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Although managers have incentives to overstate the firms’ earnings, 

aggressive financial reporting entails diverse risks. Previous studies have 

focused on the relation between aggressive reporting and potential risks, 

including litigation risk, reputation risk and crash risk. And accounting 

conservatism, the fundamental feature of accounting information, plays an 

important role in mitigating these risks. Considering that, I examine how 

CEO’s attitude towards risk influences accounting conservatism, both in 

terms of conditional and unconditional conservatism. Using a risk aversion 

parameter derived by Brenner (2015), I find that risk-averse CEOs are more 

likely to report earnings conservatively. These findings are attributed to 

risk-averse CEOs’ incentive to avoid potential risks caused by aggressive 

financial reporting. My results are robust to various conservatism measure 

and the inclusion of CEO overconfidence. Also, I find that risk aversion of 

CFOs, who engage deeply in accounting-, finance-related decision-making, 

doesn’t affect accounting conservatism. This results may be because CEOs 

have a wider scope of authority and tend to be the final decision maker. 
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1. Introduction 
 

Accounting conservatism, which is characterized by an adage by Bliss 

(1924), “anticipate no profits and provide for all probable losses,” is one of 

the most widely investigated topics in accounting research. While the 

demand side of conservatism has received much attention, the source of 

conservatism has not been actively studied (Larmande and Stolowy 2017). 

Among those, several studies relate various managerial characteristics with 

the firm’s accounting conservatism. For example, Ahmed and Duellman 

(2013), Francis, Hasan, Park, and Wu (2015), and Lourie, Lu, and Shevlin 

(2018) document that managerial attributes, including overconfidence, 

gender, and ethnicity, affect the degree of accounting conservatism. 

Similarly, Ham, Lang, Seybert, and Wang (2017) use signature size as a 

proxy for narcissism and report a negative association with conditional 

conservatism. Expanding this line of research, I study whether CEO’s 

attitude towards risk (henceforth, CEO risk aversion) influences accounting 

conservatism, both in terms of conditional and unconditional conservatism.   

A CEO’s attitude towards risk could play an important role in 

determining his firm’s level of conservatism. Firms and managers have 

sufficient incentives to report their earnings aggressively because they 

reduce the cost of capital, help avoid debt covenants, and increase 

managers’ bonus (Dechow, Sloan, and Sweeney 1996; Chung and Wynn 

2008). At the same time, however, overstated earnings generate multiple 

risks. For instance, Watts (2003a) documents that overstated earnings induce 
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litigation risk. In addition, aggressive financial reporting often causes 

accounting restatement, which is associated with manager turnover and 

reputation damage (Desai, Hogan, and Wilkins 2006).  

One of the key roles of accounting conservatism is to mitigate these 

risks. Managers could avoid subsequent legal exposure by reporting 

earnings in a conservative way (Watts 2003a; Ettredge, Huang, and Zhang 

2016). Conservatism also reduces earnings restatement, stock crash risk, and 

bankruptcy risk (Ettredge et al. 2016; Kim and Zhang 2016; Biddle, Ma, and 

Song 2016). Consequently, risk-averse CEOs may have more incentives to 

report earnings conservatively, to avoid potential risks.  

Accounting conservatism has two specific forms: conditional and 

unconditional conservatism. The key difference between two types is that 

the former is news dependent, while the latter is not (Beaver and Ryan 

2005). Although they look similar and have the same purposes, theoretical 

models show that the application of unconditional conservatism preempts 

that of conditional conservatism, resulting in a negative relation (Beaver and 

Ryan 2005). Considering that, it would be noteworthy to examine whether 

CEO risk aversion affects either conditional or unconditional conservatism, 

or both. Therefore, I divide my hypothesis and separately examine whether 

CEO risk aversion affects conditional and unconditional conservatism, 

respectively.  

Employing a large number of observations over the 1996-2012 

sample period, I test the predictions about the influence of CEO risk 
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aversion on the degree of accounting conservatism. To show that my results 

are robust to various conservatism measures, I employ multiple measures to 

estimate conservatism. The data on CEO risk aversion are provided by 

Brenner (2015). My findings are summarized as follows. First, I find that 

firms with risk-averse CEOs are likely to have a high degree of conditional 

conservatism, measured with Khan and Watts (2009) approach. Second, I 

also find positive associations between CEO risk aversion and unconditional 

conservatism measures, following Givoly and Hayn’s (2000) estimation. 

The findings suggest that risk-averse CEOs worry about the possible 

negative consequences of aggressive reporting and use conservatism as a 

tool to mitigate potential risks. In summary, CEO risk aversion has a 

significant influence on the firm’s financial reporting behavior, more 

specifically, on the firm’s accounting conservatism. 

As robustness tests, I extend Basu’s (1997) regression and find the 

evidence that, once again, supports my hypothesis on the relation between 

CEO risk aversion and conditional conservatism. In addition, I apply 

Penman and Zhang’s (2002) hidden-reserve measure, Con_PZ, but find 

mixed results. Specifically, among six specifications, only two report 

significantly positive coefficients on RRA. The insignificant results may be 

attributed to the fact that the measure focuses on investment where 

managerial discretion has less impact on (Penman and Zhang 2002).  

Finally, I repeat my analyses focusing on the risk-aversion of CFOs, 

instead of that of CEOs, because they engage deeply in finance- and 
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accounting-related decision-making. With 2,248 observations, I find that the 

coefficients on CFO risk aversion are not statistically significant for all 

conservatism measures. This finding may be attributed to the fact that CEOs 

have a wider range of authority and tend to have the final say in decision-

making (Baik, Farber, and Lee 2011; Hribar and Yang 2016). 

One may suspect that the proxy used in this study for CEO risk 

aversion is highly correlated with the proxy for CEO overconfidence. The 

CEO risk aversion observations provided in Brenner (2015) and 

overconfidence ones proposed, for instance, by Malmendier and Tate (2005), 

both utilize stock option exercise data to elicit managerial characteristics. 

Brenner (2015) shows, however, that overconfidence does not distort the 

option-implied risk preferences. I also reach a similar finding in my data. 

Specifically, my results are robust when I control for CEO overconfidence 

in my regressions. Also, the correlations and VIF are far lower than 

conventional thresholds. These results support that there is little concern 

about multicollinearity between CEO risk aversion and overconfidence.  

My study has the following contributions to accounting research. 

First, this study extends the scope of current accounting research via 

investigating the relation between CEO risk aversion and accounting 

conservatism. To my best knowledge, it is one of the few studies that 

directly investigate the impact of CEO risk aversion on the firm’s financial 

reporting behavior. Although prior studies use demographic and categorical 

measures, such as gender or ethnicity, as proxies for risk aversion, my study 
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is different in that I employ a continuous, CEO-specific risk aversion 

parameter that reflects individual traits more deeply. Second, by examining 

both CEO and CFO risk aversion, I find that only CEO risk aversion 

influences accounting conservatism. This adds to the literature that 

examines the relative power of CEOs and CFOs on the firm’s policies. My 

findings are somewhat different from Ge, Matsumoto, and Zhang (2011), 

that document CFO characteristics have an incremental impact on financial 

reporting policies. Similarly, Ham et al. (2017) report CFO narcissism 

affects accounting conservatism while CEO narcissism doesn’t. It will be 

interesting to further examine the dynamics of the decision-making process 

within a firm and conditions where either executive has an incremental 

impact beyond the other one.  

This study extends the scope of current conservatism research and 

expands our understandings of a managerial decision process. The findings 

would also be helpful to outside investors and potential financial 

information users. They could understand the tendency of financial 

reporting behavior and its characteristics from observing the CEO’s attitude 

towards risk and utilize the information in their decision-making process. 

I also acknowledge some caveats of my study. First, my empirical 

results depend critically on the Brenner’s (2015) CEOs risk aversion 

measure. However, prior studies using other risk aversion proxies (e.g., 

gender, ethnicity, vega, and inside debt) support my findings. Second, the 

focus of this study is limited to CEO (CFO) characteristics only. There is an 
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increasing interest in the effects of social interactions among board members 

and CEOs on firm behavior. It will be interesting to investigate the 

interactions between the characteristics of CEO and other important 

stakeholders. 

