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Abstract: This paper investigates the role of organizational justice and moral identity of employees on the
relationship between ethical leadership and employees’ ethical behavior. It examines the mediation effect of
organizational justice on the relationship between ethical leadership and ethical behavior of employees. This study
also explores the moderating role of employees’ moral identity on the relationship between organizational justice
and ethical behavior of employees. Data is obtained from a sample of 230 employees from the banking industry in
Irag. The theoretical and practical contribution as well as recommendations for further research are also presented.
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1. Introduction

Business ethics and ethical behavior at organization are now of interest to many academic researchers,
practitioners, regulators and government officers. For them business ethics is a serious issue due to the many corporate
scandals that have occurred in recent years (Mehta, 2003; Manz et al., 2008; Trevifio et al., 2014). Research findings
showed that people who are lacking in ethical behavior would want to fulfill their self-desires at the expense of their
organizations (Schaubroeck et al., 2007; Padilla et al., 2007).

As has been addressed by Trevino and Brown (2004) the issues of ethical behavior and unethical behavior have
existed since time immemorial. However, nowadays the issue of ethical behavior 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 organizations to implement socially responsible and ethical business practices.
The subject of organizational behavior is regarded as a function of an organization’s employees (Ones & Dilchert,
2012b; Wiernik, Ruger, & Ones, 2018). Employee responsible behaviors are individual-level employee actions that
contribute to or detract from corporate social, ethical, and environmental performance. The establishment of ethical
behaviors requires guidance and clear values and structures which is very critical to set up.

The growing interest of researchers on the role of ethical leadership has prompted efforts not only to minimize
cases of misbehaviors, but also to improve and to set ethical standards in organizations (Mayer et al., 2009; Neubert et
al., 2009; Brown and Trevino 2006; Sama and Shoaf, 2008; Trevifio et al., 2014). Ofori, (2009) & Brown, et al., (2014),
asserted that leaders should exercise the greatest ethical standards and good conducts in their everyday dealings,
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actions, judgments in order to be a good example and role model to their subordinates. Prior literature on ethical
leadership have constantly highlighted the importance of understanding the role of ethical leadership in demonstrating
employees’ ethical behavior (Ofori, 2009; Brown et al., 2005; Certuche, et al., (2019).

Also, organizational justice has been reported as one of the most important factors which has an essential impact
on ethical behavior of employees (Ambrose and Schminke, 2009; Colquitt, 2001). Rawls (1971) pointed out that
organizational justice is a fundamental value and virtue which is also the main ethical concern of employees. Skitka and
Bauman, (2008) and Folger et al., (2005), stressed that justice is deeply rooted in every person’s moral assumption.

Organizational justice, also known as inputs and outputs, according to justice studies is concerned with the two-
way relationships between employer and employees in an organization. Even though organizational justice has been
examined by numerous researchers, however, mainstream researchers only concentrated on the consequences of
organizational justice. Only some studies focused on ethical leadership behavior as vital antecedents of organizational
justice (Demirtas, 2015; Xu, 2016). In addition, Loi, et al., (2012) & Karam, et al., (2019) reasoned that the quality of
fairness is fundamental to employees’ behavior.

Furthermore, cases pertaining to ethical issues revealed that whenever managers are found to practice unethical
behavior, the followers will question their managers’ background and also will query whether the rules and guidelines
of the organization can be relied upon (Premeaux, 2009, Demirtas, 2015). Therefore, theoretically and practically, it is
extremely significant to scrutinize the reasons how and why such ethical leadership behavior can impact the perception
of employees’ fairness towards the organization. Irrespective of the relationship between ethical leadership and ethical
behavior of employees, management researchers have neglected the role of organizational justice as essential
mechanisms in influencing the association of ethical leadership and ethical behavior of employees.

Apart from the above-mentioned issues, there is also a need to study moral identity which is predominantly
concerned with employees’ behavior. Previous studies have shown that moral identity influences people’s behavior
(Tanghe et al., 2010; Nelissen et al., 2007; Trevifio et al., 2014). Thus, this research is also intended to investigate the
moderating role of moral identity on the relationship between organizational justice and employee’s ethical behavior.

