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Purpose: There is ample evidence that investors respond negatively to firm’s unethical behavior. However, researchers cannot explain 
investors’ reactions and the mechanisms of change when faced with firm’s unethical behavior. By collecting and analyzing data from 
questionnaires, this study investigated the effects of firm’s unethical behavior on investors’ willingness to invest and further focused on 
different targets involved in unethical events. Moreover, this study explored the roles of firm development stages and the moderation 
effect of investors’ moral support level. It aims to reveal investors’ decisions on firm’s unethical behaviors in different situations.
Methods: This study employed a 2 (behavioral ethics: unethical behavior versus normal behavior) X 2 (stages of firm development: 
startups versus mature firms) X 4 (targets involved in the events: employees, peers, customers, and society) mixed design. Two 
hundred and fifty-seven participants were finally recruited for final analysis, and then repeated-measures ANOVAs were adopted to 
assess the valid data collected from 257 participants.
Results: The results showed that disclosure of unethical behavior in due diligence reports significantly decreased investors’ will-
ingness to invest. However, investor willingness was higher for startups with unethical behavior than for unethical mature firms. 
Investors’ willingness to invest decreased most significantly when evaluating firms with unethical behavior toward employees, 
followed by society and peers. Their willingness to invest decreased the least when evaluating firms exhibiting unethical behavior 
toward customers. The level of investors’ moral support moderated the above effects, that is, the higher the moral support, the more 
considerable the decrease in investment willingness in unethical firms.
Conclusion: Current results demonstrated that when facing firms with unethical behaviors, investors would make investment 
decisions after considering the firm’s stage of development and the stakeholder of the unethical event. This study provides 
a valuable theoretical basis for decision-making by government, institutional investors, and firm managers.
Keywords: unethical behavior, startups, mature firms, willingness to invest, level of moral support

Introduction
Firm’s unethical behavior occurs even while increasing number of companies attach importance to corporate ethics. The 
Enron accounting scandal in the United States in 2001, the exposure of fake transactions of Ruixing Coffee in China in 
April 2020, and the exposure of Mitsubishi Electric Corporation’s falsified inspection data in Japan in 2021 are key 
examples of unethical behavior. Existing studies show that when firms behave unethically, investors react negatively. 
This manifests as reduced willingness to invest,1 massive sell-offs,2 or even investment withdrawal.3 However, invest-
ment willingness in startups exhibiting unethical behavior has not been thoroughly investigated. Furthermore, it is 
important to understand whether a difference exists in investment willingness when targets of firm’s unethical behavior 
vary. The mechanisms of differential investors’ negative responses to firm’s unethical behavior require further 
exploration.

The results in current study showed that investors were less willing to invest in firms exhibiting unethical behavior 
than those with normal behavior. Regarding firm development stages, investors were less willing to invest in mature firms 
exhibiting unethical behavior than startups exhibiting unethical behavior. The degree of change in investors’ willingness 
to invest in firms also differed according to the targets of the unethical behavior. Besides, the level of investors’ moral 
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support also affected their willingness to invest—the greater the moral support, the greater the decrease in investment 
willingness in unethical firms.

This study expanded on existing research on investor reactions to firm’s unethical behavior from management, 
finance, and psychological perspectives. By studying investors’ reactions to firm’s unethical behavior, management 
scholars suggest that firms attach importance to social responsibility and build reputational capital.4,5 Finance scholars 
study investor reactions to firm’s unethical behavior to assist investors in making rational decisions. Psychological 
studies on this issue analyze the individuals’ decision-making mechanisms in the face of ethical dilemmas. Existing 
business ethics research has increasingly focused on the causes of firm’s unethical behavior, whereas behavioral finance 
has paid more attention to investors’ reactions to firm’s unethical behavior. However, there is a lack of research on 
investors’ reactions to firms’ unethical behavior at different stages of development. Moreover, there is a paucity of data 
on investors’ willingness to invest after identifying the targets of firm’s unethical behavior. It is imperative to understand 
the differences in investors’ reactions to firm’s unethical behavior to help governments formulate effective policies and 
measures for firm supervision. Furthermore, enterprises could enhance awareness of business ethics, reduce unethical 
behavior, and balance multiple stakeholders’ needs, and investors could make more rational judgments and better 
investment decisions.

Literature Review
The Impact of Firm’s Unethical Behavior on Investment Decisions
Globally, scholars have conducted many studies on firm’s unethical behavior. Most of them define this behavior using an 
ethical framework. Behavior is considered unethical when a firm violates established laws, promulgated ethical 
principles, or social responsibility norms.6–10 From a stakeholder perspective, firms can be considered unethical when 
engaging in external relationships in deviation from partner relationship norms or otherwise influencing stakeholder 
decisions.11,12 Based on this existing literature, this study identified social institution ethical norms, norms and principles, 
and ethical code business conduct guidelines. Behavior that violates ethical norms and adversely affects stakeholders is 
considered firm’s unethical behavior.

Previous studies have confirmed that unethical behavior can negatively impact a firm’s reputation and increase 
investment risk.13 As investors are concerned about returns, they are sensitive to the increased likelihood of negative 
public reactions resulting from unethical behavior.5,14 From the viewpoint of prospect theory, people exhibit loss aversion 
when making choices about uncertain future events; in other words, people perceive losses more than gains.15,16 For 
investors, a poor firm reputation caused by unethical events may signal a potential firm crisis.17 Investors might decide to 
reduce or even withdraw investment to avoid the risk of damage caused by firm’s unethical behavior. In summary, this 
article proposes the following hypothesis.

H1: When a firm is found to have engaged in unethical behavior (compared to normal firm behavior), investors will 
significantly reduce their willingness to invest in that firm.

Stages of Firm Development and Willingness to Invest
The related theory states that people exhibit bounded ethicality when faced with ethical and other equally important 
choices.18–20 Moreover, they will show varying degrees of acquiescence or acceptance of decisions depending on the 
nature of the unethical behaviors.21 Thus, this study proposes that external factors, such as the stage of firm development, 
might influence investor perception of a firm’s unethical behavior. Ultimately, this may lead to different levels of 
willingness to invest.

