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a b s t r a c t

Audit standards around the world describe three factors, known together as the fraud trian-
gle, that purportedly predict the likelihood of fraudulent financial reporting (IAASB, 2009;
PCAOB, 2005). The first two factors, opportunity and incentive/pressure, are largely accepted
as being associatedwith fraud (Erickson, Hanlon, &Maydew, 2004; Graham, Harvey, & Rajg-
opal, 2005;Wells, 2001),whereas the third factor, attitude/rationalization, remains a relative
mystery (Hogan, Rezaee, Riley, & Velury, 2008; Wells, 2004). I conducted an experiment in
which participants were provided the opportunity and motivation to misreport, in order to
explore attitude and rationalization in greater detail. As expected, I found that participants
whose attitude favors misreporting and individuals who are higher in Machiavellianism
are bothmore likely tomisreport; and participantswhomisreport experience negative emo-
tions (affect). Of concern, however, is that higher Machiavellians who misreport feel signif-
icantly less guilt than others who misreport. When I changed the experimental setting and
asked participants to think about common rationalizations they may use, in an attempt to
reduce rationalizing before they made their reporting decision, significantly fewer partici-
pants misreported; while those who still misreported rationalized to an even greater extent.
Implications for future research and fraud detection and prevention are discussed.

� 2012 Published by Elsevier Ltd.

Introduction

Audit standards worldwide describe three factors that
purportedly predict the likelihood of fraud within an orga-
nization (IAASB, 2009; PCAOB, 2005). These three factors,
together known as the fraud triangle, are: (1) opportunity,
(2) incentive/pressure, or motivation, and (3) attitude/
rationalization. The first two are generally accepted as pre-
dictors of fraud (Erickson et al., 2004; Graham et al., 2005;
Hogan et al., 2008; Wells, 2001) and audit standards
provide detailed guidance on the presence of these two
factors. However, the third side of the fraud triangle –
attitude/rationalization – has received little attention from
researchers (Hogan et al., 2008), and audit standards
provide little direct guidance. The American Institute of
Certified Public Accountants suggests these factors may
not be observable (AICPA, 2002, Sec. 316.35). In this paper,
I examine attitudes and rationalizations of individuals in

an experimental setting that provides the opportunity
and motivation to misreport. This study addresses a ques-
tion put forth by the founder of the Association of Certified
Fraud Examiners:

‘‘. . .when presented with seemingly identical opportu-
nities and motives, why does one person or organiza-
tion turn to fraud and another does not? No one really
knows.’’

(Wells, 2004, p. 3).

I focus solely on one type of fraud: fraudulent financial
reporting, or misreporting. Fraudulent financial reporting
carries the most severe consequences of all fraud types,1

and calls are being made for a greater understanding of
how to reduce it (Carcello & Hermanson, 2008).
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1 Fraudulent financial reporting carries a median loss of $4.1 million
(USD equivalent), almost 30 times greater than the median loss for schemes
involving asset misappropriation and fifteen times greater than the median
loss for cases involving corruption (Association of Certified Fraud
Examiners, 2010).
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Even though attitude and rationalization constitute one
side of the fraud triangle, I argue they are different con-
structs, especially in their temporal relation to misrep-
orting. Individuals walk into a reporting situation with
some kind of predisposition toward misreporting, whether
it is a true ‘‘attitude’’ which is changeable (Harmon-Jones &
Mills, 1999; Sherman & Fazio, 1983) or a ‘‘character’’ trait
which is stable (Christie & Geis, 1970; Sherman & Fazio,
1983).2 In contrast, misreporting, or the intent to misreport,
triggers rationalization.

Individuals use rationalization to reduce the negative
emotions (negative affect) that accompany ‘‘bad’’ behavior.
Placed in a reporting context, individuals who consider
misreporting will also anticipate feeling badly because
misreporting is either against their beliefs (Festinger,
1957) or against society’s norms (Bandura, 1991, 1999).
According to Frank (1988), emotions serve to keep us hon-
est. However, many individuals are able to think of a ratio-
nalization in order to reduce the negative feelings that
accompany misreporting behavior (Murphy & Dacin,
2011; Sykes & Matza, 1957).

Given the discussion above, we expect individuals who
have a predisposition toward misreporting to be more
likely to misreport, and we expect individuals who misre-
port to experience negative affect. Using an experimental
setting, I first validated these expectations before exploring
rationalization and two predispositions in greater depth.
The two predispositions of interest are: (1) the attitude to-
ward reporting the results of one’s own performance to
others, and (2) Machiavellianism, a character trait. My
two research questions are: (1) How easy is it to rational-
ize? and (2) Are predispositions associated with rationali-
zation and negative affect?

As expected, I found that participants who have a pre-
disposition toward misreporting are more likely to misre-
port, and they also misreport by greater amounts. I found
that most misreporting participants use rationalization
significantly more than other reasons for misreporting,
such as ‘‘because I could’’ or ‘‘because I wanted more
money’’. I found no association between predisposition
and rationalization.

As a further test of the power of rationalization, I
created a two-level manipulation in which participants’
ability to use certain rationalizations was systematically
reduced. In the first manipulation level labeled delicate,
any misreporting by a participant resulted in a financial
loss to another participant, eliminating the ‘‘I’m not hurt-
ing anyone’’ rationalization. In the second manipulation
level labeled concentrated, the case materials also asked
participants to think about other commonly used rational-
izations, making their use of them more difficult. The con-
centrated treatment resulted in significantly lower levels
of misreporting, while those who still misreported ratio-
nalized to an even greater extent.

My finding of greatest concern is that misreporting par-
ticipants who are higher in Machiavellianism feel signifi-
cantly less guilt than misreporters who are lower in
Machiavellianism. This result suggests that high Machia-
vellians are not only more likely to misreport in the pres-
ence of opportunity and motive, but they also bear a
much smaller emotional burden from misreporting. Audi-
tors, regulators and those charged with governance should
be concerned about this finding, especially since some evi-
dence suggests that Machiavellianism is positively corre-
lated with performance (Aziz, May, & Crotts, 2002; Gable
& Dangello, 1994; Shultz, 1993). If employers promote
employees whose performance is superior, as is logical,
are they inadvertently promoting higher Machiavellians
who are more likely to misreport?

This paper contributes to the fraud and accounting liter-
ature in three ways. First, it provides evidence of the fre-
quency with which misreporting individuals rationalize
their behavior and identifies rationalization categories
used by misreporting individuals, answering calls for re-
search on this important phenomenon (Hermanson,
2009). These findings can extend existing models of mis-
reporting, such as Blanthorne and Kaplan’s (2008) tax mis-
reporting model, while auditors could listen for common
rationalizations in interviews as part of their fraud risk
assessment. Second, evidence from this paper suggests
that the third side of the fraud triangle could be more
clearly explained; predispositions are not directly related
to rationalizations. This is the first paper I am aware of that
expressly examines the relation between attitudes and
rationalizations. The findings are consistent with the the-
ory and framework developed by Murphy and Dacin
(2011). Finally, my results suggest that auditors and those
charged with governance should identify individuals who
are higher Machiavellian or look for signals of such behav-
ior as a means of fraud prevention and detection.

The remainder of this paper proceeds as follows. The
next section discusses the theories behind rationalization,
attitudes, and Machiavellianism. Following that, I describe
the research method and data analysis. The next section
provides the results. The paper concludes with limitations
and discussion of future research.

Theory and hypotheses development

Setting the stage: Predispositions, misreporting and negative
affect

Weexpect that individualswhohave a predisposition to-
ward misreporting will misreport when opportunity and
motive are present (IAASB, 2009; PCAOB, 2005).We also ex-
pect that individuals who misreport will experience nega-
tive affect (Damasio, 2007; Hotz, 2007).3 Two types of
negative affect could be experienced. First, a misreporting
individual may experience a form of self-conscious moral
emotion such as guilt (Haidt, 2009; Plant & Devine, 1998),
which occurs because misreporting is against societal norms

2 The audit standards acknowledge a difference between attitude and
character by stating, ‘‘Some individuals possess an attitude, character, or set
of ethical values that allow them to knowingly and intentionally commit a
dishonest act.’’ (IAASB, 2009; PCAOB, 2005, Section A1). I refer to attitude
and character together as a ‘‘predisposition.’’

3 Negative affect is used synonymously with negative emotion or
negative feelings in this paper. It refers to immediate emotions as opposed
to longer-term moods.
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of behavior (Bandura, 1991, 1999). Second, a misreporting
individual may feel discomfort, caused by performing a
counter-attitudinal behavior (Festinger, 1957). Because
individuals do not like to experience negative affect, they ac-
tively look forways to reduce those feelings. Rationalization is
oneway to reducenegativeemotions (Murphy&Dacin, 2011).

How easy is it to rationalize?

The philosophy literature defines rationalization as, ‘‘the
mental process of justifying conduct by adducing false mo-
tives’’, or more broadly defined to include ‘‘justification for
our opinions and theories as well as for our conduct’’
(Sloane, 1944, p. 12). Within social psychology, it is defined
as, ‘‘a post-behavioral process throughwhich a problematic
behavior becomes less problematic for the person who has
displayed it.’’ (Fointiat, 1998, p. 471). A rationalization can
be true (i.e. a fact). In many cases, however, individuals
reconstrue the context or circumstances of the particular
situation in order to justify the act. In order to be effective
in reducing negative affect, a rationalization must be
believable to the ‘‘rationalizer’’ (Kunda, 1990). To the extent
individuals are able to think of an effective rationalization,
their bad behavior can be heightened (Bandura, Barbaranel-
li, Caprara, & Pastorelli, 1996; Milgram, 1974).

Rationalization is similar in some ways to the concept
of justification in the accountability literature. As it relates
to accountability, justifying is ‘‘the act of providing evi-
dence to support one’s judgments or decisions’’ (Peecher,
1996, p. 126). Likewise, individuals who rationalize are
attempting to provide evidence supporting the acceptabil-
ity of their act. However, there are two distinct differences
between these forms of justification. First, rationalization
comes about as a result of anticipated illegal or unethical
behavior whereas an accountability setting usually does
not contain an ethical dimension. One could think of a
rationalization as a ‘‘sinister justification’’.4 Second, a ratio-
nalization is conjured primarily for oneself (Bandura, 1991,
1999) as opposed to an accountability setting in which the
justification is conjured for the justifee (Peecher, 1996).
Webster defines justify in two distinct ways: (1) to show
to be right or valid, and (2) to pronounce free from blame
or guilt (Webster, 1996). The first of these definitions is con-
sistent with justification in an accountability setting while
the second is consistent with the type of justification that
equates to rationalization.

As explained above, a key element distinguishing ratio-
nalization from any other type of explanation for behavior
is the need to self-justify (Bandura, 1991, 1999). If individ-
uals truly believe they did nothing wrong, there is no need
to rationalize. An explanation of the behavior would be
descriptive, void of any persuasive elements. The fraud tri-
angle provides two excellent examples of explanations
that do not reflect rationalization: opportunity and moti-
vation. If misreporting individuals do not feel the need to
self-justify, then they could explain misreporting behavior
as follows: (1) because I could (i.e. the opportunity existed)

or, (2) because I wanted to (i.e. I was motivated to). For
example, Graham et al. (2005) found that, when asked
why they try to meet earnings management benchmarks,
top executives responded with a motive: ‘‘maintain or in-
crease our stock price’’ (Graham et al., 2005, p. 25).

