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Abstract

Amid the emergence of various problems of ethical violations at the global and local
levels in Indonesia, especially in the public sector, many parties demand various efforts
to improve ethical behavior both at the official and staff levels. This study aims to
analyze the influence of ethical leadership and ethical climate on employee ethical
behavior, moderated by person-organization fit in the context of state financial
organization (Organisasi Keuangan Negara/OKN). Using quantitative research
methods with Partial Least Square Structural Equation Modeling (PLS-SEM), this
research examines the relationship between these variables through a survey of 898
respondents within the Indonesian state financial organization. The findings suggest
that ethical leadership has a significant positive impact on ethical climate and
employee ethical behavior. Moreover, ethical climate plays a partial mediating role
between ethical leadership and employee ethical behavior. However, person-
organization fit could not strengthen the relationship between ethical climate and
employee ethical behavior. This study contributes to the literature by providing
empirical evidence on the role of leadership and organizational climate in fostering
ethical behavior among public sector employees. The findings offer practical
implications for policymakers in enhancing ethical governance.

Keywords: Ethical Leadership, Ethical Climate, Employee Ethical Behavior,
Person-Organization Fit
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INTRODUCTION

Ethical scandals involving public officials have heightened the focus on ethical
conduct in organizations (Brown & Trevino, 2014; Manz et al., 2008), such as those in
Indonesia involving tax and customs officers like Rafael Alun Trisambodo (KPK, 2023a)
and Andhi Pramono (KPK, 2023b). Based on The Transparency International Organization's
Corruption Perceptions Index of 2024 (Transparency International, 2025), Indonesia ranks
99th out of 180 countries worldwide with a Corruption Perceptions Index (CPI) score of 37
(on a scale of 100). This data indicates that ethical violations remain a significant challenge
in Indonesia, particularly within the public sector.

Research has emphasized that individuals who disregard ethical standards tend to
prioritize personal interests over organizational integrity, often leading to widespread
damage (Padilla et al., 2017). Ethical leadership has thus gained attention as a critical factor
in shaping workplace behaviour (Al Halbusi et al., 2024; Kuenzi et al., 2020; Paterson &
Huang, 2019; Wang et al., 2019). Leaders are expected to uphold moral integrity and lead by
example, encouraging employees to follow ethical standards in their decision-making and
behaviour (Kuenzi et al., 2020; Paterson & Huang, 2019). Nevertheless, in certain cases, even
when top leadership has actively encouraged ethical conduct and set a personal example of
ethical behavior, there are still subordinates who engage in unethical practices (Babalola et
al., 2019; Wang et al., 2019). Therefore, this study aims to examine the role of ethical
leadership in shaping employee ethical behavior, particularly within government institutions
in Indonesia.

Multiple studies have underscored the significant role of ethical leadership in
influencing employee ethical behaviour, particularly when aligned with a supportive ethical
climate within the organization (Al Halbusi et al., 2021; Aryati et al., 2018; Brown et al.,
2005; Lu & Lin, 2014). An organization’s ethical climate—reflected in its policies,
procedures, and reward systems—has a direct effect on how employees behave (Engelbrecht
et al., 2017). A strong ethical climate encourages ethical conduct and builds trust among
employees (Demirtas & Akdogan, 2015; Lu & Lin, 2014). However, the influence of national
and organizational culture on ethical climates is underexplored (Parboteeah et al., 2024),
while ethical climates in nonprofit organizations such as public sector have been less studied
compared to private sectors (Verma & Biswas, 2023). This gap is critical as nonprofits are
often assumed to be inherently ethical, which may not always be the case (Verma & Biswas,
2023).

