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The design of accounting s¥stems to date has proceeded in such a way that as
window dressing is uncovered, more stringent regulations are imposed. However, accounting fraud
still occurs today. The reason for this institutional design failure is that it did not take into
account the psychological issue of why people lie. In this study, we derived a theoretical
hypothesis about the mechanism by which people lie and how to prevent it, and tested it through
laboratory experiments. As a result, the following two findings were obtained. People tell small
lies at first, which escalate and become big lies. To prevent false reports within a company, a
system that is not overly strict in its criteria for judging falsehoods and only rejects obvious
false reports is superior.
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