2. Theoretical background and Hypothesis Development
2.1 Definition of Ethical Behavior

A large amount of literature has been dedicated to ethics literature over the past few decades. In July 2018, a search
in the web of science database (WOS) “Ethics” received overwhelming attention in the categories of “book™ “articles”
and “conference”. The search listed the details of more than 346 publications for the last ten years. Generally, despite
the importance of ethics in various disciplinary literature, there is still no universally accepted definition of ethics. The
ambiguity of the concept of ethics is due to its many diverse definitions, which range from being highly specific to very
broad (Tenbrunsel et al., 2008). Every one of the meaning may disclose some significant aspects of ethics, but above
all, the most usual aspect is that the studies are focused on behavior as an essential part of ethics. Behavior, in this
respect, may refer to anything that is perceived as a good act or the right behavior by individuals in a particular
situation, or it may vary from organization to organization depending on how the behavior is introduced. Fraedrich
(1993, p. 207) “considered ethics as ‘right behavior’ in the social setting in which it is introduced (an individual, group,
firm, industry, wider society)”.

2.2 Ethical Leadership and Employee’s Ethical Behavior

Leadership styles have been extensively discussed and the highest level of leadership has been referred to in
various ways, for example, “Senior leadership” (Kimmel, 1981; Heller 1971), “Executive leadership” (Carlson 1951),
and “Strategic Leadership” (Lu and Yang, 2010; Philips and Hunt, 1992). Burns (1978), Mayer et al., (2009). For the
purpose of maintaining effective work situations and ethical standards at organizations, Brown et al., (2005) proposed
the concept of “ethical leadership behavior’. This form of leadership recognizes the importance of virtuosity and good
practices. In the past, many scholars have emphasized truthfulness and honesty as the key elements for the direction of
ethical manager (Brown et al., 2005). Brown and Trevino (2006) contended that scandals pertaining to ethical issues
exist in the workplace such as nonprofit organizations, sports, and religious institutions where the significance of moral
issues and actions of leader’s manner ethical content are exposed. Brown et al., (2005) in his study defined ethical
leadership as “the demonstration of normatively conducted behavior through personal actions and interpersonal
relations” (p.120). As most of the studies have the agreement that ethical leadership is critical in term of integrity,
honesty and principled decision-makers, this eventually led researchers to consider these features as the virtuous factor
of ethical leadership (Kuntz et al., 2013; Eubanks et al., 2012).

Numerous empirical studies show that ethical leadership is related to employees’ ethical behavior (Mayer et al.,
2009; Stead et al., 1990). Stead et al., (1990) highlighted that leaders are representatives of an organization. They are an
important factor that can influence the behavior of their subordinates. Most ethical leaders possess positive behaviors
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where they strive to influence their subordinates using clear ethical standards. Mayer et al., (2009) stated that ethical
leaders can influence their employees through the exchange of socio-emotion as this form of exchange is a positive
behavior which build trust between leaders and employees (Blau, 1964). Mayer et al., (2009) further added that when
leaders manage their followers fairly and honestly, then their followers will be willing to trust them. On the top of that,
as Abdullah, & Halim, (2016) reported that individuals with a high work ethic will be having lower tendency to involve
with ethical behavior and on the other hand individuals who have low work ethic may tend to engage in unethical
behavior. This will benefit the organization as a whole.

Additional empirical evidences have indicated that ethical leadership do have influence over employees’ ethical
behavior (Dickson, et al., 2001; Koh and Boo 2001; Viswesvaran et al., 1998). Brown and Trevino (2006) further
added that leaders are capable of supporting the employees ‘ethical conduct’ by encouraging and frequently
communicating with them regarding ethical conduct. Albaum and Peterson (2006), Demirtas, (2015) & Koopman, et
al., (2019) stated that the moral concept and behavior of majority of the workforce can be transformed by acquiring
practical moral instruction from their leaders. Based on the above, we propose the following hypothesis to be tested:

H-1: There is positive relationship between ethical leadership and ethical behavior of employees.

2.3 Mediation: Organizational Justice

Leaders in every organization are conferred with legal powers to manage their employees and also to take charge
of organizational resources, therefore, assigning them to an exclusive position to administer justice (Brown et al.,
2005). Loi et al., (2009) stressed that these managers are very often looked upon as carrying out the principal function
of the organization. Another study stressed that ethical leadership may reinforce the views of its employees who
perceived justice as the right way of handling ethical conduct (Lind, 2001). Employees in every organization have the
tendency to consult with their leaders on ethical guidance as the performance of leaders in the working environment
function as the standard role model for right conduct (Brown et al., 2005). Trevion et al stressed that managers of an
organization must be impartial, righteous, honest, and reliable and have good principles when making decisions besides
exercising care towards the workforce and being genuinely concerned about means rather than ends (Trevino and
Brown 2007). They also stressed that managers will not only set clear moral standards and expectations, but also
actively spread these moral standards and expectations to their subordinates by using rewards and disciplinary actions
to motivate employees to partake in ethical conduct (Trevino and Brown 2007).

