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Abstract
Purpose – This paper aims to investigate the impact of cost stickiness on conditional conservatism.
Design/methodology/approach – The research sample consists of listed companies from 18 countries,
using stock market indices of the BRICS, MIST, North Africa, USA and EU over the period ranging from 1997
to 2015. The authors use the firm-fixed effects method in the estimation of themodels.
Findings – The results provide evidence of the existence of cost stickiness and conditional conservatism in
the international context, using the Banker et al. (2016) model. They also argue that the conditional
conservatism model (Basu, 1997) is overstated because it does not control for cost stickiness. In additional
analyses, the authors conclude that the association between cost stickiness and accounting conservatism
changes across country groups and across industries. The authors also document that the employee intensity
and free cash-flow, as cost stickiness determinants, remain significant in the model including accounting
conservatism. Moreover, the findings show that sticky cost behavior distorts inferences about standard
demand drivers of conservatism such as leverage and size.
Originality/value – The findings are interesting and provide a better understanding of cost stickiness and
conditional conservatism, and the interaction between these two phenomena in the international context,
across country groups and across industries. To the best of the author’s knowledge, the study is the first one
including free cash flow as a proxy for agency problem in the full model combining conservatism and cost
stickiness models (Banker et al., 2016).
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1. Introduction
Our study is spurred on by two streams of research dealing with the asymmetry in earnings.
In fact, conditional conservatism takes a weighty place in financial accounting literature,
and it investigates the asymmetry in accounting information system. Moreover, the sticky
cost behavior holds a valuable place in the management accounting literature and it is the
asymmetry in the economic activity.

We investigate the asymmetric cost behavior because this concept is considered as an
important area of research in the accounting management, as well as in the economic
research, and is also prominent for corporate insiders and outsiders. The traditional model
of cost behavior respects the hypothesis whose cost increases (decreases) when the activity
rises (declines) with a strict proportion (Noreen, 1991). The cost distinguishes between two
types of fixed and variable costs. Different techniques are built on the traditional cost such

A cross-
country study

169

Received 15 August 2018
Revised 10 February 2019

16 June 2019
Accepted 12 August 2019

Journal of Financial Reporting and
Accounting

Vol. 18 No. 1, 2020
pp. 169-197

© EmeraldPublishingLimited
1985-2517

DOI 10.1108/JFRA-08-2018-0071

The current issue and full text archive of this journal is available on Emerald Insight at:
https://www.emerald.com/insight/1985-2517.htm

http://dx.doi.org/10.1108/JFRA-08-2018-0071


www.manaraa.com

as cost estimation, cost-volume-profit analysis and activity-based costing (ABC) (Ibrahim,
2015). The first study providing empirical evidence of cost stickiness and using a new
methodology and model is Anderson et al. (2003). In this study, cost stickiness is explained
by managers’ decision to adjust resources. The result of this study shows that selling,
general and administrative costs (SGA) rise more for sales increases than they fall for
equivalent decreases, using a large sample of firms frommultiple industries.

Cost stickiness is a phenomenon widely documented in the research of cost behavior, and
it refers to the asymmetric response of costs to sales decreases versus increases (Banker and
Chen, 2006; Anderson et al., 2003; Balakrishnan et al., 2004). Nevertheless, different studies
show mixed results in the relationship between cost and activity, using a single industry or
a small sample. For example, Noreen and Soderstrom (1997) use a sample of hospitals and
do not find any evidence in the existence of cost stickiness. In contrast, Balakrishnan et al.
(2004) confirm the existence of stickiness only in the case where resources are strained at
therapy clinics using a sample of clinics. They conclude that capacity use represents an
important omitted variable in a cross-sectional analysis of cost. Recently, Cannon (2014) has
used a sample of the US air transportation industry. He has been interested in identifying
the sources of stickiness and confirmed that cost stickiness exists because managers try to
decrease prices to use the existing capacity when demand falls, but they attempt to increase
capacity when demand grows. Prior studies in this area have looked into identifying reasons
and consequences of this phenomenon.

In this study, we aim at drawing attention to an additional concept called conditional
conservatism. This concept represents a very interesting principle in financial reporting
(Sterling, 1967). Conditional conservatism is identified by Basu (1997) with the hypothesis of
earnings reflect bad newsmore quickly than good news. In fact, the recognition of losses in the
results are more rapid and complete than the good news. This is can also be called the
asymmetric timeliness of earnings or conditional conservatism where good news allows
seeing positive expected cash flows, and bad news allows seeing negative ones. This
principle is of great value in accounting and has different economic effects.

Empirical studies on conditional conservatism document a piecewise linear relation
between earnings and stock returns with more timely recognition of bad news than good
news (Basu, 1997), branded as the asymmetric timeliness of earnings (Homburg and Nasev,
2008).

However, empirical studies on cost stickiness show an asymmetric cost-sales behavior
explained by managerial decisions who face adjustment costs (Anderson et al., 2003). This
concept evokes also an asymmetric in earning because earnings respond more to sales
decreases than to sales increases. The sales change and concurrent stock returns are
positively correlated. Consequently, cost stickiness leads also to an asymmetric relation
between earnings and stock returns (Banker et al., 2016). This correlation is more important
for negative returns than for positive returns.

As a result, we think about the existence of confounding effects between cost stickiness
and conditional conservatism in standard models that can distort inferences about both the
level of conservatism and the extent of the conditional conservatismmodel.

Banker et al. (2016) investigate this relation between conditional conservatism and cost
stickiness and note that controlling the asymmetric impact of sales changes shows an
average bias of more than 25 per cent in conservatism estimates, using a large sample of US
firms for the period ranging from 1987 to 2007.

Recent studies have suggested that conservatism and cost stickiness are positively and
significantly associated. As regards the relation between the unconditional conservatism
and research and development (R&D) expenditures, Penman and Zhang (2002) notice that
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unconditional conservatism creates “hidden reserves” and affects operating performance
with a temporary distortion. Particularly, the decrease in R&D expenditures is associated
with a decrease in future sales. Concerning the relation between conditional conservatism
and cost stickiness, Banker et al. (2016) confirm that the conditional conservatism estimates
in the Basu model are overstated since these models do not control cost stickiness using US
firms during the period between 1987 and 2007.

The relationship between stock returns and cost stickiness constitutes an important area.
On the one hand, most studies that are interested in the linkage between the stock returns
and cost stickiness confirm that firms’ stock returns are significantly and positively
correlated with their SGA expenses (Anderson et al., 2007; Novy-Marx, 2011; Eisfeldt and
Papanikolaou, 2013). On the other hand, Huang et al. (2016) define cost growth as the
percentage of change in total operating costs of firms (the sum of the cost of goods sold
(COGS) SGA) containing major information about future profitability and stock returns of
firms. Precisely, the high level of cost growth is associated with lower future stock returns
comparing with those with low cost growth. They also demonstrate that investors do not
succeed in incorporating the information of cost behavior into the valuation.

Cost stickiness approves an asymmetric relation between earnings and stock returns.
This relation is more significant for negative returns than for positive returns as sales
changes are positively associated with stock returns (Banker et al., 2016). We propose
theoretically that the estimation of asymmetric timeliness is biased upwards if the existing
degree of cost stickiness is substantial.

In our study, we use a firm-fixed effects method in the estimation of all models. This
method is applied by Ball et al. (2012) in conservatism who demonstrate that controlling for
expected earnings eliminates the systematic variation of bias with several firm
characteristics often used as proxies for conditional conservatism (Khan and Watts, 2009),
as well as for risk (Fama and French, 1992, 1993). They also confirm that the inclusion of
firm fixed effects in the estimation essentially eliminates the bias, which becomes
insignificant. These authors show that cross-sectional correlation between the expected
components of earnings and returns have a confounding effect on the relation between the
news components, and biases estimates of how earnings incorporate the news in returns.
The success of the firm-fixed effects specification implies that the bias is primarily cross-
sectional in nature, due mainly to variation in risk across firms rather than to variation in
risk or in risk premia over time (Ball et al., 2012). For cost stickiness estimation, Anderson
et al. (2016) compare pooled OLS with two-way clustering by industry and year, and the use
of firm-fixed effects and find consistent results. Banker et al. (2016) use firm-fixed effects and
cross-sectional methods in the estimation of conditional conservatism and cost stickiness.

In our analysis, we test the association between cost stickiness and accounting
conservatism using different model. These models are accounting conservatism models
(Basu, 1997; Khan and Watts, 2009), the cost stickiness model (Banker and Chen, 2006), and
the extended model incorporating both accounting conservatism and cost stickiness (Banker
et al., 2016). We compare the degree of the interaction between these two phenomena, using a
sample of 18 countries containing the Brazil, Russia, India, China and South Africa (BRICS),
Mexico, Indonesia, South Korea and Turkey (MIST), some countries of North Africa
(Morocco, Tunisia and Egypt), USA and some countries of European Union (EU) (Germany,
France, Spain, UK and Greece).

Referring to previous studies examine the relation between conditional conservatism and
cost stickiness, Homburg and Nasev (2008) find that the sticky cost is more costly when
firms include rules of conditional conservatism, using the sample of 44,361 firm-year
observations during the period from 1988 to 2004. Banker et al. (2016) also conclude that

A cross-
country study

171



www.manaraa.com

sales changes are associated with a significant decrease in asymmetric timeliness, having an
effect on conditional conservatism, using US firms in the period from 1987 to 2007.

Our research paper contributes to financial and management accounting literature in
several ways. First, to the best of our knowledge, our study provides the first empirical
evidence of the cost stickiness effect on conditional conservatism, using data from different
groups of countries (cross-country groups study). In addition, our study is the first one using
free cash flow as a proxy for agency problems in the full model combining conservatism and
cost stickiness models (Banker et al., 2016). We investigate whether determinants of sticky
cost behavior: adjustment costs, agency problems (Anderson et al., 2003; Chen et al., 2012).
Characteristics (size, market-to-book and leverage) are chosen by Khan and Watts (2009)
because conservatism varies with them on Banker et al. (2016) model. We also estimate the
Banker et al. (2016) model across country groups and across industries.

The results of our study indicate that Basu (1997) is overestimated by 46.55 per cent
because of cost stickiness in an international context. The comparison between groups
shows that conditional conservatism exists with a significant degree in the USA and some
EU countries and cost stickiness exists with significant degree in the MIST, USA and some
countries of EU but negative and significant in the BRICS and some countries of North
Africa, confirming the asymmetric behavior of costs in all country groups. We also find
evidence that sticky cost behavior distorts inferences about standard demand drivers of
conservatism such as leverage and size. For cost stickiness determinants, we note that the
free cash-flow used as a proxy of agency problem and employee intensity used as a proxy of
adjustment costs remain significant in a model that incorporates accounting conservatism.

The remainder of this article is organized as follows. In Section 2, we present the concepts
of conditional conservatism and cost stickiness, and we formulate our hypotheses. In Section
3, we describe our research design. Section 4 reports our main empirical results. Section 5
concludes.

