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Abstract

Despite the pervasive use of ethics training by companies, research in management accounting has not considered the
effectiveness of such training in curtailing managers’ misreporting. This study examines the effect of ethics training on mis-
reporting as a reminder to raise the awareness of employees’ ethical commitment. Furthermore, this study investigates the
extent to which reciprocity in the workplace affects managers’ misreporting. The results from an experiment involving 124
managers show that in the absence of an ethical commitment reminder, managers are more likely to engage in misreporting
than when an ethical commitment reminder is present. The results suggest that ethical commitment reminder interacts with
reciprocity in the workplace, affecting managers’ misreporting. Specifically, the results reveal that managers are more likely
to engage in misreporting under the reciprocity in the workplace condition when the ethical commitment reminder is absent.
The theoretical and practical implications of these findings are discussed.

Keywords Ethical commitment reminder - Reciprocity in the workplace - Misreporting

Introduction

According to a recent study conducted by the Association
of Certified Fraud Examiners (ACFE), there were 2,504
cases of occupational fraud, which accounted for more than
US$3.6 billion in total losses in 125 countries across 23
industries categories (ACFE, 2020). ACFE identifies finan-
cial statement fraud as one of the most frequently commit-
ted occupational frauds. Financial statement fraud involves
the perpetrator intentionally omitting or misrepresenting
information in the firm’s financial statements. This study
focuses on misreporting, which is a type of occupational
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fraud that is defined as the managers’ action of intention-
ally withholding or misrepresenting information (Chong &
Wang, 2019; Keil & Robey, 2001). Prior studies have sug-
gested that misreporting can lead to negative consequences
for an organization (e.g., Choi & Gipper, 2019; Gao & Jia,
2021; Karpoft et al., 2008; Smith et al., 2009).1 For example,
Smith et al., (2009, p. 577) suggest that “without complete
and accurate status information, a project manager’s abil-
ity to monitor progress, allocate resources effectively, and
detect and respond to problems is greatly diminished, and
this can lead to impaired project performance.” Misreporting
has attracted increased attention in accounting and other dis-
ciplines (e.g., Cardinaels & Jia, 2016; Chong & Wang, 2019;
Church et al., 2012, 2014; Free & Murphy, 2015; Hannan
et al., 2006; Mass & van Rinsum, 2013; Mayhew & Murphy,
2014). Organizations are now faced with increased pressure
to better understand how to design an effective management
control system that can deter occupational fraud such as mis-
reporting in organizations (Church et al., 2014; Maas & van
Rinsum, 2013; Murphy & Dacin, 2011; Murphy & Free,
2016; Smith et al., 2009). This study aims to extend and
contribute to research in this area.

! Other negative consequences for an organization include substan-
tial cash outlays on fines and penalties (Karpoft et al., 2008), a higher
likelihood of litigation (Palmrose & Scholz, 2004), and a higher
employee turnover (Choi & Gipper, 2019; Gao & Jia, 2021).
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Following major financial scandals in the early 2000s,
companies are now under enormous pressure to incorporate
ethics codes into their management control systems (Securi-
ties and Exchange Commission [SEC], 2003b). For exam-
ple, Sect. 406 of the Sarbanes—Oxley Act (SOX) contains a
fundamental provision about companies’ disclosure of their
adoption of a corporate ethics code or a justification of the
absence of such a code. Similarly, Recommendation 3.2 of
the Corporate Governance Principles and the Recommenda-
tions from the ASX Corporate Governance Council (ASX,
2019) indicate that a listed entity in Australia should have
and disclose a code of conduct for its directors, senior execu-
tives, and employees using an “if not, why not” approach.
Following these regulatory requirements, many companies
have established a code of conduct for all employees and
have socialized the code through ethics training (Singh,
2011). A great deal of research has been conducted to
investigate the effectiveness of such codes on companies’
performance. However, the results are mixed (e.g., Helin
& Sandstrom, 2007; Steven, 1994). After reviewing the
evidence from the literature, some companies use a code
of ethics merely as a “window dressing” to mitigate their
legal liability. In addition, research has found that some
ethics training programs are often short lived and ineffec-
tive (Fraedrich et al., 2005; Richards, 1999; Tenbrunsel &
Messick, 2004; Warren et al., 2014) despite these programs
being designed to provide ethical-related information that
can remind employees of their ethical responsibilities and/or
ethical social norms (e.g., “doing the right thing”). To date,
there is a lack of empirical evidence on why such programs
fail to deter unethical behavior. Therefore, the first motiva-
tion of this study is to examine the effectiveness of ethics
training programs as reminders that can increase employees’
awareness of their ethical commitments.

Relying on self-concept maintenance theory, this study
argues that reminders of ethical-related information help
raise managers’ awareness of the importance of social
norms, such as a preference for honest managerial reporting
(Mazar et al., 2008). Prior research shows that reminders in
any form (e.g., written messages) can direct people’s atten-
tion to their behavior by activating ethical and social norms
and reminding people of their violations of ethical norms
(Ayal et al., 2015; Cialdini, 2003). Ayal et al. (2015) propose
using reminders as one of the three methods that can change
people’s unethical behavior. Ayal et al., (2015, pp. 739-741)
state the following about reminders:

...emphasizes the effectiveness of subtle cues that
increase the salience of morality and decrease the abil-
ity to justify dishonesty. [...] Reminding mitigates grey
areas that blur the ethical code, visibility mitigates
anonymity and the slippery slope of social norms, and
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Fig. 1 Vertical reciprocity or reciprocity in the workplace between
superior—subordinate relationship

the gap between moral values and actual behavior can
be reconciled by encouraging self-engagement.”

In this study, an ethical commitment reminder refers to
the availability of ethical-related information that can be
used to direct employees’ attention toward moral standards
(Ayal et al., 2015; Mazar et al., 2008). Self-concept mainte-
nance theory suggests that moral reminders can be used to
direct people’s attention toward moral standards and enhance
honesty (Mazar et al., 2008). Thus, reminder messages can
be used to effectively curb dishonest behavior (Grym &
Liljander, 2016; Pruckner & Sausgruber, 2013). Research
suggests that individuals cannot behave unethically without
updating their self-concept when they are reminded of their
moral standards (Mazar et al., 2008; Shu et al., 2012).

This study adopts a unique setting of a reciprocal rela-
tionship between a superior (i.e., a senior manager) and a
subordinate (i.e., a superior—subordinate relationship),’ and
in which a return of a favor that the superior received earlier
would require the superior to withhold key information. This
reciprocal relationship represents vertical reciprocity in the
workplace (see Fig. 1) (Sanders & Schyns, 2006; Sanders
et al., 2006; Uhl-Bien & Maslyn, 2003).

While the role of reciprocity in the workplace in
employees’ (un)ethical behavior has attracted a great deal
of research interest, prior literature in this area gener-
ally focuses on the organization—employee relationships
(Hannan, 2005) and subordinate—subordinate relation-
ships, that is, horizontal reciprocity in the workplace

2 According to Ayal et al., (2015, p. 738), self-engagement can
increase an individual’s “motivation to maintain a positive self-per-
ception as a moral person and help bridge the gap between moral val-
ues and actual behavior.”.

3 The term “superior—subordinate relationship” has been commonly
used in prior studies (e.g., Burt et al., 2020; Long, 2018).
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(e.g., Evans et al., 2016; Zhang, 2008). For example,
Evans et al. (2016) demonstrate that nonbinding collu-
sive agreements in an open work environment can lead
to misreporting when reciprocation is involved. Further-
more, Zhao et al. (2019) find that reciprocity, workplace
ostracism, and moral disengagement are associated with
knowledge hiding. Vertical reciprocity in the workplace
remains under-researched, yet such relationships are par-
ticularly important to examine because they are central
to understanding the collusive behaviors between superi-
ors and subordinates (Celik, 2009; Gromb & Martimort,
2007), such as subordinates’ opportunistic misreporting
and superiors’ tolerance for subordinates’ misreporting.
To fill this gap in the literature, this study relies on social
exchange theory and norm of reciprocity theory to exam-
ine whether vertical reciprocity in the workplace affects
superiors’ decisions to misreport. In the study, reciprocity
in the workplace is viewed as a psychological obligation
to return a favor a manager received earlier from their
subordinate, in which the fulfillment of this obligation
would constitute a violation of social norms (i.e., being
dishonest). Psychological contracts fall within the domain
of social exchange and refer to “an individual’s beliefs
regarding reciprocal obligations” (Rosseau, 1990, p. 390).
This study expects that the superior would feel obliged to
return the earlier favor from the subordinate because of the
perceived obligations, expectations, and exchange agree-
ment between the two parties. The study further expects
that the use of an ethical commitment reminder can act as
a reminder of social norms and give the superior an ethi-
cal/reasonable ground to breach the reciprocal relationship
with the subordinate without significant punishment, and
therefore, deter misreporting.

