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		Abstract

		Efforts to measure and judge people and companies using accounting metrics set in motion a predictable chain of reactions, and reactions to the reactions. In the first stage, the parties being measured engage in some combination of: lobbying; good faith attempts to meet intended targets; actions (such as earnings management) that meet the letter but not the spirit of the targets; fraud; and revolt. The parties who originally set the metrics observe these reactions, and respond strategically, for example by modifying the metrics or adding enforcement mechanisms. This sparks further reactions by the parties being measured, which leads to the measurers taking further actions. These strategic responses can continue indefinitely.

Anyone proposing using accounting metrics to motivate behavior should anticipate strategic responses to the metrics. 
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