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*
Dishonest or professional behavior? Can we tell?

A comment on: Cohn et al. 2014, Nature 516, 86-89,
“Business culture and dishonesty in the banking industry”

Thomas Stock!’

Abstract

By means of a coin tossing experiment Cohn et al. (2014, Nature 516, 86-89,
doi:10.1038tinature13977) study business culture in the banking industry and re-
port that employees of a large, international bank behave honestly in a control
condition while a significant proportion of them becomes dishonest when their
professional identity as bank employees is rendered salient. The authors conclude
that the business culture in the banking industry weakens and undermines the
honesty norm. We argue that the data allows for an alternative interpretation
based on so far unrecognized dynamics in the experimental design. This interpre-
tation classifies bankers’ behavior in the treatment condition to be in accordance
with the professional requirements of the banking industry. The two competing
interpretations cannot be flawlessly separated and, consequently, bankers’ be-
havior cannot reliably be classified as resulting from a problematic business cul-
ture.

Keywords: Experimental finance; dishonesty, business culture, banking industry.

JEL-Classification: G21; G28; C91.
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1. Introduction

Recruiting employees from a large, international bank as participants in a coin tossing experiment
Cohn et al. (2014, Nature 516, 86-89, doi:10.1038tinature13977) study business culture in the bank-
ing industry. As their main finding, the authors report that bank employees, when their professional
identity is rendered salient, report a significantly higher fraction of successful coin flips (58.2%) com-
pared to the control condition (51.6%). This result is interpreted as bankers behaving honestly in the
control condition while a significant proportion of them becomes dishonest when their professional
identity is rendered salient. The authors conclude that the prevailing business culture in the banking
industry weakens and undermines the honesty norm implying the need to implement measures aim-
ing to restore an honesty culture in the banking industry.

In this comment we analyze the design of the experiment and, based on our analysis, question the
appropriateness of the authors’ interpretation (Section 2). The experimental design implemented in
Cohn et al. (2014) is a modified version of a design used in earlier studies (Bucciol and Piovesan 2011;
Houser et al. 2012; Fischbacher and Follmi-Heusi 2013) to explore dishonest behavior in the labora-
tory. We argue that the modification in the experimental design creates an entirely different decision
environment that allows for an alternative interpretation of the observed treatment effect. Bankers
in the professional identity condition, rather than breaching an honesty norm, behave in accordance
with a basic competence required in their industry.

In Section 3, we consider various arguments that would allow us to favor one of the two competing
interpretation above the other. Moreover, we discuss the robustness of our interpretation in light of
additional experimental treatments provided in Cohn et al. (2014). However, we cannot eliminate
one of the two potential interpretations and, consequently, bankers’ behavior cannot be flawlessly
classified as resulting from a problematic business culture. We simply cannot tell whether the ob-
served behavior is dishonest or professional behavior. Most importantly, the available data is not
sufficiently clear to call for changes in the business culture of the banking industry. Section 4 summa-
rizes and concludes.

2. Experimental design analysis

The experimental design implemented in Cohn et al. (2014) builds on previous studies (Bucciol and
Piovesan 2011; Houser et al. 2012; Fischbacher and Follmi-Heusi 2013) aiming to explore dishonest
behavior in the laboratory. In these experiments subjects are asked to toss a fair coin (once or sever-
al times) and report the outcome, i.e., the side of the coin that landed on top.> Usually, reporting the
outcome of one specific side yields a higher payoff than reporting the other side and privacy in toss-
ing the coin eliminates detection risk, creating incentives to cheat about the actually observed (num-
ber of) outcome(s). This game can be characterized (among others) by two features. First, the game
is non-strategic as subjects’ payoffs are independent of any other subjects’ decision. Second, deci-
sions are made under certainty, implying that subjects earn their payoffs with certainty once they
made their decision. Basically, subjects participating in this game have to solve the conflict between
reporting honestly and optimizing on their risk-free earnings.

