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When accounting meets psychology

* Qutline
— What is accounting all about?
— Why and how accounting meets psychology?
— Illustrated research examples when time permits)
— Challenges and opportunities

21
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What is accounting all about?

Accounting is the business language.
Accounting is management tool.

Understanding the implications of and
interpreting the phenomena related to these
two roles of accounting can be from different
perspectives.

Psychology is one of them.

What is accounting all about?
Accounting is the business language

Underlying the role that accounting is the
business language is information.

Information: An essential feature of accounting

Information preparers: management and
accountants

Information assurers: auditors

Information users: investors, creditors,
government, suppliers, customers, competitors,
management, employees, auditors, and judges
(jurors).

22
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Why and how accounting meets psychology?
Accounting is the business language

* Economics-based research

* Examples

— How do capital markets react to accounting
information?

— How do capital markets react to auditor report?

— How do management incentives affect financial
reporting quality?

— How do auditor incentives affect audit quality?

— How do regulations affect financial reporting quality?

— How do regulations affect audit quality?

— Interactions of regulations and incentives

Why and how accounting meets psychology?
Accountingis the business language

* Features of economics—based research
— Efficient market assumption
— Economics related theories (e.g., agency theory)
— Field-archival data
— Market or organization level of data
— Regressions
— Self-selection or endogeneity issues
— Ex-post assessment of policy consequences
— How about the behavior of individuals?

23
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Why and how accounting meets psychology?
Accounting is the business language

Psychology-based research

Focal question: How do individuals perform decisions/judgments
whether they are preparers, assurers, or users? (JDM)

Examples

— How does the format of financial information affect investors’
decisions?

— How does the frame of financial information affect investors’ decisions?
— How does the order of audit evidence affect auditors’ judgments?

— How does auditor incentive affect audit decisions?

— How does experienced-related knowledge affect auditors’ judgments?
— How does task property affect auditors’ judgments?

— Interactions of incentives and cognitive factors

Why and how accounting meets psychology?
Accounting is the business language

Features

Applications of psychology theories (cognitive
psychology, and social psychology)
— Heuristics and biases (Tversky and Kahneman 1974)
* Representativeness
* Anchoring and adjustment
* Availability
— Belief adjustment model (Hogarth and Einhorn 1992)
* Recency effect
* Primacy effect

— Motivated reasoning (Kunda 1990)
* Goal directed information search and processing

— Accountability (Lerner and Tetlock 1999)

24
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Why and how accounting meets psychology?
Accounting is the business language

Experimental data
Participants: practicing auditors, EMBA students

Independent variables are manipulated by
researchers, and levels of independent variables are
often exogenously determined

Observe and test how the dependent variable reacts
to the variationsin the independent variables

ANOVA, mediation analysis, moderated mediation,
SEM

Ex-ante policy evaluation

Why and how accounting meets psychology?
Accounting is management tool

* Economics-based research

* Examples
— What determines the design of incentive contracts?

— How do incentive contracts (e.g., cash, or equity-
based incentives) affect managerial behavior (e.g.,
short-term orientation, over-investment, misreporting,
etc.)?

— How do performance measures (e.g., subjectivity,
sensitivity, precision, etc.) affect performance
evaluation?

25
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Why and how accounting meets psychology?
Accounting is management tool

* Features of economics—based research
— Rational behavior assumption

— Economics related theories (e.g., agency theory;
contracting theory)

— Field-archival data (sometimes proprietary data from
a firm)

— Organization level of data

— Regressions

— Self-selection or endogeneity issues

— Ex-post assessment of corporate policy consequences
— How about the behavior of individuals?

Why and how accounting meets psychology?
Accounting is management tool

* Psychology-based research
* Focal questions:

* How do individual managers make decisions given the
management accounting and control systems (e.g., cost
system, budgetary system, performance measurement
system, compensation system)?

* How do management accounting and control systems
(MACS) help an organization to achieve its goal given the
organizational context (e.g., size, decentralization,
diversification, strategy, strategic change, competition,
etc.)?

26
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Why and how accounting meets psychology?
Accounting is management tool

*  Examples
— How do managers make pricing decisions given a cost system?
- How do managers or employees report performance target when they
participate in goal setting?
= How is their reporting behavior affected by compensation systems?

— How do managers or employees react to participative budgeting under various
contingencies (e.g., personality trait, leadership style, etc.)?

= How do MACS moderate the association between an organization’s initiative
and performance?

— How is the association between MACS and performance moderated by
organizational context?

= How is the association between MACS and performance mediated by
intervening mechanisms?

= Is a MACS complimentary to or substitute for another MACS?

