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Abstract

We use a lab experiment to examine whether and how leaders influence workers’ (un)ethical behavior through financial
reporting choices. We randomly assign the role of leaders or workers to subjects, who can choose to report an outcome via
automatic or self-reporting. Self-reporting allows for profitable and undetectable earnings manipulation. We vary the leaders’
ability to choose the reporting method and to punish workers. We show that workers are more likely to choose automatic
reporting when their leader voluntarily does so and can assign punishment. Even workers who choose self-reporting tend
to cheat less when their leader chooses automatic reporting. Nonetheless, most leaders do not opt for automatic reporting in
the first place: they often choose self-reporting and punish workers who rather choose automatic reporting. Collectively, our
results reveal a dual effect of leadership on ethical behaviors in organizations: workers behave more ethically if their leader
makes ethical choices, but often leaders do not make ethical choices in the first place. Hence, leading by example can backfire.

Keywords Financial reporting - Ethical leadership - Leaders - Fraudulent behavior - Cheating

JEL Classification M14 - M41 - D20 - C92

Introduction

In September 2019, Volkswagen’s (VW) CEO Herbert
Diess, Chairman Hans Dieter Poetsch, and other executives
and employees were charged, arrested, or forced to resign
for allegedly hiding information about vehicles’ emissions.
These charges came almost four years after the US Envi-
ronmental Protection Agency accused VW of selling diesel
vehicles that polluted significantly above the level allowed
by the US regulation, in a scandal known as Dieselgate (Cre-
mer & Bergin, 2015; Ruddick & Farrell, 2015). VW’s initial
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reaction was to blame some employees for having installed
defeat devices that allowed understating harmful emissions
in official tests. This assertion was overturned in a 2016 law-
suit, which established the responsibility of VW engineers in
installing defeat devices “with the knowledge and approval
of their managers” [Commonwealth v. Volkswagen AG, No.
16-2266D (Mass. Super. Ct. Suffolk County July 19, 2016)].
VW’s leadership was accused of having perpetuated a “stub-
born and unrepentant culture” that gave rise to “systematic
cheating and deception” (Campbell, 2016; Hotten, 2015).
An important question concerns the role of VW leaders in
influencing employees’ misbehavior. Did VW engineers
align to a culture of dishonesty instilled by their leaders, or
did they voluntarily hide emissions information regardless
of the leaders’ directives? Would different leaders have led
to a different course of action?

There is substantial evidence that corporate executives
often misreport information to derive private benefits, and
that this behavior is shaped by personal traits and prefer-
ences (Beatty et al., 2013; Carson, 2003; Cialdini et al.,
2019; Hunter, 2012; Johnson et al., 2019; Sanders et al.,
2018). For this purpose, a common practice is to adopt a
reporting method based on self-disclosed information that
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prevents verification from external parties (Crocker & Slem-
rod, 2007; Feltovich, 2019). The opposite case is to report
information certified by a neutral third party, which makes
an objective assessment with no room for manipulation
(Behnk et al., 2019).

Leaders’ (fraudulent or transparent) reporting choices
can influence organizational culture and ultimately financial
performance (Beatty et al., 2013; Brown & Trevifio, 2006;
Eisenbeif3, 2012; Guiso et al., 2015). Nonetheless, the effect
of leaders’ reporting choices on organizational transparency
is not yet well understood. This is mostly due to the fact that
unethical behaviors are generally hidden from view and thus
difficult to measure empirically (Trevifio, 1992). In addi-
tion, it is difficult to assess the link between leaders’ actions
and organizational culture given the non-random matching
between leaders and organizations (D’Adda et al., 2017).
The important but hitherto unsettled question is therefore
whether leaders’ reporting choices influence (un)ethical
behaviors within their organizations. We fill this gap by
investigating two interrelated research questions:

(1) Do workers follow their leaders’ reporting choices?
(2) To what extent do leaders opt for ethical reporting?

Building on the research design in D’Adda et al. (2017),
we use a laboratory study where subjects are randomly
assigned the role of leaders or workers and clustered in four-
person groups with one leader and three workers. We use a
3 %2 between-subject design that varies the leaders’ ability
to: (i) choose the reporting method (mandatorily assigned
vs voluntary chosen); and (ii) punish or reward workers by
choosing how much of the group payoff is allocated to them
(“incentive power”). Although our subject pool is formed
by students (which is suboptimal relative to using real busi-
ness leaders), our setting has the advantage of allowing us to
directly observe how leaders influence workers’ decisions.

In our setting, the leader moves first and the workers
move simultaneously as second movers upon observing the
leader’s decision (Géchter et al., 2012; Giith et al., 2007).
We measure cheating as in Fischbacher and Follmi-Heusi
(2013): subjects are asked to privately roll a die and report
the outcome, knowing that higher reported outcomes cor-
respond to higher group profits, hence potentially higher
individual earnings. The key feature of our design—and a
novelty with respect to D’Adda et al. (2017)—is that before
rolling the die, participants are asked to decide how fo report
the die-rolling outcome. Similar to Pate (2018) and Fel-
tovich (2019), our subjects can choose between two report-
ing methods: a computer draw (“automatic reporting”) or a
self-reported die roll (“self-reporting”).! Under automatic

! Real-world settings where leaders and workers choose how to
report earnings—as in our experiment—include firms with multi-
ple profit centers, e.g., multidivisional companies where reporting
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reporting, subjects roll a virtual die, and the computer auto-
matically reports the outcome on their screen, thus making
any manipulation impossible. Under self-reporting, subjects
secretly roll a physical die and report themselves the out-
come on their screen. Here, cheating is possible, profitable
(since payoffs are increasing in reported outcomes), and
undetectable (since die rolls are unobservable by the experi-
menter and other subjects, except statistically). Opting for
automatic reporting—instead of self-reporting—represents
the ethical decision. This directly follows from experimental
evidence that self-reporting attracts dishonest people as it
allows hiding truthful information and cheating for private
profits (Behnk et al., 2019; Feltovich, 2019). Our design
is similar to Feltovich (2019) wherein subjects—who play
the role of price-setting firms in a competition game—can
choose how to report their costs: by either die rolls made by
the subject who inputs the outcome into the computer (“‘self-
roll” treatment) or computer-simulated die rolls (“computer-
roll” treatment). As in our setting, in Feltovich (2019) self-
reporting is meant to capture unethical behavior.”

