on
Bernardino of Siena (1380-1444) and Antonino of Florence (cf. [13]), calling them
“the two great economic thinkers of the Middle Ages,” both have been in the center
of attention. Roover himself, however, was aware of the dependence of Antonino
on Bernardino and of both Bernardino and Antonino on another author to whose
texts he had no access, Peter John Olivi (1248-1298) ([13], pp. 19, 42). Later
studies demonstrated that Antonino paraphrased Bernardino and that Bernardino
copied long passages from Olivi’s manuscripts without acknowledging his source
[14].” The reason may be in the fact that the Church had posthumously condemned
Olivi because the spiritual faction of the Franciscans® had started a cult around his
person. Bernardino, who belonged to the “Observants” among the Franciscans
(a movement which took up the Spirituals’ desire of strict observance of St. Francis’
legacy, without breaking away from the Catholic Church), was careful not to
expressly quote the intellectual star of the condemned faction, but he does not
hide his admiration for the author to whom he refers as a “magnus doctor” (grand
teacher).

After the terrible events of the fourteenth century, a new spirit of hope began to
flourish in the fifteenth. Bernardino was one of the great preachers of his time,
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managing to reconstruct religious and spiritual life in a society ravaged by diseases,
famine, war, divisions, and moral depravity. His sermons were impressive because
of their vivacity and their content. Even his learned Latin handbook
“Quadragesimale de Evangelio aeterno,” in spite of its scholastic length and
burdensome details, contains some brilliant rhetorical figures, explaining the fas-
cination emanating from this priest who dedicated himself exclusively to studying
in order to preach. It is easy to imagine how delightful it must have been to hear him
describe the misery of the miser who every night checks and rechecks whether all
his gold coins are where they ought to be, counts and cradles them as if they were
babies, and suffers great agony at every loss. The miser is like a blackbird, writes
Bernardino, that can only cry “mio, mio, mio” (mine, mine, mine). Although
Bernardino’s sermons took several hours, his audience was left with the impression
that he had spoken for no longer than half an hour. It is probably thanks to holy
priests like Bernardino that the Italian population was reconciled with the Church
on the eve of the great schism of Christianity wrought by the Protestant Reforma-
tion. Even so, Bernardino was certainly not innovative. In his age, the breeze of the
Renaissance was already blowing over Italy. In his writings on economic questions,
this is not perceived. Bernardino is medieval. Actually in several aspects,
Bernardino is less open to the realities of commercial life than Peter Olivi
(d. 1298, nearly 150 years before Bernardino). The true geniuses behind Bernardino
are others, particularly Olivi and Duns Scotus. Bernardino does have a keen interest
for and a sharp understanding of economy and social life. However, his ethical
evaluation of these phenomena remains completely medieval and conservative.

In one of the periods of his life in which he was forced to rest, Bernardino wrote
a learned handbook for preachers called Quadragesimale de Evangelio aeterno. It
fills three volumes of the works of Bernardino in the Quaracchi edition (volumes
3-5). Sermons 3245 in volume 4 form a unit, like a book unto itself, highlighted by
an introductory phrase (“Here begins the treatise on contracts and on usury”) and
a concluding sentence (“Here ends the treatise on contracts and on usury”).

This treatise has a systematic structure and possesses the merit of blending the most
important quotations together, adding as well personal reflections and evaluations.

I have selected two Franciscan forerunners of Bernardino, Peter John Olivi, and
Astesanus of Asti, for the reasons I explain below, as well as the above-mentioned
Antonino, Archbishop of Florence, as he was a Dominican scholar, nearly contem-
porary to Bernardino.

Although Peter John Olivi is French, I include him in this study on Italian
scholastics, because he came from the Mediterranean part of Southern France,
was a student of the Italian St. Bonaventure of Bagnoreggio, and taught in Florence
for 2 years. He deeply influenced thinkers like Bernardino and Antonino. “Next to
Thomas Aquinas, no medieval author influenced the ideas of trade and price in the
later Italian penitential tradition more markedly than Peter Olivi, transmitted by
Bernardino” ([15], p. 120).

Astesanus of Asti, in 1317, published a manual on moral theology called the
Summa de casibus conscientiae or simply Summa Astesana or Summa Astensis. It
was a very successful book, remaining popular for a long time, as witnessed by the
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existence of many manuscripts and incunabula (early prints before 1500) editions.
By extracting the essence of scholastic (mainly Franciscan) economic doctrine and
presenting it summarily in a work designed for everyday use in practical pastoral
work, it was certain to reach a large circle of readers ([16], p. 452).

Against the background of the earlier synthetic chapters, I will try to present each
of these authors in chronological order. In rendering the contents of the selected
works, where possible, I will follow an order of topics: property, exchange, com-
merce and merchants, the just price, money, usury, and bonds (titles to public debt).
In order to avoid repetition, I will fully develop only Olivi’s teaching, using it as
a reference point to show what new ideas later authors contributed or in which points
they lagged behind the greatest economic thinker of medieval Italy, Peter Olivi.

Peter (Son of) John Olivi

Born in Sérignan, Provence, in the year 1248, Peter Olivi entered the Franciscan
Order as a mere lad of 12 years. He studied in Paris with the Franciscan Masters
William de la Mare, John Peckham, and Matthew of Acquasparta, under the
Minister General St. Bonaventure. In Paris, he received the title of Bachelor but
did not pursue that of Master.

He dedicated his life to teaching and writing, publishing about 60 books on
speculative theology, biblical exegesis, and spirituality, which earned him the
honorific title Doctor speculativus. His ideas were so innovative and original that
he repeatedly had to defend himself against accusations of heresy. Many admired
him for his holiness of life and his ingenious insights and teaching. He was
acclaimed the leader of the Spirituals and as such maintained an ideal of perfect
poverty in the spirit of St. Francis.

In the last years of his life, he taught in Florence at Santa Croce (1287-1289) and
then in Montpellier (1289-1292). He then withdrew to the convent in Narbonne
where he died in 1298.

After his death, all of his books were collected and burnt by order of the Minister
General, and heavy penalties were laid on any friar who, defying the prohibition,
dared to hide and conserve manuscripts of Olivi’s books. Many of his writings,
however, were conserved and have reached us under false names or anonymously,
as evidenced in the case of his economic writings.”

Nearly all of his economic thought is contained in three treatises, combined in
a book whose title is unknown but which is now called “Tractatus de emptione et
venditione, de contractibus usurariis et de restitutionibus.” There are also some
Quodlibeta which touch on economic affairs, especially Quodlibet I, q. 16, and
g. 17 on interest.

What is new in Olivi is that he does not look to the Bible to define economical
concepts but he looks at reality as it is first and only then measures it by faith. This
type of analysis remained exclusive to the thirteenth century. Its results were copied
during the fourteenth and fifteenth centuries until the intellectual seeds of the
method sprouted in the Renaissance.
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Commerce, Merchants, and Profit

Peter Olivi dealt with commerce and merchants in the sixth “quaestio” of his
treatise on purchases and sales. He did so indirectly by answering the question
whether it was morally admissible to buy and resell a good at a higher price than the
price it had been bought at “as merchants usually do.” This approach was of course
typically scholastic. The moral problem they were trying to solve was justice and
equality in exchange. How could somebody buy and resell the same good at
a different price without committing the sin of injustice? Had the good changed
its value by passing from one hand to the other? What if this problem affected
a whole profession?