2. Theoretical framework and hypotheses development
Prior researchers have identified cost stickiness and accounting conservatism as two
different phenomena (Banker et al., 2016), which we investigate. In accounting conservatism,
we are interested in financial accounting literature (Basu, 1997; Khan and Watts, 2009;
Callen et al., 2010; Zhang, 2008), and we are concerned about cost stickiness in the
management accounting literature (Anderson et al., 2003; Weiss, 2010; Banker et al., 2016). In
this section, we present the literature of cost stickiness and accounting conservatism, and
then the association between the two phenomena.

2.1 Cost stickiness
Sticky cost, also called asymmetric cost behavior, is an important area discussed in both
accounting and economy research, and it is related to managers’ motivations (Xue and
Hong, 2016). The asymmetric cost-behavior model is developed firstly by Anderson et al.
(2003) stating that SGA costs are asymmetrically and significantly associated with changes
in sales revenues.

Many of previous researches in this area have called attention to the existence of cost
stickiness, and whether the costs are really sticky (Balakrishnan et al., 2004; Anderson et al.,
2007; Zanella et al., 2015; Subramaniam and Watson, 2016). In these research studies, we
find out studies in a specific industry (Balakrishnan et al., 2004; Cannon and Watanabe,
2016; Noreen and Soderstrom, 1997; Cannon, 2014) across industries (Subramaniam and
Watson, 2016; Subramaniam and Weidenmier, 2003) and across countries (Cheung et al.,
2016).
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Other studies have shown concern about the reasons and determinants of cost stickiness,
and why costs are sticky? There are many determinants. First, there is the adjustment cost
theory, which is measured by asset and employee intensity (Kitching et al., 2016; Banker
et al., 2013b; Anderson et al., 2003; Banker and Byzalov, 2014; Balakrishnan et al., 2004;
Subramaniam and Watson, 2016; Chen et al., 2012). Second, there is the political process
theory (Lee et al., 2016). Finally, we find the managerial behavior such as managerial
opportunism associated with agency problem (He et al., 2010; Chen et al., 2012; Namitha and
Shijin, 2016), managerial optimism, which trains to expectations of increase in future
demand (He et al., 2010; Cheung et al., 2016; Anderson et al., 2003), managerial
overconfidence (Chen et al., 2013), mergers and CEO Hubris (Yang, 2015). There are also
external factors such as economic growth (Anderson et al., 2003; Ibrahim, 2015) and country-
level employment protection legislation (Banker et al., 2013a).

Recent studies have examined the consequences of cost stickiness on audit (Liang et al.,
2014), on real activities such as labor cost (Zhang, 2016; Dierynck et al., 2012), on credit risk
(Homburg et al., 2016), with analysts’ forecast (Johnson, 2016; Ciftci et al., 2016); on earnings
management (Hartlieb and Loy, 2017; Xue and Hong, 2016), on culture (Kitching et al., 2016)
and on corporate social responsibility (Habib and Hasan, 2016).

Cost accounting literature deals with two fundamental issues:
(1) cost behavior as a function of activity (Anderson et al., 2003); and
(2) the source of cost behavior (Anderson and Lanen, 2007).

Prior studies have looked into cost stickiness notion. For instance, Banker et al. (2011)
consider cost stickiness as a complex phenomenon and define it as the reduced cost of less
than 1 per cent when sales decrease by 1 per cent. Homburg et al. (2016) confirm that
understanding cost behavior is essential for both corporate insiders and outsiders. Precisely,
managers can look after costs to improve profitability when sales markets are very
competitive and are difficult to be influenced. Following previous researches, we come up
with the idea that the existence of cost stickiness has been documented in different countries
(Banker et al., 2013b; Calleja et al., 2006; Dierynck et al., 2012; Cheung et al., 2016).

2.2 Accounting conservatism
Accounting conservatism is considered for centuries as a key attribute of financial reporting
(Basu, 1997; Watts, 2003a), as the principle having influenced accounting practices (Sterling,
1967) as the practice of reducing earnings (Basu, 1997), and also as the most ancient and
pervasive principle (Sterling, 1967; Byzalov and Basu, 2016).

Previous studies such asWatts (2003a, 2003b) and Givoly and Hayn (2000) point out that
the accounting practice is conservative, and the degree of conservatism has increased over
the past 30 years. That is why the analysis of time-series financial statements is very
important. They also argue that the analysis of time series changes is very necessary for
components such as accruals, earnings and cash-flow.

In accounting conservatism, we can distinguish between two types, namely, conditional
conservatism and unconditional conservatism (Basu, 2005; Qiang, 2007; Mora and Walker,
2015; Bangmek et al., 2016; Khalifa et al., 2016). Conditional conservatism or income-
statement approach (Zhang, 2000) is defined by Basu (1997) as earnings reflect bad news
more quickly than good news, which means imposing stronger verification requirements for
loss recognition than gain recognition. It is also defined by Watts (2006) as a higher
standard of verifiability for the recognition of gains than for losses. This type of
conservatism is related to the undervaluation of profits (Khalifa et al., 2016). In contrast,
unconditional conservatism or balance sheet approach (Zhang, 2000) is defined by
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Beaver and Ryan (2005) as the on average understatement of the book value of net assets
relative to their market value, which means reducing both earnings and net assets (Beaver
and Ryan, 2005; Bandyopadhyay et al., 2010; Bangmek et al., 2016). This approach has
advantages such as reducing risk because of its role in reducing earnings management
(Biddle et al., 2013). This type of conservatism is related to the undervaluation of assets
(Khalifa et al., 2016).

This concept has recently represented a fundamental accounting principle with
significant economic consequences (Ho et al., 2015), and it is not only a basic principle in the
recognition of accounting, measurement and reporting but also an important element in
measuring the quality of accounting information (Song, 2015).

Accounting conservatism has a prominent informational role. Both types of
conservatism allow reducing uncertainties and asymmetries of information by constraining
upward overstatement biases in net income and assets (Watts, 2003a, 2003b). Based on this
stream of research, Hu et al. (2014) show that the association between accounting
conservatism and the quality of the corporate information environment is positive.

2.3 Cost stickiness and conditional conservatism
Studying the interface between both financial and management accounting is scarce
(Hartlieb and Loy, 2017). Few studies have given prominence to the linkage between cost
stickiness and accounting conservatism. In this context, according to Homburg and Nasev
(2008), cost stickiness is the manager’s decision when the sale level decreases. Therefore, the
project of cost stickiness is considered as risky. These authors interpret the sample of 44,361
firm-year observations between 1988 and 2004 and come to the conclusion that the sticky
cost is more costly when firms include rules of conditional conservatism.

Recently, Banker et al. (2016) have documented that sales changes are associated with a
significant decrease in asymmetric timeliness, and have an effect on conditional
conservatism, using US firms collected from the Compustat database in the period from
1987 to 2007. In this line, Banker and Byzalov (2014) declare that cost represents a leading
component of accounting earnings, and that financial accounting decisions affect cost
behavior and vice versa.

Our study is based on both conditional conservatism (financial accounting literature) and
cost stickiness (management accounting literature). The conditional conservatism is the
asymmetry in the accounting information system that translates economic activity into
accounting data. To understand conditional conservatism, we focus on different methods
using to measure accounting conservatism including balance sheet measures, income
statement measures and earnings/stock return relation measures (Zhong and Li, 2017). For
example, Ball et al. (2013) provide an analysis of the model that incorporates economic
income into accounting income. They find that conservatism is considered as one of the
fundamental features of the temporal process of incorporating economic income into
accounting income by using stock returns to represent economic income and earnings to
represent accounting income.

Moreover, we focus on the effect of asymmetric cost behavior itself (Hoffmann, 2017) in
cost stickiness studies, and we find that sticky cost is the asymmetry in the economic
activity itself (Banker et al., 2016). Banker et al. (2017) provide evidence that the cost
behavior affects the properties of earnings. Indeed, resource-commitment decisions
determining costs influence various earnings properties, such as asymmetric timeliness
because earnings are equal to sales minus costs. Based on management accounting
tradition, Banker and Chen (2006) suggest that earnings components are proportional to
sales increases and decreases and consider sales as the key driver of profit and variable
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costs as varying with sales. As such, costs represent a major component of accounting
earnings (Banker and Byzalov, 2014) and financial accounting data is used as a proxy for
cost accounting data in cost stickiness studies (Loy and Hartlieb, 2018). We conclude that
the asymmetry in reported earnings can arise from either conservatism or cost stickiness.
Precisely, empirical models should account for both phenomena to ensure accurate
inferences.

Conditional conservatism has a significant influence on financial reporting and
accounting practice and involves a higher degree of verification of good news as gains than
bad news as losses in earnings (Basu, 1997; Watts, 2003a). This definition takes into
consideration different types of economic income based on the timeliness of recognizing
economic losses (Zhong and Li, 2017). As such, earnings incorporate bad news about future
cash flows faster than good news. Asymmetric timeliness in Basu (1997) model is based on a
regression of net income on stock returns with separate slopes for positive and negative
returns (proxies for good and bad news, respectively). This model (Basu, 1997) is used in
different studies to test the prevalence of conservatism and to examine theories about the
causes and correlates of conservatism (Watts, 2003b; Qiang, 2007).

Cost stickiness is considered as a source of asymmetry in cost and earnings behavior.
The majority of recent studies reject the traditional model and document that costs arise
more for sales increases than they fall for equivalent decreases. Anderson et al. (2003)
investigate on the reasons of cost stickiness and find that deliberate decision by managers to
adjust resources affect the degree of cost stickiness. The document also that the increases in
sales require additional resources while the decrease in sales can occur without adjusting the
resources committed. Consequently, the increase in costs is less proportional than the sales
decrease.

When sales decrease, managers should decide to cut or maintain resources. On the one
hand, if managers choose to cut the redundant resources, the adjustment costs appear. We
find holding costs of unused capacity and capacity releases, for example, wages and
depreciation (Reimer, 2019). On the other hand, if managers choose to maintain unutilized
resources for economic considerations such as adjustment costs of reducing capacity and
ramping up capacity in case sales rebound, this choice is interpreted as a risky project
(Homburg and Nasev, 2008). This choice can be made for the interest of managers or for the
interest of the company. Consequently, the information asymmetry between the
management and outside investors increases. The high information asymmetry increases
the incentives for the manager to overstate financial performance. High conditional
conservatism can counteract this incentive by restricting managers’ discretion to overstate
gains and to understate losses should reduce information asymmetry (Homburg and Nasev,
2008).

In contrast, when sales increase managers even though managers may be reluctant to
hire more workers because of adjustment costs, the increase in current sales can only be
achieved if additional workers are hired, the effect of reluctance will probably be more
mitigated (Banker and Byzalov, 2014). Consequently, costs are more sensitive to sales
increases than to sales decreases because of asymmetric resource adjustment (Banker et al.,
2016). The direction of asymmetry is reversed for earnings because costs appear in earnings
with a negative and significant coefficient.

