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Abstract: Due to ethical lapses of leaders, interest in ethical leadership has 
grown, raising important questions about the responsibility of leaders in 
ensuring moral and ethical conduct. Research conducted on ethical leadership 
failed to investigate the active role that the characteristics of ethical climate and 
organisational justice have an increasing or decreasing influence on the ethical 
leadership in the organisation’s outcomes of employees’ ethical behaviour. 
Thus, this study examined the dual-mediations of work ethical climate  
and organisational justice on the relation of ethical leadership and ethical 
behaviour of employees. A total of 620 full-time employees from five Iraqi 
provinces working at 33 Iraqi organisations in the field of manufacturing, 
retailing, medical, insurance, information technology, legal, finance, and 
telecommunication responded to the questionnaire survey. Structural equation 
modelling (SEM) was used to test the model and data analysis was carried out 
using structural equation modelling-partial least square (SEM-PLS). The results 
revealed that there is a significant relationship between ethical leadership 
behaviour and the ethical behaviour of employees. Primarily, the study also 
found that ethical climate and organisational justice play a very significant 
mediating role between ethical leadership and employees’ ethical behaviour. 
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1 Introduction 

In recent years, ethical scandals and ethical behaviours have been of great concern to 
researchers, organisations, governments, and practitioners (Manz et al., 2008; Mehta, 
2003; Brown and Trevinõ, 2006; Treviño et al., 2014; Al Halbusi and Tehseen, 2017; 
Babalola et al., 2019). The cause can be attributed to the various events which involved 
corporate ethical issues such as Enron, and the National Irish Bank. Padilla et al. (2007) 
and Schaubroeck et al. (2007) have noted that people with less ethical values tend to 
display more unethical behaviours and find opportunities to fulfil their personal desires, 
at the expense of others or their organisations. Arguments debating on how unethical 
behaviours affect immoral actions have been in existence since the beginning of 
civilisation (Treviño and Brown, 2004). However, nowadays the issue of ethical 
behaviour of employees is becoming a pressing worldwide issue. Moreover, it is also one 
of the most important and most frequent subjects of business ethics research since it is 
very critical and essential for organisations to implement socially responsible and ethical 
business practices. The subject of organisational behaviour is regarded as a function of an 
organisation’s employees (Ones and Dilchert, 2012; Al Halbusi et al., 2019a). Employee 
responsible behaviours are individual-level employee actions that contribute to or detract 
from corporate social, ethical, and environmental performance. The establishment of 
ethical behaviours requires guidance and clear values and structures which is very critical 
to set up (Treviño et al., 2014; Al Halbusi et al., 2019a). 

To prevent the occurrences of unethical behaviours and immoral actions taking place 
in the workplace, organisational leaders need to take strategic actions. Since the quality 
of the leadership has an impact on the organisation’s moral and morale, many studies 
conducted by Brown and Treviño (2006), Neubert et al. (2009) and Brown and Treviño, 
(2014) questioned the role of ethical leadership in today’s world. Clearly, a good 
leadership model needs to be emphasised consistently, and leaders need to be well 
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selected so that subordinates can be better guided towards a better workplace 
environment. In any workplace, it is imperative that the institution or organisation be led 
by leaders of superior quality. Superior leaders need to display superior values and 
superior qualities, that is, they must possess high levels of ethical values, display ethical 
behaviours, and also apply the highest of ethical standards in their decision making, 
actions, and behaviours. Such a demonstration of leadership sets an ideal example for the 
followers (Ofori, 2009). Prior studies which focused on ethical leaderships have evidently 
stated that ethical leadership determines the ethical behaviours of the employees  
(Brown et al., 2005; Ofori, 2009; Al Halbusi et al., 2017; Neves et al., 2018;  
Fernández-de-Tejada et al., 2019). 

In recent years, ethical leadership and employees’ ethical behaviour have been widely 
discussed (Mayer et al., 2009; Lu and Lin 2014). In this context, not many studies have 
considered these relationships through mediations. For example, ethical climate and 
organisational justice may be important mediators on the relationship between ethical 
leadership and employees’ ethical behaviour. Thus, this study argues that the inclusion of 
both organisational justice and work ethical climate in a single study may to some extent 
substitute each other in affecting employee ethical behaviour. 

A study that considers this mediating will beneficial to today’s work environment as 
the information gathered can contribute to the understanding of workplace behaviour as 
well as add to the theoretical debates in this area. The insights gathered will help 
managers to understand better what qualities are possessed by an ethical leader and what 
organisations can do to promote an ethical work climate and justice for the employees. 
Clearly, the employees’ perception of work climate and fairness is important because it 
affects how employees treat themselves and others within the organisation, thereby, 
contributing to their future decision-making attitudes (Treviño et al., 2014). This study 
aims to expand on leadership literature as well as make a significant contribution by 
clarifying and understanding the relationship that exists between ethical leadership and 
ethical behaviour of employees through key mechanisms (i.e., ethical climate, 
organisational justice). 

1.1 Situational context 

Iraq is one of the places that are suffering from poor ethical behaviour in the  
Middle Eastern region (Spagat, 2010). The problem of this research arises from the 
reality of the social environment in Iraq. Based on anecdotal evidences many 
organisations in Iraq are lacking in when it comes to ethical issues. Public discussion are 
rife on the lack of ethical behaviour being the main contributing factor to the lack of 
effectiveness or even failures of organisations. 