® Either real coins, showing heads and tail, or artificial coins, showing different colors on each side, are used to
determine the outcome.
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Cohn et al. (2014) task employees of a large, international bank with a modified version of the game.
Specifically, subjects toss a coin ten times in private and report the outcomes. For each reported pos-
itive outcome (heads or tails, whatever requested by the experimenter) they could win an amount
equal to approximately US$20 (as opposed to $0). Now, the authors add an additional feature to
mimic one characteristic of the banking industry, namely its competitive nature. Specifically, subjects
only earn money if the reported total earnings from the ten coin tosses are higher or equal to those
of a randomly drawn subject from a pilot study. This modification in the incentive structure of the
game, however, implies substantial changes. This game can be characterized (among others) by two
features. First, subjects now participate in a strategic game as they have to consider how decisions by
other subjects influence their own payoffs. Second, subjects’ payoffs are risky as each reported out-
come is associated with an expected payoff and a risk of earning nothing. Thus, subjects participate
in a strategic game facing a decision under risk. Figure 1 illustrates the implications of the experi-
ment’s basic features by plotting expected payoffs, payoff risks (measured by the standard deviation
of expected payoffs), and payoff probabilities conditional on the number of reported outcomes. We
assume honest, i.e., unbiased, reporting in the calculations and scale values by their highest realiza-
tion. Figure 1 reveals that payoff probabilities as well as expected payoffs strictly increase in the
number of reported positive outcomes. Payoff risk, however, exhibits an inverted U-shape, indicating
increasing payoff risk up to five reported outcomes and decreasing payoff risk thereafter. For in-
stance, expected payoff increases by 33.2% when reporting seven instead of six successful outcomes
(out of ten coin flips) while at the same time payoff risk decreases by 29.7%. Subjects reporting ten
successful outcomes earn $200 with certainty. In this framework subjects have to solve the conflict
between reporting honestly and optimizing on their risky earnings. The latter part requires subjects
to recognize the experiments’ inherent dynamics between expected payoff and payoff risk created
by its strategic character.

Expected payoff, payoff risk, and payoff probability

40 60 80 100

per cent of maximum value

20

0 1 2 3 4 5 6 7 8 9 10

number of reported outcomes

—O— expected payoff —— payoffrisk —— payoff probability

Figure 1: Expected payoffs (black line with circles), payoff risks (measured by the standard deviation of ex-
pected payoff, black line with diamonds), and payoff probabilities (black line with triangles) in the experiment
conditional on the number of reported positive outcomes. Note that payoff probability equals the cumulative
probabilities of the binomial distribution. We assume honest (unbiased) reporting in the calculation. For com-
parability reasons, numbers are scaled by the maximum realization (maximum expected payoff equals $200;
maximum payoff risk equals $48.46).
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Cohn et al. (2014) observe that on average, bank employees in the control condition, i.e., without
rendering their professional identity salient, reported 51.6% successful coin flips, a value which is not
significantly different from 50% (P=0.415, two-sided t-test; n=67). Bank employees in the profession-
al identity condition, however, report a higher fraction of successful coin flips, namely 58.2% com-
pared to the control condition. Comparing this value to the expected value of 50% and the control
condition, Cohn et al. (2014) find that it is significantly above chance (P=0.002, two sided t-test;
n=561) and significantly higher than in the control condition (P=0.033, two-sided rank-sum test;
n=128). A closer look at bank employees’ behavior in the professional identity condition reveals that
they more frequently report outcomes above six or even claim the maximum (risk-free) payoff. Cohn
et al. (2014) interpret the treatment effect — in accordance with previous experiments (Bucciol and
Piovesan 2011; Houser et al. 2012; Fischbacher and Follmi-Heusi 2013) of different design — as an
increase in dishonesty, which they attribute to the prevailing business culture in the banking indus-
try.

However, considering the characteristics of the experiment a rivaling interpretation based on an
economic rationale is possible. In addition to solving the conflict between reporting honestly or not,
subjects’ behavior might be driven by the desire to optimize between expected payoff and payoff
risk. Bank employees reporting more than six successful outcomes effectively reduce their payoff risk
while at the same time they increase their expected payoff. By doing so, bankers in the professional
identity treatment behave in accordance with a basic competence of the banking industry. In their
everyday business bankers are frequently confronted with situations that involve strategic decisions
associated with risky outcomes. Due to this professional background, bankers in their professional
identity pay more attention to the economic rationale, i.e., considering the dynamics between ex-
pected payoff and payoff risk, while at the same time they pay less attention to the honesty norm.
Outside their professional identity bankers pay less attention to these dynamics and behave similar
to non-banking employees or students.