Scholars have also explored how ethical climate mediates the relationship between
ethical leadership and employee behaviour (Al Halbusi et al., 2022; Aryati et al., 2018; Lu &
Lin, 2014). Examples of studies that demonstrate a positive relationship between ethical
climate and ethical behavior including Demirtas & Akdogan, (2015) and Lu & Lin, (2014),
who found that an ethical climate positively influences employees' ethical behavior. In
contrast to these findings, other study had reported inconsistent result regarding the
relationship between ethical climate and employee ethical behavior, such as conducted by
Jahantigh et al., (2016). These discrepancies suggest that the impact of ethical climate on
employee ethical behavior may vary depending on specific contextual factors, such as the
alignment between employees and their organization, commonly referred to as person—
organization fit (Al Halbusi et al., 2021; Kristof-Brown et al., 2023).
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Al Halbusi et al., (2021) and Kristof-Brown et al., (2023) stated that P-O fit can
strengthen the relationship between ethical climate and ethical conduct, but more studies are
needed to explore this dynamic across different cultural contexts and organizational settings.
Therefore, this study proposes that person-organization fit (P-O fit}—or the alignment
between individual and organizational values—plays a moderating role. P-O fit has the
potential to strengthen the influence of ethical climate on employees’ decisions to behave
ethically, offering both theoretical and managerial insights. Since public organizations in
Indonesia must enhance ethical alignment to counter reputational damage and corruption,
strengthening ethical leadership and fostering congruence between employee’s ethical
behavior and ethical climate can support more ethical decision-making and improved
organizational performance.

REVIEW OF LITERATURE

Social Exchange Theory and Social Learning Theory

Based on Social Exchange Theory (SET) proposed by Blau, (1967) and further
elaborated by Cropanzano et al., (2017), SET describes a process in which an actor initiates
an action toward a recipient, who then responds with an attitude or behavior as a form of
reciprocation, eventually leading to the development of ongoing interactions as part of this
exchange process. Referring to the study by Al Halbusi et al. (2023), it has been found that
employees reciprocate positive social relationships by exhibiting ethical behavior in response
to the ethical leadership demonstrated by their superiors.

Social Learning Theory (SLT) is an integrated framework that explains how
individuals learn and develop behavior by observing, imitating, and modeling the behavior
of role models within a social context (Bandura, 1971). This theory integrates cognitive,
behavioral, and environmental factors, emphasizing the reciprocal interaction among these
elements (Grusec, 1992; Jin, 2022). SLT underpins the concept of ethical leadership, wherein
leaders serve as role models, encouraging and reinforcing ethical behavior through their
actions and interactions with subordinates (Ayoko, 2022; Bal et al., 2014).

Ethical Leadership, Ethical Climate, and Employee’s Ethical Behavior

According to Brown et al., (2005), ethical leadership is characterized by behavior that
aligns with established norms through personal actions and interpersonal relationships, and
by promoting such behavior among followers through two-way communication,
reinforcement, and decision-making. Mayer et al., (2010) found a positive relationship
between ethical leadership and ethical climate. Moreover, Mayer et al., (2010) also found
that ethical climate was negatively associated with employee misconduct and served as a
mediating factor in the relationship between ethical leadership and such misconduct. Gan et
al., (2023) found a negative relationship between ethical leadership and unethical behavior
in China. These findings align with those of Aryati et al., (2018), who concluded that ethical
leadership could influence an organization’s ethical climate, which subsequently has a
negative effect on unethical work behavior.

Ethical leadership is recognized as a key factor influencing ethical behavior within
local governments in Nigeria (Tabiu, 2023). In the education sector, ethical leadership has
been found to correlate directly with increased ethical behavior among employees, as leaders
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serve as moral exemplars likely to be emulated by their staff (Guo et al., 2023). In public
sector organizations, such as five ministries in Nigeria, ethical leadership fosters a culture of
integrity, which is essential for combating corruption and improving service delivery
(Oladimeji & Abdulkareem, 2023).

