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Abstract: 

This study examines the effects of corporate ethics on corporate financial performance by 

focusing on internal stakeholders. I hypothesize that corporate ethics positively affects 

corporate financial performance when focusing on internal stakeholders. In order to test four 

hypotheses, data from 5719 companies in varying countries and industries is retrieved from 

the Asset4 and Worldscope database. Contrary to our expectations, the results show that 

corporate ethics does not affect financial performance when focusing on internal stakeholders. 

These findings are combined with the results of previous studies in order to formulate 

practical implications. Furthermore, based on our results and prior literature we identify 

desirable improvements in the theoretical framework, variable measurement and sample 

selection. 
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1. Introduction 

In the last decades, corporate ethics has become increasingly important (Srivastava & Pandey, 

2016). Nowadays, the interest of all stakeholders has to be taken into account in order to gain 

competitive advantages and ensure the future of the company. Based on previous studies that 

discuss corporate ethics and ethical climate, corporate ethics is defined as organizational 

members perception of ethical content in their companies procedures and practices (Barnett & 

Vaicys, 2000; Chun, 2013; Victor & Cullen, 1988). The perception of organizational members 

is indirectly affected by a company’s normative system, which include policies, procedures, 

and reward and control systems (Victor & Cullen, 1988; Wyld & Jones, 1997). In turn, the 

perception of organizational members provides an ethical standard that is used as a basis for 

decision-making regarding ethical issues (Kish-Gephart, Harrison & Treviño, 2010). 

 

Previous studies focussing on corporate ethics apply various concepts to determine the 

dimensions or components. Some studies implement existing concepts of corporate ethics 

such as the concept of Victor & Cullen (1988), while other studies apply their own concept 

based on a wide variety of previous literature (Martin & Cullen, 2006; Hosmer 1994). In 

order to overcome the problem of irregularities concerning concepts that are applied or 

created to determine the dimensions of corporate ethics, the study of Chun et al (2013) 

identifies three comprehensive dimensions of corporate ethics: external, internal and 

employee ethics. The conceptualization is based on the model of Kaptein & van Dalen (2000) 

that focuses on three domains of ethical activities: the company’s relationship with its external 

stakeholders, a company’s internal operations and the ethical conduct and morality of 

organizational members. The three dimensions focus on the aspects of consequence, context 

and conduct of corporate ethics. 

 

External ethics focuses on the effect of company’s ethical practices on external stakeholders. 

The dimension ranges from an active contribution intended to improve welfare in the society 

(Chen, Patten & Roberts, 2008) to a passive contribution in which the firm’s existence 

contributes automatically to the society (Friedman, 1970). Although the approaches vary, they 

both claim that companies contribute with voluntary ethical activities to the entire community. 

The second dimension, internal ethics, focuses on the firm as context of ethical operations 

(Chen et al., 2008). This dimension focuses to what extent a firm’s practices, such as policies, 

codes and their enforcement are committed to ethical norms imposed by the entire community 

(Weaver, Treviño, Cochran, 1999). Finally, employee ethics is focussed on the morality of 

individual employees. Employee’s moral standards are considered as corporate ethics since 

their morality can guide and affect their conduct when the firm lacks its own moral standards 

(Fritsche & Osz, 2007). 
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Many previous studies conclude an overall positive relationship between corporate ethics and 

corporate financial performance (Grisaffe & Jaramillo, 2007; Orlitzky et al., 2003; Javed et 

al., 2016; Waddock & Graves, 1997). However, the knowledge concerning mechanisms 

through which corporate ethics affect corporate financial performance is limited (Orlitzky et 

al., 2003). Although some studies focus on the effects of corporate ethics on stakeholders 

outside the organization (e.g. customers or shareholders), little is known about the effects on 

stakeholders inside the organization such as employees (Long & Driscoll, 2008; Roberts & 

Dowling, 2002; Hosmer, 1994; Hummels & Timmer, 2004). Nevertheless, when considering 

the results of a combination of prior studies, corporate ethics is expected to positively affect 

internal stakeholder’s commitment towards their firm. (Chun et al., 2013; Scott, 1995; Martin 

& Cullen, 2006). In turn, committed internal stakeholders are more likely to conduct business 

in the interest of their firm, which positively affects corporate financial performance (Chun et 

al, 2013; Angle & Perry, 1981). 

 

Firms need to invest a considerable amount of resources (e.g. labour hours or capital) in order 

to conduct business ethically (Kaptein, 2015). These resources could have been allocated 

towards other initiatives in order to increase corporate financial performance. It is therefore 

essential for managers to understand the relationship between corporate ethics and corporate 

financial performance. In this study we focus on the effect of corporate ethics on corporate 

financial performance when focussing on internal stakeholders. In accordance with this, we 

try to answer the following research question: Does corporate ethics affect financial 

performance when focussing on internal stakeholders? 

 

This study answers the question by examining the effects of four variables of corporate ethics 

that are expected to positively affect the internal stakeholder’s commitment on three different 

measures of corporate financial performance. In order to test four hypotheses using a panel 

regression, data from 5719 companies in varying countries and industries is retrieved from the 

Asset4 and Worldscope database. The outcomes of this study provide insights for financial 

management practices worldwide, since this paper examines, whether managers worldwide 

should allocate resources towards ethics initiatives focusing on internal stakeholders in order 

to improve corporate financial performance. 

 

This paper is organized into five sections, starting with the introduction. In the second section, 

previous studies that examine the relationship between corporate ethics and corporate 

financial performance are discussed. Furthermore, four hypotheses are formulated based on 

prior literature. The third section describes the obtained data and applied empirical method. In 

turn, the fourth section discusses the results of the analysis. The final section compares the 
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outcomes of this study to previous studies. Furthermore the practical implications of the 

results and the limitations of this study are discussed. 

 

2. Literature review: 

Many previous studies focus on the overall effect of corporate ethics on corporate financial 

performance (Orlitzky et al. 2003; Javed et al, 2016; Waddock & Graves, 1997). Although the 

studies apply different models to examine the relationship, most studies conclude that there is 

a positive relationship between corporate ethics and corporate financial performance. 

Furthermore, other studies have attempted to explain the relationship between corporate 

ethics and corporate financial performance by focussing explicitly on external stakeholders 

(Long & Driscoll, 2008; Roberts & Dowling, 2002; Hosmer, 1994; Hummels & Timmer, 

2004). These studies are based on the stakeholder theory of Jones (1995) and argue that a firm 

satisfies its stakeholders when it behaves in an ethical way, which in turn increases corporate 

financial performance. 

 

For instance, the study of Roberts & Dowling (2002) claims that corporate ethics increases 

firm reputation. Customers are willing to pay more for products of reputable companies and 

suppliers trust companies with good reputations more, decreasing monitoring and contracting 

cost. Therefore, the effects of corporate ethics on external stakeholders ultimately improve a 

firm’s return on assets, which reflects current corporate financial performance. Besides, Long 

& Driscoll (2008) state that ethical policies and procedures allow external stakeholders to 

gain organizational legitimacy, which promotes trust in the management of the firm. 

Managers in companies with greater extents of ethical policies and procedures are more likely 

to conduct business in the interest of all stakeholders instead of their own interest, which 

decreases monitoring cost and improves corporate financial performance. In a similar vein, 

Hosmer (1994) argues solely on theoretical basis that corporate ethics establishes 

organizational trust and commitment of external stakeholders towards a firm. The efforts of 

committed external stakeholders are more likely to be cooperative and strategically aligned 

with the interest of the firm that in turn increases corporate financial performance. Finally, 

shareholders assess companies with a high level of corporate ethics to be less risky (Hummels 

& Timmer, 2004). Companies with higher extents of ethical disclosure are observed to have 

higher levels of corporate ethics, which decreases shareholders perception of their 

investments risk. This results in cheaper financing opportunities for these firms, which 

indirectly improves corporate financial performance. 

 

Previous studies have given less attention to the effect of corporate ethics on internal 

stakeholders. According to Chun et al (2013, P.855) ‘employees are claimed to be the agents 
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who engage in corporate ethics and yield organizational performance’. Furthermore, 

employees are less likely to behave opportunistically when a firm has a high level of 

corporate ethics (Grisaffe & Jaramillo, 2007). Even though two studies attempt to examine 

the relationship between corporate ethics and corporate financial performance when focussing 

on internal stakeholders, these studies only provided limited or indirect evidence for the 

relationship (Chun et al., 2013; Grisaffe & Jaramillo, 2007). The study of Grisaffe & 

Jaramillo (2007) claims that companies with higher levels of corporate ethics provide better 

outcomes for employees such as job satisfaction and organizational commitment, which 

decreases the likelihood of opportunistic behaviour and in turn positively affects corporate 

financial performance. The paper concludes that the level of corporate ethics positively 

influences employee’s perception of corporate financial performance. However, it does not 

include objective measures of corporate financial performance. The study of Chun et al 

(2013) claims that corporate ethics increases employee’s organizational commitment, since 

employees can better identify themselves with companies that have higher ethical standards. 