3. Robustness of interpretations

Based on the comparison of the treatment and the control condition we cannot classify whether
bankers’ behavior is driven by the honesty norm or whether it is driven by the economic rationale. In
this section we discuss several arguments that could potentially help us in deciding which interpreta-
tion is the more appropriate among the two rivaling interpretations. Moreover, we evaluate the al-
ternative interpretation in the light of additional experimental evidence reported in Cohn et al.
(2014).

3.1. Still, subjects act dishonestly as they breach the rules of the game

One could argue that reporting higher payoffs indicates that subjects cheat by breaching the rules of
the game. Consequently, the conclusion of the existence of a problematic business culture drawn in
Cohn et al. (2014) would dominate. This argument focuses on subjects’ understanding of the rules of
the game. As experimentalists we can be sufficiently confident on subjects’ understanding of the
rules if (i) the rules of the game are explicitly stated in the instructions or if (ii) we could assume that
the rules, without stating them explicitly, are clear to subjects.



To evaluate whether (i) applies in Cohn et al. (2014) we study the experiment’s instructions and find
that only the procedure of the coin flips and the incentive function are explained. No further rules,
like a requirement to comply with the honesty norm, that could guide subjects in the decision pro-
cess of the experiment, are specified. Accordingly, reporting higher payoffs than actually observed
cannot be classified as dishonesty because this behavior does not violate a previously defined rule.
To interpret data based on (ii) requires a strong conviction that the rules of the game are sufficiently
clear to subjects. In all cases, this conviction implies a loss of experimental control as in most envi-
ronments it is difficult for the experimenter to assess the set of rules subjects bring to the lab. The
loss of experimental control increases in the complexity of the experimental task. Remember, that
subjects in the Cohn et al. (2014) game have to consider the complex dynamics between expected
payoff and payoff risk. Without any rules guiding subjects in their decision behavior we cannot be
sufficiently sure what set of beliefs about the “correct” behavior in the game subjects bring to the
lab. Some might favor an honesty rule while others might favor a risk-payoff optimizing rule. Subjects
of the second type might not be aware of breaching the authors’ implicit rules.* Therefore, we can-
not assume that the rules of the game were sufficiently clear to subjects.

To summarize, bankers’ behavior in the treatment condition cannot be classified as breaching the
rules of the game.

3.2. Decision behavior and risk preferences

The Cohn et al. (2014) game tasks subjects with considering a relationship between expected payoff
and associated risk. Based on this observation one might suggest to have a closer look whether sub-
jects’ behavior is guided by individual risk preferences. Unfortunately, both experimental designs, the
original as well as and the modified version implemented in Cohn et al. (2014), feature the same pre-
diction about the influence of individual risk preferences on behavior. The rationales are as follows.

First, experiments implementing the original design are games under certainty. Therefore, payoffs
are risk-free and risk preferences are irrelevant in the decision process. Second, subjects in the Cohn
et al. (2014) game face a decision under risk and risk preference might have an influence. One as-
sumption, however, is crucial in the context of risk preferences: a positive relationship between risk
and return; higher expected returns are associated with higher risk, and vice versa. The Cohn et al.
(2014) game is not characterized by such a positive relationship. The dominant strategy, i.e., payoff
maximizing strategy, is to report the highest (and risk-free) outcome irrespective of individual risk
preference. Given the lacking influence of risk preferences on the number of reported outcomes we
should expect zero correlation between subjects’ risk preferences and the number of reported out-
comes. Therefore, individual risk preferences cannot disentangle the two rivaling interpretations.’

* This interpretation is supported by the lack of a penalty for getting caught. Without a penalty, there is no guide-
line for subjects indicating that dishonest behavior seems wrong.

