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Abstract 

Employee ethical behavior (EB) has been recognized as the behavior that organizations pursue to drive 

performance and success. Despite many positive consequences of EB, corrupt business practices and unethical 

behavior are common in organizations. How Ethical Orientation of Human Resource Management (EOHRM) or 

ethical criteria embedded HRM functions directed as a ‘bundle’ could address this problem has not been 

empirically tested in research. This study examined how EOHRM could influence employee EB in organizations 

through an identified mediator employee Ethical Attitude (EA). A three-construct integrated model was 

developed based on literature gaps and tested empirically. The type of investigation was correlational, 

cross-sectional in the time horizon and unit of analysis was individual. A stratified random sample of 550 senior 

and middle-level managers was selected from 11 domestic Licensed Commercial Banks (LCBs) in Sri Lanka. A 

pre-tested structured questionnaire (with 5-point Likert Scale) was used to collect primary data. Using SPSS 

Version 23.0, correlation and regression analysis were performed on 360 usable responses (65%). EOHRM was 

positively and significantly related to employee EA (0.432, p<.001) and EB (0.494, p<.001). Employee EA 

partially mediated (0.269, p<.001) the relationship between EOHRM and EB. Results were consistent with the 

theoretically derived four hypotheses, establishing that EOHRM, or ethical criteria embedded HRM functions 

directed as a bundle will increase employee EA and EB at work. Theoretical and managerial implications of the 

findings and directions for further research are discussed. 

Keywords: ethical orientation of HRM, ethical behavior, ethical attitude, organizations, commercial banks 

1. Introduction 

Organizations pursue to drive performance and success through Employee ethical behavior (Askew, Beisler & 

Keel, 2015; Dessler, 2013; Opatha, 2015). Employee ethical behavior (EB) has been referred to as the study of 

ethical and unethical decision-making and behavior in an organization, especially in a work context (Trevino, 

Nieuwenboer & Kish-Gephart, 2014, p. 6.1). Trevino and colleagues also stated that behavioral ethics or 

organizational ethics based research is the systematic study of ethical/unethical behavior of employees in 

organizations. The ‘individual’ is important in organizations as people bring to the workplace their own 

perceptions about what is ethically right or wrong (Dessler, 2013). The risk to the organization is that ‘good’ 

people can be morally blind and engage in unethical behavior, without knowing the immoral nature of their 

actions (Kish-Gephart, Harrison & Trevino, 2010). The shared perception of what is correct behavior and how an 

ethical dilemma should be handled has been referred to as the ‘ethical climate’ in an organization (Victor & 

Cullen, 1988). Researchers have identified that ethical climate promotes employee EB, and also influences many 

individual and organizational level work-related consequences (Jha et al., 2017). When employees do not follow 

written standards of the organization, their behavior impedes the organization’s ability to meet corporate goals, 

accepting employee EB at work is important (Askew et al., 2015).  

Hence, scholars have shown an increased interest in ‘employee ethical/unethical behavior’ since early 1980s, and 

have generated insights on many positive employee and organizational outcomes. (Trevino, Weaver & Reynolds, 

2006). The ethical context in an organization positively influences ethics-related attitude (commitment) and 

behavior of employees in the organization (Trevino, Butterfield & McCabe, 1998). According to Sen and 
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Bhattacharya (2001), the perceptions of ethical or socially responsible behavior in an organization could 

positively influence customer purchase behavior. Ethical image or reputation has been valued as one of the key 

attributes of a company’s ability to attract and retain talent (Foote & Ruona, 2008). Baker, Hunt and Andrews 

(2006) identified that Corporate Ethical Values direct employee EB in organizations, and higher the EB, higher 

the employee performance of Organizational Citizenship Behavior (OCB). They also found that the increased 

OCB due to enhanced EB may result in higher organizational performance. Thus, “Organizations need 

employees to behave ethically to produce positive outcomes that are beneficial” (Askew et al., 2015, p. 107). 

However, managing employee EB at work is a great challenge faced by organizations, locally as well as 

globally.  

Despite many positive consequences of employee EB, growing unethical behavior of employees in business 

organizations and its negative impact on the organization, economy and the society has become a global concern 

over the past two decades (De Silva and Opatha, 2015). For more than 30 years researchers have tried to 

understand why employees behave unethically at work (Kish-Gephart et al., 2010). Unethical behavior of 

employees violates the generally accepted moral norms, increasing the risks of high-cost burdens to the company 

(Kaptein, 2011). Immoral behavior of employees challenges the ethical nature of business organizations, 

drawing immediate attention for more innovative theoretical and empirical research on organizational ethics (De 

Silva and Opatha, 2015).  

The financial giants world over have not been immune to this problem. The financial crisis of 2007 in the West 

is a notable example of serious negative consequences of unethical behavior of employees in large global banks 

(Curtis, 2008). Finch (2017) reported that according to data from Boston Consulting Group, banks globally have 

paid $321 billion in fines since 2008 for consequences of many corrupt business practices and unethical behavior 

of employees. Banks world over, face a great challenge in generating, maintaining and retaining ethical 

employees at work, due to high competitiveness in the banking industry and rapid technological changes, such as 

digitization. Organizations are highly concerned about employee unethical behavior due to its many negative 

consequences (Askew et al., 2015). Decrease in organizational performance, financial losses, damage to the 

corporate image/reputation, loss of public trust and confidence, loss of customers and market share, financial 

losses due to lawsuits are few examples of such negative consequences. The ‘Asia-Pacific Fraud Survey–2017’ 

by Earnest & Young had revealed alarming ethical lapses in business organizations in the Asia-Pacific region, 

where Sri Lanka is also a member country. Growing corrupt business practices and employee unethical behavior 

justify leading scholars and professionals to review what is being done and create new strategies to manage 

ethics in organizations (Palomino and Martínez, 2011). Authors conducted this research in the banking industry 

of their home country, Sri Lanka, due to many motivational factors.  

