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Abstract

I conduct a laboratory experiment to analyze the influence of whistleblower pro-
tection on the cooperative behavior between a manager and an employee. Before
taking part in a trust game with her employee, a manager has the opportunity to
embezzle money at the expense of a third party. The employee observes her deci-
sion and may trigger an investigation by blowing the whistle. The treatments vary
with respect to immunity and anonymity for the whistleblower. I compare misbe-
havior, reporting, and the cooperative behavior across the treatments. The results
suggest that whistleblower protection could deter wrongdoing, but could also have
a detrimental effect on cooperation if it makes it harder for the employee to signal

trustworthiness.
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1 Introduction

In an era of corporate fraud causing severe damages, whistleblowing is a major source
of fraud detection (see e.g., Dyck et al., 2010). Consequently, whenever insiders unveil
a large corporate scandal, there emerges public demand to support whistleblowers by
providing legal protection.! This paper investigates experimentally the behavioral effects
of protection for whistleblowers in the form of immunity and anonymity. It is the first
paper that analyzes how changes in the legal framework affect the cooperative climate
between an employer and an employee. The results suggest that laws, which increase
the frequency of whistleblowing, do not only drive down managerial wrongdoing, but also
lead to a decline in productive cooperation, as it becomes more difficult for the employee
to signal trustworthiness.

Becoming a whistleblower comprises a non-negligible trade-off for an employee. The
fear of retaliation, e.g., a dismissal or a denied promotion, is a major obstacle that of-
ten thwarts whistleblowing (see e.g., Near and Miceli, 1986; Alford, 2001; Cassematis
and Wortley, 2013). Therefore, whistleblowers might be encouraged to come forward by
legally protecting them from retaliation. To this end, international organizations (see e.g.,
OECD, 2016) requested protection for whistleblowers. Some legislators already made an
effort to increase the legal certainty. The most-frequent features of whistleblower protec-
tion are immaunity, which means to guarantee income (see e.g., Kohn et al., 2004, pp. 97),
and anonymous reporting (see e.g., Thiising and Forst, 2016).

However, these legal approaches are discussed controversially, since the support of
whistleblowers might come at a cost. Whistleblowing laws often condition the protection
only on a “reasonable belief” (Kohn et al., 2004, pp. 92). While obviously unfounded
complaints are deterred with this standard,? an adverse effect may be nevertheless an
increase in false claims. That means an employee blows the whistle to be protected from
a dismissal, although there was no misbehavior by her employer (see e.g., Callahan and
Dworkin, 1992; Howse and Daniels, 1995; Givati, 2016). Such false claims would cause
financial, or reputational, damage from investigations for the organization and increase
the costs of the authorities to screen claims for their adequacy (see e.g., Mechtenberg
et al., 2020).

Moreover, the efficient work within an organization relies on productive cooperation,
which requires a sufficient level of trust.> Employees might jeopardize this trust if they use

their insider status to report the employer. While a report could be beneficial for altruistic

T focus on whistleblowing as organization members disclosing illegitimate practices under the control
of their employers to organizations that may be able to effect action defined by Near and Miceli (1985).

2Buccirossi et al. (2021) shows theoretically how to deter unfounded reports by sufficiently high fines.

3For example, Bloom et al. (2012) find that higher levels of trust allow for a lager degree of delegation
and therefore a larger firm size.



reasons (see e.g., Bartuli et al., 2016; Heyes and Kapur, 2009), or financial reasons if
reporting is incentivized, refraining from a report could demonstrate loyalty and let the
employee appear more trustworthy. In consequence, the employer may not dismiss the
whistleblower to punish her, but perceive whistleblowing as a signal of the employee being
less trustworthy such that future collaboration appears non-profitable.* Therefore, if a
whistleblower protection law encourages more reporting, it becomes more difficult for the
manager to receive a signal indicating the trustworthiness of her employee. This would
cause the manager to distrust her employees more often, which has detrimental effects on
cooperation (see e.g., Dworkin and Near, 1997; Vinten, 1994; Walters, 1975).

To study the relationship between whistleblower protection and the cooperative climate,
I create a lab experiment in which an employee can report wrongdoing of her manager
who subsequently decides whether to cooperate with the employee. At the beginning of
a period, the manager has the opportunity to embezzle money and increase her payoff at
the expense of a third party. The employee observes her choice. While the embezzlement
does not affect the employee’s payoff, she can become a whistleblower and trigger an
investigation by reporting misbehavior to an authority. In contrast to other studies (see
e.g., Mechtenberg et al., 2020), I model the authority to respond perfectly to a report,
which reflects the standard of a reasonable belief. In consequence, the manager can tell
from an investigation that the whistle was blown. If the employee files a report, the
manager suffers a cost from the investigation and has to pay a fine if she had embezzled.
At the end of a period, the manager and the employee interact in a modified version of
the trust game (Berg et al., 1995). As the sender, the manager decides first which amount
to send to her employee or to take from her employee’s endowment. In this respect, the
game is similar to the moonlighting game (Abbink et al., 2000). If she sends a positive
amount, productive cooperation takes place. That means the amount is multiplied, and
the employee can decide which fraction she wants to return. If the manager takes some
of the endowment of her employee (i.e., beneficial cooperation does not take place), the
amount is simply transferred.

Compared to a baseline treatment without protected whistleblowing (B), the employees
are protected by either immunity (7), or anonymity (A), or both (A7). Immunity means
that the manager cannot take any of the employee’s endowment if the employee filed a
report. Recent experimental economics literature provides broad evidence that monetary
incentives increase the willingness to report of potential whistleblowers (see e.g., Mecht-
enberg et al., 2020; Schmolke and Utikal, 2018; Butler et al., 2020). Anonymity allows the

employee to report without revealing her action prior to the trust game to the manager.

4Tn this regard, findings from experimental economics show that pre-play experience significantly
influence the level of trust in subsequent interactions (see e.g., Bracht and Feltovich, 2009; Fehrler and
Przepiorka, 2016; Gambetta and Székely, 2014; Heyes and List, 2016).



Therefore, the manager cannot condition her cooperation on the employee’s reporting
decision. There is evidence from laboratory experiments that managers retaliate against
known whistleblowers (see e.g., Mir Djawadi and Nieken, 2019; Reuben and Stephenson,
2013).

I derive my hypotheses from a model that assumes that a manager faces an employee
of an unknown “loyalty type”. A loyal type suffers moral costs rather from being disloyal
to the manager, for example not reciprocating an investment, and less from the damage
caused by the embezzlement by the manager. For a disloyal type, it would be the other
way around. Consequently, a manager wants to cooperate with a loyal employee, but
not with a disloyal employee. The intuition of the model is as follows: If the reporting
decision of the employee would perfectly reveal the loyalty type, the manager would not
cooperate if she witnesses a report. If this holds, a loyal type would not report the
manager, since the moral costs from being disloyal to her outweigh those from undetected
embezzlement. The disloyal type, however, would weigh higher the moral costs from the
undetected embezzlement and report her manager. Therefore, embezzlement allows the
manager to screen the type of her employee. Immunity for a whistleblower would make
reported embezzlement more costly for the manager. In consequence, there would be
less embezzlement and therefore less screening of the employees, which may lead to less
cooperation. With anonymous reporting, the manager cannot identify the type of the
employee and has to make her decision on cooperation based on her belief about the
probability to face a loyal type.

In the context of whistleblowing, a laboratory approach has two major advantages com-
pared to the field. First, only detected misbehavior is observable in actual organizations,
such that the true amount of misbehavior remains unknown. Second, we only observe
reporting behavior conditional on misbehavior. That means we can account for truthful
reporting when there is misbehavior and for false reporting in there is none, but not for
the hypothetical behavior in the state that has not been realized. In addition, a number
of studies show a high out of lab correlation in unethical behavior (see e.g., Abeler et al.,
2019).

The results show that whistleblower protection increases honest reporting and, in turn,
reduces embezzlement. At the same time, it provokes adverse incentives for the employees
and lead to an increase in false whistleblowing. For the managers’ willingness to cooper-
ate, I find a positive influence of unreported embezzlement. As embezzlement is mostly
deterred in treatment AI, where protection features both immunity and anonymity, unre-
ported embezzlement does not occur, which drives down cooperation significantly.

The remainder of the paper is organized as follows: Section 2 reviews the related
literature, Sections 3 and 4 present the experimental design and the behavioral predictions,

while Section 5 and 6 present and discuss the results.



2 Related Literature

As this study investigates the relation of whistleblowing and cooperation, it contributes to
the literature on the effectiveness of whistleblowing and whistleblower protection. Recent
studies have used laboratory experiments to test how potential whistleblowers respond to
protection in the form of incentives. Schmolke and Utikal (2018) find that fines for non-
reporting, rewards, and commands increase the probability of whistleblowing. Moreover,
reporting is more likely, if the misconduct affects the whistleblowers themselves, or the
enforcement authority. Butler et al. (2020) investigate the effect of monetary rewards on
whistleblowing in the presence of potential crowding out of intrinsic motivation. They
find an enhancing effect of monetary rewards on the willingness to report and no evidence
for substantial crowding out of non-monetary motivations. In a field experiment, how-
ever, Fiorin (2023) finds employees in the education system are less willing to blow the
whistle on their peers’ absence once it is incentivized and if there are consequences for
the wrongdoer.

Furthermore, studies have found mixed evidence on the effect of whistleblowing on the
efficiency within organizations. In a theoretical model, Friebel and Guriev (2012) show
that the possibility for whistleblowing might harm a firm’s productive efficiency if wrong-
doers “bribe” other members of the organization as this could undermine effort incentives.
Felli and Hortala-Vallve (2016) provide a model in which incentivized whistleblowing can
prevent opportunistic behavior that takes the form of collusion or blackmail between
supervisors and employees.

Mechtenberg et al. (2020) consider both the effectiveness and the efficiency of whistle-
blower protection. They investigate the effects of whistleblower protection on reporting
and on the efficiency of law enforcement in a theory-guided lab experiment. Their find-
ings show that when the legal protection provokes false reporting, whistleblowing becomes
a less informative signal such that more reports do not necessarily materialize in more
investigations. Since the employees are externally heterogeneous with respect to their
productivity, a dismissal could be driven either by efficiency concerns or by preferences
for retaliation.