® Indeed, the predictions on the influence of risk preferences are supported in additional findings not reported in
the Nature publication. Cohn et al. (2014) elicit bank employees* risk preferences using an incentivized invest-
ment task (Gneezy and Potters 1997) and find no correlation between risk aversion and reporting behavior in the
coin tossing task (Spearman‘s rho: 0.017, p= 0.853, N=128). These results were reported in private communica-
tion with the authors and are available from the author upon request.
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3.3. Additional experimental evidence reported in Cohn et al. (2014)

Cohn et al. (2014) conduct several additional analyses to test different channels to explore bankers’
behavior. First, they rule out a typical feature of the banking culture, namely competitive behavior, to
be the driving force for the treatment effect. Second, they rule out the salience of competitive incen-
tives to be the driving force, as the treatment effect in core units is similar and statistically indistin-
guishable from the support units. Third, their treatment manipulation does not affect beliefs about
other bank employees’ reporting behavior. Fourth, they were not able to replicate the treatment ef-
fect using (i) students or (ii) participants from other professions as their subjects in the experiment.
Fifth, Cohn et al. (2014) consider the case that the professional culture in the banking industry might
promote bankers’ behavior owing to its focus on materialistic values. In this test they ask subjects
about the extent to which they endorse the statement that social status is primarily determined by
financial success. Two findings are reported. First, bankers in the professional identity condition en-
dorse the statement significantly more strongly than those in the control condition. Second, a
stronger endorsement of the materialistic statement is positively correlated with the reported num-
ber of successful outcomes.

None of these additional analyses, however, is able to disentangle bankers’ behavior to be either
driven by the honesty norm or by the economic rationale.

4. Conclusion

By means of a coin tossing experiment Cohn et al. (2014) study business culture in the banking indus-
try and report that employees of a large, international bank behave honestly in a control condition
while a significant proportion of them becomes dishonest when their professional identity as bank
employees is rendered salient. In this comment we question the appropriateness of the authors’ in-
terpretation by evaluating the characteristics of the implemented experimental design. We argue
that a modification in the experimental design compared to previous studies creates an entirely dif-
ferent game that allows for an alternative interpretation of the data. Bankers in the professional
identity condition do not follow an honesty rule but rather behave in accordance with a basic compe-
tence required in their industry. Consequently, two potential interpretations of the available data are
possible and bankers’ behavior cannot be classified as resulting from a problematic business culture.
We simply can’t tell whether the observed behavior is dishonest or professional behavior. Consider-
ing various arguments and additional experimental evidence, we are not able to favor one interpre-
tation above the other.

Given the impossibility of disentangling the two interpretations based on arguments or existing data,
the question arises whether the conflict could be solved by conducting new experiments. One obvi-
ous possibility would be to replicate the treatments using the unmodified version of the experiment.
This procedure, however, would not completely solve the described conflict. Still, subjects might de-
cide according to an honesty norm or an economic rationale. Although the conflict would be less
pronounced due to the missing strategic component, the experimenter has no control over subjects’
beliefs about the correct behavior in the experiment. Another possibility would be to modify the coin
tossing game by clearly stating the norm according to which subjects are expected to decide, e.g.,
advising them to comply with the honesty norm. Violations of this rule would be a stronger indicator
for dishonest behavior. This procedure, however, might be subject to criticism as it potentially trig-
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gers an experimenter demand effect. Therefore, designing an appropriate environment to assess
whether bankers behave in accordance with an honesty norm or not is a challenging task. Moreover,
due to the specific subject pool the implementation of a new series of treatments might be even
more challenging (and costly).

5. References

Bucciol, A. and Piovesan, M., 2011, Luck or cheating? A field experiment on honesty with children,
Journal of Economic Psychology, 32, 73-78.

Cohn, A., Fehr E. and Maréchal, M.A., 2014, Business culture and dishonesty in the banking industry,
Nature 516, 86—89, doi:10.1038/nature13977.

Fischbacher, U. and Féllmi-Heusi, F., 2013, Lies in disguise — an experimental study on cheating, Jour-
nal of the European Economic Association, 11, 525-547.

Gneezy, U. and Potters, J., 1997, An Experiment on Risk Taking and Evaluation Periods. Quarterly
Journal of Economics, 112, 631-645.

Houser, D.; Vetter, S. and Winter, J., 2012, Fairness and cheating, European Economic Review, 56,
1645-1655.