While prior research has considered the mere action of
cheating as a proxy for unethical behavior (Abeler et al.,
2019; Rosenbaum et al., 2014), our study speaks to a broader
class of misbehaviors encompassing the action of hiding
relevant information through reporting choices. Exploring
the choice of reporting methods is crucial to understand
the natural occurrence of fraudulent behaviors, as the prob-
ability of detecting fraud is largely endogenous to how a
given outcome is reported (Behnk et al., 2019; Feltovich,
2019; Kleven et al., 2011). Our study analyzes this aspect by
exploring in a lab context the influence of leaders in shaping
workers’ ethical behaviors through reporting choices.

Footnote 1 (continued)

by subsidiaries is undertaken independently from the parent firm
(Beuselinck et al., 2019).

2 Feltovich (2019) finds lower reported costs in the “self-roll” treat-
ment vis-a-vis the “computer-roll” treatment. Behnk et al. (2019)
show that computer-generated reports reduce deception to a stronger
extent than individually-written reports in a repeated sender-receiver
game. Evidence from tax compliance (Adhikari et al., 2021; Kleven
et al., 2011) and firms’ environmental emissions (Telle, 2013) further
confirms that third-party reporting methods ensure lower levels of
misreported information. That said, subjects who choose self-report-
ing might still truthfully report earnings. Similarly, there might be
subjects who obtain the highest die-rolling outcome but are misclassi-
fied as dishonest (Gneezy et al., 2018). Our goal here is to measure a
tendency towards fraudulent behavior, which is proxied by the choice
of self-reporting. As D’Adda et al. (2017) argue, any noise in such a
measure of fraudulent behavior will likely underestimate the empiri-
cal results.
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Theoretical Background

Dating back to Hermalin (1998), economic theories and
experimental evidence have suggested that leaders can
persuade others to follow their actions by setting an exam-
ple of “the right” thing to do (Brandts et al., 2016; Giith
et al., 2007; Potters et al., 2007; Rilke et al., 2021). Lead-
ing by example is “one of the most powerful methods to
encourage individuals to work toward a common objective”
(Schuhmacher et al., 2021). Indeed, prior evidence reveals
that leading by example has a positive effect on followers’
voluntary cooperation in public goods games (Eichenseer,
2019). This effect may have different origins, such as recog-
nition of leadership as legitimate, perception of the leader as
a role model, and rule-breaking aversion (Tyler & Blader,
2005). Nonetheless, whether leaders’ own example can also
influence followers’ ethical behaviors in an organizational
context remains poorly understood.

Some insights come from the literature on business ethics,
which reveals that ethical leaders have positive influences on
subordinates and organizations (Brown & Mitchell, 2010;
Eisenbei3 & Giessner, 2012; Kalshoven & Boon, 2012; Neu-
bert et al., 2009; Stouten et al., 2012). For example, Stouten
et al. (2010) and Avey et al. (2011) show that ethical leader-
ship reduces employees’ deviant behaviors (e.g., bullying)
and disregard of organizational norms (Mayer et al., 2009;
Newman et al., 2014; Piccolo et al., 2010).

Those studies draw upon social psychology theories of
social learning (Bandura, 1997), which posit that ethical
leaders can influence their subordinates by demonstrat-
ing the types of activities and behaviors that are expected
and rewarded, hence encouraging followers to take those
behaviors as models to mimic (Brown et al., 2005; Mayer
et al., 2012; Schaubroeck et al., 2012; Yam et al., 2019).
According to this literature, followers are likely to emulate
the behaviors of those who are higher in the organizational
hierarchy because leadership forges one’s credibility as a
role model of normatively appropriate actions (Mayer et al.,
2009). Further evidence focuses on workers’ perception of
their leader’s integrity, and the effect of such perception on
their attitudes. White and Lean (2008) find that employees
who perceive their leader as having a higher integrity level
have lower intentions to act unethically. Similarly, Ho and
Lin (2016) show that followers have higher ethical behavior
intentions when they perceive their leaders as being engaged
in ethical behaviors. The purpose of those studies is to assess
the relationship between workers’ perception of the leader’s
integrity and their infentions or attitudes toward unethical
acts.

Here, we rather focus on workers’ actual (un)ethical
behavior after observing their leader’s (un)ethical choices.
In particular, we posit that leaders will affect subordinates’
behavior through their own example, reducing fraudulent

reporting choices. This result is expected to be strong espe-
cially when leaders make their reporting choice voluntarily
(as compared to an exogenous assignment), i.e., leaders’
personal imprint is necessary to influence workers. Hence,
we hypothesize the following:

Hypothesis Leaders’ automatic reporting choices increase
workers’ likelihood of choosing automatic reporting, espe-
cially when the leaders choose to do so voluntarily.

Having established our main hypothesis, we explore a
number of mechanisms to unpack the mechanisms at play.
Existing theory provides a useful framework for baseline
arguments but does not allow developing precise hypotheses.
Hence, as is common in the literature in these instances, we
adopt an inductive approach: we allow findings to emerge
from our data without any intention to test specific theories
(Bettis et al., 2014; Lyngsie & Foss, 2017).

First, we analyze whether subjects that are assigned to the
role of leaders (as compared to the individual setting) are
more likely to choose automatic reporting, perhaps owning
to concerns of role modeling arising from having attained
the leadership role. Second, we explore the role of lead-
ers’ instruments to influence workers’ behavior. In many
organizations, the most common of such instruments con-
sists in having the power to administer rewards or punish-
ments (D’Adda et al., 2017; Giirerk et al., 2018), which we
refer to here as “incentive power.” So, we analyze whether
workers’ reporting choices are influenced by the mere pos-
sibility for the leader to assign rewards and punishments.
Also, we investigate how—and which type of—leaders use
their incentive power. A carrots-and-sticks approach sug-
gests that leaders may affect workers’ actions by enacting a
punishment threat: by choosing a different reporting method
from that of their leader, they may fear receiving a lower
share of the group payoff. Hence, we can expect workers to
adhere more often to their leaders’ choice when the latter
can punish them by allocating a lower share of the group
payoff (as compared to when workers receive an equal share
by design).? Finally, we establish whether the leaders’ auto-
matic reporting choice can reduce cheating among workers
(to validate our assumption that automatic reporting is the
ethically superior choice).

3 Unlike in D’Adda et al. (2017), in which leaders can only reward
group members, we allow leaders to reward or punish group mem-
bers. Moreover, we investigate how leaders use their incentive power
based on both workers’ reporting choices and the overall group
payoff, thus expanding D’Adda et al.’s (2017) analysis, which only
focuses on workers’ cheating behavior.