Olivi tackled this problem by adducing five arguments in favor of commerce and
of commercial profit, not without stating that in practice it was very difficult for
a merchant to avoid sin. The first argument was the advantage for the common good
brought about by the merchants’ activity. Farmers, craftsmen, and soldiers could
not travel to the foreign countries where the goods lacking at home were abundant.
Few people had the diligence and the know-how to do that. It was therefore
convenient for the community that those who possessed the necessary qualities
for commerce dedicated themselves to this service for which they deserved recom-
pense. Merchants had to be trustworthy and honorable (honorabiles) and also
wealthy (pecuniosi) in order to be able to acquire the expensive merchandise they
needed in sufficient amounts. As far as I know, this is the first time that a Christian
author combines honor and wealth in a positive and affirmative way. The second
argument ran as follows. The profit the merchant made by raising the prices did not
exclude the people working in his supply chain from profit. Even more, his
commercial activity made the others’ livelihood possible. The third argument had
two parts. One was an argument based on equality. If the craftsman and the farmer
were allowed to make profit when selling their goods, so was the merchant by
raising the price at resale. The other part of the argument, however, was more
important and original to Olivi. The merchant was a specialist in evaluating the
value and the price of goods. This was an important service to society. People in
general were thus advised and guided as to the real market value of goods, which
was not at all easy to estimate. In their purchases, potential buyers were protected
from overpricing by the good and trustworthy merchants who made a reasonable
profit but did not overcharge. This service justified the existence of merchants and
of the profits they made.

Exchange and the Just Price

Both Thomas Aquinas and Olivi agreed that the price had to be just and that it had to
correspond to the value of the good sold. Olivi, however, gave overruling impor-
tance to the economic value, and he analyzed it in the process of formation.
Following Augustine, Olivi identified value with utility (use value): a mouse is
worth less than a piece of bread even though the mouse is ontologically more
valuable than a lifeless object (De Civitate Dei, X1, 16) [17]. According to Olivi, this
use value varied in regard to time, place, and person. He developed three criteria in its
formulation, which Bernardino copied and summarized very strikingly. The utility of
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a good is defined by (1) its qualities which in themselves satisfy our needs
(virtuositas); (2) its scarcity: the rarer something is, the more we value it (raritas);
and (3) the special affection we have for something (complacibilitas). This last
criterion reflects that the economic value is also a consequence of individual choice,
a novel insight formulated by Olivi ([14], p. 34ff).

In the exchange of goods, the value of the thing given and received should be
equal. Thomas Aquinas and Olivi spoke of an “estimation” of value and therefore of
price. This word “estimation” expressed that the price was not an exact amount but
had a “convenient margin.” Obviously, if subjective utility were equal, nobody
would exchange. May this inequality influence the price? Olivi solved this problem
by giving priority to subjective utility with its three above-mentioned criteria;
however, he also defined his concept of utility by introducing the common good:
the value of utility was not purely individual but was the typical utility of the
general public. He was concerned with the injustice of establishing price exclu-
sively by personal use and interest. Take the cases of selling a lifesaving medicine
to a dying person or a cup of water to a parching man. If the price were solely based
on individual subjective utility, then it would be infinite in these cases, because their
subjective value as a lifesaving means is infinite. Olivi thus valued common use
over individual subjective use and the common good over one’s own individual
good. Acting otherwise would destroy the social network of humanity, the civil
society. It is interesting to note that for Olivi, all economic contracts must aim also
at the common good. This is an important insight. The common good is referred to
by Olivi as the sociability of man and as the community, to which he belongs. The
common good is the “good life” of the community in which one lives in and is,
therefore, one’s own life. The common good was not conceived of as something
different from the citizens who form the community.

The general estimation of the price in such a community resulted in the “just
price”: it was the common estimate of the value of a good according to its common
use in the community interested in maintaining its common good. With this
concept, Olivi has introduced what in modern parlance would be the market price
([14], p. 40ff).

In his analysis of how the market arrived at the common estimation of price, Olivi
considered two elements in regard to demand and two in regard to supply. All four
elements were objective and are not used in an individual but in a generalized sense.

In regard to demand, Olivi wrote that: (1) The common estimation cherishes the
natural qualities of goods. A good which is instrumental to other goods or that holds
longer or is prettier than others is esteemed more. (2) The community (market)
values the scarcity of a good.

In regard to supply, we find arguments from the costs of production. (3) The
community (market) considers the costs and the risks undertaken by the craftsmen
and merchants to produce the good or the service and to make it available. The
community (market) also values expertise (an architect receives more than
the mason). (4) Insofar as wages are concerned, the community (market) also
considers the dignity connected with certain labors and grants higher wages to
persons who have more representative costs.
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The common estimation can deviate from the value of the good and still be
accepted as the just price. For example, in a period of famine'® which affects the
entire community, the prices should be allowed to rise as they will naturally do. Olivi
realized that this could have a positive effect: high prices motivate merchants to
import and to sell, reducing the famine. This is a remarkable example of an analytical
explanation “instead of vaguely referring to natural law” (cf. [16], p. 360ff).

This analysis demonstrates that Olivi grasped that there could be a difference
between the effective market price and the perfectly just price, allowing the market
price to be binding for the contracts. The question is: When does this difference
become so large that the effective market price is forbidden because sinful? This
problem was posed by Olivi not insofar as it referred to the common market price but
to the individual concrete price in practice. On this theme, Olivi was innovative in
comparison to Thomas Aquinas. Thomas had distinguished between civil law and
moral law. Whereas, he acknowledged, civil law drew the line with the laesio
enormis (the stipulated price is more than a half above or below the true value of a
social good), the moral law is stricter, as God sees the heart and requires equality in
exchange. So the just price, can only be the price that corresponds to the true value of
the good exchanged. Olivi objects to this that after original sin, social institutions had
to be made to fit the nature of fallen man. A sick man must not be treated in the same
way as a healthy one. After original sin, mankind is sick. What is evil, therefore, is the
intention of making an unequal exchange. The unequal exchange in itself, however,
might be socially useful and correspond to the necessary equity. Olivi brings four
arguments in favor of his position. (1) The common custom has the force of law; so
does the common estimate of the value of a good. Forbidding any small deviation
from the just price and obliging the parties to give back what was won unjustly would
cause endless strife and ruin peace. (2) God does not demand perfect equity and
equality in business. (3) A contract is ratified by the free will of both parties.
Therefore if someone, who has not been deceived by the seller’s fraud, wants to
buy something at a certain price, then this is as just as if he wanted to make a gift.
(4) All human estimates on prices are highly uncertain and imprecise.

Olivi draws the moral line with the laesio enormis. This means he makes the
legal criterion converge with the moral one. He does comment though that “perfect
justice” requires equality; this means that the just price has to strictly correspond to
the true value of the exchanged goods. He thus introduces a distinction between
“mere justice” which suffices for everyday life and “perfect justice” which seems to
be impracticable and unfeasible as a criterion for business ethics. His moral line for
business transactions is the laesio enormis. Any price, 50% above or below the value
of the sold good, is unjust and requires restitution. Anything within this margin of
price, however, is acceptable. He uses an analogy to make his point: Sour wine is still
wine. There is a degree of sourness when wine turns to vinegar (cf. [14], p. 49ff).

Usury
Like all scholastic authors, Olivi was very clear in condemning usury, understood
as any sum of money to be given back beyond the amount loaned. However, he was
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quite innovative in his time and the distinctions he made influenced later develop-
ment. His thoughts did not have an immediate impact but exercised their influence
like a subterranean river, re-emerging when the times were ripe.