Previous studies show that changes in sales and concurrent stock returns are positively
correlated (Banker et al., 2016). In our study, we provide additional evidence in this relation
between changes in sales and concurrent stock returns with a positive coefficient of 0.197
and significant at the 1 per cent level. Consequently, sales changes can constitute a
correlated omitted variable in the standard conservatism models. This omitted variable
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increases the asymmetry effect of earnings especially if costs are sticky, which is stronger
for sales decreases than for sales increases. The correlation between earnings and stock
returns should be stronger for negative returns than for positive returns even if
conservatism is absent because this association is positive. As a consequence, the estimates
of the linear relation between stock returns and earnings in standard models reflect both
conditional conservatism (asymmetric loss recognition) and cost stickiness (confounding
asymmetric effect of sticky costs). The asymmetric loss recognition and the confounding
asymmetric effect of sticky costs act in the same direction because when costs are sticky, we
find an upward bias on average in the standard estimates of asymmetric timeliness.

The relation between earnings and stock returns represents a chief issue in financial
accounting literature (Basu, 1997; Givoly and Hayn, 2000; Khan and Watts, 2009; Huang
et al., 2016), and it is interpreted as evidence of conditional conservatism. Givoly et al. (2007)
suggest using accruals to capture conditional conservatism. Collins et al. (2014) show that
cash flow asymmetry introduces bias in tests that use an earnings-based measure of
asymmetric timeliness and recommend future research to estimate conditional conservatism
using operating accruals as a dependent variable and find out a significant result by
estimation conservatism using accruals in Basumodel.

As a result, we use operating accruals as a dependent variable in standard conservatism
model (Basu, 1997). The confounding effect of cost stickiness resists after the modification of
the Basumodel because cost stickiness affects operating accruals.

It is not completely obvious what the effect of conservatism on cost stickiness is as
indicated throughmixed results presented in the accountingmanagement literature.

Therefore, our first hypothesis is as follows:

H1. Asymmetric timeliness estimates in conservatism models are overstated because
these models do not control for cost stickiness.

Most studies investigating the association between conditional conservatism and cost
stickiness do not focus on the difference between industries and between countries
(Homburg and Nasev, 2008; Banker et al., 2016). Following across countries and across
industries study in cost stickiness or in conservatism, we find that stickiness is not present
for all magnitudes of changes and in all industries (Subramaniam and Weidenmier, 2003).
For conditional conservatism research, Khalifa et al. (2016) document that countries from
East Europe are the most conservative followed by Asia countries and MENA/Africa firms.
However, firms from the America region produce non-conservative financial statements. In
addition, they find that firms belong to the telecommunications sector has earnings that are
more conservative than other sectors.

Therefore, our second hypothesis is as follows:

H2. The association between conditional conservatism and cost stickiness changes
across country groups and across industries.

3. Data and empirical model
3.1 Sample-selection process
To test the link between conditional conservatism and cost stickiness, we use financial data
available in DataStream database over the period ranging from 1997 to 2015 across 18
countries. Since 1995, data from most emergent countries have been available in
DataStream, data from developed countries have been available before this date. Because
some variables are measured with two lags in the data, our final sample starts in 1997.
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Panel A summarizes the selection procedure of our sample. We choose our sample in
reference to groups. The EU is considered as one of the most major groups, and the USA is
regarded as the most important countries in the world. BRICS and MIST are seen as the
most substantial groups in emerging markets. BRICS countries occupying more than a
quarter of the land area have surprised the world with a high level of growth, and influence
regional and global affairs (De Aquino and Robertson, 2015; de Boyrie and Pavlova, 2016).
Previous studies show that most researchers have analyzed the BRICS group, but those
interested in the MIST group are limited (Yarovaya and Lau, 2016). They focus separately
on countries of the MIST without a specific emphasis on the whole MIST group. However, it
is really prominent to take into account the entire MIST group identified as the largest
economy in the (N-11) groups (following the identification of Jim O’Neil from Goldman
Sachs) with high growth, favorable demographics and large economies including countries
with a different range of living standards, GDP and cultures (de Boyrie and Pavlova, 2016).

In our study, we use Hausman test that determines the application of the fixed effect
model versus random effect model. Significance level of F is less than 5 per cent for all
models, so null hypothesis (random effect model) is rejected and fixed effect model should be
used in panel data. We correct the problem of heteroscedasticity using the command robust
in STATA 13. All of the continuous regression variables are winsorized at the 1 per cent.

Panel A in Table I presents the sample selection process. We start with 79,380 firm-year
observations, using 18 indices from 1995 to 2015, and we exclude the observations in the
regulatory industry such as financial institutions (SIC 6000-6999). We then discard firms
with insufficient data in Models (1) and (2). Following previous studies such as Banker et al.
(2016), Khan and Watts (2009); we drop all observations with price per share less than $1.
Finally, we eliminate observations with negative or zero sales. Panel B in Table I reports the
annual distribution of observations for our entire sample. We conclude that the sample size
has increased over the years. Panel C in Table I shows the sample distribution by industry,
the most represented industry is manufacturing. Eventually, Panel D in Table I details the
sample distribution by 18 countries that contains four groups: BRICS: Brazil, Russia, India,
China and South Africa; some countries of North Africa: Morocco, Tunisia and Egypt;
MIST: Mexico, Indonesia, South Korea and Turkey; USA and some countries of European
Union: Germany, France, Spain, UK and Greece. We conclude that the most heavily
represented group is the EU (32.31 per cent); followed by BRICS (26.19 per cent), followed by
MIST (22.51 per cent), followed by US (17.04 per cent), followed by North Africa (1.95 per
cent).

3.2 Univariate results
Panel A in Table II presents the univariate statistics of our entire sample, including the
mean, standard deviation, median, first and third quartile, minimum andmaximum. Panel B
in the same table illustrates the correlation metrix for all the key variables in our sample.
Following Banker et al. (2016), we scale all financial variables by the lagged market value of
equity. Comparing with Banker et al. (2016), we find in our study that earnings before extra
items scaled by the lagged market value are equal to 5.2 per cent (median = 6.1 per cent). We
confirm that scaled earnings are negatively skewed because the mean is less than the
median (Basu, 1997). The same result which is consistent with the existence of conservatism
is obtained by Banker et al. (2016). On average, the market-adjusted stock returns (RET) are
25.9 per cent (median = 14.3 per cent) and the correlation between the stock returns (RET)
and the variation in sales (DS/P) is significant. The correlation between two negative
portions stock returns (DR*RET) and sales changes (DS*DS/P), is 0.224 and it is significant
at 1 per cent level.
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Panel A: Sample selection process
Publicly traded firms (18 indices) in DataStream during the period of 1995-2015 79,380
Less: Observations over the years 1995 and 1996 7,560
Less: Financial institutions 14,573
Less: Observations with insufficient data in model (1) and model (2) 30,897
Less: Observations with price per share less than $1 789
Less: Observations with negative or zero sales 13
Final sample 25,548

Panel B: Distribution across years
Year Number of firms Percentage of firms
1997 526 2.06
1998 605 2.37
1999 659 2.58
2000 725 2.84
2001 823 3.22
2002 945 3.70
2003 1,032 4.04
2004 1,128 4.42
2005 1,280 5.01
2006 1,389 5.44
2007 1,524 5.97
2008 1,591 6.23
2009 1,652 6.47
2010 1,744 6.83
2011 1,795 7.03
2012 2,001 7.83
2013 1,997 7.82
2014 2,035 7.97
2015 2,097 8.21
Total 25,548 100.00

Panel C: Distribution across industries
Industry SIC codes Number of firms Percentage of firms
Agriculture, forestry and fishing 01-09 196 0.77
Mining 10-14 1,133 4.43
Construction 15-17 1,093 4.28
Manufacturing 20-39 14,335 56.11
Utilities 40-49 2,978 11.66
Wholesale trade 50-51 824 3.23
Retail trade 52-59 1,530 5.99
Services 70-89 3,459 13.54
Total 25,548 100.00

Panel D: Distribution across countries
Country Stock indices Number of observations Percentage of sample
BRICS 6,691 26.19
Brazil BOVESPA 383 1.50
Russia RETTS INDEX 274 1.07
India NIFTY 500 3,123 12.22
China SHENZHENSE composite SUB 1,682 6.58
South Africa FTSE/JSE All Share 1,229 4.81

(continued )

Table I.
Sample selection and
distribution
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3.3 Empirical model
Our starting point in the multivariate analysis is the base model of conditional conservatism
(Basu, 1997):

Et=Pt�1 ¼ a0 þ a1DRt þ a2RETt þ a3DRt*RETt þ « i;t (1)

where:
Et/Pt�1 = the annual earnings deflated by the beginning of the period market value of

equity;
DRt = represents the dummy variable that equals one if the stock return is negative

and equals zero, otherwise;
RETt = a 12-month stock return of fiscal year; and
« i,t = an error term having a zero mean, and it is independent of the explanatory

variables.

Second, we estimate equation (2) as the base model of cost stickiness (Banker and Chen,
2006):

Et=Pt�1 ¼ b 0 þ b 1DSt þ b 2DSt=Pt�1 þ b 3DSt*DSt=Pt�1 þ « t (2)

where:
DSt = the dummy variable that is equal to one if sales decreases from

year t-1 to year t or the variation of sales is negative, and zero
otherwise;

DSt/Pt-1 = the sales change from year t-1 to year t scaled by the market
value of equity at the beginning of the fiscal year; and

DS,DS/P and DS*DS/P = capture sticky costs.

DSt is considered as a proxy for managerial optimism or pessimism regarding future
demand (Li and Zheng, 2017).

North Africa 499 1.95
Morocco All listed companies 198 0.78
Tunisia Tunisia-Ibes coverage 72 0.28
Egypt Egypt Hermes financial 229 0.90
MIST 5,750 22.51
Mexico MEXICO IPC (BOLSA) 335 1.31
Indonesia IDX COMPOSITE 225 0.88
South Korea KOREA SE COMPOSITE (KOSPI) 4,460 17.46
Turkey BIST NATIONAL 100 730 2.86
USA S&P 500 COMPOSITE 4,354 17.04
EU 8,254 32.31
Germany Prime all share (XETRA) 2,931 11.47
France CAC All-tradable 2,408 9.43
Spain MADRID SE GENERAL (IGBM) 627 2.45
UK FTSE ALL SHARE 1,899 7.43
Greece ATHEX composite 389 1.52
Total 25,548 100.00

Note: The table above represents the sample selection process in Panel A, and the sample distribution by
years in Panel B, by industry in Panel C and by country in Panel D Table I.