@ Springer
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Stage 1: Individual setting
No groups and no roles;

Stage 2: Group setting
Four-member groups (one leader and three workers each); Ten rounds

One round Between-subject design: 3 [reporting choice] x 2 [incentive power]
Subjects - | Die-rolling | = | Leaders are > | Die- > | Leaders - | Individual payoffs
choose the task assigned to (if rolling observe their are computed:
reporting mandatory) or task workers’ each receives Y of
method Subjects choose (if reporting the group payoff;
(automatic report the voluntary) the Subjects choices, and if leaders have
or self- die-rolling reporting report the the group incentive power,
reporting) outcome method die- payoff (sum of they receive % of
rolling group the group payoff
Workers outcome members’ and freely choose
observe the reported how to split the
leaders’ outcomes) remaining group
reporting payoff among
method their workers
Workers
choose the
reporting
method

Fig. 1 Experimental design

Experiment
Design

The experimental design is divided into two sequential
stages, as illustrated in Fig. 1.

The first stage—called the “individual setting”—runs
for one round. In this stage, participants perform the task
individually (without any role assignment), and there
are no groups. This stage allows us to measure subjects’
intrinsic propensity to choose a specific reporting method.
All participants are asked to roll a fair six-sided die, the
outcome of which determines their earnings. Specifically,
they are paid the equivalent (in Euros) of the reported
die-rolling outcome (e.g., if the die-rolling outcome is six,
they receive six Euros). Before rolling the die, each partic-
ipant is asked to choose how to report the result: via either
a computer draw (‘“‘automatic reporting”) or a self-reported
die roll (“self-reporting”). Subjects who choose automatic
reporting roll a virtual die, and the computer automatically
reports the result on their screen, thus making any manip-
ulation of the die-rolling outcome impossible. Subjects
who choose self-reporting roll a physical die privately, and
input themselves the result on their screen. Here, cheating
is possible, profitable (since one’s profits increase with
the reported die-rolling outcome), and undetectable (since
the die-rolling outcomes are unobservable by the experi-
menter and other subjects, except statistically). Indeed,
although we cannot observe the true die-rolling outcome at
the individual level, we can statistically detect the degree
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of misreporting by comparing the observed occurrence of
each realization with its theoretical occurrence derived
from a uniform distribution (e.g., D’Adda et al., 2017;
Fischbacher & Follmi-Heusi, 2013; Gneezy et al., 2018).

In our setting, cheating increases one’s individual or
group payoff without generating negative externalities on
anyone else aside from the experimenter (e.g., Gneezy
et al., 2018, but see D’Adda et al., 2017 and Feltovich,
2019). Hence, each group would be better off if all mem-
bers fraudulently overstate earnings by self-reporting the
highest die-rolling outcome, adhering to a norm of coop-
eration (group payoff maximization) at the expense of a
norm of honesty (Parsons et al., 2020).

In the second stage—called the “group setting”—we
randomly assign the roles of leaders and workers to par-
ticipants and cluster them in “experimental firms,” i.e.,
four-member groups with one leader and three workers.
Participants are informed that the matching process is not
affected by anything that happened in the individual set-
ting. As in the first stage, the task is a reporting choice
followed by the corresponding die-rolling task, but now it
is played in a group setting, albeit still privately.

Each group carries out the same task for ten rounds,
wherein the roles and group compositions remain fixed.
In each round, the leader acts as the first mover, and the
workers act simultaneously as second movers after observ-
ing their leader’s reporting choice. At the end of the
experiment, the computer randomly selects one of the ten
rounds to determine the individual payment in this stage.
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The group payoff is computed as the sum of the four
members’ reported die-rolling outcomes. Individual payoffs
are computed as a share of the group payoff, where that share
depends upon the treatment in place (described in the next
paragraphs). To isolate the effect of the reporting choice
from the reported die-rolling outcome, information about
the reported outcomes remains private throughout the entire
experiment. Importantly, unlike D’Adda et al. (2017), each
worker receives no information between rounds about the
other workers’ decisions, their own payoff, nor the group
payoff. This information is only disclosed at the end of
the study. This means that during the experiment, work-
ers cannot observe how their leader punished or rewarded
their reporting choices. We deliberately choose this design
because here we are primarily focused on how—and which
type of—leaders use the incentive power. We are not inter-
ested in the effect of leaders’ actual punishment on workers’
behavior, as this aspect has already been explored in prior
contributions (D’Adda et al., 2017; Feltovish, 2019). More
interestingly, our design allows us to test whether the sole
information that a leader can punish or reward—without
knowing whether s/he actually does so—shapes workers’
behavior.

We shall remark that the absence of feedback to work-
ers between rounds does not nullify the purpose of having
ten repeated rounds. Round repetition allows us to evaluate
whether leaders’ punishment changes with the size of group
payoff. Even if leaders and workers stick to the same report-
ing choices across time, group payoff may vary between
rounds, since it depends on chance (for those choosing auto-
matic reporting) and the size of the lie (for those choosing
self-reporting).

We use a 3 X2 between-subject design, where we vary the
leaders’ ability to (i) choose the reporting method (manda-
torily assigned vs voluntarily chosen), and (ii) set the share
of the group payoff awarded to each worker (“incentive
power”). Table 1 summarizes the design.

In the voluntary reporting treatment, leaders can choose
the reporting method (automatic or self-reporting), whereas
in the two mandatory reporting treatments they are exog-
enously assigned to a reporting method (either automatic or
self-reporting). Workers are informed about whether their

rolling: they can only use automatic reporting
rolling: they can only use automatic reporting

Leaders cannot freely decide how to split the group
payoff: they have to split it equally

Leaders cannot freely choose how to report the die-
Leaders cannot freely choose how to report the die-

Mandatory automatic reporting

Leaders cannot freely choose how to report the die-
Leaders cannot freely decide how to split the group
payoff: they have to split it equally

Leaders cannot freely choose how to report the die-
rolling: they can only use self-reporting

rolling: they can only use self-reporting

Mandatory self-reporting

ing: automatic or self-reporting
ing: automatic or self-reporting
payoff: they have to split it equally

Leaders can freely decide how to split the group payoff Leaders can freely decide how to split the group payoff Leaders can freely decide how to split the group payoft

Leaders cannot freely decide how to split the group

leaders can or cannot choose the reporting method. -%

In the treatments without leaders’ incentive power, the i .
group payoff is equally shared among the four group mem- é g
bers, i.e., each player receives Y4. In the treatments with lead- &8; é

ers’ incentive power, leaders receive Y4 of the group payoff
and can freely allocate (equally or not) the remaining % of
the group payoff among workers. Importantly, the leader is
free to choose any allocation that sums up to 0% (i.e., allo-
cating zero to every worker), or 100% (i.e., allocating at least
a positive amount to one worker). This choice gives leaders
the possibility to provide each worker not only a reward—as

No Leaders can freely choose how to report the die-roll-

Incentive power Yes Leaders can freely choose how to report the die-roll-

Table 1 Treatment conditions

@ Springer
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in D’Adda et al. (2017)—but also a punishment (i.e., a share
below 33% of the workers’ total payoff). In our design, any
undistributed part would be “wasted” (i.e., it returns to the
experimenter). Accordingly, the leaders cannot keep any part
of the remaining group payoff for themselves.

