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the implications
andAdelCompanies suchas Enron,Tyco,WorldCom,

phia are associated with some of the biggest financial
scandals in U.S. corporate history since the Great
Depression. These corporationsexemplify how the boom
years of the 1990s have been accompaniedby a serious erosion in business principles and, especially, ethics in the
accountingand auditingprofession. The Brookings Institution estimatedthatthe Enronand WorldComscandalsalone
would cost the U.S. economy approximately$37-$42 billion of gross domestic productin the first year alone (Graham, Litan, and Sukhtankar2002). For comparison,this is
approximatelythe amountthat the U.S. federal government
spends each year on homelandsecurity (De Rugy 2005).
In addition to corporatescandals, almost all companies
present their employees with the conflict between selfishly
pursuingtheir own financial goals and being honest. Brokerage companies representperhaps the most clear examples of such companies. Brokers are rewardedon the basis
of the volume or profitabilityof the business they transact;
such a system provides ample opportunitiesfor conflicts of
interest. Although brokers are supposed to act in their
clients' best interests, the commissions system can tempt
them to choose personal gains over their clients' interests;
for example, brokers may experience pressure to buy and
sell when they stand to gain largercommissions, they may
recommendstocks or funds that are suitable for their interests but not for the client's interest, they may delay the
trades ordered by their clients to invest their own money
first, or they may misuse knowledge of a large impending
order(Davis 2004; McDonald 2002).
Companiesanidtheir employees are not alone in the playgroundof dishonesty (Murphyand Laczniak 1981). In addition to corporatescandalsand individualswithin companies
who behave dishonestly, consumers also behave in ways
that are ethically questionable(Bagozzi 1995; Vitell 2003).
For example, in a recent survey conducted by Accenture
(2003) on insurance fraud, approximately 25% of U.S.
adults approvedof overstatingthe value of claims to insurand
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ance companies, and more than 10%indicatedthat submitting insuranceclaims for items that were not lost or damaged or for treatmentsthat were not providedis acceptable.
According to Accenture's press release, the InsuranceServices Office estimatesthatthe cost of fraudin the U.S. property and casualty industry is approximately 10% of total
claims payments, or $24 billion annually.Similarincidents
of consumer fraud can be found in the retail industry.
According to the National Retail Federation(Speights and
or the returnof used clothing,
Hilinski 2005), "wardrobing,"
was estimated to cost approximately $16 billion in the
United States in 2002.
Another domain that is central to consumers' unethical
behaviorinvolves intellectualpropertytheft, such as music,
film, and software piracy. Although the standards and
moralslinked to such behaviorsare not yet well established,
it is clear that the economic implicationsof these endeavors
are large. As the Office of the United States Trade Representative estimated, intellectual property theft worldwide
costs U.S. companies at least $250 billion a year, a staggering statistic consideringthat the copyrightindustriesmake
up approximately6% of the U.S. gross domestic product
($626 billion) and employ 4% of the U.S. workforce(U.S.
Departmentof Justice 2004). Perhapsthe largest contribution to consumer dishonesty comes from tax deception,
including issues such as omitting income and inflating
deductions.A recent InternalRevenue Service (IRS) study
based on special audits of randomly selected individual
income tax returnsfor the 2001 tax year estimates that the
"tax gap"-the difference between what the IRS estimates
taxpayersshould pay and what they actuallypay-is somewhere between $312 billion and $353 billion annually.
These numberstranslateinto an overall noncompliancerate
of 15%to 16.6% (Herman2005).
These examples represent only a subset of everyday
deceptionby companies, individualswithin companies, and
individualconsumers.Together,they contributeto the U.S.
economy losing hundredsof millions of dollars in tax revenues, wages, and investmentdollars, as well as hundredsof
thousandsof jobs each year.1 As the damages to society's