On the other hand, if individuals view misreporting as
unethical or contrary to their or society’s beliefs, a decision
to misreport is more likely to be associated with rational-
ization. A rationalization is likely to contain elements of
the context or situation to justify behavior (Festinger,
1957). For example, Richard Scrushy, the former CEO of
HealthSouth, instructed his subordinates to cook the books
in order to meet analyst’s forecasts, arguing that other
companies do the same thing (Beam, 2009). In this situa-
tion, Scrushy argued it was acceptable to perpetrate fraud
as long as others are doing the same thing; he was diffus-
ing responsibility. In another situation, Scott Sullivan, the
CFO of WorldCom, testified in court that Bernie Ebbers,
the CEO, told him ‘‘we have to hit the numbers’’ (Latour
& Young, 2005). In this situation, it appears that Sullivan
was displacing responsibility by arguing he was told to al-
ter the financial statements. Though some might construe
both rationalizations as accurate, it does not change the
fact that they were perpetrating fraudulent financial
reporting. They construed the situation to throw responsi-
bility for their act elsewhere.

Researchers in multiple fields have identified categories
of rationalization, synthesized byMurphy and Dacin (2011)
into seven categories: (1) moral justification, (2) advanta-
geous comparison, (3) euphemistic labeling, (4) minimize,
ignore, or misconstrue consequences of the act, (5) denial
of the victim, (6) displacing responsibility, and (7) diffuse
responsibility. Table 1 provides detailed definitions of each,
along with examples in a misreporting context.

Given the above discussion, if a reporting situation ex-
ists in which there are no penalties for misreporting, we
would expect misreporting individuals to explain their
behavior in simple terms. For example, they are likely to
say they misreported because they could (opportunity) or
because they wanted the additional money (motive). In
such circumstances, misreporting individuals should have
little or no need to justify their actions. Yet, if many indi-
viduals rationalize, it provides evidence of its ubiquity.

In order to examine rationalization in greater depth,
what if we attempted to impede individuals’ ability to
use rationalization, ex ante? In other words, what if we at-
tempted to impede the use of several specific and com-
monly used rationalizations? Would fewer individuals
misreport? Would misreporting individuals still find other
categories of rationalization to use?

Are predispositions associated with rationalization and
negative affect?

Webster defines predisposed as, ‘‘inclined or influenced
beforehand; made susceptible’’ (Webster, 1996). Predispo-
sitions can be in the form of an attitude or a character trait.
Attitude is described as, ‘‘evaluative feelings of pro or con,
favorable or unfavorable, with regard to particular objects;
the objects may be concrete representations of things or ac-
tions, or abstract concepts’’ (Wicker, 1969). Attitudes are

4 Individuals can also use rationalization in a positive manner. In the
context of the fraud triangle, however, rationalization is used to justify
illegal or unethical behavior, which has a negative connotation.
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Table 1
Rationalization definitions, examples, and misreporters’ use of rationalization in this experiment.

Category Definition and general examples Examples from this experiment Rationalization frequency

B
(%)

DEL
(%)

CON
(%)

Total
(%)

(1) Moral
justification (MJ)

Reconstruing the act as socially worthy or having a
moral purpose. It is often used to justify acts of war
or terrorism. Sometimes used along with appeals
to a higher authority or loyalty to that authority.
Accounting managers at WorldCom indicated that
they booked fraudulent accounting entries for
Scott Sullivan because of their loyalty to him
(Pulliam, 2005). Some use this category to argue
they are striking back at a malevolent system

‘‘I need the money for school’’ ‘‘I am also
trying to pay for college and any money I
can get helps me’’

0
(0)

1
(4)

3
(23)

4 (6)

(2) Advantageous
comparison (AC)

Comparing the wrongful act against a much more
flagrant act, to make the original act look better.
Even if the infraction isn’t minor, there are always
larger ones for comparison purposes

‘‘I didn’t fully take advantage [didn’t
misreport to the fullest extent possible]’’

4
(15)

4
(17)

2
(15)

10
(16)

(3) Euphemistic
labeling

Using convoluted verbiage to make a wrongful act
sound better. Scott Sullivan, former CFO of
WorldCom, wrote a lengthy white paper to justify
the capitalization rather than expensing of certain
items in the financial statements (Cooper, 2005)

‘‘. . .will allow me an even dollar amount’’
[earned 18.15 and reported 25.00]

4
(15)

4
(17)

2
(15)

10
(16)

(4) Minimize,
ignore, or
misconstrue
consequences of
the act

Minimizing, ignoring, or misconstruing any
consequences of the act makes it appear the
consequences are less than they are. This category
can include related rationalizations such as, ‘‘no
one was hurt’’, or ‘‘no one was hurt much’’.
Bandura et al. (1996) found that participants using
this category were less able to recall the harmful
effects of an act while easily remembering other
aspects of the experiment

‘‘no one was hurt’’ ‘‘[reviewer] won’t be
much worse off’’ ‘‘the benefit to me is
much greater than the loss to [the
reviewer]’’

5
(19)

5
(22)

1 (8) 11
(18)

(5) Denial of the
victim

Placing blame onto the victim, arguing the victim
is physically absent of unknown, or acting as
though the victim is not human. This category is
different from the previous one in that denial of
the victim does not deny negative consequences,
but rather focuses attention on the victim.
Examples include ‘‘buyer beware’’, or the victim
‘‘had it coming’’ because s/he mistreated me. The
second example provides evidence of a related
motive (being mistreated) and rationalization (the
victim had it coming)

‘‘I don’t know the reviewer and I have no
obligation to help her’’

0
(0)

0
(0)

1 (8) 1 (2)

(6) Displacing
responsibility

Placing responsibility for the act with someone
else. Scott Sullivan, CFO of WorldCom, testified
that he was implicitly told by his boss, CEO Bernie
Ebbers, to alter the financial statements to ‘‘hit the
numbers’’ (Latour & Young, 2005)

‘‘I was only responsible for following the
guidelines as set out in the experiment’’

5
(19)

0
(0)

0 (0) 5 (8)

(7) Diffusing
responsibility

Sharing responsibility with others. Richard
Scrushy, CEO of HealthSouth, allegedly instructed
his subordinates to misreport by explaining that
‘‘everybody does it’’ (Stuart, 2005). Callahan (2004)
argues that this category of rationalization is
ubiquitous throughout U.S. society as a way of
justifying cheating

‘‘the accounting department should have
foreseen all participants reporting $40’’

2
(8)

1
(4)

1 (8) 4 (6)

New: Entitlement Deserving of more, regardless of anything else ‘‘I felt I did better’’ ‘‘I deserved more
money’’

5
(19)

2
(9)

0 (0) 7
(11)

New: Disbelief Claiming disbelief of how the rules work ‘‘I think [the reviewer] might be
compensated in other ways’’ ‘‘I don’t
believe that [the reviewer] is on aid here’’

1
(4)

6
(26)

3
(23)

10
(16)

Total Number of Rationalizations 26 23 13 62
Average Number of Rationalizations Useda 1.73 1.53 1.63 1.63

B = baseline, DEL = delicate level of manipulation, CON = concentrated level of manipulation.
The numbers in parentheses indicate the percentage of that particular rationalization category used in that treatment. For example, 15% (4/26) of the
rationalizations used in the baseline were ‘‘advantageous comparison’’.
Source for the seven categories of rationalization: synthesis in Murphy and Dacin (2011).

a The average number of rationalizations used is calculated as the total number of rationalizations (e.g. 26 in the baseline) divided by the number of
misreporting participants using any rationalization (e.g. 15 in the baseline).
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relatively changeable, evidenced by a dissonance research
paradigm examining attitude change following a counter-
attitudinal behavior (Harmon-Jones & Mills, 1999).

While attitudes are easily changeable, and thus not nec-
essarily as predictive of behavior, other related measures
like character are more stable and theoretically more pre-
dictive. One such character trait is Machiavellianism. The
Machiavellianism instrument has been used as a character
measure for decades with robust results (Christie & Geis,
1970). The instrument measures the propensity of individ-
uals to act in a manner consistent with the instrument’s
namesake:Machiavelli. AMachiavellian, or highMach, gen-
erally views and manipulates others for his/her own pur-
poses (Christie & Geis, 1970). High Machs tend to be more
opportunistic and act in a manner consistent with the eco-
nomic theory of self-interest (Gunnthorsdottir, McCabe, &
Smith, 2002). They are more apt than low Machs to cheat
if given rational arguments in favor of it, andwhen the prob-
ability of detection is low (Cooper & Peterson, 1981). It is
reasonable to expect highMachs to bemore likely tomisre-
port when provided the opportunity and motivation.

Theoretically, a pre-existing attitude or character trait
should be associated with the related behavior. However, it
is less clear whether attitude or character should be related
to either rationalization or negative affect. I find no theory
describing a link between any predispositions and rationali-
zation, except perhaps the fraud triangle which places them
together. Some evidence links certain character traits with
negative affect, or a lack thereof. For example, psychopaths
do not experience remorse (Babiak & Hare, 2006). According
to Christie and Geis (1970), high Machs feel less discomfort.

Method

I conductedan experiment inwhichparticipantswere al-
lowed to misreport the outcome of their own performance
for financial gain, using a mixed between-subject (three
treatments) andwithin-subject (attitude and character) de-
sign. In this experiment, participants act on their choices
rather than answering what they would do or how they
would feel. This experimental design is preferable when
dealing with decisions containing ethical implications be-
cause of prior literature asserting a tenuous link between
what individuals say theywill doandwhat theyactuallydo.5

The experiment followed the temporal nature of the
constructs under study – attitude and character precede
behavior while rationalization is conjured within the
reporting context. First, I administered a survey that began
with distracter questions and followed with the attitude
measure (see Appendix A.1) or Machiavellian instrument
(see Appendix A.2), in randomized order.6 Roughly 2 weeks

later, the same individuals were recruited to participate in
my experiment. I asked participants for their names on the
surveys and during the experiment in order to match predis-
position and behavior data.

Experimental procedures and participants

The baseline condition proceeded as follows. Partici-
pants entered the lab where they signed consent forms
and completed the first set of affect measures (seventeen
words or phrases capturing how they feel) in hard copy
form. I handed out instructions and read them aloud. The
instructions first pledged confidentiality, then explained
that participants were to complete a computerized timed
accounting quiz consisting of ten multiple choice questions
that culminated in an earned income. Each correct (incor-
rect) answer resulted in a draw from a normally distrib-
uted income bin with a range from $1.00 to $4.00
(�$1.00 to $2.00), in increments of $0.01. After reading
along, each participant turned to a networked computer
and completed the quiz.

Before participants learned the results of their quiz, they
were instructed to turn back tome for further instructions. I
handed out the second set of instructions and read them
aloud. These instructions explained that each computer
wouldprivately report theparticipant’s earned income from
the quiz, and then will instruct the participant to report an
income to me through the networked computers. I would
pay each participant the income s/he reports. The instruc-
tions explained that the computer accepted any income
within the range of possibilities, between 0 and $40.00. As
I read the instructions, I maintained a neutral expression
to reduce potential demand effect. Physical barriers be-
tween each computer station kept participants from looking
at or talkingwith one another. Participants then turnedback
to their computers where they answered three questions
(called the rules knowledge test) designed to ensure they
understood the payment scheme. They were informed of
their earned income and were asked to report an income.