To sum up, each of the ten rounds comprises the follow-
ing subsequent steps:

1. The leader is assigned to (if mandatory reporting treat-
ment) or has to choose (if voluntary reporting treatment)
the reporting method: automatic or self-reporting;

2. The workers are informed about whether their leader’s
reporting method was mandatorily assigned or volun-
tarily chosen, and which reporting method has been
assigned or chosen by the leader;

3. The workers choose their reporting method, which
remains hidden to the other group members except for
the leader;

4. Both the leader and workers roll their own die, whose
outcome remains private;

5. The leader is informed about his/her own workers’
reporting choices made in step 3, and the group payoft
(the sum of the group members’ reported die-rolling out-
comes);

6. Individual payoffs are computed: in the treatments with-
out leaders’ incentive power, the group payoff is equally
shared among the group members, i.e., each receives
U4; in the treatments with leaders’ incentive power, the
leader receives % of the group payoff and can freely
allocate (equally or not) the remaining % of the group
payoff among workers.

After Stage 2, following Krupka and Weber (2013)
and D’Adda et al. (2017), we elicit subjects’ perceptions
of how appropriate is to choose a reporting system not
aligned with the leader’s one, and inflate the outcome of
the die roll. By using Krupka and Weber’s (2013) proce-
dure, we describe a set of hypothetical reporting choices
a subject might have made in the experiment and ask
participants to evaluate the social appropriateness of
each action on a 4-point scale taking the following val-
ues: “Very Socially Unacceptable,” “Somewhat Socially
Unacceptable,” “Somewhat Socially Acceptable,” “Very
Socially Acceptable.” We incentivize answers by paying
an extra €0.50 per question if their answer matches the
one provided by another randomly selected participant in
the same session. This matching technique directly fol-
lows from Krupka and Weber (2013), D’Adda et al. (2017),
and others. It is meant to give participants an incentive to
think in terms of the socially recognized perceptions of the
appropriateness of the described action, rather than their
own personal perception (on personal vs social norms,
see, e.g., Burks & Krupka, 2012). After those incentivized

@ Springer

questions, following Gibson et al. (2013) and D’Adda et al.
(2017) we collect participants’ opinions about misreport-
ing behaviors and truthfulness in private organizations,
and individual sociodemographic measures. See Appendix
B in the supplementary material for details.

Procedures

The experiment was conducted in April and May 2018 at
the Laboratory for Research in Experimental and Behav-
ioral Economics (LINEEX) of the University of Valencia,
Spain. In total, we recruited 240 students, with 40 subjects
(10 firms) per treatment. Participants in our experiment
were students aged 21 years on average, and 37% of them
were females. More than half of them were students in
social sciences (economics and other subjects). As antici-
pated, we are aware that using a lab experiment with a
sample of students is suboptimal relative to employing real
business leaders in a field experiment. However, existing
literature has generally advocated in favor of the exter-
nal validity of lab experiments (Anderson et al., 1999;
Locke, 1986; Mook, 1983). Moreover, our approach is
similar to existing studies on leadership like D’Adda et al.
(2017) and Brandts et al. (2007), which have used student
samples seeking to derive meaningful insights for real
organizations.

The experiment was computerized using the software
z-Tree (Fischbacher, 2007). Participants performed all of
the experimental tasks via computer, except the die-rolling
task in the self-reporting condition. In this case, partici-
pants had to roll a physical die placed near their com-
puter. To ensure anonymity, participants were informed
that their decisions during the experiment—as well as their
final payment—would be linked to a client ID number but
their identity would remain confidential. To further ensure
confidentiality, payments were issued in cash at the end
of the session to one participant at a time. Each session
lasted approximately one hour, and participants earned on
average €15, including the show-up fee of €5. An English
translation of the instructions provided to the participants
is available in the supplementary material.

At the end of the instructions for the second stage of the
experiment, and before starting that stage, subjects were asked
a set of computerized questions to check their understanding of
the game. They were provided with prompt feedback via com-
puter and asked to raise their hand when they gave an incorrect
answer. In this case, the lab assistant approached the student who
raised the hand to explain the mistake and the correct answer.
No major issues were encountered. The detailed deliverable
with results from the comprehension questions and any other
questions raised in each experimental session is available in the
supplementary material.
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Table2 Summary statistics of reporting choices

(a) Pooled across roles

Setting Group Individual
Freq Pct. (%) Freq Pct. (%)

Automatic 552 23 48 20
Self-reporting 1848 77 192 80
Total 2400 100 240 100
(b) Partitioned by role
Setting Leaders (voluntary treatment) Workers (all treatments) Total

Group Individual Group Individual Group Individual

Freq Pct. (%) Freq Pct. (%) Freq Pct. (%) Freq Pct. (%) Freq Pct. (%) Freq Pct. (%)
Automatic 27 13.5 12 20 325 18.06 36 20 352 17.6 48 20
Self-reporting 173 86.5 48 80 1475 81.94 144 80 1648 82.4 192 80
Total 200 100 60 100 1800 100 180 100 2000 100 240 100

Summary Statistics and Methods

Table 2 reports summary statistics of reporting choices (“Auto-
matic” and “Self-reporting”) across the two settings of the exper-
iment (“Group” and “Individual”). Specifically, Table 2a reports
the frequency and percentage of the two reporting choices with
observations pooled across roles. In the individual setting, we
have a total of 240 observations. In the group setting, where
subjects perform the task across ten rounds, we have a total of
2400 observations. Table 2b shows the frequency and percent-
age of the two reporting choices with observations partitioned
by role—i.e., leaders in the voluntary treatments (200 observa-
tions) and workers in all treatments (1800 observations)—for
a total of 2000 observations. Those statistics highlight a strong
preference for self-reporting (which is chosen by approx. 80%
of subjects in either the individual or group setting), especially
among subjects assigned to the role of leaders (86.5% in the
voluntary treatment).