The study uses a 2 X2 experimental design where the
ethical commitment reminder (absent, present) and reci-
procity in the workplace (absent, present) are manipulated
between subjects. The participants consist of 124 man-
agers in the United States (US) manufacturing industry
recruited through an online research panel, Qualtrics. The
experimental setting presented a scenario of a manager in
a dilemma in which they had received a favor from a sub-
ordinate earlier and returning the favor would require the
manager to misreport, which is a violation of social norms.
The results reveal that the likelihood of managers’ misre-
porting is lower when an ethical commitment reminder
is present. In addition, the study finds that managers who
face a situation of a reciprocal relationship in the work-
place are more likely to misreport when an ethical com-
mitment reminder is absent than when it is present. Taken
together, these results support the theoretical expectations.

The findings of this study make the following contri-
butions to the literature. First, the study extends prior
literature on managerial misreporting (Cardinaels & Jia,

2016; Chong & Wang, 2019; Chung & Hsu, 2017; Maas
& Van Rinsum, 2013; Mayhew & Murphy, 2014; Sanchez-
Exposito & Naranjo-Gil, 2017). The result reveals that eth-
ical commitment reminders can be an effective preventive
control to deter misreporting behavior. Second, the results
demonstrate that managers in a reciprocal relationship are
more likely to behave dysfunctionally (i.e., to misreport)
when an ethical commitment reminder is absent than
when an ethical commitment reminder is present. Specifi-
cally, the study provides empirical evidence of the dark
side effect of vertical reciprocity or superior—subordinate
work relationships when an ethical commitment reminder
is absent. The results reveal that managers (i.e., superiors)
who are obliged to reciprocate are more likely to engage
in an unethical action that would benefit the subordinate
who helped them before; however, managers make this
unethical decision only when the formal control of an ethi-
cal commitment reminder is absent. Third, the findings
support the validity of relying on multiple theories (e.g.,
self-concept maintenance theory and social exchange the-
ory) to explain the phenomenon of misreporting (Chong
& Eggleton, 2007; Kachelmeier, 1994, 1996; Luft, 1997,
Merchant et al., 2003). The study reveals that while the
social exchange theory predicts that individuals will mis-
report, self-concept maintenance theory explains individu-
als’ actual dishonest behavior and their desire to maintain
a positive self-image, and moral disengagement theory
suggests that individuals will misbehave “to a tolerable
threshold level” (Mayhew & Murphy, 2014, p. 424).

The remainder of this study is organized as follows. The
following sections provide the hypotheses development of
the study, describe the research method used, and report
the results of the data analysis. The last section provides
the limitations of the study, implications for practice, and
future research.

Hypotheses Development

Ethics Training Programs and Their Role in Battling
Occupational Fraud

A social norm is defined as a rule of conduct that determines
right and wrong behavior in a given situation (Bicchieri,
2006). According to the social norm theory, individuals
prefer to conform to social norms conform to a particular
behavior when they know that the specific behavior is rel-
evant in their specific social setting. Bicchieri (2006) sug-
gests that individuals become aware of specific behavior
through empirical and normative expectations. Empirical
expectations refer to the belief that a substantial number of
individuals in the same social setting conform to the same
social norms, and normative expectations refer to the belief
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that most people in the same social setting expect conform-
ance with social norms. In the context of this study, the term
“social norm” refers to the company’s code of ethics.

Following major financial scandals, companies are now
under enormous pressure to incorporate ethics codes into
their management control systems (SEC, 2003b). The estab-
lishment of SOX is one factor that has placed pressure on
companies in the US to adopt a corporate code of ethics
(SEC, 2003a). Section 406 of SOX contains a fundamental
provision about companies’ disclosure of their adoption of
a corporate ethics code or to provide justification for the
absence of such a code. A great deal of research has been
conducted to investigate the effectiveness of these codes on
companies’ performance. However, the results are mixed
(e.g., Helin & Sandstrom, 2007; Steven, 1994). For example,
in their review, Helin and Sandstrom (2007) conclude that
some companies use a code of ethics merely as a “window
dressing” to mitigate their legal liability, and Palmer and
Zakhem (2001, p. 83) argue that “merely having standards is
not enough, a company must make the standards understood,
and ensure their proper dissemination within the organiza-
tional structure.” Stevens (1994) suggests that it is necessary
to communicate an ethical code to ensure its success.

Singh (2011) suggests that to battle occupational fraud,
regulators and companies are establishing ethical codes
of conduct and using training to socialize these codes of
conduct. Valentine and Fleischman (2004) indicate that
employees with ethics training have a positive perception
of a company’s ethical conduct. Ethics training can enhance
employees’ awareness of acceptable business conduct (Izzo,
2000; Loe & Weeks, 2000) and increase employees’ iden-
tification of common ethical problems and their problem-
solving ability in relation to such problems (Loe & Weeks,
2000; Palmer & Zakhem, 2001). Furthermore, Mayhew and
Murphy (2009) find that ethics training can raise individuals’
awareness of ethical problems, thus, enabling them to make
better ethical judgments and decisions.

Despite these findings of the positive influence of eth-
ics training, the effectiveness of such training in deterring
unethical behavior in the organization is problematic (Booth
& Schulz, 2004). Prior studies suggest that most ethics
training programs are short lived and ineffective (Fraedrich
et al., 2005; Kaptein, 2011; Richards, 1999; Tenbrunsel &
Messick, 2004; Warren et al., 2014). Research finds that one
way to enhance the effectiveness of ethics training is to use
reminders as a tool (Bicchieri, 2006; Mazar et al., 2008) that
will regularly remind employees of their ethical commit-
ments. Following this proposition, this study examines the
effect of an ethical commitment reminder on misreporting
behavior.

@ Springer

Ethical Commitment Reminder

It has been suggested that a reminder can act as a situational
cue, which, according to social norm theory (Bicchieri,
2006), can increase individuals’ empirical and/or norma-
tive expectations of a social norm. These situational cues
lead individuals to believe that certain norms and behaviors
are appropriate to implement in a specific social setting. The
present study argues that an ethical commitment reminder
can act as a situational cue that increases individuals’ empir-
ical and/or normative expectations of the company’s code of
ethics. In the study setting, the ethical commitment reminder
is operationalized as an annual online module test of the
company’s code of ethics.* Giving a reminder in any form
can activate individuals’ social norms and make them aware
that they should not violate those norms (Cai et al., 2015;
Cialdini, 2003), therefore, the obligation to take the annual
online module test of their company’s code of ethics could
lead employees to believe that all employees are expected
to conform to behavior that follows the company’s code of
ethics. It is expected that an ethical commitment reminder
will activate the social norms by increasing the normative
expectations of the employees. A regular ethical commit-
ment reminder (e.g., on an annual basis) can also send an
implicit message to employees about what their company is
asking them to do.’

Following the self-concept maintenance theory, this study
further proposes that an ethical commitment reminder can
make individuals update their positive self-concept, result-
ing in lowering individuals’ unethical behavior thresholds.
Mazar et al. (2008) find that people will engage in misre-
porting to the extent that their action does not hurt their
self-concept (e.g., feeling guilty), suggesting that individu-
als have a threshold for engaging in misreporting. The self-
concept maintenance theory posits that this threshold can be
lowered by introducing an “attention to standards,” which
refers to individuals’ attention to their standards of conduct
(Mazar et al., 2008). When individuals pay more attention
to established standards, they update their positive self-con-
cept, lower their unethical/opportunistic behavior threshold,
and are discouraged from acting dishonestly (Mazar et al.,
2008). Thus, in the context of this study, it is expected that
when employees are reminded to consider the standards
of conduct, they will be reminded of their ethical commit-
ments and update their positive self-concept. Subsequently,

4 Companies should mandate their employees to sign a certificate to
demonstrate that they acknowledge the ethics code and will comply
with it. A survey has found that 31% of ethics codes implemented by
companies included a signature of acknowledgment (Orin, 2008).