Immediately after participants reported an income,
they completed the same affect measures as before but
through the computer, in randomized order to eliminate
order effects. Following this, the computer displayed the
participant’s earned income and reported income and, if
the participant misreported, it asked ‘‘Why did you report
more than you earned?’’ Participants answered in an open-
ended text box which was qualitatively analyzed for ratio-
nalization. Finally, participants answered comprehension
check questions. At the end, the computer provided
instructions to wait for the researcher to pay them. I paid
each participant, privately, as s/he left the room. After I
completed all experimental sessions, I provided results to
the participants and informed them that the survey and
experiment were related.7

5 For example, moral hypocrisy theory posits that individuals seek to
appear moral without necessarily acting so (Batson, Kobrynowicz, Dinner-
stein, Kampf, & Wilson, 1997; Stone, Weigand, Cooper, & Aronson, 1997)
while the social desirability bias is the tendency to overestimate (under-
estimate) the likelihood of performing a desirable (undesirable) action
(Chung & Monroe, 2003).

6 None of the participants were current or former students from classes I
taught. Other individuals administered the surveys, while I conducted all
sessions of the experiment, in order to reduce any association participants
might have made between the surveys and the experiment.

7 Survey participants were correctly told that only the researcher (me)
would have access to their answers. In order to avoid the perception that
the ethically-charged surveys were associated with the experiment, I failed
to inform participants that they were part of the same overall study until
after all experimental sessions were completed. The respective ethics and
review boards at both universities approved this methodology, and
participants expressed no concerns.
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In addition to the baseline condition, I designed a
manipulation as a further test of the power and ubiquity
of rationalization. I systematically reduced the number of
rationalizations available to participants, ex ante, using
two levels of impediment: delicate and concentrated. The
manipulation is described in the Variables and analyses
section.

Two hundred eleven students in upper-level under-
graduate or masters of accounting classes at two North
American universities completed the surveys and partici-
pated in my experiment. They were randomly assigned
one of three treatments at each university. I eliminated five
participants who failed all the payment scheme questions,
since they apparently did not understand or attend to the
rules. Of the remaining 206 participants, the average age
was 21, with a 104 male/102 female split. Seventy-two
percent were accounting majors.8

Variables and analyses

I now describe the variables used, how I measured
them, and how I analyzed them. This discussion is orga-
nized identically to the theory section: (1) Setting the
stage: predispositions, misreporting and negative affect,
(2) How easy is it to rationalize? and (3) Are predisposi-
tions associated with rationalization and negative affect?

Variables and analyses for setting the stage: Predispositions,
misreporting and negative affect

I captured two predisposition measures, one for an atti-
tude and one for a character trait. The attitude variable was
constructed by first consulting literature to determine the
circumstances in which attitude best predicts behavior.
The following elements are necessary: (1) other social
influences are minimal (Triandis, 1982), (2) the attitude
is specific to the behavior (Ajzen, 1982; Ajzen & Fishbein,
1977), and (3) the attitude is potent and internalized (Kra-
use, 1995; Plant & Devine, 1998). As long as other social
influences are minimal, the theory holds that the stronger
the attitude is internalized or held as a personal belief, and
the more specific it is, the more predictive it is of behavior.
I defined the construct of interest to be the attitude toward
reporting the results of one’s own performance, because this
captures an important psychological element of the report-
ing environment for many top executives (Knechel, Salte-
rio, & Ballou, 2007). For example, Graham et al. (2005)
found that most CFOs worry that they are seen as incompe-
tent if they miss earnings targets, suggesting that CFOs
view the financial statements as reflecting their own per-
formance as executives. I developed seventeen short sce-
narios that fit this definition and participants’ likely
experiences, ten of which are reported in the final survey
in Appendix A.1. For each scenario, participants were asked

to indicate their level of agreement on a 7-point Likert
scale. I administered a draft instrument to students in
accounting classes. With a total of 119 pilot surveys, I ana-
lyzed a correlation matrix and conducted both a principal-
axis and principal components factor analysis with vari-
max rotation (Devine, Monteith, Zuwerink, & Elliot, 1991;
Monteith, Devine, & Zuwerink, 1993; Nunnally & Bern-
stein, 1994). Results were consistent between the meth-
ods. Ten of the seventeen scenarios loaded strongly onto
one factor, accounting for 42% of the total variance. The fi-
nal attitude survey in Appendix A.1 (Chronbach’s a = 0.844
from the pilot participants and 0.824 from the study par-
ticipants) contains these ten scenarios.9 The attitude survey
ended with a series of questions that, together, created an
index of how strongly the attitude was internalized (Devine
et al., 1991). All participants indicated a strong attitude.10

For a measure of character, I used the Machiavellian instru-
ment (Christie & Geis, 1970) reported in Appendix A.2.

I measured misreporting behavior in two ways: (1) MIS-
AMT, the amount by which a participant misreported,
which is the reported amount minus the earned amount,
and (2) MIS, dichotomously as misreporting or not.

To measure negative affect, I closely followed the work
of Devine et al. (1991), Monteith et al. (1993), and Plant
and Devine (1998). Six words or phrases captured discom-
fort (DIS): bothered, distressed, negative, tense, uncomfort-
able, and uneasy (Chronbach’s a of 0.861 and 0.924 at each
point in my experiment, respectively). Six words or phrases
captured guilt (GUILT): annoyed at myself, disappointed
with myself, guilty, regretful, self-critical, and shame
(Chronbach’s a of 0.877 and 0.885 respectively). I also mea-
sured positive-self to allow a mix of positive and negative
terms, captured by the following: friendly, content, good,
happy, and optimistic (Chronbach’s a of 0.833 and 0.899
respectively). Both times these measures were taken,
participants were asked how they feel right now, using a
7-point Likert scale from 1 = ‘‘Does not apply at all’’ to
7 = ‘‘Applies very much’’. For each variable, the sum at time
two in the experiment (immediately after reporting an in-
come) minus the sum at time one (before experiment be-
gins) captures the change in how the participant felt. If
DIS or GUILT is positive, it indicates the participant experi-
enced increased discomfort or guilt immediately after mak-
ing his/her reporting decision. I also combined DIS and
GUILT to form NEG AFFECT, a variable intended to capture
negative affect in total.

I examined whether predispositions were associated
with reporting behavior using a logistic regression analysis
(not reported herein) of misreporting (MIS) on predisposi-
tions (ATT, MACH) and control variables (DEL and CON, the
two levels of my manipulation, along with EARNED and
TIME). Both ATT and MACH were significantly positively
associated with MIS (p < 0.05, one-tailed), thus establishing

8 I examined whether any demographic data (age, gender, major,
university) impacted my analyses or results. Participants majoring in
accounting misreported significantly less than all others (p = 0.034 one-
tailed). Further analysis revealed that accounting majors in my study were
significantly lower in Machiavellianism (p = 0.003 one-tailed), suggesting
self-selection into accounting since Machiavellianism is a character trait.
None of the other variables were significant and their presence did not
change any inferences.

9 A content validity assessment supports each scenario as adequately
capturing the construct of interest (Rungtusanatham, Anderson, & Dooley,
1999)
10 Of the 205 participants who completed the attitude survey, no one
rated his/her attitude as weakly held, three were neutral, and 202 reported
their attitude as strongly held. I eliminated no participants due to lack of
attitude strength.
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the validity of the link between attitude/Machiavellianism
and misreporting.

I also analyzed the predictors of negative affect by
regressing negative affect (NEG AFFECT) on MISAMT, ATT,
MACH, and EARNED. I found that misreporting was signif-
icantly positively associated with negative affect (p < 0.05,
one-tailed), thus establishing the validity of the link be-
tween misreporting and the experience of negative affect.

Variables and analyses for ease of rationalization
The first research question asks whether misreporting

individuals use a rationalization to explain their behavior
and if so, how easy is it to rationalize. Rationalization
was captured when the computer asked misreporting par-
ticipants: ‘‘Why did you report more than you earned?’’
Answers were first coded by two Ph.D. Candidates as a
rationalization or not. They independently analyzed each
answer according to the definition of a rationalization. If
an answer fit the definition, they coded RAT as 1, otherwise
0. The initial inter-rater reliability was 0.727. After further
discussion and recoding, the inter-rater reliability was
0.880. I only coded an answer as a rationalization if both
raters agreed. Rationalizations were then further coded
into categories according to Murphy and Dacin (2011). A
research assistant and I independently categorized ratio-
nalizations into one or more of seven categories. The initial
inter-rater reliability was 0.925. After further discussion,
we resolved all disagreements.

To address the question of how easy it is to rationalize, I
designed a manipulation to impede rationalization usage,
ex ante. There are two levels of manipulation, with the sec-
ond being stronger than the first. In the first level, labeled
delicate, I removed the most common rationalization from
pilot tests: no one was hurt. Gneezy (2005) found that par-
ticipants who lie for financial gain are also sensitive to the
financial harm to others. I operationalized this impediment
as follows. After participants completed the quiz, but before
they learned their results, I instructed them that any mis-
reportingwill result in a financial hurt to another individual
in the room. Specifically, misreportingwould hurt a student
(introduced to the group) who was working his/her way
through school with the help of financial aid. I explained
that this student, in the role of ‘‘reviewer’’, would be asked
to guess the accuracy of the report made by each partici-
pant. No matter what the reviewer guesses, his/her earn-
ings would be reduced by either $3.00 or $5.00 for each
misreport in the group, and either increased by $1.00 or re-
main the same for every accurate report, depending upon
the accuracy guesses.11 I ensured the saliency of this manip-
ulation by going through an example of how the student
would be financially hurt by misreporting (see Appendix
B). Participants then turned back to their computers, com-
pleted the rules knowledge test, and the remainder of the
treatment proceeded the same as the baseline.

In the second manipulation level, labeled concentrated, I
followed the same process as the delicate treatment, and I
inserted reminders in an attempt to remove other common

rationalizations. The following message appeared on par-
ticipants’ computer screen prior to asking for a report:

‘‘Before asking you to report your income, please con-
sider the following questions:

� Since this program accepts any income up to $40.00,
perhaps you are considering reporting more income
than you earned. Do you think it is acceptable to over-
report your income to get more money?

� Though you may argue that reporting more than you
earned is a minor offense compared to many other acts,
do you think that makes it acceptable to misreport your
income?

� Remember that the reviewer is a student working
toward his/her degree with the support of financial
aid, and has nothing to do with the set-up of this exper-
iment. The reviewer is financially hurt if you misreport.
Though it may seem to be a small loss to you, do you
think the reviewer will see it that way?

� If you think that many other participants in this exper-
iment are likely to misreport for their own gain at the
expense of the reviewer, does that make it acceptable
for you to do so?’’

The first statement introduced the notion of misrep-
orting in general and was intended to get the participants
thinkingabout the ethicsof thedecisionandhowtheymight
feel if they misreport. The second statement asked the par-
ticipants to consider the common ‘‘advantageous compari-
son’’ rationalization (category 2 in Table 1). The third
statement dealt with the ‘‘minimizing, ignoring, or mis-
construing the consequencesof the act’’ rationalization (cat-
egory 4), while the last statement got participants thinking
about the ‘‘diffusing responsibility’’ rationalization (cate-
gory 7). Though other rationalizations remain, these cov-
ered the most viable justifications given the experimental
setting, and they were the most common rationalizations
used in pilot tests. I refer to this manipulation level as con-
centrated because several rationalizations were addressed,
and in a more direct manner than in the delicate level. The
remainder of the treatment progressed as the others.