Public information on mature firms, particularly listed ones, is very readily available. Consequently, because research 
conducted on firm’s unethical behavior primarily uses listed firms as samples, there is limited research on startups. There 
are significant differences between startups and mature firms in attracting investment. In terms of financing choices, 
startups are more likely to use venture capital, whereas mature firms prefer internal financing.22–24 Comparing the listing 
rules of China’s Growth Enterprise Market and Main Board shows that most startups’ firm performance is not as good as 
mature firms. China has mandated that all firms on the Main Board disclose corporate social responsibility information 
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since 2008. Growth Enterprise Market firms are only mandated to disclose corporate social responsibility information 
after eight years. This enables a form of voluntary corporate social responsibility disclosure for startups not entering the 
Growth Enterprise Market. This shows that startups’ information disclosure constraints are not as rigorous as mature 
firms. Therefore, this study conducted an in-depth classification and analysis of firms’ development stages to investigate 
the impact of unethical behavior in firms at different development stages on investors.

Previous studies have found that media coverage and information disclosure can effectively curb firm’s unethical 
behavior.14 Media coverage, in particular, can alleviate the information asymmetry between investors and firms.10,25–29 

According to the political cost theory,30 firms with higher profitability and greater social impact will be under greater 
pressure for perceived legitimacy. Once these firms engage in unethical behavior, they will receive more media coverage 
and public condemnation. Government regulators are more likely to punish such firms severely. These repercussions also 
increase the negative impact of large firms’ unethical behavior on investment decisions. There is no institutional 
requirement for startups’ information disclosure in China, and the media pay less attention to them. This increases the 
difficulty of monitoring their unethical behavior to a certain extent, which is less likely to be disclosed. The potential risk 
perceived by investors for startups is less than for large firms for the same unethical behavior. In such an uncertain 
environment, people make decisions by weighing perceived benefits and costs.10,31–33 Making a positive investment 
decision is easier if the perceived cost is lower. Thus, this study hypothesized that investors would be less likely to suffer 
losses (ie, perceived costs) from startups’ unethical behavior than from large mature firms, that is, they would be more 
tolerant of startups’ unethical behavior. This led to the second hypothesis.

H2: Investors are more willing to invest in startups involved in unethical behavior than mature firms.

Targets of Firm’s Unethical Behavior and Willingness to Invest
Firm’s unethical behavior invariably infringes on its stakeholders. According to Freeman’s definition, a stakeholder is 
defined as “any group or individual who can affect or is affected by the achievement of the organization’s objectives.”34 

Freeman and Philips have also stated that business stakeholders include individuals and groups.35 These include 
community consumers, shareholders, employees, competitors, distributors, government, creditors, managers, suppliers, 
and community members.

Previous studies have addressed the unethical behaviors of Chinese enterprises. Feng and Cai stated that unethical 
Chinese enterprise behaviors manifested in three aspects.36 These were a lack of credit among enterprises and a deficit of 
corporate responsibility to society and employees. Wei believed that Chinese enterprises’ unethical behaviors were 
mainly manifested on two levels.37 The first was the lack of internal morality, manifested as the owners’ disregard of 
Labor Law and a violation of employees’ rights and interests. The second was the enterprises’ lack of morality toward 
external stakeholders. This mainly referred to the breach of the rights and interests of consumers, shareholders, creditors, 
suppliers, competitors, government, and community, and the destruction of the natural environment in production and 
operation.

This study classified unethical behaviors into four categories according to the above stakeholder classification, 
combined with the typical manifestations of unethical behaviors in Chinese enterprises. These are (1) unethical behavior 
against peers, such as suppliers, distributors, and competitors; (2) unethical behavior against employees; (3) unethical 
behavior against society, manifested as a firm’s external problems, such as the negative impact on the government and 
environment; and (4) unethical behavior against customers, presenting as consumer fraud and false advertising. Because 
consumer-oriented unethical behavior occurs most frequently and has a wider range of influence, a separate category was 
created.

Stakeholder theory is meant to provide managers with guidelines on interacting with stakeholders and treating them in 
an ethical manner.38 Stakeholders form their perceptions of a firm by analyzing and judging the available information. If 
a firm’s behavior harms stakeholder interests, it can affect the firm’s financial performance.39 When an investor discovers 
that a firm is behaving unethically, the first reaction is that the firm presents risks. If the decision time is short, investors’ 
emotions dominate the decisions.40,41 Investors express displeasure with the firm’s unethical behavior, demonstrated by 
a decreased willingness to invest. In general, making an investment decision is accompanied by a long evaluation period. 
During this period, cognitive processes dominate,40,41 and investors’ negative reactions to firm’s unethical behavior vary 
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depending on whether the affected stakeholders have a direct exchange relationship with the firm.42 If a firm’s unethical 
behavior affects stakeholders who have a direct exchange relationship with the firm, such as employees and consumers,43 

the investor’s reaction is more negative. If the affected stakeholders do not have a direct exchange relationship with the 
firm, such as in a natural environment,42 the investors’ negative reactions are not significant. Based on this analysis, the 
hypothesis was proposed as follows.

H3: Differences in the targets of unethical behavior have different degrees of impact on investors’ willingness to 
invest in a firm.

Level of Personal Moral Support and Willingness to Invest
There are significant individual differences in responses to ethical issues.44–46 Ethical decision-making theory suggests 
that people judge an ethical issue only when they are aware of its existence, and these judgments guide their reactions.47 

Awareness of an ethical issue is the key to ethical decision-making. Investors’ reactions to firm’s unethical behavior 
depend on whether investors notice that the behavior is unethical.48 Furthermore, the investor’s level of moral support 
may influence their perceptions of unethical behavior. Investors with high levels of moral character may be more likely to 
detect firm’s unethical behavior; however, the inverse is also true.