The remainder of this paper is composed as follows. In section 2, I 

provide a brief review of the previous studies on risk aversion and 

conservatism and develop my hypothesis. In section 3, I explain my 

conservatism and risk aversion measures and discuss research design In 

section 4, I show some empirical results. Section 5 provides the results of 

additional tests and Section 6 concludes. 

 

2. Literature Review and Hypotheses Development 
 

2.1. A Brief Review of the Studies on Risk Aversion 
 

An individual’s risk preference is an important concept in economic and 

business analysis. It is usually assumed that a risk-averse person avoids 

uncertainty and chooses an option with a lower risk even though it has a 

lower return (Varian 2014). Studies in general document that people tend to 

show risk-averse attitude. Andersen, Harrison, Lau, and Rutström (2008), in 

controlled experiments, demonstrate that individual subjects are on average 

risk-averse. Relatedly, Bliss and Panigirtzoglou (2004) report that investors 

in the stock market are on average risk-averse. These studies, however, do 

not try to measure each individual’s differential tendency toward risks. They 

simply demonstrate the average degree of risk-averseness. It is Graham, 
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Harvey, and Puri (2013) who first measure the differential risk-averseness 

of CEOs. 

Because a CEO may face a variety of risky circumstances, his 

attitude towards risk will play an important role in his firm’s policy and 

performance. Several studies already examine CEO’s risk-averse behavior. 

For instance, employing a survey-based approach, Graham et al. (2013) 

measure the degree of CEO’s risk aversion and examine its relation with 

corporate performance and policies. They find that a firm with more risk-

tolerant CEO is more likely to engage in M&A activities and has higher 

growth rates.  

The survey-based method is, however, rather limited because it 

examines the participants’ beliefs, not their actions. To mitigate the 

potential problem, Brenner (2015) tries to observe the CEOs’ revealed 

preference directly. He estimates CEOs relative risk aversion (RRA) 

parameters by examining their exercising patterns of stock options. He finds 

that the median of the CEOs’ RRA parameters is close to one and that their 

average is approximately three. His findings are close to, for instance, those 

in Murphy (1999). Brenner (2015) also finds that more risk-averse CEOs 

are more likely to work at larger and less leveraged firms, and firms with 

fewer R&D expenditures. He also suggests that the RRA parameters have 

significant relations with CEOs’ characteristics, including their genders, 

marital statuses, and intelligence. 
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There is also another line of literature that studies the effects of 

CEO risk aversion on firms’ policies and performances, using different 

proxies. For instance, Cain and McKeon (2016) find that CEOs who hold 

private pilot licenses tend to work in firms with higher return volatility and 

those that engage in more frequent acquisition behavior. Hutton, Jiang, and 

Kumar (2014) also demonstrate that Republican managers are more likely to 

employ more conservative policies, for instance, with lower leverage and 

R&D expenditures. Carter, Franco, and Gine (2017) also report the 

differences in risk preferences between males and females are an important 

factor that could explain the gender pay gaps of CEOs in the US. It should 

be noted that the above-mentioned studies employ a pilot license, political 

orientation, and gender as proxies for risk preference of CEOs, respectively. 

Some studies analyze CEO compensation to infer his risk-taking incentives. 

Coles, Daniel, and Naveen (2006) examine the sensitivity of CEO wealth to 

stock return volatility (i.e., vega) and find that CEOs with high vega 

implement riskier corporate policies, including more R&D expenditures and 

higher leverage. 

 

2.2. A Brief Review of the Studies on Conservatism 
 

Accounting conservatism, the fundamental feature of accounting 

information, is one of the most widely investigated topics in accounting 

research1. Traditional conservatism adage by Bliss (1924), “anticipate no 

                                            
1 for a comprehensive literature review, see Watts 2003a, 2003b; Ruch and Taylor 2015 
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profits and provide for all probable losses”, summarizes the concept of 

conservatism. FASB (1980) defines conservatism as measuring in the 

direction of understatement rather than overstatement of net income and net 

assets. 

A line of research studies firm characteristics that are related to the 

degree of accounting conservatism. For example, Ahmed and Duellman 

(2007) and Garcia Lara, Osma, and Penalva (2009) report that firms with 

stronger corporate governance are more likely to report accounting numbers 

in a more conservative way. LaFond and Roychowdhury (2008) document 

that firms with high managerial ownership have lower demand for 

conservatism.  

Along with this line of research, there are studies that examine the 

relation between the characteristics of individual executive and his firm’s 

financial reporting behavior. Several seminal papers have shown that 

managers play an important role in making firm’s core operational and 

financing decisions (Bertrand and Schoar 2003; Graham et al. 2013). 

Likewise, Bamber, Jiang, and Wang (2010) document that managers exhibit 

their own style when disclosing information voluntarily. Accordingly, 

several studies relate CEO/CFO characteristics and firm’s financial 

reporting behavior. Specifically, CEOs with high confidence tend to report 

accounting numbers in a less conservative way, both in terms of conditional 

and unconditional conservatism (Ahmed and Duellman 2013). Likewise, 

firms with female CFOs or White CFOs are likely to exhibit a high level of 
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accounting conservatism (Francis et al. 2015; Lourie et al. 2018). Also, a 

recent study relates signature size with narcissism and finds that CFO 

narcissism is positively related with earnings management and accounting 

restatement, while it is negatively related with conditional conservatism and 

internal control quality (Ham et al. 2017). 

Expanding this line of research, I discuss how CEO’s attitude 

towards risk affects his firm’s accounting conservatism. The studies I 

introduced above are relevant to my study for the following reasons. 

Regarding overconfidence, CEO overconfidence and CEO risk aversion are 

negatively correlated (Brenner 2015). Also, both measures are constructed 

using the same stock option exercise data. To handle this problem, I control 

for CEO overconfidence throughout my regression analysis to show that my 

results are robust to the inclusion and definitions of CEO overconfidence 

measure. This issue is dealt with in more detail in the following sections.  

Regarding CEO gender, it is widely believed that women are, on 

average, more risk-averse than men (Croson and Gneezy 2009; Brenner 

2015; Carter et al. 2017). Francis et al. (2015) use gender as a proxy for risk 

aversion and find that firms with female CFOs exhibit higher conservatism 

in financial reporting. Likewise, Lourie et al. (2018) assume that ethnicity 

reflects individuals’ risk aversion although the evidence on the relation 

between risk aversion and ethnicity is rather mixed (Benjamin, Choi, and 

Strickland 2010; Barsky, Juster, Kimball, and Shapiro 1997). Unlike these 

studies that use binary measures to estimate risk aversion, I use Brenner 
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(2015)’s continuous and CEO-specific RRA parameter that reflects 

individual traits more deeply.  

In addition, some studies relate CEO equity compensation, such as 

CEO delta or CEO inside debt, with accounting conservatism (Oh 2012; Hu 

and Jiang 2018). Oh (2012) and Hu and Jiang (2018) report that 

conservatism is positively associated with CEO inside debt and CEO vega, 

respectively. Although CEO delta and inside debt capture risk-taking 

incentives of CEOs, they are more focused on the design of CEO 

compensation package, rather than on CEO traits.  

 

2.3. Hypothesis Development: CEO Risk Aversion and 

Accounting Conservatism 
 

In economics, conservatism and risk aversion are often used interchangeably 

(e.g., Golembiewski 2000). However, whether and how ‘accounting’ 

conservatism and CEO risk aversion are related is an empirical question. A 

recent theoretical paper shows that both positive and negative relations 

between managerial risk aversion and conditional conservatism are possible 

(Larmande and Stolowy 2017). Specifically, when the use of accounting 

information only has stewardship purpose (i.e., used only to discipline 

managers), high managerial risk aversion reduces the demand for 

conservatism, resulting in negative relation. On the other hand, when 

accounting information is used for valuation purpose and managers are 

delegated to choose the level of conservatism, risk-averse managers are 
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more likely to choose the high level or conservatism. As mentioned before, 

empirical studies generally provide evidence that supports negative relation, 

using various proxies such as gender and ethnicity (Francis et al. 2015; 

Lourie et al. 2018).  