Mediating Role of Ethical Climate

According to Kaptein, (2020), ethical climate reflects the shared understanding
between leaders and employees regarding the norms and values that guide ethical behavior
in the workplace. Victor & Cullen, (1988) defined ethical work climate as the shared
perception of what constitutes ethical behavior and how ethical issues should be addressed
within an organization. Ethical leadership is recognized as a key factor influencing ethical
behavior, mediated by ethical climate, within local governments in Nigeria (Tabiu, 2023).
Moreover, Mayer et al., (2010) found that ethical climate was negatively associated with
employee misconduct and served as a mediating factor in the relationship between ethical
leadership and such misconduct.

Cheng et al., (2013) emphasized that ethical work climate plays a crucial role in
shaping ethical norms and expected performance standards among employees. In the
Indonesian context, a study conducted in the Malang Regency Government by Aryati et al.,
(2018) found that ethical leadership influences an organization’s ethical climate, which in
turn negatively affects workplace deviant behavior.

Moderating Role of Person Organization Fit

Person—organization (P—O) fit is defined as the compatibility between an individual's
and an organization’s values, the alignment of goals, the match between employees’ needs
and the reinforcements provided in the work environment, as well as the congruence between
individual personality and organizational characteristics (Chatman, 1989; Kristof-Brown et
al., 2023; Lauver & Kristof-Brown, 2001). This definition is rooted in the alignment between
the personal values held by employees and the values upheld by the organization (Al Halbusi
et al., 2021).

A high level of P-O fit has been empirically linked to various positive organizational
outcomes, such as increased organizational commitment, improved productivity, and
enhanced ethical behavior among employees (Ruiz-Palomino et al., 2013). This is because a
strong P-O fit tends to boost employee satisfaction (Chatman, 1989), which in turn
encourages ethical conduct within the organization. Al Halbusi et al., (2021) findings reveal
that the stronger the alignment between an employee's values and their organization's ethical
values, the stronger the relationship between ethical climate and the employee’s ethical
behavior.

The conceptual model proposed in this study is based on the research models
developed by Al Halbusi et al., (2021) and Lu & Lin, (2014), and can be illustrated as follows:
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Figure 1
Proposed Model

RESEARCH METHOD

This study adopts a quantitative approach, which is defined by Cresswell &
Cresswell, (2021) as an approach to testing existing theories by examining measurable
relationships among variables, allowing for statistical analysis of the collected data.
Furthermore, the technique employed in this study is Partial Least Squares-Structural
Equation Modeling (PLS-SEM), which is utilized to test the proposed variables, in alignment
with previous research findings (Hair Jr. et al., 2019). To mitigate the occurrence of common
method bias (CMB) in this research, the questionnaire items used are adapted from previous
studies published in reputable Q1 international journals. One preventive method for CMB
employed in this study involves the use of a combination of positive and negatively worded
(reverse-coded) items (Podsakoff et al., 2012). The advantage of this technique lies in its
ability to control potential response bias in the completion of the questionnaire (Podsakoff et
al., 2012).

The population of this study consists of the total number of state financial
organization (Organisasi Keuangan Negara/OKN) employees fit to the criteria of the study,
amounting to 76,509 as of April 1, 2025. The sample selected using a non-probability
sampling method, specifically purposive sampling. Respondents from each Echelon I/Non-
Echelon Unit consist of officials/employees who meet the following criteria: staff or
functional employees with a minimum tenure of one (1) year; Echelon IV officials
(Supervisors) and/or equivalent positions; and Echelon III officials (Administrators) and/or
equivalent positions. A total of 898 respondents completed the survey with valid responses.
The variables used in this study were adapted from previous scholarly articles to assess
Ethical Leadership (Brown et al., 2005); Employee Ethical Behavior (Ferrell et al., 1978);
Ethical Climate (Victor & Cullen, 1988); and Person—Organization Fit (Cable & Judge,
1996), using a 7-point Likert scale.
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RESULTS AND DISCUSSION
Respondent Characteristics

This research used 898 valid respondents, with demographic data in this study
encompassing various demographic criteria of the respondents including the respondents’
gender, age, educational level, job position, and length of service.