> Newman (2014) demonstrates that managers react to a firm’s sig-
nal in a form of informal preference about cost targets by reporting a
more honest budget.
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the updated positive self-concept will make their misreport-
ing threshold lower and, in turn, reduce their misreporting
behavior. Thus, an ethical commitment reminder is expected
to activate employees’ social norms and update their posi-
tive self-concept, thus, discouraging them from misreport-
ing. The study expects that superiors are less likely to engage
in misreporting when an ethical commitment reminder is
present than when it is absent. This leads to the following
hypothesis:

H1 Superiors are less likely to engage in misreporting when
an ethical commitment reminder is present than when an
ethical commitment reminder is absent.

Reciprocity in the Workplace

Reciprocity, in general, refers to the action of repaying
another person’s action with a similar action (Gouldner,
1960). Gouldner (1960) uses the term “reciprocity” to
explain the return of kindness with kindness and uses the
term “retaliation” for returning unkindness with unkind-
ness. Reciprocity is also a key characteristic of a psychologi-
cal contract between two parties. Rousseau (1989, p. 123)
defines a psychological contract as follows:

an individual’s beliefs regarding the terms and condi-
tions of a reciprocal exchange agreement between that
focal person and another party. Key issues here include
the belief that a promise has been made and a consid-
eration offered in exchange for it, binding the parties
to some set of reciprocal obligations.

Unlike a legal contract, a psychological contract is often
considered to refer to an individual’s beliefs about an ongo-
ing exchange relationship with another party, and these
beliefs are implicit and subjective, and they are based on a
perceived agreement rather than actual agreement (Conway
& Briner, 2005). The ongoingness of the exchange implies
that each party will fulfill its promises to the other party in
repeated cycles. Therefore, each party is bound to a set of
reciprocal obligations in which any favor has done by an
individual for others will be repaid in the future (Blau, 1964;
Gouldner, 1960).

Prior literature finds that there are many benefits associ-
ated with reciprocity in an organization (e.g.Deckop et al.,
2003; Hannan, 2005; Kuang & Moser, 2009; Levinson,
2009; Maitland et al., 1985; Sama & Shoaf, 2008; Shore &
Wayne, 1993). For example, accounting finds that reciproc-
ity can be used to complement classic agency contracts in
an organizational setting. Hannan (2005) demonstrates that
paying higher wages to employees makes them exert greater
effort in their work roles. Similarly, Kuang and Moser
(2009) find that employees respond to wages offered by the
firm above the market level by exerting more effort. Thus,

reciprocity can be used to benefit the firm and its employees.
Furthermore, Deckop et al. (2003) reveal that employees
show more helping behavior after receiving good organi-
zational citizenship behavior from co-workers. In addition,
Sama and Shoaf (2008) indicate that reciprocity can fos-
ter trust and help in creating a moral community among
professionals.

Despite its positive effect, reciprocity also has a potential
dark side (e.g.Abbink et al., 2002; Tangpong et al., 2016).
Reciprocity exerts pressure on individuals that makes them
feel obligated to return a favor to others (Tangpong et al.,
2016). Tangpong et al. (2016) demonstrate that individuals
who are in reciprocal relationships are inclined to contem-
plate a questionable or even unacceptable ethical decision.
For example, the participants in Abbink et al. (2002) recip-
rocate in a bribery relationship at a cost to others. Thus,
although reciprocity can be beneficial to parties in a recipro-
cal relationship, it can have an adverse effect on individuals
who are not in the reciprocal relationship.

While prior literature on reciprocity in the workplace
generally focuses on the reciprocal relationships between
the organization and its employees (e.g., Hannan, 2005)
and among co-workers (e.g., Tangpong et al., 2016), this
study examines the reciprocal relationship between the
superior and their subordinates, that is, vertical reciprocity
in the workplace. This relationship is particularly impor-
tant to examine because it is central to understanding the
collusive behaviors of superiors and subordinates (Celik,
2009; Gromb & Martimort, 2007), for example, subordi-
nates’ opportunistic misreporting and superiors’ tolerance
for subordinates’ misreporting.

In this study, reciprocity in the workplace refers to a
psychological obligation to return a favor that a superior
received earlier from their subordinate in the context that
the fulfillment of this obligation would constitute a violation
of social norms. Specifically, in the experimental setting,
superiors are placed in a dilemma where they received favor
from a subordinate earlier and the return of this favor would
require the superior to misreport, which is a violation of a
social norm. Following the idea of psychological contracts,
it would be expected that the superior would feel obliged to
return the earlier favor from the subordinate under the per-
ceived exchange agreement between the two parties despite
this action constituting misreporting. Thus, it is expected
when superiors are in a reciprocal relationship, they are
more likely to engage in misreporting to return a favor than
are superiors who are not in a reciprocal relationship. This
leads to the following hypothesis:

H2 Superiors are more likely to engage in misreporting

when reciprocity in the workplace is present than when
reciprocity in the workplace is absent.
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Reciprocity in the workplace

Ethical commitment Absent Present
reminder
Absent
Cell 1 | Cell 2
Cell 3 | Cell 4
Present

Fig.2 Interaction condition between ethical commitment reminder
and reciprocity in the workplace

The Interaction Effect

In line with the discussion presented above, the negative
effect of an ethical commitment reminder on the manager’s
misreporting may be contingent on the presence of a recipro-
cal relationship between the superior and the superior’s sub-
ordinates. This study proposes this negative effect is greater
when a reciprocal relationship is present because the pres-
ence of such a relationship can lead to pressure to violate
social norms. As stated, a reciprocal relationship between
a superior and a subordinate can be considered a psycho-
logical contract. However, a psychological contract is not as
powerful as a legal contract (Conway & Briner, 2005). Its
characteristics such as implicitness, non-mutuality, and sub-
jectivity can make it easier for a supervisor to justify their
decision to breach such a contract without significant pun-
ishment (from the other party). In the current context, this
study expects that the presence of an ethical commitment
reminder acts as a reminder of the social norm and gives
the manager an ethical/reasonable ground to breach such a
psychological contract without significant punishment from
the subordinate. Therefore, the superior is less likely to mis-
report than when an ethical commitment reminder is absent.

In contrast, when the reciprocal relationship between
the superior and subordinate is absent, ceteris paribus, the
effect of an ethical commitment reminder will be less impor-
tant in reducing the likelihood of the manager engaging in
misreporting because no violation of social norms will be
observed. This study predicts an ordinal interaction (Jac-
card, 2004) where the gap in the likelihood of a superior’s
misreporting between ethical commitment reminder present
and absent (as predicted in H1) is greater when a reciprocal
relationship is present between the superior and their subor-
dinate than when this reciprocal relationship is absent. This
leads to the following hypothesis:

H3 The difference in the likelihood of the superior engaging
in misreporting when an ethical commitment reminder is

@ Springer

present or absent is expected to be greater when reciproc-
ity in the workplace is present than when reciprocity in the
workplace is absent (i.e., [Cell 2 — Cell 4] > [Cell 1 — Cell
3]; see Fig. 2).

Research Method
Participants and Administration

A large international online research panel, Qualtrics, was
used to collect the data for this study. From 2000 to 2012,
there was an increasing trend in the use of online-based
services to recruit participants (Brandon et al., 2014), and
many researchers have supported the use of online survey
platforms such as Qualtrics (e.g., Brandon et al., 2014;
Croteau et al., 2010; Holt & Loraas, 2019). For example,
Croteau et al. (2010) suggest that the response and data
quality resulting from online surveys do not differ from
those yielded using traditional paper-based surveys. Holt
and Loraas (2019) highlight two appealing aspects of using
online survey platforms such as Qualtrics: (1) participation
is truly voluntary, and (2) participants are truly anonymous
to the researcher. Prior accounting studies (Long & Basoglu,
2016; Nelson & Rupar, 2015) have used the Qualtrics panel
to recruit their participants.