Generally speaking, firms and managers have strong incentives to 

boost their earnings. For example, high earnings increase managers’ bonus, 

help avoid violating debt covenants, and decrease firms’ cost of capital 

(Dechow et al. 1996; Chung and Wynn 2008). At the same time, however, 

aggressive financial reporting entails diverse risks. First, it increases firms’ 

litigation risk. Overstating earnings or net assets is likely to induce litigation 

risk than understating them (Watts 2003a). Also, aggressive reporting often 

leads to accounting restatement, which is very costly for the firms. For 

example, restated firms experience large negative stock market reaction. 

Palmrose, Richardson, and Scholz (2004) find that firms experience average 

abnormal return of -9% within two days after the restatement. Restatement 

also brings damage to managers as well. Earnings restatements are 

positively associated with higher manager turnover, and displaced managers 

tend to settle down in poorer firms (Desai et al. 2006).  

 And accounting conservatism plays an important role in mitigating 

these risks. In his review paper, Watts (2003a) explains that one of the most 

important roles of conservatism is to help managers mitigate litigation risks2. 

                                            
2 Also, Watts (2003a) suggests that taxation and accounting regulation are plausible, but 

weaker, explanations for conservatism. 
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Ettredge et al. (2016) document that conditional conservatism reduces 

occurrences of lawsuits and brings more favorable outcomes. Chung and 

Wynn (2008) provide evidence that managerial legal liability coverage 

reduces conservatism. Also, the degree of conditional conservatism has a 

negative relation with subsequent earnings restatement (Ettredge et al. 2016). 

Also, prior studies report negative relations between conservatism 

and other risks. For instance, Kim and Zhang (2016) document that 

conditional conservatism mitigates stock price crash risk by constraining 

managers’ incentive and ability to boost earnings. Likewise, Biddle et al. 

(2016) find a negative relation between conservatism and bankruptcy risk.  

To sum up, financial reporting, especially when it is aggressive, 

brings diverse risks. And conservatism, at least to some extent, can mitigate 

these risks. Building on this argument, I posit that CEOs’ attitude toward 

risk would play an important role in determining his firm’s financial 

reporting behavior. Because risk-averse CEOs would respond more 

sensitively to potential risks of aggressive reporting, I propose that risk-

averse managers make greater efforts to report earnings more conservatively. 

My hypothesis goes as follows: 

 

HYPO1: There is a positive relation between CEO risk aversion and 

accounting conservatism. 
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Accounting conservatism has two specific types: conditional and 

unconditional conservatism. Conditional conservatism represents 

asymmetric recognition (i.e., recognizing bad news in a more timely manner 

than good news). On the other hand, unconditional conservatism is 

characterized by consistent under-recognition of net asset values (Ruch and 

Taylor 2015). The main difference between the two is that the former relies 

on economic news events (i.e. whether the news is bad or good) while the 

latter doesn’t (Ruch and Taylor 2015). Although they have same purposes, 

Beaver and Ryan (2005) theoretically prove that unconditional conservatism 

reduces the level of conditional conservatism and that two types work as 

substitutes (Basu 2005). Considering that, it would be noteworthy to 

examine whether CEO risk aversion affects either conditional or 

unconditional conservatism, or both. 

On one hand, risk-averse CEO may try to mitigate diverse risks by 

reflecting bad news more quickly than good news. On the other hand, risk-

averse CEO may respond to diverse risks by constantly under-recognizing 

earnings and net assets, regardless of the news contents that he receives. I 

specify my HYPO1 as follows: 

 

HYPO1(a): There is a positive relation between CEO risk aversion and 

conditional accounting conservatism. 
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HYPO1(b): There is a positive relation between CEO risk aversion and 

unconditional accounting conservatism. 

 

3. Research Design and Data 
 

3.1. Accounting Conservatism Measures 
 

Although research on accounting conservatism has been active, there is no 

generally accepted definition of conservatism 3 . In addition, two 

conservatism types are measured differently. Wang et al. (2009) point out 

that the empirical results may differ with the conservatism measure used. 

Also, all measures have their own strengths and weakness. Considering that, 

I use multiple measures of conservatism to show that my results are robust 

to different conservatism measures. Specifically, I use two conditional 

conservatism measures and three unconditional conservatism measures. In 

my main regression, I use firm-year specific conservatism measures and 

relate them to CEO risk aversion. Also, I extend Basu’s (1997) regression in 

Section 5.1. I conduct additional tests with Penman and Zhang’s (2002) 

hidden reserve conservatism measure in Section 5.2. Each conservatism 

measures are explained in detail in the following subsections. 

 

3.1.1. Conditional Conservatism Measure: Con_KW 
 

The firm-specific conservatism measure I use in my regression (Con_KW) is 

based on Khan and Watts (2009). Khan and Watts (2009) estimate a firm-

                                            
3 for a comprehensive literature review on empirical measures of conservatism, see Wang, 

Hogartaigh, and van Zijl, 2009 
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year specific conditional conservatism measure based on Basu’s (1997) 

regression. The specific estimation method is as follows: 

First, I estimate the following equation (1), 

 

,where  is cumulative stock return ending three months after 

the fiscal year-end and  is an indicator variable that equals 1 when 

, and 0 otherwise. Size is the log of the market value of equity. 

MTB is the market-to-book ratio and Leverage is total liability divided by 

total assets. Estimators of  and , from (1), are constant 

across firms but vary over time. Using these estimators and firm specific 

characteristics (i.e., size, market-to-book ratio, and leverage), I estimate a 

firm-year specific conservatism measure, Con_KW, with the following 

equation (2) 

 

This Con_KW captures incremental timeliness of bad news compared to that 

of good news, which fits into the definition of conditional conservatism4. 

 

3.1.2. Unconditional Conservatism Measures: Con_Acc and Con_Skew 
 

I use two unconditional conservatism measures (Con_Acc and Con_Skew), 

which are both based on Givoly and Hayn (2000). 

                                            
4 Khan and Watts (2009) also develop G_Score, which reflects earnings timeliness in 

response to good news. It is obtained from the following equation: 
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 Givoly and Hayn (2000) suggest measuring conservatism by relying 

on the accumulation of negative accruals because conservatism results in 

constant negative accruals. Following prior studies that use Givoly and 

Hayn’s (2000) measure (e.g., Ahmed and Duellman 2007, 2013; Garcia 

Lara et al. 2007), I estimate Con_Acc by averaging 3 years (from year t-2 to 

year t) of accrual and multiplying negative one. Accrual is defined as 

income before extraordinary items minus cash flows from operations plus 

depreciation expense deflated by average total assets.  

Givoly and Hayn (2000) also estimate conservatism based on the 

skewness of earnings and cash flows. Under conservatism, there are full 

recognitions of bad news and delayed recognitions of good news, resulting 

in a negative skewness of earnings. On the other hand, the distribution of 

cash flow wouldn’t be affected by conservatism. Based on this logic, 

Con_Skew is defined as skewness of earnings minus that of operating cash 

flows. Both earnings and cash flows are deflated by total assets. 

 

3.2. Risk Aversion Measure 
 

Various approaches are proposed in the literature to examine executives’ 

risk-averse behavior. For instance, Graham et al. (2013) employ a survey-

based approach. Meanwhile, Hutton et al. (2014) and Carter et al. (2017) 

indirectly measure their risk aversion from the executives’ specific 

characteristics, including their political orientation or gender. Also, Lourie 

et al. (2018) use ethnicity as a proxy for risk aversion. Accordingly, no 
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comprehensive measures are available that are applicable to a general set of 

data. 