Table 1
Demographic Characteristics of the Respondents
Demographic Category Frequency Persentage
Gender Male 626 69,71%
Female 272 30,29%
Age <30 years 214 23,83%
30 - <45 years 447 49,78%
> 45 years 237 26,39%
Education High School 14 1,56%
Diploma 222 24.72%
Bachelor 387 43,10%
Master 269 29,96%
Doctor 6 0,67%
Job Title Staff 538 59,91%
Echelon IV/Supervisor 297 33,07%
Echelon III/Coordinator 63 7,02%
Tenure 1 - <5 years 74 8,24%
5-<10 years 181 20,16%
10 - <15 years 209 23,27%
15 - <20 years 135 15,03%
> 20 years 299 33,30%

Source: primary data processed in 2025

The majority of the respondents were male (69.71%), with most falling within the
age range of 30 to under 45 years (49.78%). The majority held a bachelor's degree (43.10%),
worked as staff members (59.91%), and had less than 15 years of work experience (51.67%).
Result

The measurement model was assessed by examining validity and reliability following
the guidelines of Sarstedt et al., (2019). All outer loading values exceeded 0.70, and the
Average Variance Extracted (AVE) values were above 0.50, indicating a strong level of
convergent validity. Additionally, all constructs in this study achieved Composite Reliability
and Cronbach’s Alpha scores above 0.70, confirming their internal consistency.

Table 2
Convergent Validity and Reliability Measurements

. s :
Variable Dimension Indicators Loading Cronbach’s Composite  AVE

Factors Alpha Reliability
Eihical ELO1 0.855
ear ELO02 0.883 0.961 0.963 0.742
Leadership ELO3 0.824
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Variable Dimension Indicators Il;(;i(tl;:sg CrOAI;::ﬁ;h > CRZ:?aI;)(;;iltt; AVE

EL04 0.847

EL05 0.877

EL06 0.900

ELO07 0.773

EL08 0.903

EL09 0.846

EL10 0.900

ECCARO1 0.807

ECCARO02 0.758

ECCARO03 0.806

ECCAR ECCARO04 0.813

ECCARO05 0.754

ECCARO06 0.814

ECCARO07 0.793

ECINDEO1 0.802

ECINDEO02 0.817

ECINDE - ~ECINDE03 _ 0.762

ECINDEO4  0.859

ECINSTO1 0.811

Ethical ECINSTO02 0.769
Climate ECINSTO3 0.828 0.962 0.963 0.514

ECINST ECINST04 0.816

ECINSTO5 0.750

ECINSTO06 0.793

ECINSTO07 0.714

ECLAWCO01  0.938

ECLAWC02 0.931

ECLAWC ECLAWC03 0.944

ECLAWC04 0.942

ECRULEOI  0.888

ECRULEO2  0.860

ECRULE ~ECRULE03 _ 0.811

ECRULEO4  0.844

Person POFO1 0.900
Organization POF02 0.759 0.815 0.853 0.730

Fit POFO03 0.896

JEBO1 0.800

Employee TEB JEBO3 0.733
Ethical JEB0O4 0.757 0.904 0.905 0.512

Behavior JEBO6 0.760

NEB NEBO1 0.772
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Loading Cronbach’s  Composite AVE

Variable Dimension Indicators Factors Alpha Reliability

NEBO02 0.785
NEBO03 0.725
NEBO04 0.790
NEBO7 0.797
NEBO8 0.771
NEBI10 0.762

Source: Primary data processed in 2025

Subsequently, discriminant validity score as stated in Table 3 was assessed using
cross-loading values, the Fornell-Larcker criterion, and the Heterotrait-Monotrait (HTMT)
ratio, in accordance with the guidelines provided by Hair Jr. et al., (2019), while the structural
model was conducted using the coefficient of determination (R?), effect size (f?), and
predictive relevance (Q?) (Hair, Jr. et al., 2022). The R? value accounts for 56.3% of the
variance in employee ethical behavior, suggested that the influence of these variables has a
moderate effect. Ethical Leadership demonstrated the strongest influence on Employee
Ethical Behavior (f* = 0.062). The predictive relevance (Q?) value for Employee Ethical
Behavior was found to be moderate, with a score of 0.184. Additionally, all Variance
Inflation Factor (VIF) values were below 5, indicating no multicollinearity issues. The
Goodness of Fit (GoF) index showed a high level of model fit, with a score of 0.419.

