ACC 915

Spring 2004

Behavioral Theories and Research Methods in Accounting

Course Description

Two streams of experimental research, one based in psychology and one based in economics, play an important role in the accounting literature.  Experimentation in psychology has provided alternatives to the traditional economic model of hyper-rational self-interested individuals.  Experimentation in economics has taught us a good deal about the importance of institutions—the rules that people play by in markets and organizations.  This course should help you to answer the following questions:

· How can these streams of research help us understand, and perhaps improve, accounting practice?

· What is the relation between archival (or survey or interview) and experimental research?  Should the same questions be addressed by these different methods?  How do we interpret differences between the results of experimental and non-experimental research on similar questions?

· What are the major theories and experimental paradigms that have been used in experimental research in accounting?

· What are the characteristics of well-designed versus badly designed experiments?

· What are the key things we have learned from 25 years of experimental research in accounting?

· Where can experimental research go from here?

Assignments and Grading

Presentations and participation in class discussion
25%

Weekly write-ups




15%

Review of working paper



15%

Research proposal




25%

Final






20%

Presentations.  Papers designated for student presentation are marked with an asterisk on the reading list.  Presentations should follow the predictive validity (“Libby boxes”) framework.  Note that we do not have the same number of papers to be presented each week.  Some weeks will focus more on analysis of individual research papers, while other weeks will focus more on general theory and design questions, and we will spend relatively more time discussing your writeups on these questions (see next item).  

Writeups.  I strongly recommend that you prepare a “Libby boxes” summary of the starred papers you do not present.  This will help you contribute to class discussion and will also be a useful reference when you study for comps.  I will not ask you to hand in these summaries, however.  Instead, there will be weekly questions about the readings, to which you should turn in written answers (typically 2-3 pages).   The writeups for each session are due by noon on Monday each week.  For example, for Session 2, the writeups are due by noon on January 19.  

Review of working paper.  By the end of January, I will provide you with a recent working paper.  Treat this as a review assignment from a journal editor.  On February 24, please turn in a review and cover letter recommending whether the paper should be accepted as is, revised and resubmitted, or rejected.  Guidelines for the review and letter will be provided.

Research proposal.  This should be a proposal for experimental research closely based on readings in the course and/or other reading you may have done in behavioral and experimental accounting research.  This is less of a test of your originality than a third-year paper or dissertation and more of an exercise in the mechanics of developing a piece of experimental research.  (If it’s also a highly original idea, great!)   Start with one or more existing papers and ask: what interesting question is left unanswered by this research?  How would I use the tools provided by these papers (theory, experimental instruments, etc.) to answer this question?  On March 30, please turn in a preliminary draft which includes introduction, hypothesis motivation, and methods sections.  I will provide some recommendations for revision, and the final version of the proposal will be due April 27.  It should include an experimental instrument, but you do not need to collect and analyze data.  This proposal can be small-scale (a single hypothesis), but it should be well-motivated, and the proposed experiment should be capable of providing convincing evidence.

Final.  The exam will be a couple of take-home questions, handed out in class April 27.   Answers will be due by 5 pm Wednesday, May 5.  A primary goal of the final is to help you organize the course material in your mind and get practice and feedback on comprehensive-exam-type questions.

Most of the journal articles and working papers are available on-line.  I will bring a copy of the various book chapters to class on the first day, as some of these books may be difficult to obtain.

Introduction

Session 1 Behavioral research: definitions and examples

Loewenstein, G.  1999.  Experimental economics from the vantage point of behavioural economics.  The Economic Journal 109: F25-F34.

Thaler, R. H.   2000.  From homo economicus to homo sapiens.  Journal of Economic Perspectives 14 (1): 133-141.

Moore, D., G. Loewenstein, L. Tanlu, and M. H. Bazerman.  2002.  Auditor independence, conflict of interest, and the unconscious intrusion of bias.  Working paper (SSRN).

Wilks, T. J.  2002.  Predecisional distortion of evidence as a consequence of real-time audit review.  The Accounting Review 77 (1): 51-71.  

Five streams of behavioral research in accounting 

Session 2   Linear models of subjective judgments and decisions

Libby, R.  1981.  Accounting and Human Information Processing, chapter 2.  Prentice-Hall.

*Zimmer, I.  1980.  A lens study of the prediction of corporate failure by bank loan officers.  Journal of Accounting Research 18 (Autumn): 629-636.

*Bonner, S. E.  1990.  Experience effects in auditing: the role of task-specific knowledge.  The Accounting Review 65 (1): 72-92.

Luft, J. and M. Shields. Why does fixation persist? Experimental evidence on the judgment performance effects of expensing intangibles. The Accounting Review (2001): 561-587.  [You’ve already read this in 913, but we’re going to use the paper in this class to talk about technical issues of design and measurement that were not covered in detail in 913.]