Moreover, the issue of business ethics in Iraq has been of increasing interest in recent 
years due to several reasons. Foremost of which are the increasing number of scandals 
involving corruption, abuse of power and favouritism, which are getting worse over the 
last two decades. As a result, there have been many conferences and symposiums held to 
discuss the matter and to identify the root cause of the problems (Arab and Atan, 2018; 
Al Halbusi et al., 2019a). Thus, the above is a reflection of the seriousness of the 
problems of ethics and corruption as perceived by the majority of Iraqi citizens (Agator, 
2013; Al Halbusi et al., 2019b). Additionally, according to Khalil (2016), the main reason 
for the collapse of the Iraqi economy since April 2003 and the subsequent failure to 
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develop is the misconduct of the employees as well as mismanagement by corrupt 
officials as well as the lack of engagement by the government in external and national 
programs. The lack of training to enhance and improve the ethical and responsible notion 
to the workers are complex and requires an in-depth understanding and effort. 
Furthermore, corruption and lack of ethical matters in the organisations and its form of 
processes for global developments in all intellectual, scientific and material fields have 
led to the weakness of international trust in Iraqi institutions, and the weakness of the 
Iraqi role in the economic activity and evolution action. 

Thus, this study hopes to provide fresh evidence from a different perspective to 
enable increased understanding of the scope and type of misconduct affecting Iraqi 
organisations as well as to analyse the effectiveness of leadership and their employee’s 
behaviour. In order to do so, new data, which focuses on the experience and the 
perception of ethical leadership, ethical climate, and organisational justice have been 
collected and analysed. Despite recent progress in the fight against misconduct and 
ethical scandals, much remains to be done to help establish integrity and accountability in 
the institutional sector of Iraq (Agator, 2013). 

2 Theoretical background and hypothesis development 

2.1 Ethical leadership and ethical behaviour 

Ethical leadership comprises integrity, which is trustworthy and fair, shows concern for 
others, and behaves in an ethical way (Treviño et al., 2000; Mayer et al., 2009;  
Ofori, 2009). According to the studies of Treviño et al. (2000) and Brown et al. (2005) 
ethical leadership has been classified into dimensions: 

1 moral personal factor which involves (i.e., integrity, concern for others, fair, and 
trustworthiness) 

2 moral manager factor that consists (role modelling ethical conduct, determining 
ethical standards, punishing, communication and rewarding). 

Therefore, as stated by Mayer et al. (2009) moral manager focuses more on transactional 
efforts to influence employees’ ethical behaviour. 

Khuntia and Suar (2004) argued that empowering and motivating subordinates should 
be encompassed as crucial elements of ethical leadership. Brown et al. (2005) identified 
the dimensions of ethical leadership, such as communication response, concerning a 
behaviour model, treating employees fairly, trustworthiness, and listening to employees. 
Moreover, ethical leadership dimensions should involve power-sharing, role clarification, 
and morality (De Hoogh and Den Hartog, 2008). Therefore, ethical leadership is a vital 
factor in ethical behaviour within an organisation (Stead et al., 1990; Mayer et al., 2009). 
Previously, it has been indicated that leaders represent an important organisational 
element that strongly influences employees’ ethical behaviour (Stead et al., 1990; Brown 
et al., 2005; Treviño et al., 2014; Al Halbusi and Amir Hammad Hamid, 2018). Ethical 
manager comprises positive personal characteristics and seeks to influence their 
employees by actively managing ethical conduct. Ethical leadership displays regulated 
conduct in personal relationships within the organisation that is directed to strengthen and 
improve the ethical behaviour of employees. Socio-emotional exchange is one of the 
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components which ethical leaders can have an impact on the subordinate (Mayer et al., 
2009; Lu and Lin, 2014; Dimitriou and Ducette, 2018). Socio-emotional exchange is a 
behaviour that establishes trust and fairness between leaders and employees (Blau, 1964). 
When employees perceive that their leaders treat them fairly, they will believe that leader 
behaviour benefits the whole organisation, hence will less intend to behave in an 
unethical manner (Mayer et al., 2009; Treviño et al., 2014). Moreover, more empirical 
studies have indicated that ethical leadership has a significant effect on the ethical 
behaviour of employees (Dickson et al., 2001; Mayer et al., 2009; Brown et al., 2005; 
Ofori, 2009). More recently research has demonstrated that ethical leader has a critical 
role in influencing employees’ ethical behaviour by daily communication with his/her 
followers (Brown et al., 2005; Lu and Lin, 2014; Neves et al., 2018; Moore et al., 2019). 
Employees’ behaviour may change through the standards and guidance which were given 
by their leaders. Based on this argument, the research hypothesis has been developed. 

H.1 Ethical leadership has a positive effect on the employee’s ethical behaviour. 

2.2 Ethical climate as mediator 

The ethical climate has been defined as the “prevailing perceptions of typical 
organizational practices and procedures that have ethical content” (Victor and Cullen, 
1988). Treviño et al. (1998) emphasised that in any organisation, ethical climate covers 
values and beliefs that conform to norms on moral issues that are shared between the 
employees of the organisation. 

As has been cited previously, the ethical leader has a strong influence on employees’ 
ethical behaviour. Mayer et al. (2009) and Brown and Treviño (2006) pointed out that 
ethical leadership is crucial in developing an ethical climate. In addition, there is 
empirical evidence to support that ethical leaders are critically influenced and developed 
an ethical climate (Dickson et al., 2001; Schminke et al., 2005; Mayer et al., 2009). 
Organisational leaders are capable of introducing ethical standards for an organisation 
based on procedures, policies, and processes that will aid employee’s understanding of 
the organisation’s ethical climate (Mayer et al., 2009; Schminke et al., 2005; Al Halbusi 
and Tehseen, 2018). The empirical research by Demirtas and Akdogan (2015) has 
constantly revealed that leader’s moral is linked with the factors of ethical climate factor 
namely; organisation regulation, caring orientation, the orientation of the regulation and 
independent judgment. However, there are other studies that endorsed that ethical 
leadership has a crucial effect on the ethical climate (Mayer et al., 2009; Engelbrecht  
et al., 2005; Lu and Lin, 2014; Taştan and Davoudi, 2019). 