INot everybody loses in every dishonest act; those who committed the
act can gain.
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welfare become more apparent,substantialmoney is being
invested in special governmental task forces (e.g., the
Departmentof Justice's task force for intellectualproperty
issues), programs, and laws to fight dishonest behavior.
However, little has proved successful so far. For example,
although the IRS is rampingup its audits on high-income
taxpayersand corporations,focusing more attentionon abusive shelters, and launching more criminal investigations,
the overall tax gap has not changed much as a reaction to
these measures. As IRS officials publicly state, too many
auditsresult in no change in the amountof taxes paid. That
means that these large and expensive efforts for increased
compliance seem to be a huge waste of time and money for
the taxpayerand the IRS (Herman2005).
Similar disappointingresults can be observed, for example, in industry antipiracymeasures, such as investing in
technologies for better copy protectionof CDs and DVDs,
blocking unauthorized downloads, improving consumer
identifiability,and increasingthe numberof litigations.Evidence for the numberof litigations was reportedin a recent
article at law.com, stating that music industry lawsuits
against individualshave been ineffective at cutting peer-topeer music swapping.Althoughthe industrymeasuresseem
to have contributedto an increased awarenessof copyright
laws and lawsuit campaigns, people seem relatively unintimidatedby them. An April 2004 survey revealedthat 88%
of children between the ages of 8 and 18 years understood
that peer-to-peermusic downloading is illegal, but despite
this, 56% of these children admitted to continued music
downloading(Von Lohmann2004).
Given this limited success in curbingdishonestbehavior,
there are two possible approaches for understandingand
limiting future dishonesty. The first approachassumes that
the currentstrategyfor curbingdishonestyis the correctone
but that it is not practiced sufficiently or with sufficient
force. With this approach, the major two variables-the
probabilityof being caught and the magnitude of punishment-should increase, thus reducing or eliminating dishonesty. At the extreme, this would mean "cuttingoff the
right arm" for minor crimes and cutting more important
organsfor more severe crimes. The second approach,which
is the one we take in this article,questions whetherthe typical path taken to reduce dishonesty (i.e., increasing the
probabilityof being caught and the magnitude of punishment) is the correct path. In the next section, we elaborate
on these two approaches.The first approachfalls underthe
standardrationalmodel, and the second one falls underthe
psychological theory of honesty.

Theories
of
Economic
andPsychological
(Dis)Honesty

Smith and Skinner1997, 1999). Fromthis perspective,there
is nothing special about the decision to be honest, which
depends solely on the expected externalbenefits (e.g., more
money, a better position) and expected externalcosts (e.g.,
paying a fine, loosing a job) to the individual(Hechter1990;
Lewicki 1984); the higher the external rewardsfrom being
dishonest, the higher is the extent to which an individual
engages in dishonest behavior (see Figure 1). Such a costbenefit trade-offmeans that decisions abouthonesty are like
every other decision that individualsface.
Because this view of dishonestyhas been adoptedin general, and has been adoptedin legal theorizing in particular,
efforts to limit dishonesty have assumed that the only ways
to make progress are restricted to the external costs and
benefits of a dishonestact. The ensuing emphasison the pervasiveness of police force and magnitudeof punishmentare
the two simplest ways to manipulate these external costs
(see Figure 1).

Theoriesof the Effectof Internal
Psychological
Incentives
Behavior
Rewards
forVirtuous
Internal
In contrast to the classic economic perspective, there is
ample evidence from differentacademicfields, such as psychology, sociology, anthropology, behavioral and experimental economics, and neuroeconomics and neuroscience,
thatin additionto the externalrewardmechanisms,thereare
also internalrewardmechanisms and that these exert influence on people's decisions. Economists such as Ernst Fehr
(see, e.g., Fehr and Fischbacher 2003, 2004; Fehr and

Figure 1.

The Relationship Between Expected Net Benefits
of Dishonesty and the Propensity for Dishonesty
According to a Theory That Includes Only
External Rewards

0

Dishonesty
of

Degree

Economic
Theoriesof the Effectof External
Incentives
The standardeconomic perspective of the Homo economicus is one in which the individual is a rational, selfish
humanbeing who is interestedonly in maximizinghis or her
own payoffs. This rationalindividualknows what he or she
wants and does not want and is able to performcorresponding trade-offsto select the option that is expected to deliver
the greatestpositive surplus(Hobbes andMacpherson1968;