A cross-
country study
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This model reflects earnings with both cost variability and cost stickiness, but it does not
involve conservatism in the estimation.
Like Banker et al. (2016), we estimate the relation between accounting conservatism and cost
stickiness:

Et=Pt�1 ¼ a0 þ a1DRt þ a2RETt þ a3DRt*RETt þ b 1DSt þ b 2DSt=Pt�1

þ b 3DSt*DSt=Pt�1 þ y t (3)

where all variables are previously defined. In H1, we propose that the effect of increase
in cost stickiness is associated with a decrease in conditional conservatism. Therefore,
the coefficient of DR*RET in our full model will be less than that of the Basu model (1).
Following Banker et al. (2016), we use operating accruals substracting CFO from
earnings (Barth et al., 2008; Gassen and Sellhorn, 2006) as a dependent variable in
conservatism model (Basu, 1997), cost stickiness model (Banker and Chen, 2006) and
full model incorporating both conservatism and cost stickiness model (Banker et al.,
2016). We also use Khan and Watts (2009) model, which is the model of conservatism
score that incorporates control variables: market to book ratio, leverage and size. These
variables are also associated with cost stickiness. That is why we incorporate these
variables in the full model. In H2, we suggest that the effect of cost stickiness in

Table II.
Univariate analysis

Panel A: Descriptive statistics
Variables Mean Std. Q1 Median Q3 Minimum Maximum
E/P 0.052 0.198 0.030 0.061 0.100 �1.294 0.766
ACC/P �0.101 0.326 �0.113 �0.036 0.000 �2.330 0.751
DR 0.361 0.480 0.000 0.000 1.000 0.000 1.000
RET 0.259 0.667 �0.130 0.143 0.464 �0.882 4.049
DR*RET �0.097 0.178 �0.130 0.000 0.000 �0.882 0.000
DS 0.288 0.453 0.000 0.000 1.000 0.000 1.000
DS/P 0.213 0.898 �0.015 0.061 0.243 �2.613 6.088
DS*DS/P �0.095 0.334 �0.015 0.000 0.000 �2.613 0.000

Panel B: Correlation matrix
Variables E/P ACC/P DR RET DR*RET DS DS/P DS*DS/P
E/P 1.000 0.105 �0.178 0.212 0.198 �0.164 0.280 0.163
ACC/P 0.431 1.000 �0.113 0.129 0.126 �0.096 �0.009 0.118
DR �0.153 �0.114 1.000 �0.832 �0.968 0.185 �0.145 �0.201
RET 0.172 0.074 �0.593 1.000 0.860 �0.219 0.197 0.233
DR*RET 0.196 0.158 �0.724 0.556 1.000 �0.203 0.156 0.224
DS �0.128 �0.046 0.185 �0.180 �0.207 1.000 �0.784 �0.981
DS/P 0.118 �0.247 �0.046 0.113 0.061 �0.384 1.000 0.799
DS*DS/P 0.180 0.177 �0.152 0.129 0.240 �0.445 0.470 1.000

Notes: This table presents summary statistics for 25,548 firm-year observations from 1997 to 2015. Panel
A reports the mean, standard deviation, median, first and third quartiles, minimum and maximum,
respectively. Panel B shows the Pearson (Spearman) correlations. E is earnings Before Extraordinary Items
and Preferred Dividends, P is the market value of equity at the beginning of the fiscal year, ACC is total or
operating accruals, RET is the market-adjusted stock return for the period of fiscal year t (12months), DR is
a dummy variable equal to one if market-adjusted stock return for the period of fiscal year t is negative and
zero, otherwise, DS is the sales change from year t� 1 to year t, and DS is a dummy variable equal to one if
sales decreased from year t� 1 to year t and zero, otherwise. All variables are defined in Appendix
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conditional conservatism should vary across country groups of the country and across
industries.

4. Estimation results
Panel A in Table III reports regression results of three models: conditional conservatism
using Basu (1997), sticky-cost model using Banker and Chen (2006), and the full model
developed by Banker et al. (2016) combining Basu (1997) and Banker and Chen (2006)
models. We find that the adjusted R2 in the sticky-cost model is close to the conditional
conservatism one (the adjusted R2 is equal to 2.53 per cent and 2.6 per cent, respectively).
Column 1 indicates a significant positive coefficient of DR*RET at 1 per cent level, which
approves the existence of conservatism. Column 2 denotes a significant positive coefficient
of DS*DS/P, which supports the existence of sticky cost behavior.

Column 3 shows the results of the full model developed by Banker et al. (2016), and the
adjusted R2 improves to 4.36 per cent. That is why, both conservatism and sticky cost
models are rejected in favor of the full model.

In the full model, the coefficients of both conditional conservatism (DR*RET) and cost
stickiness (DS*DS/P) are positive and significant at 1 per cent level. The asymmetric
timeliness (DR*RET) presents an important parameter. The comparison between these
parameters in Basu (1997) model and in the full model shows that this coefficient decreases
from 0.085 to 0.058, and this decrease is significant at 1 per cent level. Consistent with our
prediction in H1 we confirm that the estimation of conservatism is associated with a
substantial upward bias of 46.55 per cent (= [0.085/0.058] �1) because the conditional
conservatismmodel does not control cost stickiness.

Panel B in Table III reports regression results of the full model across country groups:
BRICS, some countries of NORTH AFRICA, MIST, US and some countries of EU. The main
parameters of interest are DR*RET and DS*DS/P.

The coefficient of asymmetric timeliness (DR*RET) is positive and significant at 1 per
cent level in the USA and in some countries of EU (existence of conditional conservatism).
The coefficient in some countries of NORTH AFRICA is negative and significant, but it is
insignificant in the BRICS and MIST. The coefficient of sticky cost (DS*DS/P) is positive
and significant in the MIST, USA and in some countries of EU, but negative and significant
in the BRICS and in some countries of North Africa.

There are differences between country groups. The cross country group analysis
provides evidence that there is asymmetric behavior of costs in all groups of the country. We
also confirm the existence of conditional conservatism in the USA and some countries EU. In
Panel C of Table III, we report the regression results of the full model across industries.
DR*RET and DS*DS/P are positive and significant in the most representative industries
called manufacturing (existence of both conditional conservatism and cost stickiness
phenomena). The coefficient of asymmetric timeliness (DR*RET) is also positive and
significant in utilities. The coefficient of sticky cost (DS*DS/P) is positive in wholesale trade.
We find that stickiness and conservatism are not present for all industries, for example,
agriculture, forestry and fishing, which approves our prediction. Our result is consistent
with cost stickiness study approving that manufacturing firms show the highest level of
stickiness in SG&A costs with the estimated coefficient (Subramaniam and Weidenmier,
2003). These results validated our second hypothesis.

In Panel D of Table III, we present results of the robustness test of the models for
operating accruals used in Collins et al. (2014) and Hsu et al. (2012). We remark that accruals
in the conditional conservatism model (Basu, 1997) are biased since this model does not
control sticky cost. The parameters of interest (DR*RET and DS*DS/P) are positive and
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significant at 1 per cent level. This outcome confirms that the operating accruals asymmetry
can reflect both conservatism and cost stickiness.

4.1 The association between sales changes with sticky cost and conditional conservatism
We estimate the full model (3) for three earnings components: interest expense, depreciation
expense, and change in net receivable having different predictions for the coefficient DS*DS/
P. Similar to Banker et al. (2016), we use a negative code for items reducing earnings (interest
expense and depreciation expense). The interest expense and depreciation expense are
associated with cost stickiness (Subramaniam and Watson, 2016; Cheung et al., 2016), and
net receivables are associated with conditional conservatism. Subramaniam and Watson
(2016) confirm that the coefficient of interest expense is significant and that interest expense
exhibits sticky cost behavior. Cheung et al. (2016) consider depreciation expense as entry
cost, and it is used as proxy of capital intensity for firms’ economic characteristics (Cheng,
2005). This measure is significantly associated with cost stickiness. Our empirical result of
analysis shows that cost stickiness predicts a significant positive coefficient of DS*DS/P for
both interest expense and depreciation expense. This result is similar to Banker et al. (2016)
and that can be explained by the asymmetric resource adjustment that influences expenses
while the coefficient of conservatism with interest expenses of debt is insignificant. We
conclude that the impact of changes in sales on interest expense and depreciation expense is
significant, which is consistent only with cost stickiness (not with conservatism).

For changes in net receivables (DREC/P), we realize that cost stickiness foresee an
insignificant coefficient DS*DS/P emphasizing that sales changes do not have an important
role in conservatism for net receivables. Byzalov and Basu (2016) consider receivables and
inventory as accounting guidance for working capital accounts and notice that in the
relation with conditional conservatism, these standards (ASC topics 310 and 330 based on
receivable and inventory) incorporate asymmetric treatment of unrealized losses versus
unrealized gains for small asset pools. In relation to sales, they find out that high sales are
associated with an increase in inventory and receivable.

To test the effect of negative stock returns and decrease in sales in the prior period at the
level of asymmetry in the current period, we use the samemodel as of Banker et al. (2016):

Et=Pt�1 ¼ a0 þ a1DRt þ a2RETt þ a3DRt � RETt þ b 1DSt þ b 2DSt=Pt�1 þ b 3DSt

� DSt=Pt�1 þ a4DRt�1 þ a5RETt�1 þ a6DRt�1 � RETt�1 þ b 4DSt�1

þ b 5DSt�1=Pt�1 þ b 6DSt�1 � DSt�1=Pt�1 þ DRt�1

� a7DRt þ a8RETt þ a9DRt � RETtðþDSt�1 � b 7DSt�1ð�

þb 8DSt=Pt�1 þ b 9DSt � DSt�1=Pt�1Þ þ ùt (4)

where all variables are previously defined.
In this model, we replicate the same model used in Banker et al. (2016), and we estimate

the relationship between prior and current periods through adding interactions with both
lagged sales decreases and lagged negative returns in the full model. DSt � 1*DS*DS/P
presents the parameter of interest. This coefficient is positive and significant at the 1 per
cent level, the degree of cost stickiness decreases, using the prior period of sales decrease
(DSt�1 = 1). The result of the analysis shows a decrease in sales reflecting pessimism about
future sales (Anderson et al., 2003; Banker and Byzalov, 2014; Banker et al., 2016). This
pessimism is associated with a reduction in the degree of cost stickiness because sales
increase is more associated with adding resources than sales decrease. This positive and
significant coefficient (DSt-1*DS*DS/P) indicates that the asymmetry for current sales

JFRA
18,1

184



www.manaraa.com

changes DS*DS/P is larger in the case of a prior sales decrease (DSt � 1 = 1) comparing with
the case of a prior sales increase (DSt � 1 = 0). The outcome is consistent with cost stickiness
but not with conservatism for sales changes (Table IV).