Why and how accounting meets psychology?
Accounting is management tool

* Features
» Applications of cognitive/organization psychology
theories (examples)
— Contingency theory (the notion of “fit”)
— Upper echelons theory (Hambrick 2007)
— Resource dependence theory (Pfeffer and Salancik 1978)

27
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Why and how accounting meets psychology?
Accounting is management tool

Experimental/questionnaire survey/interview data

Participants: E/MBA students/managers or employees of
organizations

Experimental research: Independent variables are
manipulated by researchers, and levels of independent
variables are often exogenously determined

Survey/interview research: Independent variables are
measured by researchers, and levels of independent variables
are often endogenously determined

Observe and test how the dependent variable reacts to the
variations in the independent variables

ANOVA, mediation analysis, moderated mediation, regression,
SEM

Cross-disciplinary integration

Silo effect

Interesting observations on the use of

language

= Merchant, K., W. Van der 5tede, and L. Zheng. 2003.Disciplinary constraints on
the advancement of knowledge: The case of organizational incentive systems.
Accounting, Organizations and Society 28; 252-286,

28
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Challenges and opportunities

Sources of participants

Generalizability from lab to the field
Generalizability from one country to another
Cross-disciplinary integration
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National Taiwan University
Professor Shu-hsing Li

Outline

Accounting Research and Covid-19

1 Some comments and observations

The Relevance of Accounting Research
2 Current problems and suggestions

The Evolution of Agency Theory

2 From solving complex functions to simple
variables

Empirical Research with Text Mining
2 The experience sharing
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Do Foreign Institutional Investors Vote with Their Feet on
Firms Engage in Real Earnings Management?

\4
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Lack of geographic proximity creates unfavorable monitoring conditions, and may
thus reduce active monitoring on the part of foreign institutional investors (FIIs).
Abnormal business activities can indicate either opportunistic earnings manipulation
without an economic basis or a non-opportunistic size-adjustment of anticipated future
economic opportunities which, in turn, result in different forms of economic
consequences. The distinctive characteristics of abnormal business practices provide us
an appropriate setting to examine Whether FlIs passively involved in governance
practices of their invested firms engage in such earnings reporting behavior, i.e.,
decreasing (increasing) their ownership stake when firms engage in opportunistic (non-
opportunistic) real earnings management. The empirical results show that FlI
ownership decreases (increases) when firms engage in opportunistic (non-
opportunistic) real earnings management. This finding indicates that FIIs take a passive
monitoring role in their portfolio firm’s earnings reporting and correctly price the
impact of managerial decisions in Taiwan.

M4t Foreign Institutional Investors (FlIIs)real earnings management, vote

with feet, monitoring
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Do Accumulated Cooperative Experiences with Audit
Partners Affect Audit Quality?

Y X 1 N T S =

FEAE # o2 EERe
PEAREE L ABRE  BIEKE

Hict B g3 4 HE =2

&

Drawing on two theories—knowledge sharing and social learning, we use data of
publicly listed companies from Taiwan where the names of engagement partners are
disclosed on the audit report, to investigate whether an engagement partner’s
accumulated untainted cooperative experiences can lead to or are perceived to have
better audit quality. Empirical results indicate that our measure of accumulated
untainted cooperative experiences is positively associated with proxies of audit quality
(i.e., modified audit opinions, absolute values of performance-adjusted discretionary
current accruals, and spreads of bank loans), supporting the research hypothesis. We
further find this benefit primarily attributes to less experienced partners, especially
when they cooperate with engagement partners of more experiences than theirs.

Cooperative experiences ~ knowledge sharing ~ social learning ~

Maty
audit quality
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Family succession and cost of bank loans: Evidence

from China

AVAFEVEL SBF K
B EVEL BRR BRRE
PELE LR g o B
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The purpose of this study is to examine the effect of family succession on cost
of bank loan and nonprice contractual terms. Using a unique dataset from China,
we find that lending banks are more likely to charge higher interest rate and tighter
contractual terms, such as maturity of loans and collateral requirement for second-
generation family firms. This indicates that information risk and default risk may
arise after subsequent family succession. However, we find that second-generation
family firms can reduce their cost of bank loan through engaging in top-tier
auditors or connecting politician relationship to enhance credibility of financial

reporting or possible future bailout from Chinese government.

Mats Family Succession ~ Cost of Bank Loan ~ Loan Contract Terms
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Impacts of the US-China Trade War on Stock Markets
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BYAEMBEPRE X Tien-Trung Nguyen #L
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&

This study examines the stock market reactions to the US-China trade war with a
sequence of major 13 tariff announcement events during 2017-19. The mainly empirical
results show that both the US and Chinese stock markets experience negative price impacts
to the announcements, while the Chinese market suffers more losses and higher volatility
than the US market, indicating that there is an unsymmetric effect. Moreover, the trade
frictions between the world’s two largest economies have the spillover effects, from the US
and Chinese markets to world stock markets, in the post-event period; and countries with a
higher foreign trade degree of dependence, their markets have undergone more negative
price reactions to the tariff announcements.

Mtz Trade War ~ Stock Market ~ Stochastic Dominance ~ Spillover Effect -

Foreign Trade Degree of Dependence
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Impact of Supervision Mechanism on the Earnings

Management Behaviors of International Diversification Firms
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The purse of this paper is first to examine the substitution between accruals and real
earnings management. And then to analysis the impact of international diversification on
the substitution between accruals and real earnings management. Furthermore, to test
whether supervision of international diversification, measured as information
transparency and investor protection, would affect the substitutive effects. The empirical
results show that there are substitution between accruals earnings management and real
earnings management. And international diversification increases information asymmetry,
and then increases the incentive shifting to accruals earnings management from real
earnings management, which might damage the firms’ real value. The supervision
mechanisms including information transparency and investor protection, are also likely to
decrease the use of accrual among earnings management and increase the use of real
earnings management.

International Diversification ~ Earnings management ~

Maty
Supervision Mechanism
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