Olivi distinguished between “mere” money in a drawer or a chest destined for
consumption and capital. For Olivi, “capital” is any good, including money, which
has a “ratio seminalis” (the character of a seed) of profit.'" Money is therefore not
always and in any case capital but acquires the seed character and becomes
“capital” through the “propositum” (resolution) of its owner to invest it in
a concrete commercial project. It is the owner’s deliberate intention to invest
which turns money into capital. Through this investment finalization, money
acquires an added value (“valor superadiunctus”) to its face value (cf. [14], p. 64ff).

Underscoring the owner’s intention in his actions, Olivi condemned usury as the
intention to make speculative gains with loans. Whether or not the creditor actually
made a profit was not decisive. Intention determined the relation of the loan to usury.
Olivi thus concluded that giving a loan in itself could never be an investment. A sum
of money invested in commerce always implied a participation in the risk. It could
also be lost. On the contrary, a loan characteristically established the right to receive
the same amount of money back without loss. The general rule, therefore, was: If
someone gave money to a merchant, he had to partake of profit and loss. If he was to
receive back his money independently of the outcome of business, this was usury.
Olivi even forbade the contract in which only the capital had to be returned in case of
loss whereas interest was due if the merchant had made profit ([18], p. 121).

If, however, the creditor of the loan was a merchant, who had been planning to
use the money for an investment, but instead gave it as a loan to a friend, then he
could charge an interest for the lost investment he had been determined to make
with his capital. Together with other scholastic teachers, Olivi distinguished
between usury (any sum of money given back beyond the amount granted as
loan) and interest (indemnification for damage or lost profit). He allowed the
agreement on interest from the beginning of the loan; this means that the interest
was calculated from the first day of the loan. This does not mean that Olivi would
have accepted a general interest on loans but only on those sums of money which
had already been destined for commercial investment and whose investment had
become impossible because of a friend’s plea for a loan. The general Italian
tendency was different: Thomas Aquinas, Innocence IV, Johannes Andraeae, and
other Italian scholastics were of the contrary opinion which allowed indemnifica-
tion only after the term agreed upon for repayment of the loan. This Italian
mainstream opinion prevailed from the fourteenth to the sixteenth century; then,
the general opinion reversed to that of Olivi.

The notion of capital is also decisive for solving the problem of discount. Time
as such has no price, writes Olivi in accordance with the other scholastic teachers,
but if the debtor pays back his debt before the stipulated term, then this is Ais time in
which he would have been able to invest the sum. His interest in doing so has
a price, which is paid by the creditor with a discount. Olivi is the source of
Bernardino’s famous theory of the “year of a horse” [19].'? If I have been given
a horse in lease for a year, this year of the horse is mine, and I can sell my year
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(my year’s use of the horse). Similarly, if I have been granted a 3-year term for
repayment of a loan, and we convene that I should pay back earlier, then I deserve
recompense for the time I concede. This is not the “common time” which cannot be
sold because it belongs to all men but “my time” which I can sell. Olivi also
considered whether one could extend this argument to money in general which
someone owns perpetually without time limit. He denies this possibility, stating that
in this case, money is simply mine and its use is not divided into units of time. In the
eyes of a modern beholder, it is inconsistent of Olivi (and the scholastic tradition in
general) not to allow the inverse of discount: should a buyer wish to have paid later,
the seller was not allowed to charge a higher price for the deferment of payment. This
would constitute usury. Olivi, however, adds that this would only be the case if
payment were specifically made for deferment, because time was a common good,
belonging to God and to all people. It could therefore not be sold. In the case of
deferred payment, however, Olivi expressly allowed the merchant to raise the price to
the possible upper limit of the just price, that is laesio enormis ([20], p. 114ff).

Olivi enumerated nine arguments against usury, which — to him — proved that
this practice was contrary to divine and natural law ([21], p. 97ff). It is important to
point out that Olivi did not recur solely to divine law (stemming from faith) but also
to natural law, as a moral system accessible to human reason. Olivi stated that usury
weakened and destroyed all piety in society. Usurers devoured the goods of others,
simulated compassion, and in reality were capable of selling benevolence. Our
author repeatedly used the argument of consumption developed by Thomas
Aquinas: whosoever gave a loan did not grant any use of the lent money besides
its consumption. The use and utility of money, for the scholastic teachers, consisted
in its consumption. Charging interest above and beyond the restitution of the lent
sum (without there being a case of incurred damage or lost profit) meant selling the
same thing twice, which was clearly unjust ([21], p.104). Moreover, the reason the
debtor profited by the loan was his labor, not the loan ([21], p. 107).

Once again, Olivi went beyond this traditional and conservative stance as
regards usury in his analysis of capital used by merchants. His conclusion was
that the merchant who bought “capital” (not simply money) with the sole intention
of investing it and of making it fruitful was actually buying the future fruits of
something. However, as future fruits were not absolutely certain but were only
probable and at risk, so this contract, according to scholastic teaching, was not
usury ([18], p.123). It was licit because of the risk involved."? Capital therefore is
capital only in the hands of an active merchant; otherwise, it is simply money,
worth its face value alone, or at least it does not contain any value of profit.

The interest of the probable profit was contained in this capital in a potential way and, as it
were, in an embryonic state, otherwise it could not be legitimately charged; but in the above
mentioned case, what is sold is interest, contained as potential in capital in as far as it is
capital, that means it must be really and not only hypothetically retained and destined for
commercial operations. ([18], p.125)

Olivi also underscored that the creditor ran the risk of losing his capital, which he
left completely in the hands of the merchant. The merchant would most probably,
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even certainly, draw profit from the borrowed capital. He was an expert and would
not have borrowed money if it were not for certain gain ([18], p. 127). Therefore,
capital was worth more than its nominal value as money when it was given as
capital to a merchant. What was then being sold was its future profit. Money,
simultaneously and actually, had two natures, wrote Olivi ([18], p. 127f): simple
money value and capital value. This capital value was the future profit, derived
from its commercial use; it already existed therein and was sold and bought as such.
Therefore, in commercial credits, Olivi allowed the stipulation of interest from the
beginning of the loan. If I understand Olivi correctly, he proposed a balance
between the value of capital, the probable profit, and the probable risks, in order
to calculate the interest rate. All this shows that Olivi was far ahead of his time,
already in the thirteenth century grasping the logic of commercial credits and the
added value of the use of money in commercial investments.

In his book on restitution, Olivi quoted examples that further clarify the way he
understood the seminal quality of capital. If somebody’s hand is cut off, the guilty
perpetrator of this crime is liable to indemnify his victim of the medical costs but
not of all possible future gain he would have had with his hand, because the hand
was too remote a cause of gain. Cutting off the hand meant destroying the power or
the capacity for profit but not the actual cause of profit or the act of profit as such. In
the same way, he who stole money or a horse did not have to restore all possible
gain but only the probable amount deriving from the concrete investment plans
which had been frustrated by the theft [22].

This acuteness of distinction and penetration of economic reality becomes
apparent also in what Olivi wrote regarding the rights to the future possession of
something. The acquisition of future rights to a good was worth less, wrote Olivi,
than the possession of the good itself, because the future was uncertain ([23],
p. 128ff). Therefore, it was not usury to buy a future rent. Olivi, for example,
accepted that a person bought five future annual rents of 1,000 Ib per year to be paid
throughout the coming 5 years (totalling 5,000 Ib) at the price of 2,500 1b cash
down. Of course, this contract would become illicit if the intention was usurious,
that is, if the contract in reality was intended as a circumvention of the ban of usury
and was a disguised form of loan. The example Olivi gave for this makes it clear
what the scholastics had in mind when they were talking about and condemning
usury: I give a loan of 500 Ib to be paid back after 10 years. Every year, I am
supposed to receive 100 1b as installment on the interest and the capital, and after
10 years 1,000 Ib. What made this contract illicit in the eyes of Olivi and his fellow
teachers was not the 300% interest rate but the intention of receiving interest on
a mere loan of money which was not capital ([23], p. 129).