A ExternalReward
(Positive-NegativeReward)
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Gachter 2002) and James Andreoni (see, e.g., Andreoni,
Harbaugh,and Vesterlund2003; Andreoniand Miller 2006)
have repeatedly demonstratedaltruism and reciprocity in
social dilemma games. For example, in an ultimatumgame,
two people have the opportunityto split a certainamountof
money through a one-time-only, anonymous interaction.
One of the two players,the proposer,offers a division of the
money. The second player, the receiver, must decide
whetherhe or she wants to accept or reject this proposition.
If the receiverrejects the proposeddivision, both players go
home without any money. If the receiver accepts the division, each player receives the amount that the proposer
offered. From a game theoretical,rationalpoint of view, the
proposershould split the money unequally,in favor of himor herself. After all, it is a one-time game, so reciprocation
is not an issue. In addition,offering even $.01 to the second
player should make the receiver accept the offer because
that player will be better off with this amount than with
nothing. Instead,however, a majorityof the offers are typically split equally, and many offers thatare not split equally
are rejected.These types of results demonstratethat people
care about more than maximizing their own monetarypayoffs and thatthese otherconsiderationsinclude social utility
and the care for others' outcomes. Uri Gneezy (2005) conducted a relatedstudy thatemphasizedthis point in the context of (dis)honesty.Gneezy used a simple deception game
with asymmetricinformationto demonstratehow people act
selfishly, insofar as they maximize their own payoffs, but
they are also sensitive to the costs that their lies impose on
others. These results are importantwhen we consider daily
deception because there are many differences in wealth
(e.g., between employees and employers, between consumersand corporations)and in perceptionsof the cost that
deception creates for the other party. Essentially, these
results suggest thatpeople will be more dishonestwhen they
face wealthiercounterpartsand when the cost of the deception for these counterpartsseems lower.
Thus, an importantquestion for economists is, Why do
people consider more than "just"their materialpayoffs? To
addressthis question,JosephHenrichand colleagues (2001)
undertooka large cross-culturalstudy of behaviorin ultimatum, public good, and dictator games. They analyzed the
behaviorof people from 15 small-scale societies in 12 countries exhibitinga wide varietyof economic and culturalconditions. The sampleconsisted of foragingsocieties; societies
that practice slash-and-burnhorticulture;nomadic herding
groups; and sedentary,small-scale agriculturalistsocieties.
Two of their main findings in supportof the hypothesis of
internalizedreward mechanisms are that (1) the observed
behavior varied substantially across societies and (2)
people's preferences were not exogenous as the classical
model would predict but ratherwere shaped by their society's characteristic economic and social interactions of
everyday life. In other words, socialization is a key to the
developmentof internalizedrewardmechanisms.
Adding to the behavioral evidence for internalrewards,
recentfindings from neuroscienceand neuroeconomicsprovide further credence for the existence of internalized
reward mechanisms and point to the brain structurethat
might be implicatedin theiractivation.Thanksto the recent,
rapid diffusion of brain-imagingstudies, such as positron
emission tomographyor event-relatedfunctional magnetic

resonance imaging, groundbreaking developments have
addedmore pieces to the puzzle of rewardprocessing. Several studies in these fields have identified certainregions in
the dorsal and ventral striatum, especially the caudate
nucleus and the nucleus accumbens,to representa brain's
pleasurecenterthat can be activatedthroughdifferentforms
of rewards(see also relatedstudiesin ratsandprimates;e.g.,
Olds and Milner 1954; Schultz et al. 1992). For example,
human beings show significantly increased striatalactivity
during the anticipationof monetary gains (Knutson et al.
2001), pleasant tastes (O'Doherty et al. 2002), or beautiful
faces (Aharon et al. 2001). More importantfor our point,
however, is that the same brainregions are also activatedin
anticipation of satisfying social outcomes (i.e., social
rewards).Rilling and colleagues (2002) show how the striatum "lit up" when people rewardedcooperators.Seemingly
contrary to these findings, De Quervain and colleagues
(2004) reportsimilarfindings when people punisheddefectors; this result holds even if the punishmentwas possible
only at a personalmaterialcost. Together,these two studies
suggest that people feel good about complying with internalized social normsand values; thatis, someone who cooperatesshouldbe rewarded,and someone who defects should
be punishedto reestablishsocially desirablebehavior.
Psychology has long arguedon behalf of internalreward
mechanisms. Most notably, SigmundFreud and colleagues
(Freud1933; Freudand Strachey1962; Freud,Strachey,and
Gay 1989) lecturedextensively about the superego,that is,
the partof the self thatrepresentssociety's moralnormsand
values that the individual internalizesduringthe course of
his or her early life (see also Campbell [1964] on the internalizationof moralnorms).The superegoacts as an internal
judge, rewardingor punishingthe individualdependingon
compliance with these normsand values.