Toanalyze thedata, I compared theproportionofmisrep-
orters who used rationalization versus those who did not,
within each treatment and in total. I also performedqualita-
tive and correlation analyses of rationalization categories,
examining only the participants who misreported (n = 59).

Variables and analyses for the association between
predispositions, rationalization and negative affect

My final research question asks whether predisposi-
tions are associated with rationalization or negative affect.
First, I examined the relation between each predisposition
and rationalization by performing a correlation analysis,
using the entire sample as well as the sample of misrep-
orters only. I also performed difference tests (t-tests) by
comparing the average attitude (Machiavellian) score of
those who used a rationalization versus those who did not.

To examine the association between predispositions
and negative affect, I performed the same correlation anal-
ysis, along with a regression analysis and the following
model:

11 This manipulation uses no deception. I recruited students on financial
aid to play the role of reviewer and they were paid according to the
payment scheme explained in Appendix B.
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DIS or GUILT ¼ b0 þ b1MISAMTþ b2ATTþ b3MACH

þ b4ðMISAMT � ATTÞ þ b5ðMISAMT

� MACHÞ þ b6EARNEDþ e
DIS is the difference between the sum of the six psycholog-
ical discomfort measures at time two (immediately after
reporting) and at time one (before the experiment begins).
GUILT is the difference between the sum of six guilt mea-
sures at time two and at time one. MISAMT is the reported
income minus earned income; the amount by which a par-
ticipant misreported. ATT represents the attitude toward
misreporting. A higher score indicates an attitude favoring
misreporting. MACH represents the score on the Machia-
vellian instrument. A higher score is posited to be associ-
ated with misreporting. EARNED is the amount actually
earned by the participant on the quiz.

I interacted ATT with MISAMT and MACH with MISAMT
to explore whether attitude or Machiavellianism moderate
the relation between misreporting and negative affect.
EARNED is included in this analysis to control for individ-
uals who may have felt badly because they scored poorly
on the quiz. I used the entire sample of 206 participants
for the regression analysis.

Results

Comprehension and manipulation checks

I administered comprehension and manipulation
checks. To test participants’ comprehension that the
opportunity and motive to misreport were provided in this
experiment, the computer asked participants, at the end of
the experimental session, to state their level of agreement
with the following statements:

1. I felt pressure to perform well on the quiz (mean 5.39,
SD 1.64).

2. I was given the opportunity to report as much as $40.00
in this exercise, and be paid that amount, regardless of
how much I actually earned (mean 6.52, SD 1.21).

3. I am motivated by money (mean 5.47, SD 1.31).

Answers were on a 7-point Likert scale from
1 = strongly disagree to 7 = strongly agree; four indicates
a neutral response. Means and standard deviations are re-
ported after each statement above. The mean responses to
all three questions are significantly above the neutral point
(p < 0.05). From this analysis, I conclude that the experi-
ment provided opportunity and motivation to misreport.

As a manipulation check, I administered three questions
(the rules knowledge test) before they were asked to report
their income, to ensure they understood the payment
scheme. The rules knowledge test consisted of three multi-
ple choice questions with ‘‘what if’’ scenarios. In each sce-
nario, the reporter earns $17.82. The questions asked what
would happen if the reporter reports $17.80, $17.82, and
$25.75 respectively. Answers differ between the baseline
andmanipulation. If the participant chooses the correct an-
swer, the computer responds with a positive acknowledge-
ment. If the participant chooses an incorrect answer, the
computer explains which is the correct answer and why.

To be conservative, I eliminated five participants who
answered all three questions incorrectly. I then divided
the remaining participants into those who answered any
of the three questions wrong and those who answered all
the questions correctly. I find a treatment effect of the
manipulation (p = 0.016 between the baseline and delicate
level, and p = 0.097, between the baseline and concen-
trated level, one-tailed). Participants in the manipulation
answered more of the rules knowledge test questions
incorrectly than in the baseline, suggesting that the manip-
ulation was more difficult for the participants to under-
stand than the baseline.

I further analyzed the success of the manipulation by
examining the reasons provided for misreporting. If the
delicate manipulation level is effective, the baseline treat-
ment is the only place in which misreporting participants
would argue they were not hurting anyone. My findings
were consistent. Though a few participants still used this
category, they used it differently. Instead of arguing no
one was hurt, several participants in the manipulations ar-
gued ‘‘[the reviewer] isn’t hurtmuch’’ (see Table 1, category
4 for details). Given the reminder in the concentrated
manipulation level, misreporting participants should not
have argued their act was minor (advantageous compari-
son, category 2 in Table 1) or that everybody else is likely
to misreport (diffusion of responsibility, category 7). I iden-
tified two answers coded as advantageous comparison and
one as diffusion of responsibility in the second manipula-
tion. One participant using advantageous comparison indi-
cated, ‘‘This is a simulation, not real life’’. This answer is not
inconsistent with my reminder of ‘‘minor offense com-
pared to many other acts’’, because the answer construes
the setting, not the act. Another participant provided both
a similar advantageous comparison (‘‘things would be dif-
ferent had this been an actual company’’) and diffusion of
responsibility (‘‘I think you will find common results across
the board’’) answer, which appears to be a direct argument
against the reminder. This analysis, coupled with the fact
that the rules knowledge test explains the correct answer
when a participant responds incorrectly, supports my con-
clusion that the manipulation was understood and at-
tended to by the participants.

Descriptive statistics and results of testing

Table 2 reports descriptive statistics by reporting
behavior (panel A) and by treatment (panel B). Thirty-five
percent of participants misreported in the baseline, 34% in
the delicate treatment, and 15% in the concentrated treat-
ment. On average, misreporters reported $14.75 more than
they earned, and this does not differ across experimental
conditions.12

12 Within the baseline treatment, one participant reported $0.02 less than
earned, while another reported $0.03 more than earned, both stating they
did not want pennies. I coded both as honest reporting. All the remaining
participants whose reported income differed from their earned income,
reported more (all coded as misreporting). Four participants misreported
by amounts less than $1.00 over their earned income ($0.63, 0.31, 0.30 and
0.23 more than earned, respectively), while all the rest misreported by at
least $2.00.
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Panel A reports that the difference in the means of atti-
tude and Machiavellianism between honest reporters and
misreporters is significant, while the mean of both groups
lie below the level posited to favor misreporting. Panel B
indicates that participants in the baseline are significantly
higher in attitude favoring misreporting. While honest
reporters experience very little change in discomfort or
guilt, misreporters show significant increases in both the
mean and standard deviation. Participants in the concen-
trated treatment experienced less discomfort and guilt,
probably because significantly fewer misreported.

In Table 3, panel A reports correlations of relevant vari-
ables for the entire sample. The correlations generally fol-
low expectations. Attitude and Machiavellianism are both
highly correlated with misreporting, whether measured
dichotomously (MIS) or by misreporting amount (MISAMT,
p < 0.05, two tailed for each). Likewise, misreporting is

highly correlated with both measures of negative affect
and with rationalization (all at p < 0.05, two tailed). The
negative correlation between EARNED and MIS (and
EARNED and MISAMT) indicates that participants who
earned less on the quiz tended to misreport more. While
discomfort is significantly correlated with both levels of
manipulation (p < 0.05, two tailed), guilt is not, consistent
with the notion that they are distinct types of negative
affect.

Panel B of Table 3 reports correlations for misreporting
participants only. Several correlations are worth noting.
First, there is a negative correlation between MACH and
GUILT (p < 0.10, two tailed), indicating that higher Machs
who misreport experience significantly less guilt than
other misreporters. GUILT and RAT are also negatively cor-
related (p < 0.10, two tailed) suggesting that misreporting
individuals who rationalize are able to reduce their level

Table 2
Descriptive statistics.

Full sample (n = 206) Honest reporters (n = 147) Misreporters (n = 59) Difference tests (two-tailed)

Variables: n mean SD n mean SD n mean SD

Panel A: By reporting behavior
ATT 205a 25.07 9.32 147 23.83 8.73 58 28.22 10.08 0.004
MACH 206 69.91 11.61 147 68.70 10.21 59 72.93 14.17 0.040
EARNED 206 18.17 4.35 147 18.72 4.44 59 16.81 3.83 0.003
MIS 206 0.29 0.45 0 0 0.00 59 1 0.00 n/a
MISAMT 206 4.22 8.17 147 0 0 59 14.75 8.84 0.000
DIS 206 2.83 7.81 147 0.39 5.45 59 8.90 9.60 0.000
GUILT 206 3.74 7.94 147 1.04 5.24 59 10.46 9.44 0.000
RAT 206 0.18 0.39 147 0 0 59 0.64 0.48 0.000

Baseline (B) (n = 74) Delicate (DEL) (n = 67) Concentrated (CON) (n = 65) Difference tests (two-tailed)

Variables n mean SD n mean SD n mean SD B and DEL B and CON DEL and CON

Panel B: By treatmenta

ATT 74 27.26 9.82 66 24.47 9.21 65 23.20 8.45 0.085 0.010 0.412
MACH 74 70.80 10.73 67 70.81 13.00 65 67.98 10.98 0.997 0.130 0.180
EARNED 74 18.32 4.35 67 18.36 4.33 65 17.81 4.42 0.961 0.492 0.472
MIS 74 0.35 0.48 67 0.34 0.48 65 0.15 0.36 0.921 0.007 0.011
MISAMT 74 5.08 9.22 67 4.78 8.01 65 2.67 6.86 0.839 0.081 0.106
DIS 74 3.26 8.22 67 4.58 7.84 65 0.53 7.06 0.329 0.037 0.002
GUILT 74 4.55 8.60 67 4.24 8.45 65 2.29 6.42 0.826 0.078 0.138
RAT 74 0.20 0.41 67 0.22 0.42 65 0.12 0.33 0.761 0.204 0.128

B = baseline, DEL = delicate level of manipulation, CON = concentrated level of manipulation.
The Difference Tests column reports the two-tailed p-value of the difference in means, equal variances not assumed, using the following indicators:
Bold = significant at 0.05 level; Bold italics = significant at 0.10 level (two-tailed).
Variable definitions:
ATT = measure of attitude toward misreporting, using a 7-point Likert scale. The range is from 10 to 70. A score of 40 is neutral, while >40 indicates an
attitude favoring misreporting. This measure was taken 2 weeks before the experiment.
MACH = score on the Machiavellian instrument, using a 7-point Likert scale. The range is from 20 to 140. A score above 80 indicates high Mach. This
measure was taken 2 weeks before the experiment.
EARNED = the amount the participant actually earned on the quiz, based on answers to the quiz questions.
MIS = 1 if participant misreported; 0 otherwise.
MISAMT = reported income minus earned income; the amount by which a participant misreported.
DIS = difference between the sum of the six psychological discomfort measures at time two (immediately after reporting) and at time one (before the
experiment begins). A higher number indicates increased discomfort.
GUILT = difference between the sum of six psychological guilt measures at time two and at time one. A higher number indicates increased guilt.
RAT = 1 if a misreporting participant uses a rationalization to explain behavior, based on the question, ‘‘Why did you report more than you earned?’’; 0
otherwise.
B = 1 if the participant was in the baseline treatment, 0 otherwise.
DEL = 1 if the participant was in the delicate level of manipulation; 0 otherwise. The delicate level was designed to impede rationalization use by
introducing a participant who would be hurt by any misreporting among the group.
CON = 1 if the participant was in the concentrated level of manipulation; 0 otherwise. The concentrated level was designed to impede rationalization use
even more, by adding to the delicate level specific reminders intended to impede other rationalizations.

a One individual failed to complete the entire attitude survey.
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of guilt to a greater extent than those who do not rational-
ize. Both panels A and B indicate a relative lack of correla-
tion between rationalization and predisposition.