In our next test, we investigate on determinants of the asymmetric cost behavior and we
add adjustment costs andmanagerial incentives variables.We extend the full model containing
both cost stickiness and conditional conservatism via adding interactions with three standard
proxies, using cost stickiness literature (Anderson et al., 2016; Chen et al., 2012; Anderson et al.,
2003), which prove that if firms have greater resource adjustment costs with more asset and
employee-intensive, the degree of cost stickiness increases. As matter of fact, two standard
proxies for adjustment costs considered as economic variables: asset intensity (AINT) and
employee intensity (EINT), and the third proxy free cash flow (FCF), is used for agency costs to
capture managers empire building incentives. AINT is the lagged asset intensity, and it is
calculated as total assets scaled by net sales or revenues. EINT is the lagged employee
intensity, and it is calculated as total employees scaled by net sales or revenues, and FCF is the
lagged free cash and calculated as net cash flow from operating activities minus common and
preferred dividend scaled by total assets (Anderson et al., 2003; Chen et al., 2012; Banker et al.,
2016), this variable is considered as important for the agency problem and the resulting empire
building incentives (Jensen, 1986; Masulis et al., 2007; Richardson, 2006). We find evidence on
the association between agency problem and cost stickiness (Chen et al., 2012), and with
conditional conservatism (García Lara et al., 2009; Louis et al., 2012).

In the subsequent test, we use extend model incorporating two standard proxies for
adjustment cost developed by Banker et al. (2016), and we add the free cash flow as a proxy
for agency problem.We use the followingmodel:

Et=Pt�1 ¼ a0 þ a1DRt þ a2RETt þ a3DRt*RETt þ b 1DSt þ b 2DSt

þ b 3DSt*DSt=Pt�1 þ AINTt�1* a4DRtþ a5RETt þ a6DRt*RETtð Þ
þ EINTt�1* a7DRt þ a8RETt þ a9DRt*RETtð Þ
þ FCFt�1* a10DRt þ a11RETt þ a12DRt*RETtð Þ
þ AINTt�1* b 4DSt þ b 5DSt þ b 6DSt*DSt=Pt�1ð Þ
þ EINTt�1* b 7DSt þ b 8DSt=Pt�1 þ b 9DSt*DSt=Pt�1ð Þ
þ FCFt�1* b 10DSt þ b 11DSt=Pt�1 þ b 12DSt*DSt=Pt�1ð Þ þ g 1AINTt�1

þ g 2EINTt�1 þ g 3FCFt�1 þ �t

(5).

The main parameters of interest are AINT*DS*DS/P, EINT*DS*DS/P and FCF*DS*DS/P.
The result of analysis expects that EINT*DS*DS/P is positive and significant at the 1 per
cent level, and FCF*DS*DS/P is negative and significant, but AINT*DS*DS/P is
insignificant, which indicates that employee intensive firms have greater resource
adjustment costs that increase cost stickiness (Anderson et al., 2003; Banker et al., 2016), the
asymmetry for sales changes increases with employee intensity, and the asymmetry for
sales changes increases with free cash flow. Following previous results, Anderson et al.
(2003) find that the asymmetric cost behavior is positively associated with asset intensity.
For employee intensity, Balakrishnan and Gruca (2008) provide evidence that cost stickiness
is more pronounced for costs related to core functions than for those related to peripheral
functions due to greater adjustment costs associated with core functions). Chen et al. (2012)
document a positive and significant coefficient of employee intensity in their sample and
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Panel A: Estimates for individual line items
Dependent variable = Depreciation expense (�DEP/P)

Predicted sign under Estimate t-statistic
Stickiness Conservatism

Intercept �0.052*** �32.41
DR �0.003 �1.56
RET 0.000 �0.06
DR*RET 0.052*** 6.28
DS 0.000 �0.07
DS/P �0.084*** �28.29
DS*DS/P þ 0 0.166*** 22.54
Hausman test: x2 24.92 (0.000)
Firm-fixed effects Included
Adj. R2 0.2923
N 25,548

Panel B: Estimates for individual line items
Dependent variable = Interest expense (�INT/P)
Intercept �0.008*** �3.89
DR �0.001 �0.53
RET 0.002 1.50
DR*RET 0.028*** 3.51
DS �0.005*** �3.00
DS/P �0.089*** �21.13
DS*DS/P þ 0 0.176*** 17.23
Hausman test: x2 125.19 (0.000)
Firm-fixed effects Included
Adj. R2 0.2829
N 25,548

Panel C: Estimates for individual line items
Dependent variable = Change in net receivables (DREC/P)
Intercept 0.011*** 3.92
DR 0.011*** 2.80
RET 0.003 1.29
DR*RET 0.039*** 2.84
DS �0.010*** �3.29
DS/P 0.136*** 25.28
DS*DS/P 0 þ 0.017 1.62
Hausman test: x2 24.37 (0.000)
Firm-fixed effects Included
Adj. R2 0.3297
N 25,548

Panel D: The effect of negative stock returns and sales decreases in the prior period on the degree of asymmetry in the current period
Dependent variable = E/P
Intercept 0.045*** 12.36
DR 0.002 0.46
RET 0.031*** 7.87
DR*RET 0.009 0.47
DS �0.007** �2.02
DS/P 0.035*** 5.91
DS*DS/P 0.018 1.22
DRt-1 �0.002 �0.50
RETt�1 0.008*** 3.44
DRt�1* RETt�1 0.018 1.09
DSt�1 0.002 0.72
D St�1/P 0.039*** 4.97
DSt�1* D St-1/P �0.029*** �2.92
DRt�1* DR 0.010 1.13
DRt�1*RET �0.002 �0.33
DRt�1* DR*RET 0.147*** 3.93
DSt�1*DS 0.004 0.55
DSt�1* DS/P �0.029*** �3.01
DSt�1*DS*DS/P 2 þ 0.071*** 2.81

(continued )

Table IV.
Validation tests of
the sticky cost
modification
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suggest that the asymmetry in SGA cost is lower for firms requiring more employees to
support operations and find a negative and significant coefficient of asset intensity (0.055 for
the base model, and 0.154 for the testing one). They also suggest that the asymmetry in SGA
cost is greater for firms requiring more assets to their activities.

Chen et al. (2012) find a positive and significant association between cost stickiness and
agency cost. They provide evidence that the agency problem complements known economic
factors in explaining SGA cost asymmetry because the strong alignment of managerial
ownership between the managers’ incentives and the shareholders’ interests can lead to

Hausman test: x2 339.77 (0.000)
Firm-fixed effects Included
Adj. R2 0.0844
N 25,548

Panel E: The impact of control variables (asset intensity, employee intensity and free cash flow) on conservatism and
cost stickiness
Dependent variable = E/P 0.055*** 8.95
Intercept 0.008 0.80
DR 0.029*** 4.98
RET 0.068** 2.09
DR*RET �0.022*** �2.82
DS 0.023*** 2.90
DS/P 0.024 0.87
DS*DS/P 0.002 0.73
AINT*DR �0.003 �1.33
AINT*RET 0.018** 2.28
AINT*DR*RET 0.387 0.50
EINT*DR �0.854* �1.73
EINT*RET 2.259 0.71
EINT*DR*RET �0.056 �0.92
FCF*DR �0.066** �2.28
FCF*RET �0.391* �1.84
FCF*DR*RET �0.002 �1.02
AINT*DS �0.010*** �3.56
AINT* DS/P 0.010 0.54
AINT*DS*DS/P 1.786*** 3.36
EINT*DS 0.195 0.20
EINT*DS/P 9.009*** 2.64
EINT*DS*DS/P þ 0 0.063 1.28
FCF*DS 0.090 1.19
FCF*DS/P �0.413*** �2.60
FCF*DS*DS/P �0.006** �2.33
AINT �1.609** �2.10
EINT 0.272*** 9.05
FCF
Hausman test: x2 338.16 (0.000)
Firm-fixed effects Included
Adj. R2 0.0799
N 18,225

Notes: The table presents the regression estimates of a sample of 25,548 firm-year observations from 1997 to
2015 (the sample size in some specifications is smaller due to missing data for additional variables). Statistical
significance at the 10, 5 and 1% levels is indicated, respectively by *; ** and ***E is earnings before
extraordinary items and preferred dividends, P is the market value of equity at the beginning of the fiscal year,
RET is the market-adjusted stock return for the period of fiscal year t (12months), DR is a dummy variable
equal to one if the market-adjusted stock return is negative and zero otherwise, DS is the sales change from year
t� 1 to year t, DS is a dummy variable equal to one if sales decrease from year t� 1 to year t and zero otherwise.
All variables are defined with data items in Appendix. In Panel A, DEP is depreciation expense. In Panel B, INT
is net interest expense. In Panel C, DREC is change in net receivable. To obtain consistent coefficient signs, we
use a negative sign in items that reduce earnings especially DEP and INT. In Panel E, we add control variables
to the full model AINT is the lagged asset intensity, EINT is the lagged employee intensity, and FCF is the
lagged free cash flow. All variables are defined in Appendix Table IV.
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lower cost stickiness. For free cash flow, they document that cost asymmetry increases with
free cash-flowwith negative and significant coefficient at 1 per cent level.

In the interaction with conservatism coefficient, we get mixed results: the coefficient of
AINT*DR*RET is positive and significant, the coefficient of FCF*DR*RET is negative and
significant, but the coefficient of EINT*DR*RET is insignificant. Employee intensity does
not have an effect on conservatism because intangibles investments, for example, in human
capital, are not recognized as assets on the balance sheet. Asset intensity should increase
conservatism because more asset-intensive firms have an important potential for large
write-downs in the event of bad news (Banker et al., 2016). Agency problem exists in cost
stickiness and in conditional conservatism. To reduce agency problems in accounting
conservatism, managers should provide incentives for ex ante efficient investment decisions
and facilitate ex postmonitoring of managers’ investment decisions (Louis et al., 2012).

4.2 The impact of cost stickiness on conditional conservatism C-score
Foregoing studies criticize the Basu model, as it does not include firm-specific factors such
as size of firm (SIZE) defined as the lagged natural logarithm of market value of equity,
market to book ratio (MTB) defined as the lagged ratio of market to book value of equity and
leverage (LEV) described as the lagged total debt divided by total assets providing evidence
for conservatism especially in determining the firm’s investment opportunities (Khan and
Watts, 2009). SIZE, MTB and LEV are considered as risk factors, which may affect the cost
of equity (Fama and French, 1992; Chan et al., 2009; Artiach and Clarkson, 2013; Li, 2015).
Khan and Watts (2009) argued that firms with large size have to be less conservative.
LaFond and Roychowdhury (2008) confirm that conservatism varies with these factors.