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

It is obvious that employees hugely care how they are treated by others. Cropanzano and Greenberg (1997);
Greenberg, (1990); Angelidis and Nabil, (2011) explained that organizational justice focuses on the perceptions of
fairness in the workplace. Colquitt (2001) declared that there are four components to Organizational 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., 2009). Procedural Justice is the second component and defined by Folger and Cropanzano
(1998); Cropanzano et al., (2001) as: “... neutrality, status (social position or status within a group or process) and trust.
Procedural Justice emphasizes on the perceived fairness of the processes i.e. procedures and policies used and their
enactments of determining outcomes or resource distributions” (Greenberg, 2011; Rhodes et al., 2001; Ambrose and
Schminke, 2009; Colquitt, 2001). The third component is Interpersonal justice which Bies and Moag (1986) defined as
“the quality of interpersonal treatment they receive 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). We posit that organizational justice mediates the relationship between ethical leadership and
employees’ ethical behavior. We consider organizational justice as crucial 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 organization’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 inconsistency in the leadership behavior and organizational justice. Under such situations
Brown et al., (2005), and Xu, et al., (2016) emphasized 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 organizational justice to start a relationship with their organization
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should they find out that the fairness procedures are not adhered to. Lin, et al., (2009), Lambert, et al., (2019), Karam,
et al., (2019) Al Halbusi, et al., (2019) and further explained that organizational justice is therefore, an important and
vital element which employees can use to infer how they are managed by others.

Secondly, organizational justice according to Colquitt and Greenberg, (2003) and Brown et al., (2005) conveys the
expectations to employees with clear procedures, and 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 organization be made
known to the employees. This is especially regarding the integrity of the organization, such as making justice quite
outstanding in the organizational 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 organization.

In contrast, employees who are cynical and feel that there is unfairness and poor ethical standards in the
organization are unlikely to rely on organizational justice, thereby causing them to behave in an unethical manner to
achieve their aims (Brown, et al., 2005, Demirtas, 2015; Trevifio et al., 2014). Based on the above arguments, these
relationships were further scrutinized by proposing organizational justice as a crucial mechanism in the relationship
between ethical leadership and ethical behavior of employees.

H-2: Perceived organizational justice mediates the relationship between moral leadership and good behavior of

employees.

2.4 Moderation: Moral Identity

According to Ashforth & Mael (1989) “moral identity is grounded in social identity theory. It is not only a social
identity that comprises a person’s self-concept but also a social schema that describes the self and controls ethical
behavior” (Hardy & Carlo, 2005; Kelley & Stahelski, 1970; Hales, 1985). The study by Blasi (1984, 1990) affirmed
that moral self-conception (i.e. self-importance of moral identity) is linked with ethical behaviors. Other scholars
carried out further studies to gauge moral identity (such as Hart et al., 1998). Similarly, Aquino and Reed (2002)
explained the concept of “moral identity by embracing a trait-based definition of moral identity as they assumed that
there are commonly accepted moral traits that comprise moral values”.

Aquino and Reed (2002) identified nine moral traits, known as the self-importance of moral identity (SIMI) which
embraced a person’s moral identity. The nine moral traits are “caring, compassion, fairness, friendly, generous, helpful,
hardworking, honest and kind”. According to them, people with high moral identity are inclined to reflect on their
moral values that are internalized. According to Reynolds and Ceranic, (2007); Aquino and Reed (2002); Aquino et al.,
(2009); Bergman, (2002) people with high moral identity tend to be more caring, compassionate and honest compared
to persons with low moral identity. Thus, if a person considers moral identity to be more important than others, it is
very probable that this identity will be activated and will control the person’s behavior in any situation.

This study considers moral identity as a moderator for the following reasons. Firstly, although the findings of
earlier researchers have revealed positive results, nevertheless it has been contended in the literature that the monitoring
of organizational justice has a positive and significant impact on employee behaviors (Elamin & Alomaim, 2011; Oshio
& Kobayashi, 2009; Schyns, 2001). Moreover, Shah et al., (2017) in their research findings revealed that organizational
justice’s component has positive impact on the moral behavior of employees. But Trevino et al., (2014) added that
recent articles have encouraged researchers to conduct further research on ethical behavior as there is still a need to
strengthen the results.