I complement these studies by considering the connection of the effectiveness of whistle-
blower protection and the efficiency of whistleblowing within the organization. This study
features the effect of protected whistleblowing on the reporting behavior and deterrence as
well. Moreover, I add a dimension that captures the effect of whistleblowing on efficient
cooperation. More precisely, the reporting decision is a possibility to signal trustwor-
thiness to the organization, which is crucial for cooperation to take place. Therefore,
by deterring misbehavior, whistleblower protection affects the frequency of reportable

misbehavior, which may make it harder for employees to signal trustworthiness.



3 Experimental Design

3.1 The Game

To investigate the influence of whistleblower protection on misbehavior, reporting behav-
ior, and cooperative behavior, I combine a whistleblowing game with a modified trust
game. The subjects take either the role of a manager, an employee, or a third party.
While the third party is completely passive, both the other roles have to make up to two
decisions. In the whistleblowing game, the manager decides in the first stage whether to
comply with the law (e = 0) or to embezzle money (e = 1), which generates a revenue
for her and a cost for the third party. In stage two, the employee decides whether to
stay silent (r = 0) or to file a complaint (r = 1). She makes this decision conditional on
the embezzlement decision of the manager. This means that the employee decides about
reporting truthfully (r*) in case the manager embezzles, and about reporting falsely (/)
in case the manager complies.’

The trust game starts in stage three. The manager decides whether cooperation takes
place by choosing the level ¢ € [—30,60]. She can choose a negative amount, which means
that she would take some of the employee’s endowment. If she trusts her employee (i.e.,
¢ is positive), this amount is multiplied by three and transferred to the employee. In
stage four, the employee can return an amount ¢ to her manager, if ¢ was positive. If the
employee has reported in stage two, an investigation takes place at the end of a period,
which is costly for the manager. If this investigation reveals embezzlement, the manager

has to pay a fine. Moreover, the damage for the victim is partly recovered.

Cost and reward parameters There are four possible combinations of the decisions on
embezzlement and reporting (e, ). These can be ranked in terms of social welfare mg(e, )
if three assumptions hold: (i) compliance is better than embezzlement, (ii) detected em-
bezzlement is better than undetected embezzlement, and (iii) in case of compliance, the

employee should not report. The order is given by
ms(e=0,r=0)>7mg(e=0,r=1)>ng(e=1,r=1) > ng(e = 1,7 =0).

I chose the cost and reward parameters (in parentheses) such that these assumptions hold.
The intuition is as follows: The most preferred outcome would be to have no embezzlement
and no report (e = 0,7 = 0). In this case, there is neither damage from embezzlement nor

from an investigation, which leaves all players with just their endowment (Amg = 0). The

SUsing the strategy method (Selten, 1967) allows to keep track of the reporting behavior independent
of the compliance behavior. Brandts and Charness (2011) suggest that using the strategy method should
not yield different results if the decision maker is not directly affected, which applies in this context.



least favorable outcome is undetected embezzlement (e = 1,7 = 0). Here, the manager
earns a benefit (50), which is outweighed by the cost for the third party (90). This
would result in a social net loss (Amg = —40). A preferable outcome would be detected
embezzlement (e = 1,7 = 1). The manager would have to pay a fine (60), which exceeds
her benefit from embezzlement, and the costs of the investigation (10). On the other side,
the third party partially recovers her loss R (80), such that social welfare loss is lower
(Amg = —30). The fourth possibility is a false claim (e = 0,7 = 1). This means that
there is neither a damage for the third party nor a benefit for the manager, but it creates
an investigation cost (10) for the manager (Arg = —10).

For the trust game, I impose a range from —30 to 60 (with discrete steps of length
ten) on ¢. A manager, who does not want to cooperate, because she does not expect
this to be beneficial, could just choose ¢ = 0. However, choosing a negative amount for ¢
would indicate that the manager punishes an employee she does not trust. This decision
could be interpreted as a dismissal or a denied promotion. Furthermore, the gradations
of ¢ give the manager the opportunity to differentiate whether she wants to recover the
damage the employee caused—that is the loss from a false report (¢ = —10), or from a true
report (¢ = —20)—or whether she wants to maximize her payoff (¢ = —30). These different
values reflect that a manager could choose a very strict or a rather mild punishment in
a real world setting, e.g., she could offer a more or less generous severance pay when
she dismisses the employee. For positive values of ¢ the upper bound is set to 60. This
guarantees that the employee cannot punish the manager stronger by keeping the entire
investment than by reporting. The endowment is set sufficiently high (100) that neither
party could make a loss nor is restricted in her choice set. Below, the payoffs for the three

roles in a period, given the decisions of the subjects, are summarized.

TManager = 1004+ € x (50 — (60 X r)) —7r x 10 —c+ ¢ (1)
cx3—t ifec>0

T Employee — 100 + (2)
c if c<0

T3rdpParty = 100 — e x (90 — (80 x 1)) (3)

3.2 Treatments

I vary the legal environment in the treatments in two dimensions: i) immunity, which
means an insurance against a monetary loss and ii) anonymity, which means that the
employee has not to reveal her reporting decision to the manager. This results in four
treatments. These differ with respect to the choice set for the manager in the trust game

conditional on the reporting decision of the employee (immunity) and the date when the
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manager is informed about the reporting decision (anonymity).

Employee learns No anonymity: Employee Anonymity: Manager
state of reveals state of learns state of report
embezzlement report to manager through investigation
Manager Employee Manager Employee
embezzles reports cooperates returns
ee€{0,1} : re{0,1} : ¢ € [—30,60] t € [0, max{0, 3c}]
Stage 1 Stage 2 Stage 3 Stage 4

Figure 1: Timing in a period with and without anonymity

Baseline Treatment (B) In the baseline treatment, the manager knows after stage
two about the employee’s reporting decision, i.e., before she chooses c¢. Further, she is free

to choose a negative ¢ independent of the reporting decision (compare to Figure 1).

Immunity Treatment (I) In treatment [, in which only immunity is introduced,
the manager knows the employee’s reporting decision after stage two as well. In this
treatment, immunity is modeled such that by filing a report the employee can guarantee
her status quo payoff. That means, if there has been a report, truthful or false, ¢ has to

be at least zero.

Anonymity Treatment (A) In treatment A, in which only anonymity is granted,
the information about whistleblowing is disclosed only after stage four through the in-
vestigation, i.e., after the manager chose c. The choice of ¢ is again unrestricted for
any reporting decision. This change in the timing guarantees that the manager cannot

condition cooperation on the actual behavior of the employee.

Anonymity and Immunity Treatment (AI) In treatment AI with both immunity
and anonymity, the manager knows only after her choice of ¢ whether the employee

reported. In case the manager chose a negative c, it is set to ex-post.

3.3 Implementation

Session design The decision whether to implement these treatments with a between-
subject or a within-subject design contains several trade-offs. Between designs are more
conservative, but may have limitations in relation to testing several variations. On the
other hand, within designs are more powerful, but can suffer from confounds (for discus-
sion, see e.g., Charness et al., 2012; Moffatt, 2015). A deciding factor for the design choice



is the research question at hand and its practical implications. This study is motivated
by the debate on supporting whistleblowers by introducing whistleblower protection, for
example in the form of immunity and anonymity. Therefore, a natural design appears to
be a within variation to observe a change in behavior after the whistleblower protection
is introduced. Of course, confronting the subjects with four different treatments would
pronounce the disadvantages of a within design, for example, the issue of order effects.
Consequently, I chose to have just one of the dimensions varied for the same subject. In-
troducing anonymity means a larger variation, since it changes the information structure
within a period, while immunity only changes the choice set for the trust game. There-
fore, I model the introduction of immunity as a within-subject variation, while I vary
anonymity in a between-subject design.

Still, the within design has to be implemented carefully as the treatment before the
intervention may influence the results in the treatment after the intervention. To mitigate
the influence of the treatments before the intervention on those after, I made two design
choices: First, there was short break between the treatments, where the subjects received
the new instructions. In this way, I tried to separate the treatments as effectively as
possible. Moreover, I chose a relatively large number of periods per treatment (eight per
treatment, 16 per session, see Figure 2). Consequently, the subjects have time to gain
experience about the behavior of the other subjects in a given treatment. For example, a
manager learns how often she is reported and how a report relates to the return behavior
in the trust game. After immunity is introduced, the manager needs to learn how this
protection translates into reporting behavior and to update how this possibly different
reporting behavior is related to the return behavior. However, these measures do not rule
out a confound of the treatments. Therefore, it is crucial to control for experience as
well for period fixed effects in the analysis. In addition, I provide figures for the decisions
over time, which allow identifying patterns of potentially confounding factors (see Figures

D.1-7).

Instructions
for part II
Instructions 8 periods (part I) © 8 periods (part II) Post-experimental
and control questions without immunity with immunity questionnaire
Phase 1 Phase 2 Phase 3 Phase 4

Figure 2: Timing in a session



Framing In experimental economics, there is a discussion on the conditions under which
a neutral or a loaded framing is more appropriate.® In this regard, I chose a compromise
similar to Mechtenberg et al. (2020). I framed the experiment in a workplace context
and spoke of employers and employees to support the subjects in understanding the
hierarchical relation between the players. Furthermore, I gave a reminder that the alter-
native corresponding to embezzlement means a violation of the law. Thereby I model an
important feature of unethical decision-making in the real world, since wrongdoers are
clearly aware of that such decisions are illegal. The employee’s decision about a report
was phrased as 'filing a complaint’ to make them aware of the social undesirability of
embezzlement. Drawing attention to unethical behavior may influence the subjects’ de-
cisions, which would be appropriate for this specific research question, though. Although
a mixed framing may not do as well as a purely loaded framing in terms of clarifying
the instructions, I phrased the choice about embezzlement in a neutral way (alternatives:
CIRCLE or TRIANGLE). This was motivated by the possibility that subjects may bring
in their individual perception of the severeness of a specific misbehavior. In this regard,
embezzlement might be perceived as rather mild or rather serious misbehavior. There-
fore, a neutral framing should prevent that the individual perception of embezzlement
influences the behavior. Moreover, I used payoff tables (see Appendix B.1) and control
questions (see Appendix B.2) to ensure that the precise consequences for all players are

understood.