Results of rationalization tests
My first research question addresses the use of rational-

ization. I start with Table 4 Panel A, which provides exam-
ples of misreporting participants’ answers indicating a
non-rationalization (i.e. opportunity or motivation). As re-
ported in panel B, when asked why they reported more
than they earned, the majority of misreporting participants
used a rationalization (58%, 65%, and 80% in the baseline,
delicate and concentrated experimental conditions respec-
tively). Results of a Chi-square test reveal a significant
difference (p = 0.027). Misreporting participants use ratio-
nalization more to explain their behavior than they use
either opportunity or motivation.

I examined the use of rationalization as it was ob-
structed, reported in Table 4, panel C. Difference tests re-
veal a marginally significant increase in the use of
rationalization in the concentrated treatment versus the
baseline (p = 0.097, one-tailed). Despite the obstruction of
three of the seven rationalization categories, other ratio-
nalizations were used in the concentrated treatment. A
few participants used the same categories that were tar-
geted for elimination; they used the category in a different
way. For example, two individuals who used the advanta-
geous comparison category in the concentrated manipula-
tion level argued that the setting was minor rather than
the act of misreporting.

I performed a qualitative analysis of the rationalization
categories used by misreporting participants. Results are
reported in Table 1, along with examples of each category
from participants who misreported in this experiment.

Table 3
Correlation analysis.

ATT MACH EARNED MIS MISAMT DIS GUILT RAT DEL CON

Panel A: All participants (n = 206)
ATT 1 0.507** �0.180** 0.202** 0.228** 0.048 0.105 0.195** �0.047 �0.130*

MACH 0.489** 1 0.000 0.125** 0.146** �0.014 0.059 0.094 0.035 �0.127*

EARNED �0.162** 0.037 1 �0.224** �0.264** �0.200** �0.170** �0.110 0.007 �0.037
MIS 0.213** 0.165** �0.198** 1 0.970** 0.440** 0.482** 0.751** 0.087 �0.199**

MISAMT 0.251** 0.184** �0.238** 0.818** 1 0.438** 0.494** 0.723** 0.075 �0.182**

DIS 0.119* �0.015 �0.149** 0.489** 0.407** 1 0.604** 0.271** 0.175** �0.163**

GUILT 0.143** 0.030 �0.166** 0.538** 0.467** 0.716** 1 0.256** 0.057 �0.109
RAT 0.213** 0.138** �0.076 0.751** 0.596** 0.322** 0.322** 1 0.071 �0.107
DEL �0.045 0.054 0.030 0.087 0.048 0.155** 0.044 0.071 1 �0.471**

CON �0.137** �0.113 �0.057 �0.199** �0.129* �0.198** �0.124* �0.107 �0.471** 1

ATT MACH EARNED MISAMT DIS GUILT RAT AC MJ DEL CON

Panel B: Misreporting participants only (n = 59)
ATT 1 0.522** �0.051 0.206 0.025 0.075 0.103 0.229* 0.118 �0.141 0.035
MACH 0.501** 1 0.008 0.153 �0.105 �0.192 0.000 �0.001 �0.002 0.072 0.007
EARNED �0.107 0.031 1 �0.312** �0.027 �0.052 0.241* �0.004 0.032 �0.016 0.052
MISAMT 0.234* 0.132 �0.281** 1 0.064 0.115 �0.046 0.125 �0.075 �0.096 0.138
DIS 0.052 �0.097 0.005 0.020 1 0.661** �0.146 �0.072 �0.075 0.074 �0.011
GUILT 0.067 �0.236* �0.034 0.075 0.741** 1 �0.250* �0.009 0.121 0.044 0.015
RAT 0.143 0.032 0.234* �0.047 �0.105 �0.194 1 0.336** 0.200 0.014 0.147
AC 0.267** 0.034 0.001 0.155 �0.095 �0.022 0.336** 1 0.238* 0.009 0.037
MJ 0.076 �0.027 0.006 �0.063 �0.082 0.073 0.200 0.238* 1 �0.077 0.417**

DEL �0.131 0.132 0.023 �0.074 0.060 0.039 0.014 0.009 �0.077 1 �0.361**

CON �0.006 0.012 0.042 0.136 �0.005 0.026 0.147 0.037 0.417** �0.361** 1

Pearson (parametric) correlations are reported left of the diagonal (italicized areas). Spearman’s rho (nonparametric) correlations are reported right of the
diagonal.
Variable definitions:
ATT = measure of attitude toward misreporting, using a 7-point Likert scale. The range is from 10 to 70. A score of 40 is neutral while >40 indicates an
attitude favoring misreporting.
MACH = score on the Machiavellian instrument, using a 7-point Likert scale. The range is from 20 to 140. A score above 80 indicates high Mach.
EARNED = the amount the participant actually earned on the quiz, based on answers to the quiz questions.
MIS = 1 if participant misreported; 0 otherwise.
MISAMT = reported income minus earned income; the amount by which a participant misreported.
DIS = difference between the sum of the six psychological discomfort measures at time two (immediately after reporting) and at time one (before the
experiment begins).
GUILT = difference between the sum of six psychological guilt measures at time two and at time one.
RAT = 1 if a misreporting participant uses a rationalization to explain behavior; 0 otherwise.
Rationalization categories:
AC = advantageous comparison (i.e. justifying ‘‘some’’ misreporting, but not the entire amount possible).
MJ = moral justification (i.e. misreporting for a good cause, such as needing the money for school).
DEL = 1 if the participant was in the delicate level of manipulation; 0 otherwise. The delicate level was designed to impede rationalization use by
introducing a participant who would be hurt by any misreporting among the group.
CON = 1 if the participant was in the concentrated level of manipulation; 0 otherwise. The concentrated level was designed to impede rationalization use
even more, by adding to the delicate level specific reminders intended to impede other rationalizations.
* Correlation is significant at the 0.10 level (two-tailed).
** Correlation is significant at the 0.05 level (two-tailed).
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Participants used the full range of rationalization catego-
ries. The average number of rationalizations used by each
misreporting participant in each condition remained stable
near 1.63, even after several categories of rationalization
were impeded. I identified a new rationalization category
labeled entitlement.13 Seven participants said they felt they
performed better on the quiz than the results indicated, even
though the results were correct. This specific rationalization
category is important for auditors or those charged with
governance when top executives view the financial state-
ments as a direct reflection of their own performance. If
executives believe they performed better than the financial
statements indicate, they may be more inclined to misreport
and argue entitlement.

Finally, I performed a correlation analysis of each ratio-
nalization category with the other variables. Rationaliza-
tion categories having significant correlations are
reported in Table 3 panel B. I found a significant association
between the concentrated treatment and the use of moral
justification (p < 0.05, two tailed). More misreporters in
this treatment argued they, too, were students and needed
money for school. This provides further evidence of how
rationalizing individuals can reconstrue the setting in dif-
ferent ways.

To summarize my results with respect to rationaliza-
tion, most misreporting individuals used rationalization
even when there was no apparent need to, and they used
a full range of them. When rationalization was impeded
in a concentrated manner, significantly fewer participants
misreported. Of those who still misreported, however,
rationalization was used even more. These results suggest
that rationalization is relatively easy to use.

Results of association tests: Predispositions, rationalization
and negative affect

My final research question explores whether attitude or
Machiavellianism is associated with rationalization and
negative affect. First, I discuss results with respect to pre-
dispositions and rationalization. Panel B of Table 3 reports
no significant correlations, nor does Table 5 which reports
results of difference tests.14 I conclude that the attitude to-
ward reporting the results of one’s own performance to oth-
ers, and Machiavellianism, have no direct correlation with
the use of rationalization.

Second, I discuss results of my examination of associa-
tion between predispositions and negative affect. Recall
that my two operational measures of negative affect are
discomfort and guilt. Table 6 reports the results of regres-
sion analyses of negative affect on misreporting and its
interaction with both predispositions, using the entire

Table 4
Misreporting participants’ use of rationalization.

Answer Commentary

Panel A: Examples of answers that are not rationalizations:
‘‘Because I know I get paid the amount I report’’, ‘‘Because it was easy to do’’, ‘‘There was no reason not to report more than I

earned’’, ‘‘I knew I would get whatever I put down’’.
Examples of
opportunity

‘‘Because I wanted more money’’, ‘‘To obtain a higher income’’, ‘‘To maximize my pay’’, ‘‘It was profitable for me to do so’’. Examples of
motivation

Total number of misreporters Number of misreporters using a rationalizationa

Panel B: Descriptive statistics and chi-square test
Baseline (B) 26 15 (58%)
Delicate level of manipulation (DEL) 23 15 (65%)
Concentrated level of manipulation (CON) 10 8 (80%)
Total 59 37 (62%)
Chi-square of RAT: 4.898 (significant 0.027)

Difference test P-value, one-tailed

Panel C: Difference tests of the use of rationalization:
B and DEL 0.299
B and CON 0.097
DEL and CON 0.194

The Difference Tests report the one-tailed p-values of the difference in means of rationalization between treatments, equal variances not assumed. Bold
italics = significant at 0.10 level.
RAT = 1 if the participant provided a rationalization, 0 otherwise, to the question, ‘‘Why did you report more than you earned?’’.
B = baseline treatment.
DEL = delicate level of manipulation, designed to impede rationalization use by introducing a participant who would be hurt by any misreporting among the
group.
CON = concentrated level of manipulation, designed to impede rationalization use even more, by adding to the delicate level specific reminders intended to
impede other rationalizations.

a The first number is a count (i.e. 15 of the 26 misreporting participants in the baseline used a rationalization). The number in parentheses is the
percentage of misreporting participants using a rationalization (i.e. 58% of misreporting participants in the baseline used a rationalization).

13 I also identified a new rationalization category labeled ‘‘disbelief’’. Ten
participants indicated they did not believe the experiment as it was
explained to them, especially regarding how the reviewer was paid. Though
I cannot determine whether these are true rationalizations, Bandura et al.
(1996) argue that rationalizing individuals will discredit evidence of the
harm they cause.

14 I also performed the same difference tests using only misreporters from
the baseline (n = 26) and only misreporters from the manipulation (n = 33),
in case the manipulation impacts participants’ use of rationalization. I
found no significant results in any tests.
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sample of 206 observations. Panel A examines discomfort
as the dependent variable while panel B examines guilt. I
find that MACH is marginally significantly negatively cor-
related with DIS (p = 0.081, one-tailed, from panel A) and
(MISAMT x MACH) is significantly negatively correlated
with GUILT (p = 0.022, one-tailed, from panel B). These
findings suggest that higher Machs do not experience neg-
ative affect the way others do. Higher Machiavellians
experience less discomfort in general, consistent with
prior literature (Christie & Geis, 1970). More concerning,
higher Machiavellians who misreport experience signifi-
cantly less guilt than other misreporters. This finding
should be of concern to auditors and those charged with
governance.