Organizational committed employees act in the interest of their organization instead of their 

own which in turn increases current firm financial performance. The study finds an indirect 

relationship between corporate ethics and a firms operating return on assets, which reflects 

current corporate financial performance. However, it does not conclude a direct relationship 

and argues that a direct link might be found in more generalizable studies. Moreover, the data 

is obtained with surveys using likert scales that are influenced by cultural or individual 

response styles, which might flaw the outcomes (Smith et al., 2016). 

 

In response to previous studies, this study tries to overcome the mentioned shortcomings by 

examining the direct effects of corporate ethics on corporate financial performance using a 

generalizable dataset that includes objective, non-biased variables. Based on the institutional 

theory of Scott (1995) this paper argues that the institutional structure shapes macro outcomes 

by influencing micro events. The surrounding ethical organizational context, which can be 

understood as employee’s perception of their firm’s ethicality of rules, policies, practices and 

procedures, affects their organizational commitment (Treviño et al., 1998; Valentine & 

Barnett, 2003; Martin & Cullen, 2006). Organizationally committed employees can identify 

themselves with their firm’s goals and objectives, are willing to sacrifice their own interest for 

the interest of all stakeholders in order to attain firm’s objectives and goals, and want to 

remain an organizational member of the firm (Kelley & Dorsch, 1991; Hunt et al., 1984). 

Since these employees act in the firm’s interest instead of their own, organizational 

commitment is positively related to current corporate financial performance (Chun et al, 

2013). In addition to this, since committed employees have the intention to stay in the 

organization, we expect them to be committed to a sustainable future of their company and act 
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in accordance with this (Angle & Perry, 1981). Therefore, we expect organizational 

commitment to be positively related with future corporate financial performance. 

Furthermore, we expect that companies with organizational committed employees are less 

likely to go bankrupt, since these employees are expected to not behave opportunistically 

(Grisaffe & Jaramillo, 2007). Hence, the effects of corporate ethics on internal stakeholders 

are important when determining financial performance. As a result, we try to answer the 

following research question: Does corporate ethics affect financial performance when 

focussing on internal stakeholders? 

 

Many previous studies that examine the factors influencing ethical decision-making claim that 

ethical behavior of employees, which can be defined as acting in the interest of the firm 

instead of their own, is affected by their individual traits and contextual factors. (Bagdasarov 

et al. 2016; Treviño et al. 1998; Bass et al. 1999; Vardi, 2001; Tenbrunsel, 1999; Brass et al, 

1998). Examples of individual traits of employees are age and cognitive moral development, 

whereas examples of contextual factors are firm’s rules, codes, reward systems and their 

practices. Even though individual traits of employee’s are essential, this study focuses on 

contextual factors which are important from a practical point of view since managers can 

better control these factors than individual traits (Treviño et al, 1998). In accordance with this, 

our study focuses on the internal and external dimension of corporate ethics. Although 

internal ethics directly affects ethical behaviour by codes, rules and their enforcement, 

external ethics is important since the relationship with external stakeholders (e.g. reputation) 

indirectly affects employee ethical behaviour (Somers, 2001; Schwepker, 2001; Lee et al, 

2013; Roberts & Dowling, 2002). 

 

The contextual aspects perceived by organizational members can be characterized by two 

factors: ethical climate and ethical culture (Treviño & Weaver, 2003, Kaptein, 2008). Ethical 

climate refers to the characteristics of the organization that determine what embodies ethical 

conduct, known as the organizational values (Kaptein, 2008; Treviño et al, 1998; Victor & 

Cullen, 1988). Ethical culture refers to the organizational means that encourage ethical 

behavior, such as firm’s rules, codes, rewards and their practices (Kaptein, 2008; Treviño et 

al, 1998; Brass, 1998; Lee et al, 2013). A previous study claims that the contrasts between 

both factors can be explained by differences in methodology, perspectives and theoretical 

origin instead of differences of substance (Denison, 1996). According to Victor and Cullen 

(1988, p.104) ‘ethical climate is an instrument to tap, through the perception of organizational 

participants, the ethical dimensions of ethical culture’. This is consistent with the study of 

Collier (1998) who claims that ethical climate may be described as a component of ethical 

culture. Ethical climate, known as organizational values, affects employee’s attitudes that 
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ultimately influence their ethical behaviour (Gaertner, 1991; Treviño et al, 1998). In contrast, 

ethical culture comprises informal and formal control mechanisms that have a stronger 

connection to ethical employee behaviour. Since ethical climate is claimed to be a part or 

derived from ethical culture and the last mentioned factor is the strongest related to ethical 

behaviour, this study focuses on the overarching concept of ethical culture to represent 

corporate ethics. 

 

In the previous paragraph, ethical culture is referred to as the organizational means that 

encourage ethical behaviour (Kaptein, 2008). A company’s code of conduct is an effort to 

communicate standards and expectations regarding ethical business conduct (McCabe et al, 

1996). The study of Martin & Cullen (2006) claims that rules and codes (e.g. code of conduct) 

specify ethical decisions and actions. When companies have more ethical rules and codes, 

employees and companies perceptions of fairness are more aligned which increases 

employees identification with their firm, ultimately increasing their commitment towards the 

company (Chun et al, 2013; Somers, 2001; Rupp, Ganapathi, Aguilera, & Williams, 2006). 

Since these employees act in the interest of the organization instead of their own, 

organizational commitment is positively related to current and future financial performance of 

the company (Chun et al; 2013; Angle & Perry, 1981). In addition to this, we expect that 

companies with organizational committed employees are less likely to go bankrupt, since 

these employees are expected to not behave opportunistically (Grisaffe & Jaramillo, 2007). 

Aligned with our expectations, the following hypotheses are tested: 

Hypothesis 1A: Companies with more ethical codes and rules have the same corporate 

financial performance as firms with less ethical codes and rules. 

Hypothesis 1B: Companies with more ethical codes and rules have a higher corporate 

financial performance than firms with less ethical codes and rules. 

 

Another important factor that affects ethical behaviour is CSR disclosure (Ramasamy, 2004; 

Lee et al, 2013; Roberts & Dowling, 2002; Chun et al, 2013). The presence of CSR disclosure 

increases employee’s awareness regarding their firms CSR conduct, which in turn positively 

affects their perception concerning their firms CSR activities. (Ramasamy, 2004). Employees 

with a positive perception concerning their firms CSR activities enhance their view of their 

firm’s reputation under external stakeholders (Lee et al, 2013). Organizational members are, 

as a result of pride in being a part of the organization, more willing to identify themselves 

with an organization that has a good reputation (Roberts & Dowling, 2002; Lee et al, 2013). 

Employee’s identification with the organization leads them to commit to the organization (Lee 

et al, 2013; Chun et al, 2013). Since organizational committed employees act in the interest of 
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the firm instead of their own, organizational commitment is positively related to current and 

future corporate financial performance of the company (Lee et al, 2013; Chun et al, 2013; 

Angle & Perry, 1981). In addition to this, we expect that companies with committed 

employees are less likely to go bankrupt, since these employees are not expected to act solely 

in their own interest. Therefore, we claim that employee’s positive perception concerning 

their firms CSR activities is positively related to corporate financial performance. In 

accordance with this, we formulated the following hypotheses: 

 

Hypothesis 2A: Employees positive perception concerning their firms CSR activities does not 

affect corporate financial performance.  

Hypothesis 2B: Employees positive perception concerning their firms CSR activities 

positively affects corporate financial performance 

 

In contrast with the previous discussed study of Somers (2001), the study of Garvey et al 

(2016) concludes that companies with the widest range of social policies are more likely to 

experience ethical controversies. Another study claims that the enforcement of codes is 

essential (Collier & Esteban, 2007). This is in line with the study of Treviño et al (1998), who 

claims that ethical behaviour is higher in firms where ethical conduct is rewarded and 

unethical conduct is punished. The study of Schwepker (2001) concludes that enforcing 

ethical standards will increase organizational committed behaviour of employees. Since 

organizational committed employees act in the interest of their company instead of their own, 

organizational commitment is positively related to current and future financial performance of 

the company (Chun, 2013; Angle & Perry, 1981). Besides, this study expects that firms with 

organizational committed employees are less likely to go bankrupt since these employees are 

expected to not behave opportunistically (Grisaffe & Jaramillo, 2007). Therefore we expect a 

positive relationship between the enforcement of ethical standards and corporate financial 

performance. In accordance with this, the following hypotheses are tested: 

 

Hypothesis 3A: The enforcement of ethical standards does not affect corporate financial 

performance. 