Procedural details At the beginning of the experiment, the subjects received instruc-
tions, which explained the game described above. They were informed that that this game
will be played for eight periods before they receive instructions for the second part of the
experiment.” Furthermore, they were told that managers keep their role throughout the
experiment, while the other two roles are reshuffled after each period. The motivation for
reshuffling the roles of the employee and the third party was twofold: First, it should make
the harm of embezzlement more salient. Second, this procedure allows for a larger number
of independent observations and reduces the likelihood that managers and employees face
each other multiple times. Before a period started, groups of three were randomly formed
with one subject of each role. The subjects face a stranger matching and cannot infer any
information about their group members from previous periods.

While I asked the control questions at the start of a session, subjects completed a (non-

incentivized) questionnaire in which I elicited socio-demographic information (e.g., age,

6 Alekseev et al. (2017) survey a wide range of experimental literature with respect to the instructions
and find that meaningful language could be useful for understanding the environment. For the context
of unethical behavior see Abbink and Hennig-Schmidt (2006); Barr and Serra (2009).

"The second instructions only added that for the upcoming eight periods the managers could not
choose a negative amount for c if the employee filed a report.



Treatment Managers Employees

subjects decisions subjects decisions

B: 240 480
I 30 240 60 480
e 152 304

AL 19 152 38 304

Table 1: Observations per Decision

gender, and field of study), risk preferences (via the “100,000 euro” question of Dohmen
et al., 2011), and their attitudes towards revealing misbehavior (measured on a five-level
Likert scale) at the end. With these questions, I wanted to elicit whether the attitudes
differ between the subjects across the treatments, since this may influence the results.
However, comparing subjects with different roles within a treatment, and subjects with
same role across the treatments, I do not find statistically significant differences for the
reported attitudes. (see Table C.1 for the average characteristics).

The experiment was programmed with the software z-Tree (Fischbacher, 2007). It was
conducted in the laboratory of the University of Hamburg, June 2016, and I used hroot for
recruitment (Bock, Baetge, and Nicklisch, 2014). T ran five sessions with a total number
of 147 student subjects (65% female, average age: 25 years, the majority of the subject
were enrolled in economics or business programs). Four sessions had 30 participants (ten
groups per period), one had 27 participants (nine groups per period). The number of
subjects per role and treatment as well as the total number of obervations is summarized
in Table 1.

To keep the incentives identical for every period over the entire experiment, after the
questionnaire has been completed, one period was randomly drawn for payout. The
subjects received payments between 5.50 and 18.50 euro (including a show-up fee of 5

euro) with an average of 10.07 euro.

4 Behavioral Predictions

In this section, I establish the behavioral predictions on the employees’ willingness to
report—truthfully and falsely—and their return behavior as well as on the decision of the
managers to embezzle and to cooperate for the different treatments. I derive the behav-
ioral predictions from the equilibrium analysis of a simplified version of the game described

in Section 3, which is formally spelled out in Appendix A (see Propositions 1 - 4).
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Summary of the theoretical model In contrast to the game played in the experiment,
I assume that the trust game, played in the stages three and four, consists of two binary
decisions: The manager decides to cooperate or not, the employee returns either a high
amount or a low amount. The high amount is larger than the investment of the manager,
while the low amount is smaller. Further, I assume that there are two types of employees:
the “loyal” type has a relatively high moral cost from being disloyal to the manager-that
is, to return less than the manager invested in the trust game, or to report falsely—and
relatively low moral cost from undetected embezzlement. For the “disloyal” type, it is the
other way around. The manager does not know which type she is facing. She would like
to cooperate if she faces a loyal employee since she could expect that cooperation would
be profitable. Analogously, she would refrain from cooperation if she faces a disloyal type.
The crucial scenario is when the manager embezzles: Assuming that the reporting decision
would perfectly reveal the type of the employee, the manager would not cooperate if the
employee reports, but would cooperate if the employee does not report. In this case, the
loyal employee would not report as the profit from cooperation outweighs her costs from
undetected embezzlement. For the disloyal employee the moral costs from undetected
embezzlement are higher than the profit from cooperation such that she would report.
If the manager does not embezzle, the reporting decision would not reveal the type and
the decision to cooperate depends on the manager’s expectation about the share of loyal

employees.

Predictions on truthful whistleblowing (r*) From the equilibrium described above,
it follows that disloyal (loyal) employee will (not) report in treatment B. This equilibrium
also holds in treatment I as well. However, it becomes more difficult to sustain, as there
is a reward for reporting and therefore the opportunity costs from not reporting for a
disloyal employee become larger. Consequently, I expect to be the empirical willingness
to report to be at least as high in treatment I. In the treatments A and Al reporting
does not convey information about the type of the employee. Therefore, the reporting
decision does not influence the manager’s cooperation decision and both types report

embezzlement (see Prediction r?).

Prediction (r*). b <ot rb <oy, b <ol =1l

Predictions on false whistleblowing (rf) The model considered the case where
the reward for reporting does not outweigh the moral costs from false reporting. Con-
sequently, both types would not report falsely in any treatment. This assumption does
not necessarily hold in reality. Therefore, it is worthwhile to discuss possible deviations.
If this assumption is relaxed and, for example, the moral costs are smaller than the re-

ward for both types, there would still be no false reports in the treatments B and A, as
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there is no reward for reporting, and both types would still be better off by avoiding the
moral cost from a false report. However, in the treatments where the manager have to
compensate whistleblowers, I and Al the scenario would be different. Both types would
have an incentive to report falsely if they expect the manager not to cooperate. While
in treatment I a report would make cooperation to happen less likely, in treatment Al
it cannot affect the cooperation decision of the manager. Therefore, false reports should

occur more frequently in treatment Al (see Prediction r/).

Prediction (r/). rf; < 7"{, 7’]’; = 7“,];, 7“{ < 7{;1; 7{; < 7“1};1-

Predictions on embezzlement (e) The decision to embezzle in treatment B depends
on the manager’s belief about the share of loyal employees. It must hold that separating
the types by embezzlement is more profitable than basing the cooperation decision on the
belief about the share of loyal employees. The higher the share of loyal employees the more
profitable becomes embezzlement: the probability to earn a profit from both cooperation
and embezzlement increases, while the probability to be fined for embezzlement decreases.
In treatment I, the threshold for embezzlement to be profitable is higher since the manager
has to compensate the “disloyal” type. Therefore, screening becomes more expensive and
the frequency of embezzlement should be lower. In treatments A and Al any employee
will report embezzlement, but the manager cannot learn about the type. Therefore,

embezzlement should not occur (see Prediction e).

Prediction (e). ep >e;, ep>ea, e5>ea;, €a=eal.

Predictions on the frequency of cooperation (¢) Concerning the willingness to
cooperate, the behavioral predictions are ambiguous. First, the comparison between
treatments with and without anonymity depends on the share of loyal employees. As
the manager cannot screen the employees in the treatments with anonymity, she would
always cooperate if she expects the share to be high enough to make a profit on expec-
tation. Vice versa, she would not cooperate in the treatments A and Al if she expects
the share as too low. In the treatments without anonymity, the manager can identify the
type of employee and would not cooperate with disloyal employees. Therefore, if a man-
ager believes that the share of loyal employees is sufficiently high to cooperate without a
signal about the trustworthiness, the frequency of cooperation would be lower in the non-
anonymous treatments. In contrast, if a manager believes the share of loyal employees is
sufficiently low (i.e., she would not cooperate under anonymity), the frequency of coop-
eration would increase in treatments without anonymity, as she could identify employees
she wants to cooperate with. Between the anonymity treatments A and AI, the model

predicts no difference in the willingness to cooperate. For the comparison between the
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treatments B and I, there is less embezzlement in treatment I, such that there are less
cases where the manager can identify the type of her employee. That means cooperation
would be more frequent in treatment [ if the manager expects a sufficiently large share
of loyal employees, and vice versa. Furthermore, there are opposite effects in treatment
I. On the one hand, it is more difficult for the loyal type to remain silent (compare to the
prediction on truthful reporting). On the other hand, it is more expensive for the manager
not to cooperate with employees who reported since she would have to compensate them.
The model does not allow making a claim which effect might outweigh the other. Taken
together, it is a priori difficult to compare the frequency of cooperation across treatments
since it largely depends on the belief of then manager about the share of loyal employees
(see Prediction ¢). While this belief is unknown to the experimenter, it is likely shaped

by the experience from previous periods, which has to be considered in the analysis.

Prediction (C) CB § Ccr, CRB § Ca, Cr § CAJ, CA = CAr-

Predictions on the frequency of high returns (£) The model allows making predic-
tions about the frequency of employees returning an amount larger than the investment.
These predictions depend on the cooperation decision of the manager. Recall that only the
loyalty type of the employee influences the return decision. As the manager cannot differ-
entiate between the employee types in the treatments with anonymity, the model predicts
no difference between the treatments A and Al In the treatments without anonymity,
the manager can identify the types in case she embezzles such that she does not coop-
erate with a disloyal type. The frequency of high returns should therefore be higher in
the treatments without anonymity. As there is more embezzlement in treatment B, and
therefore a higher degree of separation of the types, the frequency of high returns should
be higher than in treatment / (see Prediction t).

Prediction (t) tg > 1y, tp > ta, tr > targ, ta=1tas.

5 Results

In this section, I analyze the treatment differences to identify the effects of whistleblower
protection on reporting, embezzlement, as well as on the sending and the return behavior
in the trust game. In a first step, I present how the subjects decided on average across
the four treatments.