Table 3
Discriminant Validity Measurements
Fornell-Larcker Criterion

EEB EC EL POF
EEB 0,715
EC 0,495 0,717
EL 0,440 0,444 0,862
POF 0,502 0,526 0,361 0,854
HTMT Ratios
EEB EC EL POF
EEB
EC 0,528
EL 0,467 0,459
POF 0,573 0,590 0,404

Source: Primary data processed in 2025

Does Ethical Leadership Matter in Indonesia’s Public Sector?..... JBGRE



Indonesian Interdisciplinary Journal of Sharia Economics (IIJSE)
e-ISSN: 2621-606X

Vol. 8. No. 3 (2025)
Page: 11631-11645

ECCARD4  ECCARO5  ECCARO6  ECCARO7  ECLAWC02  ECLAWCO3 ECRULEQ1
ECCARUEv\ \ uzm 0.93 f 0.288

w081 0.754 0793 ECLAWEGO1 0. 0944 ECLAWCO4 0.
ECCARD2 806

0758
Eccarpl 4— 0807

‘0 938 \ / 0 942’
-~
0.683

EC I$WC

0.827

ELO1

\

N\

ELO3  ~pess
NN

ECCAR
0.886

ECRULEO2 ECRULED3 ECRULEO4

NEBO1

/NEBDZ

0.772

0880 0811 ggaa

0.785 NEB03

/ 4
~ 0725
—0.790-» NEBO4
-
0797
0.771
~
0.762

NEBOT

\ NEEODS
0883
ELO04 _ \\ T Ejflical Climate 0204 \‘NEBHJ
ELOS ] \
0.815 "'2‘0 ;zss
ELO6 B s
ELOT 0-90/3 Ethical Leadership Mj\f Employee Ethical Behavior
0 346 0.871
ELO8 7 U BOOt CINDEO .4 gy .JEBU1
s / 0BT ECINSTOT g g99_ R0 L-0.714- ECINSTO7 \‘ 0 80 0" .
¥ SR e ECILDE SH (:,:Z/ ¥ EEN 2:::_,
EL10 0.859 X ECIN T JEB04
ECINDEO3 ¢ ECINSTO3 0816 0. ?50 EC'NSTUG
ECINDED4 n Orglinlzatl JEBUB
ECINSTO04 Ecmsros u suo 0 759 o 395
POFO‘I F'OFOZ F’OF03
Figure 2
Overall Model Test Results
Source: Primary data processed in 2025
Table 4
Path Coefficient & Hypothesis Testing
Path Original sample (O) t-value  P-value Result
EL = EC 0.444 12.478 0.000 Supported
EL - EEB 0.225 5.949 0.000  Supported
EC - EEB 0.244 4.869 0.000 Supported
EL - EC = EEB 0.108 3.999 0.000 Supported
POF*EC - EEB 0.015 0411 0.340 Not Supported

Source: Primary data processed in 2025

The hypothesis testing criteria stated that if the path coefficient is positive and the t-
statistic value is equal to or greater than the critical t-value (1.645), or if the p-value
(probability) is equal to or less than 0.05, then, according to Hair, Jr. et al., (2022), there is a

positive and significant influence of the exogenous variable

on the endogenous variable

(hypothesis supported), and vice versa. Based on Table 4, the results of the direct and
mediating effects are supported by the hypothesis testing, whereas the result of the

moderating effect test is rejected.
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Discussion

This study found that ethical leadership has a positive and significant influence on
employee ethical behavior. The results of the direct effect test of ethical leadership on
employee ethical behavior align with the findings of Al Halbusi et al., (2023), Gan et al.,
2023), Shin, (2012), and Lu & Lin, (2014), which demonstrated that employees’ ethical
behavior is influenced by the ethical leadership of their supervisors or leaders in private
organizations.