For the analysis, we employ regression models that
include a set of control variables. According to previous
research, two demographic characteristics may influence
unethical behaviors, namely gender and age (Baur et al.,
2020; Peterson et al., 2001). Accordingly, we control for age
(in years) and a gender dummy (1 =female, 0 =male). We
also control for subjects’ fields of study, which may influ-
ence misconduct (e.g., Lopez-Pérez & Spiegelman, 2019).*
To preserve space, in our regression tables we refer to this

4 We have included a set of dummies for the following fields: (1)
economics; (2) political science; (3) sociology; (4) other social sci-
ences; (5) natural, physical and mathematical sciences; (6) engineer-
ing and architecture; (7) medicine; (8) arts and humanities; and (9)
others.

set of variables as Individual controls, and mark their joint
inclusion with a check symbol “v'.” Moreover, our regres-
sions include round fixed effects to account for differences
in reporting behavior along with the various rounds of the
experiment. Standard errors—reported in parentheses—are
clustered by group and round.

Results

Do Workers Follow Their Leaders’ Ethical Reporting
Choices?

Our main hypothesis suggests that workers follow their
leader’s (ethical) reporting choice. Table 3 reports logit
regressions where the dependent variable is Workers’ auto-
matic reporting, namely a dummy equal to one if a worker
chooses automatic reporting, and zero if a worker chooses
self-reporting. The key explanatory variable is Leader’s
automatic reporting, a dummy equal to one for the leader’s
automatic reporting, and zero for self-reporting. In Columns
(1)-(2), the model is estimated on the full sample, i.e., pool-
ing leaders’ voluntary and mandatory reporting treatments.
In Columns (3)—(4), the model is estimated only consider-
ing the leaders’ voluntary reporting treatment. In Columns
(5)-(6), the model is estimated only considering the lead-
ers’ mandatory reporting treatment. In Columns (7)—(8), the
model is estimated again on the full sample, and it includes
the interaction between the dummy for the leader’s auto-
matic reporting and the dummy for the voluntary reporting
treatment (Leader’s automatic reporting X Voluntary). We
include round fixed effects, and in Columns (2), (4), (6), and
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Table 3 Effect of leaders on workers’ reporting choices

DV =Workers’ automatic reporting Full sample Voluntary treatment Mandatory treatment  Full sample with
interaction
()] (€3 3 (C)) (5) (6) N ®
Leader’s automatic reporting 0.1641 0.2280 0.6900**  0.6814* 0.0225 0.1145 0.0224 0.0858
(0.1158)  (0.1221)  (0.2302) (0.2864)  (0.1465)  (0.1569)  (0.1460) (0.1488)
Leader’s automatic reporting X voluntary 0.6887**  0.7093**
(0.2560) (0.2699)
Voluntary —0.1590 —0.1570
(0.1600) (0.1664)
Individual controls v v v v
Observations 1800 1780 600 600 1200 1180 1800 1780

Robust standard errors clustered by group and round are reported in parentheses. Round fixed effects are included in all regression models. The
check symbol “v” in Columns (2), (4), (6), and (8) indicates that a set of control variables over individual characteristics are included into the
regression model. See Individual controls, which comprises age (in years), gender (1 =female, 0=male), and a set of dummies for the following
fields of study: (1) economics; (2) political science; (3) sociology; (4) other social sciences; (5) natural, physical and mathematical sciences; (6)
engineering and architecture; (7) medicine; (8) arts and humanities; (9) others. *p <0.05, **p <0.01, ***p <0.001

(8) we add controls for individual characteristics (Individual
controls).

Consistent with our hypothesis, the results indicate that
a leader’s automatic reporting has a positive and significant
effect on the likelihood of workers’ automatic reporting,
albeit only when the leader’s choice is made voluntarily (see
the positive and statistically significant coefficients of Lead-
er’s automatic reporting in Columns 3—4, and of Leader’s
automatic reporting X Voluntary in Columns 7-8).

Do Individuals Make Ethical Reporting Choices
When Assigned to a Leadership Role?

Theories of role modeling (Ashforth & Mael, 1989; Deaux,
1993; Dutton et al., 2010; Tajfe, 1982) suggest that employ-
ees regard leaders as credible role models whose style and
actions set an example of ethical standards or other desirable
behaviors (Babalola et al., 2019; Brown & Treviiio, 2014,
Ng & Feldman, 2015; Stouten et al., 2010; Yaffe & Kark,
2011). As role models, leaders generally “feel” a greater
social responsibility in terms of feeling obligated to adhere
to ethical and legal rules, and to care about the consequences
of their actions (De Hoogh & Den Hartog, 2008; Hood,
2003; Koehn, 2005; Seppild et al., 2012; Sims & Brink-
mann, 2002; White & Lean, 2008). This “feeling” can be
part of the leader’s self-image or self-esteem part of the lead-
er’s membership in the social category of leaders, or a mix
of the two (Hogg, 2001a, 2001b). Existing research suggests
that leaders are intrinsically motivated to hold positive social

> In Columns (2), (6) and (8), the field of study perfectly predicts the
dependent variable in twenty instances, which are thus dropped from
the analysis.

@ Springer

identities, and opting for ethical choices is a straightforward
way to instantiate such an identity. Those arguments suggest
that subjects who are assigned to the role of leaders may
opt for the ethical reporting choice (i.e., automatic report-
ing). To explore this line of argument, we estimated logit
regressions—reported in Table 4—that compare subjects’
reporting choices in the individual setting with those in the
group setting, i.e., once those subjects are assigned to the
role of leader. The dependent variable—Automatic reporting
(voluntary)—is a dummy equal to one for voluntary auto-
matic reporting, and zero for voluntary self-reporting. The
main explanatory variable (Leader in the group setting) is a
dummy equal to one if a subject is assigned to the role of a
leader in the group setting, and zero for the individual setting
(i.e., without this role). We include round fixed effects, and
in Column (2) we add controls for individual characteristics

Table 4 Leaders’ reporting choices

DV = Automatic reporting (voluntary) €)) )
Leader in the group setting —0.8109 —0.9855
(0.7626) (0.7824)
Individual controls v
Observations 260 254

Robust standard errors clustered by group and round are reported in
parentheses. Round fixed effects are included in all regression mod-
els. The check symbol “v” in Column (2) indicates that a set of con-
trol variables over individual characteristics are included into the
regression model. See Individual controls, which comprises age (in
years), gender (1 =female, 0=male), and a set of dummies for the
following fields of study: (1) economics; (2) political science; (3)
sociology; (4) other social sciences; (5) natural, physical and math-
ematical sciences; (6) engineering and architecture; (7) medicine; (8)
arts and humanities; (9) others. *p <0.05, **p <0.01, ***p <0.001
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Table 5 Effect of leaders on
workers’ reporting choices: the
role of punishment

DV =Workers’ automatic reporting

With punishment
ey @) 3 (C))

Without punishment

Leader’s automatic reporting (voluntary)

Individual controls
Observations

0.9463* 1.3069* 0.5348 0.4504

(0.4355) (0.5623) (0.2926) (0.3949)
v v

300 290 300 300

Robust standard errors clustered by group and round are reported in parentheses. Round fixed effects are
included in all regression models. The check symbol “v” in Columns (2) and (4) indicates that a set of
control variables over individual characteristics are included into the regression model. See Individual con-
trols, which comprises age (in years), gender (1 =female, 0=male), and a set of dummies for the following
fields of study: (1) economics; (2) political science; (3) sociology; (4) other social sciences; (5) natural,
physical and mathematical sciences; (6) engineering and architecture; (7) medicine; (8) arts and humani-
ties; (9) others. *p <0.05, **p <0.01, ***p <0.001

(Individual controls).® The estimates show the coefficient
of the dummy Leader in the group setting is not statistically
significant. Hence, individuals assigned to the role of leaders
in a group setting are not more likely to choose automatic
reporting.