1.1 Problem Context and Significance of the Study 

The banking industry of a country plays a significant role in growth and sustainability of its national economy. 

The Banking Sector in Sri Lanka is of no exception. It comprised of 25 Licensed Commercial Banks (LCBs: 13 

domestic and 12 foreign) and seven Licensed Specialized Banks (LSBs), with a total of 6659 bank branches and 

outlets operating island-wide, as of December 31, 2016 (The Central Bank of Sri Lanka, Annual Report 2016, p. 

245). The Banking Industry in Sri Lanka accounted for 68.7% of the total assets of the Financial Sector by end 

2016 and the LCBs accounted for the majority of the assets (51%). Banks do business with public money, thus 

depend on public trust and confidence for the growth and stability of their business. The employee EB is crucial 

for banks to establish and maintain an ethical image in the society. Ethical/unethical behavior of employees in 

local banks have a strong indirect impact on the growth and sustainability of the national economy. Hence, 

enhancing employee ethicality towards EB at work in banks is vital for the growth and stability of the Banking 

Sector and the national economy of Sri Lanka.  

The Banking Sector in Sri Lanka had grown rapidly over the past two decades, increasing the number of new 

banks (domestic and foreign) and branches/service outlets of the banks (The Central Bank of Sri Lanka/ Annual 

Report 2016). The rapid growth in the local banking industry and technological advancements towards 

digitization, have intensified the competition among banks. The intense competition among players in the 

financial market had increased challenges and risks to banks, exposing their employees for unethical 

practices/behaviors to achieve growth targets. The local media had highlighted such incidents of corrupt and 

unethical behavior of employees in banks operating in Sri Lanka over the past two decades: the collapse of the 

Pramuka Savings and Development Bank in 2002; the Standard Chartered Bank, Colombo branch hedging 

transaction with the Ceylon Petroleum Corporation (CPC) amounting to US $ 800 million in 2008 (Sunday 

times.lk/August 2, 2009); the ‘white-collar’ crime in HSBC Bank, Colombo branch, where five senior managers 
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were sacked after investigations into allegations of unethical behavior at work (sundaytimes.lk/June 19, 2016) 

are few notable examples. 

At present, the banks in Sri Lanka do not explicitly embed ethical criteria into their HRM functions and direct 

them as a ‘bundle’ to enhance employee ethicality towards EB at work. Instead, banks use a few selected HRM 

functions, such as recruitment, induction, training & development in isolation to promote values of banks and EB 

among employees. There are no theoretical or empirical research that have been conducted in Sri Lanka to 

explore the impact of EOHRM towards employee EB in the banking industry. The authors identified this as a 

vital contextual and an empirical research gap. The study extended the existing knowledge frontier and bridged 

this research gap contributing to the existing knowledge in literature with significant practical/managerial 

implications.  

1.2 Extending the Existing Knowledge Frontier 

In this study, the authors extended the existing knowledge based on key research gaps identified in previous 

literature on the link: HRM functions and employee EB. Early researchers have identified many factors that 

influence employee EB. For instance, Situational-Individual interaction model by Trevino (1986, p. 603) 

examined the influence of individual cognitions (stage of cognitive moral development) on ethical/unethical 

behavior of employees. In this model, Trevino (1986) proposed two sets of moderating factors: (i) individual 

factors and (ii) situational factors. Ferrell and Gresham (1985, p. 89) recommended a contingency framework for 

marketers for ethical/unethical behavior which examined the influence of (i) Individual factors, (ii) Significant 

others and (iii) Opportunity for action. Jones (1991) proposed an ‘Issue-Contingent’ model named ‘Moral 

Intensity Model.’ This Model examined the ‘intensity’ of a moral situation, or the characteristics of the issue 

itself which influenced ethical decision-making and behavior. In a recent empirical study conducted in Sri Lanka, 

the researchers (Samaranayake & Jayasena, 2012) found that bankers’ attitude and personal normative beliefs 

significantly explained their intention to behave ethically/unethically in an information technology context. 

Dessler (2013) and Opatha (2015) suggested that factors such as moral awareness, managers themselves, moral 

engagement, morality, unmet goals, rewards etc. would influence employee EB. In a recent meta-review, 

Lehnert et al., (2015) had summarized results of over 400 empirical research conducted on individual ethical 

decision-making and behavior over the past three decades. The researchers of this study recommended that more 

future research is needed on interaction effects (e.g., moderators and mediators) on ethical decision-making and 

behavior in organizations, as only 8% of the total studies they reviewed had explored such effects.  

Research on HRM in promoting ethics and EB in organizations have become a vital research domain as HRM practices 

are believed to have a heavy influence on employee behavior (Palomino & Martinez, 2011). The influence of HRM on 

employee EB totally depends on the standing of HRM functions in the organization (Foote, 2001). HRM 

functions play a proactive role in building an ethical culture and climate in the organization (Parboteeaha et al., 2014). 