Since the ethical climate is considered an important factor in influencing employee’s 
behaviour, the reasons for using ethical climate as mediation in the present study are 
explained below. To facilitate employee’s perceptions of the organisation’s ethical 
climate, firstly an organisation decides on the ethical standards by implementing 
practices, policies, and processes as emphasised by management and how to deliver them 
to employees, that impact employees’ perceptions of ethical climate. In practice, ethical 
climate takes into consideration ‘what is the correct thing to do’ that pertains to ethical 
norms, regularly communicating with subordinates on ethics and rewarding and 
punishing employees in accordance with ethical principles. In this manner, employees are 
fully aware of ethical climate standards and will uphold and abide by the organisational 
outcomes (Brown et al., 2005; Mayer et al., 2009). Secondly, as highlighted by Luria and 
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Yagil (2008) the ethical climate is linked with the perception of trust, responsibility, and 
high moral standards on perceived righteousness and wrongfulness with the organisation. 
In addition, Jaramillo et al. (2005) commented that earlier studies have revealed that the 
unethical environment has disclosed that there are significant negative consequences in 
employees’ behaviours within the organisations. To maintain the ethical behaviour of 
employees, the ethical climate is expected to enforce practices, policies, and processes. 
Thirdly, the ethical climate in the form of measures, processes, and policy is a warning to 
employees that doing the right thing is not only expected but is also encouraged and 
valued (Mayer et al., 2009). Meanwhile, the standards, practices, and procedures of 
ethical climate demonstrate to followers how to be skilful in identifying ethical issues and 
be equipped in handling ethical issues. Lu and Lin (2014) added that subordinates who 
heed such signals the perceived ethical climate are clear. Thus, it is essential to maintain 
high ethical standards without feeling the pressure to forego ethical conduct for the sake 
of achieving the business objectives in that instance, they are more likely to perform 
better behaviour. 

Numerous empirical researches have endorsed that organisational leaders have 
influenced the ethical work environment. The relationship between leader moral and the 
organisation’s ethical climate was studied by Schminke et al. (2005) and the results 
revealed that a leader’s moral is associated with the ethical climate in organisations.  
In addition, Engelbrecht et al. (2005) pointed out that the consistency between ethical 
leaders is related to ethical climate. More recently, additional empirical researches have 
revealed that ethical leadership has a positive impact on the ethical climate (Neubert  
et al., 2009; Lu and Lin, 2014; Demirtas, 2015; Choi et al., 2015). The practice of role 
modelling appropriate behaviour may help ethical leaders enacting standards such as an 
ethical climate. By doing the right thing, employees perceive the procedures and policies 
of an organisation as an ethical climate, which in turn motivates them to show and 
perform better behaviour (Brown et al., 2005; Mayer et al., 2009; Lu and Lin 2014). In 
this study, we, therefore, examine these relationships by suggesting an ethical climate as 
a key mechanism between ethical leadership and the ethical behaviour of employees. 

H.2 Ethical climate mediates the relationship between ethical leadership employees’ 
ethical behaviour. 

2.3 Organisational justice as mediator 

Ethical leadership has contributed to the development of positive work behaviour among 
employees in the workplace, such as organisational commitment, performance and ethical 
behaviour of employees (Brown et al., 2005; Brown and Treviño, 2006). Fairness is the 
primary concern of ethical leaders as such this characteristic is conveyed to the 
employees by listening to their views and having clear and honest communication with 
their followers and also making the fair decisions (Neubert et al., 2009). 

It is obvious that employees hugely care about how they are treated by others. 
Cropanzano and Greenberg (1997) and Angelidis and Ibrahim (2011) explained that 
organisational justice focuses on the perceptions of fairness in the workplace. Colquitt  
et al. (2001) declared that there are four components of organisational justice. The first 
component is distributive justice which pertains to equity theory as developed by Adams 
(1963). This component concerns the equal distribution of outcomes based on the 
performance of every individual employee (Steensma and Visser, 2007; Burney et al., 
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2009). Procedural justice is the second component and was defined by Folger and 
Cropanzano (1998) and Cropanzano et al. (2001) as “neutrality, status (social position or 
status within a group or process) and trust procedural justice which was emphasized on 
the perceived fairness of the processes, i.e., procedures and policies used and their 
enactments of determining outcomes or resource distributions.” The third component is 
interpersonal justice which Bies and Moag (1986) defined as “the quality of interpersonal 
treatment that they received during the enactment of organizational procedures and their 
interaction with leaders as they treated them with respect and dignity.” The last 
component is informational justice which is the “process of receiving essential 
information in an appropriate manner and through clear communication” (Colquitt, 
2001). 

The current study proposed that organisational justice mediates the relationship 
between ethical leadership and employees’ ethical behaviour. We consider organisational 
justice as a key mechanism for two reasons. Firstly, fairness is one of the most important 
characteristics of ethical leadership since ethical leaders display explicit fairness, honesty, 
and trustworthiness. Resulting from fair practice, employees working under this fair 
environment will very likely perceive the organisation’s justice to be credible. Thus, 
employees will have the confidence to rely on the practice of fairness to eliminate any 
uncertainty about their relationship with their employer and behave ethically under this 
fair environment. On the contrary, employees who are treated unfairly and dishonestly 
would definitely observe an inconsistency in leadership behaviour and organisational 
justice. Under such situations, Brown et al. (2005) and Xu et al. (2016) emphasised that 
employees have the prerogative to question whether the fairness guidelines laid down are 
indeed reliable information which can help the workforce to anticipate a better future. It 
is very unlikely that the workforce will trust this organisational justice to start a 
relationship with their organisation should they find out that the fairness procedures are 
not adhered to. Lin et al. (2009) further explained that organisational justice is, therefore, 
an important and vital element that employees can use to infer how they are managed or 
treat by others. 