Secondly, although factors generally have an impact on people’s behavior, the strength of this association relies on
numerous intra-individual variables (Tanghe et al., 2010; Nelissen et al., 2007). Hardy and Carlo (2005) emphasized
that every individual has a set of beliefs of themselves or their own self-concept which proves to be a critical factor. A
self-conception that relates to the conditions of ethical behavior pertains to an individual’s moral identity which Aquino
and Reed (2002) in his findings had explained as a self-conception that is focused around a cluster of moral traits. It is
indeed more important for a person to be moral if he is fully focused on his own moral identity. It is, therefore, not
surprising that many studies have been conducted which prove that moral identity is a forceful regulator and motivator
of ethical behavior (Deteret et al., 2008; Lapsley and Lasky 2001; Shao et al., 2008; Hardy and Carlo 2005).

Many studies have also confirmed that people react to their own mistreatment by practicing unethical behavior as a
way of retribution (e.g., Tepper et al., 2009; Thau and Mitchell, 2010; Holtz and Harold, 2013; Mitchell and Ambrose,
2007) but, there are other people who will deem it to be dishonest to counter to third-party mistreatment by exhibiting
expected behaviors. Studies have found that persons with high moral identity are likely to have weaker tendencies to
react to organizational abuses such as mistreatment or procedures by participating in unethical behavior that causes
aversive effects that are tantamount to mistreating others (Tepper et al., 2009; Thau and Mitchell, 2010). Aquino and
Reed, (2002); Blasi, (1984) (2004); Lapsley and Lasky; (2001) explained that when a person accepts morality as a main
component of self-conceptions, it would be much convenient for him to secure this part of his identity when making
moral judgments. Therefore, it can be said that the strength of a person’s moral identity can influence the way a person
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reacts to and comprehend ethical choices (Shao et al., 2008) as it may affect the manner, he/she reacts to observed
mistreatment. Hence, based on the prior argument, the following hypothesis has been formulated.

H-3: Moral identity moderates the relationship between organizational justice and employees’ ethical behavior such
that the relationship is stronger under a high level of moral identity than under a low level of moral identity.

3. Methodology
3.1 Sample and Procedure

In order test the research hypotheses, data were collected from employees who are currently working in the banking
industry in Baghdad and in the western province of the Republic of Irag. In order to overcome the Common Method
Variance (CMV) problem, procedural and statistical remedies suggested by Podsakoff et al., (2003) and Tehseen et al.,
(2017) were carefully followed. Firstly, the survey questions were read and approved by 6 panel of experts in this area
of leadership. Pre-testing via cognitive interviews were carried out. Respondents were also given explanations for each
of the constructs with clear directions on how to complete the evaluation of items so as to avoid any confusion.
Respondents were reassured of the confidentiality of their identities as well as the academic nature of the study.

In addition, a psychological separation among measurements was done where a social desirability construct known
as “Marker variable” was utilized for statistical remedy purpose. Chin et al., (2013) recommended the measured latent
marker variable (MLMV) method to identify and correct CMV when using partial least squares as the researchers have
planned prior to data collection. The questionnaires were distributed to 265 employees and 230 of them were completed
and usable giving a response rate of 87 percent.

3.2 Measurement

In this study, since the respondents were all Arab speakers, all the items in the questionnaire were translated from
English to Arabic. Prior translating to Arabic, the researchers ensured that the contents of the English version were
accurate, understandable and acceptable. The questionnaire was translated according to the “Double blinded principle”
(Brislin 1980) where the original English version was translated into Arabic, and the Arabic translated version was then
translated back into English by two researchers who are familiar with the field of leadership to guarantee their validity.

The questionnaire consists of four parts: ethical leadership; organizational justice; moral identity and ethical
behavior. Flynn et al., (1990) suggested that the utilization of any existing scales used in earlier published studies will
assure validity and reliability. Accordingly, in this study, items were adapted from the following earlier studies of
(Brown et al., 2005; Aquino and Reed, 2002; Colquitt, 2001; Lu, C. S., & Lin, and C. C., 2014).

3.2.1 Ethical leadership

Ethical leadership can be assessed using the six ethical leadership evaluation elements which were taken from
Brown et al., (2005), namely: Treating employee fairly, Listening, Concerning, Trust, Behavior model and
Communication response. Ethical leadership involves 10 items. Example of the items “My supervisor listened to what
employees have to say”. The response format is “5-Likert Scale ranging from ‘1= Strongly Disagree’ to ‘5= Strongly
Agree”.