Hypothesis 3B: The enforcement of ethical standards positively affects corporate financial 

performance. 

 

In addition to ethical codes and the enforcement of these ethical codes, their minimum 

intended result, compliance with minimum ethical standards, can also be claimed to 

encourage ethical behaviour. (Brass et al., 1998; Roberts & Dowling, 2002; Lee et al., 2013).  
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Employees that perceive their company complies with minimum ethical standards set by the 

law enhance their view of their firm’s reputation under external stakeholders (Brass et al, 

1998; Lee et al, 2013). In turn, as a result of pride in being an organizational member, 

employees can better identify themselves with firms that have better reputations (Lee et al, 

2013). Employee’s identification with the organization leads them to behave committed to the 

interest of their firm instead of their own, which positively affects the current and future 

financial performance of the company (Lee et al, 2013; Chun et al, 2013; Angle & Perry, 

1981). Besides, this study expects that companies with committed employees are less likely to 

go bankrupt, since these employees act in the interest of their firm instead of their own. 

Therefore, we claim that the extent to which firms comply with minimum ethical standards is 

positively related to corporate financial performance. In line with this, the following 

hypotheses are formulated: 

 

Hypothesis 4A: The extent to which employees perceive that their organization complies with 

ethical minimum standards is not related to corporate financial performance. 

Hypothesis 4B: The extent to which employees perceive that their organization complies with 

ethical minimum standards is positively related to corporate financial performance 

 

The study of Chun et al (2013), which examines the relationship between corporate ethics and 

corporate financial performance focusing on internal stakeholders, finds solely an indirect 

relationship. Their paper expects that generalizable studies, which examine data of companies 

in a broader range of countries and years, will find a direct relationship. In addition to this, 

Chun et al (2013) measures corporate ethics based on survey data using a likert scale. Smith 

et al (2016) provides evidence that the validity of surveys using likert scales is affected by 

individual and cultural response styles. Since the study of Chun et al (2013) does not control 

for these effects, their measure of corporate ethics might be biased. Besides, Grisaffe and 

Jaramillo (2007) claim that higher levels of corporate ethics increase organizational members 

perception of corporate financial performance. However, their study does not examine the 

effects of corporate ethics on objective measures of corporate financial performance. In 

addition to this, as can be observed in table one, most previous studies that examined the 

relationship between corporate ethics and financial performance have relatively small data 

samples and are based on observations in one country. This decreases the generalizability of 

the results of these studies, since relationships found in small samples cannot be applied in 

general (Elsayed & Paton, 2005). Furthermore, previous studies inconsistently measure the 

variables examined and do not consistently control for external effects. Lastly, one study is 

solely based on theoretical explanation and lacks empirical underpinning (Hosmer, 1994). 
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This study contributes to existing literature by empirically testing the direct effects of 

corporate ethics on corporate financial performance when focusing on internal stakeholders. 

This relationship is examined by analysing a generalizable data sample of 5719 companies in 

a wide array of industries and countries. In addition to this, the measures used are non-

perceptive which overcomes the problem of biased variables. Furthermore, the study controls 

for most external effects applied in prior studies that examined the relationship. Lastly, this 

study is based on various measures of corporate ethics and financial performance measured 

from the year 2012 till 2014, to be able to make a comprehensive conclusion regarding the 

relationship examined. The examined relationship is important since the considerable amount 

of resources (e.g. labour hours or capital) invested in means to encourage ethical conduct 

could also have been allocated towards other initiatives in order to increase corporate 

financial performance (Kaptein, 2005). It is therefore essential for managers, whose 

performance is usually assessed in accordance with corporate financial performance, to 

understand the relationship examined. 
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Table 1: Overview previous studies 

 Author Year  Countries: Sector Period Size 
Dependent Vari-

able:  Independent variable:  Control Variable Method Sign: Coefficient Value P-value 
  

 Javed et al. 2016 Worldwide 

Broad 

range of 

Industries 

Studies 

selected 
regardless 

of year 

33 studies 

CFP: accounting 

based, market 
based and percep-

tual variables 

Corporate ethics: CSP  

rating and indices, disclo-
sure & perceptual 

measures 

Size, risk, industry, and 
R&D 

Meta-

analysis. 

Systematic 
review (SR) 

as a research 

method 

+ 
57% positive, 7% negative, 10% no relationship 

& 25% mixed relationship. 

  

 
Orlitzky et 

al. 
2003 Worldwide 

Broad 

range of 

Industries 

1973 - 
2003 

52 studies > 

33,878 obser-

vations 

CFP: accounting 

based, market 
based and percep-

tual variables 

Corporate ethics: CSP 

focussed on corporate 
virtue: Disclosure, Reputa-

tion Indexes, Social audits 

N.A. 
Meta-

analysis 
+ CSP > CFP (Correlation of 0.36) 

  

 
Waddock 

& Graves. 
1997 U.S. 

Broad 
range of 

Industries 

1989-1991 
469 compa-

nies 

 

CFP: accounting 

variables (ROA, 
ROE & ROS) 

CSP: Created index of 

CSP based on the eight 

corporate social perfor-
mance attributes. 

Size, risk, and industry 
Regression 

analysis 
+ 

ROA: 0.024 ROE: 0.081. 

ROS: 0.021 

ROA p<.0l.  
ROE: not signifi-

cant ROS p<.05. 

 

 

   

    

 Hosmer 1994 U.S. N.A. N.A. N.A. 
CFP: (competitive 

& economic 

success) 

Ten ethical principles 
based on prior studies 

N.A. 
Systematic 

review 
+ 

Ethical principles > distribution of benefits and 
the allocation of harm > Trust > commitment 

future firm > competitive and economic success 

  

 
Hummels 
& Tim-

mer. 
2004 Worldwid 

Three 
different 

industries 

2001 3 companies CFP assesment Social, ethical and envi-

ronmental disclosure N.A N.A + Disclosure affects CFP assessment 

  

 
Long & 
Driscoll. 

2008 
Atlantic 
Canada 

Broad 

range of 

Industries 

2005 7 companies 

Moral legitimacy, 

cognitive legitima-

cy, strategic legit-
imacy > future 

financial perfor-

mance 

Content Code of Ethics. N.A. 
Content 
analysis + 

Code of ethics > strategic legitimacy > future 
financial performance 

  

 
Roberts & 

Dowling 
2002 Worldwide 

Broad 

range of 
Industries 

1984-1998 
1341 observa-

tions 

CFP: Accounting 

based variable 
(ROA) 

Residual reputation (repu-

tation caused by ethical 
behaviour) 

Size, market to book 
Regression 

analysis 
+ Reputation > CFP: 0.86 p < 0.01 

 Chun et al. 2013 Korea 
Broad 

range of 

Industries 

2008 
3821 inter-

views 

CFP: Accounting 

based (operating 

profit / total asset). 
Similar to ROA 

Corporate Ethics: Percep-
tual variable based on 

interviews. 

Firm size, firm financial 

structures and slack re-

sources, industry, innova-
tiveness, efficiency 

Confirmatory 
factor analy-

sis 
+ 

Internal ethics > organi-
zational commitment 

(0.61) 
Organizational commit-

ment > OCBi; (0.72) 
OCB > CFP (0.30) 

p < 0.01 
p < 0.001 

p < 0.01 
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Author Year  Countries: Sector Period Size Dependent Vari-

able:  Independent variable:   Control Variable Method Sign: Coefficient Value P-value 
  

 
Grisaffe & 
Jaramillo. 

2007 U.S. 

Broad 

range of 

Industries 

N.A. One 

point in 

time 

246 compa-
nies 

CFP: perceptual 
variable 

Ethics: 1. code of ethics, 2. 

enforcement of compli-
ance, 3. how the organiza-

tion makes trade-offs of 

profit seeking versus 
ethics/compliance 4. 

whether the organization 

operates by higher stand-
ards than policies and laws 

require. 

N.A. 

Guttman 

Scalogram 

analysis 

+ 
Provides evidence for previously theorized 

benefits of operating at higher ethical levels. 