Researchers have argued that HRM has an ethical dimension. Thus HRM functions should be ethically oriented. 

However, the focus of ethical orientation of HRM in the previous literature is on the social/wellbeing of the 

employee (Winstanley and Woodall, 2000; Greenwood, 2013). That is to perform HRM functions ethically 

towards the social/wellbeing of the employees. The previous empirical literature does not discuss how ethical 

orientation of HRM could be used to enhance ethicality of employees towards employee EB at work. Further, the 

influence of mediating or moderating factors on employee ethical decision-making and behavior also has not 

been explored in previous studies (Lehnert et al., 2015). The authors identified a vital theoretical, empirical and 

contextual research gap in existing literature. In order to bridge this knowledge gap to a certain extent, the 

authors present this paper based on a recent empirical study on the influence of EOHRM on employee EA and 

EB of employees in commercial banks operating in Sri Lanka. This is an original contribution to the existing 

knowledge in HRM-ethics literature.   

Ethical Orientation of HRM (EOHRM) is a new concept in HRM literature (De Silva & Opatha, 2015). It has 

been defined as “the extent to which HRM functions have been directed to create, enhance and maintain 

ethicality within employees, to generate an ethical workforce in the organization (De Silva, Opatha & Gamage, 

2016, p. 156).” This has been considered as the working definition for EOHRM in this study. EOHRM has also 

been explained as ‘the bundle’ of ethical criteria embedded HRM functions directed towards enhancing 

employee EB in organizations (p. 156). The influence of EOHRM on employee EA and employee EB at work 

has not been examined empirically, specifically in Sri Lanka and perhaps globally. The present study attempted 

to bridge the above knowledge gaps to a significant extent by exploring EOHRM towards employee EA and EB. 

The study has significant originality and vital managerial implications. Directions for future research in 

HRM-ethics and Organizational Behavior are also discussed. 
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Based on the above research gaps in literature, three specific research questions have been developed: 

(i) What is the impact of Ethical Orientation of HRM (EOHRM) on employee EB in organizations? 

(ii) What is the influence of Ethical Orientation of HRM (EOHRM) on employee EA towards employee EB 

in organizations? 

(iii)  How would employee EA mediate the relationship between EOHRM and employee EB in organizations?  

The authors developed three specific research objectives to address the above specific research questions:  

(i)  To empirically investigate the impact of EOHRM on employee EB in organizations. 

(ii)  To empirically examine the influence of EOHRM on employee EA in organizations. 

(ii) To empirically explore the mediating effect of employee EA on the relationship between EOHRM and EB 

of employees in organizations. 

2. Literature Review 

2.1 Ethical Orientation of HRM (EOHRM) 

The role of ethics in HRM is a critical factor. Thus HRM functions should have an ethical orientation (Winstanly 

& Woodall, 2000; Dessler, 2013; Khan, 2014). The focus of ethical orientation of HRM in previous literature and 

the long-standing scholarly debate on ‘Ethics-HRM’ is on the ‘social/wellbeing’ aspect of the ethical dimension 

of HRM (Winstanly and Woodall, 2000; Greenwood, 2002; Wright & Snell, 2005; Greenwood 2013). This is to 

perform HRM functions ethically in organizations to maintain justice, fairness and well-being towards 

employees. In contrast to the above conventional view, De Silva, Opatha & Gamage (2016) identified that there 

exists a possible second connotation to the ethical dimension of HRM, labeled Ethical Orientation of HRM 

(EOHRM). The researchers defined EOHRM as “the extent to which HRM functions have been directed to create, 

enhance and maintain ethicality within employees to generate an ethical workforce in the organization (De Silva 

et al., 2016, p. 156).” In other words, EOHRM has been defined as ‘the ethical criteria embedded HRM 

functions directed as a ‘bundle’ to enhance ethicality within employees towards EB in organizations (p. 156). 

This process involves functional incorporation of ethics into the HR system/framework. This is in contrast to 

performing HRM functions ethically towards employee ‘social/well-being’ in organizations. Hence, EOHRM 

differs from the ‘social/wellbeing’ aspect of the ethical dimension of HRM, and is a new concept in HRM 

literature. Authors considered the above definition of EOHRM in De Silva et al. (2016, p. 156) as the working 

definition of this study. 

2.2 Employee Ethical Behavior (EB)  

There is no universally accepted definition for employee EB. According to Sims (1992, p. 506), EB is a concept 

which is “morally accepted as good and right, as opposed to bad or wrong in a particular setting.” Treviño et al. 

(2006, p. 952) defined EB as “the individual behavior that is subject to or judged according to generally accepted 

moral norms of behavior.” Further, employee EB has been referred to as the study of ethical and unethical 

decision-making and behavior in an organization, especially in a work context” (Trevino et al., 2014, p. 6.1). 

Based on the scholarly definitions in the existing literature, a working definition for employee EB for this study 

has been developed: Ethical Behavior is to act in ways consistent with what society and self usually think are 

morally accepted as ‘good’ and ‘right’, as opposed to ‘bad’ or ‘wrong’ behavior in a particular situation. 

