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		Abstract

		We develop a general representation of a norm-dependent utility function that imposes a disutility for actions that deviate from the norm. The disutility depends on the distance of the action from the norm, the individualâ€™s norm sensitivity, and distinguishes between acts that are inferior (or superior) to the norm represented by separate components of the utility function. To infer whether one, both, or neither components are present, we investigate the moderating role of norm sensitivity in explaining peer influences in a laboratory experiment. In a budget reporting experiment, managers become less honest after seeing a less honest peer (the rotten apple effect) and more honest after seeing a more honest peer (the sterling example effect). We measure the sensitivity to social norms by the Maintaining Norms Schema score generated from the responses to the DIT-2 moral reasoning questionnaire. We find that (i) the sterling example effect is significantly increasing in an individualâ€™s sensitivity to social norms and (ii) the rotten apple effect does not vary significantly with an individualâ€™s sensitivity to social norms.  Our evidence supports inclusion of a disutility component for actions that are inferior to the norm in representations of personal preferences. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Financial incentives, Non-financial incentives, Compensation, Earnings management, honesty, dishonesty, peer effects, social norms, social preference

	
	

	
    

    
	

	
	
		JEL Classification: C72, D03, J44, M41, M55

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Huddart,  Steven J. and Qu,  Hong, Rotten Apples and Sterling Examples: Moral Reasoning and Peer Influences on Honesty in Managerial Reporting (November 13, 2023). AAA 2013 Management Accounting Section (MAS) Meeting Paper,  Available at SSRN: https://ssrn.com/abstract=2133072 or http://dx.doi.org/10.2139/ssrn.2133072 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Steven J. Huddart

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Pennsylvania State University, University Park - Department of Accounting  ( email )

			

			
			
				
				
				
					University Park, PA  16802-3603
United States
814-863-0448 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://directory.smeal.psu.edu/sjh11
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Hong Qu (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Kennesaw State University - Michael J. Coles College of Business  ( email )

			

			
			
				
				
				
					1000 Chastain Road
Kennesaw, GA  30144
United States

				

				
			

			
				
				
					HOME PAGE: http://https://works.bepress.com/hong-qu/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      661

			

		
		
		
			Abstract Views

			    4,908

		

		
		 
		
			Rank

			   73,728

		

		
	


	

	
		
			
				       41 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Managerial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Managerial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,161

                                    

                                    
                                        PAPERS

                                            4,367

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,503

                                    

                                    
                                        PAPERS

                                            2,691

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Incentives and Prosocial Behavior

                        
                            By
                                
                                
                                    
                                    Roland BÃ©nabou
                                     and 
                                
                                    
                                    Jean Tirole
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Incentives and Prosocial Behavior

                        
                            By
                                
                                
                                    
                                    Roland BÃ©nabou
                                     and 
                                
                                    
                                    Jean Tirole
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Incentives and Prosocial Behavior

                        
                            By
                                
                                
                                    
                                    Roland BÃ©nabou
                                     and 
                                
                                    
                                    Jean Tirole
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Do Incentive Contracts Crowd Out Voluntary Cooperation?

                            
                                By
                                    
                                    
                                        
                                        Ernst Fehr
                                         and 
                                    
                                        
                                        Simon GÃ¤chter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Incentive Contracts Crowd Out Voluntary Cooperation?

                            
                                By
                                    
                                    
                                        
                                        Ernst Fehr
                                         and 
                                    
                                        
                                        Simon GÃ¤chter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Psychological Foundations of Incentives

                            
                                By
                                    
                                    
                                        
                                        Ernst Fehr
                                         and 
                                    
                                        
                                        Armin Falk
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Psychological Foundations of Incentives

                            
                                By
                                    
                                    
                                        
                                        Armin Falk
                                         and 
                                    
                                        
                                        Ernst Fehr
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Incentive Contracts Undermine Voluntary Cooperation?

                            
                                By
                                    
                                    
                                        
                                        Ernst Fehr
                                         and 
                                    
                                        
                                        Simon GÃ¤chter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Hidden Costs and Returns of Incentives - Trust and Trustworthiness Among CEOS

                            
                                By
                                    
                                    
                                        
                                        Ernst Fehr
                                         and 
                                    
                                        
                                        John A. List
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Honesty in Managerial Reporting

                            
                                By
                                    
                                    
                                        
                                        John Evans, 
                                        
                                    
                                        
                                        R. Lynn Hannan, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