To test for statistical significance, I follow Moffatt (2015) and use non-parametric tests
with subject-role-level averages as observational units. For between-subject differences, I
apply a Mann-Whitney U test (B vs. A, I vs. AI), while I account for within-subject dif-

ferences with a Wilcoxon signed-rank test (B vs. I, A vs. AI). To include the influence of
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past decisions, I use panel regressions in addition, which account for the number of inde-
pendent observations and allow controlling for period fixed effects. As for the behavioral

predictions, I will first consider the reporting behavior of the employees.

rh: 0.72 <t 0.87 7"]];: 0.13 < r}c: 0.31
A A A N
rh: 0.84 < rh 1 0.89 rh: 022 <=l 0.54

(a) Truthful reporting (b) False reporting
eg: 041 <*** ¢ 0.24 rg: 0.40 < rr: 0.46
eq: 032 > ey 0.08 ra: 0.39 < rur 0.58
(c) Embezzlement (d) Total reports

Notes: The values in tables (a)—(c) report the average decisions of the subjects across the treatments. Table (d) reports the
frequency of reports, i.e. the combinations of embezzlement and true reporting, and no embezzlement and false reporting.
Significance levels : *p < 0.1; **p < 0.05; ***p < 0.01

Table 2: Reporting and Embezzlement across Treatments

Truthful whistleblowing (r!) Since I use the strategy method for the employee’s
decision to report, I track separately how the willingness to report truthfully and falsely
differs across the treatments. Table 2a displays the fractions of employees that choose
to report truthfully for each treatment. To evaluate the effect of the instruments on the
willingness to report, I compare the outcome of the treatments I and A to treatment B.
For treatment I, I find a significant increase from 72% to 87% (p < 0.01). In treatment A,
the fraction rises to 84%, although this increase is not statistically significant (p < 0.20). I
find the highest fraction of truthful reports in treatment A7 with 89%. This is a significant
increase compared to treatment A (p < 0.01, only two out of 38 subjects decrease the
reporting frequency), but not compared to treatment I (p < 0.49). These results provide
evidence that both instruments, but especially immunity, affect the employee’s willingness

to report truthfully as intended and therefore support mostly the prediction 7.

False whistleblowing () Analogously, Table 2b displays the willingness to conduct
a false report. Surprisingly, I find 13% of the employees would blow the whistle although

there was no misbehavior in treatment B.® In line with prediction 7, I find that the

8 Although the employees cannot target the managers whom behavior they disliked, some employees
might still want to punish managers in general. Regression results indeed suggest that employees whose
manager cooperated in the previous round are less likely to report falsely (Table D.1, columns 5 and 6),
while it does not affect the willingness to report truthfully (columns 2 and 3).
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share of false reporting does not increase significantly in treatment A (22%, p < 0.54).
However, introducing immunity in treatment I leads to a significant jump in false reports
to 31% (p < 0.01). These results indicate that a significant share of subjects expects the
manager to take from their endowment instead of cooperating, and that the expected loss
outweighs the moral cost from false reporting—other than assumed in model. In line with
this, the share of employees willing to file a false claims peaks in treatment Al with 54%
(p < 0.01 compared to A and to I). These findings support the prediction 7/ and suggest
that subjects react also to the adverse incentives of whistleblower protection.

The results for truthful and false whistleblowing already provide evidence for costs
as well as for benefits of whistleblower laws. Protection increases truthful reports, but

provokes adverse effects in the form of false reports at the same time.

Embezzlement (e) The previous results indicate that under whistleblower protection
embezzlement would be reported more often. Further, it is of interest whether managers
anticipate these changes in reporting such that embezzlement is deterred (see Table 2c).
Compared to treatment B (41%), I find a significant drop in embezzlement when reporting
is incentivized in treatment I to 24% (p < 0.01). In treatment A, where the employee
can report anonymously, also a lower share of 32% decides to embezzle money. However,
this decline is not statistically significant (p < 0.58). In treatment Al only 8% of the
managers choose to embezzle money. This is a significant decline both from treatment
A (p < 0.01) and from treatment I (p < 0.03). These results mostly support prediction
e. Regression results indicate that the subjects anticipate the reporting behavior based
on their experiences. The dummy for reported embezzlement in the previous period is
negative and highly significant, while the controls for the treatments do not explain the
embezzlement frequency (see Table D.2).

Interestingly, the number of overall reports is the highest in treatment AI (58%), i.e.
when the frequency of embezzlement is the lowest (see Figure 2d). While the number
of reports are very similar in the treatments B, A, and I (B vs. I: p < 0.46, B vs.
A: p < 0.80), in treatment AI it increases significantly compared to both treatments
A (39%, p < 0.01) and I (46%, p < 0.03). While the managers anticipate the high
tendency to report, and therefore embezzlement is mostly deterred, the remaining cases
(8%) are entirely reported in treatment Al That means there are no unreported cases of

embezzlement and there is the highest frequency of false reports.

Cooperation (¢) Having analyzed the reporting and the embezzlement behavior, I will
evaluate the willingness to cooperate and the level of cooperation over the different treat-
ments. The prediction ¢ pointed out that treatment differences are difficult to anticipate,

since the cooperation decision depends on the expectation of the manager with respect to
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the “loyalty type” she is facing. This expectation should be influenced by her latest ex-
perience with respect to the employees’ reporting and return behavior. Therefore, it will
be crucial to use regression analysis to investigate the mechanisms between reporting and
cooperative behavior. First, I analyze the cooperative behavior on the aggregated level.

Table 3a shows the share of managers who chose a positive ¢ across the treatments.

cg: 0.30 > ¢7: 0.26 g 043 > b 0.42
A V vV I

ca: 0.34 > cyp: 0.17 cy: 040 <y 0.42

(a) Cooperation frequency (b) Cooperation level

Notes: The values in the tables (a) and (b) report the average rate of (a) the frequency cooperation and (b) the level of
cooperation across the treatments, conditional on ¢ being positive. Observations of cooperation level: B: 73, I: 62, A: 51,
AI: 26. Significance levels : *p < 0.1; **p < 0.05; ***p < 0.01

Table 3: Frequency and Level of Cooperation across Treatments

Considering treatment B, I find a fraction of 30% of the managers choosing to cooperate.
Both in treatment A (34%, p < 0.86), and in treatment I (26%, p < 0.26), the willingness
to cooperate is not significantly different. However, in treatment AI only 17% of the
managers decide to cooperate. While this is not significantly different from treatment [
(p < 0.35), it is a significant drop compared to treatment A (p < 0.02). The comparison
of the average cooperation over the treatments does not support the prediction e as the
model does not predict differences between the anonymity treatments.

To investigate in detail what could explain the treatment differences, it is important
to recall what could drive the cooperation decision of a manager. In treatments without
anonymity, the manager may receive a direct signal from the employee on her trustworthi-
ness through the reporting decision. Precisely, if a manager embezzles and the employee
does not report, it may lead the manager to cooperate more likely. In treatments with
anonymity, the manager cannot infer any information about the trustworthiness from the
reporting decision of the employee as it is not observed. However, since the decisions are
made repeatedly, a manager may infer from reporting decisions from previous periods how
likely it is to face a trustworthy employee. Moreover, in all treatments, the experience
with respect to the return behavior of the employees may shape the expectation about
the average trustworthiness.

To analyze the influence of the managers’ experience, I use regressions that control for
the embezzlement decision in the respective period, the most recent reporting decision and
whether there was profitable cooperation in the last period. As the most recent reporting
decision is different for subjects in the anonymous and in the non-anonymous treatments,
I split the sample and conduct the regressions separately.

The regression results for the frequency of cooperation in non-anonymous treatments
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Cooperation Frequency

(1) (2) 3)

Treatment I -0.0458 0.104 0.145
(0.0538)  (0.0872)  (0.0902)
LowReturn(lag) -0.245***  -0.251***
(0.0797)  (0.0901)
Embezzlement -0.228** -0.238*
(0.112) (0.125)
FalseReport 0.102 0.0377
(0.156) (0.168)
UnreportedEmbezzlement 0.356* 0.348*
(0.212) (0.201)
Constant 0.304***  0.572*** 0.366
(0.0452) (0.112) (0.233)
Period FE No No Yes
N 480 131 131
Ngroups 30 28 28
R? 0.00260 0.128 0.156

Notes: The table reports results from a random-effects GLS regression where Ngroups is the number of individuals. De-
pendent variable: (1)-(3): cooperation decision of managers (0 or 1). LowReturn, Embezzlement, FalseReport, Unreport-
edEmbezzlement are all binary variables. (lag) indicates a lagged variable. ReportedEmbezzlement is omitted because of

collinearity. Standard errors in parentheses are clustered on the individual level. Significance levels: * p < 0.1; ** p < 0.05;
*okk
p < 0.01

Table 4: Regression Analysis: Cooperation without Anonymity

are reported in Table 4 (columns 1-3). First, I turn the attention to the experienced
return behavior (column 2). The coefficient for a loss from cooperation in the previous
period—that is, the employee returned less than the manager sent—is negative and highly
significant. Moreover, the results indicate that also the reporting behavior plays an im-
portant role. The coefficient for having experienced unreported embezzlement is positive
and significant, though only weakly. This suggests that the subjects adjust their expecta-
tions about the profitability of cooperation based on their cooperation experience and on
whether embezzlement was reported. Controlling for period fixed effects, the coefficients
in Table 4, column (3) suggest that the results do not change qualitatively.

Analogously, the regression results for the frequency of cooperation in the anonymous
treatments are reported in Table 5. It is controlled for the same variables as before, with
the exception that the most recent observed reporting is from the previous period. There-
fore, the variables on reporting are lagged by one period. The results for the anonymous
treatments provide a similar picture as before (see Table 5, column 2). The coefficient for
having experienced a loss from cooperation in the previous period is negative and highly
significant as well. Further, the results for anonymous reporting indicate that the most

recent reporting behavior plays a role, even if it cannot be linked to the present employee.
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Cooperation Frequency

(1) (2) (3)
Treatment AT -0.164*** -0.113 -0.0540
(0.0575)  (0.103)  (0.129)
LowReturn(lag) -0.538***  -0.506***
(0.126)  (0.171)
Embezzlement -0.311%**  -0.339***
(0.115) (0.0926)
FalseReport(lag) 0.158 0.154
(0.140)  (0.145)
UnreportedEmbezzlement(lag) 0.344*** 0.351*
(0.128) (0.180)
ReportedEmbezzlement(lag) -0.0521 -0.102
(0.106) (0.149)
Constant 0.336***  0.810***  0.980***
(0.0671)  (0.0968)  (0.194)
Period FE No No Yes
N 304 75 75
Ngroups 19 16 16
R? 0.0358 0.355 0.379

Notes: The table reports results from a random-effects GLS regression where Ngroups is the number of individuals. De-
pendent variable: (1)-(3): cooperation decision of managers (0 or 1). LowReturn, Embezzlement, FalseReport, Unreport-
edEmbezzlement, ReportedEmbezzlement are all binary variables. (lag) indicates a lagged variable. Standard errors in
parentheses are clustered on the individual level. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01

Table 5: Regression Analysis: Cooperation with Anonymity

The coefficient for having experienced unreported embezzlement is positive and highly
significant. If I include the period fixed effect, the coefficient remains significant, but only
weakly.