Activation
of Internal
Rewards
LessensSensitivity
to
External
Incentives
On the basis of the evidence of internalrewardmechanisms
described, Mazar, Amir, and Ariely (2005) studied how
externaland internalrewardmechanismswork in concourse
to influence people's decisions to be (dis)honest.The general procedurewas to contrastfinancial reward incentives
that favor dishonest behavior with people's inherentmotivation for honest behavior.Takingthe motivationfor financial rewardsas self-evident,Mazar,Amir, and Ariely tested
the extent to which the decision to be (dis)honestis driven
by the possible consequences of being caught cheating
(external costs) relative to the internalrewardsof honesty.
In one of the experiments,participantswere presentedwith
a set of 50 multiple-choice, general-knowledgequestions
and were promised $.10 per answer they solved correctly
within 15 minutes.
There were four different between-subjects conditions
that differedin procedureafterparticipantsfinished answering the questionson the originaltest sheets. The four conditions were (1) experimentergraded(control),(2) self-graded
(self), (3) self-graded plus shredding(self+), and (4) selfgraded plus shredding plus self-payment (self++). In the
controlcondition, participantswere told that when they finished answering the questions, they should ask the experimenter for a bubble answer sheet (a sheet with circles to
indicate the answers, much like those used for exams that
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are scanned and gradedelectronically)on which to transfer
their answers and then take both forms to the experimenter,
who would check their performanceand pay them.
In the self condition,participantswere told thatwhen they
finished answeringthe questions on the original test sheet,
they should ask the experimenterfor a premarkedbubble
answersheet, which includedthe same circles as in the control condition but with one of the answers premarkedas
being the correct answer. The respondents' task was to
transfertheir own answers to the bubble answer sheet and
then to count and write down the numberof correctanswers.
When this was completed, they were asked to take both
forms to the experimenter,at which point they would be
paid accordingly.In this condition,participantshad the possibility to cheat at the risk that the experimentermight discover it.
The self+ condition was similar to the self condition,
except thatparticipantswere instructedthat afterthey transferred their answers to the premarkedanswer sheet, they
should walk to a shredder,shredtheiroriginaltest sheet, and
take only the answer sheet to the experimenter,at which
point they would be paid accordingly. This condition
offered a lower probabilityof being caughtcheatingthanthe
self condition. Indeed, there was no legal way of proving
that anyone cheated. The experimentercould be suspicious
only about an atypical high numberof correctanswers.
Because this social interactioncould make cheating participants feel uncomfortable, Mazar, Amir, and Ariely
(2005) decreasedthe chance of being caughteven furtherin
the final condition (self++). In this condition, participants
were instructedto shredboth their test sheet and the answer
sheet and then to walk over to a large jar with money that
was sitting at the end of the table and take the amountthat
they earned.
This study had four importantfindings:First,participants
in the external condition solved significantly fewer questions than the participants in the three self conditions.
Because therewas no reason to believe thatthe skill level of
the participantswas differentin any of these conditions,this
result implies that external reward mechanisms exist, and
people are dishonest when it is good for them. This resultis
also along the lines of Schweitzer and Hsee's (2002) findings, accordingto which participantsare more likely to be
dishonest as the private information they have becomes
more ambiguous.
Second, there was no significant difference between the
three self conditions,thoughthe probabilityof being caught
furtherdecreased dramaticallyfrom the self to the self+ to
the self++ condition (thus, the fear of being caught should
also have decreased). This result provides direct evidence
that the externaldisincentivesfor dishonesty are only a part
of a more complex picture.
Third,the magnitudeof dishonesty in the three self conditions was relatively small. Participantscheated only 20%
of the possible average magnitudeand thus were far from
maximal dishonesty, as the standardrationalmodel would
predict. This result suggests that people seem to possess
internal reward mechanisms for honesty because when
given the opportunityand incentive to be dishonest, they
exhibited dishonest behavior, but this dishonest behavior
was limited in its extent (probablyby the strengthof their
internalrewardmechanisms).

Fourth,these results suggest that, at some level, the act of
cheating itself can activate the internalrewardmechanism.
This means that though low levels of dishonesty might go
"unnoticed"from the point of view of the internalreward
mechanism, at some point, the magnitude of dishonesty
itself can activate this mechanism and limit dishonest
behavior.
Together, these findings suggest that the relationship
between the externaland the internalrewardmechanismsis
complex. In particular, we hypothesize that the internal
rewardmechanism is either active or inactive (in the same
way that people categorize actions and people as honest or
dishonest ratherthan in a more continuous way) and influences the tendency for acting (dis)honestly as a step function: First, below a certain level of dishonesty, the internal
rewardmechanismmay not be activatedat all and thus does
not influence behavior;thatis, the propensityfor dishonesty
in such cases is a function of externalcost-benefit considerations (see Figure 1). Second, beyond the activationthreshold, when the dishonestact is noticeable,the internalreward
mechanismis activatedand, at least within a certainrange,
exerts its maximal force independentlyof the level of external rewards. As a consequence, when a person's internal
standardsbecome activated,they override the sensitivity to
external rewards such that the propensity for dishonesty
becomes independent of increased external rewards for
being dishonest (within a certainrange). Third, arguably,it
is likely that when the external rewardsbecome very large,
they become tempting and may ultimately prevail. That is,
at some point, a person's internalstandardscould be overridden or deactivated such that the causes for dishonesty
preclude such internal considerationsand are based solely
on planned dishonesty (a cost-benefit analysis as theorized
by the standard rational model). Figure 2 sketches the
hypothesized relationshipof these components, as Mazar,
Amir, and Ariely's (2005) findings illustrate.These findings
and the contrast between Figures 1 and 2 suggest that a
model for honesty that assumes that people behave like a
Homo economicus would lead to differentpredictionsabout
a person's decision to be (dis)honest and, to the extent that
these assumptionsare wrong, to incorrectprescriptionsfor
the preventionof deception.