Qualtrics distributed the invitation letters for our study
and the research instrument to its online research panel
members.® The participants in this study were managers in
the US manufacturing industry. The following criteria were
used for sample inclusion. First, the participants must be
above 18 years old. Second, the participants must be work-
ing in a manufacturing company. Third, the participants
must be managers with at least two years of experience (to
ensure that managers had sufficient experience in making
decisions). Fourth, the company must have more than 100
employees (to ensure that the company has an adequate
accounting system and to enable the study to control for
company size). Fifth, the participants must have at least one
employee under their direct supervision.

% Qualtrics provides a small monetary incentive to its panel mem-
bers.
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A total of 386 panel members qualified for the study.’
Of these 386, a total of 226 panel members did not respond
or did not complete their responses, resulting in 160 panel
members participating in the study, which provided a
response rate of 41.45%. An examination of the participants’
internet protocol addresses revealed six identical addresses,
and these participants were excluded from the data. Thirty
participants failed the manipulation check questions. Thus,
the final sample consisted of 124 participants, resulting in a
usable rate of 77.5%.

Table 1 presents the demographic information of the sam-
ple. As presented in the table, the participants have held
their current position for an average of 9.20 years and have
been employed by their current employer for an average of
12.67 years. The participants are 46 (37.10%) females and
78 (62.90%) males. The average age of the participants is
45 years old. The participants are widely spread across dif-
ferent sectors in the manufacturing industry and have held
managerial positions in various departments.

Experimental Task and Design

This study developed a case scenario for this study. The
participants were asked to read the case scenario including
background information about a profit center division of a
hypothetical large wood company and the divisional sales
and operating costs, which were held constant across treat-
ments. Participants then read the information about the ethi-
cal commitment reminder and reciprocity in the workplace
in accordance with the experimental treatment that they were
assigned. Participants then answered a series of questions
used to test the study’s hypotheses before responding to the
manipulation check and demographic questions.

This study used a 2 X 2 between-subjects research design
to test the hypotheses. The study manipulated the presence
of an ethical commitment reminder (absent or present) and
reciprocity in the workplace (absent or present). The case
described a scenario in which the subsidiary general man-
ager (GM) (named Kim Green) was reviewing sales and
operating cost reports before submitting them to the head
office, and the reports showed that the business unit (BU),

7 To identify “qualified” panel members for the research project,
Qualtrics used a screening process to ensure that the final sample
included only qualified panel members. Respondents entering the sur-
vey but failing to meet the sample specification’s screening questions
were excluded from the system. The Qualtrics online system screened
these responses, and they did not count toward the final sample. The
“unqualified” respondents are not considered non-respondents. Qual-
trics distributed the case material to 2,736 of its online panel mem-
bers residing in the US. The screening process resulted in 2,350
unqualified participants being dropped, leaving 386 panel members
qualified for the study.
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“Glam,” had exceeded its profit target. The GM (i.e., the
superior) also heard a rumor from a fellow GM in the same
industry about a new laboratory test that could determine
any flaws in specific wood material. The GM knew that most
of the subsidiary’s material inventory consisted of this spe-
cific wood material and wondered whether to instruct the
warehouse manager to conduct this laboratory test. The GM
realized that if the authorization for the investigation of the
inventory was given and flaws in the wood material were
found, then a significant amount of the inventory would have
to be written off. As a result of the inventory write-off, the
BU’s profit would be reduced, and the profit target would not
be met. As a result, BU’s employees would not receive any
bonuses. However, the GM’s bonus would not be affected
because their bonus would be calculated based on the growth
of the BU’s market share.

The dependent variable of this study is the GM’s likeli-
hood of misreporting, which is primarily measured by ask-
ing participants to assess on a 10-point scale how likely it
is that the GM would instruct the warehouse manager to
conduct the laboratory test on the inventory. Given the cur-
rent design, a lower likelihood of conducting the laboratory
test would suggest a higher likelihood of the GM misreport-
ing the inventory valuation.® To make the interpretation of
the results easier to understand, the original response scores
were reversed. That is, a higher score suggests a higher like-
lihood of GM misreporting.

8 The case scenario adopts a third-person perspective, namely, par-
ticipants were asked to assess the likelihood of the GM acting in a
certain way in the case. Third-person scenarios are commonly used
in auditing research (e.g., Arnold & Ponemon, 1991; Ponemon &
Gabhart, 1990) and in reduced audit quality research (e.g., Coram
et al., 2004) to desensitize participants and avoid social desirability
response bias. In response to the potential differences between the
first-person versus the third-person perspective, this study asked par-
ticipants to make the same decision assuming they were in the same
situation as the GM. The results suggest that participants’ responses
to the question were not statistically different when taking a first-per-
son versus third-person perspective. The study follows the approach
undertaken by Koh et al. (2018) by measuring the likelihood of mis-
reporting first from the third person’s (i.e., Kim Green’s) perspective
and then in the first person’s (i.e., the respondent’s) perspective. The
questions were asked in this order to control for social desirabil-
ity response biases (e.g., Bay & Nitkitkov, 2011; Curtis, 2006; Koh
et al., 2011; Pauls & Stemmler, 2003; Trevino, 1992). The use of
third-person responses reduces the likelihood of obtaining misleading
responses from participants who may not reveal their true intention
to misreport when asked to respond from the first-person perspective
(Curtis, 2006; Koh et el., 2011; Pauls & Stemmler, 2003). The results
of the study demonstrate that the likelihood of misreporting answered
from the first-person perspective is significantly lower than the like-
lihood of misreporting answered from the third-person perspective,
hence, the responses from the first-person perspective are dropped
from further analysis because they are considered tainted by social
desirability response bias.



The Effect of Ethical Commitment Reminder and Reciprocity in the Workplace on Misreporting 333

The first independent variable is the presence of an ethical
commitment reminder. This study manipulates this variable
at two levels: present versus absent. In the treatments where
an ethical commitment reminder was present, participants
were told the following:

Carpenter has an established code of ethics. The pur-
pose of the code of ethics is to promote the honest and
ethical conduct of all board members, senior execu-
tives, general managers, and all other employees of
Carpenter, including accurate, timely, and understand-
able disclosure in periodic reports. All employees in
Carpenter sign a statement that they will comply with
the code of ethics.

As one of the annual performance evaluation require-
ments, the company requires all employees to take and
pass an online module test of the company’s code of
ethics every year.

In contrast, in the treatments where the ethical commit-
ment reminder was absent, participants read-only general
information about the company’s code of ethics and were
told that every employee signed a statement that they would
comply with the company’s code of ethics.

The second independent variable is the presence of reci-
procity in the workplace, which is manipulated at two lev-
els: present versus absent. As stated, this study focuses on
the vertical reciprocal relationship between a superior and a
subordinate. In the treatments where reciprocity in the work-
place was present, participants were given general informa-
tion about the harmonious working conditions in the Glam
subsidiary, where everyone was willing to help each other
not only with work but also with family matters; after that,
participants read the following information:

There was one occasion in 2018 during the family
gathering, where Kim had a chat with Glam’s ware-
house manager. The warehouse manager told Kim
about her/his family’s plan to have a trip across Europe
if the bonus was achieved. The warehouse manager
added that her/his family was so excited and looking
forward to the trip. Furthermore, Kim talked about the
plan for her/his child to enroll in a very prestigious
school in the city, which had a very competitive enroll-
ment process. The warehouse manager then called her/
his spouse, who was a member of the school commit-
tee at that school, and told her/him about Kim’s plan
of enrolling her/his child in the school. The warehouse
manager’s spouse told Kim not to worry too much and
wished the family good luck. When the school enroll-
ment was announced, Kim was delighted to find that
her/his child had been accepted into that prestigious
school.

In contrast, participants in the treatments where reciproc-
ity in the workplace was absent read general information
about the harmonious working condition in the Glam sub-
sidiary, where everyone was willing to help each other not
only with work matters but also with family matters.

