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Article
The analysis of game theory in ethical '
decision-making

Djuni Farhan”
Universitas Gajayana Malang, Indonesia

ABSTRACT

This study explores the application of Game Theory in ethical decision-
making processes, employing a qualitative research method through
literature review and library research. The primary objective is to
analyze how Game Theory models, such as the Prisoner's Dilemma and
Nash Equilibrium, can provide insights into the dynamics of ethical
decisions within various social and organizational contexts. By
Keywords: reviewing existing literature, the study identifies key factors
influencing ethical behavior, such as individual incentives,
cooperation, and the impact of strategic interactions. The findings
suggest that Game Theory provides a robust framework for
understanding ethical dilemmas, particularly in situations where
personal interests may conflict with collective well-being.
Additionally, the research highlights the importance of considering
long-term consequences and repeated interactions when applying
Game Theory to ethics, as these elements can encourage cooperation
and reduce unethical behavior. The study also acknowledges the
limitations of Game Theory in fully capturing the complexity of moral
and ethical considerations, as it is often grounded in rational choice
theory, which may not account for emotional or cultural factors.
Nevertheless, this research contributes to the broader understanding
of how theoretical models can inform ethical decision-making and
proposes further interdisciplinary studies to refine the integration of
Game Theory into ethical frameworks.
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Introduction

Game theory is an analytical tool used to understand strategic interactions between individuals or
groups in situations where one party’ s decisions affect the outcomes for others. In the context of
ethical decision-making, game theory offers a framework that can assist professionals, including
accountants, in navigating complex ethical dilemmas. In an increasingly competitive business
world, where decisions often involve ethical considerations, understanding how decisions can
impact outcomes for all involved parties becomes crucial.

According to a study by (Hancock, 2019), game theory has been applied in various fields,
including economics, politics, and biology. In accounting, applying this theory can help accountants
evaluate decisions that are not only financially beneficial but also consider ethical aspects. For
instance, in situations where accountants face pressure to present inaccurate financial statements
for the company's benefit, game theory can be used to analyze the consequences of different actions
taken.

The research problem in this study focuses on how game theory can be used to analyze ethical
decision-making in accounting practice. Several questions that will be addressed in this study
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include: What are the relevant game theory models for ethical decision-making? How can
accountants apply game theory principles in situations of ethical conflict? What are the
implications of decisions made in the context of ethics and professional responsibility?

By answering these questions, this research aims to provide deeper insights into the relationship
between game theory and ethics in accounting. Additionally, this study seeks to explore how this
approach can enhance ethical awareness among accounting professionals.

The objectives of this research are to analyze the application of game theory in ethical decision-
making by accountants. This study aims to: (1) Identify relevant game theory models and their
application in the context of accounting ethics; (2) Analyze how accountants can use game theory
to evaluate the consequences of ethical decisions; (3) Provide recommendations for accounting
professionals to improve their understanding of ethics in everyday practice.

By achieving these objectives, this research is expected to make a significant contribution to the
literature on accounting ethics and game theory.

The benefits of this research can be seen from various aspects. First, for academics, this research
can serve as a valuable reference in understanding the interaction between game theory and ethics
in accounting. Second, for accounting practitioners, this study can provide insights into how to
apply game theory in ethical decision-making, helping them avoid ethical violations that could
harm their careers and reputations.

Additionally, this research can also contribute to the development of policies and regulations in
the field of accounting. By understanding how game theory can be used to analyze ethical decisions,
regulators can formulate better guidelines to encourage ethical behavior among accounting
professionals. Thus, this research is not only relevant to individuals but also to organizations and
society as a whole.

Basic Concepts of Game Theory

Definition of Game Theory

Game theory is the study of strategic interactions between rational actors, where the decisions
made by one actor influence the outcomes received by other actors. In this context, game theory
provides a framework for analyzing situations in which individuals or groups have conflicting
interests. According to Myerson (1991), game theory can be divided into two main categories: non-
cooperative games and cooperative games. Non-cooperative games focus on individual strategies,
while cooperative games involve collaboration between actors to achieve better outcomes.

In practice, game theory is often used to formulate strategies in business, politics, and other
fields. For instance, in the business world, companies can use game theory to analyze how
competitors' actions may influence their decisions regarding pricing, products, and marketing. In
the context of ethics, game theory can help individuals understand how their decisions can impact
their reputation and integrity, as well as their effects on others.