Recently, utilizing stock options exercising data, Brenner (2015) 

proposes a comprehensive measure of executives’ risk aversion. His 

approach is based on the Ingersoll’s (2006) subjective option valuation 

model. In general, individuals’ risk preference cannot be derived from 

option exercise behavior. Because executives are required, however, to hold 

a certain amount of their firms’ stocks for a certain period of time, they 

possess undiversified portfolios, whose subjective values are lower than 

their market values. As a subjective valuation of portfolios would depend on 

the executives’ attitudes towards risk, their risk aversion can be indirectly 

inferred via option exercising behavior. 

Brenner’s (2015) risk aversion measure is constructed with a variety 

of data, including information on insider filing data about the number of 

exercised options, the exercise and market prices, and the time to maturity. 

Additionally, variables including the non-firm wealth measure derived by 

Dittmann and Maug (2007), market volatility, the residual risk of the firms, 

and the risk-free rates, are employed. 

Brenner (2015) finds that the US CEOs’ RRA has a median of 0.59, 

with a mean of 1.92. The values are significantly lower than those of other 

executives, which implies that CEOs are, on average, less risk-averse than 

other executives. Additionally, the right-skewness is known to be a typical 

trait of risk preference distribution (e.g., Anderson et al. 2005; Cohen and 
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Einav 2007). Brenner (2015) also validates his RRA measures via relating 

them with individual characteristics. For example, female or married CEOs 

are more likely to be risk-averse. His measures are also associated with firm 

characteristics. For instance, risk-averse CEOs are likely to work at large, 

less levered firms with fewer R&D expenditures. This finding is consistent 

with that of previous studies. Finally, he considers the relation between risk 

preference and overconfidence and shows that the behavioral biases 

including overconfidence do not distort his RRA measures. 

In this study, I adopt Brenner (2015)’s RRA measures and examine 

the effects of CEO risk aversion on his firm’s accounting conservatism. I 

also control for the CEO overconfidence with other covariates because both 

measures of risk aversion and overconfidence utilize the same stock option 

exercising data. I find that the relation between CEO risk aversion and 

conservatism still holds after controlling for CEO overconfidence. As the 

variance inflation factor (VIF) is much lower than 10, there is little problem 

of multicollinearity in my empirical results. Additionally, I find that the 

correlation between CEO risk aversion and overconfidence is about -0.21 to 

-0.27, which is much lower than the conventional threshold. Because 

Brenner’s (2015) RRA measure is greatly skewed5, I linearize the measure 

by using (i) ranked measure, or (ii) logged measure. The two measures 

(rank_RRA and log_RRA) are used throughout my regression analyses. 

 

                                            
5 The skewness of RRA measure is -6.19. 
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3.3. Model Specification 
 

To test the relation between CEO risk aversion and his firm’s accounting 

conservatism with firm-year specific conservatism measures, the following 

model is considered.  

 

where  is an error term. Because RRA is my main variable of interest, I 

put it in bold in (3).  

As mentioned earlier, three different firm-specific measures are 

considered for the dependent variable Con. First, regarding my HYPO1(a), I 

set Con as Con_KW. Second, with respect to my HYPO1(b), I set Con as 

Con_Acc and Con_Skew. Following Roychowdhury and Watts (2007), I use 

the decile rank of conservatism measures to allow for the potential non-

linear relation between conservatism and CEO risk aversion. Industry and 

year indicators are also included, where the industry is defined at the two-

digit SIC codes. The OLS estimation method is employed in all cases.  

For RRA, I employ the relative risk aversion parameter of CEOs, as 

measured by Brenner (2015). Because RRA is negatively-skewed, I use the 

ranked measure (rank_RRA) or take the natural logarithm (log_RRA). If my 

HYPO1 holds,  is expected to be positive. In addition to RRA, I include 

control variables that are included in previous studies (Ahmed and 

Duellman 2013; Garcia Lara et al. 2009, Lourie et al. 2018). The control 

variables included in (3) are: 
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Conf is CEO overconfidence. I measure CEO overconfidence by the 

following two ways. After Malmendier and Tate (2005, 2008) first 

suggested empirical measures of CEO overconfidence using proprietary data, 

several methods to estimate CEO overconfidence with publicly available 

option exercise data have been developed. First, following Li, Minnis, 

Nagar, and Rajan (2014), I measure Conf_li as the extent to which CEOs 

wait to exercise their options using end-of-year holdings of exercisable 

options which remain unexercised, scaled by the sum of the value of 

unexercised exercisable options, unexercisable options and shares of stock 

(Li et al. 2014). Second, following Campbell, Gallmeyer, Johnson, 

Rutherford, and Stanley (2011), I measure Conf_67 as an indicator variable 

which equals 1 if the CEOs hold options that are more than 67% in the 

money. Overconfident CEOs tend to use less conservative accounting and I 

expect the estimates of  to be negative (Ahmed and Duellmen 2013). 

Own is CEO ownership. Own is defined as shares owned by the 

CEO, excluding options, divided by total outstanding shares. LaFond and 

Roychowdhury (2008) report a negative relation between conservatism and 

managerial ownership.  

Leverage is leverage ratio. Leverage is defined as total liability 

divided by total assets. Watts (2003a) explains that conservatism increases 

efficiency in debt contracting. Positive coefficients are expected considering 

that firms with high leverage ratio would have more bondholder-stockholder 

conflicts resulting in a high demand for conservative reporting (Ahmed, 
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Billings, Morton, and Harris 2002; Ahmed and Duellman 2013; Francis et al. 

2015). 

Size is the log of the market value of equity. Previous results are 

somewhat mixed on the impacts of firm size on conservatism (Ahmed and 

Duellman 2013; Francis et al. 2015; Lourie et al. 2018). 

LitRisk is one if the firm’s SIC code is in industries with a high 

incidence of litigation (2833-2836, 3570-3577, 3600-3674, and 7370-7374). 

The risk is estimated by industry membership following Francis, Philbrick, 

and Schipper (1994). Positive coefficients are expected (Basu 1997; Watts 

2003a; Chung and Wynn 2008).  

MTB is a market-to-book ratio. SalesGrowth is annual percentage 

growth in total sales. CashFlow is operating cash flow deflated by average 

assets. StdSales is the standard deviation of the log of sales over 5 years 

ending in the previous year. SOX is an indicator variable that equals 1 when 

a year is after 2002 and 0 otherwise. Prior studies report that the level of 

conservatism has been increased after SOX (Lobo and Zhou 2006; Francis 

et al. 2015). 

Finally, industry and year indicators are included, where the industry 

is defined at the two-digit SIC codes.  

 

3.4. Data 
 

The data are obtained from various sources, including Compustat, 

Execucomp, and CRSP. My main variable of interest, RRA, is available at 
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Brenner’s website6. My sample period begins in 1996 and ends in 2012 

mainly because of the availability of the CEO risk aversion data. 

Because financial institutions (SIC 6000-6999) have unique capital 

structure and operating system (Fama and French 1992), we only include 

non-financial institutions in our sample. Also, firms with a negative book 

value of equity are excluded from the sample (Easton and Pae 2004). 

For the analyses using firm-year specific conservatism measures, 

the sample contains 6,031 firm-year observations. However, because 

Conf_li measure is only available for 5,452 observations, specifications that 

include Conf_li have a smaller sample size. Finally, all variables, except 

indicators, are truncated at the 0.5% and 99.5% level. 

 

4. Empirical Results 
 

4.1. Descriptive Statistics and Univariate Analysis 
 

 

[Insert Table 1 about here] 

 

Descriptive statistics of the data are reported in Table 1. The proxy for CEO 

risk aversion, RRA, has a median of 0.52 and a mean of 1.94. Its distribution 

is right-skewed, which is a typical characteristic of risk preference 

(Anderson et al. 2005; Cohen and Einav 2007; Brenner 2015). As intended, 

rank_RRA and log_RRA are less skewed, compared with RRA. The 

skewness of RRA is -6.19, while that of log_RRA is 1.83 (not tabulated). The 

                                            
6 https://sites.google.com/site/steffenhbrenner/home/data 
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skewness of rank_RRA is 0, by the definition of ranked variable. The results 

of all other control variables are mostly in accordance with those of other 

prior studies (Ahmed and Duellman 2013; Louie et al. 2018). 