The regression results indicate that the decision to cooperate depends on the most re-
cent experience with respect to the returning and the reporting behavior of the employees.
This may explain the differences in cooperation between the anonymous treatments on
the aggregate level. Note that in treatment Al embezzlement is completely deterred.
Therefore, cases, where an employee could refrain from a truthful report to signal trust-
worthiness, do not occur. While the theory predicts no difference for the frequency of
embezzlement between the anonymous treatments, embezzlement is more prevalent in
treatment A nevertheless (see Figure 2c¢). Moreover, in 19% of the cases, the employee
does not report the embezzlement. That means, in treatment A the managers experi-
ence unreported embezzlement, which they may perceive as signal of trustworthiness, but
not in treatment Al In consequence, the drop in cooperation between the anonymous
treatments may result from the different levels of deterrence.

In addition to the treatment differences, it interesting whether the cooperative behavior
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of managers can be distinguished based on their prior behavior. Before the cooperation
decision takes place, each manager already made decision whether to embezzle. The
results from Tables 4 and 5 show that managers, who chose to embezzle, cooperate less
often. Moreover, false reports seem to affect the cooperation decision. This suggests that
mainly managers, who chose to embezzle, drive the lower cooperation rates.

Apart from the general decision to cooperate or not, the level of cooperation is of
interest. Since the design allows varying the level of trust, managers may rather adjust
the amount that is trusted to the employee instead of refraining from cooperation in
general. To account for this, I consider only those managers who chose to cooperate and
report the trusted share of their endowment (Table 3b). The results suggest that there
are no treatment differences for the size of cooperation. Independent of the protection
scheme, the trusted share lies within a range of 40 to 44 % of the endowment, which
roughly corresponds to the average investment level across experimental studies (see e.g.,

Fehr and Schmidt, 2006).
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Figure 3: Distribution of amounts taken/sent

To obtain a more detailed picture of the cooperation level, Figure 3 illustrates the
distribution of the realizations of ¢ across the treatments. Given the decision to send a
positive or negative ¢, the results suggests that the choice of the level of ¢ is very similar
across the treatments. Those managers, who cooperate, send predominantly a small ¢
(10, or 20) and sometimes the highest possible amount (60). Those managers, who do not
cooperate, just send nothing in one out of six cases, while in almost all of the remaining
cases, they choose the lowest possible ¢ (-30). However, there is a striking difference
for the treatment I. As there is immunity if the employee reports, the manager cannot
choose ¢ = —30 as the minimum in this case, but only zero. Correspondingly, a notably
higher rate (roughly two thirds) of those managers, who do not cooperate, (has to) choose
zero. As the managers choose a negative ¢ when they do not expect the employee to be
trustworthy, and false reports seem not to decrease the cooperation likelihood, immunity

increases the earnings for employees.
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Return behavior To conclude, I will turn the focus to the return behavior of the
employees. In a similar vein as for the cooperation decision, I consider a binary decision—
whether to return more or less than the manager sent—and the level of the amount the
employees return. Table 6a shows the share of employees, who returned more that the

manager sent (high return), conditional on the manager had chosen a positive c.

cp: 049 > ¢ 0.44 th: 0.76 > th: 0.65
A \ \Y v
ca: 051 > cup: 0.38 thy: 0.65 > t4; 0.57
(a) High return (b) Level of return

Notes: The values in the tables (a) and (b) report the average rate of (a) employees returning more than what was sent
and (b) the level of return across the treatments. Observations of return decisions: B: 73, I: 62, A: 51, AI: 26. Significance
levels : *p < 0.1; **p < 0.05; ***p < 0.01

Table 6: Return Behavior

Since the managers can only infer from the reporting behavior of the employee how likely
it is to receive a high return, there should be no differences between the treatments A and
Al Moreover, the non-anonymous treatments should have a higher share of employees,
who send a high return. The share should be higher for treatment B than for treatment
I (compare to prediction t). The comparison of the treatments B and I supports this
prediction as the decrease from 49% to 44% is statistically significant (p < 0.01, just one
of 32 subjects increased the frequency of returning more than what was sent). However,
the results cannot support a higher frequency of high returns in the non-anonymous
treatments (B vs. A: p < 0.69, [ vs. Al: p < 0.33). Comparing the two anonymous
treatments, the frequency appears to be higher in treatment A (51%) than in treatment
Al (38%), but I cannot provide statistical significance for this difference as it results from
a low number of subjects (N=13).

Furthermore, controlling for past behavior allows to identify whether the reporting deci-
sion of an employee corresponds to a certain return behavior. The results from a regression
analysis illustrates that employees, who made a false claim, are less likely to return more
than what the manager sent (see Table D.3). As false reports do not lower the frequency
of cooperation, managers seem not to anticipate this return behavior. Moreover, unre-
ported embezzlement is not associated with a higher frequency of high returns, although
managers reward it more often with cooperation. Interestingly, these results suggest that
managers may not react optimally to the observed reporting behavior.

Similarly to the cooperation decision of the managers, the employees may adjust rather
the level of the amount they return. Figure 6b show that the employee return, on average,
between 57 and 76% of what was sent to them. The tests do not report any significant

difference between the treatments.

20



6 Discussion

With this paper, I shed light on the potential hidden costs of whistleblower protection.
In a workplace setup, a manager could embezzle money at the expense of a third party,
while her employee observes this and could report her manager before they play a trust
game. [ varied the framework in two dimensions to capture two prominent features of
whistleblower protection laws: First, not revealing the reporting decision to the manager
before the trust game allows the employee to report anonymously. Second, prohibiting
the manager to take from the employee in the trust game conditionally on a report,
enables the employee to insure herself against retaliation from the manager by blowing
the whistle.

In line with the literature (see, e.g. Bartuli et al., 2016; Schmolke and Utikal, 2018;
Butler et al., 2020), my results confirm that both instruments have the intended effects:
I observe an increased willingness to report truthfully by the employees, which is antici-
pated by the managers who reduce embezzlement. This suggests that whistleblower laws
offer a rich potential for fighting the damage of corporate fraud through both increased
deterrence and detection. On the other hand, the findings demonstrate that whistle-
blower protection also provokes adverse effects. Since the incentives for reporting are not
provided conditionally on a successful investigation, these do not only increase truthful
reporting, but also trigger false whistleblowing by the employees.

A novel finding of this paper relates to the costs associated with the deterrence of mis-
behavior. Beyond the negative direct impact from reports in the form of costs from the
investigation for authorities or the organization, I point out the importance of whistle-
blowing for the cooperative climate in an organization. Increasing the willingness to
report leads to a high level of deterrence, therefore limiting the possibility to signal trust-
worthiness to the manager. This may create an “atmosphere of distrust”, which hampers
productive cooperation. In consequence, social welfare could be negatively affected by
whistleblower protection although it deters misbehavior.

I chose a simple design for the whistleblowing game, where the employee has precise
knowledge about the state of illegal behavior of her superior. Further, the employee does
not face the risk of leaks under anonymity. In addition, an investigation and immunity are
guaranteed consequences of a report. This captures the intended increase in legal certainty
for the whistleblower. In reality, when not all of these assumptions are met, uncertainty
may also influence the behavior under the different protection regimes and cause a lower
responsiveness of employees (see e.g., Chassang and Miquel, 2019; Mechtenberg et al.,
2020). Therefore, my results serve as a benchmark for future studies that relax these

assumptions.
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A Theory

This Appendix is structured as follows: In Section A.1, the model is presented, and
in Section A.2, I derive the equilibrium outcome for each treatment. The behavioral

predictions of Section 4 are derived from the Propositions 1 - 4.

A.1 Model

The Game Played I consider a model played by two players, a manager and an em-
ployee. The manager is matched with an employee of loyalty type | € {I,1}, where [ < [
(I = I: l-employee, [ = [: I-employee), which is private information of the employee. The

manager’s belief that she faces a loyal employee is Pr(l = [)=¢(r) and she has a common
prior Pr(l =1) = 1—a and Pr(l =) = a. In stage 1, the manager decides whether or not
to embezzle e € {0,1}, which is observed by the employee. Then, the employee decides
whether or not to report r € {0,1}, which is observed by the manager in treatments
without anonymity (treatments B and /), but not in treatments with anonymity (treat-
ments A and Al). In stage 3, the manager decides whether or not to cooperate with the
employee ¢ € [0, 1]. If the manager cooperates, the employee decides to return ¢ € [tg, 1],

where tg < t; < 1, back to the manager. Otherwise, the game ends after stage 3.

Treatments

e In treatment B, the manager observes the reporting decision before deciding on
cooperation and there is no minimum payment to the employee if the manager does
not cooperate.

e In treatment I, the manager observes the reporting decision before deciding on
cooperation and the employee must get at least x where [ > x > 0 when she reports
and the manager does not cooperate.

e In treatment A, the manager does not observe the reporting decision before deciding
on cooperation and there no minimum payment to the employee if the manager does
not cooperate.

e In treatment A/, the manager does not observe the reporting decision before deciding
on cooperation the employee must get at least x when he reports and the manager

does not cooperate.

Payoffs All payoffs (monetary and non-monetary) are summarized in Table A.1. First,
the payoff of the manager depends on whether or not she embezzles, whether or not
the employee reports, whether or not she cooperates and which ¢ is returned in case of
cooperation. The manager’s potential gain from embezzlement is the monetary payoff E.