History and Development of Game Theory

Game theory was first introduced by John von Neumann and Oskar Morgenstern in their book
Theory of Games and Economic Behavior, published in 1944. Since then, the theory has developed
rapidly and has been applied in various disciplines. In the 1950s, John Nash developed the concept
of Nash Equilibrium, one of the most important contributions to game theory. Nash Equilibrium
describes a situation in which no player can improve their outcome by changing their strategy
unilaterally.

Over time, game theory has been applied in various contexts, including economics, political
science, and biology. In accounting, game theory has gained attention as a tool for analyzing ethical
decision-making. Recent studies show that understanding game theory can help accountants face
ethical dilemmas and make better decisions (Brenner & Kauffman, 2015).
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Key Components of Game Theory

In game theory, there are several key components that need to be understood: players, strategies,
and outcomes. Players are individuals or groups involved in the game, while strategies are the plans
of action taken by players to achieve their goals. Outcomes are the consequences of the strategies
chosen by the players. In an ethical context, outcomes can include social impacts, reputation, and
integrity associated with the decisions made.

A concrete example of the application of game theory in ethical decision-making is in situations
where two companies compete for market share. If both companies choose to collude and set
higher prices, they may increase short-term profits. However, if one company decides to lower
prices, it may attract customers from its competitor and increase its market share, though this could
negatively impact its reputation (Tirole, 1988). By understanding these components, accounting
professionals can better analyze complex ethical situations and make more informed and ethical
decisions.

Ethics in Accounting

Definition of Accounting Ethics

Accounting ethics refers to the moral principles and standards of behavior that govern accounting
practices. According to the American Institute of Certified Public Accountants (AICPA), accounting
ethics include integrity, objectivity, and honesty in the presentation of financial statements. These
ethics are essential to maintaining public trust in the accounting profession and ensuring that
financial information is accurate and reliable (Yarahmadi & Bohloli, 2015).

Ethics in accounting is not only about compliance with laws and regulations but also involves
broader moral considerations. For instance, accountants must consider the impact of their decisions
on various stakeholders, including investors, employees, and the public. In many cases, accountants
face ethical dilemmas where they must choose between the interests of the company and their
professional integrity.

The Importance of Ethics in Accounting Practice

The importance of ethics in accounting practice cannot be underestimated. In a report by the
Association of Chartered Certified Accountants (ACCA), it was noted that ethical violations in
accounting can result in serious consequences, including financial loss, reputational damage, and
even legal action. In some cases, ethical breaches can lead to the bankruptcy of companies and the
loss of jobs for employees.

Additionally, strong ethics in accounting practice can enhance public trust in the profession.
When accountants adhere to ethical principles, they not only protect themselves but also safeguard
clients and other stakeholders. This trust is crucial in the business world, where decisions are often
based on the financial information provided by accountants.

Cases of Ethical Violations in Accounting

Cases of ethical violations in accounting often make headlines and can have widespread impacts.
One famous example is the Enron scandal, where the company used unethical accounting practices
to hide debt and inflate profits. As a result, many investors lost money, and public trust in the stock
market was shaken. The scandal also led to significant regulatory changes, including the
introduction of the Sarbanes-Oxley Act in the U.S., aimed at increasing transparency and
accountability in financial reporting (Okougbo et al., 2021).

Another example is the WorldCom case, where the company manipulated financial statements
to show better performance than reality. When the scandal was uncovered, WorldCom filed for
bankruptcy, and thousands of employees lost their jobs. These cases demonstrate the importance of
ethics in accounting practice and the serious consequences that can arise from ethical violations. By
understanding the importance of ethics in accounting and learning from past violations, accounting
professionals can make more ethical and responsible decisions.
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The Relationship between Game Theory and Ethics

Game Theory in Decision Making

Game theory is a branch of applied mathematics that focuses on the strategic interactions between
individuals or groups. In the context of ethical decision-making, game theory provides a framework
for analyzing how individuals can make decisions that not only benefit themselves but also consider
the impact on others. One often-cited example is the Prisoner's Dilemma, where two individuals
must decide whether to cooperate or betray each other. The outcome of their decisions depends not
only on their own choices but also on the choices made by their counterpart. According to Nash
(1950), in situations where all players choose their best strategy, no player can gain an advantage by
unilaterally changing their strategy, known as Nash Equilibrium.