Blasi, a pioneer in moral identity research, argued that moral identity motivates people to behave morally.49 

Individuals will behave more morally if they consistently recognize moral norms in various contexts. Further, those 
with higher levels of cognitive moral development are more sensitive to moral issues and more likely to make ethical 
judgments consistent with their morality.50–54 Kouchaki et al’s study have shown that when primed with the concept of 
money, individuals are more likely to engage in behaviors that violate norms to benefit themselves.55 For investors, when 
there is a conflict between pecuniary gain and maintaining justice, investors with high moral character will change their 
investment intention because they disagree with the firm’s unethical behavior. Investors with low moral character may be 
more willing to associate themselves with the unethical behavior.56

In summary, investors’ judgments on the losses caused by firm’s unethical behavior are influenced by personal levels 
of moral character. When the investors’ personal levels of moral character are high, they are more sensitive to unethical 
behavior. They will amplify the losses caused by such behavior, altering their willingness to invest. Individuals with low 
levels of moral character will diminish or ignore the negative effects caused by the unethical behavior. Based on this, the 
following hypothesis was proposed.

H4: The moral level of investors has a moderating effect on investment intentions—investors with higher levels of 
moral support are more likely to reduce their willingness to invest in firms involved in unethical behavior.

Overall, this study aims to examine changes in investors’ investment decisions in firms discovered to engage in 
unethical behavior. These four hypotheses highlighted firm’s ethical behavior, stages of firm development, targets 
involved in the ethical events (ie stakeholders), and the level of investor’s moral support, respectively. The corn concern 
in current study lies in the joint influence of firm’s unethical behavior and stage of development on investor’s decision.

Methodology
Experimental Design and Data Collection Routes
This study adopted a 2 (behavioral ethics: unethical behavior versus normal behavior) X 2 (stages of firm development: 
startups versus mature firms) X 4 (targets involved in the events: employees, peers, customers, and society) mixed 
design. Behavioral ethics and stages of firm development were between-subject variables. Participants were randomly 
assigned to these four conditions. “Targets involved in the events” was a within-subjects variable. Under the unethical 
behavior condition, “targets involved in the events” referred to the targets of unethical behavior. The level of moral 
support was a moderating variable.

This study used Tencent Survey as the sampling tool, which is an online survey platform developed by Tencent—an 
organization with extensive experience in questionnaires and surveys. The platform houses numerous questionnaire types 
and templates for client convenience. It was opened to the public in 2014, and was well-reviewed by official Chinese 
media. Functionally, Tencent Survey helps researchers distribute questionnaires to multiple platforms such as PC and 
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mobile. There is no limitation on the number of users or that of questionnaires returned. The tool is an increasingly 
popular way to obtain data in consumer behavior fields, psychology, and other social sciences.

Material Development
Defining the Stages of Firm Development
There are two firm development classification stages as defined in previous studies. The first is based on the firm life 
cycle. It argues that all firms that have not yet reached the mature firm stage can be classified as startups.57,58 However, 
firms in different industries take different times to mature, and it is difficult to discern the stage of a firm from such an 
ambiguous measurement. The second classification is based on the duration of business establishment. Most scholars 
believe that firms established for less than eight years can be considered startups.59,60 These are further categorized by 
newness, size, growth and stability, and time spent overcoming barriers to entry. This approach has clear criteria for 
classification and was used for defining startups in the present study.

Materials of Firm’s Unethical Events
To clearly distinguish and design descriptive materials of firm’s unethical events, this study used interviews to collect the 
opinions of several experts from a variety of industries, but especially the financial investment industry. Fourteen 
paragraphs of firm’s unethical events were preliminarily summarized. Then, the summaries were transcribed into three 
paragraphs of unethical events involving industry peers, four paragraphs each of unethical events involving customers 
and those involving firm employees, and three paragraphs of unethical events involving society. Another group of experts 
then rated the unethicality of each event, on a 7-point Likert scale (1—not serious at all to 7—very serious), according to 
the following four dimensions: the degree of unethicality involving peers, customers, employees, and society. Firm codes 
A-N were used in place of enterprise names to minimize the influence of participants’ knowledge or experience of 
specific firms.

Scores from 26 experts in economics and finance fields were recorded, and those of each unethical event were 
averaged under each target category (ie, industry peers, customers, employees, and society). If an unethical event scored 
significantly higher in a particular target category out of the four, and higher than other preselected events in the same 
target category, that event was selected as the representative material for that category of targets. For example, the textual 
material of firm F was used as a preselected firm’s unethical event involving peers. The mean scores of the 26 experts 
showed that the event scored 6, 4.55, 4.6, and 5.25 for the unethicality of an event involving peers, customers, 
employees, and society, respectively. The results of the one-way ANOVA found that the unethicality of the event 
involving peers was significantly greater the other three targets. Compared with the other two preselected materials on 
firm’s unethical events involving peers, this event had the highest score for unethicality involving peers—firms E and 
G scored 5.9 and 5.6, respectively, on the level of unethicality involving peers. Therefore, firm F’s unethical event was 
selected as the formal experimental material for an unethical event involving peers. This approach was also used to select 
textual materials for the other three targets, and four events were ultimately selected as the materials for the “unethical 
event” situation in the formal experiment. While retaining the context, the unethical behaviors were modified to normal 
behaviors using these materials. They were presented to the participants in the “normal event” situation. (Please details in 
Supplementary Material)