Discussion

Many accounting scholars discuss whether reporting
behavior is consistent with economic theory (Evans, Han-
nan, Krishnan, & Moser, 2001; Kim, Evans, & Moser, 2005;
Salterio & Webb, 2006). Economic theory suggests that
individuals make rational decisions in their own best
interests. Given the parameters of this experiment, it
would be rational and in one’s self-interest to misreport;
this is what higher Machs do in my experiment. Perhaps
high Machiavellians represent the true homo economicus.
However, it is concerning that higher Machiavellians mis-
report more with significantly less guilt. This finding sug-
gests that, in the presence of both opportunity and
motive, higher Machs will be more likely to misreport,
and with less compunction. Given that the range of
Machiavellianism in my sample is on the lower side (with
a mean of 70, a range from 45 to 114, and only 32 of 206
participants above the neutral point of 80 as true high
Machs), I expect results to be even stronger for individu-
als who are higher on the Machiavellian scale. Auditors
and those charged with governance should consider mea-

suring executives’ levels of Machiavellianism and be
aware of behavior that signals it. Regulators should con-
sider identifying Machiavellianism within this side of
the fraud triangle as a character measure of particular
concern.

Some may be surprised that I found so little correla-
tion between predispositions and rationalization when
they constitute the same side of the fraud triangle. I argue
my findings are consistent with theory and social psy-
chology literature that do not place the two constructs to-
gether. Tavris and Aronson (2007) provide an intriguing
explanation for the relation between attitude, rationaliza-
tion and behavior. Using cognitive dissonance theory as
the underlying theory, they describe a ‘‘pyramid of
choice’’ when making decisions. Applied to misreporting,
their story goes as follows. Two individuals, positioned to-
gether at the top point of a pyramid, believe that misrep-
orting is wrong. Both are tempted to misreport. One
decides to misreport while the other does not. The mis-
reporter rationalizes her behavior. Over time, her ratio-
nalizations morph into a changed attitude toward
misreporting – that misreporting is not so wrong. She
continues to misreport while her attitude that her behav-
ior is acceptable strengthens. For the honest reporter, the
act of reporting honestly when tempted actually strength-
ened his attitude that misreporting is wrong. The two
individuals end up on opposite sides at the bottom of
the pyramid; where they once shared a similar attitude,
they now hold significantly different attitudes toward
misreporting. This suggests that attitude and rationaliza-
tion are not correlated at the time of the first decision;
but over time, behavior and rationalization serve to alter
and/or strengthen one’s attitude.

The discussion above, along with my findings, suggest
that the better predictor of misreporting is character, not
attitude. Character – specifically Machiavellianism – is
more concerning because my findings suggest that higher
Machs carry a lower emotional burden from misreporting.
However, from a practical standpoint, it is difficult to re-
quire individuals to complete psychological surveys.15 In
that case, rationalization may be the first and better ‘‘psy-
chological red flag’’ to be observed as a detection device, fol-
lowed by attitude and then only over time. Finally, if
attitude and rationalization are correlated as posited by Tav-
ris and Aronson (2007), then it is even more important to
consider fraud prevention methods because once an individ-
ual commits fraud, s/he is unlikely to stop. If we could create
a setting that significantly increases an individual’s antici-
pated negative affect from misreporting, or effectively im-
pede rationalization ex ante, it might prevent some
individuals from misreporting in the first place.

Conclusion, limitations and future research

Using an experiment in which participants were pro-
vided the opportunity to misreport the results of their

Table 5
Difference tests of attitude, Machiavellianism and the use of rationalization.

Difference tests P-value, one-tailed

ATT and RAT 0.141
Mean ATT of those who used a

rationalization: 29.30
Mean ATT of those who did not

use a rationalization: 26.33

MACH and RAT 0.404
Mean MACH of those who used

a rationalization: 73.26
Mean MACH of those who did not use

a rationalization: 72.33

The difference tests report the one-tailed p-values of the difference in
means of attitude and Machiavellianism of misreporting participants who
used a rationalization or not (n = 59).
Variable definitions:
ATT = measure of attitude toward misreporting, using a 7-point Likert
scale. The range is from 10 to 70. A score of 40 is neutral while >40
indicates an attitude favoring misreporting.
MACH = score on the Machiavellian instrument, using a 7-point Likert
scale. The range is from 20 to 140. A score above 80 indicates high Mach.
RAT = 1 if the participant provided a rationalization, 0 otherwise, to the
question, ‘‘Why did you report more than you earned?’’.

15 Some argue that forcing individuals to complete a psychological survey
is an invasion of privacy. Additionally, one should not jump to the
conclusion that a high Mach will necessarily commit fraud in every
situation.
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own performance for financial gain (motive), I examined
how they felt after making their reporting decision,
whether and how they rationalized their behavior, and
whether and how two predispositions are associated with
rationalization and negative affect. I found that misrep-
orting participants use rationalization quite easily, even
when there are no penalties from misreporting, and many
creatively use other rationalizations when some types of
rationalizations are obstructed. More disturbing are two
findings with regard to predispositions. First, individuals
with an attitude favoring misreporting, or higher Machia-
vellians, are not only more likely to misreport in the pres-
ence of opportunity and motive, but by higher amounts.
Second, higher Machiavellians are more likely to misreport
and experience a lower emotional burden from misrep-
orting. Auditors and those charged with governance should
especially be aware of Machiavellian behavior because a
high Mach is more likely to misreport without any discern-
ible attitude and no uptick in rationalization.

Even though attitude and rationalization constitute one
side of the fraud triangle, this paper provides evidence that
they are different constructs with little direct association.
Attitude and character (Machiavellianism) predict misrep-
orting while rationalization is a consequence of
misreporting.

Limitations

I acknowledge three limitations of this experiment. First,
results may not generalize to the intended population or

setting. There may be contextual elements of the corporate
reporting environment not captured inmy experiment. Sec-
ond, there are conflicting arguments overwhether an exper-
iment like this contains a demand effect. Some may argue
that the affect measures and concentratedmanipulation le-
vel in this experiment caused a demand effect. Others argue
that demand effect is an overused and often unfounded
argument (Schepanski, Tubbs, & Grimlund, 1992). In either
case, I took precautions in designing the experiment. I fol-
lowed prior research in administering the affect measures;
a balance of ‘‘good’’ and ‘‘bad’’ affect items were provided
and in randomized order. The concentrated manipulation
level was delivered through the computer system, not by
me personally. I conducted all experimental sessions while
maintaining a neutral expression, careful not to provide
clues as to my expectations. I also analyzed answers to
‘‘Why did you report more than you earned?’’ that might
indicate a demand effect and found none. Finally, it is not
knownwhether an individual thinks of a rationalization be-
foreor aftermisreporting. I intentionallymeasured rational-
ization after reporting for two reasons. First, observing
reporting behavior and measuring negative affect are
important elements of the research design. Second, asking
for a rationalization before a behavior is likely to alter the
subsequent behavior.

Future research

While it seems we understand how opportunity and
motivation predict misreporting, more research is needed

Table 6
Analysis of association between predisposition and negative affect.

Variable Predicted relation Standardized coefficient t-statistic Significance (one-tailed)

Panel A: Regression of discomfort on misreporting, attitude and Machiavellianism
DIS = ß0 + ß1 MISAMT + ß2 ATT + ß3 MACH + ß4 (MISAMT � ATT) + ß5 (MISAMT � MACH) + ß6 EARNED + e
Intercept ? 5.519 0.000
MISAMT + 0.406 5.715 0.000
ATT ? 0.060 0.778 0.218
MACH ? �0.106 �1.406 0.081
MISAMT � ATT ? 0.060 0.788 0.216
MISAMT � MACH ? �0.078 �1.045 0.149
EARNED ? �0.040 �0.590 0.278

Panel B: Regression of guilt on misreporting, attitude and Machiavellianism
GUILT = ß0 + ß1 MISAMT + ß2 ATT + ß3 MACH + ß4 (MISAMT � ATT) + ß5 (MISAMT � MACH) + ß6 EARNED + e
Intercept ? 7.807 0.000
MISAMT + 0.484 7.081 0.000
ATT ? 0.052 0.699 0.243
MACH ? �0.054 �0.749 0.228
MISAMT � ATT ? 0.028 0.375 0.354
MISAMT � MACH ? �0.145 �2.017 0.022
EARNED ? �0.051 �0.792 0.215

Adjusted R2 = 0.225 F = 10.883 (significant 0.000) Number of observations: 205.
Adjusted R2 = 0.164 F = 7.225 (significant 0.000) Number of observations: 206.
Significance indicators:
Bold = significant at 0.05 level (one-tailed); Bold italics = significant at 0.10 level.
Variable definitions:
DIS = difference between the sum of the six psychological discomfort measures at time two (immediately after reporting) and at time one (before the
experiment begins).
GUILT = difference between the sum of six psychological guilt measures at time two and at time one.
MISAMT = reported income minus earned income; the amount by which a participant misreported.
ATT = measure of attitude toward misreporting, using a 7-point Likert scale. The range is from 10 to 70. A score of 40 is neutral while >40 indicates an
attitude favoring misreporting.
MACH = score on the Machiavellian instrument, using a 7-point Likert scale. The range is from 20 to 140. A score above 80 indicates high Mach.
EARNED = the amount the participant actually earned on the quiz, based on answers to the quiz questions.
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to better understand attitude and rationalization. The fraud
triangle is too broad and ill-defined in this regard. For exam-
ple, what other predispositions –whether attitudes or char-
acter traits – are predictive of misreporting? What
associations, if any, do these predispositions havewith neg-
ative affect or rationalization? This paper is the first, to my
knowledge, that attempts to understand the association be-
tween these phenomena. Perhaps it would be useful to
examine attitudes toward the use of rationalization, or an
individual’s ‘‘propensity to rationalize,’’ rather than atti-
tudes toward misreporting behavior. What situational fac-
tors impact an individual’s attitude or propensity to
rationalize? In what additional ways are rationalizations
different from justifications used in an accountability
setting?

One important situational factor that was not addressed
in this paper is punishment for misreporting. I intention-
ally ignored punishment in my study in order to avoid con-
founding variables (Peecher & Solomon, 2001; Swieringa &
Weick, 1982) and provide a strong test of rationalization,
predisposition and negative affect. Nevertheless, these
variables may interact in different ways when the decision
maker is aware of severe punishment for misreporting.
This study can be extended by adding punishment to those
who misreport.

My finding of significant negative affect among misrep-
orters provides research opportunities in fraud prevention.
Because individuals do not like to experience negative af-
fect and seek to avoid it (Bandura, 1991; Festinger, 1957),
affect-based interventions may deter individuals frommis-
reporting. According to literature in affective forecasting,
individuals often base their decisions and behaviors on
their predictions of their own emotional reactions (Gilbert
& Ebert, 2002; Gilbert, Pinel, Wilson, Blumberg, & Wheatley,
1998). Put another way, ‘‘when faced with a prospective
choice, people will be motivated to avoid dissonance
anticipated as a consequence of making a decision’’
(Harmon-Jones & Mills, 1999, p. 32). By making salient
the expected negative affect one will experience as a result
of misreporting (Zeelenberg, 1999) we might actually sway
individuals from misreporting when they are otherwise
tempted. Some evidence (Dillard, Fagerlin, Cin, Zikmund-
Fisher, & Ubel, 2010) along with my finding of significantly
less misreporting in the concentrated manipulation
provides support that affect-based interventions would
be successful.