Does Leaders’ Incentive Power Influence Workers’
Reporting Choices?

We investigate whether the possibility of leaders to provide
economic incentives (i.e., decide how to split the group pay-
off among workers) reinforces the impact of leaders’ report-
ing choices on workers’ behavior. Recall that workers do not
receive any feedback between rounds about their leaders’
punishment or reward decisions, but they know whether their
leaders are provided with that incentive power.

Table 5 reports logit regressions on reporting choices in
the group setting where the dependent variable is Workers’
automatic reporting, as in Table 3 (a dummy equal to one if
a worker chooses automatic reporting, and zero if a worker
chooses self-reporting). The main explanatory variable—
Leader’s automatic reporting (voluntary)—is a dummy
equal to one for the leader’s voluntary automatic reporting,
and zero for voluntary self-reporting. Out of the total of 180
workers, we use 60 workers (across the ten rounds, i.e., 600
obs.) corresponding to the treatments in which the leader’s
reporting method is voluntarily chosen. Among those, we
separately estimate the model for the treatment in which the
leader can punish the workers (“With punishment;” Col-
umns 1-2) and the treatment in which the leader cannot do
that (“Without punishment;” Columns 3-4). Recall that by
punishment we mean the possibility for the leader to allocate
to a given worker less than 33% of the workers’ total payoft.
We include round fixed effects, and in Columns (2) and (4)

% In Column (2), the number of observations is 254 (and not 260)
because the field of study perfectly predicts the dependent variable in
six instances, which are thus excluded.

we add controls for individual characteristics (Individual
controls).

The results suggest that only incentive-powered leaders—
who also voluntarily choose automatic reporting—exert a
positive and significant effect on the likelihood of their
workers choosing automatic reporting [see the positive and
statistically significant coefficients of Leader’s automatic
reporting (voluntary) in Columns 1-2]. Overall, this finding
reveals that a leader’s incentive power and voluntary deci-
sion are both necessary ingredients to influence workers’
ethical reporting choices.

How—and Which Type of—Leaders Use Their
Incentive Power?

Our next assessment concerns how—and which type
of—leaders use the incentive power. Table 6 reports logit
regressions on decisions in the group setting, wherein the
dependent variable Punishment is equal to one if the leader

Table 6 Reporting alignment and leaders’ punishment decisions

DV =Punishment (1) 2)
Alignment —0.6619%*: —0.6743%%:
(0.1700) (0.1657)
Individual controls v
Observations 900 890

Robust standard errors clustered by group and round are reported in
parentheses. Round fixed effects are included in all regression mod-
els. The check symbol “v”” in Column (2) indicates that a set of con-
trol variables over individual characteristics are included into the
regression model. See Individual controls, which comprises age (in
years), gender (1 =female, 0=male), and a set of dummies for the
following fields of study. See Individual controls, which includes age
(in years), gender (1 =female, 0=male), and fields of study for the
highest degree: (1) economics; (2) political science; (3) sociology; (4)
other social sciences; (5) natural, physical and mathematical sciences;
(6) engineering and architecture; (7) medicine; (8) arts and humani-
ties; (9) others. *p <0.05, **p <0.01, ***p <0.001
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Table 7 Type of reporting alignment and leaders’ punishment deci-
sions

DV =Punishment Leader’s self-reporting Leader’s
automatic
reporting

Y] 2

Alignment —0.8393 % 0.0643

(0.2408) (0.3055)
Individual controls v v
Observations 546 312

Robust standard errors clustered by group and round are reported in
parentheses. Round fixed effects are included in all regression mod-
els. The check symbol “v” indicates that a set of control variables
over individual characteristics are included into the regression model.
See Individual controls, which comprises age (in years), gender
(1 =female, 0=male), and a set of dummies for the following fields
of study: (1) economics; (2) political science; (3) sociology; (4) other
social sciences; (5) natural, physical and mathematical sciences; (6)
engineering and architecture; (7) medicine; (8) arts and humanities;
(9) others. *p <0.05, **p <0.01, ***p <0.001

allocates to a given worker less than 33% of the workers’
total payoff, and zero if the leader allocates an equal share of
the workers’ total payoff among workers. Values below 33%
can be perceived by workers as an economic punishment.
The main explanatory variable is Alignment, a dummy equal
to one when the worker’s reporting choice (either automatic
or self-reporting) is aligned with that of the leader, and zero
otherwise. Out of the total of 180 workers, we use 90 work-
ers (across the ten rounds, i.e., 900 obs.) corresponding to
the treatments in which the leader has incentive power. We
control for round fixed effects and, in Column (2), individ-
ual characteristics (Individual controls). In Column (2), the
number of observations is 890 (and not 900) because the
field of study perfectly predicts the dependent variable in
ten instances, which are thus excluded.

The results indicate a negative and significant effect of
alignment on the likelihood of punishment. In other words,
leaders exercise their incentive power to punish workers who
do not follow them in their reporting choice.

Next, we investigate which type of misalignment leaders
are willing to punish. Table 7 reports the same logit regres-
sions of Table 6, but now separately estimating punishment
decisions for each of the two leader’s reporting methods
(either voluntary or mandatory). In Column (1), we consider
the instances of leader’s self-reporting (and thus alignment
means that the workers also choose self-reporting). In Col-
umn (2), we consider the instances of leader’s automatic
reporting (and thus alignment means that the workers also
choose automatic reporting). We include round fixed effects
and individual characteristics (Individual controls). The sum
of the observations in Columns (1)—(2) should amount to
900, i.e., the observations used in Table 6. Nonetheless,
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given that the field of study perfectly predicts the depend-
ent variable in 42 instances, the sum of the observations in
the two columns is 858.