In ethical decision-making, game theory can help identify the potential outcomes of various
choices individuals face. For example, in a business context, a manager may face the choice of
reporting inaccurate financial information for short-term gain. By using game theory, the manager
can analyze the consequences of such actions, both for themselves and for the company and other
stakeholders. Data shows that companies engaged in ethical accounting practices tend to have
better reputations and more stable long-term performance (Fombrun & Shanley, 1990).

Strategy Analysis in the Ethical Context

Strategy analysis in the ethical context involves evaluating the various choices individuals or groups
face and the consequences of those choices. In many cases, ethical decisions are not always clear-
cut and often involve conflicts between personal interests and social responsibility. For instance, an
accountant may face the choice of adhering to the professional code of ethics or following
instructions from a superior who requests the concealment of financial information that harms the
company. In this situation, strategy analysis using a game theory approach can help the accountant
understand the implications of each available choice.

A study by Bazerman and Moore (2013) shows that individuals often fall into cognitive biases
that affect their ethical decision-making. By applying the principles of game theory, individuals can
evaluate their choices more objectively and consider the long-term impacts of their actions.
Furthermore, using game theory models such as Nash Equilibrium can help individuals understand
how their decisions can influence the behavior of others, creating a more ethical environment in the
workplace.

Methods

Research Approach

In this study a qualitative approach is employed with a focus on descriptive analysis. This approach
was chosen as it allows the researcher to delve deeper into how game theory is applied in ethical
decision-making, particularly in the context of accounting. By using a qualitative approach, the
researcher can collect in-depth data through interviews, case studies, and relevant document
analysis. This will provide a more comprehensive understanding of the relationship between game
theory and ethics in decision-making (Hankins & Vanderschraaf, 2021).

The qualitative approach also allows the researcher to explore the perspectives of individuals
involved in ethical decision-making. For instance, interviews with accountants who have faced
ethical dilemmas can provide insights into how they use game theory to analyze their choices. Thus,
the findings of this research are expected to make a significant contribution to the literature on
ethical decision-making and accounting practices (Hastie & Hay, 2012).

Data Collection Methods

The data collection methods used in this research include in-depth interviews, case studies, and
document analysis. Interviews will be conducted with accountants and financial professionals who
have experience in making ethical decisions. The interview questions are designed to explore how
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they apply game theory in real-life situations and how their decisions are influenced by ethical
factors (Owen, 2014).

Case studies will be conducted on several companies that have been involved in ethical conflicts,
such as cases of tax evasion or inaccurate financial reporting. Through case study analysis, the
researcher can identify patterns and strategies used by individuals in facing ethical dilemmas.
Additionally, document analysis, such as annual reports, corporate codes of ethics, and relevant
regulations, will be carried out to provide broader context regarding ethical practices in decision-
making.

Data Analysis Techniques

The data analysis techniques used in this study are thematic analysis and content analysis. Thematic
analysis is conducted to identify the main themes that emerge from the interviews and case studies.
Through this method, the researcher can uncover patterns and relationships between game theory
and ethical decision-making. The collected data will be organized based on themes, and each theme
will be analyzed to understand how individuals apply game theory principles in the context of
ethics (Neuendorf, 2018).

Content analysis will also be conducted to analyze relevant documents. The researcher will
assess how codes of ethics and regulations influence ethical decision-making in accounting
practices. By using both of these analysis techniques, the study aims to provide a clear picture of the
relationship between game theory and ethics in decision-making, as well as its implications for
accounting practice.

Results and Discussion

Research Implications

The findings of this research demonstrate that the application of game theory in ethical decision-
making can provide new insights into understanding the interaction between individuals and
groups within a moral context. Game theory, which examines optimal strategies in situations where
outcomes depend on the decisions of several rational actors, can be used to analyze complex ethical
situations. For instance, in corruption cases, applying game theory can help identify the best
strategies for individuals to avoid engaging in unethical practices while considering the
consequences of their actions and the responses from others (Nash, 1950).

Moreover, the findings of this study indicate that understanding the dynamics of ethical
decision-making can help organizations formulate better policies. For example, in a business
environment, companies that incorporate game theory into their ethical policies can create
incentives for employees to act ethically, thereby reducing the likelihood of ethical violations.
Research by Bazerman and Tenbrunsel (2011) shows that organizations with clear ethical policies
integrated into their business strategies tend to have higher compliance rates among employees.