The experimental instrument was pre-tested in a sepa-
rate group of 16 participants from an online research panel
provided by Qualtrics. The pilot test showed variance in the
dependent variable, and that variance could be explained by
the independent variables in this study. The experimental
case was randomly distributed by Qualtrics using a rand-
omizer function in its survey software. The randomizer tool
ensures that participants will receive one out of the four
experimental cases by chance.

Results
Manipulation Checks

Manipulation checks test whether participants understand
the manipulation of the variables in an experimental design
(Hoewe, 2017). Failure to answer the manipulation check
questions correctly reduces the internal validity of the
experiment. Two questions were used to check whether the
participants understood the conditions in the experimental
case. The first question asked the participants whether Kim
Green had a chat with Glam’s warehouse manager about
her/his plan to enroll her/his child in a prestigious school in
the city. The second question asked whether every year the
Carpenter company requires all employees to take and pass
an online module test of Carpenter’s code of ethics as one of
its annual performance evaluation requirements. Of the 160
participants who completed the online research instrument,
30 failed to correctly answer the manipulation check ques-
tions.” These were excluded from the data.'®

9 Specifically, six participants failed to answer the first manipulation
check question correctly, 23 participants failed to answer the second
manipulation question correctly, and one participant failed to answer
both questions correctly.

10 To test the robustness of the results to the exclusion of the
responses that failed the manipulation, this study conducted an
ANOVA by including these responses in the analysis (n=160). The
results consistently showed significant main effects of the ethical
commitment reminder on the GM’s likelihood of misreporting. How-
ever, the effects of reciprocity in the workplace and the interaction
effect were not significant.
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Table2 ANOVA, descriptive statistics, and planned contrast for misreporting

Panel A: ANOVA

Source Df
Corrected model 3
Intercept 1
Ethical commitment reminder (ECR) 1
Reciprocity in the workplace (RIW) 1
ECR x RIW 1
Error 120
Total 124
Corrected total 123

MS F p*
22.116 2.331 0.078
4229.060 445.720 0.000
57.428 6.053 0.015
3.404 0.359 0.550
4.010 0.423 0.517
9.438

Panel B: Descriptive statistics: mean (standard devia-
tion) (n=number of participants)

Reciprocity in the workplace

Ethical commitment reminder Absent Present F (p*) Overall Mean

Absent 5.440 6.138 F=0.689 5.815
(3.056) (3.399) p=0.408 (3.236)
(n=25) (n=29) (n=54)
Cell 1 Cell 2

Present 4.429 4.400 F=0.002 4414
(3.051) (2.841) p=0.969 (2.927)
(n=35) (n=35) (n=170)
Cell 3 Cell 4
F=1.572 F=5.049
p=0.212 p=0.026

Overall Mean 4.850 5.188 5.024
(3.069) (3.202) (3.130)
(n=060) (n=54) (n=124)

Panel C: Planned contrast df F p*

Source of Variance

[+0.5,+2,—1.5,—1] for Cell [1, 2, 3, 4] 1 6.840 0.010

Residual between cells variance 2 0.076 0.926

Effect size metric Value

R 0.989

r2—the proportion of between-cells variance explained by the 0.978

contrast
q2—the proportion of between-cells variance not explained by the 0.022

contrast

Dependent variable: The superior’s assessment of the likelihood of “what will Kim Green do about the new laboratory test?” is measured on a

10-point scale (reverse scored).

Independent variables: Ethical commitment reminder: the presence of an ethical commitment reminder is manipulated at two levels: absent vs.

present.

Reciprocity in the workplace: the presence of an indication of reciprocity between the manager and subordinate is manipulated at two levels:

absent vs. present.

*Two-tailed probability levels.

Test of Hypotheses

H1 predicts that superiors are less likely to engage in mis-
reporting when an ethical commitment reminder is present
than when an ethical commitment reminder is absent. The
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results of the analysis of variance (ANOVA) reported in
Table 2 and Fig. 3 are consistent with this study’s expec-
tations. The assessed likelihood of the superior misreport-
ing is higher when an ethical commitment reminder is
absent (5.815) than when an ethical commitment reminder
is present (4.414) (Table 2, Panel B) and this difference is
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The interaction plot on the likelihood of misreporting
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Fig.3 Results on the ordinal interaction of ethical commitment
reminder and reciprocity in the workplace on misreporting

significant (F=6.053, p=0.015; Table 2, Panel A). There-
fore, H1 is supported.

Figure 3 demonstrates this finding where the means for
the ethical commitment reminder is absent are 5.440 (i.e.,
when reciprocity in the workplace is absent), and 6.138
(i.e., when reciprocity in the workplace is present); while
the means for ethical commitment reminder is present are
4.429 (i.e., when reciprocity in the workplace is absent) and
4.400 (i.e., when reciprocity in the workplace is present).

H2 predicts that superiors are more likely to engage in
misreporting when reciprocity in the workplace is present
than when reciprocity in the workplace is absent. The result
indicates that the main effect of reciprocity in the workplace
(F=0.359, p=0.550; Table 2, Panel A) is not statistically
significant. Thus, H2 is not supported.

H3 states that the difference in the likelihood of the supe-
rior engaging in misreporting when an ethical commitment
reminder is present or absent is expected to be greater when
reciprocity in the workplace is present than when reciprocity
in the workplace is absent (i.e., [Cell 2 — Cell 4] > [Cell 1 —
Cell 3], Fig. 2). The results from Table 2 Panel A reveal that
the interaction between ethical commitment reminder and
reciprocity in the workplace (F=0.423, p=0.517) is not sta-
tistically significant. Furthermore, the descriptive statistics
(Table 2, Panel B) show that consistent with the expecta-
tions in H3, the effect of ethical commitment reminder on
the likelihood of a superior misreporting is significant only
when there is a reciprocal relationship between the superior
and the subordinate (F'=5.049, p=0.026).

Figure 3 demonstrates an ordinal interaction, which is
consistent with the study’s hypothesis, as the gap between
the ethical commitment reminder present and ethical

commitment reminder absent lines is greater when reci-
procity is present than when reciprocity is absent. To test
H3, Panel C in Table 2 includes a contrast that has custom
weights (Buckless & Ravenscroft, 1990) for Cell 1 (ethical
commitment reminder absent, reciprocity absent); Cell 2
(ethical commitment reminder absent, reciprocity present);
Cell 3 (ethical commitment reminder present, reciprocity
absent); and Cell 4 (ethical commitment reminder present,
reciprocity present): [+0.5,+2,—1.5,—1]. This pattern is
consistent with the study’s prediction that the difference
in the likelihood of the superior engaging in misreporting
when an ethical commitment reminder is present or absent
is greater when reciprocity in the workplace is present than
when reciprocity in the workplace is absent, meaning that
(Cell 2 — Cell 4) is greater than (Cell 1 — Cell 3). This con-
trast coding is also consistent with the predictions that the
likelihood of the superior engaging in misreporting is higher
when an ethical commitment reminder is absent than when
an ethical commitment reminder is present (Cell 1> Cell 3
and Cell 2> Cell 4, H1), and the likelihood of the supe-
rior engaging in misreporting is higher when reciprocity
is present than when reciprocity is absent (Cell 2> Cell 1
and Cell 4 > Cell 3, H2). Following the recommenda-
tions of Guggenmos et al. (2018), this study reports the
test of the contrasts, residual between-cells variance, and
total between-cells variance. The contrast is significant
(F=6.840, p=0.010; Table 2, Panel C). In addition, the con-
trast variance residual is 0.022, suggesting that only 2.20%
of the between-cells variance is not explained by the con-
trast test. That is, this study’s hypothesized contrast explains
approximately 97.80% of the between-cell variance. Taken
together, these results support H3.

Conclusion

This study examines whether the presence of an ethical
commitment reminder and the presence of reciprocity in
the workplace independently and jointly influence superi-
ors’ misreporting. Specifically, the study examines whether
an ethical commitment reminder in the form of annual eth-
ics training can deter superiors’ misreporting. The results
of this study are consistent with the prediction that the
manager is less likely to misreport when an ethical commit-
ment reminder is present than when an ethical commitment
reminder is absent.