Session 3.  Heuristics and Biases
Libby, R.  1981.  Accounting and Human Information Processing, chapter 3.  Prentice-Hall.
Kahneman, D.  2003.  Experiences of collaborative research.  American Psychologist 58 (9): 723-730.

Hogarth, R. M.  1993.  Accounting for decisions and decisions for accounting.  Accounting, Organizations and Society 18 (5): 407-424.  

*Kennedy, J. 1995.  Debiasing the curse of knowledge in audit judgment.  TAR 70: 249-274.

*Lipe, M. G. and S. Salterio.  2000.  The balanced scorecard: judgmental effects of common and unique performance measures.  TAR 75 (3): 283-298.

Session 4.  Knowledge and expertise

Libby, R. and J. Luft.  1993.  Determinants of judgment performance in accounting settings: ability, knowledge, motivation and environment.  AOS 18 (5): 425-450.

*Frederick, D. M. 1991. Auditors’ representation and retrieval of internal control knowledge.  TAR 66: 240-258.

*Tan, H.-T. and R. Libby.  1997.  Tacit managerial versus technical knowledge as determinants of audit expertise in the field.  JAR 35 (1): 97-113.

*M. Nelson, R. Libby, and S. Bonner. 1995.  Knowledge structure and the estimation of conditional probabilities in audit planning.  TAR 70: 27-47.

Session 5.  Individual judgments and multiperson (institutional) settings:  introduction to experimental economics

J. Berg, J. Dickhaut, and K. McCabe.  1995.  The individual versus the aggregate.  In Ashton and Ashton, Judgment and Decision Making Research in Accounting and Auditing, Cambridge University Press.

D. A. Davis and C. A. Holt.  1993.  Experimental Economics.  Princeton University Press.  Chapter 1, pp. 3-45.

*S. Kachelmeier.  1996.  Do cosmetic reporting variations affect market behavior?  A laboratory study of the accounting emphasis on unavoidable costs.  Review of Accounting Studies 1: 115-140.

*S. Buchheit.  2004.  Fixed cost magnitude, fixed cost reporting format, and competitive pricing decisions: some experimental evidence.  CAR, forthcoming, Spring 2004.  (Working paper available on SSRN.)

Session 6.  Rethinking preferences

Fairness

*Kahenman, D., J. Knetsch, and R. Thaler.  1986. Fairness as a constraint on profit seeking: entitlements in the market.  American Economic Review 76 (4): 728-741.

Honesty

*Evans, J. H., R. L. Hannan, R. Krishnan, and D. V. Moser.  2001.  Honesty in managerial reporting.  TAR 76: 537-560.
Time preferences

Read, D. and P. H. M. P. Roelofsma.  2003.  Subadditive versus hyperbolic discounting: a comparison of choice and matching.  OBHDP 91: 140-153.

Risk

March, J. G. and Z. Shapira.  1992.  Variable risk preferences and the focus of attention.  Psychological Review 99 (1): 172-183.

*Lipe, M. G.  1998.  Individual investors’ risk judgments and investment decisions: the impact of accounting and market data.  AOS 23 (7): 625-640.

Current topics

Session 7.  Knowledge and expertise: the dark side

*Hopkins, P. E.  1996.  The effect of financial statement classification of hybrid financial instruments on financial analysts’ stock price judgments.  JAR 34 (supplement): 33-50.

*Vera-Munoz, S. C.  1998.  The effects of accounting knowledge and context on the omission of opportunity costs in resource allocation decisions.  TAR 73 (1):  47-72.

*Kennedy, J. and M. E. Peecher.  1997.  Judging auditors’ technical knowledge.  JAR 35 (2): 1997.  

Session 8.  Forecasting the other player’s strategy 

Camerer, C. F.  1990. Behavioral game theory.  Pp. 311-336 in Insights in decision-making: a tribute to Hillel J. Einhorn.  University of Chicago Press.  

*Jamal, K. and H.-T. Tan.  2001.  Can auditors predict the choices made by other auditors?  JAR 39 (3): 583-597.

*Heath, C.  1999.  On the social psychology of agency relationships: lay theories of motivation overemphasize extrinsic incentives.  OBHDP 78 (1): 25-62.

*J. Luft and R. Libby. 1997.  Profit comparisons, market prices and managers’ judgments about negotiated transfer prices. TAR 72: 217-230.

Session 9.  Performance measurement and reward 

*Frederickson, J. R., S. A. Peffer, and J. Pratt.  1999.  Performance evaluation judgments: effects of prior experience under different performance evaluation schemes and feedback frequencies.  JAR 37 (1): 151-165.

*Tan, H.-T.  and K. Jamal.  2001.  Do auditors objectively evaluate their subordinates’ work?  TAR 76 (1): 90-110. 

*Fehr, E. and S. Gächter.  2002.  Do incentive contracts undermine voluntary cooperation?  Working paper (multiple versions of this are on SSRN: get the April 2002 version).