  

 
Garvey et 

al. 
2016 Worldwide 

Broad 
range of 

industries 

2002 - 

2014 

4000 compa-

nies 
Amount of ethical 

controversies 
Amount of ESG policies Size, industry, country 

OLS, Multi-
variable logit 

model 

+ 

OLS: Amount of policies > amount 
of controversies (0.0047) 

Logit: Amount of controversies > 

amount of policies (0.238) 
Amount of policies > amount con-

troversies (0.362) 

p = 0.002 
 

 

p = 0.000 
 

p = 0.000 

  

 Lee et al. 2013 Korea 
Broad 

range of 

industries 

N.A 
 (1 point 

in time) 

168 question-
naires 

(7 Firms)  

Perceived CFP CSR perceptive variable N.A. 
Confirmato-

ry factor 

analysis 
+ 

CSR > employee attachment 
(0.77) 

Employee attachment > CFP 

(0.22) 
CSR > CFP (0.62) 

 

p < 0.05 
 

p < 0.05 

 
 p < 0.05 

 

  

 
Collier & 
Esteban 

2007 U.S N.A. N.A. N.A. 
Corporate social 

responsibility 

Ethical mission statements, 

ethical codes, organiza-
tional ethical val-

ues/culture      

N.A. 
Systematic 

review 
 

It is not enough to have ethical mission state-

ments and ethical codes, ethical values have to 
be embedded in the organization and ethical 

conduct has to be enforced 

  

 Schwepker 2001 

Southern 

region of 

U.S  

One indus-
try 

N.A. One 

point in 

time 

152 question-
naire 

Organizational 
commitment  

(9 questions): 

perceptual meas-
ure. 

Ethical climate: presence 

of ethical codes of  rules 
and their enforcement (7 

questions) 

Gender, Marital status, 

Age, Education, Income, 

Experience, Pay method 

Regression 
analysis 

+ Ethical climate > commitment (0.15)   p < 0.05 

  

 

 

Somers et 

al. 
2001 U.S 

Broad 

range of 
Industries 

N.A. 613 surveys  

Perception of 

organizational 
commitment 

Codes of conduct: percep-
tual measure 
(4 questions)  

 

N.A. MANOVA + 

Significant difference between 

groups in organizations with and 

without ethical codes of conduct 
(3.89) 

 

p < 0.05 

  

 
Angle & 

Perry 
1981 U.S 

Single 
sector 

N.A. One 

point in 

time 

24 organiza-
tions 

Organizational 

effectiveness: 

perceptual 

measures and 
accounting based 

measures of effi-

ciency and finan-
cial performance 

Organizational commit-

ment.  
Perceptive measure.  

(15 questions) 

N.A 
Factor 

analysis 
+ 

Organizational commitment is significantly 

related to a wide array of perceptive and ac-
counting based measures of efficiency and 

financial performance 
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3. Method and Data: 

 

Method: 

In order to determine the effects of corporate ethics on financial performance, this study 

conducts several panel regressions with varying variables for corporate ethics and corporate 

financial performance. Prior to the regression, the data has been skimmed at the highest and 

lowest 0.5% in order to decrease the impact of potential spurious outliers on our analysis. 

Moreover, the data has been tested for heteroscedastisitcy and autocorrelation. In accordance 

with these tests, the regression analysis has been corrected. Besides, for every regression a 

Haussmann test has been conducted in order to determine whether a random or fixed effects 

model should be applied.  The regression model can be described by the following formula: 

 

CFPi,t = αi  + βETI, i * ETIt + βsize, i * Sizet + βFS, i * FSt + βage, i * Aget + βr&D, i * R&Dt  + εit 

 

In this formula, CFP represents either a variable that measures current corporate financial 

performance, future corporate financial performance or a company’s financial risk. The 

variable ETI represents one of the measures for corporate ethics presented in the next 

paragraph. Besides, size stands for the logarithm of the size of the specific company, FS 

stands for the leverage of the company, age stands for the age of the company and R&D 

stands for the logarithm of R&D expenditures of the company. Next to the controlling 

variables, depending on the regression, fixed effects have been included for years, industries 

and/or countries. The exact descriptions and measures of these variables are discussed in the 

remainder of this chapter. 

 

Measure of variables: 

 

Corporate ethics: 

The study of Martin & Cullen (2006) claims that rules and codes (e.g. code of conduct) 

specify ethical decisions and actions. More ethical codes of conduct promote employee’s 

organizational commitment, which in turn improves corporate financial performance (Somers, 

2001; Chun et al, 2013; Angle & Perry, 1981). Therefore, companies with more ethical codes 

of conduct are expected to have higher financial performance. In this study we obtained a 

variable (ETI1) from the asset4 database to determine the level of ethics in a company’s code 

of conduct. The variable assesses, based on the content of a companies code of conduct, 

whether it describes that it aims to maintain the highest level of corporate ethics. 
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The study of Ramasamy (2004) claims that employee’s perceptions of their firms CSR 

activities are initially based on the presence of CSR disclosure. In accordance with this, the 

presence of CSR disclosure is measured with a variable (ETI2) that determines whether a 

company has published a separate sustainability report or has a section in its annual report on 

sustainability. Besides, the level of ethical enforcement within a company is measured with a 

variable (ETI3) that determines whether the company has an ESG related compensation 

policy. ESG measures the sustainability and ethical impact of a company. This means that in 

the case of ESG related compensation; managers are compensated in accordance with the 

ethical impact of their behaviour on all stakeholders. Manager’s behaviours and decisions are 

claimed to shape the behaviour of all employees (Treviño et al. 1998). The aggregated ethical 

behaviour of all employees represents the ethical conduct of the entire company. Therefore, 

this study argues that ESG compensation is expected to enforce ethical standards through the 

entire firm. 

 

The perceived extent to which an organization complies with ethical minimum standards is 

positively related to the extent that employees can identify themselves with their organization, 

which in turn positively affects their commitment towards the firm and ultimately increases 

corporate financial performance (Brass et al, 1998; Lee et al, 2013; Roberts & Dowling, 2002; 

Chun et al, 2013; Angle & Perry, 1981). In order to measure the organizational member’s 

perception, we obtained a variable (ETI4) from the asset4 database that measures the real and 

expected costs of unethical business conduct and translates this into a score that represents the 

extent of ethical compliance. Next to the presence of ethical controversies, this variable also 

measures their magnitude. It is likely that the magnitude of unethical conduct is positively 

related to media coverage, which in turn influences organizational member’s perception of 

their firm’s ethical compliance (Weaver, Treviño & Cochran, 1999). 

 

Corporate financial performance: 

This study conducts panel regressions on three different variables of corporate financial 

performance in order to make solid conclusions regarding the relationship examined. The first 

measure, which represents current financial performance, divides operating income by total 

assets and is comparable to ROA, which divides net income by total assets. In this study, 

operating income is chosen since this measure reflects the surplus after expenses that can be 

controlled by the manager (Koys, 2001). In this way the measure reflects corporate financial 

performance better than traditional ROA measures do (Bunderson & Sutcliffe, 2003). The 

second corporate financial performance variable included in this study is Tobin’s Q. This 

variable is claimed to be a more forward-looking and less susceptible measure of corporate 

financial performance (Wernerfelt & Montgomery, 1988). The variable has been measured 
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utilizing the following formula: (Equity Market value + liabilities market value)/ (equity book 

value + liabilities book value). Finally, the Altman Z-score, which is claimed to reflect a 

company’s financial health in terms of credit risk, is included in our study (Altman, 1968). 

Since most companies in our data sample are conducting business in non-manufacturing 

industries, we obtained the Altman z-score for non-manufacturing firms, that was obtained 

using the formula: ‘3.25 + 6.56*(Working capital / total assets) + 3.26*(Retained earnings / 

total assets)+ 6.72*(EBIT/Total assets) + 1.05*(Market value of equity/Total liabilities)’, 

directly from the Worldscope database through Reuters Eikon (Altman, 1983 p. 124). Even 

though Altman Z is a measure of bankruptcy risk, the variable reflects corporate financial 

performance since it is based on ratio’s that identify companies possible weaknesses that 

might cause lower financial performance or even financial distress in the future and translates 

this weaknesses to a score (Nair, 2013; Ilahi et al, 2015) 

 

Control variables: 

Previous studies conclude that empirical analysis might be flawed when the regression model 

does not include the effects of company risk, size, age and R&D expenditures (Hossain & 

Nguyen, 2016; Subramaniam & Youndt, 2005; Ghafoorifard et al., 2014; McWilliams and 

Siegel 2001). This study measures company risk by determining the firm’s leverage. 

