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statements to support economic decision-making. To limit the risk of misinformation in
Keywords lending and investment decisions, financial reports must be relevant, transparent, and
reliable. Therefore, it is crucial to understand the aspects that improve the quality of
Ethical leadership, financial reports. This study examines the effects of ethical leadership, authentic leadership,
authentic leadership, and ethical climate on financial reporting quality. Using a quantitative approach, primary
ethical climate, data were collected through an electronic survey. A total of 142 accounting professionals
financial reporting quality. participated and the data were analyzed using PLS-SEM and the research model was

analyzed using partial least squares structural equation modeling. The findings indicate that
ethical leadership and authentic leadership significantly improve ethical climate. However,
ethical leadership, authentic leadership, and ethical climate do not have a significant impact
on the quality of financial statements.
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Extended Abstract

_ manipulation have raised serious concerns about
Introduction the integrity of financial reporting and highlighted

High-quality financial reporting plays a critical the need to identify factors that can enhance
role in modern capital markets by reducing reporting quality beyond purely technical
information asymmetry, enhancing transparency, ~accounting mechanisms.

and supporting efficient economic decision-  The accounting literature traditionally emphasizes
making by investors, creditors, and regulators. technical determinants of financial reporting
Reliable financial reports enable stakeholders to  quality, such as accounting standards, audit
assess firms’ financial position, performance, and  quality, internal controls, taxation regulations, and
future prospects, thereby facilitating optimal information systems. While these factors are
allocation of resources and promoting long-term  undoubtedly important, growing evidence suggests
economic stability. In recent years, numerous that non-technical and behavioral factors also play
accounting scandals and cases of financial g significant role in shaping the quality of financial
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reports. Organizational culture, ethical norms,
leadership style, and moral values influence how
accounting standards are interpreted and applied in
practice. Even the most rigorous accounting
standards cannot guarantee high-quality reporting
if organizational actors lack ethical commitment or
are subject to unethical leadership practices.

Leadership is particularly influential in this regard,
as leaders set the tone at the top and shape
organizational values, expectations, and behavioral
norms. Ethical leadership, characterized by
integrity, fairness, and moral decision-making,
encourages compliance with ethical standards and
discourages opportunistic behavior. Authentic
leadership, which emphasizes self-awareness,
transparency, internalized moral perspective, and
consistency between values and actions, fosters
trust and openness within organizations. Together,
these leadership styles are expected to create an
ethical work environment that supports honest and
transparent financial reporting.

Closely related to leadership is the concept of
ethical climate, which reflects shared perceptions
of what constitutes ethically appropriate behavior
within an organization. A strong ethical climate
provides guidance for employees when facing
ethical dilemmas and reinforces adherence to
professional and moral standards. Prior research
suggests that ethical climate can reduce deviant
behaviors, limit earnings manipulation, and
enhance transparency. However, empirical
evidence on the direct and indirect effects of
leadership styles and ethical climate on financial
reporting quality remains mixed, particularly in
emerging market contexts.

Against this background, the present study aims to
examine the effects of ethical leadership and
authentic leadership on financial reporting quality,
both directly and indirectly through ethical climate.
By focusing on Iran as an emerging market with
distinct institutional, cultural, and regulatory
characteristics, the study seeks to extend the
literature on behavioral determinants of financial
reporting quality and provide context-specific
insights that have been largely overlooked in prior
research.

Methodology

This study adopts a quantitative and applied
research design and relies on primary data
collected  through a  structured  survey
questionnaire. The target population consists of
accounting professionals working in firms located
in industrial zones, who are directly involved in the
preparation, supervision, or use of financial
reports. Data collection was conducted between
June and July 2025 using an online questionnaire
distributed via Google Forms. Out of 230
distributed questionnaires, 142 usable responses
were obtained and included in the final analysis.

The survey instrument comprised four main
sections. Ethical leadership was measured using a
ten-item scale developed by Brown et al,
capturing leaders’ fairness, integrity, and ethical
guidance. Authentic leadership was assessed using
a sixteen-item scale developed by Avolio et al.,
reflecting self-awareness, relational transparency,
balanced processing, and internalized moral
perspective. Ethical climate was measured using a
seven-item scale adapted from Schwepker,
focusing on shared ethical norms and expectations
within the organization. Financial reporting quality
was measured using a twenty-item scale derived
from prior research, capturing transparency,
reliability, accuracy, and compliance with
accounting standards. All items were rated on a
five-point Likert scale ranging from strong
disagreement to strong agreement.