Participants
In the experimental design, two between-subject variables were mentioned—behavioral ethics and stages of firm development. 
There were four between-group conditions. This study planned to collect data from at least 50 questionnaires in each between- 
group condition. Questionnaires were distributed to 60‒80 people at a time for each condition to ensure the adequacy and 
homogeneity of data. Students or community members with a background in finance studies were recruited during the formal 
collection process and randomly arranged in different conditions. The participants provided informed consent in accordance with 
the Declaration of Helsinki prior to the questionnaire, and all procedures were approved by the local institutional ethics 
committee of the Department of Psychology at Ningbo University.
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Data were firstly collected from 282 participants. The length of time the participants took to respond was recorded to control 
for the quality of the participants’ data. Five participants to read the experimental materials in advance. The shortest reading 
time was 62 seconds. All participants with a response time of fewer than 60 seconds for all questions were presumed to have 
not read the questions completely, as their response time was significantly shorter than the shortest reading time. The data of 
these participants were excluded, and the remaining 257 participants (106 Males, 151 Females, Mage = 21.50 ± 2.31 years; 
Nunethical-startups = 60, Nunethical-mature firms = 65, Nnormal-startups = 54, Nnormal-mature firms = 78) served as the final population for 
analysis. Among them, 35.4% were undergraduate students, 56.8% with a bachelor’s degree, and 7.8% with a master’s degree. 
Concerning occupations, 70.8% were students majoring in finance or economics (including undergraduates and postgraduates), 
14.0% were grass-roots staff in financial enterprises, and 15.2% were middle-level staff in financial enterprises.

Measurement
Introductions of Ethical Events and Willingness to Invest
At the beginning of the questionnaire, the participants were asked to read the following introductions to familiarize 
themselves with the scenarios that followed.

Introductions for the startup group:

You are an investor. There are four startups below (in no particular order). These companies were founded in 2018 with around 
50 employees at the market development stage. After preliminary team bonding and product polishing, these firms’ products 
have been gradually accepted by consumers. They have a 10% market share and achieved turnarounds in 2020, showing good 
development. In 2020, the heads of the companies approached you to attract venture capital and accelerate the companies’ 
development. You found that each firm had varying degrees of corporate ethical misconduct during your due diligence on them. 
Please read the following due diligence report carefully and assess the relevant issues. 

Introductions for the mature firm group:

You are an investor. There are four companies below (in no particular order). These companies were founded in 2002, all with 
1000‒2000 employees. Their net profit exceeded 30 million RMB in the past three years, and their operating revenue exceeded 
300 million RMB. They have a good social reputation and are operating stably without significant changes. In 2020, the 
principals of these companies contacted you to bring in venture capital to accelerate the companies’ development, so you 
conducted due diligence on them. Read the following due diligence report carefully and assess the relevant issues. 

Participants were then asked to review the four companies’ corresponding unethical or normal events, depending on their 
group, and answer the questions following each event. To test the material’s operational validity, participants were asked 
to rate the degree of unethicality of the firm’s behavior. The question, “I consider the firm’s behavior unethical”, was 
rated on a Likert scale (1—strongly disagree, to 11—strongly agree). The second and most important question that the 
participants were asked was their willingness to invest in the firm (1—strongly disagree, to 11—strongly agree).

Measuring the Level of Moral Support
After the above questions about the operating events of the four companies were answered, the participants were required 
to complete an individual level of moral support measurement. This study used the Ramasamy and Yeung scale of six 
questions.61 The six questions reflect individuals’ support for corporate ethics and cover specific consumer behaviors that 
show supporting or opposing attitudes. Specifically, the following six items are included: “I believe that companies must 
try to operate in a socially responsible way”, “I am willing to spend more money on products from ethically-responsible 
companies”, “I would consider the ethical reputation of this firm when shopping”, “I would not buy products from 
companies that behave unethically”, “I am willing to spend more money for products from companies that care about 
societal well-being”, and “If the price and quality of two products were the same, I would buy the product from the firm 
with a good ethical reputation.” This scale has been extensively and empirically validated by scholars.62 Finally, the 
participants were required to fill in demographic information, including gender and age.
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Results
Manipulation Check
Repeated-measures ANOVA was conducted to verify the validity of the unethical event materials in the current group of 
participants. Behavioral ethics was the between-group independent variable, and the target involved in the event was the 
within-group independent variable. Participants’ rating of the unethicality of the firm’s behavior was the dependent variable.

The results showed a significant main effect of behavioral ethics [F (1, 255) = 327.973, p < 0.001, ηp
2 = 0.563], 

suggesting a significant difference between participants’ perceptions of unethical and normal events regarding the 
degree of unethicality. This was indicated by a significantly higher perception of unethicality for the firm’s unethical 
events (mean ± S.E., 8.156 ± 0.191) than for the normal firm events (3.324 ± 0.186). The results also showed 
a significant main effect of target involved in the event [F (3, 765) = 6.140, p < 0.001, ηp

2 = 0.024], indicating a valid 
classification of targets involved in the events. Post hoc tests showed that the lowest unethicality score was related to 
events involving society (5.347 ± 0.158), which was significantly lower than those involving the remaining three 
targets, namely, the customers (5.953 ± 0.161, p<0.001), employees (5.896 ± 0.166, p<0.001), and industry peers 
(5.764 ± 0.172, p = 0.006). None of the latter three differed significantly (ps > 0.05). The interaction effect between 
the behavioral ethics and target involved in the event was significant [F (3, 765) = 14.652, p < 0.001, ηp

2 = 0.054]. 
Simple effects analyses revealed that, under the “each target involved in the event” condition, the unethicality event 
scores were significantly higher than those of the corresponding normal events (ps < 0.001). This verifies that 
manipulation of the unethical events involving each target was effective.

Impact of Unethical Events on Willingness to Invest
For H1 and H2, this study adopted a 2×2×4 ANOVA with “willingness to invest” as the dependent variable. This was 
“type of behavioral ethics” (unethical behavior versus normal behavior) × “stages of firm development” (startups 
versus mature firms) × “targets involved in the events” (employees, peers, customers, and society). To verify that 
firm’s unethical behavior reduces investors’ willingness to invest in H1, this study first focused on the main effect of 
the type of behavioral ethics. The results of the ANOVA showed that this main effect was significant [F (1, 253) = 
210.619, p < 0.001, ηp

2 = 0.454]. This was demonstrated by the fact that, compared with normal events (7.549 ± 
0.131), investors were significantly less willing to invest after being informed of an unethical event (4.848 ± 0.132).