theActivation
Threshold
forInternal
Rewards
Changing
Note that all the researchwe discussed supportsthe theory
that internal reward mechanisms indeed exist. However,
thereis also researchthat suggests that it is possible to move
the activation threshold, that is, to cause internal reward
mechanisms for honesty to be more active, or to "kick in"
earlier.Representativeof this kind of evidence is the extensive body of research in psychology on objective selfawareness by Duval and Wicklund (1972). According to
Duval and Wicklund, objective self-awareness represents
attention directed inward that induces self-evaluation in
relation to standardsthat are salient or accessible in the
immediate situation, which in turn increases motivation to
meet the standard(see also Carverand Scheier 1998). Particular situationssuch as being in front of a real or implied
audience (Duval and Wicklund 1972), being individualized,
standingin front of a mirror(Carverand Scheier 1978), or
writing short stories about oneself (Fenigstein and Levine
1984) can increasean individual'sawarenessof him- or her-
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Figure2.

The RelationshipBetweenExpectedNet Benefits
of Dishonestyand the Propensityfor Dishonesty
Basedon the Resultsof Mazar,Amir,and
Ariely's(2005)Study

treshold
Dishonesty
of

Degree

(3)
Activation
(2)

(1)

A.ExternalReward
(Positive-NegativeReward)
Notes: Mazar,Amir, andAriely's (2005) results show that dishonestyitself
can activatethe internalrewardmechanisms,which in turninterrupt
the standardrelationshipbetween externalrewardsand the propensity for being dishonest(as postulatedby classic economics).

self as an object in the world. When awarenessof the self is
increased, people are also more likely to be aware of discrepancies between how they want to view themselves (the
ideal self) and how they actuallybehave. Given this tension
and the discomfortit can create, people who are awareof it
might work actively to reduce this discrepancy by either
shifting attention away from the self or changing their
behavior to act more in accordancewith their ideal self. In
the domain of deception, this means that higher selfawarenessmight lead to more honest behavior.
Beaman and colleagues (1979) provide a well-known
example of the effect of self-focused attentionon increasing
the alignment between behavior and internal standards.In
this famous experiment,which was conducted during Halloween, trick-or-treatingchildrenentered a house and were
told by the experimenterto take only one candy; then, the
experimenterleft the children alone in front of the candies.
They found that childrenwho were individualizedby being
asked their names and addresses were more likely to take
only one candy. In addition,these childrenwere even more
likely to take only one candy when there was a mirror
directly behind the candy bowl. Mazar, Amir, and Ariely
(2005) use a different manipulation to influence selfawareness;specifically, they use a manipulationthatis more
directly related to honesty to test whether an increased
awarenessleads to more honest behavior on a math test. In
their experiment,participantswere told to write down either

as many of the Ten Commandmentsas they could remember (increased self-awareness of honesty) or the names of
ten books that they read in high school (control). They had
two minutes for this task before they moved on to an ostensibly separatetask: the math test. The task in the math test
was to search for number combinations that added up to
exactly ten. Therewere 20 questions,and the durationof the
experiment was restricted to five minutes. After the time
was up, students were asked to recycle the test form they
worked on and indicate on a separatecollection slip how
many questions they solved correctly. For each correctly
solved question, they were paid $.50. The results showed
that studentswho were made to think about the Ten Commandments claimed to have solved fewer questions than
those in the control. Moreover,the reductionof dishonesty
in this condition was such that the declared performance
was indistinguishablefrom anothergroup whose responses
were checked by an external examiner. This suggests that
the higher self-awarenessin this case was powerful enough
to diminish dishonestycompletely. Yet anothermethod that
provedsuccessful in increasingself-awarenesswith the consequence that studentscheated less on that mathtest was to
make studentssign an honorcode before beginningthe test.
This finding is particularlyinterestingbecause it provides
some evidence for the effectiveness of a simple commitment
device that schools, companies, and the government can
easily adopt.
A differentkind of researchthatcan be interpretedin line
with the self-awarenesstheory is based on Daniel Schachter
and colleagues' work on the role of emotional arousal for
moral behavior.For example, Schachterand Latane(1964)
tested the effects of a tranquilizerin a situationin which participants could cheat. They found that participantscheated
significantlymore afterhaving takenthe tranquilizer,a sympathetic inhibitor, than did the placebo controls (see also
Schachterand Singer 1962). These results suggest that the
activationof the thresholdis based on arousaland thatwhen
arousal is decreased (even by artificial means, such as a
tranquilizer),the thresholdis less likely to be activated,and
thus dishonesty is likely to be more prevalent.This idea is
further developed by Dienstbier and Munter (1971), who
show that it is not emotional arousalper se that influences
the tendency to cheat but rathera person's understandingor
interpretation of the meaning and significance of that
arousal(see also Dienstbier 1972, 1975).