Company size is measured by the number of employees and age is determined by the date of 

incorporation. Besides, R&D expenditures are directly obtained from the Worldscope 

database. Firm size and R&D expenditure variables are computed by taking the logarithm of 

the obtained measure since the same amount of increase or decrease could have a greater 

impact for small companies or companies with low R&D expenditures (Subramaniam & 

Youndt, 2005). Finally, ISO country and SIC industry codes are obtained for accounting for 

industry and country fixed effects. An overview of all variables and their codes is shown in 

table 2. 
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  Table 2: Variables description and codes 

Variables Description Code 

ETI 1 
 Determines whether the company describes to maintain the 

highest level of corporate ethics in its code of conduct. 
SOCOSP0069 

ETI2 

Determines whether the company has  

published a separate sustainability report or has a section  

in its annual report on sustainability. 

CGVSDP026 

ETI3 
Determines whether the company has an ESG related com-

pensation policy. 
CGCPDP0013 

ETI4 
Determines real and expected costs for unethical business 

conduct and translates this into a score. 
SOC0011S 

ROA Current corporate financial performance WC01250 / WC02999 

Tobin’s Q 
Forward-looking and less susceptible measure  

of corporate financial performance 

(WC08001 + WC03351) / 

(WC03501 + WC03351) 

Non-manufacturing 

Altman Z-score 

Identifies companies possible weaknesses that might cause 

lower financial performance or even financial 

 distress in the future 

Obtained through  

Reuters Eikon 

Leverage Company risk is determined by the firm’s leverage. WC08221 

Size Logarithm of the number of employees in the company. WC07011 

Age Determined by date of incorporation WC18273 

R&D Logarithm of R&D expenditure  WC01201 

Industry  SIC industry codes. WC07021 

Country  ISO country codes. GGISO 

 

 

Data collection and descriptive statistics: 

This study has obtained all data from the Worldscope and Asset4 database through Reuters 

DataStream and Eikon. Initially, all ETI variables are retrieved from the Asset4 database for a 

large set of companies in various countries and industries (Asset4 Full universe). Thereafter, 

the remaining variables in our sample are obtained from the Worldscope database. Our sample 

contains data of 5719 companies in the years 2012-2014 leading to a maximum of 17157 

possible observations over 3 years. However, since not all data is available, our sample 

contains fewer observations for all variables and is unbalanced. All obtained variables have 

been skimmed at the highest and lowest 0.5%, resulting in the number of observations per 

variable denoted in Table 3. In addition to this, table 3 provides other descriptive statistics and 
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a correlation matrix of all variables included in this study. At first, ETI 1 has a value of 1 

when a company’s code of conduct describes that it aims to maintain the highest level of 

corporate ethics, while the variable has a value of 0 when it does not. Second, ETI 2 has a 

value of 1 when it has published a separate sustainability report or has a section in its annual 

report on sustainability, while ETI 2 is 0 when it has not. Third, ETI 3 has a value of 1 when it 

has an ESG related compensation policy and is 0 when it has not. Lastly, ETI 4 has a value of 

1 when the current and expected costs of unethical conduct are in the highest 50% of the 

observations, whereas ETI 4 has a value of 0 when these costs are in the lowest 50% of the 

observations. In the correlation matrix it can be observed that ROA and Tobin’s Q correlate 

significantly higher with each other than with other variables. This is consistent with previous 

studies that claim current performance is related to future performance, due to reputational 

effects (Roberts & Dowling, 2002). In addition to this, the ETI variables do not show high 

inter correlations which means that they seem to measure different aspects of corporate ethics. 

 

This study examines the effects of various variables that are claimed to reflect corporate 

ethics and affect internal stakeholders on various corporate financial performance measures in 

order to be able to make a comprehensive conclusion of the relationship examined. In 

addition to this, our models include a set of other variables in order to control for effects of 

risk, size, R&D expenses and company age. The data sample of this study contains 

observations of many companies in different countries and industries over several years, 

which allows us to generalize the results of our analysis. Moreover, since this study applies a 

panel regression, empirical inferences concerning the relationship examined can be made. 
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Table 3:  

Descriptive Statistics and Correlation matrix 

Variables N Mean SD Minimum Maximum 1 2 3 4 5 6 7 8 9 10 11 

1. ROA 15196 0.0683 0.08415 -0.4580 0.4716 1 

          

2. Tobins Q 14625 1.7284 1.2278 0.4954 10.6321 0.2502 1 

         

3. Altman Z 8485 6.3906 9.4126 -6.6748 130.4012 0.0230 0.0012 1 

        

4. ETI 1 12769 0.7428 0.4371 0 1 -0.0631 0.0617 0.0489 1 

       

5. ETI 2 12769 0.5780 0.4939 0 1 -0.0472 0.0200 -0.0146 0.1138 1 

      

6. ETI 3 12769 0.2771 0.4476 0 1 -0.0909 -0.0105 0.0588 0.1736 0.1173 1 

     

7. ETI 4 12769 0.9254 0.2626 0 1 0.0725 0.0408 -0.0890 -0.1212 -0.1356 -0.1327 1 

    

8. Leverage 15184 0.9707 1.7248 -10.3308 18.6913 -0.1394 -0.1883 -0.0413 -0.0177 -0.0316 -0.0058 -0.1623 1 

   

9. Size 12273 8.8156 1.7761 2.9444 12.8170 0.1419 -0.1511 -0.0156 -0.1042 -0.0476 -0.0351 0.0272 0.1117 1 

  

10. Age 10125 35.918 31.2535 0 206 -0.0501 -0.0105 -0.1313 -0.0718 0.0558 0.0288 0.0427 -0.0102 0.0123 1 

 

11. R&D 5760 11.3171 4.5868 0 20.0346 -0.0945 -0.0407 0.0056 0.0037 0.0458 0.0083 -0.0581 0.0715 0.1138 0.0475 1 
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4. Results and Discussion: 

The results of the panel regressions are shown in table 4 to 7. In every table, the first panel 

represents the models that include R&D expenses. Models that exclude R&D expenditures are 

based on a sample that contains more observations and companies in a more diversified range 

of industries, which improves the generalizability of the results. Therefore, the second panel 

in every table shows the outcomes of the models where R&D expenses are excluded. In table 

4 to 7, all models results when accounting for industries effects, countries effects or both are 

shown. The outcomes of models that exclude ETI variables are not significantly different 

from models that include these variables. Therefore only the adjusted R-squared values of 

these models are represented in the tables. 

 

The models that test the effects on Altman Z for non- manufacturing companies have fewer 

observations than the other models, since this variable can only be applied to companies in 

non-manufacturing industries. In most regressions, the F-tests are significant at p < 0.05 and 

therewith reject the hypothesis that these models do not provide a better fit than the intercept 

only model. Some exceptions are the models where the effects of ETI 1, ETI 2 or ETI 3 are 

tested on Altman Z while including all control variables (R&D expenditures included). The F-

tests of the models including ETI 1 or ETI 2 are not significant, while the F-test in the model 

including ETI 3 rejects the null hypothesis at p < 0.10. In general, the outcomes show low 

adjusted R-squared values. However, there can still be made inferences about the single 

predictors of corporate ethics. Therefore, their outcomes will be discussed in the remainder of 

this chapter. 

 

Code of conduct: 

The outcomes of the panel regressions concerning ETI 1 are shown in table 4.1 and 4.2. In the 

models where R&D expenses are included, the regressions focussing on ROA and Altman Z 

show higher adjusted R-squared values when ETI 1 is excluded, while the opposite holds for 

models that focus on Tobin’s Q. However, in the models where R&D expenses are excluded, 

the adjusted R-squared values decrease for all regressions when ETI 1 is removed. In all 

models ETI 1 is not significant at P < 0.05, which implies that ETI 1 does not affect ROA, 

Tobin’s Q and Altman Z. Therefore we cannot reject the hypothesis 1A and conclude, contrary 

to our expectations, that companies with more ethical codes and rules have the same corporate 

financial performance as firms with less ethical codes and rules. 

 

The differences between our expectations and our results can be explained by the fact that our 

expectations are based on studies that applied other measures in order to determine the extent 

of corporate ethics present in company’s codes and rules (Chun et al, 2013; Somers, 2001). 
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Moreover, most studies that form a basis for our expectations are based on samples consisting 

of observations in one country at one specific point in time, which decreases the 

generalizability of their results. In addition to this, the outcomes might differ from our 

expectations since our study conducts panel regressions whereas the studies that served as 

basis for our expectations applied different methods. Finally, when specifically looking at the 

models that focus on Tobin’s Q and Altman Z, the differences in our expectations and our 

results might be explained by the fact that the studies based on our expectations applied other 

measures for respectively future financial performance and company risk. 