If the employee reports and there was embezzlement, the manager pays a net fine F. If
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without anonymity,

Employee observes e manager observes r
Manager Employee Manager Employee
embezzles § reports : cooperates returns
ee{0,1} r e {0,1} ce{0,1} t e {to,t1}
Stage 1 Stage 2 Stage 3 Stage 4

Figure A.1: Model

she chooses to cooperate, she pays an investment [ to create a pie of size 1, which the
employee then distributes between her and the manager by sending either ¢y or ¢;. In
treatments with(out) immunity, the manager does (not) have to pay x to the employee if
she has reported.

Second, the payoff of the employee depends on whether or not the manager embezzles,
whether or not she reports, whether or not the manager cooperates and whether she
returns ¢; or ¢y in case the manager cooperates. If the manager embezzles and the employee
does not report, she faces a moral cost from undetected embezzlement 6 = 1 — [. Note
that [ < = § > 0. If the manager does not embezzle, but she does report, she faces a
moral cost [. If the manager cooperates and the employee returns ¢; that leaves her with
a payoff of 1 — t;. If she returns ¢, instead, she faces a moral cost [, since she did not

reciprocate the cooperation decision properly.

A.2 Equilibrium Analysis
A.2.1 Preliminaries

When deriving my predictions, I focus of Perfect Bayesian Equilibria (PBE) in pure strate-
gies (i.e., all players choose best responses given their beliefs and given the strategies of the
other players, where beliefs are formed in accordance with Bayes’ Rule whenever possible).
More precisely, I focus on separating equilibria where a [(I)-employee does (not) report
when the manager chooses to embezzle. This captures the trade-off between the detection

of embezzlement and signalling trustworthiness to support productive cooperation.
Assumption 1. [ < t; —ty < I, i.e. the disutility of an L(l)-employee from returning the
low amount ty is smaller (larger) than the monetary gain from returning low amount to

instead of high amount t;.

Assumption 2. t5 < I < ty, i.e. cooperation pays off for the manager only if the

employee returns the high amount t;.
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Treatments without immunity

embezzlement report cooperation return | employee manager
B S na |0 o
0 0 1 to 1—tg—1 to—1
0 0 1 ti | 1=t th—1
. na. | =t o
0 1 1 to 1—ty— 2l to—1
0 1 1 t 1—t -1 ty—1
R S S na._ |0 ___ Lo
1 0 1 to | —0+1—tg—1 FE+ty—1
1 0 1 t —0+1—t E+t -1
S N na_ |0 A
1 1 1 to 1—tg—1 —F+ty—1
1 1 1 t 1—1t —F+t;—1
Differences in treatments with immunity
embezzlement report cooperation return | employee manager
0 1 0 na. |x—1 —T
1 1 0 na. | —F —x

Table A.1: Theory Payoffs

Assumption 3. t; < [, i.e. the disutility from embezzlement must be smaller than the

profit from cooperation for an l-employee.

Assumption 4. ty < I — z, i.e. receiving the low amount ty does not pay off for the

manager compared to paying the reward for reporting.

Assumption 5. t; +x < [, i.e. the sum of the disutility from embezzlement and the
reward for reporting must be smaller than the profit from cooperation for l-employee.
A.2.2 Return behavior: Equilibrium outcome

Lemma 1. (Return behavior) In every equilibrium in all treatments, if the manager

chose ¢ = 1, a l-employee always chooses t =ty and a l-employee always chooses t = t;.
That 1is,

28



t ifl=1andc=1,
t*(c, 1) = < to ifl=1andc=1,

n.a. ifc=0.

Proof. First, the employee can only choose a transfer ¢t for ¢ = 1, i.e. a pie of 1 is
created. So assume that the utility of the employee in stage 4 is Uy(tg) = 1 — to — [ and
Us(ty) = 1 —t1. From Uy(ty) > Uy(ty) follows [ > t; — to. By assumption 1, a type [ (1)
employee will choose t; (to). O

A.2.3 Treatment Baseline: Equilibrium Outcome

Lemma 2. (Baseline: Cooperation) The manager always (never) cooperates if she
chose to embezzle and the employee does not (does) send a report. If the manager didn’t

embezzle, she only cooperates if the share of loyal employees is high enough. That is,

1 ife=1andr =0,
c*(rie,a) =491 ife=0andr =0 and a > o/,

0 else,

with o/ = tI_—tO
1—to

Proof. While the profit for the manager from not cooperating in stage 3 is zero, the

expected profit from cooperation for the manager in stage 3 is w(c = 1) = Pr(l) - t; +

1 — Pr(l) - to — I. For cooperation to be profitable it must hold that m(c = 1) > w(c =

0) < Pr(l)-t; + (1 —Pr(l)) - to > I. First, we consider the case where the manager

chose e = 1. In the candidate separating equilibrium, the reporting decision perfectly

reveals the employee’s type. That means r =1 = Pr(l) =¢*(1) =0 andr =0 =

Pr(l) = ¢*(0) = 1. Therefore, by assumption 2 the manager will choose ¢*(r = 0) = 1 and
c(r=1)=0,sincer=1 = n(c=1)=t)—I<0andr=0 = 7(c=1)=t;,—1 >
0. If the manager chose e = 0, reporting cannot be profitable for any type. Therefore, the

employee not reporting does not reveal the employee’s type, such that Pr(l) = ¢*(0) = .

Therefore, the manager cooperates only if a > o/ 1= 1=, O
1—to

Lemma 3. (Baseline: Reporting) A [(1)-employee always (never) reports if the man-

ager chooses to embezzle. Both types do not report if manager does not embezzle. That
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18,

1 ifl=1lande=1,
r*(l,e) =<0 ifl:l_cmdezl,
0 ife=0.

Proof. The employee anticipates subsequent cooperation and payment decisions, as well
as beliefs by the manager. First, we consider the scenario where the manager chose
e = 1 and a l-employee. Since the l-employee would choose ¢; in stage 4 if the manager
cooperates, her utility in stage 2 is Uy(r = 1) = 0 and Uy(r = 0) = —6 + 1 — ¢;. From
Us(r = 0) > Uy(r = 1) follows —6+1—t; >0 <= § = 1—1 < 1—t; and therefore [ > t;,
which holds by assumption 3. Second, we consider the scenario where the manager chose
e = 1 and a [-employee. Since the [-employee would choose ?; in stage 4 if the manager
cooperates, her utility in stage 2 is Uy(r = 1) = 0 and Uy(r = 0) = =+ 1 —tg — 1
From Uy(r = 1) > Uy(r = 0) follows —6 + (1 — t5) — [ < 0 and therefore 0 > —t;. As
we consider a scenario where only loyalty costs occur in the case of a false report for
both types, neither type reports when there is no embezzlement. In consequence, a type

[(1)-employee will optimally choose (not) to report if the manager embezzles and neither

type reports if the manager does not embezzle. O]

Lemma 4. (Baseline: Embezzlement) A manager only chooses to embezzle if the

share of loyal employees « is sufficiently high. That is,

1 ifl=a>d and a > ag”,

* .
e(a) =<1 ifl=a<a anda> ag",
0 else,
: /. I—t no._ _to—I+F "no.__ F
with o = Jtrto, ag” = ¥t0*I+F+E and ag" = T ETE

Proof. If the manager chooses e = 0, both types would not report and the decision about ¢
depends on the size of a.. If & > ' the manager would cooperate and receive an expected
payoffof m(¢ = 1) = a-t;+(1—a)-tp—1 > 0. If @ < o the manager would get 7(c = 0) = 0.
Therefore, whether e = 1 is profitable depends as well on the size of a. Given a > o/, for
embezzlement to be profitable it must hold that (e = 1) > (e = 0) <= 7(c=1) =

a-t+E-I+1—a)- (-F)>a-ti+(1—-a)ty— I <= a>ap" = to’i‘);% Given
a < o, for embezzlement to be profitable it must hold that (e = 1) > (e = 0) <~
mle=)=a-tL+E-1)+(1—a) - (-F) >0 < a>aB”’::t1_I%+E. O
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Proposition 1. (Baseline: Equilibrium Outcome) The Baseline treatment has the
following equilibrium outcome: (i) An l(l)-employee always (never) reports if the manager
chooses to embezzle. (i1) Any employee does not report if the manager does not embezzle.
(111) A manager never cooperates if the employee sent a report. (iv) A manager cooperates

if she embezzled and the employee did not send a report or if she didn’t embezzle and the

7 - /. I—tg -

share of l-employees « is larger than o = Py (v) A manager does only embezzle, if
. "o o.__ to—I+F . / . . no.__ F .

a s larger than ag” = P oy if a > o', or if a is larger than ag” = P oy if

a <. (vi) An employee of type [(1) always chooses t =t (t = t).

A.2.4 Treatment Immunity: Equilibrium Outcome

Lemma 5. (Immunity: Cooperation) The manager always (never) cooperates if she
chose to embezzle and the employee does not (does) send a report. If the manager didn’t

embezzle she only cooperates if the share of loyal employees is high enough. That is,

1 ife=1andr =0,
c'(rie,a) =91 ife=0andr =0 and a > o,

0 else,

with o == tlﬂl
1—to

Proof. As in the baseline treatment, if the manager chose e = 0, reporting cannot be

profitable for any type since < [ < [. Therefore, not reporting does not reveal the

employee’s type such that Pr(l) = ¢*(0) = «. Therefore, the manager cooperates only

if o > a = tll_Ttt% For e = 1, the cooperation decision has to be evaluated differently

given the reporting decision of the employee, since reporting is incentivized. First, if the
employee does not report the scenario is identical to the baseline treatment. Second,
if the employee does report, the payoff for the manager from not cooperating is now
m(c = 0) = —z. The expected profit from cooperation for the manager in stage 3 is

still 7(¢c = 1) = Pr(l)-t; +1 — Pr(l) - to — I. For cooperation to be profitable it must
hold that n(c = 1) > n(c = 0) <= Pr(l)-t; + (1 —Pr(l)) - to0 > I — 2. In the
candidate separating equilibrium, the reporting decision perfectly reveals the employee’s
type. That means r = 1 = Pr(l) = ¢*(1) = 0and r = 0 = Pr(l) = ¢*(0) = 1.
Therefore, by assumption 4 the manager will choose ¢*(r = 0) = 1 and ¢*(r = 1) = 0,
sincer=0 = 7w(c=1)=t;—I>0andr=1 = 7w(c=1) =ty — I+ 2 <0 (which

is harder to sustain compared to the baseline treatment). ]
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Lemma 6. (Immunity: Reporting) An employee of type I (1) always (never) reports if
the manager chooses to embezzle. Both types do not report if manager does not embezzle.
That 1is,

1 ifl=1lande=1,
() =40 ifl=1lande=1,
0 ife=0.