Inversely, Olivi discussed an interesting case of his time. Someone had lent
a merchant a sum of money so that the merchant could trade and work. The two had
agreed upon the merchant paying back the sum at the end of the term. If the
merchant had made a profit, then he was to pay the creditor 50% of his profit; if
he had not been successful and made no profit, then he was only to give back the
capital. According to canon law, such an agreement was considered to be usury.
However, the creditor in his heart had the firm intention not to demand the capital
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back if it was in any part lost. He merely wisely refrained from saying so, in order
not to create a moral hazard for the merchant. Olivi stated that because of the
creditor’s intention, this loan was not usurious as the creditor partook of both profit
and loss. Therefore, the creditor could justly receive his 50% share of the profit.
However, Olivi could not omit stating that such dealings were sinful, because they
created the impression of usury, thereby motivating others to follow suit. Instigat-
ing others to evil acts (in this case usury) was and is a sinful act known as scandal.

In the wake of Henry of Ghent, Olivi ([20], p. 116), Alexander the Lombard,
Astesanus of Asti, Bernardino of Siena, and other Italian scholastics affirmed that
changing money was not usury. Money changing was seen as a necessary element
in commercial practice and a service to merchants for which money changers could
justly demand recompense. If the merchant, however, intended to make profit from
the volatility of the exchange rates, this was condemned as usury.

State Title and Treasury Bonds

In Olivi’s time, the financially hard-pressed city governments had begun to resort
not only to taxation of their citizens but also to forcing them to grant loans to the
public household. This practice was intensified in the course of time. In
Bernardino’s and Antonino’s age, it was normal practice not only for governments
to sell their public debt but also for the private investors to trade in these titles. Olivi
stated that citizens justly received interest for the damages caused and the profit lost
by forced loans to the public household but that citizens were obliged to subtract the
lack of risk in regard to their capital or their profit. The interest rate could therefore
be lower ([23], p. 130ff). As we shall see, Bernardino and Antonino were to extend
this line of thought.

Astesanus of Asti

Hardly anything more than what has already been written above is known about the
life of the Franciscan friar who wrote the Summa de casibus coscientiae. Even his
name is unknown; “Astesanus” simply means “a man stemming from the town of
Asti.”

His Summa comprises eight books covering a general foundation of moral
theology and its application to particular cases as well as to economic reality.
Economic cases are specifically dealt with in Book Three on contracts and last
wills. In spite of its name, the Summa is not a “case book.” It is written with
refreshing brevity and in an intelligible Latin.'* It is a manual of moral theology,
including the sacraments, with a strong leaning toward canon law. Its contents, but
not its structure, follow Thomas Aquinas. There is also a clear influence of the
Franciscan school, but Astesanus maintains his own originality and independence
of thought. His definitions are often taken from Augustine, but he does also quote
Aristotle quite frequently.

The section relating to his general thought is important, because he bases his
moral teaching on love, love of God in the first place. From this commandment,
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all other commandments are to be derived (Summa, I, [24], t. 3, a. 2). Astesanus
does not mention the distinction that Duns Scotus made between potentia absoluta
and potentia ordinata and which was to forcefully influence William Ockham. This
distinction had been introduced to explain why God could seemingly make excep-
tions to the Ten Commandments in the Old Testament. The Ten Commandments
were divided into two tablets: the first three commandments formed the first tablet,
which referred to God. From these God could not make exceptions. The second
tablet contained the commandments referring to one’s fellowmen. From these, so
Duns Scotus and Ockham affirmed, God could make exceptions. Astesanus
expressly rejected this distinction: God could not and would not dispense from
the commandments on the second tablet of Law, because these commandments
constituted the love of neighbor without which nobody could love God (Summa, I,
[24], t. 3, a. 5). This starting point is important in order to avoid casuistry.

Private Property
Book Three on Contracts and Last Wills is a thoroughly legal book, which logically
and coherently sets out from the question of private property.

With Duns Scotus and all other scholastic moralists, Astesanus assumes that
there was not any private property in Paradise. All goods were in common, and this
system in Paradise worked better than the division of goods among private owners.
After original sin, this precept of common ownership of material goods was
reasonably revoked: without private property, a peaceful life in society would not
be possible and the necessary sustenance would not be guaranteed, because people
do not take care of communal goods as efficiently as they do of privately owned
things. Furthermore, in a system of collective ownership, the stronger would
dispossess the weaker. These arguments are in origin Aristotelian, and in conse-
quence, Astesanus argues more or less in the same way as Thomas Aquinas.
However, there is an important difference. Whereas Thomas conceives private
property as a precept added to natural law by reason and incorporated into natural
law through the ius gentium, Astesanus conceives private property as the result of
the repealing of the natural law precept of common ownership. Following Duns
Scotus, Astesanus taught that private property was split up by positive human law,
for example, through the paternal authority of Noah after the flood. Division of
property was not made by natural law but by human law (secundum codicem
humanum), which belongs to positive law. Thus, private property was not contrary
to natural law but is added to it through an invention of human reason (Summa, III,
[24], t. 1).

As in scholastic mainstream thought, Astesanus distinguished between property
and use, maintaining that nobody should consider things as destined exclusively to
his own use but to the use of all, in order to be able to readily communicate things to
others in need (Summa, III, [24], t. 1).

Commerce and Merchants
In this chapter as well, the dependence of Bernardino on Astesanus and of both on
Alexander of Hales becomes apparent. As Diana Wood has analyzed, the medieval
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attitude toward commerce went through three phases: condemnation, justification,
and exaltation (cf. [8], p. 111ff). With Duns Scotus, Astesanus and Bernardino
scholastic teaching enters the phase of exaltation.

Commerce is not only not illicit but allowed and approved of by natural law.
Astesanus thus grants commerce a greater legal standing even than private property.
God, the Lord of all, has created the world with different regions, in which some
have abundantly what others lack. Therefore, one region should remedy the needs
of another through trade. Commerce, wrote Astesanus, could be just and profitable
at the same time. Where there is abundance of a certain good, the price is lower;
where this good is rare, its price is higher. The profit resulting from transporting the
goods from one place to another and selling them to the local price is just. From
Duns Scotus, Astesanus takes — albeit not integrally — the notion of “commutatio
negotiativa” (commercial exchange). For commercial exchange to be just, it had to
serve the commonwealth, which it did if the merchants transported and stored the
goods for sale. Whosoever thus served the commonwealth could justly receive
profit as reward for his labors, solicitude, industry, and risk. On the other hand,
merchants who neither transported, nor stored, nor improved commodities, nor
certified that prices corresponded to the value of the goods on sale, but only bought
to immediately resell at a higher price, were to be expelled. Astesanus also
condemned as “abominable” monopolists who bought up all the stock, induced
need, and raised prices over the market level at their will. His verdict on speculation
was likewise negative: gains from buying wheat and wine in order to resell them
later when prices rise were “filthy lucre,” and the profit had to be given back to the
poor (Summa, III, [24], t. 8, a. 10).