So as to examine the link between cost stickiness variations and conditional conservatism C-
score, we consider the Khan and Watts model involving control variables, and we estimate the
modifiedmodel proposed by Banker et al. (2016) incorporating cost stickiness:
Et=Pt�1 ¼ a0 þ a1DRt þ a2RETt þ a3DRt*RETt

þMTBt�1* a4DRt þ a5RETt þ a6DRt*RETt þ LEVt�1* a7DRt þ a8RETtðð
þa9DRt*RETt þ SIZEt�1* a10DRt þ a11RETt þ a12DRt*RETtð Þ
þg 1MTBt�1 þ g 2LEVt�1þg 3SIZEt�1 þ « t (6)

Similar to Banker et al. (2016), we measure the modified C_Score including not only
conditional conservatism variables but also the variation in cost stickiness:

Et=Pt�1 ¼ a0 þ a1DRt þ a2RETt þ a3DRt*RETt

þMTBt�1* a4DRt þ a5RETt þ a6DRt*RETtð Þ
þ LEVt�1* a7DRt þ a8RETt þ a9DRt*RETtð Þ
þ SIZEt�1* a10DRt þ a11RETt þ a12DRt*RETtð Þ þ g 1MTBt�1 þ g 2LEVt�1

þ g 3SIZEt�1 þ b 1DSt þ b 2DSt=Pt�1 þ b 3DSt*DSt=Pt�1

þMTBt�1* b 4DSt þ b 5DSt=Pt�1 þ b 6DSt*DSt=Pt�1ð Þ
þ LEVt�1* b 7DSt þ b 8DSt=Pt�1 þ b 9DSt*DSt=Pt�1ð Þ
þ SIZEt�1* b 7DSt þ b 8DSt=Pt�1 þ b 9DSt*DSt=Pt�1ð Þ þ h t

(7)
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The coefficients of interest are MTB*DR*RET, LEV*DR*RET and SIZE*DR*RET,
respectively. Banker et al. (2016) argue that the bias in the standard C-Score is positively and
significantly associated with cost stickiness. More precisely, the bias is significantly
associated with the book to market, size and leverage. In our study, we come up with mixed
results. First, the coefficient MTB*DR*RET is insignificant in both models of Khan and
Watts (2009), and Banker et al. (2016). Second, the coefficient LEV*DR*RET is positive and
significant at 10 per cent level in Khan and Watts (2009), but insignificant in the extended
model by Banker et al. (2016). Eventually, the coefficient SIZE*DR*RET is negative and
significant at 1 per cent level in khan and watts (2009) model, but the coefficient
SIZE*DR*RET is less significant in Banker et al. (2016) at the 5 per cent level. For the
relationship with cost stickiness, the coefficients of interest are MTB*DS*DS/P,
LEV*DS*DS/P and SIZE*DS*DS/P, respectively. The coefficient LEV*DS*DS/P is positive
and significant, but MTB*DS*DS/P and SIZE*DS*DS/P are insignificant. The adjusted R2

is low in Khan and Watts (2009), which can be explained by the fact that there is a strong
heterogeneity of the observations in the estimation of the global model. The adjusted R2 is
different when we estimate this model across industries and across country groups and
when we change the dependent variable.

We conclude that cost stickiness distorts inferences about standard demand drivers of
conservatism such as leverage, and size, and that controlling for cost stickiness has a
significant effect on the estimated effects of the standard proxies of the demand (Tables V
and VI).

5. Conclusion
In this paper, we have examined the association between accounting conservatism and cost
stickiness across groups of countries over the period between 1997 and 2015. To do so,
following Homburg and Nasev (2008) and Banker et al. (2016), we have used different
models such as Basu (1997) and Khan and Watts (2009) to look into the existence of
conservatism, and we have also used Banker and Chen (2006) model to investigate the
existence of cost stickiness. To test the effect of cost stickiness in asymmetric timeliness, we
have used the model of combination developed by Banker et al. (2016). This model
incorporates both models of conservatism and cost stickiness models. Then, we have added
a newmodel including free cash flow as proxy of the agency problem.

Our study contributes to the literature concerning conditional conservatism and cost
stickiness by showing additional evidence of their existence, and the relation between them
across country groups and across industries. We conclude a very important change after
extending cost stickiness in the conditional conservatismmodel.

In additional analyses, we have tried on the model combining both cost stickiness and
conditional conservatism models, and we have come up with a mixed results confirming
that the coefficient of interest in conditional conservatism is significant at the 1 per cent level
in the USA and in some of EU countries, but insignificant in BRICS and MIST and negative
in some countries of North Africa with a significant degree. The coefficient of interest in the
sticky cost model is positive and significant in the MIST, USA and in some countries of EU,
and negative and significant in BRICS and in some countries of North Africa. We came to
the conclusion that the existing degree of cost stickiness and conditional conservatism
varies across country groups.

Our study substantiates the province of cross countries and cross industries analyses.
The cross-country group analysis provides evidence that cost behaves asymmetrically in all
groups of countries, but the existence of conditional conservatism is approved only in the
USA and in some countries of the EU. The cross-industry analysis shows that the existence
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Table V.
Regression of Khan
and Watts (2009)
model and the
extended model with
sticky cost behavior

Dependent variable = E/P
Khan and Watts model Extended model

Estimate t-statistic Estimate t-statistic

Intercept 0.303*** 5.24 0.222*** 4.28
DR 0.046** 2.14 0.035 1.62
RET 0.041*** 3.17 0.033*** 2.58
DR*RET 0.312*** 3.23 0.227** 2.37
MTB*DR 0.002 1.62 0.002* 1.68
MTB*RET �0.002** �2.19 �0.002** �2.05
MTB*DR*RET 0.000 0.05 0.005 0.89
LEV* DR 0.021 0.65 0.031 0.98
LEV *RET 0.019 1.03 0.038** 2.15
LEV*DR*RET þ 0.212* 1.75 0.110 0.91
SIZE* DR �0.003*** �2.74 �0.003** �2.40
SIZE* RET �0.001 �1.12 �0.001 �1.12
SIZE*DR*RET � �0.016*** �3.00 �0.012** �2.28
MTB 0.001 1.13 0.001 1.18
LEV �0.113*** �4.29 �0.089*** �3.33
SIZE �0.012*** �3.90 �0.008*** �2.95
DS 0.043*** 3.06
DS/P 0.122*** 6.09
DS*DS/P 0.011 0.23
MTB*DS 0.001 0.57
MTB*DS/P 0.002 0.56
MTB*DS*DS/P �0.013 �1.63
LEV*DS 0.012 0.50
LEV*DS/P �0.071** �2.24
LEV*DS*DS/P þ 0.196*** 2.74
SIZE*DS �0.003*** �4.27
SIZE*DS/P �0.004*** �4.14
SIZE* DS*DS/P �0.002 �0.70
Hausman test: x 2 533.97 (0.000) 566.28 (0.000)
Firm-fixed effects Included Included
Adj. R2 0.0336 0.0642
N 21,962 21,962

Notes: The table presents the regression estimates on a sample of 25,548 firm-year observations from 1987 to
2007 (the sample size in some specifications is smaller due to missing data for additional variables). Statistical
significance at the 10, 5 and 1% levels is indicated, respectively by *; ** and ***. E is earnings before
extraordinary items and preferred dividends, P is the market value of equity at the beginning of the fiscal year,
RET is the market-adjusted stock return for the period of fiscal year t (12months), DR is a dummy variable
equal to one if the market-adjusted stock return is negative and zero, otherwise, DS is the sales change from year
t� 1 to year t, DS is a dummy variable equal to one if sales decrease from year t� 1 to year t and zero
otherwise, MTB is the ratio of market capitalization to book value of equity, LEV is total debt divided by total
assets, and SIZE is market value of equity. All variables are defined in Appendix

Table VI.
Summary of
hypotheses

H1 Asymmetric timeliness estimates in
conservatism models are overstated because
these models do not control for cost stickiness

The estimation of conservatism is associated
with a substantial upward bias of 46.55%
because the conditional conservatism model
does not control cost stickiness

H2 The association between conditional
conservatism and cost stickiness changes
across country groups and across industries

Our analysis provides evidence that cost
stickiness changes across country groups and
across industries
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of cost stickiness and conditional conservatism is taken on significantly in the most
representative industries called manufacturing.

Using DataStream database during the period from 1997 to 2015, we use an international
context, and we point out that the conditional conservatismmodel (Basu, 1997) is overstated
by more than 45 per cent because this model does not control for cost stickiness. We also
find evidence that sticky cost behavior distorts inferences about standard demand drivers of
conservatism such as leverage and size.

Following Banker et al. (2016), we have provided additional evidence for the association
between conditional conservatism in financial accounting and cost stickiness in
management accounting by confirming that Basu (1997) is overestimated by 46,55 per cent
owing to cost stickiness. The comparison between Khan and Watts (2009) model and
between the extended model shows that the impact of control variables in conservatism
(market to book ratio, size and leverage) changes when we include cost stickiness.

Using Ball et al. (2012) firm-fixed effects correction in conditional conservatism models
(Basu, 1997; Khan and Watts, 2009) is designed to take into account the asymmetric
correlation between expected earnings and returns. This correction continues to be relevant
after controlling sticky costs. Using accruals as a dependent variable in the conservatism
model (Basu, 1997) is recommended by Collins et al. (2014) to isolate asymmetries in
financial reporting. Our results and their implications are consistent with findings by
Banker et al. (2016) substantiating that the operating accruals asymmetry could reflect both
conservatism and cost stickiness, using international context, which is a fundamentally
different phenomenon arising from themanagers’ operational decisions.

Our results have two implications. First, the findings indicate that it’s important to
control for cost stickiness even in the case of analyzing characteristics of financial reporting
related to conditional conservatism. In this case, researchers can exclude cost stickiness
from the conservatism estimate after controlling for it. Second, managers should pay close
attention when using the traditional cost model as the study provides evidence on the
asymmetric behavior in the international context and in different groups of countries.
Especially, in cost accounting and management accounting techniques assumed by the
traditional cost model (Ibrahim, 2015).

References
Anderson, S.W. and Lanen, W.N. (2007), “Understanding cost management: what can we learn from the

evidence on ’sticky costs’?”, Working Paper, available at SSRN: https://ssrn.com/abstract=
975135, or doi: 10.2139/ssrn.975135.

Anderson, M.C., Banker, R.D. and Janakiraman, S.N. (2003), “Are selling, general, and administrative
costs ‘Sticky’?”, Journal of Accounting Research, Vol. 41 No. 1, pp. 47-63.

Anderson, M.C., Lee, J.H. and Mashruwala, R. (2016), “Cost stickiness and cost inertia: a two-driver
model of asymmetric cost behavior”, Working Paper, available at SSRN: https://ssrn.com/
abstract=2599108; http://dx.doi.org/10.2139/ssrn.2599108.

Anderson, M., Banker, R., Huang, R. and Janakiraman, S. (2007), “Cost behavior and fundamental
analysis of SG&A costs”, Journal of Accounting, Auditing and Finance, Vol. 22 No. 1, pp. 1-28.

Artiach, T. and Clarkson, M. (2013), “Conservatism, disclosure and cost of capital”, Australian Journal
of Business, Vol. 4 No. 9, pp. 1-22.

Balakrishnan, R. and Gruca, T. (2008), “Cost stickiness and core competency: a note”, Contemporary
Accounting Research, Vol. 25, pp. 993-1006.

Balakrishnan, R., Petersen, M.J. and Soderstrom, N.S. (2004), “Does capacity utilization affect the
‘stickiness’ of cost?”, Journal of Accounting, Auditing and Finance, Vol. 19 No. 3, pp. 283-300.