 

[Insert Table 2 about here] 

 

Table 2 provides the Spearman correlations above the diagonal and 

Pearson ones below the diagonal. Consistent with my hypothesis, the 

correlations between RRA variables (i.e., rank_RRA and log_RRA) and 

conservatism measures (i.e., Con_KW, Con_Acc, and Con_Skew) are all 

significantly positive. For instance, the Spearman correlations between 

rank_RRA and Con_KW, Con_Acc, and Con_Skew are 0.03, 0.06, and 0.06 

respectively, all of which are significant at 5% level. Conservatism 

measures generally have positive and significant associations with each 

other except for the correlation between Con_KW and Con_Acc. 

Examining the relation between CEO risk aversion and his firm’s 

characteristics, risk-averse CEOs are more likely to work in firms with 

smaller sizes, lower litigation risk, lower growth rate, and lower market-to-

book values. Furthermore, risk-averse CEOs are less likely to own his firm’s 

stock. These findings are generally in accordance with those of Brenner 

(2015), except for the association between risk aversion and firm size.  

Overconfident CEOs are less likely to report earnings 

conservatively, which is consistent with Ahmed and Duellman (2013)’s 
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findings. And as expected, CEO risk aversion and overconfidence are 

negatively correlated with correlations that range from -0.21 to -0.27, which 

are significant at the 1 percent level. However, they are far lower than 

conventional thresholds that raise concern about multicollinearity. 

 

4.2. Results on Hypothesis 1a: The Effects of CEO Risk 

Aversion on Conditional Conservatism 
 

Tables 3 reports the regression results of (1) for the dependent variables 

Con_KW. All p-values are based on two-tailed tests and firm-clustered 

standard errors are reported. Rank_RRA and log_RRA are used as our main 

variables of interest for the first and the last three columns, respectively. For 

each three columns, the very first columns don’t include CEO 

overconfidence measure while the next two columns include Conf_67 and 

Conf_li, respectively. For all 6 specifications, I find positive and statistically 

significant coefficients on RRA measures. The results are consistent 

regardless of whether log_RRA or rank_RRA is used. Also, the results are 

robust to the inclusion of CEO overconfidence measures, although 

significance decreases slightly when Conf_67 is added. The consist results 

support my HYPO1(a) that CEO risk aversion and conditional accounting 

conservatism are positively correlated. In other words, risk-averse CEOs are 

responding more promptly to bad news than to good news. 

 

[Insert Table 3 around here] 
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 Consistent with Ahmed and Duellman (2013), all of the coefficients 

on CEO overconfidence are negative. However, the significance depends 

greatly on the definitions of overconfidence measures. Specifically, 

coefficients on Conf_67 are significantly negative at the 1% level, while 

those on Conf_li are negative but insignificant. To overcome the possible 

multicollinearity problem between RRA and Conf, I also check VIF of 

regressions and find that VIFs are smaller than 10, which is usually regarded 

as a threshold for detecting multicollinearity. 

Finally, the estimates of the coefficients of other control variables 

generally exhibit expected signs. The level of conditional conservatism is 

negatively related with firm’s market-to-book ratio and size and is positively 

correlated with firm’s leverage. As prior literature suggests, the degree of 

conservatism has increased significantly after the adoption of Sarbanes–

Oxley Act (Lobo and Zhou 2006).  

 

4.3. Results on Hypothesis 1b: The Effects of CEO Risk 

Aversion on Unconditional Conservatism 
 

Table 4 presents the regression result of (1) for the dependent variable 

Con_Acc. Like Table 3, I use various RRA and Conf measure to show that 

my findings are not sensitive to the definitions of the measures. For all 

specifications, I find that the coefficients on RRA are significantly positive 

at the 1% level. Again, the results don’t rely on whether and which Conf 

measures are included. This shows that CEOs’ attitude toward risk has a 
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significant impact on his firm’s level of unconditional conservatism, 

supporting my HYPO1(b). 

Consistent with Ahmed and Duellman (2013), the relations between 

CEO overconfidence and unconditional conservatism are significantly 

negative at 10% level when Conf_li measure is used. However, the relation 

is insignificant when Conf_67 is used. The results combined with those 

from Table 3 suggest that the relation between CEO overconfidence and 

conservatism is sensitive to the definitions of overconfidence and 

conservatism. 

 

[Insert Table 4 around here] 

 

Once again, the coefficients on other control variables are generally 

consistent with expectations. Consistent with LaFond and Roychowdhury 

(2008), the level of conservatism decreases as managerial ownership 

increases. Con_Acc is negatively correlated with firm size (Size) and sales 

growth (SalesGrowth). And it is positive correlated with firm’s leverage 

(Leverage), litigation risk (LitRisk), operating cash flow (CFO), and 

dispersion of sales (StdSales). 

 

[Insert Table 5 around here] 
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Table 5 presents the regression result of (1) for the dependent 

variable Con_Skew. Once again, the coefficients on RRA are positive and 

significant in all 6 specifications, supporting my HYPO1(b). The results are 

robust to the inclusion and definitions of Conf measures. The coefficients on 

Conf_67 and Conf_li are all significantly negative in all cases. All of the 

results on control variables are in line with those from previous studies. 

 From the results reported in Table 4 and 5, I can infer that CEOs 

risk aversion increases the level of unconditional conservatism. In other 

words, CEO’s reluctance to risks leads the firm to under-recognize net asset 

values and earnings, regardless of the contents of the news, confirming my 

HYPO1(b).   

 Combining all the results from Table 3 to Table 5, I conclude that 

CEO risk aversion leads the firm to report earnings conservatively in both 

ways. Risk-averse CEOs exhibit more asymmetric recognition of bad and 

good news. And at the same time, risk-averse CEOs consistently under-

recognize earnings (e.g., expensing costs immediately).  

 

 

5. Robustness Tests 
 

5.1. Alternative Conservatism Measure: Extending Basu 

(1997)’s Asymmetric Timeliness Measure 
 

Basu’s (1997) asymmetric timeliness measure is the most widely and 

frequently used conservatism measure in accounting research (Ryan 2006; 
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Wang et al. 2009). Extending Basu’s (1997) regression, I test my HYPO1(a) 

again. First, the basic Basu (1997)’s regression is as follows: 

 

 

where  is annual stock return, and  is an indicator variable that 

equals 1 when the stock return is negative and 0 otherwise.  

 In this equation (4),  captures the timeliness of earnings in 

response to good news while  reflects ‘incremental’ timeliness of 

earnings in response to bad news (Khan and Watts 2009). The positive 

coefficient of  provides evidence of conditional conservatism 7 . 

Extending Basu’s (1997) specification, prior studies examine the source of 

accounting conservatism (e.g., managerial ownership, corporate governance, 

CEO overconfidence, CFO ethnicity) (LaFond and Roychowdhury 2008; 

Garcia Lara et al. 2009; Ahmed and Duellman 2007, 2013; Lourie et al. 

2018). Following these literature, I test my HYPO1(a) based on the 

following regression:  

 

where  market-adjusted cumulative return ending 3 months after the 

fiscal year-end and  is an indicator variable that equals 1 if  

                                            
7  captures total bad news timeliness. 



 ３０ 

and 0 otherwise. All of the control variables are as previously defined. 

Following LaFond and Roychowdhury (2008), I use decile ranked variables 

for all control variables except for LitRisk, which is an indicator variable. 

Again, industry indicators and year indicators are included and standard 

errors are clustered by firm. If my HYPO1(a) holds,  is expected to be 

positive. 

 

[Insert Table 6 around here] 

 

 Table 6 reports the regression results of regression (5). As expected, 

the three-way interaction terms (i.e., D*Ret*RRA) are significantly negative 

in all six specifications. This result implies that risk-averse CEOs are more 

likely to recognize bad news in more timely manner, when reporting 

earnings. The finding supports my HYPO1(a).  

