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The effect of accounting conservatism on managerial risk taking behavior
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The purpose of this study is to investigate the relationship between
earnings quality and managerial risk taking behaviors. In particular, first, we find that while
there is no relationship between accounting quality and investment efficiency in Japan before 2001,
the positive impact of accounting quality on investment efficiency after 2001 exists. We also find
that this positive impact after 2001 is concentrated in firms with lower bank financing and firms
with lower cross-shareholdings. Second, we find that the demand for accounting conservatism is
greater for firms with high compensation-earnings coefficients.
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