Finally, more research could focus on Machiavellianism
and its association with different types of fraud and nega-
tive affect. Because high Machs do not experience negative
affect the same way others do, the intervention discussed
above might not succeed with high Machs. They may be
more likely to respond to increased probability of detec-
tion and greater punishment, consistent with economic
theory.
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Appendix A

Attitude survey

Circle your level of agreementwith each of the following
scenarios, using Fig. A.1.

Machiavellian instrument

Describe your level of agreement with each of the
statements below by circling your response using
Fig. A.2.

Appendix B. Second set of instructions to participants
(manipulation only; administered immediately after the
accounting quiz, in writing and verbally)

For this part of the exercise, you will first be as-
signed one of two roles, reporter or reviewer. There will
be six or seven reporters and one reviewer in this
group. The reporter’s job is to report his/her income to
the reviewer and to me. The reviewer’s job is to decide
whether each reporter is reporting an accurate income.
All interactions will be identified by assigned number,
not by name.

After learning which role you will play, the computer
will report to you, privately, the income you earned from
the accounting quiz, based on your answers and draws
from the corresponding income lotteries. Each reporter
will then report an income to the reviewer and to me. Once
all reporters have completed this step, the reviewer re-
ceives each reporter’s reported income, by identification
number. Following is an example of what the reviewer will
see:

The ‘‘Reviewer’s Earned Income’’ represents the income
the reviewer actually earned from the quiz. The ‘‘Reported
Income’’ is what each reporter reported as his/her income.
The reviewer must choose whether s/he thinks each repor-
ter’s reported income is accurate by choosing A for accu-
rate or N for not accurate.

Payments to participants

If you play the role of reporter, I will pay you the in-
come you report. The computer will accept any number
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within the range of possible incomes, between 0 and
$40.00 (a negative income equates to zero dollars).

If you play the role of reviewer, you will start with the
actual income you earned from the quiz. From there, your
payment is either increased or decreased depending upon
your decisions regarding the accuracy of each reporter’s re-
ported income. The table below specifies how your pay-
ment is impacted:

First, let’s examine the table by reading across the rows
at the decision choices for the reviewer. What happens if
the reviewer decides that a reporter’s reported income is

accurate? If that reporter’s reported income is, in fact
accurate, the reviewer’s payment is increased by $1.00.
However, if the reported income is not accurate, the re-
viewer’s payment is decreased by $5.00. What happens if
the reviewer decides that a reporter’s reported income is
not accurate? If the reported income is actually accurate,
the reviewer’s payment remains unchanged. However, if
the reviewer’s decision that it is not accurate is correct,
then the reviewer’s payment is decreased by $3.00.

1 2 3 4         5 6               7
Strongly 
disagree

Somewhat 
disagree

Slightly 
disagree

No
opinion

Slightly 
agree

Somewhat 
agree

Strongly 
agree

 Strongly                Strongly 
 disagree                      agree 

1) I have been tempted to overstate my credentials on college applications. 1  2 3 4 5 6 7  

2) It is late Friday afternoon at work and I have plans for the evening.  At 
the last minute, my boss asks me to carefully read a document and provide 
him with comments before the end of the day.  I would consider reading it 
briefly, but telling him I read it carefully, so I can leave work on time.

1   2   3   4   5   6   7  

3) I am a member of a group that works with underprivileged children.  
Though I don’t participate in this effort, I might say that I work with 
underprivileged children.

1   2   3   4   5   6   7  

4) My boss at a CPA firm asks me how I performed on a recent portion of 
the CPA exam, which I failed.  I would consider telling her I passed.

1   2   3   4   5   6   7  

5) A corporate recruiter asks me how well I performed in a particular class.  
Though I didn’t do well in the class, I am UnotU likely to tell him that.

1   2   3   4   5   6   7  

6) I am being interviewed to appear on a game show, and am asked 
whether I completed college.  Even though I didn’t, due to unfortunate 
circumstances, I might say I did.

1   2   3   4   5   6   7  

7) My CPA firm has been sued by an audit client, and I have to testify in 
court because I worked on the audit.  Though I know I didn’t complete all 
the required audit procedures, I would be tempted to testify that I UdidU
but failed to document them.

1   2   3   4   5   6   7  

8) My company is competing for a prized client, who asks me about our 
quality ratings vs. our competitors.  I am likely to tell the client that my 
company is consistently rated higher even if I know we’re not.

1   2   3   4   5   6   7  

9) A classmate asks me how I did in a class he is considering taking.  I 
would be tempted to tell him I did well even if I didn’t.

1   2   3   4   5   6   7  

10) I would consider overstating my GPA to enhance my chances of being 
accepted into a prestigious organization on campus.

1   2   3   4   5   6   7  

Attitude Survey

Circle your level of agreement with each of the following scenarios, using the following scale:

Fig. A.1. Attitude survey.

Reporter # 1 2 3 4 5 6 7

Reported income $12.97 $26.15 $40.00 $25.95 $0 $25.98 $32.57
Accurate or not? A N A N A N A N A N A N A N
Reviewer’s earned income: $23.24

Is reporter’s reported income accurate?

Accurate (A) Not accurate (N)

Reviewer’s decision regarding that reporter Accurate (A) +$1.00 �$5.00
Not accurate (N) 0 �$3.00
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Now, let’s examine the table from a different perspec-
tive by reading down the columns at the reporter’s report-
ing decisions. If a reporter reports an accurate income, the
reviewer’s payment might increase by $1.00 or remain un-
changed. However, if a reporter reports an inaccurate income,
the reviewer’s payment is decreased no matter what s/he de-
cides. The reviewer’s payment will either decrease by $5.00 or
by $3.00, depending upon his/her accuracy decision.

Using the same example, let’s say that the reviewer
made his/her accuracy decisions. The table below provides
an example of the payment calculation:

The ‘‘Reviewer’s Decision’’ is the accuracy decision
made by the reviewer for each reporter. The ‘‘Is it Accu-
rate?’’ row shows whether or not the reported income
was, in fact, accurate or not. In this example, the reviewer
was correct for Reporters 3, 5, and 7, but was incorrect for
Reporters 1, 2, 4, and 6. The ‘‘Payment Change’’ row shows
the increase or decrease to the reviewer’s final payment.
The payment calculation goes as follows:

� Earned income of $23.24 � 5.00 � 3.00 � 5.00 + 2.00 �
5.00 � 3.00 = $4.24

     1  2 3 4 5                 6           7 
Strongly 
disagree

Somewhat 
disagree

Slightly 
disagree

No 
opinion

Slightly 
agree

Somewhat 
agree

Strongly 
agree

Strongly                Strongly 
disagree                      agree 

1. Never tell anyone the real reason you did something unless it is useful 
to do so.

1     2     3     4     5    6    7  

2. The best way to handle people is to tell them what they want to hear. 1     2     3     4     5    6    7  

3. One should take action only when sure it is morally right. 1     2     3     4     5    6    7  

4. Most people are basically good and kind. 1     2     3     4     5    6    7  

5. It is safest to assume that all people have a vicious streak and it will 
come out when they are given a chance.

1     2     3     4     5    6    7  

6. Honesty is the best policy in all cases. 1     2     3     4     5    6    7  

7. There is no excuse for lying to someone else. 1     2     3     4     5    6    7  

8. It is hard to get ahead without cutting corners here and there. 1     2     3     4     5    6    7  

9. All in all, it is better to be humble and honest than important and 
dishonest.

1     2     3     4     5    6    7  

10. When you ask someone to do something for you, it is best to give the 
real reasons for wanting it rather than giving reasons which might carry 
more weight.

1     2     3     4     5    6    7  

11. Most people who get ahead in the world lead clean, moral lives. 1     2     3     4     5    6    7  

12. Anyone who completely trusts anyone else is asking for trouble. 1     2     3     4     5    6    7  

13. The biggest difference between most criminals and other people is 
that criminals are stupid enough to get caught.

1     2     3     4     5    6    7  

14. Most people are brave. 1     2     3     4     5    6    7  

15. It is wise to flatter important people. 1     2     3     4     5    6    7  

16. It is possible to be good in all respects. 1     2     3     4     5    6    7  

17. Barnum was very wrong when he said there’s a sucker born every 
minute.

1     2     3     4     5    6    7  

18. Generally speaking, people won’t work hard unless they‘re forced to 
do so.

1     2     3     4     5    6    7  

19. People suffering from incurable diseases should have the choice of 
being put painlessly to death.

1     2     3     4     5    6    7  

20. Most people forget more easily the death of a parent than the loss of 
their property.

1     2     3     4     5    6    7  

 Machiavellian Instrument 

Describe your level of agreement with each of the statements below by circling your response using the 
following scale:

Fig. A.2. Machiavellian instrument.

Reporter # 1 2 3 4 5 6 7

Reported income $12.97 $26.15 $40.00 $25.95 $0 $25.98 $32.57
Reviewer’s decision N A N A A A N
Is it accurate? A N N N A N N
Payment change 0 �$5.00 �$3.00 �$5.00 +$2.00 �$5.00 �$3.00
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In this case, the reviewer receives a payment of $4.24. If
the payment is negative, the reviewer receives no money.

In summary, if any reporter reports an incorrect income
(an income that is different than his/her actual income earned
from the quiz), the reviewer is financially hurt by it. The re-
viewer can minimize the financial hurt by choosing N
(not accurate) for those reporters. However, if any reporter
reports accurately, the reviewer has the opportunity to in-
crease his/her payment by choosing A (accurate) for those
reporters.

Special note

In this experiment, the role of reviewer will be played
by ____________________________, who is assisting me with
this experiment. This student is working his/her way
through school with the help of financial aid. In return
for his/her assistance, I will pay him/her according to the
rules I just described above.

The role of reporter will be played by everyone else in
this room.

Now, please turn back to the same computer and hit en-
ter to continue. Follow the instructions and answer the
questions as they appear on the screen. You may keep
these instructions for reference. Please remember; no
talking.

References

Ajzen, I., & Fishbein, M. (1977). Attitude-behavior relations: A theoretical
analysis and review of empirical research. Psychological Bulletin, 84,
888–918.

Ajzen, I. (1982). On behaving in accordance with one’s attitudes. In M. P.
Zanna, E. T. Higgins, & C. P. Herman (Eds.), Consistency in social
behavior: The Ontario symposium 2. Hillside, NJ.: Erlbaum.

American Institute of Certified Public Accountants (AICPA) (2002). SAS
No. 99: Consideration of fraud in a financial statement audit. October
2002. New York, NY.

Association of Certified Fraud Examiners (2010). Report to the nations on
occupational fraud and abuse. Austin TX.

Aziz, N., May, K., & Crotts, J. C. (2002). Relations of Machiavellian behavior
with sales performance of stockbrokers. Psychological Reports, 90(2),
451–460.

Babiak, P., & Hare, R. D. (2006). Snakes in suits. New York, NY: Harper
Collins Publishers.

Bandura, A. (1991). Social cognitive theory of moral thought and action. In
W. M. Kurtines & J. L. Gewirtz (Eds.). Handbook of moral behavior and
development theory (Vol. 1). Hillsdale, NJ: Erlbaum.

Bandura, A., Barbaranelli, C., Caprara, G. V., & Pastorelli, C. (1996).
Mechanisms of moral disengagement in the exercise of moral agency.
Journal of Personality and Social Psychology, 71(2), 364–374.