In their meta-review, Kish-Gephart et al. (2010) have noted that Rest Model (1986) has guided most of the 

previous research on behavioral ethics in organizations. The Rest Model (1986), as cited in Kish-Gephart et al. 

(2010), determined four stages of ethical decision-making and behavior: (i) moral sensitivity (awareness and 

interpretation of the moral problem); (ii) moral judgement (decision-making ability to distinguish right from 

wrong); (iii) moral motivation (prioritizing moral values) and (iv) moral character (courage, persistent, and 

strength of character). Further, employee EB is the outcome of four integrated psychological sub-processes: 

ethical sensitivity, ethical judgement, ethical motivation and ethical action (Rest, 1986, cited in Bebeau, 2002). 

Accordingly, authors too operationalized employee EB in this study under four dimensions: (i) ethical sensitivity, 

(ii) ethical judgement, (iii) ethical motivation and (iv) ethical action. 

2.3 Employee Ethical Attitude (EA) 

Opatha (2015) recognized that “every human being has attitudes which have a significant impact on his/her 

behavior” (p. 74). Hence, to understand the concept of ‘ethical attitude’ it is essential to first understand the 

concept ‘attitude.’ Scholars have explained ‘attitude’ in many ways: Dunham (1984) identified that every attitude 

has three distinct components: cognitive, affective, and behavioral tendency. Robbins et al. (2014) stated that an 
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attitude comprised of three components: (i) cognitive (evaluation), (ii) affective (feeling) and (iii) behavioral 

(action). Ethical attitude thus, invariably means ‘an attitude with regard to ethics.’ The ‘object’ of attitude here is 

‘ethics.’ Recent scholars have defined ‘ethics’ as moral beliefs and rules or obligations about right and wrong 

(Opatha, 2010; Opatha & Teong, 2014). Accordingly, authors logically believed that EA has three components: (i) 

cognition or ethical evaluation, (ii) affect or ethical feelings and (iii) behavioral or intention to behave ethically 

towards the object ‘ethics.’ Based on existing scholarly arguments, authors developed a working definition for 

EA for this study: Ethical Attitude is a psychological concept that shows how an employee thinks, feels and tends 

to behave with regard to ethics. It may be positive, negative or indifferent. Hence, authors considered EA as a 

concept that consists of three dimensions: (i) beliefs (cognitive), (ii) feelings (affective) and (iii) intention to 

behave (behavioral) with regard to ethics.  

3. Conceptual Model 

An integrated, three-construct Conceptual Model was developed based on key research gaps in literature. The 

three variables identified were: Ethical Orientation of HRM (EOHRM), employee ethical attitude (EA) and 

employee ethical behavior (EB). The model was empirically tested in LCBs operating in Sri Lanka. The study 

examined the impact of EOHRM or how ethical criteria embedded HRM functions directed as a ‘bundle’ would 

influence employee EA and EB at work. The mediating influence of employee EA on the relationship between 

EOHRM and employee EB was also examined. The schematic diagram of the Conceptual Model is given in 

Figure 1. 

                    Independent Variable             Dependent Variable 

 

 

 

 

 

        

            Mediator 

Figure 1. Conceptual Model 

Source: constructed by the authors  

3.1 Development of Hypotheses 

Based on empirical evidence in existing literature and logical beliefs of the authors, four hypotheses (H1 to H4) 

were developed through deductive approach, to test the relationships among variables in the Conceptual Model. 

3.1.1 Hypothesis 1, Relating EOHRM to Employee EB 

The standing of HRM functions has a high impact on HRM’s ability to influence employee EB (Foote, 2001). Research 

on HRM in promoting ethics had become a key research topic as HRM practices are believed to have a heavy influence 

on employees (Palomino & Martinez, 2011). Dessler (2013) has discussed how HRM functions could promote 

ethics and EB of employees in organizations. He stated that recruitment materials that emphasize ethics, honesty 

tests and background checks help to hire more ethical people (p. 467). Further, he argued that in order to promote 

employee EB at work, “Training should emphasize the moral underpinnings of the ethical choice and company’s 

deep commitment to integrity and ethics (Dessler, 2013, p. 468). Thus, HRM functions have a strong link to 

employee EB. EOHRM is a new concept and “it is the extent to which HRM functions have been directed to 

create, enhance and maintain ethicality within employees to generate an ethical workforce (De Silva et al., 2016, 

p. 156).” Hence, authors logically believed that EOHRM has a strong influence on employee EB in organizations, 

and hypnotized that EOHRM will significantly and positively influence employee EB in organizations: 

H1: EOHRM is positively and significantly related to employee EB in LCBs in Sri Lanka. 