A cross-
country study

191

https://ssrn.com/abstract=975135
https://ssrn.com/abstract=975135
http://dx.doi.org/10.2139/ssrn.975135
https://ssrn.com/abstract=2599108
https://ssrn.com/abstract=2599108
http://dx.doi.org/10.2139/ssrn.2599108


www.manaraa.com

Ball, R., Kothari, S. and Nikolaev, V.V. (2012), “On estimating conditional conservatism”, The
Accounting Review, Vol. 88 No. 3, pp. 755-787.

Ball, R., Kothari, S. and Nikolaev, V.V. (2013), “Econometrics of the Basu asymmetric timeliness coefficient
and accounting conservatism”, Journal of Accounting Research, Vol. 51 No. 5, pp. 1071-1097.

Bandyopadhyay, S.P., Chen, C., Huang, A.G. and Jha, R. (2010), “Accounting conservatism and the
temporal trends in current earnings’ ability to predict future cash flows versus future earnings:
evidence on the trade-off between relevance and reliability”, Contemporary Accounting
Research, Vol. 27 No. 2, pp. 413-460.

Bangmek, R., Lonkani, R., Tangeakchit, M. and Sarapaivanich, N. (2016), “Conditional conservatism
and reactions of equity investors on management earnings forecasts of firms in Thailand”,
Asian Journal of Business and Accounting, Vol. 9 No. 2, pp. 73-99.

Banker, R.D. and Chen, L. (2006), “Predicting earnings using a model based on cost variability and cost
stickiness”,The Accounting Review, Vol. 81 No. 2, pp. 285-307.

Banker, R.D. and Byzalov, D. (2014), “Asymmetric cost behavior”, Journal of Management Accounting
Research, Vol. 26 No. 2, pp. 43-79.

Banker, R.D., Byzalov, D. and Chen, L.T. (2013b), “Employment protection legislation, adjustment costs
and cross-country differences in cost behavior”, Journal of Accounting and Economics, Vol. 55
No. 1, pp. 111-127.

Banker, R.D., Byzalov, D. and Plehn-Dujowich, J.M. (2011), “Sticky cost behavior: theory and evidence”,
Paper read at AAAAnnual Meeting.

Banker, R.D., Basu, S., Byzalov, D. and Chen, J. (2013a), “Asymmetries in cost-volume-profit relation:
Cost stickiness and conditional conservatism”, Working Paper, available at SSRN: https://ssrn.
com/abstract=2312179, http://dx.doi.org/10.2139/ssrn.2312179.

Banker, R.D., Basu, S., Byzalov, D. and Chen, J.Y.S. (2016), “The confounding effect of cost stickiness on
conservatism estimates”, Journal of Accounting and Economics, Vol. 61 No. 1, pp. 203-220.

Banker, R.D., Byzalov, D., Fang, S. and Liang, Y. (2017), “Cost management research”, Journal of
Management Accounting Research, Vol. 30 No. 3, pp. 187-209.

Barth, M., Landsman, W. and Lang, M. (2008), “International accounting standards and accounting
quality”, Journal of Accounting Research, Vol. 46 No. 3, pp. 467-498.

Basu, S. (1997), “The conservatism principle and the asymmetric timeliness of earnings”, Journal of
Accounting and Economics, Vol. 24 No. 1, pp. 3-37.

Basu, S. (2005), “Discussion of “conditional and unconditional conservatism: concepts and modeling”,
Review of Accounting Studies, Vol. 10 Nos 2/3, pp. 311-321.

Beaver, W.H. and Ryan, S.G. (2005), “Conditional and unconditional conservatism: concepts and
modeling”, Review of Accounting Studies, Vol. 10 Nos 2/3, pp. 269-309.

Biddle, G.C., Ma, M.L. and Song, F.M. (2013), “The risk management role of accounting conservatism
for operating cash flows”, Working Paper, available at SSRN: https://ssrn.com/abstract=
1695629, http://dx.doi.org/10.2139/ssrn.1695629

Byzalov, D. and Basu, S. (2016), “Conditional conservatism and disaggregated bad news indicators in
accrual models”, Review of Accounting Studies, Vol. 21 No. 3, pp. 859-897.

Calleja, K., Steliaros, M. and Thomas, D.C. (2006), “A note on cost stickiness: some international
comparisons”,Management Accounting Research, Vol. 17 No. 2, pp. 127-140.

Callen, J.L., Segal, D. and Hope, O.-K. (2010), “The pricing of conservative accounting and the
measurement of conservatism at the firm-year level”, Review of Accounting Studies, Vol. 15
No. 1, pp. 145-178.

Cannon, J.N. (2014), “Determinants of “sticky costs”: an analysis of cost behavior using United
States air transportation industry data”, The Accounting Review, Vol. 89 No. 5,
pp. 1645-1672.

JFRA
18,1

192

https://ssrn.com/abstract=2312179
https://ssrn.com/abstract=2312179
http://dx.doi.org/10.2139/ssrn.2312179
https://ssrn.com/abstract=1695629
https://ssrn.com/abstract=1695629
http://dx.doi.org/10.2139/ssrn.1695629


www.manaraa.com

Cannon, J.N. and Watanabe, O. (2016), “Do firms pass commodity costs savings to consumers?
Evidence of asymmetric pricing behavior in the United States air transportation industry”,
Working Paper, available at SSRN: https://ssrn.com/abstract=2824026, http://dx.doi.org/
10.2139/ssrn.2824026.

Chen, C.X., Gores, T. and Nasev, J. (2013), “Managerial overconfidence and cost stickiness”, Working
Paper. available at SSRN: https://ssrn.com/abstract=2208622 or http://dx.doi.org/10.2139/
ssrn.2208622.

Chan, A.L.C., Lin, S.W.J. and Strong, N. (2009), “Accounting conservatism and the cost of equity capital:
UK evidence”,Managerial Finance, Vol. 35 No. 4, pp. 325 -345.

Chen, C.X., Lu, H. and Sougiannis, T. (2012), “The agency problem, corporate governance, and the
asymmetrical behavior of selling, general, and administrative costs”, Contemporary Accounting
Research, Vol. 29 No. 1, pp. 252-282.

Cheng, Q. (2005), “What determines residual income?”,TheAccounting Review, Vol. 80 No. 1, pp. 85-112.
Cheung, J., Kim, H., Kim, S. and Huang, R. (2016), “Is the asymmetric cost behavior affected by competition

factors? ”,Asia-Pacific Journal of Accounting and Economics, Vol. 25 Nos 1/2, pp. 218-234.
Ciftci, M., Mashruwala, R. and Weiss, D. (2016), “Implications of cost behavior for analysts’ earnings

forecasts”, Journal ofManagement Accounting Research, Vol. 28 No. 1, pp. 57-80.
Collins, D.W., Hribar, P. and Tian, X. (2014), “Cash flow asymmetry: causes and implications for

conditional conservatism research”, Journal of Accounting and Economics, Vol. 58 Nos 2/3,
pp. 173-200.

De Aquino, C.T.E., Robertson, R.W. and, (2015), “Brazil: a Bric’s economic growth, and it’s recent FDI
history in Florida”, i-Manager’s Journal onManagement, Vol. 9 No. 4, p. 1.

de Boyrie, M.E. and Pavlova, I. (2016), “Dynamic interdependence of sovereign credit default swaps in
BRICS andMIST countries”,Applied Economics, Vol. 48 No. 7, pp. 563-575.

Dierynck, B., Landsman, W.R. and Renders, A. (2012), “Do managerial incentives drive cost behavior?
Evidence about the role of the zero earnings benchmark for labor cost behavior in private
Belgian firms”,The Accounting Review, Vol. 87 No. 4, pp. 1219-1246.

Eisfeldt, A.L. and Papanikolaou, D. (2013), “Organization capital and the cross-section of expected
returns”,The Journal of Finance, Vol. 68 No. 4, pp. 1365-1406.

Fama, E.F. and French, K.R. (1992), “The cross-section of expected stock returns”, The Journal of
Finance, Vol. 47 No. 2, pp. 427-465.

Fama, E.F. and French, K.R. (1993), “Common risk factors in the returns on stocks and bonds”, Journal
of Financial Economics, Vol. 33 No. 1, pp. 3-56.

García Lara, J.M., García Osma, B. and Penalva, F. (2009), “Accounting conservatism and corporate
governance”, Review of Accounting Studies, Vol. 14 No. 1, pp. 161-201.

Gassen, J. and Sellhorn, T. (2006), “Applying IFRS in Germany: determinants and consequences”,
Working Paper, available at SSRN: https://ssrn.com/abstract=906802, http://dx.doi.org/10.2139/
ssrn.906802

Givoly, D., Hayn, C. and, (2000), “The changing time-series properties of earnings, cash flows and
accruals: has financial reporting become more conservative?”, Journal of Accounting and
Economics, Vol. 29 No. 3, pp. 287-320.

Givoly, D., Hayn, C. and Natarajan, A. (2007), “Measuring reporting conservatism”, The Accounting
Review, Vol. 82 No. 1, pp. 65-106.

Habib, A. and Hasan, M.M. (2016), “Corporate social responsibility and cost stickiness”, Business and
Society, available at: https://doi.org/10.1177/0007650316677936

Hartlieb, S. and Loy, T.R. (2017), “Evidence on the trade-off between cost stickiness and income
smoothing”, AAA 2017 Management Accounting Section (MAS) Meeting, available at SSRN:
https://ssrn.com/abstract=2814309, http://dx.doi.org/10.2139/ssrn.2814309

A cross-
country study

193

https://ssrn.com/abstract=2824026
http://dx.doi.org/10.2139/ssrn.2824026
http://dx.doi.org/10.2139/ssrn.2824026
https://ssrn.com/abstract=2208622
http://dx.doi.org/10.2139/ssrn.2208622
http://dx.doi.org/10.2139/ssrn.2208622
https://ssrn.com/abstract=906802
http://dx.doi.org/10.2139/ssrn.906802
http://dx.doi.org/10.2139/ssrn.906802
https://doi.org/10.1177/0007650316677936
https://ssrn.com/abstract=2814309
http://dx.doi.org/10.2139/ssrn.2814309


www.manaraa.com

He, D., Teruya, J. and Shimizu, T. (2010), “Sticky selling, general, and administrative cost behavior and
its changes in Japan”,Global Journal of Business Research, Vol. 4 No. 4, pp. 1-10.

Ho, S.S., Li, A.Y., Tam, K. and Zhang, F. (2015), “CEO gender, ethical leadership, and accounting
conservatism”, Journal of Business Ethics, Vol. 127 No. 2, pp. 351-370.

Hoffmann, K. (2017), Cost Behavior: An Empirical Analysis of Determinants and Consequences of
Asymmetries, Copenhagen Business School, Copenhagen [Phd].

Homburg, C. and Nasev, J. (2008), “How timely are earnings when costs are sticky? Implications for the
link between conditional conservatism and cost stickiness”, AAA 2009 Management
Accounting Section (MAS) Meeting Paper. Available at SSRN: https://ssrn.com/abstract=
1187082, http://dx.doi.org/10.2139/ssrn.1187082.