Another implication of this research is the importance of ethics education within the context of
game theory. By understanding how ethical decisions are influenced by strategic interactions,
individuals can be better prepared to face ethical dilemmas in their professional lives. Ethics
education that integrates game theory principles can help individuals develop the analytical skills
needed to critically evaluate ethical situations and make better decisions (Schwartz, 2014).

Additionally, this research highlights the important role of social and cultural contexts in ethical
decision-making. In situations where social norms support unethical behavior, individuals may feel
pressured to follow such practices. Therefore, understanding how social norms interact with game
theory can provide deeper insights into how to encourage ethical behavior in society (Cialdini,
2007).

Overall, the implications of this research suggest that integrating game theory into ethical
decision-making is not only relevant for individuals but also for organizations and society at large.
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By understanding and applying these principles, we can create a more ethical and responsible
environment.

Research Limitations

While this study offers valuable insights into the application of game theory in ethical decision-
making, several limitations should be noted. First, this research is largely theoretical and does not
fully encompass the practical aspects of applying game theory in real-world contexts. Many
complex ethical situations involve variables that are difficult to measure and predict, making it
challenging to apply game theory models accurately (Dreber & Johannesson, 2008).

Second, limitations in the data used in this research are also a concern. Many studies rely on
qualitative data or surveys that may not fully reflect real-world realities. For example, respondents
may not always be honest in disclosing their ethical decisions, especially in contexts where there is
social stigma associated with unethical behavior (Feldman & Baird, 2015). Therefore, further
research with more quantitative approaches is needed to gain a more accurate picture.

Third, this research does not take into account the psychological factors that can influence
ethical decision-making. Game theory often assumes that individuals act rationally, but in reality,
many decisions are influenced by emotions, social pressure, and other psychological factors
(Kahneman, 2011). Further research should explore how these factors interact with game theory in
the context of ethical decisions.

Fourth, this study is limited to certain contexts, such as business and organizations. Ethical
decision-making in other contexts, such as government or the nonprofit sector, may have different
dynamics that need to be analyzed separately (Miller, 2015). Therefore, further research is needed
to understand how game theory can be applied across various contexts.

Finally, temporal limitations are also a factor that needs to be considered. Changes in social
norms and technological advancements can influence how people make ethical decisions over time.
This research may not fully reflect future dynamics, so continued studies that consider these
changes are necessary (Bennett & Segerberg, 2013).

Recommendations for Future Research

Based on the limitations identified in this study, several recommendations for future research can
be made. First, further research should be conducted using more diverse methodological
approaches, including the simultaneous use of quantitative and qualitative methods. By combining
these two approaches, researchers can gain a more comprehensive understanding of ethical
decision-making in the context of game theory (Creswell, 2014).

Second, it is important to explore more deeply the influence of psychological factors in ethical
decision-making. Research that integrates behavioral psychology with game theory can provide
new insights into how individuals make decisions in complex ethical situations. For example,
studies on the influence of emotions, social pressure, and cognition can offer deeper perspectives
(Loewenstein, 2007).

Third, future research should expand the scope of the analyzed contexts. By examining ethical
decision-making in various sectors, such as government, education, and the nonprofit sector,
researchers can better understand how game theory can be applied more broadly and relevantly
across different situations (Kaptein, 2011). This can also help formulate more effective ethical
policies in various fields.

Fourth, longitudinal research can also provide insights into changes in ethical decision-making
over time. By following the development of individuals or organizations over a longer period,
researchers can identify patterns and trends that may not be visible in cross-sectional studies
(Sullivan & McCarthy, 2013). Such research can help in understanding how social and technological
changes influence ethical decision-making.
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Finally, collaboration between researchers, practitioners, and policymakers is essential to
translating research findings into practical applications. By involving various stakeholders, research
can become more relevant and applicable, and contribute more significantly to the development of
effective ethical policies (Freeman, 2010).

Conclusion

This research has demonstrated that the application of game theory in ethical decision-making can
provide significant insights into the interactions between individuals and groups in a moral context.
By analyzing ethical situations using game theory principles, both individuals and organizations can
better understand the strategies that can be adopted to promote ethical behavior. The findings of
this study also highlight the importance of ethics education integrated with game theory to prepare
individuals to face ethical dilemmas in their professional lives.

Overall, this research underscores the relevance of game theory in understanding and improving
ethical decision-making. By considering the dynamics of social interactions and psychological
factors, we can formulate more effective ethical policies and create environments that support
ethical behavior. This study also identifies several limitations that should be addressed in future
research and offers recommendations to overcome these limitations.
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