3.1.2 Hypothesis 2, Relating EOHRM to Employee EA 

Employees’ knowledge, skills and attitudes should be complimented with ethical values or moral principles in 

order to generate, enhance and maintain an ethical workforce in the organization (Savaneviciene & Stankeviciute, 

2012). HRM practices at the organizational level affect the attitude and behavior of employees at the individual 

level (Paauwe, 2009). Employee EA refers to a psychological contract which shows how an employee thinks, 

feels and tends to behave with regard to ethics (Rest, 1986, cited in Bebeau, 2002). It is the employee’s beliefs, 

EOHRM 
Ethical Behavior 

Ethical Attitude 
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feelings and the tendency to behave towards ethics. When the employee’s beliefs, feelings and intending to 

behave towards ethics are optimistic, the employee has a ‘positive ethical attitude.’ Further, ethical criteria 

embedded Recruitment and Selection functions ensure that the organization gets the right employees in terms of 

ethics. In other words, Recruitment and Selection that are concerned with ethicality of job candidates ensure that 

selected job candidates are people who have a ‘positive’ pre-disposition or inclination to ethics. Moreover, 

ethical criteria embedded Induction and Training & Development functions generate a ‘positive attitude’ within 

the employee for proper adherence to ethics. Well-inducted and trained employees on ethics, therefore, expected 

to have a persistent tendency to believe, feel and behave in a ‘positive’ manner towards ethics. These logical 

arguments contributed towards the development of the second hypothesis of the study:   

H2: EOHRM is positively and significantly related to employee EA in LCBs in Sri Lanka. 

3.1.3 Hypothesis 3, Relating Employee EA to Employee EB 

Attitudes of individuals have a significant impact on their behavior (Opatha, 2015). Traditional Cognitive Model 

of attitudes describes attitudes as a process, in which people logically calculate their feelings towards the attitude 

‘object,’ in this position the object being ‘ethics.’ It is based on an analysis of their beliefs which will predict 

feelings, behavioral intensions, and behavior (McShane, Glinow & Sharma, 2008). According to Attitude 

Behavior Correspondence (ABC) Model, generally attitudes predict behavior and therefore, attitude and 

behavior are closely linked (Nelson & Quick, 1997). The employee who is having a ‘positive’ attitude to ethics 

can be expected to engage in ‘positive’ ethical behavior. Assuming that there are no mediating or moderators 

influences to cancel the ‘attitude–behavior’ relationship, it is argued that employee EA influences positively and 

significantly on employee EB. Accordingly, the third hypothesis of the study H3 was formulated: 

H3: Employee EA is positively and significantly related to employee EB in LCBs in Sri Lanka.  

3.1.4 Hypothesis 4, Mediating Impact of Employee EA on the Link: EOHRM and Employee EB  

Employee EA (mediating variable) surfaces between the time EOHRM (independent variable) activates to 

influence employee EB (dependent variable) of the study. Employee EA has a temporal time dimension to 

EOHRM. Authors believe that the impact of EOHRM on employee EB follows through the employee EA. Thus, 

on a time line EOHRM operates at time one (T1), next the employee EA activates at time two (T2) and finally, 

the employee EB will activate at time three (T3). Authors logically believed that the employee EA will help to 

explain the influence of EOHRM on the employee EB. This logical belief directed towards the final hypothesis 

of the study:  

H4: The relationship between EOHRM and employee EB is significantly mediated by employee EA. 

4. Methodology 

4.1 Study Design 

The study examined how EOHRM will influence employee EB through employee EA. The type of investigation 

was correlational. Primary data were collected at a single point of time. Hence the time horizon was 

cross-sectional (Sekeran & Bougie, 2016). The population of the study comprised the total senior and middle 

level managers working in 11 domestic LCBs operating in Sri Lanka. A stratified random sample of 550 senior 

and middle level managers was selected from 11 homogeneous LCBs, out of a total of 13 LCBs (The Central 

Bank of Sri Lanka, Annual Report 2016). A pre-tested, original structured questionnaire (with 5-point Likert 

Scale) was used to collect primary data, through the respective Human Resource departments of the banks. The 

researcher’s interference on the primary data collection was thus minimal. Authors measured the “observed” 

behaviors of EA and EB of employees through the senior and middle level managers of respective LCBs, rather 

than measuring “employees’ self-reported” behavior. This minimized the likely social desirability bias error in 

the study. 

4.2 Instrument and Measures 

The three variables in the Conceptual Model, EOHRM, EA and EB, were measured using multi-item interval 

scales developed by the authors, and validated prior to final data collection. The variables were carefully 

conceptualized and operationalized based on previous literature/theories, to develop the individual measurement 

instruments. The dimensions and elements of variables presented in Table 1 were used to develop the multi-item 

individual measurement instruments. The elements were used to develop question items, in order to capture 

primary data from participants. The responses were captured on a 5-point Likert scale, scores ranging from 1 to 5 

as strongly disagree (1), disagree (2), neither agree nor disagree (3), agree (4) and strongly agree (5), 

respectively.  
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Table 1 gives the dimensions and elements of variables for developing individual measurement instruments. 

Table 1. Dimensions and Elements of variables for development of measurement instruments 

1) Ethical Orientation of HRM (EOHRM) – 27 Questions                                             

(Sources: Jackson & Schuler, 1995; Opatha, 2009; Dessler, 2013; Armstrong & Taylor, 2014; De Silva et al., 

2016) 

Dimensions Elements  

1. Acquire Ethical criteria embedded HR functions: Job Analysis, Recruitment, Selection, Hiring and Induction 
2. Develop Ethical criteria embedded HR functions: Performance Evaluation and Training & Development 
3. Retain Ethical criteria embedded HR functions: Pay Management, Incentives Management, Welfare 

Management, Management of Promotions, Discipline Management and Grievance Management 

2) Ethical Behavior (EB) – 12 Questions                                                          

(Sources: Rest, 1986, cited in Bebeau, 2002; Kish-Gephart et al., 2010; Al-Taweel, 2015)   
Dimensions Elements 

1. Ethical 
Sensitivity 

Identifying and expressing emotions and Taking perspective of others.  