 

5.2. Alternative Conservatism Measure: Penman and Zhang 

(2002)’s Measure 
 

I also use another widely used unconditional conservatism measure 

developed by Penman and Zhang (2002), Con_PZ, and repeat the regression 

specified in (1). Following Mensah, Song, and Ho (2004), Con_PZ is 

estimated with the following equation: 

 

Here, the Reserve variable is obtained from the following equation: 
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.  

The INV Reserve is the LIFO reserve. R&D and Advertising Reserve are 

the estimated assets that would have been on the balance sheet if they were 

capitalized and amortized. The sum-of-the-years’ digits method over 5 years 

and the straight line method over 2 years are used, respectively. The number 

of observation reduces to 1,299, because the Penman and Zhang (2002) 

method requires data (i.e., R&D expense and advertising expense) that are 

not always available (Wang et al. 2009).  

The correlation between rank_RRA and Con_PZ is 0.06 and 

significant at 5% level, while the correlation between log_RRA and Con_PZ 

is insignificant (not tabulated). Likewise, the regression results are mixed 

and sensitive to the definitions of RRA and Conf. Specifically, the 

coefficients on RRA are positive and significant in some specifications (in 

column (1) and (3)), but are insignificant in the other specifications. The 

mixed and insignificant relation may be due to the characteristics of Penman 

and Zhang’s (2002) measure. Penman and Zhang (2002)’s method focuses 

on investment where managerial discretion has less impact on, which would 

be one of the possible explanation for my insignificant results. 

 

[Insert Table 7 around here] 

 

 

 

6. Additional Test 
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Although I focus on CEOs among executives, several studies focus on the 

relation between CFO characteristics and his firm’s reporting behavior (e.g., 

Francis et al. 2015; Lourie et al. 2017) because CFO typically engage in 

financial reporting and accounting-related decisions of the firm (Gore, 

Matsunaga, and Yeung 2008; Ge et al. 2011). And whether CEOs or CFOs 

risk aversion influence his firm’s accounting conservatism is clearly an 

empirical question. Therefore, as an additional test, I repeat the regression 

(1) using CFO’s risk aversion as my main variable of interest. All other 

control variables are defined the same, except for Own variable, which now 

estimates CFO’s ownership of the firm.  

As a preliminary test, I examine the correlations between CFO risk 

aversion and conservatism measures (not tabulated). They generally exhibit 

positive and significant associations except for the correlation between 

Con_Acc and CFO risk aversion. With 2,248 firm-year observations, I find 

that coefficients on CFO risk aversion are not statistically insignificant for 

all three firm-year specific conservatism measures (not tabulated). This 

finding may be attributed to the fact that CEOs have a wider range of 

authority and tend to have the final say in decision-making (Baik et al. 

2011; Hribar and Yang 2016).  

 

7. Conclusion 
 

Although firms and managers have a number of incentives to boost their 

earnings, aggressive reporting behavior generates diverse risks. Considering 
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the role of conservatism to reduce these risks, I predict that CEO risk 

aversion can play a critical role in his firm’s accounting conservatism. In 

this paper, I study how CEO risk aversion affects his firm’s financial 

reporting policy, by examining both conditional and unconditional 

conservatism.  

Using a sample of 6,031 observations from 1996 to 2012, I find a 

positive relation between CEO risk aversion and accounting conservatism. 

The findings are robust to various definitions of conservatism measures. In 

addition, the inclusion of CEO overconfidence doesn’t change the results. In 

an additional test, I repeat my analyses using CFO risk aversion instead of 

CEO risk aversion and find no relation between CFO risk aversion and 

accounting conservatism.   

CEO’s attitude towards risk is an important characteristic to 

consider when understanding his firm’s financial reporting behavior. It 

would be worthwhile to further examine whether the influence of CEO risk 

aversion on conservatism differs on the state of his firm. I leave this 

question for future research. 
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Table 1. Descriptive Statistics 
Variable N Mean Median Std Q1 Q3 

RRA 6031 1.94 0.517 5.354 0.08 1.571 

log_RRA 6031 0.637 0.417 0.735 0.077 0.944 

Conf_67 6031 0.631 1 0.483 0 1 

Conf_li 5452 0.261 0.193 0.25 0.033 0.437 

Own 6031 0.015 0.002 0.039 0 0.008 

MTB 6031 2.989 2.318 2.38 1.586 3.556 

Leverage 6031 0.484 0.498 0.196 0.333 0.635 

Size 6031 7.387 7.293 1.397 6.376 8.332 

LitRisk 6031 0.253 0 0.434 0 1 

SalesGrowth 6031 0.128 0.096 0.245 0.008 0.207 

CFO 6031 0.115 0.109 0.083 0.067 0.16 

StdSales 6031 0.26 0.203 0.204 0.122 0.333 

SOX 6031 0.718 1 0.45 0 1 
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Table 2. Correlation Matrix of the Sample (N=6,031) 

Variable (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) 

(1) rank_RRA 
 

0.99 -0.22 -0.22 0.03 0.06 0.06 -0.08 -0.10 0.01 -0.04 -0.03 -0.04 -0.08 0.01 -0.01 

(2) log_RRA 0.85 
 

-0.22 -0.22 0.03 0.06 0.07 -0.08 -0.10 0.02 -0.04 -0.03 -0.04 -0.08 0.01 0.00 

(3) Conf_li -0.19 -0.23 
 

0.23 -0.06 -0.05 -0.18 -0.34 0.26 -0.09 0.17 0.09 0.15 0.11 0.03 0.05 

(4) Conf_67 -0.21 -0.28 0.21 
 

-0.05 -0.02 -0.13 0.32 0.14 -0.22 -0.05 0.04 0.17 0.14 0.19 0.03 

(5) Con_Skew 0.03 0.03 -0.06 -0.05 
 

0.10 0.04 -0.01 -0.08 -0.01 -0.06 0.02 -0.12 0.17 0.06 0.00 

(6) Con_Acc 0.06 0.04 -0.04 -0.02 0.10 
 

-0.01 0.00 0.05 0.03 0.01 0.11 -0.05 0.28 0.01 0.00 

(7) Con_KW 0.06 0.07 -0.16 -0.13 0.04 -0.01 
 

0.15 -0.41 0.45 -0.49 -0.16 -0.14 -0.34 -0.10 0.00 

(8) Own -0.05 0.01 -0.28 0.14 0.00 -0.02 0.05 
 

-0.08 -0.12 -0.37 -0.01 0.07 -0.01 0.12 0.01 

(9) Mtb -0.06 -0.07 0.16 0.08 -0.05 0.06 -0.32 -0.02 
 

-0.05 0.36 0.16 0.27 0.42 0.03 -0.03 

(10) Leverage 0.01 0.07 -0.09 -0.21 -0.01 0.03 0.44 -0.09 0.04 
 

0.26 -0.31 -0.13 -0.26 -0.27 0.02 

(11) Size -0.05 0.00 0.14 -0.04 -0.06 0.00 -0.50 -0.19 0.30 0.24 
 

-0.06 0.03 0.19 -0.17 0.23 

(12) LitRisk -0.02 -0.07 0.09 0.04 0.02 0.11 -0.16 -0.03 0.15 -0.31 -0.06 
 

0.06 0.06 0.13 -0.01 

(13) SalesGrowth -0.03 -0.06 0.10 0.13 -0.09 -0.06 -0.10 0.03 0.18 -0.10 0.02 0.04 
 

0.12 0.23 -0.03 

(14) CFO -0.07 -0.07 0.09 0.11 0.17 0.27 -0.32 0.04 0.33 -0.23 0.20 0.03 0.09 
 

0.01 0.04 

(15) StdSales 0.00 -0.05 0.02 0.14 0.06 0.02 -0.08 0.05 0.07 -0.23 -0.16 0.14 0.23 -0.02 
 

-0.21 

(16) SOX -0.01 0.01 0.03 0.03 0.00 0.00 0.00 -0.09 -0.05 0.03 0.23 -0.01 -0.06 0.04 -0.24   

The table tabulates Spearman (top) and Pearson (bottom) correlations. 