University of Innsbruck - Working Papers in Economics and Statistics
Recent Papers can be accessed on the following webpage:

http://eeecon.uibk.ac.at/wopec/

2015-11

2015-10

2015-09

2015-08

2015-07

2015-07

2015-06

2015-05

2015-04

2015-03

2015-02

2015-01

Thomas Stéckl: Dishonest or professional behavior? Can we tell? A comment
on: Cohn et al. 2014, Nature 516, 86-89, “Business culture and dishonesty in
the banking industry”

Marjolein Fokkema, Niels Smits, Achim Zeileis, Torsten Hothorn,
Henk Kelderman: Detecting treatment-subgroup interactions in clustered
data with generalized linear mixed-effects model trees

Martin Halla, Gerald Pruckner, Thomas Schober: The cost-effectiveness
of developmental screenings: Evidence from a nationwide programme

Lorenz B. Fischer, Michael Pfaffermayr: The more the merrier? Migra-
tion and convergence among European regions

Silvia Angerer, Daniela Glitzle-Riitzler, Philipp Lergetporer, Matt-
hias Sutter: Cooperation and discrimination within and across language bor-
ders: Evidence from children in a bilingual city

Silvia Angerer, Daniela Glitzle-Riitzler, Philipp Lergetporer, Matt-
hias Sutter: Cooperation and discrimination within and across language bor-
ders: Evidence from children in a bilingual city

Martin Geiger, Wolfgang Luhan, Johann Scharler: When do Fiscal
Consolidations Lead to Consumption Booms? Lessons from a Laboratory Ex-
periment

Alice Sanwald, Engelbert Theurl: Out-of-pocket payments in the Austrian
healthcare system - a distributional analysis

Rudolf Kerschbamer, Matthias Sutter, Uwe Dulleck: How social pre-
ferences shape incentives in (experimental) markets for credence goods forth-
coming in Economic Journal

Kenneth Harttgen, Stefan Lang, Judith Santer: Multilevel modelling of
child mortality in Africa

Helene Roth, Stefan Lang, Helga Wagner: Random intercept selection
in structured additive regression models

Alice Sanwald, Engelbert Theurl: Out-of-pocket expenditures for phar-
maceuticals: Lessons from the Austrian household budget survey



2014-32

2014-31

2014-30

2014-29

2014-28

2014-27

2014-26

2014-25

2014-24

2014-23

2014-22

2014-21

2014-20

2014-19

Esther Blanco, Tobias Haller, James M. Walker: Externalities in ap-
propriation: Responses to probabilistic losses

Michael Kirchler, Stefan Palan: Friendliness pays off! Monetary and im-
material gifts in consumer-salesperson interactions

Alice Sanwald, Engelbert Theurl: Out-of-pocket expenditures of private
households for dental services - Empirical evidence from Austria

Stefan Borsky, Esther Blanco: Setting one voluntary standard in a hete-
rogeneous Furope - EMAS, corruption and stringency of environmental regu-
lations

Eberhard Feess, Christian Grund, Markus Walzl, Ansgar Wohlschle-
gel: Competing trade mechanisms and monotone mechanism choice

Esther Blanco, E. Glenn Dutcher, Tobias Haller: To mitigate or to
adapt? Collective action under asymmetries in vulnerability to losses

Alice Sanwald, Thomas Schober: Follow your heart: Survival chances and
costs after heart attacks - An instrumental variable approach

Eric Mayer, Sebastian Riith, Johann Scharler: Total factor productivity
and the propagation of shocks; Empirical evidence and implications for the
business cycle

Susanne Berger, Herbert Stocker, Achim Zeileis: Innovation and in-
stitutional ownership revisited: An empirical investigation with count data
models

James C. Cox, Rudolf Kerschbamer, Daniel Neururer: What is trust-
worthiness and what drives it?

Michael Kirchler, Caroline Bonn, Jiirgen Huber, Michael Razen:
The “Inflow-Effect” - Trader inflow and bubble formation in asset markets
forthcoming in European FEconomic Review

Silvia Angerer, Daniela Glitzle-Riitzler, Philipp Lergetporer, Matt-
hias Sutter: Donations, risk attitudes and time preferences: A study on al-
truism in primary school children forthcoming in Journal of Economic Beha-
vior and Organization

Christian Kleiber, Achim Zeileis: Visualizing count data regressions using
rootograms

Matthias Siller, Christoph Hauser, Janette Walde, Gottfried Tapp-
einer: The multiple facets of regional innovation