3.2.2 Organizational Justice

Organizational justice has been assessed by twenty items adapted from Colquitt’s (2001) scale for employees’
perception in the workplace. The twenty items refer to “distributive justice”, “procedural justice”, “interpersonal
justice” and “informational justice.” The four types of equality pertaining to organizations are classified as follows:
Distributive Justice, was measured by using four items which concentrate more on equal payment, promotion,
sufficient recognition, and rewards. Sample of item “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 procedures/practices
fairness 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. Sample of 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 organizational justice dimensions format is “5-
Likert Scale with anchors of ‘1 = To a Small Extent’ to ‘5 = To a Large Extent”.
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3.2.3 Moral identity

To measure moral identity of self-importance, moral identity (SIMI) five items were used which adapted from
(Aquino and Reed, 2002). These items were clearly reported in the literatures and were broadly utilized by the previous
studies (Reed and Aquino, 2003; Hardy and Carlo, 2005). Example of the items “It would make me feel good to be a
person who possess these characteristics”. The main measurement of moral identity is responded on a “5-Point Likert
Scale 1=Strongly Disagree to 5=Strongly Agree”.

3.2.4 Ethical Behavior

Ethical behavior is referred to as an employee’s ethical behavior in their organization. To assess this construct,
sixteen items have been adapted from past studies (Ferrell et al., 2000; Lu, C. S., & Lin, C. C., 2014). An example of
the items “I am careful with company materials and supplies”. The response format is “5-Likert Scale ranging from 1=
Strongly Disagree’ to ‘5= Strongly Agree”.

3.2.5 Social Desirability

This variable was used as a “Marker variable” as this variable theoretically is not related to the research framework
in the given study. However, this variable has been used to statistically control the Common Method Variance (CMV).
It contains 7 items, which were adapted from (Fischer and Fick, 1993; Crowne & Marlowe, 1960). An example of the
items “I have never been annoyed when people expressed ideas which are very different from my own”. Cognitive
rigidity is responded on a “5- point Likert scale 1=Strongly Disagree to 5=Strongly Agree”.

4. Results and Finding

In this research, the Structural Equation Modeling (SEM) through Partial Least Squares (PLS) method was
conducted for the purpose of analyzing the research model using SmartPLS 3.0 software (Ringle et al., 2015).
Descriptive analysis was performed and followed by measured latent marker variable (MLMV) method to identify and
correct CMV (Chin et al., 2013). Firstly, Anderson & Gerbing (1988) and Hair et al., (2017), recommended to apply
two analytical techniques; starting with the evaluation of the measurement model (validity and reliability), and
followed by the structural model assessment (hypothesis relationship testing). A two-step assessment approach process,
which comprise both the measurement model and structural model, has advantages on the one-step (Schumacker &
Lomax, 2004; Hair et al., 2010). Hair et al., (2017) has clearly mentioned that, the measurement model indicates how
each of the constructs measure, in order to explain the relationship among variables the structural model will indicate
how each of the constructs are related to each other. For this present study, the PLS statistical method has been chosen
because PLS possess features that can simultaneously analyze the measurement model and structural model so as to
give a better and more accurate estimation (Barclay et al., 1995).

4.1 Demographic Analysis of Respondent

This section covers the demographic information of respondents which was performed by SPSS version 21. As
revealed, 67.4% of the respondents were male and 32.6% are female. In term of age the highest score was for
employee’s range between 31 and 40, 34.8%. In terms of marital status of employees, 20.4% are single, 67.0% are
married, 6.5% are widowed, and 6.1% are divorced. In regard of educational background people holds bachelor’s
Degree were the highest number gained 52.2%. Monthly Income, employees receiving amount among 450,000-
549,999 were the highest which was 30.0%. In terms of job experience, employees working between 6-10 years,
obtained the scored 39.1%. The details are illustrated in the (Appendix A).

As mentioned earlier, since the data were collected from one single source, the researchers have applied statistical
remedies to minimize the Common Method Variance (CMV). The researchers drew a hypothesized model using Smart
PLS software and observed the initial R? value of endogenous constructs (see Appendix B, Figure.1). Then we assigned
the “Marker Variable” on the endogenous constructs and again observed the R? value (see Appendix B Figure.2). Then
the researchers were compared between the initial R* value of endogenous constructs prior and after adding the
“Marker Variable” as the revealed for the Ethical Behavior (e.g., 0.473-0.520), and for the Organizational justice (e.g.,
0.314-0.318). Thus, the diff erence was found in the R? value of endogenous constructs after partialling out the Marker
Variable which is not significantly different as presented in the Table 1, which is less than 10% (Podsakoff et al., 2003;
Chin et al., 2013). This result has provided another clue for the no substantial common method bias in this research.
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Table 1 - Statistical Remedy of Common Method Variance (CMV)