This study also examines whether a reciprocal relation-
ship between a superior and their subordinate provides an
opportunity for the superior to engage in misreporting. The
study predicts that a superior will be more likely to choose
not to report a possible flaw when the superior is in a recip-
rocal relationship in which they feel obligated to return an
earlier favor from a subordinate than when the superior is
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not in a reciprocal relationship. The result for this prediction
is not supported.

The interaction effect of ethical commitment reminder
and reciprocity in the workplace on superiors’ misreport-
ing behavior is also examined. The study proposes that the
deterrence effect of using an ethical commitment reminder is
greater when a reciprocal relationship between the superior
and the subordinate is present because the presence of such
a relationship can lead to a violation of the social norms.
The results of the study show that the gap in the likelihood
of the manager engaging in misreporting when an ethical
commitment reminder is present or absent is greater when a
reciprocal relationship between the superior and their sub-
ordinate is present than when this reciprocal relationship is
absent. This finding is consistent with the prediction that the
use of an ethical commitment reminder acts as a reminder
of the social norm and gives the superior an ethical/reason-
able ground to breach the reciprocal relationship with the
subordinate without significant punishment.

This study makes the following contributions. First, the
results of the study provide empirical evidence of the effec-
tiveness of the use of an ethical commitment reminder to
curb misreporting. This study’s findings respond to the call
for further investigation of how a strong ethical environment
can affect a manager’s ethical decisions (Booth & Schulz,
2004). The findings of this study demonstrate that ethical
commitment reminder can be an effective management con-
trol to deter misreporting and adds to the stream of studies
that examine factors that can be used to deter misreporting
behavior (Cardinaels & Jia, 2016; Chong & Wang, 2019;
Chung & Hsu, 2017; Maas & Van Rinsum, 2013; Sanchez-
Exp6sito & Naranjo-Gil, 2017).

Second, this study empirically examines a unique setting
where there is a reciprocal relationship between a superior
and their subordinate. While prior literature examining
the effect of reciprocity on (un)ethical behavior generally
focuses on the reciprocal relationship between an organiza-
tion and its employees and among co-workers, this study
examines the potential dark side of reciprocity by examining
a vertical reciprocal relationship, in which a superior has a
psychological obligation to return a favor they received ear-
lier from a subordinate in a situation where the fulfillment of
that obligation would constitute a violation of a social norm
(i.e., misreporting). However, the study does not find there
is a statistically significant main effect of vertical reciprocity
on superiors’ reporting, suggesting that vertical reciprocity
in the workplace is not present. This study provides the fol-
lowing plausible explanation. According to the self-concept
maintenance theory (see Mazar et al., 2008, p. 634), people
“are often torn between two competing motivations: gaining
from cheating versus maintaining a positive self-concept as
honest ... This seems to be a win-lose situation, such that
choosing one path involves sacrificing the other.” In this
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study’s experimental setting, the superiors may feel that the
trade-off involved in the potential gain/benefit they would
receive from the employee if returning the favor would be
far less important than the potential damage to their reputa-
tion as honest managers when withholding information in
managerial reporting. That is, the superiors choose not to
engage in an unethical act (i.e., to misreport) because the
perceived gain from misreporting is much smaller than the
perceived loss.

Third, the results for the ordinal interaction reveal that
when an ethical commitment reminder is absent, superi-
ors are more likely to misreport when there is a recipro-
cal relationship between the superior and their subordinate
than when such a relationship is absent. This is because an
ethical commitment reminder can make individuals update
their positive self-concept, resulting in lowering individu-
als’ unethical behavior thresholds as predicted by the self-
concept maintenance theory (Mazar et al., 2008). This find-
ing is consistent with Mayhew and Murphy (2014, p. 424),
who rely on moral disengagement theory (Bandura, 1990,
1999; Bandura et al., 1996) and conclude that “it is more
likely that individuals experience negative affect on a con-
tinuum where the decision to misbehave does not depend
on reducing ex-post negative affect to zero but to a tolerable
threshold level.” The study’s findings provide support for the
validity of relying on multiple theories (e.g., self-concept
maintenance theory and social exchange theory) to explain
the misreporting phenomenon (Chong & Eggleton, 2007;
Kachelmeier, 1994, 1996; Luft, 1997; Merchant et al., 2003).

The results of this study have important practical impli-
cations. First, while an organization should promote posi-
tive interpersonal relationships among its employees, such
as helping others and accepting additional responsibilities
(Bolino et al., 2013; Organ et al., 2006), the study’s findings
suggest that organizations should also remain cautious when
attempting to build social ties among employees because the
reciprocal nature of these social ties may lead to collusion
among employees that can negatively affect effort and per-
formance (Hannan et al., 2013; Maas & Yin, 2022; Zhang,
2008).

Second, the findings of the study suggest that ethical
commitment reminders can be used as an effective monitor-
ing control tool to deter misreporting. The results provide
support to prior studies that also find the use of reminders
can reduce the incidence of unethical behaviors (e.g., cheat-
ing) (Mazar et al., 2008; Shariff & Norenzayan, 2007). The
findings also add to the extant literature arguing that moni-
toring controls reduce individuals’ unethical behaviors (Alge
et al., 2006; Belle & Cantarelli, 2017; Mazar et al., 2008;
Ploner & Regner, 2013; Rixom & Mishra, 2014; Welsh &
Ordéifiez, 2014). For example, Belle and Cantarelli (2017)
conclude that effective monitoring control can reduce an
individual’s unethical behavior intentions because it raises
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the awareness of the individual’s moral standards and pro-
motes self-awareness. The findings of the present study add
to such literature by relying on the self-concept maintenance
theory to suggest that an ethical commitment reminder helps
to draw the employees’ attention to their moral standards and
encourage self-awareness. In addition, the finding that the
deterrence effect of using an ethical commitment reminder
is greater when a reciprocal relationship between a supe-
rior and their subordinate is present than when such a rela-
tionship is absent highlights this important role of ethical
commitment reminders, particularly when a superior faces
an ethical dilemma. Companies can benefit from establish-
ing continuous ethics training (e.g., annually) that serves as
an ethical commitment reminder for employees to trigger
their attention to their moral standards, subsequently updat-
ing their positive self-concept and lifting the misreporting
threshold.

Third, the results of this study suggest there may be a
natural tension between the effects of ethical commitment
reminders (i.e., a formal control) and psychological contracts
of employees (i.e., reciprocity in the workplace). Thus, it
is important to reduce the opportunity to engage in misre-
porting through the presence of formal controls to weaken
the psychological contracts between individuals that would
lead to engaging in unethical behavior to return a favor. The
insight into these two opposing forces provided by this study
can contribute to ensuring the use of effective management
controls to deter misreporting.

This study has the following limitations. First, partici-
pants in the study are selected from middle-level managers
in the manufacturing industry. Thus, the results can be gen-
eralized only to similar types of organizations and levels of
management. Second, the study uses an experimental design
to examine the effect of ethical commitment reminders and
reciprocity in the workplace on managers’ misreporting
behavior. While the experimental case is designed to be a
surrogate of a real-world situation, it reflects a simplified
decision-making process that may not have captured all the
variables in the real-world business environment. Thus,
despite the likelihood of high internal validity because of
the use of experimental design, which allows examination
of the decision-making process in a controlled environment,
caution should be exercised when generalizing the results to
different situations. Future research could use a field study
to explore the variables used in this study. Third, this study
examines employees’ unethical behavior only for relation-
ships of vertical reciprocity in the workplace (i.e., supe-
rior—subordinate relationships), future studies should explore
this issue for relationships of horizontal reciprocity in the
workplace (i.e., subordinate—subordinate relationships).

Appendix 1 Experimental Case Materials

Case 1 (Commitment Reminder Absent - Reciprocity
in the workplace Absent)

Instructions: This business case concerns Carpenter Com-
pany and a situation that is occurring at one of its subsidi-
aries: Glam Company. Please read the case carefully and
answer the questions at the end as if this was a real situation.
Please note there are no correct or incorrect answers.

Carpenter is a company in the wood industry headquar-
tered in city A in one of the states in the USA. The Company
is not listed on any stock exchange.