2. Ethical 
Judgement  
 

Developing Ethical Reasoning skills, Using Codes and identifying judgement criteria, Following ethical 
role models in decision-making and Choosing a decision among several possible alternatives 

3. Ethical 
Motivation 

Developing ethical Identity and Integrity and Making peace and cooperating 

4. Ethical Action  Developing courage, communicating well and Taking initiative as a Leader.  

3) Ethical Attitude (EA) – 6 Questions                                                           

(Sources: Opatha, 2015; Armstrong & Taylor, 2014; Robbins et al., 2014; Opatha, 2010; Opatha & Teong, 

2014) 

Dimensions Elements 

1. Ethical Belief Cognitive aspects (believing in ethics or showing respect for ethics)  
2. Ethical Feelings Affective aspects (feel for ethics or being positively sensitivity for ethics) 
3. Intention to           

behave ethically 
Behavioral aspects (genuine interest to behave ethically or strong intensions to discourage unethical 
behavior)  

Source: Developed by the authors  

The Final questionnaire had 45 questions combining the three individual instruments. In addition to the 45 

questions, there were eight questions to capture demographic variables of the respondents such as gender, age, 

highest qualification, designation category etc. The final questionnaire was pre-tested and validated, prior to 

using in the primary data collection.  

4.3 Instrument Reliability and Validity 

The internal consistency of the three instruments were determined by examining the coefficient alpha values, on 

the dimensions first and then on the construct, separately (Cronbach, 1951). The instruments had high degree of 

internal consistency reliability, with Cronbach’s Alpha above 0.70 (Nunnaly, 1978). The respective alpha values 

of the individual instruments were EOHRM (27 items): 0.922; Ethical Behavior (12 items): 0.909 and Ethical 

Attitude (6 items): 0.908. In addition, a ‘scale validation’ procedure was performed through analysis of inter-item 

correlation, analysis of item-total correlations and factor analysis, to identify any weakly performing items for 

the respective instruments. Exploratory Factor Analysis (EFA) was performed to ensure uni-dimensionality of 

the instruments in order to ensure Construct Validity. Under the KMO & Barett’s Test of Sphericity, the three 

instruments had Kaiser-Meyer-Olkin (KMO) values above .5 (p>0.05), which ensured that the sample size was 

adequate to perform the Factor Analysis (William, Onsman & Brown, 2010). The results of the EFA with 

Principal Component Analysis (PCA) of the instruments revealed high factor loadings of items ranging from 

0.463 to 0.896. Further, factors together in each individual instrument explained high variances: EOHRM – 61%; 

EB – 58.95% and EA – 69.6%. This ensured that all items in the three individual instruments performed well. 

Construct Validity of the instruments were established. As there were no weakly performing items, all items in 

the final questionnaire were retained for the final data analysis.  

4.4 Data Analysis Techniques  

Statistical Package for Social Sciences (SPSS) Version 23.0 was used to analyze the 360 (65%) usable primary 

data received. According to methods suggested by Sekeran and Bougie (2016), the data received were coded and 

cleaned, before the final statistical analysis. This step was necessary to attend to any missing values and outliers 

to ensure accuracy of the conclusions drawn from the study (Sekeran & Bougie, 2016). Descriptive statistics of 

the three main variables and eight demographic variables were obtained. As the correlation tests were parametric, 
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data were tested for normality and linearity to satisfy the required conditions reasonably.  

The first three hypotheses of the study (H1, H2 and H3) were examining relationships between variables. The 

Pearson Product-Moment Correlation technique was used to test the linear relationships between the variables in 

each of these three hypotheses: H1, H2 and H3. As the formulated alternate hypotheses were directional, the 

‘one-tail’ test was performed. The fourth and final hypothesis, H4, examined the mediating effect of employee 

EA on the relationship between EOHRM and employee EB. Multiple Regression analysis and procedures 

recommended by Baron and Kenny (1986) and Frazier, Tix and Barron (2004) were used to test the mediating 

relationship in hypothesis, H4.  

5. Results 

5.1 Demographic Descriptions of the Sample 

The 360 usable responses (65%) were used in the final data analysis. Responses included 63 % male and 37 % 

female senior and middle level managers from 11 LCBs. There were 54 % senior managers and 46 % middle 

level managers. Majority of the managers (77 %) were above 40 years. Most of the managers had either 

professional qualifications (34%) or postgraduate qualification (28%), and 12% had both qualifications. Half of 

the managers (51%) had over 15 years of experience in their current banks. This included managers (25%) who 

were with their present bank for over 25 years. Majority of the respondents (62%) were from domestic private 

banks and others were from domestic State banks (38%). Majority (77 %) of the respondents were from LCBs in 

business for over 30 years. The balance 20% was from banks that had been in business for 20 – 30 years.  

5.2 Testing of Hypotheses 

The Pearson Product-Moment Correlation technique (one-tail test) was used to test the Hypotheses of H1, H2 

and H3. The regression coefficient values were examined at the significance level of p< 0.01. The individual 

statistical results of hypotheses H1, H2 and H3 are given in Table 2, Table 3 and Table 4, respectively. 