2014-18

2014-17

2014-16

2014-15

2014-14

2014-13

2014-12

2014-11

2014-10

2014-09

2014-08

2014-07

2014-06

2014-05

Carmen Arguedas, Esther Blanco: On fraud and certification of corporate
social responsibility

Achim Zeileis, Christoph Leitner, Kurt Hornik: Home victory for Brazil
in the 2014 FIFA World Cup

Andreas Exenberger, Andreas Pondorfer, Maik H. Wolters: Estima-
ting the impact of climate change on agricultural production: accounting for
technology heterogeneity across countries

Alice Sanwald, Engelbert Theurl: Atypical employment and health: A
meta-analysis

Gary Charness, Francesco Feri, Miguel A. Meléndez-Jiménez,
Matthias Sutter: Experimental games on networks: Underpinnings of beha-
vior and equilibrium selection slightly revised version forthcoming in FEcono-
metrica

Uwe Dulleck, Rudolf Kerschbamer, Alexander Konovalov: Too much
or too little? Price-discrimination in a market for credence goods

Alexander Razen, Wolgang Brunauer, Nadja Klein, Thomas Kneib,
Stefan Lang, Nikolaus Umlauf: Statistical risk analysis for real estate col-
lateral valuation using Bayesian distributional and quantile regression

Dennis Dlugosch, Kristian Horn, Mei Wang: Behavioral determinants
of home bias - theory and experiment

Torsten Hothorn, Achim Zeileis: partykit: A modular toolkit for recursive
partytioning in R

Rudi Stracke, Wolfgang Ho6chtl, Rudolf Kerschbamer, Uwe Sunde:
Incentives and selection in promotion contests: Is it possible to kill two birds
with one stone? forthcoming in Managerial and Decision Economics

Rudi Stracke, Wolfgang Ho6chtl, Rudolf Kerschbamer, Uwe Sunde:
Optimal prizes in dynamic elimination contests: Theory and experimental evi-
dence forthcoming in Journal of Economic Behavior and Organization

Nikolaos Antonakakis, Max Breitenlechner, Johann Scharler: How
strongly are business cycles and financial cycles linked in the G7 countries?

Burkhard Raunig, Johann Scharler, Friedrich Sindermann: Do banks
lend less in uncertain times?

Julia Auckenthaler, Alexander Kupfer, Rupert Sendlhofer: The im-
pact of liquidity on inflation-linked bonds: A hypothetical indexed bonds ap-
proach published in North American Journal of Economics and Finance




2014-04

2014-03

2014-02

2014-01

Alice Sanwald, Engelbert Theurl: What drives out-of pocket health ex-
penditures of private households? - Empirical evidence from the Austrian hou-
sehold budget survey

Tanja Hortnagl, Rudolf Kerschbamer: How the value of information sha-
pes the value of commitment or: Why the value of commitment does not vanish

Adrian Beck, Rudolf Kerschbamer, Jianying Qiu, Matthias Sutter:
Car mechanics in the lab - Investigating the behavior of real experts on ex-
perimental markets for credence goods forthcoming in Journal of Economic
Behavior and Organization

Loukas Balafoutas, Adrian Beck, Rudolf Kerschbamer, Matthias
Sutter: The hidden costs of tax evasion - Collaborative tax evasion in markets
for expert services forthcoming in Journal of Public Economics




University of Innsbruck

Working Papers in Economics and Statistics

2015-11
Thomas Stockl

Dishonest or professional behavior? Can we tell? A comment on: Cohn et al. 2014,
Nature 516, 86-89, “Business culture and dishonesty in the banking industry”

Abstract

By means of a coin tossing experiment Cohn et al. (2014) study business culture in
the banking industry and report that employees of a large, international bank be-
have honestly in a control condition while a significant proportion of them becomes
dishonest when their professional identity as bank employees is rendered salient.
The authors conclude that the business culture in the banking industry weakens
and undermines the honesty norm. We argue that the data allows for an alternative
interpretation based on so far unrecognized dynamics in the experimental design.
This interpretation classifies bankers’ behavior in the treatment condition to be in
accordance with the professional requirements of the banking industry. The two
competing interpretations cannot be flawlessly separated and, consequently, ban-
kers’ behavior cannot reliably be classified as resulting from a problematic business
culture.

ISSN 1993-4378 (Print)
ISSN 1993-6885 (Online)