Figure 1 Research model 

 

Secondly, organisational justice according to Colquitt and Greenberg (2003) and Brown 
et al. (2005) conveyed the expectations to employees with clear procedures, and 
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distribution of what type of treatment the employees are expected to receive. Many  
in-depth studies have highlighted the need for systems and customs of the organisation to 
be made known to the employees. This is especially regarding the integrity of the 
organisation, such as making justice quite outstanding in the organisational context.  
In this way, employees will be inclined to accept that justice is not only important but is 
also the deciding factor whether an employee can continue to work in the organisation.  
In contrast, employees who are cynical and feel that there is unfairness and poor ethical 
standards in the organisation are unlikely to rely on organisational justice, thereby 
causing them to behave in an unethical manner to achieve their aims (Brown et al., 2005; 
Demirtas, 2015; Al Halbusi et al., 2018). Based on the above arguments, these 
relationships were further scrutinised by proposing organisational justice as a crucial 
mechanism in the relationship between ethical leadership and ethical behaviour of 
employees. 

H.3 Perceived organisational justice mediates the relationship between ethical 
leadership and ethical behaviour of employees. 

3 Methodology 

3.1 Sample and procedures 

The sample size developed for the current study was calculated using G-Power  
version 3.1 (Faul et al., 2007). According to Cohen (1992), the power of 0.95 (should be 
more than 0.80, as required in social and behavioural science research) was considered as 
it has an effect size of 0.15. Based on this, the minimum sample size required to test the 
model with three predictors is 77. 

In order to test the hypotheses, a sample size comprising 620 full-time employees 
working in 33, Iraqi organisations were approached. All the participants were directly 
affiliated with various industries such as manufacturing, retailing, medical, insurance, 
information technology, legal, finance, and telecommunication sectors coming from  
five Iraqi provinces. The criteria set for the selection was that the working experience of 
the respondents in the respective organisations should not be less than six months. The 
rationale is that this approach ensures that the samples accurately represent the population 
of interest. Since this study is the first of its kind in Iraq, it is extremely important to have 
an overview of the phenomenon in the context. To avoid any common method variance 
(CMV) in this study, we have employed procedural remedies which were carefully 
designed for the survey and used psychological and methodological separation. Also, we 
used statistical remedies by using ‘cognitive rigidity’ as marker variable to statistically 
detect any method bias (Podsakoff et al., 2003; Chin et al., 2013). 

3.2 Measurement 

In this study, since all the respondents speak Arabic, therefore, all the items in the 
questionnaires were translated from English to Arabic. Prior to translating to Arabic,  
the researchers ensured that the contents of the English version were accurate, 
understandable and acceptable. Subsequently, the questionnaire was translated according 
to the ‘double-blinded principle’ (Brislin, 1980) where the original English version was 
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translated into Arabic, and the Arabic translated version was then translated back into 
English by two researchers who are familiar with the field of study to guarantee their 
validity. The questionnaire consists of four parts: ethical leadership; ethical climate 
organisational justice and ethical behaviour of employees. Both the English and Arabic 
versions of the surveys are presented in Appendix A and B respectively. 

3.2.1 Ethical leadership 
To measure ethical leadership, we adapted ten items, which were developed by Brown  
et al. (2005). The scale consists of ten items. An example item is, ‘my supervisor listened 
to what employees have to say’. The response format is five-Likert scale ranging from  
‘1 = strongly disagree’ to ‘5 = strongly agree’. 

3.2.2 Ethical climate 
We measured ethical climate with fourteen items which were developed by Victor and 
Cullen (1988) thus, these items have been chosen for use in this survey. An example item 
is ‘what is best for everyone in the organisation is the major consideration’. The response 
format is five-Likert scale ranging from ‘1 = strongly disagree’ to ‘5 = strongly agree’. 

3.2.3 Organisational justice 
Organisational justice has been assessed by 20 items adapted from Colquitt’s (2001) scale 
for employees’ perception in the workplace. The 20 items refer to ‘distributive justice’, 
‘procedural justice’, ‘interpersonal justice’ and ‘informational justice’. The four types of 
equality pertaining to organisations are classified as follows: distributive justice was 
measured by using four items which concentrate more on equal payment, promotion, 
sufficient recognition, and rewards. A sample item is ‘does your outcome reflect the 
effort you have put into your work’. Procedural justice, a seven-item scale was adapted 
for this variable. It measures the fairness procedures in the workplace and to what extent 
the procedures are equally and consistently applied to everyone. Sample items are  
‘have you been able to express your views and feelings during those procedures’. 
Interpersonal Justice was measured using a four-item scale regarding employees’ 
interaction with their superior at the workplace such as how their supervisor treats them 
in a polite manner, with dignity, and with respect. A sample item is ‘has your superior 
treated you in a polite manner’. For informational justice, the following five items refer to 
the authority figure who enacted the procedure in respect of the information being 
provided. The sample item is ‘were your superior’s explanations regarding the procedures 
reasonable’. All the response of organisational justice dimensions format is five-Likert 
scale with anchors of ‘1 = to a small extent’ to ‘5 = to a large extent’. 

3.2.4 Ethical behaviour of employees 
In an organisation, the perceived ethical behaviour of employees is often referred to as 
ethical behaviour. Ferrell et al. (2000) and Lu and Lin (2014) pointed out that to measure 
this variable, sixteen items adapted from previous studies were used. Furthermore, ethical 
behaviour embraces two dimensions; normative ethical and juridical ethical behaviour. 
The norms of ethics are related activities; therefore, it is known as a normative ethical 
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behaviour dimension. Whereas juridical ethical behaviour dimension is comprised of  
six items which are professional ethical related activities, the factor, hence it is identified 
as a juridical ethical behaviour dimension. Here is a sample of the items ‘I am careful 
with company materials and supplies’ and ‘I refuse gifts that are offered for preferential 
treatment’. The response format is five-Likert scale ranging from ‘1 = strongly disagree’ 
to ‘5 = strongly agree’. 