Trade therefore could become illicit under certain negative circumstances, in
which both Astesanus and Bernardino paraphrased Alexander of Hales: the wrong
person (e.g., a cleric), the wrong cause (greed), the wrong method (fraud), the
wrong time (holidays), the wrong place (in Church), and abusing the inexperience
of strangers could make what was licit become sinful. A layman was permitted
trade in order to sustain his family and give alms but not out of avarice and greed.

Just Price

Neither Astesanus nor Bernardino possessed the economic insights and the flexi-
bility, which characterized Olivi. Both held more traditional positions and substan-
tially followed Thomas Aquinas. Nobody was obliged to sell, wrote Astesanus, but
if he proffered his good for sale and his price was not just, then the judge could force
him to lower the price (Summa, III, [24], t. 8, a. 6). A merchant was, however,
allowed to sell his good for more than it was worth. Of course, this was only true if
no fraud was involved, and the price had to correspond to the just estimation of the
good “at the price it is commonly sold at on the market” (Summa, III, [24], t. 8,
a. 10). There is a very clear axiomatic formulation of scholastic theory on exchange
strewn in among the reflections on the doubtful cases of usury. Between buyer and
seller, wrote Astesanus, there should be the equality established by natural law that
a good should be exchanged only for a good of the same value measured by money.
This equality, however, had a wide margin of estimation (magnam latitudinem habet).
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Therefore, small digressions were harmless as long as they remained within the
margin of half the good’s value (Summa, III, [24], t. 11, a. 5). Astesanus thus accepted
Olivi’s criterion of laesio enormis as a moral and not only legal benchmark. He went
further, however, in introducing a quite modern sounding distinction between mer-
chants and consumers. Merchants could deceive each other up to half the good’s
value, because they were specialists. If they then paid a higher price, they had a reason
for so doing: either they had a particular esteem for the good or their payment was
deferred. The consumer, on the other hand, was simpleminded (simplex) and weak.
Astesanus therefore strove to protect him from wily businessmen by granting him
protection from deceit for less than half the good’s value. In consumer contracts, the
just price thus had to be much closer to the real value of the good than in business
among merchants and definitely further from deviations such as the laesio enormis:
“etsi non jure fori, tamen jure poli” (if not by the law of the Courts, then by law of
the market) (Summa, III, [24], t. 11, a. 5). This is a very early example of both
consumer protection and of the idea of soft market law granting legal validity to
economic ethics.

Astesanus abides by the rule established by Thomas Aquinas and endorsed by
Duns Scotus that selling and purchasing was introduced for the common good, the
good of both the buyer and the seller. Neither, therefore, should have an advantage
over the other. The buyer could ask for indemnification by raising the price if
parting with the good meant a great loss for him. He should, however, not raise the
price if the buyer was in great need of the good. This would mean deriving an
advantage from someone else’s need, and this was considered to be unjust.
(Summa, 111, [24], t. 8, a. 10)."°

Astesanus fully accepted discount: a merchant could charge higher prices know-
ing that he would reduce them in the case of a cash payment. Astesanus clearly
distinguished this from usury. What was new in Astesanus is that he accepted the
logical inversion of discount, namely, the increase of the price in the case of
delayed payment. This generally was considered to be usury, because the period
of time which would elapse between the contract and the payment was valued and
paid for in money. Astesanus, on the contrary, excused the seller: he had not raised
the price simply because of the lapse of time but because of his wish for indemnity
and for his labor derived from granting the deferment of payment (Summa, 111, [24],
t. 11, a. 4).

Money, Wealth, and Beneficence
Astesanus underscored the social obligation of almsgiving. He frequently quoted
St. Ambrose, saying that whatever one possessed beyond what was necessary for
sustenance was ‘“violently retained.” This went especially for clerics. With St.
Jerome, he repeated: “whatever clerics possess belongs to the poor.” They com-
mitted theft if they spent more than they needed for food and clothing (Summa, I,
[24], t. 35, a. 2).

For the laity, his standards were more realistic but still severe: a merchant could
make a “moderate profit, as it were a wage for his work” (lucrum moderatum quasi
laboris stipendium), in order to sustain his family and in order to be able to give
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alms to the poor (Summa, III, [24], t. 8, a. 10). The rich, furthermore, were sternly
reminded of their duty to succor the poor. Those who did not want to help were
“thieves and robbers.” If a poor person died because he had not received assistance
from his rich neighbor, he had been slain by the rich man who had not shared his
goods with him in his extreme need. Rich people who held back the surplus they
had no need of for themselves and who knew and saw the need around them
committed robbery by their stinginess (Summa, I, [24], t. 35, a. 1). This harsh
verdict is mitigated by two considerations. First, what was necessary differed
according to the social status and the social responsibility a rich man had. For
instance, a king needed more than a count (Summa, I, [24], t. 35, a. 1). Like Thomas
Aquinas, Astesanus taught that one was not obliged to give what one needed to
preserve one’s own social status, except when the other person was in extreme need
(Summa, V, [25], t. 26, a. 3). The second consideration bespeaks the common sense
of our author. One could reject a plea for help because of one’s own need, because
the pleader had enough or was malicious or there were others who needed help
more urgently (Summa, I, [24], t. 44, a. 7). In our hearts, we should want to do good
to everybody. Although we cannot actually aid everyone, we can desire to do so. In
the case of enemies and criminals, the good we do them is the avoidance of their
committing further evil (Summa, II, [24], t. 66).

Part of the social dimension of property was the willingness to give gratuitous
loans. This is of interest also in connection with usury, because it makes clear that
the prohibition of usury has its origin in the obligation to help the poor. Astesanus
taught that one was obliged to give loans freely to neighbors in need. One sinned
against this commandment if one did not lend, demanded the loan back too early,
did not give back or destroy pawns, charged interest for the loan, or accepted
payment for extending the term of payment (Summa, I, [24], t. 44, a. 8).

Usury and Money Changing

Astesanus took his rather intricate and complicated definition of usury from other
scholastic sources. He shared the general condemnation of interest on loans:
anything returned in addition to the owed sum was usury. Of course, this did not
hold for any free gift: if the debtor, after having paid back his debt, freely and of his
own accord gave a present to the creditor to show his gratitude, this was not usury
(Summa, III, [24], t. 11, a. 1). Astesanus condemned usury as a mortal sin, basing
his position on arguments stemming from human reason and from divine author-
ity. He clearly belonged to those authors convinced that there were rational
arguments against usury. His arguments may seem unacceptable nowadays, but
they are clear, sober, and not overladen with unnecessary words. His arguments,
however, were not innovative. Basically, he stated that loans should be an
expression of charity with the needy: we are obliged to help those in need, not
to sell to the poor what we should give to them freely. That is, we should help
them with free loans instead of charging usury. He quoted Thomas Aquinas’
argument from consumption and referred to the unfruitfulness of money as such,
becoming fruitful only through the debtor’s labor. Moreover, usury was not
voluntary on the debtor’s side. He was in duress and constrained to accept the
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creditor’s conditions. As his contract was not voluntary, the usurer committed
a theft when he received the interest (Summa, III, [24], t. 11, a. 3).

In spite of these negative evaluations, Astesanus did distinguish interest from
usury; however, he did so without differentiating between money and capital as
Olivi had done. Interest for Astesanus was indemnification. In this context, he
brought up the same example as Olivi: a merchant was about to make a sure
investment, when a friend pleaded with him for a loan. The merchant ceded on
the condition that he would receive back the loan plus the lost profit. This, said
Astesanus, was interest, not usury. In essence, Astesanus accepted damnum
emergens (damage), lucrum cessans (lost profit), and poena morae (penalty for
delayed payment) as extrinsic titles to interest, distinguishing them from usury. He
did not particularly highlight them, and they are to be found scattered among rather
dated arguments. He also subordinated them to secondary justifications of interest
by positive law. This just shows that Astesanus himself probably did not quite grasp
the momentum these arguments contained.