The Impact of “Stage of Firm Development” and Unethical Behavior on Willingness to 
Invest
The study focused on the main effect of the “stage of firm development” and its interaction with the “type of behavioral 
ethics” in the ANOVA. This was done to verify differences in investors’ willingness to invest in firms at different stages 
of development when informed of the firms’ unethical behaviors in H2. The results revealed a marginal significant main 
effect of the “stage of firm development” [F (1, 253) = 3.404, p = 0.066, ηp

2 = 0.013], suggesting that participants had 
a stronger willingness to invest in mature firms (6.370 ± 0.124) than startups (6.027 ± 0.139).

Interestingly, the interaction effect of the two factors was also marginal significant [F (1, 253) = 3.480, p = 0.063, ηp
2 = 0.014] 

(see Figure 1). This was indicated by the fact that when normal events were reported in due diligence, investors were more 
inclined to invest in mature firms (7.894 ± 0.201) than startups (7.894 ± 0.167). Nevertheless, when both types of firms were 
reported to have unethical events, investors’ willingness to invest in both types of firms decreased significantly. However, the 
willingness to invest in mature firms (4.846 ± 0.183) decreased more than a similar level of willingness to invest in startups (4.850 
± 0.191). In other words, compared with mature firms, investors seemed to have a higher tolerance for unethical startup behavior.

The Impact of the Targets Involved in the Events on Willingness to Invest
To explore H3—that different targets involved in the events can affect H1 and H2—this study isolated four target categories. The 
results of the 2×2×4 ANOVA [behavioral ethics (unethical behavior versus normal behavior) × stages of firm development 
(startups versus mature firms) × targets involved in the events (employees, peers, customers, and society)] showed a significant 
main effect of “targets involved in the events” [F (3, 759) = 6.917, p < 0.001, ηp

2 = 0.027]. As shown in Figure 2, the post hoc 
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tests revealed that regardless of the behavioral ethics and development stages, firms with incidents involving employees attracted 
the lowest willingness to invest (5.895 ± 0.133). There were significant differences compared with those involving society (6.560 
± 0.138; p < 0.001) and peers (6.287 ± 0.137; p = 0.009). Firms whose events involved customers had the next lowest willingness 
to invest (6.052 ± 0.125). This differed significantly from firms whose events involved society (p = 0.003). The remaining 
comparisons were not significantly different from each other (ps ≥ 0.074).

More importantly, the second-order interaction effect between targets involved in the events and behavioral ethics was 
significant [F (3, 759) = 29.266, p < 0.001, ηp

2 = 0.104]. A repeated-measures ANOVA was performed in a simple effects 
analysis with “targets involved in the events” as the independent variable on the grouped data under both normal and 
unethical event conditions (see Figure 3). The results showed a significant main effect of “targets involved in the events” 
under the normal event condition [F (3, 393) = 24.350, p < 0.001, ηp

2 = 0.157]. This was indicated by the lowest 
willingness to invest obtained when the “target involved in the event” was customers (6.644 ± 0.160), compared with 
society (7.909 ± 0.169), peers (7.894 ± 0.176), and employees (8.000 ± 0.161). The latter three were not significantly 
different from each other. Conversely, when a firm had an unethical event, the main effect of “targets involved in the 
events” remained significant [F (3, 372) = 15.826, p < 0.001, ηp

2 = 0.113]. Still, the post hoc tests showed the opposite 
results to those under the normal event condition—firms whose unethical events involved customers had the highest 

Figure 1 Results of ANOVA with “type of behavioral ethics” and “stages of firm development” are independent variables. 
Notes: The asterisks represent significant differences (*p < 0.05) between two corresponding conditions; the error bars represent one SEM; and the absent label between 
two conditions means non-significant difference.

Figure 2 Results of ANOVA with “targets involved in the events” as the independent variable. 
Notes: The asterisks represent significant differences (*p < 0.05) between two corresponding conditions; the error bars represent one SEM; and the absent label between 
two conditions means non-significant difference.
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willingness to invest (5.464 ± 0.190). There were significant differences among those involving peers (4.768 ± 0.212, p = 
0.002) and employees (3.872 ± 0.213, p < 0.001). Firms with unethical events involving society received the second 
strongest willingness to invest (5.288 ± 0.225), which was also significantly different from those involving peers (p = 
0.050) and employees (p < 0.001). The difference between the latter two also reached significance (p = 0.001). The above 
results showed that, regardless of the stage of firm development, the ethicality of events involving employees had the 
greatest impact on investors’ willingness to invest. Compared with normal events involving employees, unethical events 
reduced the investors’ willingness to invest to the greatest extent. This was followed by those involving peers and 
society, with those involving customers having the lowest impact on willingness to invest.

However, the second-order interaction effect of “targets involved in the events” and the “stage of firm development” 
was found to be non-significant [F (3, 759) = 1.641, p = 1.178, ηp

2 = 0.006].
The third-order effects of targets involved in the events, behavioral ethics, and stages of firm development were also 

examined. It was found that the interaction effects were significant [F (3, 759) = 5.615, p = 0.001, ηp
2 = 0.022]. The two 

line charts in Figure 4 showed the willingness to invest in mature firms and startups conditions, respectively. As we could 

Figure 3 Results of simple effects analysis with “targets involved in the events” as the independent variable on the grouped data under both normal and unethical behavior conditions. 
Notes: The asterisks represent significant differences (*p < 0.05) between two corresponding conditions; the error bars represent one SEM; and the absent label between 
two conditions means non-significant difference.