*Fisher, J. G., L. A. Maines, S. A. Peffer, and G. B. Sprinkle.  2002.  Using budgets for performance evaluation: effects of resource allocation and horizontal information asymmetry on budget proposals, budget slack, and performance.  TAR 77 (4): 847-865.

Session 10.  Experimental research in financial accounting 

Libby, R., R. Bloomfield, and M. W. Nelson.  2002.  Experimental research in financial accounting.  AOS 27 (8): 775-810.

*Hunton, J. E and R. A. McEwen.  1997.  An assessment of the relation between analysts’ earnings forecast accuracy, motivational incentives, and cognitive information search strategy.  TAR 72 (4): 497-515.

*Maines, L. A. and L. S. McDaniel.  2000.  Effects of comprehensive-income characteristics on nonprofessional investors’ judgments: the role of financial-statement presentation format.  TAR 75 (2): 179-207.  

*Dietrich, J. R., S. J. Kachelmeier, D. N. Kleinmuntz, and T. J. Linsmeier.  2001.  Market efficiency, bounded rationality, and supplemental business reporting disclosures.  JAR 39 (2): 243-268.

Session 11.   Violations of standards, judgments of liability, and liability regimes

*Cuccia, A. D., K. Hackenbrack, and M. Nelson.  1995.  The ability of professional standards to mitigate aggressive reporting.  TAR 70 (2): 227-248.

*Kadous, K.  2000.  The effects of audit quality and consequence severity on juror evaluations of auditor responsibility for plaintiff losses.  TAR 75 (3): 327-341.

*King, R. R. and R. Schwarz.  2000.  An experimental investigation of auditors’ liability: implications for social welfare and exploration of deviations from theoretical predictions.  TAR 2000 (4): 429-452.

Design issues

Session 12.  Incentives in experiments

Camerer, C. and R. M. Hogarth.  1999.  The effects of financial incentives in experiments: a review and capital-labor-production framework.  Journal of Risk and Uncertainty 19: 7-42.

*Jamal, K. and S. Sunder. 1991.  Money vs. gaming: effects of salient monetary payments in double oral auctions.  Organizational Behavior and Human Decision Processes 49: 151-166.

*Libby, R. and M. G. Lipe. 1992.  Incentives, effort, and the cognitive processes involved in accounting-related judgments.  JAR 30: 249-273.

*Sprinkle, G. B.  2000.  The effect of incentive contracts on learning and performance.  TAR 75 (3): 299-326.

Session 13.  Learning
Klayman, J.  1988.  On the how and why of (not) learning from outcomes.  Pp. 115-162 in Human Judgment: the SJT View, ed. by B. Brehmer and C. R. B. Joyce.  Elsevier.

Mailath, G. J.  1998.  Do people play Nash equilibrium?  Lessons from evolutionary game theory.  Journal of Economic Literature 36: 1347-1374.

Fudenberg, D. and D. K. Levine.  Pp. 1-11 in The Theory of Learning in Games.  MIT Press.

*Ball, S. B., M. H. Bazerman, & J. S Carroll.  1991.  An evaluation of learning in the bilateral winner’s curse.  OBHDP 48: 1-22.

*R. Krishnan, J. Luft, and M. D. Shields. 2002.  Competition and Cost Accounting: Adapting to Changing Markets.   Contemporary Accounting Research, 19 (2): 271-302.
Session 14.  Context effects

C. M. Haynes and S. J. Kachelmeier.  1998.  Effects of accounting contexts on accounting decisions: a synthesis of cognitive and economic perspectives in accounting experimentation.  Journal of Accounting Literature 17: 97-136.

*Nelson, M.  1993.  The effects of error frequency and accounting knowledge on error diagnosis in analytical review.  The Accounting Review 68 (4):  804-824.

Ganguly, A., J. H. Kagel, and D. V. Moser.  2000.  Do asset market prices reflect traders’ judgment biases?  Journal of Risk and Uncertainty 20 (3): 219- 245.

*Tenbrunsel, A. E. and D. M. Messick.  1999.  Sanctioning systems, decision frames, and cooperation.  Administrative Science Quarterly 44: 684-707.  

Wrap-up

Session 15.  Some ideas for the future

Gilovich, T., and D. Griffin.  2002.  Introduction – Heuristics and biases: then and now.  Pp. 1-18 in Gilovich, T., D. Griffin, and D. Kahneman, eds.  Heuristics and Biases: the Psychology of Intuitive Judgment.  Cambridge University Press.

Evans, J. S. B. T.  2002. Logic & human reasoning: an assessment of the deduction paradigm.  2002. Psychological Bulletin 128 (6): 978-996.  

Herrnstein, R. J. and D. Prelec.  1991.  Melioration: a theory of distributed choice.  Journal of Economic Perspectives 5 (3): 137-156.

Anderson, C. J.  2003.  The psychology of doing nothing: forms of decision avoidance result from reason and emotion.  Psychological Bulletin 129 (1): 139-167.