R? R®
Factors Not including Marker Variable Including Marker Variable
Ethical Behavior 0.473 0.520
Organizational Justice 0.314 0.318

Note: the change of the value of the R2 should be less 0.10
4.2 Measurement Model

To assess the measurement model, we examined the internal consistency reliability, convergent validity, and
discriminant validity. To evaluate the internal consistency of the measurement scale, Composite Reliability (CR) was
utilized in the given study. The ranging of the CR was from 0.803 to 0.932 which achieved the acceptable level of 0.07,
hence the indication of the internal consistency reliability is established (Hair et al., 2017). The Average Variance
Extracted (AVE) was conducted to measure the convergent validity. The evidence of the convergent validity was
confirmed because the AVE for the all constructs exceeded the threshold which ranged from (0.512 to 0.872) (Hair et
al., 2017). as presented in measurement model (see Appendix C).

Furthermore, in recent literatures, the Fornell-Larcker criterion has been strongly criticized because it does not
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 the discriminant validity. There is
a problem with the discriminant validity when the HTMT value is greater than HTMTO0.90 value of 0.90 (Gold et al.,
2001) Besides that the HTMTO0.85 value of 0.85 (Kline, 2010), as revealed in Table 2, indicates that the determined
discriminant validity was lower than the recommended value of 0.85.

Table 2 - Discriminate Validity through HTMT

Constructs EB EL Ml 0oJ
EB 0.676
EL 0.588 0.744
Ml 0.506 0.35 0.787
0J 0.552 0.56 0.489 0.546

Note: EB= Ethical Behavior, EL= Ethical Leadership, MI= Moral Identity, OJ= Organizational Justice.

4.3 Structural model

Recently Hair et al., (2017) proposed the criteria for structural model measurement which can be assessed by the
beta (B), R? and the corresponding t-values through the bootstrapping process with re-sampling of 500. Therefore, as
was suggested, the effect size (%) also needs to be reported. In addition, Sullivan & Feinn (2012) cited that the p-value
can be applied to establish whether the eff ect exists, but in this way, it will not disclose the size of the effect. Therefore,
the research hypothesis has been examined utilizing the structural model and the level of acceptance of the path
coefficients advocated by Hair et al., (2011) and Wetzels et al., (2009), whereby the 0.1 path coefficient is the minimum
to have an impact on the model. The suggested significant level of the coefficients must be at least 0.05 (i.e. 95%
confidence level). The significance of the hypotheses for all constructs was based on the t-values retrieved using Smart-
PLS Bootstrapping from the 5000 re-samples.

Hypothesis 1 (Ethical Leadership & Ethical behavior)

As this research advocated the positive association of ethical leadership and ethical behavior of employees, the t-
values were compared using 1-tailed test as shown in Table 3, to test the significance. As revealed form the result stated
that H; Ethical Leadership on the Employees Ethical Behavior was supported ($=0.376, t= 4.848; p < 0.001). Referring
to Table 3.
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Hypothesis 2 (Mediating Role)

The mediating effect of organizational justice on the relationship of ethical leadership and ethical behavior of
employees was tested according to suggestion by Hair et al., (2017) to employ the bootstrapping method used by
Preacher & Hayes (2004) and Preacher & Hayes’ (2008). Table 3, which presents the outcome of the analysis, revealed
that indirect effect p= 0.116 was significant with t- value of 2.594. Preacher and Hayes (2008) mentioned that when the
0.116, 95%, CI: [LL=0. 0.037, UL=0.200] does not straddle a 0 in between, it indicates there is mediation. For this
study we can conclude that the mediation effect of the organizational justice is statistically significant i.e. H; is
supported.

Table 3 - Hypothesis Testing Direct effect & Mediation Indirect effect

Hypothesis Relationship SB SE vatl-ue vaIF:Jes LL UL Decision R? f2
H1 EL-> EB 0.376 0.078 4.848 0.000 0.257 0.498 Supported 0.473 0.182
H2 EL-> OJ->EB 0.116 0.045 2.594 0.010 0.037 0.200 Supported 0.314 0.048

Key: EL= Ethical Leadership, EB= Ethical Behavior OJ= Organizational Justice.

Hypothesis 3 (Moderating Role of Moral Identity)

The moderating effect of moral identity was tested by employing the orthogonalizing approach. This is to
minimize the multicollinearity problem. According to Henseler & Chin, (2010) this approach is preferred when the
exogenous construct and moderator variable are measured reflectively which is the case in this study.