Interestingly, our results indicate that the greater likeli-
hood of punishment due to reporting misalignment is sig-
nificant only when the leader chooses self-reporting and
workers choose automatic reporting (Column 1).

We explore this result in Fig. 2, which plots the predicted
probability of punishment due to reporting misalignment
between leaders and workers along with the size of the group
outcome (i.e., the sum of the die-rolling reported outcomes
in a group). The solid line shows the predicted probability in
the case of misalignment, whereas the dotted line shows the
predicted probability in the case of alignment. The areas sur-
rounding each line show the 5% confidence intervals. Recall
that a larger group payoff (derived from realizations of five
or six in the die-rolling task) provides a stronger indication
of cheating.

Figure 2a shows that the probability of punishment is
higher in the case of reporting misalignment (solid lines)
between workers and leaders (compared with reporting
alignment). This predicted probability is at its highest value
for the lowest size of the group payoff, and it decreases as
the group payoff increases. Figure 2b reveals that this result
is especially marked when the leader chooses or is assigned
to self-reporting as opposed to automatic reporting.

Does Leaders’ Ethical Reporting Influence Workers’
Cheating Behavior?

Finally, we focus on workers’ cheating behavior when they
choose self-reporting. Although we cannot observe the true
die-rolling reported result, we can statistically detect the
degree of misreporting by comparing the observed occur-
rence of each realization with the theoretical occurrence
derived from a uniform distribution. Recall that subjects
self-report the result of their die-rolling task, which ranges
between one and six. The probability of each number is 1/6,
and thus in the absence of cheating each realization should
display the same frequency of around 17%. However, we
find that subjects in the individual setting report a value of
six in 40.8% of the cases. In the group setting, this fraction
is as high as 50.3%.

Focusing on the group setting, we explore the workers’
frequency for each realization of their die rolls. Figure 3
provides the empirical distribution of each die-rolling
result (from one to six) by the workers depending on their
leader’s reporting method (either voluntary or mandatory).
The values on the y axis represent the percentage of reali-
zations. The dotted line reports the benchmark uniform
distribution where the probability of each die-rolling result
is 16.6%. As shown, there is substantial cheating among
workers. Realizations at the low end of the distribution are
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(a) Results pooled across reporting methods
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Fig.2 Punishment decisions by reporting alignment and group-level payoff. a Results pooled across reporting methods. b Results by leader’s
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Fig.3 Workers’ cheating behavior by leader’s reporting method

heavily under-reported, while the value of six is reported
five times more frequently than it should be. Importantly,
by looking at workers’ reporting for a given leader’s
reporting method, we find that the frequency of six is
higher in the presence of leaders’ self-reporting compared
with automatic reporting. Collectively, these results sug-
gest that while there is substantial cheating in our experi-
ment, leaders’ automatic reporting helps to spur a slightly
more ethical behavior among workers.

These insights are confirmed by the logit regressions
reported in Table 8. The dependent variable is Highest
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Table 8 Effect of leaders on workers’ cheating behavior

DV =Highest realization (1) 2)

Leader’s automatic reporting —0.2978** —0.3814%**
(0.0961) (0.1036)

Individual controls v

Observations 1800 1800

Robust standard errors clustered by group and round are reported in
parentheses. Round fixed effects are included in all regression mod-
els. The check symbol “v” in Column (2) indicates that a set of con-
trol variables over individual characteristics are included into the
regression model. See Individual controls, which comprises age (in
years), gender (1=female, 0=male), and a set of dummies for the
following fields of study: (1) economics; (2) political science; (3)
sociology; (4) other social sciences; (5) natural, physical and math-
ematical sciences; (6) engineering and architecture; (7) medicine; (8)
arts and humanities; (9) others. *p <0.05, **p <0.01, ***p <0.001

realization, a dummy equal to one if the worker reports the
highest realization (i.e., six) in the die-rolling task (which
is disproportionally represented in our sample and thus
reflects cheating behavior among workers), and zero for all
other realizations. The key explanatory variable is Lead-
er’s automatic reporting, which is equal to one for leaders’
automatic reporting, and zero for leaders’ self-reporting
(either voluntary or mandatory). We use the total of 180
workers (across the ten rounds, i.e., 1800 observations).

The results indicate that leaders’ automatic reporting
(either voluntary or mandatory) has a negative and signifi-
cant effect on the likelihood of workers choosing self-report-
ing to engage in cheating. In additional analyses, we find that
this result is robust to estimating the regression separately
for leaders’ voluntary or mandatory reporting.

Discussion

In this section, we discuss the theoretical and practical impli-
cations of our findings, as well as limitations and avenues
for future research.

Theoretical and Practical Implications

Our study is positioned at the intersection of two streams of
research that are interconnected but have hitherto developed
independently: one on ethical leadership (Brown & Mitchell,
2010; Stouten et al., 2012), and another on leading by exam-
ple (Giith et al., 2007; Hermalin, 1998). In bridging these
two branches of literature, our findings contribute to both.
First, we draw attention to one crucial aspect of ethical
leadership—i.e., truthful financial reporting decisions—
and its influence on workers’ behaviors. Prior experimental
evidence has revealed a positive leader effect on followers’
behaviors in voluntary contribution games; nonetheless,
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leaders’ reporting choices are either exogenously imposed
(e.g., Friesen & Gangadharan, 2013; Houser et al., 2014),
or implicitly assumed given that the leader acts as a first
mover (e.g., Brandts et al., 2016; Parsons et al., 2020).
Closely related to our research, D’Adda et al. (2017) show
that leaders who cheat less reduce cheating among workers.
However, D’Adda et al. exclusively used the mere action of
cheating as a proxy for unethical behavior, neglecting the
key role of reporting choices (Behnk et al., 2019; Feltovich,
2019). Our results provide unique insights into this discus-
sion by (i) moving the focus away from the direct analysis
of cheating to its key antecedent, i.e., the ex-ante reporting
choice, and (ii) establishing the effect of assigned vs volun-
tarily chosen leaders’ reporting choices on workers’ actions.
Importantly, our findings refine the predictions of leading
by example (Hermalin, 1998) and social learning theories
(Brown et al., 2005). In line with those theories, we show
that observing a leader’s non-manipulative reporting choice
also makes workers significantly more likely to choose the
ethical reporting method. Even workers who choose self-
reporting tend to cheat less when their leaders chose auto-
matic reporting. However, this occurs only when the leader
makes a voluntary choice and can punish or reward workers.
These findings suggest that to prevent earnings manipula-
tion in organizations, leaders must have latitude in signaling
their vision to workers and power to assign economic incen-
tives (cf: Sims & Brinkman, 2002). Regulations or laws that
mandate non-manipulative reporting at the managerial level
may not effectively encourage workers to adhere to such
ethical standards (cf: Mulder et al., 2020). Rather, leaders
should be able to actively promote the behaviors that they
expect workers to embrace (cf: Mayer et al., 2013).
Second, prior research on ethical leadership has generally
focused on the effect of leaders on subordinates and organi-
zations (Ng & Feldman, 2015). Here, we redirect scholarly
attention toward leaders’ own behavior. Drawing on theo-
ries of role modeling and social identity (Brown & Trevifio,
2014; Tajfel, 1982), the literature has generally revealed an
optimistic view about leaders (Brown & Mitchell, 2010; but
c.f. Miao et al., 2013; Stouten et al., 2013; Tourish, 2013;
Yam et al., 2019). Yet, given the many high-profile corporate
scandals such as Volkswagen, Enron, Tyco, and WorldCom,
it is hard to take it for granted that leaders behave ethically.
Our exploratory analysis shows that most leaders choose
self-reporting for earnings manipulation, and they punish
workers who rather choose automatic reporting, especially
when the group payoff is low. Instead, leaders who choose
automatic reporting refrain from punishing workers who
rather choose self-reporting: they seem willing to take
advantage of workers’ fraudulent behavior to gain profits
while keeping their hands clean. To our knowledge, this
relationship has not been revealed before, although it fits
with findings from other settings in which ethical leaders
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willingly keep their hands clean while maximizing profits
through ethical free-riding (Gross et al., 2018; Parsons et al.,
2020), convenient leniency (Di Tella et al., 2015; Hooger-
vorst et al., 2010), and anti-social punishment (Giirerk et al.,
2018).