5.2.1 Hypothesis H1, Relating EOHRM to Employee EB 

Table 2. Correlation between EOHRM and employee EB 

                                                                       Employee EB 

EOHRM                     Pearson Correlation Coefficient                  0.494** 

                            Sig. (1 – tailed)                               0.000 

                            N                                          360 

Source: survey data, 2017 

Hypothesis H1 stated that ‘EOHRM is positively and significantly related to employee EB in LCBs in Sri Lanka. 

The statistical results of Pearson Product-Moment Correlation technique indicated a Correlation Coefficient 

value of 0.494** (sig. at 0.01) for this relationship (Table 2). The statistical results justified that there exists a 

positive and significant relationship between EOHRM and employee EB in LCBs in Sri Lanka. Hence, 

hypothesis H1 was substantiated. In other words, EOHRM or ethical criteria embedded HRM functions directed 

as a ‘bundle’ will positively and significantly influence employee EB in LCBs in Sri Lanka.  

5.2.2 Hypothesis H2, Relating EOHRM to Employee EA 

Table 3. Correlation between EOHRM and employee EA  

                                                                       Employee EA 

EOHRM                     Pearson Correlation Coefficient                  0.432** 
                            Sig. (1- tailed)                                0.000 
                            N                                          360 

Source: survey data, 2017 

Hypotheses H2 predicted a positive and significant relationship between EOHRM and employee EA. The results 

of Pearson Product-Moment Correlation technique indicated a Correlation Coefficient value of 0.432** (sig. at 

0.01) for the relationship between EOHRM and employee EA (Table 3). The statistical results justified that there 

exists a positive and significant relationship between EOHRM and employee EA. The hypothesis H2 was 

statistically accepted. This indicated that ethical criteria embedded HRM functions directed as a ‘bundle’ will 

positively and significantly influence employee EA in LCBs in Sri Lanka. 
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5.2.3 Hypothesis H3, Relating Employee EA to Employee EB 

Table 4. Correlation between employee EA and employee EB  

                                                                       Employee EB 

Employee EA                 Pearson Correlation Coefficient                  0.573** 

                            Sig. (1- tailed)                                0.000 

                            N                                          360 

Source: survey data, 2017 

Hypothesis H3 forecasted a positive and significant relationship between employee EA and EB. The statistical 

results of Pearson Product-Moment Correlation technique (one-tail test) reported a correlation coefficient value 

of 0.573** (sig. at 0.01) for the relationship between employee EA and EB (Table 4). Thus, the statistical results 

substantiated that a positive and significant relationship exists between employee EA and employee EB with a 99% 

confidence level. The hypothesis H3 was statistically established. 

5.2.4 Hypothesis H4, Mediating Impact of Employee EA on the Link: EOHRM and Employee EB 

The hypotheses H4 in the mediation model was tested using multiple regression technique, as recommended by 

Frazier, Tix and Barron (2004). The process had four steps: Step 1: to show that there exists a significant relation 

between predictor and outcome; Step 2: to show that the predictor is related to the mediator; Step 3: to show that 

the mediator is related to the outcome, and Step 4: to show that the strength of the relationship between predictor 

and outcome is significantly reduced when the mediator is added to the model. 

The statistical results of Step 1 indicated a regression coefficient of the effect of EOHRM (Predictor) on 

employee EB (Outcome) was 0.439 (sig. p < 0.000). The requirement in Step 1 was met. In Step 2, it was 

required to establish that EOHRM (predictor) is significantly related to the employee EA (mediator). In order to 

establish this, regressing employee EA on EOHRM was performed and the regression coefficient value for this 

relationship was 0.407** (sig. p < 0.000). The requirement for mediation in Step 2 was met. 

In order to fulfill the requirements in Step 3 and Step 4, employee EB (Outcome) was regressed concurrently on 

both employee EA (mediator) and EOHRM (Predictor). The regression coefficient value associated with the 

relationship between employee EA (mediator) and employee EB (Outcome), controlling for EOHRM (Predictor) 

was 0.540 (sig. p < 0.000). The requirement for mediation in Step 3 was met. The third regression equation also 

provided an estimate of the relation between EOHRM (Predictor) and employee EB (Outcome) while controlling 

for employee EA, the mediator. The above statistical results of the four steps are presented in Table 5. 

Table 5. Testing the mediator effect of employee EA on the relationship between EOHRM and EB 

Testing steps in the mediation model               B                        Sig.                                                        

Step 1 
Outcome: EB                                   0.439**                   0.000 
Predictor: EOHRM                                                          
Step 2 
Mediator: EA                                   0.407**                   0.000 
Predictor: EOHRM 
Step 3 
Mediator: EA                                   0.540**                   0.000 
Outcome: EB 
Step 4 
Outcome: EB (Path C’)                           0.269**                   0.000 
Mediator: EA 
Predictor: EOHRM 

**p < .001. 

Source: survey data, 2017 

According to Frazier et al. (2004), in a mediation model when path C’ is zero there is complete mediation, and 

otherwise it is a partial mediation. Path C’ is the relationship between predictor and outcome in the mediation 

model. In this study path C’ was 0.269 (sig. p < 0.000). The strength of the relationship between predictor 

(EOHRM) and outcome (employee EB) got significantly reduced, when the mediator (employee EA) was added 

to the model. Further, the statistical results indicated that the value of Path C’ is not zero but 0.269. The 

mediation effect of EA on the relationship between EOHRM and EB is thus partial. Hypothesis H4 was 

substantiated. The statistical results established that employee EA is a significant partial mediator on the 

relationship between EOHRM and employee EB in LCBs operating in Sri Lanka.  
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The statistical results substantiated the four hypotheses: H1, H2, H3 and H4. Statistical relationships among 

variables in the Conceptual Model were positive and significant at the 0.001 level, as depicted in Figure 2. Hence, 

the Conceptual Model of the study (Figure 1) has been supported. 