In carrying out moderation analysis, the R?, is an important and serious issue. According to the results, the initial
R? was 0.473. After the interaction effect the R? was changed to 0.507., the R? changed to 0.034 indicating that with
additional interaction term the R? has changed about 3.4 %, which is an additional variance. Furthermore, for the f2
interpretation we followed Cohen’s (1988) suggestion, hence the 2 of the given study was 0.069 which is considered as
small. However, although the H; was not significant as shown in the Table 4, nevertheless, the impact is still important.
The study showed that a positive relationship exists between organizational justice and ethical behavior and that
employee’s ethical behavior is stronger the higher the level of moral identity.

Table 4 - Moderation Testing

Hypothesis Relationship SB SE t- value p value LL UL Decision

H3 OJ*MI -> EB -0.219 0.267 0.819 0.207 -0.395 0.33 Not Supported
Key: OJ*MI -> EB= Organizational Justice*Moral Identity-> Ethical Behavior.

5. Discussion

The aim of this research is to identify the important factors that have an impact on ethical behavior of employees.
From the findings, the main three components are ethical leadership, organizational justice and moral identity were
identified as crucial components. As revealed form the results ethical leadership and organizational justice were found
to be significant, whereas moral identity is not. The organizations in the new millennium have been loaded with a hard
task in the new era of ethical scandals. Apart from that, the organization requires highly committed people, who possess
integrity and transparency. Such organizations require appropriate behavior on the part of employees for the overall
development of the organization so as to maintain their competitiveness and to continue to provide quality services to
the community, stakeholders and customers.

The study revealed that ethical leadership behavior and organizational justice are significant, while moral identity
is not. It can be stated that employees have substantial interaction with their leaders in the workplace where some
leaders are so sociable and have great relationship with their followers outside the organization which they are working
in. Close interaction and communication with supervisors, inside or outside the workplace, could build a strong
relationship, which can lead to a profound effect on ethical leadership and on employees’ ethical behavior. This finding
is consistent with past studies (Mayer et al., 2009; Lu, C. S., & Lin, C. C., 2014).
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In regard organizational justice, as shown in the findings, the perceive of organizational justice is an essential
element to employees’ ethical behavior, for instance when the followers seen the fairness in particular workplace
applied consistently accurately, definitely will act ethically. Hence, the subordinates can infer their future works and
psychologically they will have great perception of the organizational justice, and then led to a positive behavior. Thus,
organizational justice was statistically significant to ethical behavior of employees, which is similar with the last studies
(Demirtas, 2015; Shah et al., 2017; Al Halbusi, et al., 2018).

Surprisingly, moral identity as moderating variable was statistically insignificant. This finding needs to be
carefully considered though. At first glance, the ethnic diversity that exists in the Iragi workplace verified that the
perceived and perceptions of moral identity are different and this varieties are indeed led to different outcomes. Iraq is
considered as country has variety of ethnic. Since the responsibility and difficulty for any failure fall on an individual’s
shoulders, that will be different in the diversity context in term of self-regulation and self-conception which is very hard
to verify in context has ethnic diversity. Moral identity is an important source for organization such as making ethical
decision, taking responsibilities, having honest close communication with their leaders and peers and schedule of
activities which are substantial features of moral identity based on the self-conceptions and regulatory. By the same
token, this point is highlighted in the Iragi context with ethnic diversity where, basically, the different diversity of
employees may provide an unconscious prescription makes a high difference of the notions. This may turn into a
serious case if any failure occurred and employees are blamed. So, based on the statistical results of this study, the
moral identity may provide a great opportunity to develop a good relationship with the employee and influence their
ethical conduct based on the similar diversity which need be reconsidered.

A further possible explanation according to Hofstede, G. (1984) Iraqi society is collectivist nature, so in the
collectivist nature of Iraqgi society; in comparison with individualistic societies, defining moral identity as self-
conception and self-regulatory, this is clear for individualistic people works better rather than collectivistic. Thus, the
collectivist nature could be the main reason moral identity was not supported, therefore, in a collectivism culture could
noticeably disapprove the moral identity in the Iragi context. For instance, employees feel and behave better when they
have more action and interaction of individualism rather than collectivism. It must be mentioned that previous studies
have shown moral identity as being statistically significant and positive relationship with ethical behavior (e.g.,
Nelissen et al., 2007; Tanghe et al., 2010).