3.2.5 Cognitive rigidity 
This variable was used as a ‘marker variable’ as this variable theoretically is not related 
to the research framework in this study. However, this variable has been used to 
statistically control the CMV. It contains three items, which were adapted from Lin et al. 
(2015) and Oreg (2003). The sample items are ‘once I’ve come to a conclusion,  
I sometimes change my mind’ and ‘my views are very consistent over time’. Cognitive 
rigidity was replied on a five-point Likert scale ‘1 = strongly disagree’ to ‘5 = strongly 
agree’. 

4 Data analysis and results 

In this study, structural equation modelling (SEM) using partial least squares (PLS) was 
conducted for the purpose of analysing the research model. The Smart-PLS 3.0 software 
was thus applied (Ringle et al., 2015). Researchers like Anderson and Gerbing (1988) and 
Hair et al. (2017), had recommended the need to apply two analytical techniques, starting 
with the assessment of the measurement model (validity and reliability), followed by the 
structural model assessment (hypothesis relationship testing). In this study, the two-step 
assessment approach was performed, involving both the measurement model and the 
structural model (Lomax and Schumacker, 2004). Hair et al. (2017) had also mentioned 
that the measurement model can indicate how each of the constructs measure. In order to 
explain the relationship between the variables, the structural model would be able to 
indicate how each of the constructs was related to each other. The PLS statistical method 
was chosen because the PLS possesses features that can simultaneously analyse the 
measurement model and the structural model, thereby giving a better and more accurate 
estimation (Barclay et al., 1995; Hair et al., 2017). 

4.1 Profile of respondents 

The SPSS version 23 was used to analyse the demographic information of the 
respondents which comprised of 75.6% males and 24.4% females, thus, indicating more 
men are involved in the industries. In terms of age, the majority or 42.6% catered to those 
between 31 and 40 years old. In terms of educational background, 54.8% have a 
bachelor’s degree. In terms of job experience, the majority or 36.9% had six to ten years’ 
work experience. In distinguishing the employees’ type of organisation, the majority or 
20.8% were from the insurance industry. Details are illustrated in Appendix C. 
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4.2 Common method variance 

As mentioned earlier, since it was difficult to collect data from multiple sources  
due to context complexities, the data used in this study were based on a  
self-reported questionnaire. Researchers like Podsakoff et al. (2003) and MacKenzie and 
Podsakoff (2003, 2012) had proposed numerous remedies for such an issue, such as 
minimising the likelihood of CMV bias by using both procedural and statistical remedies. 
Using procedural remedies, ensure the confidentiality and anonymity of the respondents 
by counterbalancing the order of the survey questions. The definitions for each of the 
constructs used were also provided. We also provided clear instructions to help 
respondents complete the evaluation of the items and we further used psychological 
separations throughout the measurement. In this study, we also applied statistical 
remedies (Podsakoff et al., 2003; Chin et al., 2013) like ‘cognitive rigidity’ to be used as 
the ‘marker variable’ so as to statistically control the method bias. This variable was 
theoretically unrelated to the research model, but we used it as a remedial step. 

Statistical remedies were applied as control (CMV), and two approaches were 
recommended by Chin et al. (2013) and Tehseen et al. (2017) to detect the impact of the 
CMV. The first approach was the construct level correction (CLC) while the second 
approach was the item level correction (ILC). However, this study was only concerned 
with the CLC. Therefore, to test the common method bias, several steps need to be 
followed. First, we drew and ran the hypothesised model by using the Smart PLS 
software. Thus, we run the model without the ‘marker variable’ then we observed the 
path coefficient value, then the path coefficients are again estimated after introducing 
CMV control constructs on the models’ constructs. Hence, it was observed that the 
original estimated path coefficient of ethical leadership is 0.216 and the path coefficient 
estimated by CLC is 0.203. On the other hand, the original estimated path coefficient of 
the ethical climate is 0.645 and the path coefficient estimated by CLC is 0.650. The 
original estimated path coefficient of organisational justice is 0.653, and the path 
coefficient estimated by CLC is 0.651. Similarly, there were no-significant changes in 
other parameters as well. For example, t-values of ethical leadership, ethical climate, and 
organisational justice are 5.020, 6.480, and 4.433, respectively in the original PLS model. 
On the other hand, the t-values of ethical leadership, ethical climate and organisational 
justice estimated by the CLC approach are 4.856, 6.478, and 4.430, respectively. Thus, 
these changes are very small and are not significant, therefore, based on these changes it 
can be concluded that CMV is not an issue in this study (see Table 1). 
Table 1 Comparison of path coefficients and t-values by original PLS models and CLC 

approach 

Relationships 
Original 
estimates CLC estimation Original 

estimates CLC estimation 

Path coefficients Path coefficients t-value t-value 
EL -> EB 0.216 0.203 5.020 4.856 
EL -> EC 0.645 0.650 6.480 6.478 
EL -> OJ 0.653 0.651 4.433 4.430 

Notes: EL -> EB ethical leadership and ethical behaviour, EL -> EC ethical leadership 
and ethical climate and EL -> OJ ethical leadership and organisational justice. 
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4.3 Measurement model assessment 