Glam is one of the subsidiaries which is located in city
C. Glam’s main activities are producing and selling picture
frames. Kim Green has been Glam’s general manager (GM)
for the last five years.

Carpenter has an established Code of Ethics. The purpose
of the Code of Ethics is to promote the honest and ethical
conduct of all board members, senior executives, general
managers, and all other employees of Carpenter, including
accurate, timely, and understandable disclosure in periodic
reports. All employees in Carpenter sign a statement that
they will comply with the code of ethics.

Glam’s Bonus Scheme.

Each subsidiary is organized as a profit center. Carpen-
ter has set a bonus scheme for Glam’s employees based on
Glam’s profit performance. If the Glam’s realized profit
beats the target level, Carpenter will give substantial bonuses
to Glam’s employees. However, Kim Green, as the subsidi-
ary’s GM, has a different bonus scheme, which is based on
the growth of the market share of Glam’s products.

For the past two years, Glam’s profitability has been
below its target. This poor performance by Glam has resulted
in its employees not receiving any bonus payments for the
past two years.

Glam’s Business Activities.

The working environment at Glam is very harmonious.
Once every three months, Glam conducts a family gathering
for its employees to promote fellowship among employees
and their families. Everyone in Glam seems willing to help
each other, not only about work but also in family matters.

In January 2019, Kim reviewed Glam’s 2018 sales and
operating costs report. Kim was very pleased to learn that
Glam’s profit had exceeded its target. However, previously,
Kim had heard a rumor from a fellow GM in the same
industry that there was a new laboratory test that could
determine any flaw in a specific wood material inventory.
Kim knew that the majority of Glam's material inventory
consists of the specific wood and wondered whether she/
he should instruct the warehouse manager to conduct the
laboratory test.
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Kim realizes that if the instruction for laboratory testing
of the material inventory is given, and the flaw is proven,
then a significant amount of the material inventory will
possibly have to be written off. However, Kim finds out
that the external auditor had found no concerns about
Glam's material inventory and had issued an unqualified
report and that the headquarters is not aware about the
rumor of the new laboratory test for determining the flaw
in the material inventory.

If the flaw is proven and the flaw inventories are writ-
ten off, Glam’s profit will be reduced, and the 2018 profit
target will not be met. This means that all employees will
not receive their bonus payments for this year.

However, as Glam’s GM, Kim will still receive a bonus
since the GM’s bonus is based on the growth of market
share of Glam’s products, which has been achieved.

Your Decision:

Based on the circumstances in the business case described
above, we would like to know what action you think
Kim Green will take regarding the new laboratory test
that might determine flaws in the specific wood material
inventory.

1. What action do you think Kim Green will take? (Circle
one of the numbers)

Do nothing Instruct to
take the
laboratory
test
1 2 3 4 5 6 17 8§ 9 10

2. Imagine that you are in the same situation as Kim Green.
What action would you take? (Circle one of the num-
bers)

Do nothing Instruct to
take the
laboratory
test
1 2 3 4 5 6 17 8§ 9 10

3. Kim Green had a chat with Glam’s warehouse manager
about her/his plan to enroll her/his child to a prestigious
school in the city

@ Springer

a. Yes
b. No

4. As one of the annual performance evaluation require-
ments, every year, Carpenter Company requires all
employees to take and pass an online module test of
Carpenter's code of ethics

a. Yes
b. No

Case 2 (Commitment Reminder Present -
Reciprocity in the workplace Absent)

Instructions: This business case concerns Carpenter Com-
pany and a situation that is occurring at one of its subsidi-
aries: Glam Company. Please read the case carefully and
answer the questions at the end as if this was a real situation.
Please note there are no correct or incorrect answers.

Carpenter is a company in the wood industry headquar-
tered in city A in one of the states in the USA. The Company
is not listed on any stock exchange.

Glam is one of the subsidiaries which is located in city
C. Glam’s main activities are producing and selling picture
frames. Kim Green has been Glam’s general manager (GM)
for the last five years.

Carpenter has an established Code of Ethics. The purpose
of the Code of Ethics is to promote the honest and ethical
conduct of all board members, senior executives, general
managers, and all other employees of Carpenter, including
accurate, timely, and understandable disclosure in periodic
reports. All employees in Carpenter sign a statement that
they will comply with the code of ethics.

As one of the annual performance evaluation require-
ments, the company requires all employees to take and pass
an online module test of the company's code of ethics every
year.

Glam’s Bonus Scheme

Each subsidiary is organized as a profit center. Carpenter has
set a bonus scheme for Glam’s employees based on Glam’s
profit performance. If the Glam’s realized profit beats the
target level, Carpenter will give substantial bonuses to
Glam’s employees. However, Kim Green, as the subsidi-
ary’s GM, has a different bonus scheme, which is based on
the growth of the market share of Glam’s products.

For the past two years, Glam’s profitability has been
below its target. This poor performance by Glam has resulted
in its employees not receiving any bonus payments for the
past two years.
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Glam’s Business Activities

The working environment at Glam is very harmonious. Once
every three months, Glam conducts a family gathering for
its employees to promote fellowship among employees and
their families. Everyone in Glam seems willing to help each
other, not only about work but also in family matters.

In January 2019, Kim reviewed Glam’s 2018 sales and
operating costs report. Kim was very pleased to learn that
Glam’s profit had exceeded its target. However, previously,
Kim had heard a rumor from a fellow GM in the same indus-
try that there was a new laboratory test that could determine
any flaws in a specific wood material inventory. Kim knew
that the majority of Glam's material inventory consists of the
specific wood and wondered whether she/he should instruct
the warehouse manager to conduct the laboratory test.

Kim realizes that if the instruction for laboratory testing
of the inventory is given, and the flaw is proven, then a sig-
nificant amount of the inventories will possibly have to be
written off. However, Kim finds out that the external auditor
had found no concerns about Glam's material inventory and
had issued an unqualified report and that the headquarters
is not aware about the rumor of the new laboratory test for
determining the flaw in the material inventory.

If the flaw is proven and the flaw inventories are written
off, Glam’s profit will be reduced, and the 2018 profit tar-
get will not be met. This means that all employees will not
receive their bonus payments for this year.

However, as Glam’s GM, Kim will still receive a bonus
since the GM’s bonus is based on the growth of market share
of Glam’s products, which has been achieved.

Your Decision:

Based on the circumstances in the business case described
above, we would like to know what action you think Kim
Green will take regarding the new laboratory test that might
determine flaws in the specific wood material inventory.

1. What action do you think Kim Green will take? (Circle
one of the numbers)

Do nothing Instruct to
take the
laboratory
test
1 2 3 4 5 6 17 8§ 9 10

2. Imagine that you are in the same situation as Kim Green.
What action would you take? (Circle one of the num-
bers)

Do nothing Instruct to
take the
laboratory
test
1 2 3 4 5 6 17 8§ 9 10

3. Kim Green had a chat with Glam’s warehouse manager
about her/his plan to enroll her/his child to a prestigious
school in the city

a. Yes
b. No

4. As one of the annual performance evaluation require-
ments, every year, Carpenter Company requires all
employees to take and pass an online module test of
Carpenter's code of ethics

a. Yes
b. No

Case 3 (Commitment Reminder Absent - Reciprocity
in the workplace Present)

Instructions: This business case concerns Carpenter Com-
pany and a situation that is occurring at one of its subsidi-
aries: Glam Company. Please read the case carefully and
answer the questions at the end as if this was a real situation.
Please note there are no correct or incorrect answers.

Carpenter is a company in the wood industry headquar-
tered in city A in one of the states in the USA. The Company
is not listed on any stock exchange.

Glam is one of the subsidiaries which is located in city
C. Glam’s main activities are producing and selling picture
frames. Kim Green has been Glam’s general manager (GM)
for the last five years.