Proof. Suppose assumption 4 holds: Again, we first consider the scenario where the man-
ager chose e = 1 and an employee of type | = [. Since she would choose t; in stage 4 if the
manager cooperates, her utility in stage 2 is Up(r = 1) = 2 and Us(r = 0) = =5 + 1 — ;.
From Uy(r = 0) > Uy(r = 1) follows —0 +1 -t >1 <= d=1-1l<1—t —2x
and therefore [ > ¢, + x, which holds by assumption 5. Second, we consider the scenario
where the manager chose e = 1 and the employee is of type | = [. Since she would
choose ty in stage 4 if the manager cooperates, her utility in stage 2 is U,(r = 1) = x and
Uy(r=0)=-0+1—ty—1From Uy(r =1) > Uy(r = 0) follows —0 + (1 —ty) -l < x
and therefore x > —t;. As we consider a scenario where the reward x is smaller than
the than the loyalty costs—which occur in case of a false report—for both types, neither
type reports when there is no embezzlement. In consequence, a type [(I) employee will
optimally choose (not) to report if the manager embezzles and neither type reports if the

manager does not embezzle. O]

Lemma 7. (Immunity: Embezzlement) A manager only chooses to embezzle if the

share of loyal employees « is sufficiently high. That is,

1 ifl=a>da and a > o,
E3 _ .
e(a) =191 ifl=a<a anda > a",

0 else,

I—to " ._ to—I+F+zx

F+x
t1—to’ ar = to—I+F+FE

"o.__
+x and af" = P el

with of =

Proof. If the manager chooses e = 0, both types would not report and the decision about ¢
depends on the size of a.. If & > o' the manager would cooperate and receive an expected
payoff of m(c =1) =a-t1 +(1—a)-tg—I > 0. If @ < o the manager would get 7(c = 0).
Therefore, whether e = 1 is profitable depends as well on the size of . Given o > o/, for
embezzlement to be profitable it must hold that m(e = 1) > m(e = 0) <= 7(c=1) =
a-(ti+E-D+(1—a)(—F—x) > ati+(1-a)ty—1 <= a > o/ = % Given
a < o, for embezzlement to be profitable it must hold that m(e = 1) > w(e = 0) <=
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mc=1)=a-HLt+E-D+(1—-a) (-F —12)>0 < oz>oq’”::t17[f%. O

Proposition 2. (Immunity: Equilibrium Outcome) The immunity treatment has
the following equilibrium outcome: (i) An L(l)-employee always (never) reports if the
manager chooses to embezzle. (i) Any employee does not report if the manager does
not embezzle. (i) A manager never cooperates if the employee sent a report. (iv) A
manager cooperates if she embezzled and the employee did not send a report or if she

didn’t embezzle and the share of [-employees o is larger than o = =% (v) A manager

t1—to ”
_to-ItFiz b
e TirrEes W o>l orif ais larger than

ifa < o. (vi) An employee of type [ (1) always choosest =t (t = ty).

does only embezzle, if «v is larger than af” :=

o mno.__ F4x
I = “I+F+E+=z

A.2.5 Treatment Anonymity: Equilibrium Outcome

Lemma 8. (Anonymity: Cooperation) The manager only cooperates if the share of

loyal employees is high enough. That s,

“(a) 1 ifa>d,
(a) =
0 else,

I—tg

; /.
with o == oy

Proof. In the anonymity treatment, the reporting decision does not convey any informa-
tion about the type of the employee. The crucial condition for the cooperation decision of

the manager is therefore: a-t1+ (1 —«) -ty < I. First, we consider a < o := tIl_Ttt(z) If the

manager chose e = 1, both types will report the embezzlement, because they only avoid

the disutility from undetected embezzlement. That means, the belief of the manager is

Pr(l) = ¢(1) = a = ¢* = 0. As before, if the manager chose e = 0, reporting

cannot be profitable for any type since x < [ < [. Therefore, the employee not reporting

does not reveal her type, such that Pr(l) = ¢(0) = a == ¢* = 0. Second, we

consider a > o := tI_Ttt“ If the manager chose e = 1, both types will report the em-
1 0

bezzlement, because they avoid the disutility from undetected embezzlement and do not

affect the cooperation decision of the manager. That means, the belief of the manager

is Pr(l) = q(1) = a == c¢* = 1. For e = 0, still, reporting cannot be profitable

for any type. Therefore, the employee not reporting does not reveal her type, such that

Pr(l) =q(0) = a = ¢ =1. O

Lemma 9. (Anonymity: Reporting) Any employee reports if the manager chooses to
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embezzle. Both types do not report if manager does not embezzle. That is,

1 ife=1,
0 ife=0.

r*(l) =

I—tg
t1—to "

employee in stage 2 is Us(r = 1) = 0 and Uy(r = 0) = =6 = r*(l) = 1. Second, we
ploy g

I—to
t1—to "

isUy(r=1)=1-1l—tgand Uy(r =0) = —§+1—tg—1 = r*(I) = 1. For a l-employee,
the utility in stage 2is Us(r = 1) =1 —t; and Up(r = 0) = -6 +1 —t; = r*(I) = 1.

As before, if the manager chose e = 0, reporting cannot be profitable for any type. In

Proof. First, we consider a < o/ := If the manager chose e = 1, the utility of the

consider @ > o/ := If the manager chose e = 1, the utility of a [-employee in stage 2

consequence, any employee will optimally choose (not) to report if the manager does (not)

embezzle. n

Lemma 10. (Anonymity: Embezzlement) A manager never embezzles. That is,

e* =0.

Proof. If the manager chooses e = 1, both types would report and she would make a loss
for sure since her cooperation decision is independent of the reporting decision such that
mle=0)=a-t1i+(l—a)- tr—I<a-ti+(1l—a)-tr—I—F=mle=1) < —F<
0 = e =0. O

Proposition 3. (Anonymity: Equilibrium Outcome) The anonymity treatment has

the following equilibrium outcome: (i) Any employee does not report if the manager does

not embezzle. (i) A manager cooperates if the share of l-employees a is larger than
/ I—tg

of = =p (iii) A manager never embezzles. (iv) An employee of type (1) always

chooses t =t; (t =tg).

A.2.6 Treatment Anonymity and Immunity: Equilibrium Outcome

Note that the only difference between treatments “Anonymity” and “Anonymity and
Immunity” is that in the latter reporting is rewarded in the case where cooperation does
not take place. Since both types of employees report if and only if the manager embezzled,
embezzlement is already deterred by the provision of anonymity. In consequence, both
types do not report and the reward does not come into effect. It follows that the respective

equilibrium outcomes are the same in both treatments:

Proposition 4. (Anonymity and Immunity: Equilibrium Outcome) In the treat-

ments “Anonymity” and “Anonymity and Immunity”, the equilibrium outcomes coincide.
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B Supplementary Material

B.1 Translated Instructions

Welcome to today’s experiment! If you read the following instructions carefully, you can
earn a significant payment - depending on your decisions.

Please note, that from now on and during the whole experiment no communication
is allowed. If you have any questions, please direct these at one of the experimenters.
Neglecting these rules result in exclusion from this experiment and all payments.

All your decisions during this experiment will remain anonymous and cannot be related
to you by either the experimenters nor the fellow subjects. Your earnings will be accounted
in points. The points you acquire during this experiment will be exchanged for euro at
the end. The exchange rate is: 10 points = 50 eurocent.

General procedure:

There are three roles in this experiment: Manager, employee and a third party. These
roles are assigned randomly. If you are drawn into the role manager, you'll maintain this
role throughout the entire experiment. If you start with one of the other two roles, your
role will be drawn randomly before each period. In each period you are part of a group
consisting of exactly one manager, one employee and one third party. Also the group
composition will result from a random draw in every period.

The experiment is divided into two parts consisting of multiple periods. Beneath you
find the procedure of a period in part 1. For the second part, you'll receive instructions
on your screen immediately before it starts.

Procedure of a period in part 1:

Every subject is endowed with 100 points. After the roles are assigned, the manager
chooses between two alternatives (CIRCLE or TRIANGLE). CIRCLE has no payoff conse-
quences for any member of the group. TRIANGLE represents violating the law, resulting
in a gain (50 points) for the manager, and a loss (90 points) for the third party. Again,
there are no consequences for the employee.

After the manager has made her choice about CIRLCE and TRIANGLE, the employee
has to decide whether she wants to file a complaint. This decision is taken separately
for both alternatives (complaint if CIRCLE was chosen; complaint if TRIANGLE was
chosen). Filing a complaint causes costs for the manager in any case (10 points). If
CIRCLE has been chosen and complaint has been filed, the manager has to pay an
additional fine (60 points). The third party receives partial compensation for her damage
(80 points).

The table below displays all possible combinations of the decisions made by the manager

and the employee as well as its respective payoffs for all group members.
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Payoffs
Manager Employee
chooses files
alternative a complaint
Manager Employee Third Party
: No 0 0 0
Circle
. Yes -10 0 0
Circle
4 No 50 0 -90
Triangle
. Yes -20 0 -10
Triangle

Subsequently, all group members are informed about the chosen alternative| and whether
there has been a complaint].

To conclude a period the manager and the employee play an investment game. First,
the manager chooses an amount x between -30 and 60 points. Negative figures mean that
points are taken from the employee. Positive mean that points are sent to the employee.
If the manager deducts points from the employee these points are transferred and the
investment game ends. If the manager sends a positive amount to the employee, it will
be multiplied by three. In this case, the employee chooses an amount y between 0 and
3 - x which she would like to return to the manager. There are no consequences for the
third party in the investment game.

Payoffs in the investment game:

Manager = - x + y points,
Employee = max(x, 3- x) - y points,
Third party = 0.