 

CSR reports: 

The results of the panel regression analyses concerning ETI 2 are shown in table 5.1 and 5.2. 

In comparison to the effects of removing ETI 1 on the R-squared values in the previous 

discussed models, these models R-squared values increase or decrease in a similar pattern 

when removing ETI 2. The results in table 5.1 and 5.2 show that ETI 2 is not significant at p < 

0.05 in any model, which means that ETI 2 does not affect ROA, Tobin’s Q and Altman Z. 

Based on these outcomes hypothesis 2A cannot be rejected. Therefore we conclude, contrary 

to our expectations, that employees positive perception concerning their firms CSR activities 

does not affect corporate financial performance.  

 

The distinction between our expectations and our results can be explained by the fact that our 

expectations are based on a study that measures employee’s CSR perception with a 

questionnaire using a likert scale whereas this study uses the presence of published CSR 

disclosures as a measure (Lee et al, 2013). Besides, most studies are based on a sample of 

observations in one country at a specific point in time what might decrease the 

generalizability of the results of these studies. Moreover, differences between our results and 

our expectations might be explained by the fact that the studies use confirmatory factor 

analyses to analyse their sample whereas this study conducted a panel regression. Finally, 

when focussing specifically on the model of Altman Z, our outcomes might differ from our 

expectations since our expectations of risk had only a theoretical foundation. 

 

Enforcement of ethical standards: 

The outcomes of the panel regressions concerning ETI 3 are shown in table 6.1 and 6.2. Most 

models show a lower adjusted R-squared value when ETI 3 is excluded in the analysis. The 

regressions that focus on Tobin’s Q and Altman Z show that ETI 3 is not significant at p < 

0.05. In addition to this, ETI 3 is not significant at p < 0.05 in the models that do not include 

R&D and focus on ROA. However, the models that include R&D expenditures and focus on 

ROA show that ETI 3 is significant. In these models, the enforcement of ethical standards is 
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estimated to have a small negative impact on ROA (approximately -0.08%). The sample that 

has been used in order to test the models that include R&D expenses and focus on ROA 

consists mostly of companies in the manufacturing industry, where the sample that excludes 

R&D expenses and focuses on ROA consists of companies from a broad range of industries. 

In the manufacturing industry, R&D is essential to remain competitive (Chen et al, 2016). 

R&D performance increases when employees are empowered and their empowerment might 

be more restricted by the enforcement of codes and rules (Zhang & Bartol, 2010). Therefore, 

the negative effect of the enforcement of codes on employee’s empowerment might outweigh 

the positive effects of enforcement of codes on employee’s commitment when specifically 

focussing on companies in the manufacturing industry. Based on these outcomes, we cannot 

reject the hypothesis 3A. We conclude, contrary to our expectations, that in general the 

enforcement of ethical standards does not affect financial performance. 

 

Our results might differ from our expectation since the claim that ethical enforcement is 

positively related to organizational commitment is based on a sample consisting of 

questionnaires in one country and industry at one specific point in time (Schwepker, 2001). In 

addition to this, the difference between our expectations and our results might be explained by 

the fact that the methods used in the studies that form the basis of our expectations are 

different from the applied method in this study. Finally, when specifically looking at the 

models that focus on Tobin’s Q and Altman Z, the differences in our expectations and our 

results might be explained by the fact that the studies based on our expectations applied other 

measures for respectively future financial performance and company risk. 

 

Ethical compliance: 

The results of the panel regression analyses concerning ETI 4 are shown in table 7.1 and 7.2. 

Most models show a decrease in the R-squared value when ETI 4 is excluded. Some 

exceptions are the models that include R&D expenses and focus on ROA. These models show 

an increase in the adjusted R-square value when ETI 4 is excluded. The regressions focussing 

on ROA and Tobin’s Q show that ETI 4 is not significant at p < 0.05. In addition to this, the 

models that do not include R&D expenses and focus on Altman Z show that ETI 4 is not 

significant at p < 0.05. However, the regressions that include R&D expenses and focus on 

Altman Z show that ETI 4 is significant. When employees perceive that firms have a low 

level of ethical compliance, this negatively affects the Altman Z score (approximately -4.2). 

This result is in line with our expectations since this outcome shows that lower ethical 

compliance perceived by employees increases a firm’s risk of bankruptcy. However, since 

most models do not find significant results for ETI 4, we cannot reject the hypothesis 4A and 
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conclude that the extent to which employees perceive that their organization complies with 

ethical minimum standards is not related to corporate financial performance. 

 

Our results might differ from our expectations since the claim that unethical conduct 

decreases a firm’s reputation lacks empirical foundation (Brass et al, 1998). In addition to 

this, our results might differ from our expectations since the claim that employees can identify 

themselves better with companies with better reputations is based on a small sample of 

observations in one country at a specific point in time, which might decrease the 

generalizability of the results of these studies (Lee et al, 2013). Moreover, the methods used 

in all the studies used as basis for our expectations differ from the method used in this study. 

Finally, when focussing specifically on the model of Altman Z, our outcomes might differ 

from our expectations since our expectations of risk have only a theoretical foundation. 

 

Control variables: 

Previous studies claim that leverage decreases ROA and the Altman Z-score (Waddock & 

Graves, 1997; Altman, 1968). The results of our analysis are consistent with prior literature 

and show that leverage is negatively related to ROA and the Altman Z-score. However, 

leverage is in many models not statistically significant. Besides, consistent with prior 

research, size is statistically significant and positively related to ROA (Subramaniam & 

Youndt, 2005). 

 

Previous literature claims that company age is positively related to ROA and the Altman Z-

score, while company age is negatively related to Tobin’s Q (Ghafoorifard et al., 2014; 

Malhotra, 2016; Czarnitzki & Delanote, 2015). In contrast with prior studies, our results show 

that company age is negatively related to ROA and the Altman Z-score. Moreover, company 

age is only negatively related to Tobin’s Q in models that include R&D expenditures. Finally, 

previous studies claim that R&D is positively related to ROA and Tobin’s Q, while R&D is 

expected to be negatively related to Altman Z  (McWilliams and Siegel 2001). Consistent 

with prior literature, our results show that R&D expenditures are positively related with 

Tobin’s Q. On the contrary, R&D is negatively related to ROA and positively to Altman Z, 

which is inconsistent with our expectations. The next chapter will discuss the implications of 

our results for the relationship between corporate ethics and corporate financial performance 

when focussing on internal stakeholders. These implications are combined with the results of 

previous studies in order to formulate practical implications. Furthermore, based on our 

results and prior literature we identify desirable improvements in the theoretical framework, 

variable measurement and sample selection. 
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                    Table 4: ETI 1  

 

Table 4.1: ETI 1 (R&D included) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  P-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0183 0.4294 0.0116 0.5799 0.0098 0.6424 3.0237 0.0000 3.0199 0.0000 2.6605 0.0000 8.0493 0.0032 9.3536 0.0004 8.1280 0.0031 

ETI 1 -0.0002 0.9828 -0.0007 0.9271 -0.0007 0.9219 -0.0031 0.9715 -0.0205 0.8084 -0.0374 0.6581 0.0131 0.9905 0.0095 0.9932 0.0114 0.9917 

Leverage -0.0056 0.0662 -0.0055 0.0609 -0.0055 0.0609 - - - - - - -0.1832 0.5190 -0.1919 0.5006 -0.1793 0.5287 

Size 0.0078 0.0000 0.0077 0.0000 0.0078 0.0000 -0.1718 0.0000 -0.1810 0.0000 -0.1755 0.0000 -0.1042 0.6850 -0.0838 0.7480 -0.0918 0.7243 

Age -0.0001 0.0073 -0.0001 0.0175 -0.0001 0.0150 0.0012 0.3074 0.0017 0.1489 0.0016 0.1908 -0.0448 0.0031 -0.0439 0.0038 -0.0447 0.0032 

R&D -0.0007 0.0110 -0.0007 0.0138 -0.0006 0.0125 0.0023 0.7515 0.0010 0.8881 0.0034 0.6383 0.0142 0.8433 0.0216 0.7637 0.0125 0.8616 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 1942 1942 1942 1937 1937 1937 661 661 661 