In the context of public organizations, a similar result was found in a study by Downe
etal., 2016), which showed that government organizations with employees exhibiting ethical
behavior often have leaders who also demonstrate ethical conduct. A relevant study in the
Indonesian context by Gamasiwi, (2023) revealed that ethical leadership, together with
workplace spirituality, negatively and significantly affects deviant behavior in the workplace.
This indicates that the presence of ethical leaders can reduce the tendency of employees to
engage in unethical practices at work.

Furthermore, the results of additional tests examining the direct effect indicate that
ethical climate has a positive and significant influence on employee ethical behavior. This
finding is consistent with the study by Cheng et al., (2013), which emphasized that an ethical
work climate plays a crucial role in defining ethical norms and expected performance from
employees. According to research by Al Halbusi et al., (2021), ethical climate is positively
associated with employee ethical behavior, highlighting the importance for organizations to
foster an ethical climate tailored to their specific organizational context.

Despite the significant roles of ethical leadership and ethical climate in enhancing
employee ethical behavior, limited research has explored the relationship among these three
variables within the context of public organizations. One of the most recent studies focusing
on public sector organizations is the research conducted by Tabiu, (2023) on local
government institutions in Nigeria, which found that ethical leadership and ethical climate
significantly influence organizational citizenship behavior.

The subsequent test was conducted on the variable person-organization fit as a

moderating variable in the relationship between ethical climate and employee ethical
behavior. Although the data analysis produced relatively high outer loading values, the
failure to obtain a t-value greater than the critical threshold of 1.645 led to the conclusion
that the moderation effect is not statistically significant, thus resulting in the rejection of the
moderation hypothesis.
This finding is in contrast with several previous studies which demonstrated that ethical
climate may have varying impacts on employees' ethical behavior when moderated by
person-organization fit (Al Halbusi et al., 2021). Al Halbusi et al., (2021) found that person-
organization fit can play a moderating role in the relationship between ethical climate and
employee ethical behavior. Furthermore, a high level of P-O fit has been proven to be directly
associated with several organizational outcomes such as increased organizational
commitment, enhanced productivity, and ethical employee behavior (Ruiz-Palomino et al.,
2013), as high P-O fit is likely to increase employee satisfaction (Chatman, 1989), which in
turn encourages ethical behavior within the organization.
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CONCLUSION

This study underscores the pivotal role of ethical leadership and ethical climate in
shaping employee ethical behavior, particularly within the context of public sector
organizations. The findings affirm that both ethical leadership and ethical climate exert
significant and positive direct effects on ethical behavior among employees, aligning with
previous research in both private and public sector contexts. However, the anticipated
moderating effect of person-organization fit in the relationship between ethical climate and
employee ethical behavior was not supported by the data, suggesting that this interaction may
be more complex or context-dependent than previously understood.

This study acknowledges several limitations, including the focus on a single
antecedent variable (ethical leadership), the use of a cross-sectional design, and the potential
for common method bias due to reliance on a single data source. Additionally, the relatively
low R? value suggests that other influential variables may not have been captured in the
model. For future research, researchers are encouraged to explore additional leadership styles
and alternative antecedents beyond ethical leadership, consider applying longitudinal designs
to capture variable dynamics over time, and employ mixed-method approaches to enhance
data richness and depth analysis. Moreover, future studies should address the limited
explanatory power by incorporating or substituting other relevant variables such as
organizational justice (Al Halbusi et al., 2024) or leader-member exchange (Walumbwa et
al., 2011), particularly within Indonesia’s public sector context. In general, this research
provides strategic guidance for public sector organizations in promoting ethical employee
behavior, to enhance the quality of public services delivered with integrity.
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