At the end of a period] all of the group members are informed whether there was a
complaint and] your surplus adds up from your endowment (100 points), your rev-
enue from the decisions made (see table) and your revenue from the investment
game.

Summary of a period in part 1

1. Manager chooses alternative CIRLCE or TRIANGLE (violation of law)

2. Employee decides upon reporting

3. Every member of a group learns about the chosen alternative [and the reporting

decision]
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4. Manager and employee engage in an investment game

(5.
5./6.

Every member of a group learns about the reporting decision)

The surplus is computed

After you have completed the second part and a questionnaire, one period is drawn

for payout. You'll receive the points you earned in that period converted according to the

exchange rate plus 5 euro as show up fee.

Thank you for participating and good luck!

B.2 Control Questions

1.

Do you keep your role through the entire experiment?

[J Yes, always.

L] No, my role is randomly drawn in each period.

(] Yes, in case I am an manager. If I am an employee or the third party, it may

change from period to period.

. Do you have the same members in your group over several periods?

L] No.
[J Yes, in the second part of the experiment.

(] Yes, always.

. If the manager chooses TRIANGLE, ...

[ she receives a profit and harms the employee as well as the third party.

[J she does not receive a profit, but harms the employee as well as the third party.
O she receives a profit and harms the third party, but not the employee.

If the manager chooses CIRCLE and the employee files a report, ...

(] all payoffs are unaffected.

[ it causes a cost for the manager. Both the employee and the third party are not
affected.

[] it causes a cost for the manager. Both the employee and the third party receive

a profit.

. If the manager sends 30 points in the investment game, how many points does the

employee receive?

B.3 Questionnaire

Demographics

1.

How old are you? _____

2. What is your sex? [J Male [J Female
3. What are you studying? ________
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4. How much work expericence do you have?

(a) Internships (in month): _____
(b) Full-time (in month): _____
(¢) Student jobs (in month): _____

Risk preferences

1. Imagine you had won 100,000 euros in a lottery. Almost immediately after you

collect, you receive the following financial offer from a reputable bank, the conditions

of which are as follows: There is the chance to double the money within two years.

It is equally possible that you could lose half of the amount invested. What fraction

would you choose to invest?
J 0 O 20,000 OJ 40,000 O 60,000 I 80,000 [J 100,000

Attitudes towards whistleblowing

1. What is your opinion with respect to the following claims?

(a)

(b)

(e)

A person should be supported in disclosing serious misbehavior, even if this
requires disclosure of insider information.

[J Strongly agree [ Agree [J No opinion [J Disagree [ Strongly disagree

A person should be supported in disclosing already mild misbehavior, even if
this requires disclosure of insider information.

[ Strongly agree [ Agree [J No opinion [J Disagree [ Strongly disagree

[ would disclose serious misbehavior, even it would cause disadvantages for me.
O Strongly agree [J Agree [J No opinion [J Disagree [J Strongly disagree

I would disclose already mild misbehavior, even it would cause disadvantages
for me.

[ Strongly agree [J Agree [J No opinion [J Disagree [J Strongly disagree

If the chance is larger that misbehavior is detected it could be deterred.

[J Strongly agree [ Agree [J No opinion [J Disagree [ Strongly disagree

2. In your opinion, how acceptable are the following actions?

(a)

()

Disclosing insider information about serious misbehavior by person in authority
of an organization.

[] Very acceptable [1 Acceptable [J Neither, nor [J Unacceptable [ Very un-
acceptable

Disclosing insider information about serious misbehavior by regular employees
of an organization.

[ Very acceptable [J Acceptable [J Neither, nor [J Unacceptable [J Very un-
acceptable

Disclosing insider information about serious misbehavior by a friend or family
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member of an organization’s member.
(] Very acceptable [ Acceptable [J Neither, nor [J Unacceptable [J Very un-
acceptable
3. Imagine you had insider information about serious misbehavior in an organization
you are a member of. How important was each of the following items for the decision
to tell someone about it?
(a) Persons in authority would support me.
[J Very important [J Important [J Neither, nor [J Unimportant [J Very unim-
portant
(b) T would be legally obliged to report.
[J Very important [J Important [J Neither, nor [J Unimportant [J Very unim-
portant
(¢) Somebody would act to end the misbehavior.
[J Very important [J Important [J Neither, nor [J Unimportant [J Very unim-
portant
(d) Only people I choose would know my identity.
[J Very important [J Important [J Neither, nor [J Unimportant [J Very unim-
portant
(e) Apart from the people I contact, the information would remain confidential.
[J Very important [J Important [J Neither, nor [J Unimportant [J Very unim-
portant
(f) T would remain completely anonymous.
U Very important [J Important [J Neither, nor [J Unimportant [J Very unim-

portant

C Descriptive Statistics and Survey Responses

Table C.1 displays the average characteristics of the subjects cut by treatment and

role.

D Regression Analysis

In this section, I present the regression results for the decisions on embezzlement, truthful

and false reporting, and the return behavior, which are discussed in Section 5.

39



Anonymity

No Anonymity

Manager FEmployee Manager Employee

characteristic

age 24.0 24.2 24.8 25.9
female 0.79 0.63 0.77 0.57
risk 1.16 1.34 1.20 0.95
work experience 0.17 -0.15 0.01 0.06
attitude reporting -0.15 0.09 -0.26 0.03
attitude disclosure -0.04 0.10 -0.13 -0.02
attitude environment 0.00 -0.03 -0.06 0.03
No. of subjects 19 38 30 60

Notes: The table reports the average characteristics of the subjects per treatment and role. 7risk is measured on a scale
from 0-5, where 5 is extremely risk-loving. work experience is a standardized measure of the answers to question 4 in the

“demographics” section of the questionnaire, where a higher score represents more month of work experience.

reporting is a standardized measure of the answers to question 1 in the “attidtudes towards whistleblowing” section of the
questionnaire, where a higher score represents a stronger support for whistleblowing. attitude disclosure is a standardized
measure of the answers to question 2 in the “attidtudes towards whistleblowing” section of the questionnaire, where a higher
score represents a greater appropriateness of disclosing insider information. attitude reporting is a standardized measure
of the answers to question 3 in the “attidtudes towards whistleblowing” section of the questionnaire, where a higher score

represents a greater importance of the legal environment for the decision to become a whistleblower.

Table C.1: Average characteristics per role over treatments

Truthful reporting

False reporting

(1) (2) (3) (4) (5) (6)
Treatment A 0.131** 0.143** 0.144** 0.0893 0.111* 0.111*
(0.0591)  (0.0610) (0.0610) (0.0569)  (0.0586)  (0.0593)
Treatment [ 0.167***  0.189***  0.194***  0.194***  0.187*** 0.206***
(0.0437)  (0.0466) (0.0473) (0.0463)  (0.0475)  (0.0500)
Treatment Al 0.189***  0.213***  0.218"**  0.421***  0.412*** 0.433***
(0.0610)  (0.0629) (0.0634) (0.0661)  (0.0658)  (0.0674)
CooperatingManager (lag) 0.0373 0.0238 -0.0982**  -0.0873**
(0.0394)  (0.0389) (0.0431)  (0.0415)
Constant 0.704***  0.675***  0.630*** 0.118***  (0.148*** -0.00979
(0.0464)  (0.0530) (0.0678) (0.0299)  (0.0374)  (0.0728)
Period FE No No Yes No No Yes
N 784 735 735 784 735 735
Nyroups 98 98 98 98 98 98
R? 0.0343 0.0426 0.0502 0.104 0.113 0.129

Notes: The table reports results from a random-effects GLS regression where Ngroups is the number of individuals. De-
pendent variable: (1)-(3): willingness to report truthfully (0 or 1), (4)-(6): willingness to report falsely (0 or 1). Standard

errors in parentheses are clustered on the individual level. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01

Table D.1: Regression Analysis: Reporting
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Embezzlement

(1) (2) 3)
Treatment A -0.0967 -0.0127 -0.0103
(0.0855)  (0.102) (0.106)
Treatment I -0.171***  -0.0134 -0.0204
(0.0501)  (0.0600) (0.0688)
Treatment Al -0.334**  -0.0657 -0.0735
(0.0749)  (0.0890)  (0.0885)
Embezzlement(lag) 0.708***  0.738***
(0.0815)  (0.0846)
Report(lag) 0.0721 0.102
(0.0912)  (0.0962)
ReportedEmbezzlement(lag) -0.613***  -0.655***
(0.135) (0.137)
LowReturn(lag) -0.0204 -0.0447
(0.0696)  (0.0701)
Constant 0.412***  0.243*** 0.166
(0.0673)  (0.0782)  (0.140)
Period FE No No Yes
N 784 206 206
Nyroups 49 44 44
R? 0.0694 0.163 0.198

Notes: The table reports results from a random-effects GLS regression where Ng;oups is the number of individuals. Depen-
dent variable: embezzlement decision of managers (0 or 1). Standard errors in parentheses are clustered on the individual
level. Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01

Table D.2: Regression Analysis: Embezzlement
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Returning more than sent

M @) )
Treatment A -0.0407  -0.0313 -0.0417
(0.103) (0.102) (0.103)

Treatment I -0.124**  -0.101* -0.0982
(0.0603) (0.0599)  (0.0651)
Treatment Al -0.214* -0.173 -0.154
(0.122) (0.132) (0.135)
Embezzlement -0.0968 -0.0927
(0.0857) (0.0782)
FalseReport -0.183**  -0.208**
(0.0902)  (0.0940)
UnreportedEmbezzlement -0.0121 -0.0612
(0.128)  (0.127)
Constant 0.540***  0.586***  0.690***
(0.0627) (0.0689)  (0.0913)
Period FE No No Yes
N 212 212 212
Nyroups 87 87 87
R? 0.00633 0.0255 0.0504

Notes: The table reports results from a random-effects GLS regression where Ngroups is the number of individuals. Depen-

dent variable: (1)-(3): employees return more than what the manager sent (0 or 1). ReportedEmbezzlement, FalseReport,
UnreportedEmbezzlement are all binary variables. Standard errors in parentheses are clustered on the individual level.
Significance levels: * p < 0.1; ** p < 0.05; *** p < 0.01

Table D.3: Regression Analysis: Return Behavior
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