The measurement model was assessed using both construct reliability and construct 
validity (including convergent and discriminant validity). For construct reliability, the 
individual Cronbach’s alpha to measure the reliability of each of the core variables in the 
measurement model was tested in this study. Nunnally and Bernstein, (1994) and  
Hair et al. (2017) revealed that all the individual Cronbach’s alpha ranging from (0.725 to 
0.926) were higher than the suggested value of 0.7. In addition, this study engaged the 
composite reliability (CR) to test the construct reliability which achieved the proposed 
values. According to Hair et al. (2017) the values ranging from 0.850 to 0.935 were 
higher than 0.7 which perfectly indicated that the construct reliability is fulfilled as 
shown in Appendix D. Therefore, the achieved Cronbach’s alpha and CR for all 
constructs were deemed to be error-free. A factor loading test was carried out to gauge 
the indicator reliability. When a construct has high loading, it shows that the associated 
indicators have much in common which is captured by the construct (Hair et al., 2017).  
It is shown in Appendix D, that the loadings for all items exceeded the recommended 
value of 0.5 except for item EC6 and EEB9 which were removed from the scale due to 
low loadings. It is noted that the loading for the remaining items in the model has 
fulfilled all the requirements. 

Testing the convergent validity, using the average variance extracted (AVE) is to 
gauge the extent to which a measure correlates positively with alternative measures of the 
same construct. Proof of the convergent validity was confirmed because the AVE for all 
the constructs exceeded the threshold which ranged from 0.513 to 0.883 according to 
Hair et al. (2017) which is presented in a measurement model (refer to Appendix D). 

There are two criteria when assessing discriminant validity: 

1 Fornell-Larcker 

2 HTMT. 

In recent works of literature, the criterion of Fornell-Larcker has been strongly  
criticised as it has failed to accurately reveal the lack of discriminant validity in common 
research situations (Henseler et al., 2015). Alternatively, it was suggested to use the 
technique, Heterotrait-Monotrait ratio (HTMT) of correlations and based it on the 
multitrait-multimethod matrix. Hence, in this study, HTMT was employed to assess 
discriminant validity. A problem exists with the discriminant validity when the HTMT 
value is greater than the HTMT0.85 value of 0.85 (Kline, 2010), as revealed in  
Table 2 which indicates that the determined discriminant validity was lower than the 
recommended values. 
Table 2 Discriminant validity via the HTMT criterion 

Constructs EB EC EL OJ 
EB     
EC 0.790    
EL 0.683 0.691   
OJ 0.673 0.816 0.666  

Notes: HTMT; value should be less than 0.85. EB: ethical behaviour, EC: ethical climate, 
EL: ethical leadership and OJ: organisational justice. 
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Table 3 Path coefficients (direct effect) and (indirect effect) 
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4.4 Assessment of the structural model 

The criteria for structural model assessment was proposed by Hair et al. (2017) This 
criterion can be assessed by looking at the latent collinearity issue, the beta (β), R2 and 
the corresponding t-values through the bootstrapping process with re-sampling of 5,000. 
The effect size (f2) needs to be reported also as was suggested. In addition, Sullivan and 
Feinn (2012) cited that the p-value can be applied to establish whether the effect exists, 
but in this way, it will not disclose the size of the effect. 

4.5 Hypothesis testing 

Hair et al. (2014) and Wetzels et al. (2009) proposed that the research hypothesis be 
examined using the structural model and the level of acceptance of the path coefficients 
in order that the 0.1 path coefficient will have an impact on the model. Also, it is 
suggested that a significant level of the coefficients be at least 0.05 (i.e., 95% confidence 
level). The effectiveness of the hypotheses for all constructs was based on the  
t-values taken from Smart-PLS bootstrapping from the 5,000 samples. This research 
recommended the positive association of ethical leadership and the ethical behaviour of 
employees. This was accomplished by comparing the t-values using a one-tailed test to 
test the significance as shown in Table 3. The results revealed that H1 ethical leadership 
on the employees ethical behaviour was supported (β = 0.216, t = 5.020; p < 0.000). 
Refer to Table 3. 

Hair et al. (2017) proposed to test the mediating effect of ethical climate and 
organisational justice on the relationship of ethical leadership and ethical behaviour of 
employees by adopting the bootstrapping method formulated by Preacher and Hayes 
(2004, 2008). The outcome of the analysis, presented in Table 3, revealed that the indirect 
effect of the ethical climate was significant with (β = 0.199, t-value 6.480, p < 0.000). 
Organisational justice was also found to be significant with (β = 0.148, t-value 4.433,  
p < 0.000). Preacher and Hayes (2008) commented when the 0.199, 95%, CI:  
[LL = 0.142, UL = 0.264] as well as 0.148, 95%, CI: [LL = 0.082, UL = 0.213] does not 
straddle a 0 in between, mediation is thus indicated. Therefore, in this study, we can 
conclude that the mediation effect of ethical climate and organisational justice is 
statistically significant. Hence, H2 and H3 are supported. 

In terms of the explanatory power of the model, the R2 and Q2 (predictive relevance 
of the endogenous variable) offered more than satisfactory values. First, the model 
explains R2 values of 0.593 for the dependent variable, thus involving a moderate 
explanatory power (Hair et al., 2017). Also, the Stone-Geisser blindfolding sample reuse 
technique, with an omission distance of 7, reveals good predictive relevance for the 
model in predicting employee’s ethical behaviour, as this value is far larger than zero  
(Q2 = 0.283) (Hair et al., 2017). 

5 Discussion and conclusions 

Treviño et al., (2014) and Bright et al. (2014) mentioned that ethics as the standards, 
norms, and values that control the behaviour of individuals. In our society, human beings 
value the importance of ethical behaviour as we all want to be treated with respect. In the 
earlier studies, the antecedents of the ethical behaviour of employees were examined to 
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identify those factors that would improve ethical behaviour in an organisation as well as 
enhance the relationship between leaders and their subordinates (Brown et al., 2005; 
Mayer et al., 2009). Thus, in this study, we investigated the relationship between the 
ethical leadership behaviour and ethical behaviour of employees through ethical climate 
and organisational justice as mediators. 