Adjusted R-

squared 0.0268 0.0298 0.0293 0.0745 0.0969 0.1086 0.0089 0.0054 0.0075 

Adjusted R-

Squared with-

out ETI1 0.0287 0.0299 0.0300 0.0697 0.0907 0.0988 0.0097 0.0099 0.0091 

F-test 9.9206 10.9363 9.3822 23.2668 30.6769 30.4785 1.9901 1.5973 1.7157 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0650 0.1453 0.1023 

 

 

Table 4.2: ETI 1 (R&D Excluded) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p- value Coefficient  P-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0247 0.0314 0.0218 0.0441 0.0164 0.1598 2.2794 0.0000 2.2307 0.0000 2.0435 0.0000 9.0804 0.0000 9.4787 0.0000 9.1610 0.0000 

ETI 1 0.0033 0.3983 0.0022 0.5664 0.0022 0.5654 0.0484 0.4215 0.0209 0.7240 0.0206 0.7280 -0.2218 0.7109 -0.2203 0.7101 -0.2060 0.7283 

Leverage -0.0068 0.0000 -0.0067 0.0000 -0.0068 0.0000 - - - - - - -0.0904 0.4090 -0.0860 0.4301 -0.0895 0.4129 

Size 0.0056 0.0000 0.0054 0.0000 0.0054 0.0000 -0.0826 0.0000 -0.0867 0.0000 -0.0855 0.0000 -0.1516 0.2618 -0.1400 0.3007 -0.1437 0.2858 

Age -0.0001 0.0550 -0.0001 0.0617 -0.0001 0.0578 -0.0005 0.4996 -0.0004 0.5858 -0.0005 0.5319 -0.0399 0.0000 -0.0396 0.0000 -0.0398 0.0000 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 5277 5277 5277 5206 5206 5206 2695 2695 2695 

Adjusted R-

squared 0.0355 0.0415 0.0422 0.0225 0.0389 0.0431 0.0198 0.0196 0.0196 

Adjusted R-

Squared with-

out ETI1 0.0323 0.0366 0.03664 0.0177 0.0332 0.0352 0.0137 0.0148 0.0146 

F-test 28.7766 33.6289 30.0273 20.9755 36.1097 34.4778 8.7462 8.7056 7.7191 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 
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                    Table 5: ETI 2  

 

Table 5.1: ETI 2 (R&D included) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0193 0.2912 0.0120 0.4590 0.0103 0.5503 3.0247 0.0000 3.0004 0.0000 2.6294 0.0000 8.0984 0.0016 9.4025 0.0001 8.1942 0.0015 

ETI 2 -0.0022 0.3582 -0.0020 0.3854 -0.0020 0.3923 -0.0077 0.9216 0.0050 0.9476 0.0044 0.9537 -0.0705 0.9369 -0.0702 0.9376 -0.0983 0.9127 

Leverage -0.0056 0.0623 -0.0056 0.0574 -0.0056 0.0572 - - - - - - -0.1850 0.5159 -0.1936 0.4976 -0.1811 0.5254 

Size 0.0079 0.0000 0.0077 0.0000 0.0078 0.0000 -0.1717 0.0000 -0.1807 0.0000 -0.1750 0.0000 -0.1047 0.6830 -0.0840 0.7467 -0.0922 0.7224 

Age -0.0001 0.0149 -0.0001 0.0302 -0.0001 0.0270 0.0013 0.3039 0.0017 0.1488 0.0016 0.1884 -0.0447 0.0030 -0.0438 0.0038 -0.0447 0.0031 

R&D -0.0007 0.0148 -0.0006 0.0179 -0.0006 0.0167 0.0024 0.7494 0.0010 0.8941 0.0034 0.6474 0.0146 0.8394 0.0220 0.7600 0.0130 0.8569 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 1942 1942 1942 1937 1937 1937 661 661 661 

Adjusted R-

squared 0.0270 0.0299 0.0295 0.0745 0.0969 0.1084 0.0090 0.0055 0.0077 

R-Squared 

without ETI2 0.0287 0.0299 0.0300 0.0697 0.0908 0.0988 0.0097 0.0099 0.0091 

F-test 9.9739 10.9774 9.4163 23.2692 30.6627 30.4335 2.0031 1.6078 1.7277 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0632 0.1423 0.0996 

 

 

Table 5.2: ETI 2 (R&D excluded) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0289 0.0095 0.0250 0.0188 0.0196 0.0856 2.3138 0.0000 2.2342 0.0000 2.0472 0.0000 8.8828 0.0000 9.2987 0.0000 8.9899 0.0000 

ETI 2 -0.0035 0.2716 -0.0030 0.3441 -0.0031 0.3355 0.0088 0.8649 0.0242 0.6371 0.0235 0.6458 0.0178 0.9712 0.0068 0.9889 -0.0011 0.9982 

Leverage -0.0069 0.0000 -0.0067 0.0000 -0.0068 0.0000 - - - - - - -0.0905 0.4061 -0.0860 0.4276 -0.0897 0.4098 

Size 0.0056 0.0000 0.0054 0.0000 0.0054 0.0000 -0.0829 0.0000 -0.0870 0.0000 -0.0858 0.0000 -0.1505 0.2689 -0.1384 0.3117 -0.1424 0.2958 

Age -0.0001 0.0611 -0.0001 0.0685 -0.0001 0.0643 -0.0006 0.4776 -0.0005 0.5585 -0.0005 0.5065 -0.0398 0.0000 -0.0395 0.0000 -0.0397 0.0000 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 5277 5277 5277 5206 5206 5206 2695 2695 2695 

Adjusted R-

squared 0.0357 0.0417 0.0424 0.0222 0.0389 0.0431 0.0196 0.0195 0.0195 

R-Squared 

without ETI2 0.0323 0.0366 0.0366 0.0177 0.0332 0.0352 0.0137 0.01478 0.0146 

F-test 28.8982 33.7923 30.1783 20.7325 36.1454 34.5058 8.7021 8.6618 7.6856 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 
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                    Table 6: ETI 3  

 

Table 6.1: ETI 3 (R&D included) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  P-value 

C 0.0207 0.2916 0.0134 0.4497 0.0117 0.5368 3.0312 0.0000 3.0177 0.0000 2.6462 0.0000 7.5125 0.0031 8.8863 0.0002 7.5908 0.0029 

ETI 3 -0.0084 0.0000 -0.0086 0.0000 -0.0086 0.0000 -0.0304 0.7006 -0.0503 0.5237 -0.0482 0.5322 1.3034 0.2069 1.2360 0.2322 1.3064 0.2064 

Leverage -0.0056 0.0623 -0.0056 0.0570 -0.0056 0.0569 - - - - - - -0.1844 0.5165 -0.1935 0.4974 -0.1804 0.5265 

Size 0.0078 0.0000 0.0077 0.0000 0.0077 0.0000 -0.1717 0.0000 -0.1807 0.0000 -0.1750 0.0000 -0.0859 0.7372 -0.0658 0.8003 -0.0730 0.7784 

Age -0.0001 0.0116 -0.0001 0.0252 -0.0001 0.0223 0.0012 0.3056 0.0017 0.1461 0.0016 0.1851 -0.0453 0.0026 -0.0444 0.0033 -0.0453 0.0027 

R&D -0.0007 0.0231 -0.0006 0.0275 -0.0006 0.0259 0.0022 0.7646 0.0008 0.9123 0.0032 0.6626 0.0119 0.8687 0.0197 0.7839 0.0102 0.8877 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 1942 1942 1942 1937 1937 1937 661 661 661 

Adjusted R-

squared 0.0284 0.0314 0.0310 0.0746 0.0972 0.1087 0.0116 0.0078 0.0102 

R-Squared 

without ETI3 0.0288 0.0299 0.0300 0.0697 0.0908 0.0988 0.0097 0.0099 0.0091 

F-test 10.4531 11.4973 9.8627 23.3022 30.7636 30.5170 2.2893 1.8628 1.9728 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0340 0.0849 0.0564 

 

 

Table 6.2: ETI 3 (R&D excluded) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0275 0.0135 0.0238 0.0235 0.0185 0.1040 2.3233 0.0000 2.2558 0.0000 2.0680 0.0000 8.8529 0.0000 9.2695 0.0000 8.9474 0.0000 

ETI 3 -0.0006 0.8724 -0.0012 0.7399 -0.0011 0.7584 -0.0153 0.7837 -0.0294 0.5932 -0.0272 0.6191 0.1064 0.8375 0.1047 0.8386 0.1197 0.8165 

Leverage -0.0068 0.0000 -0.0067 0.0000 -0.0068 0.0000 - - - - - - -0.0902 0.4086 -0.0856 0.4306 -0.0892 0.4132 