Money Changing and the Purchase of Rights

He was, however, clearly positive on the question of money changing. Like Olivi and
Alexander of Alexandria before him, Astesanus considered money changing
(campsoria) to be licit and necessary, because merchants and legates traveled through
regions with different currencies, obliging them to change their coins. This exchange
was not a loan but a barter. With some detail and as an early representative of
this insight, Astesanus distinguished between the nominal (valor secundum
taxationem legis positivae) and the material value (valor secundum naturam rei) of
coins. The campsor knew these different values and the rates of exchange between
currencies and could therefore establish a just change from one currency to another.
For this service, he could justly charge recompense and draw a profit. Money changing
was not a gratuitous contract as was the loan contract (Summa, III, [24],t. 9, a. 5).

In Astesanus’ time, kings had resorted to the devaluation of coins to reduce
public debt. Can somebody, who fears such a devaluation, stipulate that the loan he
has given be paid back at the same real value it has at present? Astesanus seems to
have answered this question in the affirmative, because the creditor does not seek
his gain but indemnification (Summa, III, [24], t. 11, a. 5).

In other ways too, Astesanus was innovative for his time. Where he was not
bound by tradition (as was the case in usury), he was open to the present economic
reality and understood its rationale. Rents are an example, which he dealt with
under the question whether one was allowed to buy future annual rents of money.
He was aware of the opinion that such a purchase was in reality a usurious loan,
because the buyer received back more than his capital. He himself, however,
endorsed the contrary position. The purchase of a future rent is not a loan, and
usury was only possible in loans. What was bought in a rent contract was the right to
receive money in the future, and “jus non est pecunia” (a right is not money).
Astesanus made it clear that he did not like this sort of business. It was not as
“honest and decent” as the selling and buying of visible objects where equality in
exchange could more easily be verified. He illustrated his attitude with an example
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of a rent contract that he considered to be illicit: A young 25-year-old woman
bought a life rent at such a price that she would have received her whole capital
back after only 8 years. If this woman were not ill or exposed to such hazards that
her premature death were in some way probable, such a contract was unequal and
illicit (Summa, III, [24], t. 8, a. 11).

Up to this point, Astesanus probably did not transcend Olivi. In another example,
however, he comes closer to modern reality. A man had 100 Ib “in banco,” which
were to be paid to him in 4 months time. Could someone buy his right to receive the
100 1b in the future for 80 Ib in the present? Many scholars had answered yes:
A right to 100 1b was and is worth less than 100 1b. It is safer to have a good than to
have a right to a good. Therefore, a right to something could be sold at a cheaper
price. Astesanus quotes Alexander of Alexandria who considers this case to be
uncertain. It seems to be hidden usury for an indirect loan: somebody gives 80 Ib in
order to receive 20 1b as interest. If, however, there were a risk of not receiving the
deposited money, then the transaction would certainly be permitted. Astesanus
leaves the question open but ends in such a way that one is left with the impression
that he is in favor of permitting this operation.

Astesanus also allowed a merchant to sell to the city of Genova the salt he had
transported there. The sales contract contained the clause that payment would be
made in future when all the salt merchants had brought in their salt. The merchant
could not wait and sold his right to a probable 25 Ib to a financier for 20 Ib. Both
have an advantage and a risk (Summa, III, [24], t. 8, a. 11).

His moral judgment of bonds is similar. Astesanus had already presupposed
that the government paid interest to their citizens if they had forced them to
grant loans to the public household. He went on to say that the citizens could
legitimately sell their titles to public debt on the private market. He who possessed
a just title could also sell it legitimately for the price it was given on the market,
because a thing was worth the price it could fetch (res tantum valet, quantum vendi
potest) (Summa, III, [24], t. 11, a. 5).

Bernardino of Siena

St. Bernardino was born in 1380 in Massa Marittima as son of the noble family
Albizzeschi from Siena. As has already been noted, he entered the observant branch
of the Franciscan Order at the age of 22 and dedicated his life to preaching. His
sermons were largely popular not only due to their direct and authentic style but
also because they dealt with the real life of his congregation. Aspects of the
economic life of his time are consequently prominent (cf. [26]). He was the first
theologian after Peter Olivi who wrote a complete book on economic questions. As
Bernardino copies literally from Olivi, and Antonino from Bernardino, and
Bernardino draws heavily from Duns Scotus or Astesanus, little remains to be
said about the ethical aspects of economy as they were already present in the two
Italian saints of the fifteenth century. Bernhard is more systematical and synthetical
than Olivi, summing up Olivi’s ideas in precise phrases. For instance, in analyzing
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value of utility, he expresses Olivi’s criteria with the slogans “virtuositas, raritas,
complacibilitas,” thus indicating the qualities of the good in itself, its scarcity, and the
subjective esteem of the beholder. This is part of the rhetorical and communicative
genius of Bernardino. Both Bernardino and Antonino have the merit of having
realized the importance of Olivi’s analysis, blending his quotations with others and
saving his ideas from oblivion. However, both were more conservative than Olivi.
Bernardino does not copy Olivi’s third question in his treatise on sales and purchases,
in which Olivi develops the free formation of prices and advocates the raising of
prices in the case of famine as a means of reducing dearth ([14], p. 69ff). Bernardino
even reinterprets the principle of Roman law, present in all scholastic thought on
economics, that a good is worth as much as the price at which it can be sold on the
market (res tantum valet quantum vendi potest), by introducing an ethical criterion:
a good is worth as much as it is allowed to be sold. This, of course, is something quite
different: a descriptive definition has turned into a prescriptive norm (Sermo 34)
([27], p- 188). Bernardino is above all a moralist, and he is therefore interested less in
penetrating the market logic than in regulating passions and curbing sins.

As regards the economic thought of Bernardino and Antonino, we can refer to
what has been said about Olivi and Astesanus. Within the limits just described,
Bernardino also accepts Olivi, Astesanus, and Duns Scotus as regards the
“seminality” of capital justifying interest and discount.

What follows are important supplements, which can highlight some peculiarities
of these two authors.

Private Property

Bernardino drew his conclusion from the axiom that private property was a result of
positive human law. As property only existed due to human law, just positive law
could also transfer existing property rights. He did not, however, seem to have
confiscations by the public hand in mind but was striving to justify the legal
institutes of prescription and usucapio of property. He also adds that laws transfer-
ring private property against the will of the owner must have the same cause and the
same aim as the original division of property after the original sin of man (Sermo
32) ([28], p. 124f). This position is less respectful of individual rights than the
position of Thomas Aquinas who purported a natural right to property.