Values in bold are significant at the 5 percent level. 
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Table 3. CEO Risk Aversion and Conditional Conservatism: Con_KW 

(HYPO 1(a)) 

 Indep. Var 
Pred 

Sign 

(1) (2) (3) (4) (5) (6) 

Dep. Var = Con_KW 

                

rank_RRA + 0.016** 0.013* 0.018** 
   

  
(0.007) (0.007) (0.007) 

   
log_RRA + 

   
0.066** 0.050* 0.078** 

     
(0.027) (0.029) (0.030) 

Conf_67 - 
 

-0.092* 
  

-0.090* 
 

   
(0.050) 

  
(0.051) 

 
Conf_li - 

  
-0.042 

  
-0.035 

    
(0.111) 

  
(0.111) 

Own - -0.023 0.085 0.034 -0.137 -0.007 -0.087 

  
(0.487) (0.492) (0.502) (0.493) (0.498) (0.505) 

Mtb - -0.160*** -0.159*** -0.178*** -0.160*** -0.159*** -0.178*** 

  
(0.019) (0.019) (0.019) (0.020) (0.019) (0.019) 

Leverage + 8.559*** 8.525*** 8.599*** 8.562*** 8.529*** 8.602*** 

  
(0.162) (0.162) (0.157) (0.162) (0.163) (0.157) 

Size - -1.310*** -1.310*** -1.295*** -1.311*** -1.311*** -1.297*** 

  
(0.024) (0.024) (0.025) (0.024) (0.024) (0.025) 

LitRisk + 0.052 0.057 0.016 0.062 0.065 0.030 

  
(0.092) (0.091) (0.093) (0.092) (0.092) (0.093) 

SalesGrowth - 0.061 0.073 0.027 0.062 0.073 0.028 

  
(0.103) (0.103) (0.109) (0.103) (0.103) (0.109) 

CFO + -0.313 -0.306 -0.107 -0.320 -0.312 -0.113 

  
(0.365) (0.365) (0.358) (0.365) (0.365) (0.358) 

StdSales + -0.003 0.014 -0.063 0.003 0.019 -0.058 

  
(0.129) (0.128) (0.134) (0.129) (0.129) (0.134) 

SOX + 1.392*** 1.405*** 1.384*** 1.391*** 1.404*** 1.380*** 

  
(0.152) (0.152) (0.158) (0.152) (0.152) (0.157) 

Constant 
 

9.266*** 9.347*** 9.208*** 9.298*** 9.371*** 9.243*** 

  
(0.336) (0.327) (0.351) (0.324) (0.317) (0.340) 

Industry Fixed 

Effects 
Included Included Included Included Included Included 

Year Fixed Effects Included Included Included Included Included Included 

Observations 6,031 6,031 5,452 6,031 6,031 5,452 

R-squared 0.636 0.636 0.643 0.636 0.636 0.643 

Coefficients marked with a ***, **, or * are statistically significant at the 1%, 5%, 10% 

level, respectively. 

Standard errors are reported in parentheses and are clustered by firm. 

 

 



 ４１ 

 

Table 4. CEO Risk Aversion and Unconditional Conservatism: 

Con_Acc (HYPO 1(b)) 

Indep. Var 
Pred 

Sign 

(1) (2) (3) (4) (5) (6) 

Dep. Var = Con_Acc 

                

rank_RRA + 0.077*** 0.077*** 0.074*** 
   

  
(0.019) (0.020) (0.022) 

   
log_RRA + 

   
0.265*** 0.266*** 0.256*** 

     
(0.072) (0.074) (0.086) 

Conf_67 - 
 

0.007 
  

0.006 
 

   
(0.131) 

  
(0.133) 

 
Conf_li - 

  
-0.448* 

  
-0.467* 

    
(0.245) 

  
(0.247) 

Own - -3.966** -3.974** -4.745*** -4.475*** -4.484*** -5.275*** 

  
(1.539) (1.552) (1.624) (1.536) (1.555) (1.619) 

Mtb - -0.042 -0.042 -0.044 -0.043 -0.043 -0.046 

  
(0.028) (0.028) (0.029) (0.028) (0.028) (0.029) 

Leverage + 2.459*** 2.461*** 2.687*** 2.476*** 2.479*** 2.699*** 

  
(0.398) (0.406) (0.411) (0.399) (0.407) (0.411) 

Size - -0.170*** -0.170*** -0.183*** -0.176*** -0.176*** -0.187*** 

  
(0.050) (0.050) (0.054) (0.050) (0.050) (0.054) 

LitRisk + 0.906*** 0.906*** 0.940*** 0.945*** 0.944*** 0.979*** 

  
(0.270) (0.270) (0.273) (0.273) (0.273) (0.277) 

SalesGrowth - -1.175*** -1.176*** -1.253*** -1.175*** -1.176*** -1.250*** 

  
(0.184) (0.185) (0.194) (0.184) (0.185) (0.194) 

CFO + 10.248*** 10.248*** 10.801*** 10.201*** 10.201*** 10.754*** 

  
(0.811) (0.811) (0.828) (0.811) (0.811) (0.828) 

StdSales + 0.515* 0.513* 0.496 0.540* 0.539* 0.511 

  
(0.300) (0.302) (0.323) (0.299) (0.301) (0.322) 

SOX + -0.093 -0.094 -0.024 -0.096 -0.097 -0.040 

  
(0.257) (0.257) (0.271) (0.258) (0.258) (0.272) 

Constant 
 

4.942*** 4.935*** 4.930*** 5.109*** 5.104*** 5.103*** 

  
(0.903) (0.905) (0.952) (0.872) (0.874) (0.929) 

Industry Fixed 

Effects 
Included Included Included Included Included Included 

Year Fixed Effects Included Included Included Included Included Included 

Observations 6,031 6,031 5,452 6,031 6,031 5,452 

R-squared 0.188 0.188 0.199 0.187 0.187 0.198 

Coefficients marked with a ***, **, or * are statistically significant at the 1%, 

5%, 10% level, respectively. 

Standard errors are reported in parentheses and are clustered by firm. 
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Table 5. CEO Risk Aversion and Unconditional Conservatism: 

Con_Skew (HYPO 1(b)) 

Indep. Var 
Pred 

Sign 

(1) (2) (3) (4) (5) (6) 

Dep. Var = Con_Skew 

                

rank_RRA + 0.038*** 0.031** 0.028* 
   

  
(0.014) (0.014) (0.015) 

   
log_RRA + 

   
0.145*** 0.111** 0.118* 

     
(0.054) (0.055) (0.061) 

Conf_67 - 
 

-0.201** 
  

-0.199** 
 

 
  

(0.087) 
  

(0.088) 
 

Conf_li - 
  

-0.557*** 
  

-0.550*** 

 
   

(0.193) 
  

(0.195) 

Own - -0.952 -0.715 -1.743 -1.212 -0.924 -1.933 

 
 

(1.181) (1.178) (1.279) (1.196) (1.193) (1.292) 

Mtb - -0.156*** -0.154*** -0.166*** -0.156*** -0.154*** -0.166*** 

 
 

(0.022) (0.022) (0.024) (0.022) (0.022) (0.024) 

Leverage + 1.737*** 1.664*** 1.625*** 1.745*** 1.672*** 1.629*** 

 
 

(0.265) (0.266) (0.270) (0.265) (0.266) (0.269) 

Size - -0.185*** -0.185*** -0.176*** -0.188*** -0.187*** -0.178*** 

 
 

(0.033) (0.033) (0.035) (0.033) (0.033) (0.035) 

LitRisk + 0.342* 0.355* 0.270 0.365* 0.371* 0.290 

 
 

(0.189) (0.189) (0.196) (0.190) (0.190) (0.197) 

SalesGrowth - -1.433*** -1.406*** -1.477*** -1.432*** -1.406*** -1.475*** 

 
 

(0.185) (0.186) (0.196) (0.185) (0.186) (0.196) 

CFO + 10.040*** 10.056*** 10.340*** 10.021*** 10.038*** 10.330*** 

 
 

(0.606) (0.605) (0.630) (0.605) (0.604) (0.629) 

StdSales + 1.656*** 1.694*** 1.602*** 1.670*** 1.704*** 1.609*** 

 
 

(0.221) (0.222) (0.238) (0.221) (0.222) (0.238) 

SOX + -0.040 -0.011 0.002 -0.041 -0.012 -0.004 

 
 

(0.254) (0.254) (0.267) (0.254) (0.254) (0.267) 

Constant  
3.914*** 4.091*** 4.080*** 3.992*** 4.154*** 4.135*** 

  
(0.419) (0.438) (0.471) (0.435) (0.453) (0.480) 

Industry Fixed 

Effects 
Included Included Included Included Included Included 

Year Fixed Effects Included Included Included Included Included Included 

Observations 6,031 6,031 5,452 6,031 6,031 5,452 

R-squared 0.090 0.091 0.096 0.090 0.091 0.096 

Coefficients marked with a ***, **, or * are statistically significant at the 1%, 5%, 

10% level, respectively. 