Size 0.0055 0.0000 0.0053 0.0000 0.0054 0.0000 -0.0829 0.0000 -0.0870 0.0000 -0.0858 0.0000 -0.1497 0.2712 -0.1375 0.3141 -0.1414 0.2983 

Age -0.0001 0.0516 -0.0001 0.0590 -0.0001 0.0553 -0.0006 0.4833 -0.0004 0.5756 -0.0005 0.5225 -0.0398 0.0000 -0.0396 0.0000 -0.0397 0.0000 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 5277 5277 5277 5206 5206 5206 2695 2695 2695 

Adjusted R-

squared 0.0352 0.04140 0.0421 0.0223 0.0390 0.0431 0.01965 0.0196 0.0195 

R-Squared 

without ETI3 0.0323 0.0366 0.0366 0.0177 0.0332 0.0352 0.0137 0.0148 0.0146 

F-test 28.5336 33.5503 29.9531 20.7486 36.1647 34.5136 8.7128 8.6724 7.6978 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 
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                    Table 7: ETI 4   

 

Table 7.1: ETI 4 (R&D included) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0165 0.4202 0.0095 0.6052 0.0076 0.0195 2.9567 0.0000 2.9761 0.0000 2.5753 0.0000 11.9047 0.0000 13.1776 0.0000 11.9832 0.0000 

ETI 4 0.0017 0.5005 0.0016 0.4994 0.0016 0.0024 0.0645 0.5193 0.0278 0.7844 0.0564 0.5720 -4.1920 0.0014 -4.2544 0.0012 -4.1938 0.0014 

Leverage -0.0055 0.0677 -0.0055 0.0622 -0.0055 0.0030 - - - - - - -0.3024 0.2900 -0.3120 0.2762 -0.2986 0.2970 

Size 0.0079 0.0000 0.0077 0.0000 0.0078 0.0016 -0.1716 0.0000 -0.1807 0.0000 -0.1748 0.0000 -0.0699 0.7844 -0.0494 0.8490 -0.0576 0.8241 

Age -0.0001 0.0151 -0.0001 0.0302 -0.0001 0.0001 0.0012 0.3112 0.0017 0.1475 0.0016 0.1888 -0.0428 0.0044 -0.0420 0.0054 -0.0428 0.0045 

R&D -0.0007 0.0138 -0.0006 0.0166 -0.0006 0.0003 0.0025 0.7346 0.0011 0.8832 0.0035 0.6292 0.0007 0.9920 0.0072 0.9199 -0.0009 0.9899 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 1942 1942 1942 1937 1937 1937 661 661 661 

Adjusted R-

squared 0.0269 0.0299 0.0294 0.0747 0.0969 0.1086 0.0249 0.0219 0.0235 

R-Squared 

without ETI4 0.0288 0.0299 0.0300 0.0697 0.0908 0.0988 0.0097 0.0099 0.0091 

F-test 9.9433 10.9520 9.3963 23.3206 30.6721 30.4717 3.8045 3.4642 3.2713 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0010 0.0022 0.0020 

 

 

Table 7.2: ETI 4 (R&D excluded) 

  ROA Tobin’s Q Altman Z-score 

 

Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value Coefficient  p-value 

C 0.0225 0.0707 0.0190 0.1150 0.0132 0.2977 2.2968 0.0000 2.2304 0.0000 2.0328 0.0000 10.3705 0.0000 10.7885 0.0000 10.4826 0.0000 

ETI 4 0.0050 0.3788 0.0048 0.3977 0.0051 0.3683 0.0218 0.7905 0.0170 0.8373 0.0270 0.7417 -1.6380 0.1480 -1.6587 0.1463 -1.6475 0.1472 

Leverage -0.0068 0.0000 -0.0067 0.0000 -0.0068 0.0000 - - - - - - -0.1004 0.3625 -0.0961 0.3808 -0.0995 0.3663 

Size 0.0056 0.0000 0.0054 0.0000 0.0054 0.0000 -0.0827 0.0000 -0.0867 0.0000 -0.0855 0.0000 -0.1438 0.2861 -0.1313 0.3324 -0.1351 0.3158 

Age -0.0001 0.0512 -0.0001 0.0587 -0.0001 0.0549 -0.0006 0.4837 -0.0004 0.5778 -0.0005 0.5238 -0.0396 0.0000 -0.0393 0.0000 -0.0395 0.0000 

Industry control Y N Y Y N Y Y N Y 

Country control N Y Y N Y Y N Y Y 

N 5277 5277 5277 5206 5206 5206 2695 2695 2695 

Adjusted R-

squared 0.0355 0.0416 0.0423 0.0223 0.03886 0.0431 0.0220 0.0220 0.0219 

R-Squared 

without ETI4 0.0323 0.0366 0.0366 0.0177 0.0332 0.0352 0.0137 0.0148 0.0146 

F-test 28.7452 33.7194 30.1292 20.7415 36.0733 34.4639 9.6501 9.6342 8.5249 

P-value F-test 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 
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5. Conclusion: 

Firms need to invest a considerable amount of resources (e.g. labour hours or capital) in order 

to conduct business ethically (Kaptein, 2015). Since these resources could have been 

allocated towards other initiatives in order to increase corporate financial performance, it is 

essential for managers to understand the relationship between corporate ethics and financial 

performance. In addition to previous studies that examine the relationship between corporate 

ethics and corporate financial performance when focussing on external stakeholders, this 

study examines whether corporate ethics affects corporate financial performance when 

focussing on internal stakeholders. This paper examines the effects of various variables that 

are claimed to reflect corporate ethics and affect internal stakeholders on various corporate 

financial performance measures in order to be able to make a comprehensive conclusion of 

the relationship examined. Based on our results, we conclude that corporate ethics is not 

related to corporate financial performance when focussing on internal stakeholders. 

 

Since this study is based on a sample of companies in a broad range of countries, the results 

provide important insights for financial management practices internationally. This study 

concludes, based on a sample consisting of firms in many different countries, that corporate 

ethics does not affect corporate financial performance when focussing on internal 

stakeholders. In contrast, previous studies that focus on external stakeholders conclude that 

corporate ethics is positively related to corporate financial performance (Long & Driscoll, 

2008; Roberts & Dowling, 2002; Hosmer, 1994; Hummels & Timmer, 2004). Given these 

findings, financial managers should invest resources in ethics initiatives towards external 

stakeholders in order to optimize financial performance. Firms should focus on ethics 

initiatives that affect their reputation, corporate legitimacy, external stakeholders risk 

assessment and external stakeholder trust since these factors indirectly affect financial 

performance. According to prior studies, the factors are affected by the content and type of 

ethical disclosure. (Hummels & Timmer, 2004; Long & Driscoll, 2008). Furthermore, firm 

reputation is affected by ethical activities that are important for and can be observed by 

external stakeholders of the organization (Roberts & Dowling, 2002). 

 

Despite the previously discussed results and practical implications, this study has several 

limitations. Firstly, most companies in our data sample are located in European countries and 

the United States, which usually have individualistic cultures. Therefore, generalizations 

should be made with caution. The effects of corporate ethics on organizational commitment 

might be stronger in countries with a collectivistic culture since in these cultures, 

organizational members are claimed to be more responsive to their context (Nisbett, 2003). 

Therefore, future studies should examine the relationship between internal corporate ethics 
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and financial performance in countries with collectivistic cultures. These studies should apply 

a dataset that is comparable to the asset4 dataset used in this study or at least obtain 

organizational members perceptions with surveys that do not apply likert scales (Smith et al., 

2016). 

 

Secondly, most of the previous studies examine the relationship between corporate ethics and 

corporate financial performance by focussing on external stakeholders, whereas this study 

focuses on internal stakeholders. Since previous studies are limited due to either a solely 

internal or external focus, a more comprehensive theoretical framework should be included in 

future studies. This framework should include various dimensions of corporate ethics, 

together with the several mechanisms that explain the external and internal processes of 

corporate ethics and their results. In turn, this complete framework should be empirically 

tested to examine the relationship between corporate ethics and financial performance, and 

it’s mechanism in a more complex setting. 

 

Even though this study has potential limitations, it provides meaningful insights concerning 

the effects of corporate ethics on corporate financial performance. At first, our study 

empirically tests the direct relationship between corporate ethics and corporate financial 

performance on broader range of countries and industries than previous studies (Chun, 2013). 

Moreover, contrary to prior studies that might be based on biased perceptual measures of 

corporate ethics, this study measures corporate ethics with objective measures to overcome 

this problem. 
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