Property could, of course, be transferred voluntarily, and this is the only real core
of economic exchange. It is interesting to note that Bernardino, following Duns
Scotus, distinguished two kinds of transfers: gift (actus mere liberalis) and
exchange (actus secundum quid liberalis). (Sermo 32) ([29], p.134ff). The Latin
wording renders the meaning better. Gift and exchange are economically speaking
very different, but both were seen by Bernardino as two ways of living the virtue of
liberality and the virtue of administering wealth. Both giving away and selling are
forms of parting with what one possesses. But there was a further connotation in
Bernardino’s definition: both gift and exchange were seen as forms of generous
“liberality.” Even in exchange, there was an element of gift, wrote Duns Scotus,
because both partners to the exchange had to cede in some points in order to reach
an agreement.
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Exchange and Just Price

Exchange according to Bernardino had to be just and in accordance with right
reasoning (secundum rectam rationem). This meant that the value derived from the
utility of the exchange should be equal for both parties. The equality of value,
however, was not an invisible point but a wide margin of estimation (Sermo 32)
([29], p. 139). In order to protect the weaker party from the bargaining power of the
stronger party, the scholastics underscored this criterion of the just price and
referred to the common or the market price as a general benchmark against
overpricing. In this line of thought, Bernardino quotes the Roman law maxim that
the just price is the general estimate of a good’s value on the market, that price at
which the good could be sold (secundum aestimationem fori occurentis, secundum
quod tunc res quae venditur in loco illo communiter valere potest). Like Thomas
Aquinas, Bernardino held that the moral obligations regarding the just price were
stricter than the legal ones. Bernardino therefore did not accept the limit of /aesio
enormis as morally relevant. (Sermo 33) ([30], p. 157f).

Commerce and Merchants

Bernardino is certainly to be counted among those scholastic authors that exalted
commerce and merchants. As Olivi and Astesanus before him, he not only justified
but defended the service of honest merchants to society. Commerce was all the
more worthy of reward and profit because of the four great virtues of merchants:
industry or efficiency, responsibility, work or diligence, and risk. Of course,
commerce could also become perverted when it turned against and damaged the
common good. Two or three bad merchants could spoil all the other merchants of
a city and should therefore be expelled and banned. As was already present in the
tradition before him, Bernardino listed a number of abuses of commerce. He
dedicated many pages to the wrong way to conduct commerce: by lies, perjury,
duplicity of speech, sophisticated expressions, circumvention of prohibitions, fal-
sification of measures and weights, etc. (Sermo 33) ([30], 145ff). He proposed that
merchants should use the rules of good conduct, which he establishes, as “mirrors”
for their own self-bettering. He also imposed on them accountability to their
business partners at least once a year, the necessity to carefully take written note
of all monetary transactions and the foresight to always have their testament ready
in written form. “Such a merchant with the help of God will become rich (lucrosus),
famous, pleasing to God and men, (...)” (Sermo 33) ([30], p. 162).

Usury and Financial Operations

Bernardino listed twelve reasons why usury was against natural law. These are all
traditional arguments whose validity Bernardino never doubted (Sermo 38) [31].
What is of permanent value in their arguments even today is their struggle against
the exorbitant interest rates, which were common then and would also currently be
severely condemned as usury. They warned against unwise indebtment, then and
now a deplorable phenomenon, which becomes apparent for instance in pure
consumer credits. The scholastics, and among them Bernardino, raised their voices
against the unproductive hoarding of wealth locked up in a chest, instead of being
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put to the service of society through investment. Then and now, the idea of
fraternity they strove to spread among men was and is important: there are always
the poor that need help. By developing “extrinsic titles” and distinguishing usury
from interest, the Italian scholastic teachers paved the way for our present usage of
the word “interest” and the regulated interest rates common in the legal world of
finance.

From Olivi, Bernardino took the sound rule: “profits and losses (risk) should go
together” (lucra et damna communia esse debent) (Sermo 39) [32]. He forbade any
kind of financial investment in which only the entrepreneur took a risk and the
financier was secure. For instance, he was very skeptical about the so-called
irregular deposits. These were bank deposits that the banker was allowed to use
for investment. At the end of the term, the banker gave the depositor a certain
percentage, which was called “dono de discrezione” (“discretional gift”). Both
Bernardino and Antonino condemned this relentlessly as usury (Sermo 37) ([27],
p- 233). Bernardino condemned public institutions that granted loans at
aregulated interest rate. He criticized as usurers merchants who “out of insatiable
greed amass wealth,” seeking out widows’ dowries as loans in order to invest
them in business expansion. He likewise criticized moneylenders who took up
cheap loans from the public institutions and then made loans at profitable interest
rates with this money (Sermo 43) ([27], p.381). All this goes to show that
Bernardino was not yet capable of grasping or appreciating modern financial
mechanisms. He does have the wise social insight, however, that buying goods
from the poor is better than giving them loans and bleeding them with interest.
Even though the price the poor fetch for their goods might not always be just, they
would certainly end up better off this way than by taking loans and giving their
goods as pawns (Sermo 43) [33].

Money was the blood of society, wrote Bernardino, and the blood had to flow
through the whole body returning to the heart of society. In this context, I must not
omit a negative aspect in Bernardino: he is belligerent toward and exclusive of the
Jews. Ambrose had stated that usury was allowed only as a weapon against one’s
enemies. Bernardino endorsed this, allowing usury against enemies (among them
the Jews and other infidels) and warning Christians against becoming prey to
supposed enemies. Bernardino excluded “infidels” from the blood circulation in
society (Sermo 42) [34]. Astesanus in this context was more benign and inclusive.
He interpreted Ambrose’s dictum rhetorically: nobody, Christian, Jew, or pagan,
must be our enemy; therefore, usury never is allowed (Summa, II1, [24], t. 11, a. 3).

After all that has been said, it is clear that Bernardino was not an intellectual
forerunner of the “montes pietatis” the Franciscans would soon be establishing
throughout Italy. From 1462 onward (only 18 years after Bernardino’s death),
Italian Franciscans opened the first chain of more than 150 “montes pietatis.”
Bearing some similarities to modern-day “pawnshops,” these were places where
one could take out a loan at very low interest against some type of bond or surety.
This practice was established all over Italy to provide credit accessible to craftsmen
and poor farmers in moments of crisis (i.e., microfinance and loans to small and
medium enterprises). These friars were in constant contact with the poor, who
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frequently ended up the victims of usurers. The latter paradoxically, and precisely
because of the canonical prohibition against giving loans with interest, fell outside
all regulation and therefore at times demanded exorbitant interest. At the same time,
the poor often were forced into a much greater indigence, because the usurers
impounded their work instruments and their livestock. This situation was reversed
thanks to the “montes pietatis,” for which the Franciscan theologians after
Bernardino, overcoming great difficulties, had to create the necessary theoretical
framework. '

Antonino of Florence

The great scholar and bishop Antonino of Florence was born as Antonino Pierozzi
in 1389. He became a Dominican and soon had to bear official responsibilities in his
Order, which he did so well that Pope Eugene IV, in exile in Florence, personally
appointed him archbishop of this city. He fulfilled this calling with charity, mag-
nanimity, and profound learning. He died in 1459. Among other books, especially
his manuals for confessors, he wrote a large and comprehensive handbook of moral
theology called Summa theologica or Summa moralis. His aim was to educate
priests to be able to respond to the intellectual needs of their time and to live up
to spiritual and cultural standards. As Florence was one of the commercial and
financial centers of the time, it is not surprising that he deals with several economic
aspects. It has already been said that Antonino is not original but draws mainly upon
his predecessors, especially from his fellow Dominican, Thomas Aquinas, but also
from Bernardino and others. Langholm summarizes Antonino’s importance as
follows: “In the area of economics, the stature of Antonino of Florence has shrunk
a bit in recent years as more of the medieval sources of that work (Summa moralis)
have come to light. Among other things, he drew on Peter Olivi, mainly, and
perhaps entirely, through Bernardino of Siena. Antonino was not an outright
compiler, however, for he drew attention to new areas and problems of economic
ethics and thereby influenced subsequent authors of penitential works, Dominicans
as well as others” ([15], p. 132).