The success of an organisation depends on the primary resources of managers as 
revealed in this study that employees’ ethical behaviour is significantly influenced by 
ethical leadership. Also, it was debated that role models in an organisation can achieve 
moral authority that has a virtuous influence on organisational members’ behaviour.  
This can be attained by exhibiting ethical leadership behaviour and producing relevant 
attachments. In addition, there are several other important factors that can be drawn from 
the findings of this study. Firstly; Iraqi organisations must seriously consider the 
significant factor which has a major influence on the ethical behaviour of employees. 
Hence, Iraqi businesses should endeavour to choose and/or educate ethical leaders 
bearing in mind the benefits of ethical leadership by increasing employees’ ethical 
behaviour. However, there are options available to organisations, e.g., by hiring more 
ethical leaders and providing training to existing leaders. Suitable topics for training 
could cover the importance of ethics, rewards and supporting employees who behave 
ethically and serve as ethical behaviour role models. The findings of this study were 
similar to the study by Brown and Treviño (2006), Demirtas (2015), Lu and Lin (2014) 
and Mayer et al. (2009). 

As referred to earlier, the behaviour on ethical leadership was tested against 
employees’ ethical behaviour. The statistical results firstly; revealed that there is a 
significant relationship between ethical leadership and the ethical behaviour of 
employees. Secondly; it was established that ethical climate and organisational justice 
had a significant mediating role in the relationship between ethical leadership and 
employees’ ethical behaviour. 

On the work ethical climate, Victor and Cullen (1988) defined it as the “predominant 
perceptions about the procedures and practices of the organization that has ethical content 
or the prevailing perceptions of typical organizational practices and procedures that have 
ethical content.” In order to exhibit ethical behaviour depends on multifactorial entities 
the behaviour of managers is generally reckoned as the most important and influential 
factor in creating ethical behaviour of employees which is the main focus of this study. 
Several studies conducted by Brown et al. (2005), Engelbrecht et al. (2005), Lu and Lin 
(2014) and Mayer et al. (2009) had established that ethical leadership has strongly 
influenced ethical climate which in turn ethical climate has an important role in shaping 
employees’ ethical behaviour. Also, the findings have proven that there is value in 
creating an ethical climate within the workplace since there is a positive association 
between ethical climate and employees’ ethical behaviour. An organisation who desires 
to increase ethical conduct should recruit leaders who can encourage and introduce 
ethical behaviour and systems that reward ethical behaviour and discipline unethical 
conduct. This study further proposed that Iraqi companies who want to promote the good 
ethical behaviour of its employees should strictly adhere to the law and professional 
standards and public rather than self-interest (Treviño et al., 1998). Another aspect of the 
finding discovered that managers who exhibit ethical leadership qualities, such as 
integrity and fairness, who reward and support employees and who behave ethically, 
emphasising on ethical standards and service as ethical behaviour role models, are in a 
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better position to create an ethical climate as doing the right thing is value. Mayer et al. 
(2009) and Treviño et al. (2014) highlighted that when employees operate in an ethical 
climate, the chances they are more likely to engage in ethical behaviour. An analysis of 
this study, further revealed that in the Iraqi context, leaders could increase ethical 
behaviour among employees. This could be accomplished by improving the ethical 
climate and enacting ethical rules and standards and by displaying the highest ethical 
behaviour within the organisation and setting very clear ethical standards. Basically, the 
relationship between ethical leadership and employees’ ethical behaviour is mediated by 
ethical climate. 

A second mediation testing of organisational justice was carried out between ethical 
leadership behaviour and the ethical behaviour of employees. The results also indicated 
that organisational justice significantly mediated the relationship between ethical 
leadership and employees’ ethical behaviour. Relying on the extended literature on 
business ethics, this study has helped to improve the understanding of the role of ethical 
leadership, organisational justice, and ethical behaviour. According to Colquitt et al. 
(2001) literature and organisational justice can be defined as “the subjective perception of 
people of fairness in organizations.” The significant mediating role of organisational 
justice on the relationship of ethical leadership and employees’ ethical behaviour was 
substantiated by the statistical results of this study. Additionally, the influence of ethical 
leadership on individual behaviour was also investigated. By shaping organisational 
justice, ethical leadership behaviour can influence the ethical behaviour of employees. 
Leaders who are viewed as ethical by their subordinates are in a good position to increase 
the organisational justice perception which will ultimately influence ethical behaviour. 

It has been predicted by certain outcomes such as ethical conduct the basic value of 
understanding ethical leadership. As noted earlier, employees’ justice perceptions affect 
their behaviour and interactions at work. Treviño et al. (2014) commented that people 
perceive the quality of their organisation as an indication of a more positive impact for 
the followers. Basically, these relationships are the notions of fairness and reciprocity, 
but it was contended by Colquitt et al. (2001) that people have a criterion for fairness 
perceptions within a social exchange relationship. It is likely people will assume there is 
a social exchange relationship with their supervisor or organisation unless such a 
relationship does not exist due to unfairness. However, if unfair judgments arise during 
social exchanges, this will create a negative effect on organisations such as unethical 
behaviour. Brown and Treviño (2006) stressed that those who accept organisational 
decisions tend to cooperate with the organisations. Also, employees will apply their 
experience adopting fair or unfair allocation procedures as information reflects on the 
organisation as a whole. It is envisaged that employees who are endowed with proper 
treatment in terms of equity and quality of distribution, procedures and high-quality 
interpersonal relationships and clear communication will undoubtedly improve their 
ethical behaviour. This will convince them to improve their exchange relationship with 
the manager, who in turn is directed to increase the ethical behaviour. Although the 
exchange relationship between manager and employee is deemed one of the influential 
factors towards the followers, nevertheless, fairness is considered as one of the most 
substantial characteristics of the ethical leader. In view of this, ethical leadership affects 
the employees’ perceptions of fairness and this perception of fairness will incite 
employees to reciprocate with their work-related outcomes. Thus, as a result, this study 
has revealed that in the Iraqi context, leaders could increase the ethical behaviour among 
employees by improving the organisational justice perception by enactment, procedural, 
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distributive, rules, and reasonable process and by displaying fair treatment. In  
essence, organisational justice mediates the relationship between ethical leadership and 
employees’ ethical behaviour. Therefore, Iraqi organisations should pay attention to and 
be concerned and promoting their managers in order to establish organisational justice. 