Standard errors are reported in parentheses and are clustered by firm. 
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Table 6. CEO risk aversion and conditional conservatism: Asymmetric 

timeliness measure (HYPO 1(a)) 

Indep. Var 
Pred 

Sign 

(1) (2) (3) (4) (5) (6) 

Dep. Var = Earnings 

    RRA=rank_RRA RRA=log_RRA 

D 
 

0.031 0.098 0.118 0.021 0.083 0.105 

  
(0.033) (0.182) (0.222) (0.020) (0.137) (0.172) 

Ret + 0.034 0.040 0.122 0.027 0.035 0.119 

  
(0.030) (0.095) (0.132) (0.021) (0.068) (0.104) 

D*Ret + 0.047 0.049 -0.074 0.124*** 0.129 0.010 

  
(0.058) (0.088) (0.114) (0.039) (0.090) (0.115) 

RRA 
 

0.013 0.011 0.013 0.060** 0.047 0.056 

  
(0.010) (0.010) (0.012) (0.030) (0.030) (0.037) 

D*RRA 
 

-0.007 -0.008 -0.009 -0.038 -0.038 -0.041 

  
(0.012) (0.013) (0.016) (0.035) (0.035) (0.046) 

Ret*RRA 
 

-0.012 -0.010 -0.014 -0.088** -0.074* -0.091* 

  
(0.009) (0.010) (0.011) (0.043) (0.043) (0.047) 

D*Ret*RRA + 0.032** 0.029* 0.035** 0.133** 0.117* 0.145** 

  
(0.016) (0.016) (0.017) (0.060) (0.061) (0.062) 

Conf_67 
   

0.058 
  

0.065 

    
(0.061) 

  
(0.062) 

D*Conf_67 
   

-0.020 
  

-0.027 

    
(0.098) 

  
(0.099) 

Ret*Conf_67 
   

-0.105 
  

-0.125* 

    
(0.067) 

  
(0.068) 

D*Ret*Conf_

67 
- 

  
0.181 

  
0.199 

    
(0.127) 

  
(0.129) 

Constant 
 

0.297 0.236 0.194 0.318 0.256 0.215 

  
(0.210) (0.171) (0.139) (0.226) (0.194) (0.162) 

Control Variables 
Not 

Included 
Included Included 

Not 

Included 
Included Included 

Industry Fixed 

Effects 
Included Included Included Included Included Included 

Year Fixed Effects Included Included Included Included Included Included 

Observations 8,490 7,956 7,956 8,490 7,956 7,956 

R-squared 0.021 0.026 0.027 0.022 0.027 0.027 

Coefficients marked with a ***, **, or * are statistically significant at the 1%, 5%, 10% 

level, respectively. 

Standard errors are reported in parentheses and are clustered by firm. 
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Table 7. CEO risk aversion and unconditional conservatism: Con_PZ 

(HYPO 1(b)) 

Indep. Var 
Pred 

Sign 
(1) (2) (3) (4) (5) (6) 

Dep. Var = Con_PZ 

                

rank_RRA + 0.090* 0.075 0.093* 

   

  
(0.048) (0.049) (0.049) 

   log_RRA + 
   

0.222 0.151 0.219 

     
(0.206) (0.214) (0.214) 

Conf_67 - 
 

-0.370 

  

-0.422 

 

   

(0.292) 

  

(0.296) 

 Conf_li - 
  

0.129 

  

0.029 

    

(0.441) 

  

(0.457) 

Own - -4.758 -4.192 -4.129 -5.009 -4.244 -4.539 

  
(4.463) (4.479) (4.485) (4.574) (4.590) (4.607) 

Mtb - 0.089 0.095* 0.106* 0.090 0.096* 0.107* 

  
(0.058) (0.058) (0.058) (0.058) (0.058) (0.058) 

Leverage + -0.871 -1.129 -0.862 -0.851 -1.146 -0.853 

  
(0.749) (0.791) (0.758) (0.753) (0.791) (0.763) 

Size - -0.248** -0.259** -0.250** -0.259** -0.268** -0.258** 

  
(0.108) (0.108) (0.108) (0.106) (0.106) (0.106) 

LitRisk + 1.948*** 1.947*** 1.939*** 1.957*** 1.952*** 1.954*** 

  
(0.515) (0.521) (0.520) (0.530) (0.535) (0.535) 

SalesGrowth - -1.413*** -1.359*** -1.368*** -1.449*** -1.389*** -1.403*** 

  
(0.355) (0.357) (0.350) (0.353) (0.356) (0.348) 

CFO + 3.377** 3.271** 2.900* 3.383** 3.253** 2.900* 

  
(1.529) (1.512) (1.508) (1.528) (1.509) (1.506) 

StdSales + -0.784 -0.730 -0.754 -0.826 -0.766 -0.788 

  
(0.684) (0.688) (0.663) (0.671) (0.677) (0.653) 

SOX + -1.152 -1.081 -1.111 -1.189 -1.100 -1.159 

  
(0.716) (0.693) (0.712) (0.725) (0.694) (0.720) 

Constant 

 
8.964*** 9.456*** 8.874*** 9.101*** 9.634*** 9.039*** 

  
(1.172) (1.235) (1.177) (1.151) (1.217) (1.158) 

Industry Fixed 

Effects Included Included Included Included Included Included 

Year Fixed Effects Included Included Included Included Included Included 

Observations 1,299 1,299 1,293 1,299 1,299 1,293 

R-squared 0.432 0.434 0.434 0.427 0.431 0.429 

Coefficients marked with a ***, **, or * are statistically significant at the 1%, 5%, 10% 

level, respectively. 

Standard errors are reported in parentheses and are clustered by firm. 
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국문 초록 

 

본 연구는 경영자의 위험 회피성향이 그 기업의 회계 보수주의에 

미치는 영향에 대해 분석한다. 1996년부터 2012년까지의 미국 

기업의 정보를 이용하여 실증 분석한 결과, 위험 회피적인 

최고경영자(CEO)가 있는 회사일수록 회계 보수주의의 정도가 

증가하는 것으로 나타났다. 이는 최고경영자가 위험 회피적일수록 

공격적인 재무보고에 수반되는 다양한 위험들을 회피하기 위해 

보수적인 회계보고 정책을 채택하는 것을 의미한다. 해당 결과는 

다양한 조건부 보수주의, 비조건부 보수주의 측정치의 사용과 

경영자의 과잉확신의 통제여부에 관계없이 강건하다. 반면 

최고재무책임자(CFO)의 위험 회피성향은 해당 기업의 회계 

보수주의에 유의미한 영향을 미치지 않는 것으로 나타났다. 이는 

최고경영자가 최고재무책임자보다 더 넓은 권한을 가지며 최종 

의사결정권자이기 때문으로 해석된다.  

 

주요어: 최고경영자 위험 회피성향, 회계보수주의 

학번: 2016-20596 
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