Self-Deception
Thus far, the discussion has focused on deceptive acts and
the activationof a thresholdthatignites the internalrewards.
In our conceptualizationof the threshold,it is importantthat
the amount of deception in and of itself can activate the
threshold.An addedcomplexity comes from the idea of selfdeception, in which people can reframean act in a way that
makes them not perceive it as dishonest.Undersuch reframing (self-deceptions),dishonest acts would not contributeto
the activationof the thresholdand thus would not influence
the tendency for honesty. As a consequence,even if an individual has internalizedstandardsfor honesty, acts of dishonesty that do not influence the activationof the threshold
(self-deceptions)would not influencebehavior,and the relationship between externalrewardsand the tendencyfor dis-
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honesty would remainin Zone 1 of Figure2 (neverreaching
the threshold).
In general,self-deceptionrepresentsa biased, self-serving
informationflow within an individual-that is, an active but
unconscious misrepresentationof reality to the conscious
mind (Trivers2000). Althoughit seems to be a paradoxthat
a person could deceive him- or herself, casual observation
suggests that people are effective in maintainingunrealistically positive views of themselves. People maintainbeliefs
in their intelligence, competence, and moral worth in the
face of their sometimes foolish, incompetent,and immoral
behavior. Similarly, people frequently estimate that they
are, for example, better,more intelligent, or more beautiful
than average. Because typically far more than 50% of
effect, aggregatpeople estimate this "better-than-average"
ing these dataclearly violates logic (e.g., Alicke et al. 1995).
Other researchershave shown how people can be led to
believe false or biased "facts" about their own past (see
researchon memorydistortionand suppressionof unwanted
memories;e.g., Anderson,Cohen, and Taylor 2000; Loftus
1994; Schachterand Dodson 2002), and they can convince
themselves of certain motivations for their behavior, thus
hiding theirtrueintentions.Therefore,self-deceptioncan be
successful even in the most extreme cases: For example,
doctorswho participatedin genocide in Nazi Germanymanaged to convince themselves of the rectitudeof theiractions
(Lifton 1986).
Although self-deceptioncan be beneficial in the shortrun
because it enables people to maintain self-regard, the
inflated self-perceptioncan be problematicin the long run
when that bogus self-regard has costs. Norton and Ariely
(2005) show this in the context of an IQ test. In one of Norton and Ariely's experiments, people participatedin two
sequentialIQ tests. Half of the participantsin the first test
were providedwith an answerkey on the bottomof theirtest
sheet, whereas the other half did not have an answer key.
When the first test was over, each participantlearned how
many questions he or she solved correctly.After that, they
were asked to predicthow many questionsthey would solve
on a second, similartest withoutan answerkey. The prediction task was designed such that people had a monetary
incentive to be accurate. Payment depended more on the
accuracy of their predictionsand less on their performance
such that the dominantstrategywas to predictaccurately.
The resultsof this experimentshow thatin the first round,
participantswho had the answerkey performedbetteron the
test than participantswithout the answer key and that there
was no performancedifference on the second IQ test when
none of the participantswere providedwith an answer key.
This resultsuggests thatthe presenceof the answersallowed
participantsto solve more problemscorrectly.More important,it seems thatparticipantswho had the answerkey in the
first test believed that this better performancewas actually
due to their greaterintelligence, as reflected in their higher
estimates of their performanceon the second test. As a consequence, participantswho deceived themselves by having
an inflated perception of themselves made less money.
Notably, when Norton and Ariely (2005) asked a different
group of people to predicthow they would performin such
an experiment, participantspredicted that if they had the
answer key on the first test but not on the second, they
would performbetteron the first test but not on the second

test. This result suggests an added dangerof self-deception,
namely, that people believe that they are immune to it.
Researchershave explained this paradox of not knowing
about self-deceptionunderthe assumptionthat a person can
simultaneouslystore both true and false knowledge, with a
bias toward the true knowledge being stored in the unconscious and the false (i.e., misrepresented)knowledge being
stored in the conscious (Greenwald 1997). Trivers (2000)
points out that from an evolutionarystandpoint,this way of
organizingknowledge has the advantagethat self-deception
not only must act primarilyin the service of fooling oneself
but also can act in the service of deceiving others.The latter
is true because an outside observer initially interacts with
the conscious mind of the deceiver, and if the deceiver is
also deceiving him- or herself, the conscious mind comprises only the false information. The true information
would be hidden in the unconscious.If this is the case, cues,
such as a higher-pitchedvoice, increased pupil size, or lip
pressing, which in generalaccompanyattempted,conscious
deception,should not be availableto the observer,thus making the deceit more difficult to detect (DePaulo and Morris
2004). As a consequence,even if people are fully self-aware
(i.e., internalrewardmechanismis active) and the net utility
of deception is negative (i.e., costs loom larger than benefits), deceptionthateludes the personwho is committingthe
dishonest act (i.e., self-deception) might not completely
vanish.2