5.1 Theoretical implication 

Frisch and Huppenbauer (2014) and Mitchell et al. (2017), pointed out that there is 
limited research in the area of the ethical leadership behaviour as not many studies in 
ethical behaviour were included previously. To be more precise, previous research only 
focused on ethical leadership behaviour to influence the organisation’s outcomes such as 
commitment, work engagement, and satisfaction. Specifically, research on the ethical 
behaviour of employees has been neglected by previous studies. Therefore, this study 
examines the relationship between ethical leadership behaviour and employees’ ethical 
behaviour. 

The current study contributes to the new model by determining the new relationship 
through the mediating role of ethical climate and organisational justice on the interaction 
of ethical leadership behaviour and the dependent variable of employees’ ethical 
behaviour. More precisely, the present study made a very significant contribution to the 
existing literature. First, this study contributes by expanding the set of positive outcomes 
that are expected through ethical leadership, ethical climate and organisational justice 
perceptions among employees. Most of the existing research has examined the 
relationship between ethical leadership perceptions and different types of positive 
responses (i.e., organisational commitment, job satisfaction, work performance, and 
organisational citizenship behaviours) (Treviño et al., 2014). Very few studies have 
addressed the influence of ethical leadership towards employees’ ethical behaviour 
through the mediating role such as ethical climate and organisational justice. Therefore, 
the current study suggested that ethical climate and organisational justice may constitute 
each other and play a significant role on the relation of ethical leadership and employees’ 
ethical behaviour (Treviño et al., 2014), and the majority of these studies have focused on 
western cultural contexts (McCain et al., 2010; Treviño and Weaver, 2001). Thus, by 
finding how ethical leadership positively influence ethical behaviour through mediating 
role of ethical climate and organisational justice, in a Middle Eastern country like Iraq, 
this study is an important step forward to generalise the truth of these relationships across 
different cultural contexts. 

5.2 Managerial implication 

This study is important for ethical leadership behaviour which is related to ethical 
behaviour in Iraqi organisations. The results of this study provide instructions for 
building a better-quality relationship between leaders and subordinates in an 
organisational context. The results of this study provide guidelines on how the quality of 
the manager can provide and improve the perceptions of ethical climate, justice in an 
organisational context. 

Furthermore, as practical implications, this study finds that ethical leadership has a 
positive effect on the ethical behaviour of employees, which further increases employee 
ethical behaviour. Prior studies have suggested that top managers, in particular, the chief 
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executive officer could shape the ethical climate and organisational justice which further 
affects employee behaviour (Chun et al., 2013). In addition, this study provides some 
viable way for top managers to achieve that. Specifically, top managers may use to signal 
their ethical values to subordinates, motivating them to adopt ethical standards. 
Moreover, this study also suggests that organisational equity and work ethical climate 
may to some extent substitute each other in affecting employee ethical behaviour. Thus, 
firms with a low level of ethical climate and justice at least from the point of view of 
employees should be in a better position to conduct ethical leadership to build an ethical 
climate and justice. Most importantly, in terms of management, the findings send a clear 
signal to upper levels, without ignoring the issues of ethics in organisations which has to 
do with many other questions then the role of leadership, work climate and justice. 
Failing to make ethical standards in the organisation and be perceived by the employees 
is also a critical aspect to be taken into account to encourage workplace ethical 
behaviour. 

The present findings suggest that there can be constraints influencing (by augmenting 
or buffering) the positive effects that establish work climate and justice criteria in the 
outcomes provided to employees and the procedures used to make decisions are expected 
to bring through social exchange processes. Indeed, based on social exchange processes, 
organisational climate and justice perceptions can activate in employees’ positive 
responses, including ethical behaviour. However, even if the organisations do all that is 
necessary to guarantee ethical outcomes and processes in the organisation, employees 
may react to these aspects differently. Ethical leadership has a clear and contingent role 
to effect on the ethical behaviour of employees. Therefore, the upper echelons must 
understand the role of the leader prior to knowing how organisational climate and justice 
will affect the ethical behaviour of these employees and complement the managerial 
actions implemented with others that allow ensuring ethical workplace behaviour. 

5.3 Conclusions 

The objective of this research was to investigate the relationship between ethical 
leadership and ethical behaviour of employees. Also, to examine the mediating role of 
ethical climate and organisational justice on the relationship of ethical leadership (IV) 
and employees’ ethical behaviour (DV) among Iraqi organisations. In addition, we 
believe this research provides insight into the important relationship between ethical 
leadership and its effect on employees’ ethical behaviour by shaping ethical climate 
organisational justice. Thus, we found that ethical leadership significantly influenced 
employees’ ethical behaviour. Importantly, this study revealed that ethical climate and 
organisational justice significantly mediated the relationship between ethical leadership 
and employees’ ethical behaviour. 

Appendices/Supplementary materials are available on request by emailing the 
corresponding author or can be obtained under http://eprints.um.edu.my/id/eprint/24118. 
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