Carpenter has an established Code of Ethics. The purpose
of the Code of Ethics is to promote the honest and ethical
conduct of all board members, senior executives, general
managers, and all other employees of Carpenter, including
accurate, timely, and understandable disclosure in periodic
reports. All employees in Carpenter sign a statement that
they will comply with the code of ethics.
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Glam’s Bonus Scheme

Each subsidiary is organized as a profit center. Carpenter has
set a bonus scheme for Glam’s employees based on Glam’s
profit performance. If the Glam’s realized profit beats the
target level, Carpenter will give substantial bonuses to
Glam’s employees. However, Kim Green, as the subsidi-
ary’s GM, has a different bonus scheme, which is based on
the growth of the market share of Glam’s products.

For the past two years, Glam’s profitability has been
below its target. This poor performance by Glam has resulted
in its employees not receiving any bonus payments for the
past two years.

Glam’s Business Activities

The working environment at Glam is very harmonious. Once
every three months, Glam conducts a family gathering for
its employees to promote fellowship among employees and
their families. Everyone in Glam seems willing to help each
other, not only about work but also in family matters.

There was one occasion in 2018 during the family gather-
ing, where Kim had a chat with Glam’s warehouse manager.
The warehouse manager told Kim about her/his family's plan
to have a trip across Europe if the bonus was achieved. The
warehouse manager added that her/his family was so excited
and looking forward for the trip. Furthermore, Kim talked
about the plan for her/his child to enroll in a very prestigious
school in the city, which had a very competitive enrollment
process. The warehouse manager then called her/his spouse,
who was a member of the school committee at that school,
and told her/him about Kim’s plan of enrolling her/his child
in the school. The warehouse manager’s spouse told Kim not
to worry too much and wished the family good luck. When
the school enrollment was announced, Kim was delighted to
find that her/his child had been accepted into that prestigious
school.

In January 2019, Kim reviewed Glam’s 2018 sales and
operating costs report. Kim was very pleased to learn that
Glam’s profit had exceeded its target. However, previously,
Kim had heard a rumor from a fellow GM in the same indus-
try that there was a new laboratory test that could determine
any flaws in a specific wood material inventory. Kim knew
that the majority of Glam's material inventory consists of the
specific wood and wondered whether she/he should instruct
the warehouse manager to conduct the laboratory test.

Kim realizes that if the instruction for laboratory testing
of the inventory is given, and the flaw is proven, then a sig-
nificant amount of the inventories will probably have to be
written off. However, Kim finds out that the external auditor
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had found no concern about Glam's material inventory and
had issued an unqualified report and that the headquarters
is not aware about the rumor of the new laboratory test for
determining the flaw in the material inventory.

If the flaw is proven and the flawed inventories are written
off, Glam’s profit will be reduced, and the 2018 profit target
will not be met. This means that all employees will not receive
their bonus payments for this year.

However, as Glam’s GM, Kim will still receive a bonus
since the GM’s bonus is based on the growth of market share
of Glam’s products, which has been achieved.

Your Decision:

Based on the circumstances in the business case described
above, we would like to know what action you think Kim
Green will take regarding the new laboratory test that might
determine flaws in the specific wood material inventory.

1. What action do you think Kim Green will take? (Circle
one of the numbers)

Do nothing Instruct to
take the labo-
ratory test
1 2 3 4 5 6 17 8 9 10

2. Imagine that you are in the same situation as Kim Green.
What action would you take? (Circle one of the num-
bers)

Do nothing Instruct to
take the
laboratory
test
1 2 3 4 5 6 17 8§ 9 10

3. Kim Green had a chat with Glam’s warehouse manager
about her/his plan to enroll her/his child to a prestigious
school in the city

a. Yes
b. No

4. As one of the annual performance evaluation require-
ments, every year, Carpenter Company requires all
employees to take and pass an online module test of
Carpenter's code of ethics

a. Yes
b. No
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Case 4 (Commitment Reminder Present -
Reciprocity in the workplace Present)

Instructions: This business case concerns Carpenter Com-
pany and a situation that is occurring at one of its subsidi-
aries: Glam Company. Please read the case carefully and
answer the questions at the end as if this was a real situation.
Please note there are no correct or incorrect answers.

Carpenter is a company in the wood industry headquar-
tered in city A in one of the states in the USA. The Company
is not listed on any stock exchange.

Glam is one of the subsidiaries which is located in city
C. Glam’s main activities are producing and selling picture
frames. Kim Green has been Glam’s general manager (GM)
for the last five years.

Carpenter has an established Code of Ethics. The purpose
of the Code of Ethics is to promote the honest and ethical
conduct of all board members, senior executives, general
managers, and all other employees of Carpenter, including
accurate, timely, and understandable disclosure in periodic
reports. All employees in Carpenter sign a statement that
they will comply with the code of ethics.

As one of the annual performance evaluation require-
ments, the company requires all employees to take and pass
an online module test of the company's code of ethics every
year.

Glam’s Bonus Scheme

Each subsidiary is organized as a profit center. Carpenter has
set a bonus scheme for Glam’s employees based on Glam’s
profit performance. If the Glam’s realized profit beats the
target level, Carpenter will give substantial bonuses to
Glam’s employees. However, Kim Green, as the subsidi-
ary’s GM, has a different bonus scheme, which is based on
the growth of the market share of Glam’s products.

For the past two years, Glam’s profitability has been
below its target. This poor performance by Glam has resulted
in its employees not receiving any bonus payments for the
past two years.

Glam’s Business Activities

The working environment at Glam is very harmonious. Once
every three months, Glam conducts a family gathering for
its employees to promote fellowship among employees and
their families. Everyone in Glam seems willing to help each
other, not only about work but also in family matters.
There was one occasion in 2018 during the family gather-
ing, where Kim had a chat with Glam’s warehouse manager.
The warehouse manager told Kim about her/his family's plan

to have a trip across Europe if the bonus was achieved. The
warehouse manager added that her/his family was so excited
and looking forward for the trip. Furthermore, Kim talked
about the plan for her/his child to enroll in a very prestigious
school in the city, which had a very competitive enrollment
process. The warehouse manager then called her/his spouse,
who was a member of the school committee at that school,
and told her/him about Kim’s plan of enrolling her/his child
in the school. The warehouse manager’s spouse told Kim not
to worry too much and wished the family good luck. When
the school enrollment was announced, Kim was delighted to
find that her/his child had been accepted into that prestigious
school.

In January 2019, Kim was reviewing Glam’s 2018 sales
and operating costs report. Kim was very pleased to learn
that Glam’s profit had exceeded its target. However, pre-
viously, Kim had heard a rumor from a fellow GM in the
same industry that there was a new laboratory test that
could determine any flaws in a specific wood material
inventory. Kim knew that the majority of Glam's mate-
rial inventory consists of the specific wood and wondered
whether she/he should instruct the warehouse manager to
conduct the laboratory test.

Kim realizes that if the instruction for laboratory testing
of the inventory is given, and the flaw is proven, then a sig-
nificant amount of the inventories will possibly have to be
written off. However, Kim finds out that the external auditor
had found no concern about Glam's material inventory and
had issued an unqualified report and that the headquarters
is not aware about the rumor of the new laboratory test for
determining the flaw in the material inventory.

If the flaw is proven and the flawed inventories are writ-
ten off, Glam’s profit will be reduced, and the 2018 profit
target will not be met. This means that all employees will
not receive their bonus payments for this year.

However, as Glam’s GM, Kim will still receive a bonus
since the GM’s bonus is based on the growth of the market
share of Glam’s products, which has been achieved.

Your Decision:

Based on the circumstances in the business case described
above, we would like to know what action you think Kim
Green will take regarding the new laboratory test that might
determine flaws in the specific wood material inventory.

1. What action do you think Kim Green will take? (Circle
one of the numbers)
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342
Do nothing Instruct to
take the labo-
ratory test
1 2 3 4 5 6 1 8 9 10

2. Imagine that you are in the same situation as Kim Green.
What action would you take? (Circle one of the num-
bers)

Do nothing Instruct to
take the
laboratory
test
1 2 3 4 5 6 7 8 9 10

3. Kim Green had a chat with Glam’s warehouse manager
about her/his plan to enroll her/his child to a prestigious
school in the city

a. Yes
b. No

4. As one of the annual performance evaluation require-
ments, every year, Carpenter Company requires all
employees to take and pass an online module test of
Carpenter's code of ethics

a. Yes
b. No
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