Homburg, C., Nasev, J., Reimer, K. and Uhrig-Homburg, M. (2016), “Does cost management affect credit
risk?”, Working Paper, available at SSRN: https://ssrn.com/abstract=2792085, http://dx.doi.org/
10.2139/ssrn.2792085

Hsu, A., O’Hanlon, J. and Peasnell, K. (2012), “The Basu measure as an indicator of conditional
conservatism: evidence from UK earnings components”, European Accounting Review, Vol. 21
No. 1, pp. 87-113.

Hu, J., Li, A.Y. and Zhang, F. (2014), “Does accounting conservatism improve the corporate information
environment?”, Journal of International Accounting, Auditing and Taxation, Vol. 23 No. 1, pp. 32-43.

Huang, D., Jiang, F., Tu, J. and Zhou, G. (2016), “Cost behavior and stock returns”, Asian Finance
Association 2015. Conference Paper, available at SSRN: https://ssrn.com/abstract=2460540,
http://dx.doi.org/10.2139/ssrn.2460540

Ibrahim, A.E.A. (2015), “Economic growth and cost stickiness: evidence from Egypt”, Journal of
Financial Reporting and Accounting, Vol. 13 No. 1, pp. 119-140.

Jensen, M.C. (1986), “Agency costs of free cash flow, corporate finance, and takeovers”, The American
Economic Review, Vol. 76 No. 2, pp. 323-329.

Johnson, E.S. (2016), “Do changes in the SG&a ratio provide different information about changes in
future earnings, analyst forecast revisions, and stock returns under different circumstances?”,
Advances in Accounting, Vol. 34, pp. 90-98.

Khalifa, M., Othman, H., B. and Hussainey, K. (2016), “Temporal variation and cross-sectional
differences of accounting conservatism in emerging countries”, International Journal of
Accounting, Auditing and Performance Evaluation, Vol. 12 No. 1, pp. 45-69.

Khan, M. and Watts, R.L. (2009), “Estimation and empirical properties of a firm-year measure of
accounting conservatism”, Journal of Accounting and Economics, Vol. 48 No. 2-3, pp. 132-150.

Kitching, K.A., Mashruwala, R. and Pevzner, M. (2016), “Culture and cost stickiness: a cross-country
study”,The International Journal of Accounting, Vol. 51 No. 3, pp. 402-417.

Lafond, R. and Roychowdhury, S. (2008), “Managerial ownership and accounting conservatism”,
Journal of Accounting Research, Vol. 46 No. 1, pp. 101-135.

Lee, W.-J., Pittman, J. and Saffar, W. (2016), “Political uncertainty and cost stickiness: evidence from
national elections around the world”, Working Paper, available at SSRN: https://ssrn.com/
abstract=2596506, http://dx.doi.org/10.2139/ssrn.2596506

Li, X. (2015), “Accounting conservatism and the cost of capital: an international analysis”, Journal of
Business Finance and Accounting, Vol. 42 Nos 5/6, pp. 555-582.

Li, W.-L. and Zheng, K. (2017), “Product market competition and cost stickiness”, Review of
Quantitative Finance and Accounting, Vol. 49 No. 2, pp. 283-313.

Liang, S., Chen, D. and Hu, X. (2014), “External auditor types and the cost stickiness of listed
companies”, China Journal of Accounting Studies, Vol. 2 No. 4, pp. 294-322.

Louis, H., Sun, A.X. and Urcan, O. (2012), “Value of cash holdings and accounting conservatism”,
Contemporary Accounting Research, Vol. 29 No. 4, pp. 1249-1271.

JFRA
18,1

194

https://ssrn.com/abstract=1187082
https://ssrn.com/abstract=1187082
http://dx.doi.org/10.2139/ssrn.1187082
https://ssrn.com/abstract=2792085
http://dx.doi.org/10.2139/ssrn.2792085
http://dx.doi.org/10.2139/ssrn.2792085
https://ssrn.com/abstract=2460540
http://dx.doi.org/10.2139/ssrn.2460540
https://ssrn.com/abstract=2596506
https://ssrn.com/abstract=2596506
http://dx.doi.org/10.2139/ssrn.2596506


www.manaraa.com

Loy, T.R. and Hartlieb, S. (2018), “Have estimates of cost stickiness changed across listing cohorts? ”,
Journal of Management Control, Vol. 29 No. 2, pp. 1-21.

Masulis, R.W., Wang, C. and Xie, F. (2007), “Corporate governance and acquirer returns”, The Journal
of Finance, Vol. 62 No. 4, pp. 1851-1889.

Mora, A. and Walker, M. (2015), “The implications of research on accounting conservatism for
accounting standard setting”, Accounting and Business Research, Vol. 45 No. 5,
pp. 620-650.

Namitha, C. and Shijin, S. (2016), “Managerial discretion and agency cost in Indian market”, Advances
in Accounting, Vol. 35, pp. 159-169.

Noreen, E. (1991), “Conditions under which activity-based costs provide relevant costs”, Journal of
Management Accounting Research, Vol. 3, pp. 159-168.

Noreen, E. and Soderstrom, N. (1997), “The accuracy of proportional cost models: evidence
from hospital service departments”, Review of Accounting Studies, Vol. 2 No. 1,
pp. 89-114.

Novy-Marx, R. (2011), “Operating leverage”, Review of Finance, Vol. 15 No. 1, pp. 103-134.
Penman, S. and Zhang, X. (2002), “Earnings conservatism, the quality of earnings, and stock returns”,

The Accounting Review, Vol. 77 No. 2, pp. 237-264.
Qiang, X. (2007), “The effects of contracting, litigation, regulation, and tax costs on conditional and

unconditional conservatism: cross-sectional evidence at the firm level”, The Accounting Review,
Vol. 82 No. 3, pp. 759-796.

Reimer, K. (2019), “Cost stickiness concept”, Asymmetric Cost Behavior, Springer, New York, NY,
pp. 5-37.

Richardson, S. (2006), “Over-investment of free cash flow”, Review of Accounting Studies, Vol. 11
Nos 2/3, pp. 159-189.

Song, F. (2015), “Ownership structure and accounting conservatism: a literature review”, Modern
Economy, Vol. 06 No. 04, pp. 478.

Sterling, R.R. (1967), “Conservatism: the fundamental principle of valuation in traditional accounting”,
Abacus, Vol. 3 No. 2, pp. 109-132.

Subramaniam, C. and Watson, M.W. (2016), “Additional evidence on the sticky behavior of costs”,
Advances inManagement Accounting, Vol. 26, pp. 275-305.

Subramaniam, C. and Weidenmier, M.L. (2003), “Additional evidence on the sticky behavior of costs”,
Social Science Research Network, Vol. 1.

Watts, R.L. (2003a), “Conservatism in accounting part I: explanations and implications”, Accounting
Horizons, Vol. 17 No. 3, pp. 207-221.

Watts, R.,L. (2003b), “Conservatism in accounting part II: explanations and implications”, Accounting
Horizons, Vol. 17 No. 3, pp. 207-221.

Watts, R.,L. (2006), “What has the invisible hand achieved?”,Accounting and Business Research, Vol. 36
No. sup1, pp. 51-61.

Weiss, D. (2010), “Cost behavior and analysts’ earnings forecasts”, The Accounting Review, Vol. 85
No. 4, pp. 1441-1471.

Xue, S. and Hong, Y. (2016), “Earnings management, corporate governance and expense stickiness”,
China Journal of Accounting Research, Vol. 9 No. 1, pp. 41-58.

Yang, D. (2015), “Mergers, CEO hubris, and cost stickiness”, Emerging Markets Finance and Trade,
Vol. 51 No. sup5, pp. 46-63.

Yarovaya, L., Lau, M.C.K. and, (2016), “Stock market comovements around the global financial crisis:
evidence from the UK, BRICS and MIST markets”, Research in International Business and
Finance, Vol. 37, pp. 605-619.

A cross-
country study

195



www.manaraa.com

Zanella, F., Oyelere, P. and Hossain, S. (2015), “Are costs really sticky? Evidence from publicly listed
companies in the UAE”,Applied Economics, Vol. 47 No. 60, pp. 6519-6528.

Zhang, J. (2008), “The contracting benefits of accounting conservatism to lenders and borrowers”,
Journal of Accounting and Economics, Vol. 45 No. 1, pp. 27-54.

Zhang, Q. (2016), “A study on the labor cost of Chinese listed companies–based on the perspective of
labor contract law”,Modern Economy, Vol. 07 No. 02, pp. 164-172.

Zhang, X.-J. (2000), “Conservative accounting and equity valuation”, Journal of Accounting and
Economics, Vol. 29 No. 1, pp. 125-149.

Zhong, Y. and Li, W. (2017), “Accounting conservatism: a literature review”, Australian Accounting
Review, Vol. 27 No. 2, pp. 195-213.

JFRA
18,1

196



www.manaraa.com

Appendix

Corresponding author
Yosra Makni Fourati can be contacted at: yosra.makni@fsegs.usf.tn

For instructions on how to order reprints of this article, please visit our website:
www.emeraldgrouppublishing.com/licensing/reprints.htm
Or contact us for further details: permissions@emeraldinsight.com

Table AI.
Variable definitions

and sources

Variables Definition Source

Et/ Pt�1 The earnings in year t scaled by the market value of
equity at the beginning of the fiscal year

Datastream database version 2017

ACCt/Pt�1 Total or operating accruals scaled by the market value of
equity at the beginning of the fiscal year

Datastream database version 2017

RETt Market-adjusted stock return for the period of fiscal year
t (12months)

Datastream database version 2017

DRt Dummy variable equal to one if market-adjusted stock
return for the period of fiscal year t is negative, and zero
otherwise

Datastream database version 2017

DSt Dummy variable equal to one if sales decrease from year
t-1 to year t, and zero otherwise

Datastream database version 2017

DSt/Pt�1 The sales change from year t-1 to year t scaled by the
market value of equity at the beginning of the fiscal year

Datastream database version 2017

INTt/Pt�1 The interest expense on debt minus non-operating
interest income in year t scaled by the market value of
equity at the beginning of the fiscal year

Datastream database version 2017

DEPt/Pt�1 Depreciation expense in years t scaled by the market
capitalization of equity at the beginning of the fiscal year

Datastream database version 2017

DRECt/Pt�1 Change in net receivables scaled by the market value of
equity at the beginning of the fiscal year

Datastream database version 2017

AINTt�1 Asset intensity at the beginning of the fiscal year Datastream database version 2017
EINTt�1 Employee intensity at the beginning of the fiscal year Datastream database version 2017
FCFt�1 Free cash flow at the beginning of the fiscal year Datastream database version 2017
MTBt�1 The ratio of market capitalization to book value of equity

at the beginning of the fiscal year
Datastream database version 2017

LEVt�1 Leverage at the beginning of the fiscal year Datastream database version 2017
SIZEt�1 Size of firm at the beginning of the fiscal year Datastream database version 2017
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