To analyze the data and test the proposed research
model, partial least squares structural equation
modeling (PLS-SEM) was employed using
SmartPLS software. This method is particularly
suitable for exploratory and predictive research,
does not require normally distributed data, and is
appropriate for moderate sample sizes. Reliability
and validity of the measurement model were
assessed using Cronbach’s alpha, composite
reliability, homogeneous reliability, and average
variance extracted. Discriminant validity was
evaluated using the Fornell-Larcker criterion. The
structural model was then tested by examining path
coefficients, t-statistics, and p-values to assess
direct and indirect relationships among the
constructs.
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Results and Discussion

The results of the measurement model assessment
confirm that all constructs exhibit satisfactory
reliability and wvalidity. Cronbach’s alpha and
composite reliability values for ethical leadership,
authentic leadership, ethical climate, and financial
reporting quality exceed the recommended
threshold of 0.70, indicating strong internal
consistency. Average variance extracted values are
also above acceptable levels, demonstrating
adequate convergent validity. Discriminant validity
analysis shows that, although leadership-related
constructs are conceptually related, they remain
empirically  distinguishable, while  financial
reporting quality appears clearly distinct from
leadership and ethical climate constructs.

The structural model results reveal several
important and nuanced findings. First, authentic
leadership demonstrates a strong and statistically
significant positive effect on ethical climate. This
finding suggests that leaders who act consistently
with their internal moral values, communicate
transparently, and encourage open dialogue are
highly effective in shaping a positive ethical
environment. Employees in organizations led by
authentic leaders are more likely to perceive
ethical norms as meaningful and internalized rather
than imposed, which strengthens the ethical
climate.

In contrast, the direct effect of ethical leadership
on ethical climate is weaker and statistically
insignificant. This result may indicate that formal
ethical guidance and rule-based ethical leadership
alone are insufficient to shape a deeply embedded
ethical climate unless accompanied by authenticity
and consistency between leaders’ values and
actions. In contexts where ethical leadership is
perceived as procedural or symbolic, employees
may comply superficially without internalizing
ethical norms.

With respect to financial reporting quality, neither
ethical leadership nor authentic leadership shows a
strong and significant direct effect. The direct
relationship  between ethical leadership and
financial reporting quality is negative but
statistically insignificant, suggesting that ethical
leadership alone does not automatically translate

into higher-quality financial reports. Similarly,
authentic leadership exhibits a weak direct
relationship with financial reporting quality. These
findings challenge the assumption that leadership
styles have an immediate and direct impact on
technical accounting outcomes.

However, a different picture emerges when
considering indirect effects. Ethical climate shows
a positive and statistically significant effect on
financial reporting quality, indicating that
organizations with stronger ethical climates tend to
produce more reliable, transparent, and accurate
financial reports. Ethical climate appears to
function as a critical mediating mechanism that
translates leadership values into actual reporting
practices.

Mediation analysis confirms that authentic
leadership exerts a significant indirect effect on
financial reporting quality through ethical climate.
In other words, authentic leaders improve financial
reporting quality not directly, but by fostering an
ethical environment that encourages honesty,
accountability, and adherence to professional
standards. This finding underscores the importance
of ethical climate as a bridge between leadership
behavior and accounting outcomes.

In contrast, the indirect effect of ethical leadership
on financial reporting quality through ethical
climate is weak and statistically insignificant. This
result suggests that, without authenticity and
internalization of values, ethical leadership may
fail to produce a sufficiently strong ethical climate
to influence financial reporting practices. The
findings collectively highlight that ethical climate
plays a more decisive role than leadership styles
per se in determining financial reporting quality.

These results contribute to the literature by
explaining why prior studies have reported
inconsistent findings regarding leadership and
financial reporting quality. Differences in
organizational context, cultural expectations, and
the strength of ethical climate may moderate the
effectiveness of leadership styles. In emerging
markets characterized by regulatory complexity
and environmental pressures, ethical climate
appears to be a crucial mechanism through which
leadership influences accounting outcomes.
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Conclusion

This study investigates the effects of ethical
leadership, authentic leadership, and ethical
climate on financial reporting quality and provides
several important theoretical and practical insights.
The findings demonstrate that while leadership
styles are essential for shaping organizational
values, their impact on financial reporting quality
is largely indirect and contingent upon the
presence of a strong ethical climate.

Authentic leadership emerges as a particularly
influential factor, as it significantly enhances
ethical climate, which in turn improves financial
reporting quality. Ethical leadership, although
conceptually important, does not exert a direct or
indirect effect strong enough to influence reporting
quality in the absence of a robust ethical
environment.  These results suggest that
authenticity, consistency, and internalization of
ethical values are more effective than formal
ethical directives in promoting high-quality
financial reporting.

From a practical perspective, the findings imply
that organizations seeking to improve financial
reporting quality should focus not only on
technical accounting controls but also on
cultivating authentic leadership and strengthening
ethical climate. Training programs, leadership
development initiatives, and  organizational
policies  should emphasize  self-awareness,
transparency, and ethical consistency. Moreover,
ethical climate should be reinforced through
supportive systems, open communication, and
ethical role modeling rather than mere compliance-
based approaches.

Despite its contributions, the study has limitations,
including reliance on self-reported data and focus
on a specific organizational context. Future
research could extend this framework by
incorporating longitudinal designs, objective
measures of reporting quality, or additional
mediating variables such as organizational trust or
governance mechanisms. Overall, the study
underscores the critical role of ethical climate as a
key driver of financial reporting quality and
highlights the importance of authentic leadership
in fostering sustainable ethical and financial
outcomes.
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