forReducing
PolicyGuidelines
Dishonesty
The standardrationalmodel of decisions abouthonesty and
dishonesty assumes that people tradeoff only externalcosts
and benefits of an outcome. In contrast,the psychological
model we have sketched assumes that decisions about honesty also include considerationsof internalreward mechanisms. In addition, we argue that decisions about honesty
can sometimes be not cognizant, for example, at levels of
activation below the threshold or when self-deception is
involved. As a consequence,makingthe rightpolicy recommendation to decrease dishonesty depends particularlyon
the analysis of what is driving the deceit in a particularsituation. Our literaturereview suggests that thereare four general driversof dishonesty:(1) lower externalcosts and relatively higherbenefits of deception;(2) lack of social norms,
which resultsin a weak internalrewardmechanism;(3) lack
of self-awareness,which primes the activation of the internal reward mechanism; and (4) self-deception. In the following subsections,we elaborateon how these differentperspectives on dishonesty can translate into different
approachesfor reducingor curbingdishonesty.

WhenDishonest
Behavior
IsCaused
byExternal
Rewards
If the cause for deception lies solely in greater external
benefits than costs of the dishonest act, the solution is sim-

2We assume that the externalrewardmechanismas postulatedby classic
economics is always active in at least normallyhealthy people.
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pie: The costs for dishonest actions must be greater than
their expected benefits. This can be achieved by increasing
either the probabilityof being caught or the severity of the
punishment.Thus, if the cause of dishonestyis based solely
on an imbalanceof externalcosts and benefits, the standard
legal approachof controllingthe externalcosts is appropriate. This theory implies that it is appropriateto introduce
governmentaltask forces, such as the Departmentof Justice's task force on intellectual property, which, among
other combat strategies,invests in increasingthe numberof
specially trainedprosecutors.The same is true for the IRS's
increase in audits and the music industry's aggressive
increase in filing lawsuits againstindividualdeceivers.
Even if the cause for deception is related to the costbenefit analysis, there might be ways to increase the effectiveness and efficiency of measures to combat dishonest
behaviors. For example, if the probabilityof being caught
and the magnitudeof punishmentare evaluateddifferently,
and researchsuggests that the probabilityof punishmentis
more importantthan increasing the severity of the punishment (Nagin andPogarsky2003), it mightbe best to allocate
efforts accordingly. However, even if legislators decide to
invest more effort in the probability of detection and
decrease the magnitudeof punishment(e.g., moving from a
$500 fine for not stoppingat a stop sign with 10%probability of being caughtto a $100 fine with a 50% probabilityof
being caught), there is still the question of what is the optimal probabilityfor deterrence.
Informingthe question of what is the optimal probability
for deterrence,researchby Barkan,Zohar,and Erev (1998)
suggests that the best approachis eliminatingaltogetherthe
probability of being caught, that is, moving to nonprobabilistic punishments.Theirmain argumentis thatevents that
have low probabilityare unlikely to occur (by definition)
and thus can have a perverse effect on learning, such that
people who violate the rule and are not caught receive a
positive reward for the violation, which causes them to
underestimatethe probability of being caught and, over
time, increases their tendency to behave in this undesired
way (see also Erev et al. 2003). According to this perspective, a person who expects that driving througha red light
would involve a $500 fine in 5% of the cases is more likely
to drive throughit than a person who has the same expected
value but with certaintyof being caught (i.e., a definite $25
fine). More important,over time, the person in the probabilistic punishmentsetting is going to discountthe probability of the punishmentfurther(as long as he or she is not
caught), which in turnwill lead to an even greatertendency
for violation. Eliminatingthe probabilisticcomponentfrom
all undesirablebehaviors is impossible, but it is clear that
there are some cases (e.g., drivingthroughan intersectionat
a red light) in which this is possible and desirable.

Is Causedbythe
WhenDishonestBehavior
Mechanism
Internal
Reward
If the reason for dishonest actions lies in a lack of internalized social norms,our primaryrecommendationwould be to
invest in educationalefforts and socializationto increasethe
strengthof the internalreward mechanism. The key questions in this context are, How can this best be done, and is
there a critical age period for the internalizationof such