Bandura, A. (1999). Moral disengagement in the perpetration of
inhumanities. Personality and Social Psychology Review, 3, 193–209.

Batson, C. D., Kobrynowicz, D., Dinnerstein, J. L., Kampf, H. C., & Wilson, A.
D. (1997). In a very different voice: Unmasking moral hypocrisy.
Journal of Personality and Social Psychology, 72, 1335–1348.

Beam, A. (2009). HealthSouth: The wagon to disaster. Fairhope, AL: Wagon
Publishing.

Blanthorne, C., & Kaplan, S. (2008). An egocentric model of the relations
among the opportunity to underreport, social norms, ethical beliefs,
and underreporting behavior. Accounting, Organizations and Society,
33, 684–703.

Callahan, D. (2004). The cheating culture. Orlando, FL: Harcourt, Inc.
Carcello, J. V., & Hermanson, D. R. (2008). Fraudulent financial reporting:

How do we close the knowledge gap? Working Paper, University of
Tennessee and Kennesaw State University.

Christie, R., & Geis, F. (1970). Implications and speculations. In R. Christie
& F. Geis (Eds.), Studies in Machiavellianism (pp. 339–358). New York:
Academic Press.

Chung, J., & Monroe, G. S. (2003). Exploring social desirability bias. Journal
of Business Ethics, 44, 291–302.

Cooper, C. (2005). WorldCom Fraud. Speech delivered at American
Accounting Association Audit Midyear Meeting, January, 2005.

Cooper, W., & Peterson, C. (1981). Machiavellianism and spontaneous
cheating in competition. Journal of Research in Personality, 14, 70–75.

Damasio, A. (2007). Neuroscience and ethics: Intersections. The American
Journal of Bioethics, 7, 3–7.

Devine, P. G., Monteith, M. J., Zuwerink, J. R., & Elliot, A. J. (1991). Prejudice
with and without compunction. Journal of Personality and Social
Psychology, 60(6), 817–830.

Dillard, A. J., Fagerlin, A., Cin, S. D., Zikmund-Fisher, B. J., & Ubel, P. A.
(2010). Narratives that address affective forecasting errors reduce
perceived barriers to colorectal cancer screening. Social Science &
Medicine, 71(1), 45–52.

Erickson, M., Hanlon, M., & Maydew, E. L. (2004). How much will firms
pay for earnings that do not exist? Evidence of taxes paid on allegedly
fraudulent earnings. The Accounting Review, 79(2), 387–408.

Evans, J. H., III, Hannan, R. L., Krishnan, R., & Moser, D. V. (2001).
Honesty in managerial reporting. The Accounting Review, 76(4),
537–559.

Festinger, L. A. (1957). A theory of cognitive dissonance. Evanston, IL: Row,
Peterson.

Fointiat, V. (1998). Rationalization in act and problematic behaviour
justification. European Journal of Social Psychology, 28, 471–474.

Frank, R. (1988). Passions with reason. New York: Norton.
Gable, M., & Dangello, F. (1994). Locus of control, Machiavellianism, and

managerial job performance. Journal of Psychology, 128(5), 599–608.
Gilbert, D. T., & Ebert, J. E. J. (2002). Decisions and revisions: The affective

forecasting of changeable outcomes. Journal of Personality and Social
Psychology, 82(4), 503–514.

Gilbert, D. T., Pinel, E. C., Wilson, T. D., Blumberg, S. J., & Wheatley, T. P.
(1998). Immune neglect: A source of durability bias in affective
forecasting. Journal of Personality and Social Psychology, 75(3),
617–638.

Gneezy, U. (2005). Deception: The role of consequences. The American
Economic Review, 95(1), 384–395.

Graham, J. R., Harvey, C. R., & Rajgopal, S. (2005). The economic
implications of corporate financial reporting. Journal of Accounting
and Economics, 40(1-3), 3–73.

Gunnthorsdottir, A., McCabe, K., & Smith, V. (2002). Using a
Machiavellianism instrument to predict trustworthiness in a
bargaining game. Journal of Economic Psychology, 23, 49–66.

Haidt, J. (2009). The moral emotions. In R. J. Davidson, K. R. Scherer, & H.
H. Goldsmith (Eds.), Hand book of Affective Sciences. New York: Oxford
University Press.

Harmon-Jones, E., & Mills, J. (1999). An introduction to cognitive
dissonance theory and an overview of current perspectives on the
theory. In E. Harmon-Jones & J. Mills (Eds.), Cognitive dissonance:
Progress on a pivotal theory in social psychology. Washington DC:
American Psychological Association.

Hermanson, D. R. (2009). Fraudulent financial reporting. Speech delivered
at American Accounting Association Audit Midyear Meeting, January
2009.

Hogan, C. E., Rezaee, Z., Riley, R. A., Jr., & Velury, U. K. (2008). Financial
statement fraud: Insights from the academic literature. Auditing: A
Journal of Practice & Theory, 27(2), 231–252.

Hotz, R. L. (2007). Scientists draw link between morality and brain’s
wiring. The Wall Street Journal May, 11.

International Auditing and Assurance Standards Board (IAASB) (2009).
The Auditor’s Responsibilities Relating to Fraud in an Audit of
Financial Statements. International Standard on Auditing 240. New
York: IAASB.

Kim, C. K., Evans, J. H., III, & Moser, D. V. (2005). Economic and equity
effects on tax reporting decisions. Accounting, Organizations and
Society, 30, 609–625.

Knechel, W. R., Salterio, S. E., & Ballou, B. (2007). Auditing assurance & risk
(3rd ed.). Mason Ohio: Thomson Higher Education.

Krause, S. J. (1995). Attitudes and the prediction of behavior: A meta-
analysis of the empirical literature. Personality and Social Psychology
Bulletin, 21, 58–75.

Kunda, Z. (1990). The case for motivated reasoning. Psychological Bulletin,
108, 480–498.

Latour, A., & Young, S. (2005). WorldCom’s Sullivan says he told CEO of
problems. The Wall Street Journal, 9.

Milgram, S. (1974). Obedience to Authority. New York: Harper & Row.
Monteith, M. J., Devine, P. G., & Zuwerink, J. R. (1993). Self-directed versus

other-directed affect as a consequence of prejudice-related

258 P.R. Murphy / Accounting, Organizations and Society 37 (2012) 242–259



discrepancies. Journal of Personality and Social Psychology, 64(2),
198–210.

Murphy, P. R., & Dacin, M. T. (2011). Psychological pathways to fraud:
Understanding and preventing fraud in organizations. Journal of
Business Ethics, 101, 601–618.

Nunnally, J. C., & Bernstein, I. H. (1994). Psychometric Theory (3rd ed.).
New York: McGraw Hill.

Peecher, M. E. (1996). The influence of auditor’s justification processes on
their decisions: A cognitive model and experimental evidence. Journal
of Accounting Research, 34(1), 125–140.

Peecher, M. E., & Solomon, I. (2001). Theory and experimentation in
studies of audit judgments and decisions: Avoiding common research
traps. International Journal of Auditing, 5(3), 193–203.

Plant, E. A., & Devine, P. G. (1998). Internal and external motivation to
respond without prejudice. Journal of Personality and Social Psychology,
75(3), 811–832.

Public Company Accounting Oversight Board (PCAOB) (2005).
Consideration of fraud in a financial statement audit. AU
Section 316. <HUwww.pcaobus.orgU>.

Pulliam, S. (2005). Crossing the line: At center of fraud, WorldCom official
sees life unravel; David Myers fell Into despair, then aided
prosecutors; Planning for prison time; A BMW ride at 115 MPH’,
The Wall Street Journal. March 24, 2005.

Rungtusanatham, M., Anderson, J. C., & Dooley, K. J. (1999). Toward
measuring the ‘‘SPC implementation/practice’’ construct. International
Journal of Quality & Reliability Management, 16(4), 301–329.

Salterio, S. E., & Webb, A. (2006). Honesty in accounting and control: A
discussion of ‘‘The effect of information systems on honesty in
managerial reporting: A behavioral perspective’’. Contemporary
Accounting Research, 23(4), 919–932.

Schepanski, A., Tubbs, R. M., & Grimlund, R. A. (1992). Issues of concern
regarding within- and between-subjects designs in behavioral
accounting research. Journal of Accounting Literature, 11, 121–149.

Sherman, S. J., & Fazio, R. H. (1983). Parallels between attitudes and traits
as predictors of behavior. Journal of Personality, 51(3), 308–345.

Shultz, C. J. II, (1993). Situational and dispositional predictors of
performance: A test of the hypothesized Machiavellianism x
structure interactions among sales persons. Journal of Applied Social
Psychology, 23(6), 478–498.

Sloane, E. H. (1944). Rationalization. The Journal of Philosophy, 41(1),
12–21.

Stone, J., Weigand, A. W., Cooper, J., & Aronson, E. (1997). When
exemplification fails: Hypocrisy and the motive for self-integrity.
Journal of Personality and Social Psychology, 72(1), 54–65.

Stuart, A. N. (2005). Keeping secrets: How five CFOs cooked the books of
HealthSouth. CFO Magazine, 1.

Swieringa, R. J., & Weick, K. E. (1982). As assessment of laboratory
experiments in accounting. Journal of Accounting Research, 20, 56–101.

Sykes, G. M., & Matza, D. (1957). Techniques of neutralization: A theory of
delinquency. American Sociological Review, 43, 643–656.

Tavris, C., & Aronson, E. (2007). Mistakes were made (but not by me).
Orlando FL: Harcourt.

Triandis, H. C. (1982). Incongruence between intentions and behavior: A
review. In Paper presented at the American Psychological Association
convention.

Webster (1996). Webster’s II New Riverside Dictionary (revised edition).
Boston, MA: Houghton Mifflin Company.

Wells, J. T. (2001). Why employees commit fraud. Journal of Accountancy.
Wells, J. T. (2004). New approaches for fraud deterrence. Journal of

Accountancy.
Wicker, A. W. (1969). Attitudes versus actions: The relationship of verbal

and overt behavioral responses to attitude objects. Journal of Social
Issues, 25(4), 41–78.

Zeelenberg, M. (1999). Anticipated regret, expected feedback and
behavioral decision making. Journal of Behavioral Decision Making,
12, 93–106.

P.R. Murphy / Accounting, Organizations and Society 37 (2012) 242–259 259

http://HUwww.pcaobus.orgU

	Attitude, Machiavellianism and the rationalization of misreporting
	Introduction
	Theory and hypotheses development
	Setting the stage: Predispositions, misreporting and negative affect
	How easy is it to rationalize?
	Are predispositions associated with rationalization and negative affect?

	Method
	Experimental procedures and participants
	Variables and analyses
	Variables and analyses for setting the stage: Predispositions, misreporting and negative affect
	Variables and analyses for ease of rationalization
	Variables and analyses for the association between predispositions, rationalization and negative affect


	Results
	Comprehension and manipulation checks
	Descriptive statistics and results of testing
	Results of rationalization tests
	Results of association tests: Predispositions, rationalization and negative affect

	Discussion

	Conclusion, limitations and future research
	Limitations
	Future research

	Acknowledgments
	Appendix A
	Attitude survey
	Machiavellian instrument

	Appendix B. Second set of instructions to participants (manipulation only; administered immediately after the accounting quiz, in writing and verbally)
	Payments to participants
	Special note

	References