Figure 4 Results of simple effects analyses on the grouped data under both mature firms (left line chart) and startups (right line chart) conditions. 
Notes: The highlight marks in grey represent that the interaction effect with “type of behavioral ethics” and “stages of firm development” as the independent variables was 
significant only under the society condition.
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directly observe in this figure, the significant interaction effect might be attributed to the existence of different outcome 
patterns under the society condition (see highlight marks in grey in Figure 4). To confirm this observation, simple effects 
analyses were then performed, in which a 2×2 [behavioral ethics (unethical behavior versus normal behavior) × stages of 
firm development (startups versus mature firms)] ANOVA was adopted for each of the four targets involved in the events. 
The focus was primarily on the interaction effect of the two factors. The interaction effect observed between “behavioral 
ethics” and “firm development stages” reached significance only in the condition where society was the target involved 
[F (1, 253) = 13.904, p < 0.001, ηp

2 =0.052]. It was not significant in the conditions where the other three targets were 
involved: [customers, F (1, 253) = 0.811, p = 0.369, ηp

2 = 0.003; peers, F (1, 253) = 0.458, p = 0.499, ηp
2 = 0.002; 

employees, F (1, 253) = 2.280, p = 0.132, ηp
2 = 0.009]. Another simple effects analysis was performed on the data 

involving society. The decrease in investors’ willingness to invest was greater when a mature firm was caught in 
unethical behavior (unethical events, 4.815 ± 0.271; normal events, 8.346 ± 0.248; d = 3.531) than when a startup was 
caught (unethical events, 5.800 ± 0.282; normal events, 7.278 ± 0.298; d = 1.478) during investment evaluation. In other 
words, investors might be particularly concerned about whether the unethical behavior of mature firms would harm 
society. Presumably, they were relatively tolerant of a startup’s unethical behavior against society.

Moderating Effect of Investors’ Levels of Moral Support
This section was designed to verify H4. This experiment used multiple items to measure the levels of moral support. 
Reliability analysis was conducted on the scale of moral support for the overall sample, and a Cronbach α of 0.886 was 
obtained. This suggests that the six measurement items from the original scale61 had a high degree of internal consistency 
in the current sample. The average scores of the total sample were calculated on the six measurement items. Participants 
with scores above the average were considered investors with high levels of moral support, while the rest were defined as 
those with low levels of moral support.

A repeated-measures ANOVA was then performed with “targets involved in the events” as the within-group variable 
and “behavioral ethics”, “stages of firm development”, and “level of moral support” (high versus low) as the between- 
group variables. Only results related to the levels of moral support were considered. The results suggested that there was 
a second-order interaction effect between behavioral ethics and moral support level [F (1, 249) = 55.683, p < 0.001, ηp

2 = 
0.183]. When informed of the firm’s unethical behavior (compared to normal behavior), investors with high levels of 
moral support with decreased willingness to invest (unethical behavior, 4.320 ± 0.166; normal behavior, 8.254 ± 0.168; 
d = 3.934) was significantly greater than investors with low levels of moral support (unethical behavior, 5.433 ± 0.173; 
normal behavior, 6.853 ± 0.167; d = 1.420). Based on this, the third-order interaction effect among “targets involved in 
the events”, “behavioral ethics”, and the “level of moral support” also reached significance [F (3, 747) = 5.056, p = 
0.002, ηp

2 = 0.020]. The interaction effect between “behavioral ethics” and “level of moral support” under the “each 
target involved in the event” condition was consistent with the overall second-order interaction effect. All other main 
effects and multi-order interaction effects were not significant.

Discussion
This study investigated the impact of firm’s unethical behavior on willingness to invest. It was found that after startups 
and mature firms were discovered to have engaged in unethical events, investors were substantially less willing to invest 
in the firms. However, there was a greater decrease in willingness to invest in mature firms. This indicates a greater 
investor tolerance of unethical behavior in startups. Moreover, this study found that when investors were informed of 
a firm’s unethical behaviors toward different targets, their willingness to invest decreased to varying degrees. The most 
substantial decrease in willingness to invest occurred when the unethical behavior involved employees. This was 
followed by unethical behavior involving peers and then society. Unethical events involving customers had the lowest 
impact on willingness to invest. It was also found that the third-order interaction effects of “targets involved in the 
events”, “behavioral ethics”, and the “types of firms” were significant. Compared with startups, when a mature firm was 
being evaluated, investors’ willingness to invest decreased to a greater extent when unethical behavior was detected. The 
investors were particularly concerned about whether the mature firm’s unethical behavior harmed society. Conversely, 
they were relatively tolerant of the startup’s unethical behavior against society. Further, this study found that investors’ 
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levels of moral support moderated the abovementioned effects—investors with higher levels of moral support were less 
willing to invest in firms whose unethical behavior was disclosed.

This study showed that firm’s unethical behavior reduced willingness to invest, which confirmed H1 and was 
consistent with existing studies.63,64 Once unethical behavior is disclosed, the firm’s reputation will be negatively 
affected. The economic loss caused by reputational damage is influenced by several factors, such as the firm’s crisis 
response capability and the quality of information disclosed by the media.14 These factors, in turn, deepen investors’ 
perception of investment risk. To mitigate risk, investors will subjectively reduce their willingness to invest. The prospect 
theory may also help explain this process.16 People tend to be inclined toward loss-aversion when faced with potential 
gains and have a risk-chasing tendency when faced with loss in risky decision making. In the present research design, 
investors encountered firms’ unethical behavior during due diligence and before investment. Investors were more 
sensitive to losses than gains and showed a loss-aversion tendency.

In contrast, if firm’s unethical behavior occurs after venture capital has been invested, the investor becomes a primary 
firm stakeholder. Although the investor perceives that firm’s unethical behavior can be a potential risk, it is unknown 
whether it will affect them. In contrast, disinvestment will undoubtedly result in capital loss. When faced with uncertain 
or certain losses, investors may likely chase risk. They may be inclined to help firms conceal, or even participate in, the 
unethical behavior if the investment has already taken place. The results of this study provided further explanation and 
evidence for the risk perception process of investors prior to investment decisions are made.