Our results also add to the growing discussions in the
business ethics literature about leaders’ ethical dilemmas in
their reporting decisions (Evans et al., 2001). The predomi-
nant motivating factor for leaders in our lab experiment is
profit maximization, even through unethical acts (e.g., Wisse
& Rus, 2012). Instead, they do not seem to feel particularly
responsible to set “the right example” through adhering to
ethical rules that would imply lower private or corporate
wealth (c.f.: Haslam & Platow, 2001).

Essentially, our findings reveal a dual role of leaders in
shaping ethical behaviors within organizations: ethical lead-
ers can stimulate workers’ ethical behaviors, but most of
the time leaders do not behave ethically in the first place. In
this case, leading by example can backfire, with unethical
leaders even punishing ethical workers for their truthfully
reporting financial outcomes. This suggests the importance
for organizations to appoint leaders with a clear inclination
for ethical reporting or disclosure choices. A few cases can
show that the business world is moving in that direction
(Healy & Serafeim, 2020). An example comes from Sta-
toil, a Norwegian energy company (renamed as Equinor):
after a bribery charge in 2004, the new CEO at that time,
Helge Lund, decided that the company would become one
of the first firms to publicly disclose its payments to foreign
governments to gain access to their natural resources. This
gave employees a strong signal of a clear commitment to
transparency.

Finally, we discuss whether the effects of leadership
extend to changes in workers’ view of how appropriate is to
choose a reporting system not aligned with the leader’s one,
and inflate the outcome of the die roll. We find no significant
differences in workers’ mean responses across treatments.
This suggests that leaders can influence workers’ behavior
through voluntary decisions and incentive power, but do not
shape their norms and values (c.f.: D’Adda et al., 2017). That
said, we shall acknowledge that the null result might be due
to the limited number of observations, and to the fact that the
incentives were to match the choice provided by a randomly
selected participant in the session, rather than in one’s group.
This calls for more research about the effect of leadership on
social norms within organizations.

Limitations and Future Research

Our study is not without limitations, which provide fruit-
ful avenues for future research. To start with, as with any
lab experiment, external validity concerns may arise. One
might question the role of the leaders in our experiment. In

real settings, leadership is long-lasting, interactions between
leaders and followers often occur face to face, and leaders
can leverage many mechanisms to influence workers, includ-
ing firing and hindering or promoting career progressions.
We find robust important leadership effects even though the
interactions between leaders and followers occur anony-
mously and only virtually in a short-time frame, and leaders
have relatively soft powers. Thus, our results may represent
a lower bound for the effects that prevail in real organiza-
tions. Another concern is that self-reporting methods and
cheating may produce negative externalities. In our setting,
choosing self-reporting and misreporting the outcome create
individual benefits without affecting other subjects. Since
the effects of ethical behaviors are likely to be magnified in
the presence of negative externalities (D’Adda et al., 2017),
our findings are likely to be even more important in real
environments where negative externalities are present.

This research is a first attempt to explore the influence
of leaders on workers’ fraudulent behaviors through report-
ing choices. Inevitably, several aspects have been omitted.
For example, providing leaders with the possibility to assign
punishments or rewards based not only on workers’ report-
ing choices but also on their reported die-rolling outcomes
would help to rule out the possibility that leaders with bet-
ter cognitive skills were also better able to infer workers’
reported outcomes from group performance.

While our attention has been devoted to reporting choices
and the leader effect, other aspects of our main findings are
worth discussing here as open questions for future research.
For instance, our data reveal a self-reporting rate of around
80%, which is higher than the cheating rate in standard die-
rolling experiments (e.g., Gneezy et al., 2018). Perhaps sub-
jects do not have any moral qualms about self-reporting at
all, or they view it as less distasteful compared with auto-
matic reporting since dishonesty does not harm anyone other
than the experimenter here. Other potential explanations
may include the desire to signal honesty by truthfully self-
reporting a die-rolling outcome, distrust toward a computer
randomization device, or the mere pleasure gained from the
act of rolling dice. While the current design was not meant
to capture individual perceptions toward self-reporting vs
third-party reporting methods, it can be extended in this
direction.

Concluding Remarks

In this research, we have drawn from—and combined—theo-
ries of leading by example and ethical leadership to ana-
lyze whether workers follow their leaders’ ethical reporting
choices. We have further explored leaders’ use of punish-
ments or rewards and its influence on workers’ reporting
choices. Collectively, our results reveal a dual role of leaders
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in spurring ethical behaviors within organizations. On the
one hand, workers behave more ethically if their leader
makes ethical choices. On the other hand, leaders do not
appear to make ethical choices in the first place, and they can
even punish workers who opt for non-fraudulent (but less
profitable) reporting. Hence, leading by example may back-
fire, exacerbating—rather than fixing—fraudulent behaviors.
We emphasize the need to rethink the (predominately posi-
tive) theories of ethical leadership, and warn organizations
about the importance of recruiting “the right” leaders—
those more inclined to ethical practices.
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