Antonino defined commerce simply as profit made by reselling goods whole and
unchanged. Commerce was lawful if conducted for some good purpose. In this case,
commerce, among “all mechanical arts,” was the most honorable in society
(Summa, P. III, [35], p. 218, t. 8, c. 3, col. 298)."” This positive evaluation only
held for modest commerce exercised according to the justice demanded by God, not
that conformed only to human justice (Summa, P. II, [35], p. 217, t. 1, c. 16, col. 254)
and not if the merchant’s principal purpose was greed. In this case, his gain became
turpe lucrum (Summa, P. II, [35], p. 220, t. 1, c. 16, col. 250). Antonino considered
price-fixing among merchants as fraudulent (cf. [15], p. 134). In the Summa moralis,
Antonino also attacked another antisocial activity of the rich merchants of Florence:
the truck system. Workers were paid not with money but in kind (cloth or silk or
wheat), for which they had no need, and were thus obliged to sell these goods at an
inferior price than that at which they had been received (cf. [15], p. 135).
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Conclusion

As has become apparent throughout this chapter, the scholastic period in Italy was
of paramount importance for the development of the economy in Europe. Italy’s
geopolitical position in the Mediterranean and its cultural heritage from the
Antique past and its Christian present resulted in a characteristic and fruitful
blend. The Franciscan school of philosophy and theology was especially impor-
tant, perhaps because of the social background of many of the friars in middle-
class commercial families which enabled them to grasp the practical problems of
the merchants’ life in a realistic way. Medieval evaluation of commerce went
through different phases: prohibition, justification, and exaltation. Italian scholars
tended to exalt the social role of merchants and to underscore the great service they
did to society by importing, storing, improving, and selling needed goods. This
economic activity required money (in the words of Bernardino of Siena, the
“blood of society”) and financial operations. The existence and usefulness of
money for commerce was never put into doubt, and a growing understanding of
forms of cash-free operations, including certain forms of credit, slowly gained
ground. Of course, some of the results achieved by the Italian scholastics are
outdated and may even seem bizarre to contemporary readers. This is especially
true for the condemnation of all forms of interest as usury, independently of the
rate of interest. However, what all authors were unanimously aiming at though the
prohibition of usury was avoiding the exploitation of the poor, a value of
unabaiting actuality. Their distinction between usury and interest and the estab-
lishment of so-called extrinsic titles to interest paved the way for the modern
system of regulated interest rates in legal financial markets. Besides, the many
rational arguments put forward against non-gratuitous loans do pose some ques-
tions to modern business ethics that are worth considering: exorbitant interest rates
were and are a severe problem; unwise indebtment, then and now a deplorable
phenomenon, becomes apparent, for instance, in pure consumer credits. The
Italian scholastics raised their voices against the unproductive hoarding of wealth
locked up in a chest, instead of being put to the service of society through
investment. Then and now, the idea of fraternity they strove to spread among
men was and is important: there are always the poor that need help.

The economic thought of the Italian scholastics was characterized by a
wholistic approach to economic questions, which, first, placed the personal
relationship between the buyer and the seller at the center of attention and,
second, evaluated economic phenomena as part of a greater whole, the ethical
perfection of the persons involved in economic intercourse. This is why the
virtue of justice and the equality of the value of the goods exchanged are of
central importance in scholastic thought. This lead to the in-depth study of the
meaning of value and to important insights in the value of goods. Value was
derived from utility, which was conceived as a sum of objective qualities, of the
scarcity of the object, and of subjective choice.

This wholistic approach procures lasting interest in the economic thought of
the scholastics. Langholm therefore rightly suggests that we direct our search for
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a “possible (and a possibly very important) legacy” of scholasticism toward
ethics ([10], 199).
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This concept was popularized particularly (but not created) by Robert S. Lopez. See his
various writings, especially Lopez [4, 5]. See Lopez [5] for a description of the “Age of the
Commerical Revolution”.

. See also Lopez [4], 95.

. See also Roover [2], 200ff.

. For an excellent overview, see Wittreck [9], 139ss; Wood [8], 79ss; Pirenne [12], 130ss.

. For a complete explanation, see Roover [2], 183ff.

. See also Wood [8], 199ff.

. This book contains Peter Olivi’s Tractatus de emptione et venditione, de usuris et de

restitutionibus, written in the 13th century, 69ff.

The “Spirituals” were a group of friars who were discontent with the development
of the mainstream of the Franciscan Order and wanted to return to the original radicalism of
St. Francis. They ended up becoming extremists and were condemned by the Church. See
Iriarte [32], 1071f.

. For this biography, cf. Spicciani, Amleto, and Vian, Paolo, and Andenna, Giancarlo. 19982,

Usure, compere e vendite. Europia, 173f.

Olivi together with all other scholastic teachers condemned artificial famines brought about by
monopolies. Cf. Spicciani, Amleto, and Vian, Paolo, and Andenna, Giancarlo. 19982, Usure,
compere e vendite. Europia, 48.

In his commentary on the Sentences of Peter Lombard, Olivi identified “rationes seminales” in
a general way as the potentiality contained in things, Quaestiones in secundum Librum
Sententiarum, q. 31, edited in 1922 by Bernardus Jansen SJ, vol. I, Quaracchi: Collegium S.
Bonaventurae.

Bernardino paraphrases this passage from Olivi in his Sermo 34 (Bernardino of Siena (1956),
165ft).

This distinction was a result of canonical regulation.

From this positive evaluation, one must except the antisemitic passage in Summa, II, t. 47.
Bernardino in tone is even more belligerently antisemitic.

Cf. also Aquinas, (1999)3, II-11, q. 77, a. lc.

The Bull “Inter multiplices” (May 4, 1515) promulgated by Leo X recognized the “Montes
Pietatis” as charitable institutions, with an interest rate that had to be reasonable (i.e., covering
the running costs). The prohibition of requiring interest remained in force even after the
publication of this Bull, unless the interest of the loan was to be used for the salaries of
the employees and to cover the other costs of the “Montes Pietatis” and not simply to pay for
the loan as such. Cf. Denzinger Heinrich, and Hiinermann, Peter. 2003. Enchiridion
Symbolorum. Bologna: EDB, nos. 1442—1444.
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17. Confront with the online version of the Bayerische Staatsbibliothek of Miinchen, http://
www.digitale-sammlungen.de/index.html?c=autoren_index&l=de&ab=Antoninus+%261t%
3bFlorentinus%26gt%3b.
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Abstract

The School of Salamanca consisted of a distinct group of Iberian scholastics of
the sixteenth and early seventeenth centuries that worked mostly within
a Thomistic framework and developed it in order to deal with the European
expansion into the “New World” and to make sense of the important ethical
issues arising from the rapid growth of commercial and financial activity in this
period. After briefly reviewing the socioeconomic and cultural context of the
School and its intellectual background, this chapter surveys their main contri-
butions for business ethics, namely, on the legitimacy and limits of property
rights, the ethical evaluation of commerce, justice in contracts, just price theory,
banking and interest, taxation and regulation, and human rights and international
law. It is shown that the School of Salamanca provided important contributions
for the understanding of the operation of market processes and for business
ethics by relying on a realistic natural law framework that emphasizes the
ethical, legal, and anthropological foundations of the market economy.

Introduction

The label “School of Salamanca” is used to refer to a distinct group of Iberian
theorists of the sixteenth and early seventeenth centuries. The Dominican Francisco
de Vitoria (c. 1483—1546) is widely and