mechanisms (as in language and visual development)?For
example, educational efforts can be integratedin schools,
social clubs, or religious institutions. Another possibility
that is increasingly exercised by the government and the
music, film, and softwareindustriesis to featurepublicmessages in an attemptto build a social norm so that a particular type of behavior (e.g., illegally downloading music or
movies) becomes socially undesirable and frowned on.
Other efforts could illustrate how such acts can hurt the
rank-and-file workers, not just the big corporations, by
reducingtheirjob securityor pay (see, e.g., television advertisements and movie trailerslaunchedby the Motion Picture
Association of America in 2003 and 2004).
When the effects of such efforts on the development of
socially based internalrewardmechanismsare understood,
it is importantto go a step furtherand ask what the limits of
such efforts should be and whethersociety should allow all
ideologies to participate in the creation of such internal
rewards (e.g., what about racial prejudices or particular
cults?). The question about the types of internal reward
mechanisms that society could develop or not develop is
particularlyimportantif we consider the likely possibility
that this process might have a critical period in which
younger people are much more sensitive to such influences
and that when the critical age is reached,these mechanisms
remainrelatively stable for the rest of their lives. Given the
higher sensitivity of younger adults to social influence and
advertising,society might want to place careful boundaries
for the development of such socially based internalrepresentationsby different interestedparties, such as religious,
financial, and social institutions.
If dishonest behavior occurs not because of a lack of
social normsbut simply because of a lack of self-awareness
and, thus, the degree to which these internalized social
norms are activated,it is importantto make use of contextual cues thatincreaseawarenesswhen deceptionis aboutto
happen,namely, at the point of temptation.For example, the
IRS could slightly change its forms by making them more
personalor by asking people to sign an honor code of sorts
before they begin filling out the forms. Anotherpossibility
worth trying might be to include a survey that asks tax payors questions such as how much they care abouttheir country, how importanthonesty was to their parents,how many
people they think lie on their taxes, or what the typical profile is of tax deceivers.
The considerationof internalrewards also suggests that
the theory of optimal punishment (optimal punishment
tradesoff the benefits of deterrenceand the cost of punishing innocent people) should be reconsidered with these
inputs in mind. If the punishmentmagnitudeis determined
in a way that makes the costs slightly higher than the benefits and if these costs also include internalcosts, the optimal
punishmentwill be lower by that amount. For example, if
the expected benefit for a particularcrime is Y and the internal reward for honesty is X, the standardrational model
would prescribea punishmentwith an expected magnitude
of -(Y + E), whereas the model that includes internal
rewardswould prescribe-(Y + ~) + X. The complexity is
that not everyone has the same level of internal reward
mechanisms,and to the degree that these are unobservable,
it is difficult to assess the true level of optimal punishment
(though it is possible that someday there will be a test for
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this). Conversely, signs of repeated criminal behavior, for
example, can be taken as an indicationfor a lower level of
internalrewardmechanisms,causing the magnitudeof X to
be updatedas lower. This type of framework,in which X is
an individual variable, has the potential to help build a
theory of repeatedpunishmentwith the same desiredprinciples of optimal punishment but with more effectiveness.
(Currently,repeatedcrime is punished more severely, such
as in California's "three-strikes-and-you're-out"
approach,
but there is no theory or logical guideline for the magnitude
of these policies.)

WhenDishonest
Behavior
Is Caused
bySelfDeception
Finally, deceptionof the self-deceptionvarietyis difficult to
fight. Self-deception due to a self-serving bias is very
robust.Several academicshave shown thatpaying people to
be more realistic in their view, making people write essays
that arguethe otherside's point of view, or educatingpeople
about the self-serving bias are not successful in debiasing
people (see, e.g., Babcock and Loewenstein 1997; Babcock,
Loewenstein, and Issacharoff 1997). Therefore, the most
successful way to fight self-deceptionmight be to eliminate
the incentives that spawn the bias and simply eliminate the
situations that can give rise to this type of behavior. For
example, Bazerman, Loewenstein, and Moore (2002; see
also Bazermanand Loewenstein 2001) argue that if deceptive audits by accounting professionals are mainly due to
self-deception, it might be more effective to pass laws or
enforce standardsamong the accountingprofession that bar
auditors from offering both consulting and tax services to
clients, prohibit hiring accountants through clients, and
allow only limited-timecontracts.As these examples show,
fighting deceptioncaused by self-deceptionrequiresserious
interventionsthat limit substantiallythe freedom and selfdeterminationof people in certainsituations.

Conclusion
In summary,thereis no questionthatdishonestyis prevalent
in daily life. The standardeconomics perspectiveconsiders
one cause for dishonesty--external reward mechanismsand thus emphasizesthe probabilityof being caught and the
magnitudeof punishmentas the only ways to overcome dishonesty. In contrast,the psychological perspective we present herein suggests that dishonesty is also influenced by
internal reward mechanisms and that such mechanisms
should be taken into account when considering effective
measuresfor limiting dishonestyin daily life. Moreover,the
psychological perspectivesuggests thatinternalandexternal
rewards are not simply additive but also take a particular
functionalform (see Figure 2). With this functionalform in
mind, the psychological approachfor reducing dishonesty
could be based on increasingthe long-termeffectiveness of
internal rewards (education), increasing the short-term
effectiveness of internalrewards(contextualcues), or eliminatingthe possibility of dishonestacts when the cause could
be attributedto self-deception. When the role of internal
rewardsis better understood,both preventionsand punishments of dishonesty can be made more effective and
efficient.
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