Based on H1, this study explored the impact of the firm development stage with unethical behavior on investors’ 
decisions. In line with previous findings,1,2 results in current study showed that investors were significantly less willing to 
invest firms with unethical behavior, although both startups and mature firms exhibited good development and investment 
potential in the experimental scenario. More importantly, investors exhibited a greater decrease in willingness to invest in 
mature firms than startups, implying that investors might be more tolerant of unethical startup behavior, supporting H2. It 
is speculated that the difference between investors’ perceived benefits and costs greatly influences their decision-making 
process for risky investments—investors’ willingness to invest increases when perceived benefits are greater than the 
perceived costs. The inverse is also true. In this study’s scenario, the firm’s future growth prospects were the perceived 
benefits to investors; the potential risks associated with firm’s unethical behavior were the perceived costs. In a situation 
where firm’s unethical behavior had not been exposed to the public, it was difficult for investors to judge the extent of 
losses owing to unethical behavior. Under such uncertainty, the anchoring effect may influence investors’ subsequent 
decisions.65 The anchor value of investors’ perceived risks is influenced by the likelihood of unethical behavior being 
exposed by the media. In the context of China’s political economy, government regulatory regimes require mature firms 
to disclose information. Thus, the availability of public information on mature firms is higher than for startups, leading to 
a higher likelihood of unethical behavior in mature firms being exposed. This, in turn, may increase the anchor value of 
investors’ perceived risks of mature firms’ unethical behaviors. The media and public generally pay more attention to 
mature firms than to startups, increasing the visibility of news about mature firms suffering losses from unethical 
behavior. Thus, investors’ perception of investment risk becomes stronger, leading to an increase in the perceived anchor 
value of investment risk, enhancing the anchoring effect. From this perspective, results in this study provided supportive 
evidence for previous findings that the media plays a key role in investors’ reactions to firms’ unethical behavior.14

Because unethical events affect different groups differences in investors’ willingness to invest based on the targets of 
unethical events were further explored. Unethical events involving employees would significantly decrease investors’ will-
ingness to invest, regardless of the firm development stage. This was followed by unethical events involving peers and society. 
Those involving customers had the lowest impact on investors’ willingness to invest. This analysis shows that the anchor value 
of investors’ risk perception is influenced by the probability of exposure of unethical events. From this perspective, unethical 
behavior against employees is most likely to be exposed. This is because employees become more aware of their rights. If their 
interests are violated, they file complaints to a labor arbitration institute or expose unethical behavior through news or social 
media. In contrast, employees may also be seen as the weaker party and companies as the stronger party. Unethical behavior 
against employees is labeled as bullying, triggering public discontent and leading to higher public pressure and perceived 
anchor value of investment risk. Under such circumstances, investors will have a strong aversion to unethical behavior against 
employees, leading to the greatest decrease in willingness to invest.
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Unethical behavior against society involves public interest, which is more likely to receive media attention and be 
exposed. It is more challenging for the media to expose firm’s unethical behavior than for employees. The possibility of 
exposing unethical behavior against society is lower compared with unethical behavior against employees. It can be 
inferred from this that the anchor value of investors’ perceived risk decreases, which will lead to a decrease in investors’ 
willingness to invest. However, the level of reduced willingness is slightly less than for unethical behavior against 
employees. Interestingly, investors were more concerned when mature firms exhibited unethical behavior toward society 
than when startups did. This might be because mature firms are more likely to be seen as entities capable of undertaking 
social responsibility, resulting in higher public expectations. Companies with increased sensitivity to social responsi-
bility are more susceptible to public pressure. Such firms pay a high price when they violate public expectations.66 This 
finding concurred with existing studies67,68 arguing that both the government and people pay more attention to firms 
with high levels of profitability and greater social influence. Thus, there are higher social responsibility expectations for 
such firms. Once these firms become socially irresponsible, they will receive more media coverage and public 
condemnation.

Moreover, unethical behavior against peers is easier to detect. The firms that have suffered a loss of interest often 
expose the unethical behavior of another firm through the media or by legal means. Third parties often regard this 
confrontation between firms as inter-firm competition, resulting in a smaller anchor value for investors’ perceived 
investment risk. There is a smaller decrease in their willingness to invest than in the first two types of unethical 
behavior.

Finally, unethical behavior against customers is the most difficult to detect. Once it is exposed that a firm harms 
customer interests to make profits, the firm will immediately lose consumer trust, and customers will buy less of its 
products. Therefore, the impact of such unethical behavior on a firm’s economic interests is the most direct. Firms might 
act covertly and even conspire with the media to suppress the truth to prevent such unethical behavior from being 
disclosed.69 Compared with the other three types of unethical behaviors, investors have the lowest anchor value of 
perceived risk against the customers and the lowest reduction in willingness to invest. These results were not contra-
dictory to a previous finding based on a situation where firm’s unethical behavior had been exposed.42 Karpoff’s results 
showed that investors’ negative reactions are stronger when firm’s unethical behavior involves stakeholders who have 
a direct exchange relationship with the firm. Current study complemented and proved this finding.

Whether investors’ level of moral support affected their willingness to invest in firms with unethical behavior was 
also investigated. H4 was supported when the investors were informed of unethical behavior. The factor influenced the 
decisions involving every type of target. These results were generally consistent with existing studies,70,71 suggesting that 
individual moral level positively predicts moral judgments. Previous studies have shown that individuals respond 
differently to moral events.44–46 These differences stem from the individual level of cognitive moral development— 
individuals with higher levels of cognitive moral development are more sensitive to moral issues.51 Such individuals 
have a stronger perception of risk arising from unethical behaviors. This study hypothesized that investors with high 
levels of moral support would be more likely to regard certain firm behaviors as unethical, thereby increasing their risk 
perception and decreasing their willingness to invest. Conversely, investors with low levels of moral support might not 
regard the same unusual behaviors as unethical and ignore potential risks. Even if they were aware of these unethical 
behaviors, their perceived potential risk would be significantly lower compared to investors with high levels of moral 
support, resulting in a smaller decrease in willingness to invest in the firm.

Theoretical Implications
This study examined investment intentions from the perspective of individual investors, and provided theoretical 
contributions as follows.