6. Research Implication and Limitation

This study has identified two essential factors to the research model, which were not included in the previous
studies such as organizational justice as mediation on the relationship of ethical leadership and employees’ ethical
behavior, which is the most important implication to the business’s ethics literatures. In addition, this study adopted
moral identity as moderator in the relationship between organizational justice and ethical behavior of employees which
is a new contribution to the body of knowledge. This study is also important for practice since the findings of this
research can be utilized by organizations as guidance to improve their organization process.

There are some limitations to this study. Firstly, is the relatively small number of participants. A bigger sample
size will improve the findings. Second, data were collected form self-report single source. The outcomes of this
research may be affected by the Common Method bias, although this study has employed procedures remedies.
Furthermore, in this study the sample was not diverse in terms of demographics. Respondents were all from the
banking industry in Iraq thus, the research findings may not be generalizable to other countries or cultures (Resick et
al., 2006).

7. Future Research and Conclusion

Further research may consider more specific ethical behavior variables such as whistle-blowing, and
counterproductive work behavior as outcomes. Future research could also examine individualism as moderator.
Furthermore, in this study data were collected from individuals. Future studies may collect data from teams to examine
ethical behavior at the group or team levels.

To conclude, ethical behavior is an important concern for any organization. It is very crucial for the management
of organizations to make sure that an ethical environment exist in the workplace. This study has added to our
understanding of how ethical leadership and organizational justice can improve ethical behavior standards among
members of an organization. In addition, this study also highlighted the importance of appropriately matching
organizational justice and ethical behavior of employees with the moral identity. Extending the theory and results of
this study to other organizational contexts is certainly warranted.
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Appendix: A
Demographic Profile of Respondents.
Percentage Demographic Respondents Frequency %
Gender: Male 155 67.4
Female 75 32.6
Age: Less than 25 14 6.1
25-30 57 24.8
31-40 80 34.8
41 -50 59 25.7
More than 51 20 8.7
Marital Status: Single 47 20.4
Married 154 67.0
Widowed 15 6.5
Divorced 14 6.1
Education: High School 31 13.5
Diploma 44 19.1
Bachelor's Degree 120 52.2
Master's Degree 16 7.0
Doctorate Degree 19 8.3
Monthly Income: 149,000 or Less 2 0.9
150,000 - 249999 2 0.9
250,000 - 349,999 9 3.9
350,000 - 449,999 40 17.4
450,000 - 549,999 69 30.0
550,000 - 649,999 66 28.7
650,000 or above 42 18.3
Job Experience: 2 Years or Less 14 6.1
3-5Years 45 19.6
6 -10 Years 90 39.1
11 - 15 Years 31 13.5
16 Years or More 50 21.7
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Appendix B: The Assessment of The Common Method Variance by Marker Variable
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Appendix C: Measurement Model (Constructs Reliability and Validity)

First-Order Constructs | Second — Order Constructs Items Loading | AVE | CR
Ethical Leadership EL1 0.604 | 0.554 | 0.925
EL2 0.614
EL3 0.757
EL4 0.820
EL5 0.737
EL6 0.763
EL7 0.748
ELS8 0.820
EL9 0.756
EL10 0.790
Distributive Justice DJ1 0.629 | 0.568 | 0.839
DJ2 0.773
DJ3 0.800
DJ4 0.800
Procedural Justice PJ1 0.608 | 0.520 | 0.811
PJ3 0.730
PJ4 0.803
PJ5 0.728
Informational Justice InforJ1 0.810 0.681 | 0.914
InforJ2 0.859
InforJ3 0.841
InforJ4 0.832
InforJ5 0.783
Interpersonal Justice InterPJ1 0.859 | 0.680 | 0.895
InterPJ2 0.864
InterPJ3 0.825
InterPJ4 0.746
Organizational Justice Distributive Justice 0.640 | 0.511 | 0.803
Procedural Justice 0.745
Interpersonal Justice 0.565
Informational Justice 0.872
Moral Identity MI1 0.850 | 0.620 | 0.890
MI2 0.796
MI3 0.818
M4 0.745
MI5 0.721
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Noméitr']‘éf/i'itrh'ca' EEB1 0701 | 0512 | 0.903
EEB2 0.581
EEB3 0.729
EEB4 0.792
EEBS 0.716
EEB6 0.733
EEB7 0.776
EEBS 0.639
EEB10 0.745
J“”g;‘;]ﬂv'?;?'ca' EEB11 0.775 | 0.578 | 0.890
EEB12 0.778
EEB13 0.554
EEB14 0.734
EEB15 0.862
EEB16 0.821
Ethical Behavior No”ga;‘;f/iitrh'ca' 0.955 | 0.872 | 0.932
S

Note: AVE= Average Variance Extracted; CR= Composite Reliability
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