          Independent Variable (Predictor)                  Dependent Variable (Outcome) 

                                          

                                   (0.439**, p<.001) 

 

 

                 (0.407**, p<.001)                            (0.540**, p<.001) 

 

        

                                               Mediator 

                                       (0.269**, p<.001) 

Figure 2. Conceptual Model (mediation): statistical relationships between variables 

6. Discussion and Conclusion 

6.1 Summary of Findings 

The study developed an integrated original Conceptual Model, formulated four hypotheses (H1, H2, H3 and H4) 

on hypothetic-deductive approach, and tested empirically in the Sri Lankan banking industry, to address three 

specific research problems through three specific research objectives:  

Objective 1: To empirically investigate the relationship between EOHRM and employee EB (tested through H1). 

The statistical results indicated that EOHRM was positively and significantly related to employee EB (Table 2). 

In other words, ethical criteria embedded HRM functions directed as a ‘bundle’ positively and significantly 

influence employee EB in LCBs operating in Sri Lanka. 

Objective 2: To empirically investigate the link between EOHRM and employee EA (tested through H2). 

The EOHRM was positively and significantly related to employee EA (Table 3). Thus, ethical criteria included 

HRM functions positively and significantly influence employee EA in LCBs in Sri Lanka. 

Objective 3: To examine the mediating effect of employee EA on the link: EOHRM and employee EB (tested 

through H3 and H4). 

The employee EA was positively and significantly related to employee EB (Table 4). The statistical results of the 

mediation analysis (Table 5) revealed that employee EA significantly and partially mediated the relationship 

between EOHRM and employee EB (0.269, p<.001). Employee EA is a significant, partial mediator on the link: 

EOHRM and employee EB in Sri Lankan LCBs.  

6.2 Originality and Contribution to the Existing Literature 

In contrast to the long-established, existing focus of ethical orientation of HRM on the ‘social/wellbeing’ aspect 

of employee, this study empirically explored another facet of the ethical dimension of HRM through ethical 

orientation or HRM or EOHRM. It is a novel concept in HRM literature, yet to be exposed in 

theoretical/empirical research (De Silva & Opatha, 2015; De Silva et al, 2016). The study examined how 

EOHRM or ethical criteria embedded HRM functions directed as a ‘bundle’ would enhance employee EA and 

EB at work. The findings of the study are original. Authors bridged the knowledge gap in literature to a 

significant extent, by achieving the research objectives.  

Further, the Conceptual Model (Figure 1) is an original model that has not been formulated theoretically and 

tested empirically in previous research, definitely in the Sri Lankan and Asian literature, and perhaps globally. 

The model has its originality in explaning two important dynamics of employee EB in organizations, i.e., Ethical 

Orientation of HRM (EOHRM) and employee EA at work. In a recent case study conducted in India (Jha, et al., 

2017), the researchers suggested that “the HRS [Human Resource Systems] need to incorporate the ethical 

dimension in their processes and procedures as they shape the perception of employees about ethical standards of 

the organization" (p. 21). The present study bridged this critical knowledge gap by empirically examining how 

EOHRM would impact on ethicality of employees, towards employee EA and EB at work. Further, the authors 

bridged a vital methodological/contextual gap in literature too, by developing original, validated measurement 

EOHRM Ethical Behavior 

Ethical Attitude 
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instruments for the constructs EOHRM, employee EA and employee EB in organizations.  

6.3 Managerial Implications 

The results revealed innovative, vital managerial implications, how ethically oriented HRM functions could 

enhance ethicality within employees, towards employee EA and EB. Further, it was found that employee EA 

plays a vital role as a mediator on the relationship between EOHRM and employee EB at work. Organizations 

that wish to ensure their employees behave ethically, first need to enhance employee EA through EOHRM. This 

is possible by embedding ethical criteria into HRM functions and directing them as a ‘bundle’, instead of 

traditionally using one or two individual HRM functions in isolation, such as Induction or Training & 

Development, to inculcate ethics into employees. These are hopefully vital managerial implications for the 

Banking Sector in Sri Lanka, and perhaps globally.  

6.4 Research Limitations and Directions for Further Research 

This study was limited to the banking industry in Sri Lanka, considering the value of the study in the banking 

context in authors’ home country. Authors recommend, future local and global studies should explore ethical 

orientation of HRM or EOHRM in different study settings: different industries, different organizational settings, 

different countries, different economic systems and in different time periods of an organization’s life cycle. This 

is a cross sectional study in the time horizon, thus a longitudinal study is recommended to identify any causality 

among the constructs. Authors followed the quantitative method. Future studies may use qualitative, case study, 

mixed methods etc., to explore this novel construct: EOHRM. This study examined the influence of only one 

mediating variable, employee EA, on the relationship between EOHRM and employee EB. In future research, 

the impact of other mediating and moderating variables, such as individual and situational factors, on the above 

relationship could be examined.  
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