First, this study expanded on previous discussions of the context in which firm’s unethical behavior and investment 
decisions occurred. Although existing research has confirmed that when firms behave unethically, the investment 
willingness of investors would decline, it was not clear whether the situation occurred before or after investment. The 
behavioral questionnaire design of this study set the investment situation as the before-investment decision, and the 
unethical behavior was not disclosed. Therefore, it could be more clearly demonstrated that in the before-investment 
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stage, even if the firm’s unethical behavior had not been exposed to the public, the unethical behavior still had a negative 
impact on the decision-making of investors.

The findings of this study refined research on the relationship between investment decisions and different stake-
holders. Previous findings42 had interpreted the relationship between investment decisions and different stakeholders 
from the perspective of whether stakeholders had direct transactions with the firm which engaged in unethical behavior. 
In contrast to the above research, the current study separated the roles of stakeholders and investors, and found that even 
though the stakeholders of the firm’s unethical behavior were not the investors themselves, the investors would still alter 
their decisions; further, the impact of unethical events on investor’s investment decision varied between different 
stakeholders. In this respect, current study provides a new perspective to the integration of stakeholder theory and 
unethical behavior.

This study enriched the understanding of firm’s unethical behavior by distinguishing the impact of unethical behavior 
on investment decisions between mature firms and startups. Most of existing studies ignored the research on unethical 
behaviors of startups, especially for comparing the differences in the impact of unethical behaviors on investment 
willingness between the two. This study included both startups and mature firms and confirmed that investors had 
a higher tolerance for unethical behavior of startups.

Practical Implications
This study analyzed investors and firm’s unethical behavior in the Chinese context, and promotes interdisciplinary 
communication among management, psychology, and behavioral finance and expands the analytical framework for 
individual investor decision-making.

For Management Practice. This study found that unethical behavior in startups and mature firms decreased investor 
willingness to invest. This reduction in willingness was especially pronounced for mature companies. Managers should 
be mindful of firm’s unethical behavior and correct it as soon as it is detected to avoid further deterioration. Investors can 
then see the firm can handle a crisis, which will help restore investor confidence. Although investors are more tolerant of 
startups’ unethical behaviors, the willingness to invest still decreases. It is already difficult for startups to raise capital, 
and a reduced willingness to invest can result in reduced or even withdrawn investments. Funding is as essential to 
business survival. If capital is scarce, startups face an existential and growth crisis. Therefore, neither startups nor mature 
firms should pursue economic benefits through unethical behaviors. Rather, they should balance stakeholders’ interests 
and pursue the maximization of overall benefits.

For investors. Stakeholders are always trying to balance business and social needs.72 If the two are in conflict, 
managers usually focus on the interests of shareholders and ignore the needs of specific stakeholder groups.38 This often 
results in firm’s unethical behavior. Investors must be aware that unethical behavior is the antithesis of firm development 
and may cause substantial financial and reputational damage if exposed. Prior to making investment decisions, investors 
should pay close attention to firm’s unethical behavior and carefully assess the investment risks. Investments should be 
reduced or suspended in firms exhibiting unethical behavior. Waiting for or urging them to correct their behavior helps 
investors build their own reputational capital and greatly reduce investment risks.

For Public Policy. As mentioned in the previous analysis, investor tolerance of startups’ unethical behavior may be attributed 
to the imperfection of the existing system. The costs arising from the startups’ unethical behavior are small, resulting in a low 
level of perceived investor risk. It is recommended that government regulatory departments establish a disclosure system and 
penalty regimes for unethical behavior. Regardless of whether an organization is a startup or a mature firm, unethical behaviors 
should be publicly disclosed to increase public pressure. Penalties for unethical behavior should be increased. This may stimulate 
more firms’ engagement in corporate social responsibility activities,73 acting as a deterrent to firm’s unethical behavior. It has 
been speculated that the likelihood of unethical behavior being exposed by the media affects the anchor value of investors’ 
perceived risk. This is especially true when the media clearly conveys that firms are responsible for their conduct and investors’ 
investment decisions are negatively predicted. Ultimately, the government should emphasize the media’s role in firm monitoring 
and regulation.
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Conclusion and Limitations
This study has drawn some useful conclusions that complement and expand on existing research. First, this study 
verified that firm’s unethical behavior might lead to a significant decline in investors’ investment willingness, but 
investors would be more tolerant with their unethical behavior if faced with startups, showing a smaller decline in 
investment willingness. Meanwhile, when investors knew that there were differences in the targets involved in firm’s 
unethical behavior—that is, the stakeholders—their willingness to invest in the relevant firms would also change 
accordingly. This finding expanded the context of research on relationship between firm’s unethical behavior and 
investor behavior, explaining the difference in the impact of the same unethical behavior on investment willingness 
and decision-making between mature firms and startups; it also further revealed the impact mechanism of firm’s 
unethical behavior on investment willingness of different stakeholders, enriching the research on relationship between 
firm’s unethical behavior and investors.

Nevertheless, several limitations should be considered. In the scenarios established here, investors discovered the 
unethical behavior of firms during their due diligence prior to investing. At this point, they were not yet significant 
stakeholders. Compared with situations where an investor has already invested money, the ethical dilemma faced by the 
investor in this study was relatively simple, as it only requires consideration of investment risk. If the investment has 
already taken place, the investor has formed a symbiotic relationship with the firm. Thus, whether the investor’s 
perceived interest will be the dominant factor at this point in decision-making needs further exploration. Second, this 
study was limited to the Chinese context and did not involve other cultural contexts. When studying investment 
decisions, they must be understood in the context of the investor’s existing cultural background and acceptable firm 
ethical codes. Laws, ethical principles, and norms are constructed at the national level. Only when an investor labels firm 
behavior as unethical can they enter into the dilemma of economic interest versus moral choice. Thus, cross-cultural 
similarities in the impact of the same unethical behavior on Chinese investors require investigation. Future research on 
this issue could provide more valuable suggestions for the government, business operators, and investors. Third, the 
samples selected in this study were students or community members in financial study, but they lacked real investment 
experience. Future research may collect more data from actual investors in order to improve the external validity of these 
findings.
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