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ABSTRACT

This study examines the effects of truth-inducing pay schemes and risk preferences on
budget slack by laboratory experiment. The experimental results show that the
truth-inducing pay scheme and risk preference variables do not interact and significantly
affect budget slack. Risk-averse subjects create more budget slack than non-risk-averse
subjects do. The implementation of high incentive truth-inducing pay schemes can reduce

and eliminate budget slack but low incentive truth-inducing pay schemes have no such
effects.
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