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1 Introduction

The intersection of economic policy and accounting practices represents a criti-

cal yet underexplored domain in financial reporting research. Economic policy

changes, whether in the form of fiscal adjustments, monetary interventions,

or regulatory reforms, create complex environments that influence corporate

decision-making and financial reporting behaviors. Accounting conservatism,

defined as the tendency to require stronger verification for recognizing good

news than bad news in financial statements, serves as a fundamental principle

that shapes how firms respond to these policy-induced uncertainties. Tradi-

tional research in this area has predominantly employed conventional economet-

ric techniques that, while valuable, often fail to capture the multidimensional

nature of policy-accounting relationships.

This study introduces an innovative computational framework that tran-

scends traditional methodological boundaries by integrating techniques from

natural language processing, time-series analysis, and behavioral economics.

Our approach enables a more nuanced examination of how accounting conser-

vatism evolves in response to policy changes, addressing several limitations in

existing literature. Specifically, we develop a multi-modal analytical system that

simultaneously processes policy documents, corporate financial disclosures, and
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market reactions to identify patterns that conventional methods might overlook.

Our research is motivated by several critical questions that remain inade-

quately addressed in current literature. How do different types of economic pol-

icy changes—fiscal, monetary, and regulatory—differentially impact accounting

conservatism practices? What temporal patterns characterize the adoption of

conservatism following policy interventions? How do firm-specific characteris-

tics moderate the relationship between policy changes and reporting behaviors?

These questions are particularly relevant in an era of increasing policy volatility

and regulatory complexity.

The novelty of our approach lies in its ability to capture the dynamic, non-

linear relationships between policy environments and accounting practices. By

moving beyond traditional regression frameworks, we can identify threshold

effects, asymmetric responses, and interaction patterns that have previously es-

caped detection. Our methodology represents a significant contribution to both

accounting research and computational social science, offering new analytical

capabilities for understanding how institutional changes permeate corporate re-

porting practices.

2 Methodology

Our research employs a sophisticated multi-modal analytical framework that

integrates several innovative computational techniques to examine the relation-

ship between economic policy changes and accounting conservatism. The foun-

dation of our approach lies in the simultaneous processing of three distinct data

streams: policy documentation, corporate financial reporting, and market re-

sponse indicators.

We developed a novel natural language processing system specifically de-

signed to analyze economic policy documents. This system goes beyond simple
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keyword matching by employing contextual embedding models that capture the

semantic nuances of policy language. The system processes Federal Reserve an-

nouncements, congressional testimony, regulatory filings, and executive orders

to create a comprehensive policy change index. This index quantifies both the

magnitude and direction of policy shifts across multiple dimensions, including

fiscal stimulus, monetary tightening, and regulatory intensity.

For measuring accounting conservatism, we implemented an enhanced ver-

sion of the Basu asymmetric timeliness measure that incorporates machine learn-

ing techniques to improve measurement accuracy. Our approach uses ensem-

ble methods combining traditional accounting-based conservatism proxies with

text-based indicators extracted from management discussion and analysis sec-

tions. This multi-faceted measurement strategy allows us to capture conser-

vatism manifestations that may not be fully reflected in traditional financial

ratios.

The core of our analytical framework is a dynamic time-series model that in-

corporates state-space representations and regime-switching mechanisms. This

model enables us to identify how accounting conservatism responds to policy

changes across different economic conditions and firm characteristics. We specif-

ically designed the model to capture non-linear relationships and threshold ef-

fects, acknowledging that the policy-accounting relationship may not follow sim-

ple linear patterns.

Our dataset spans the period from 2000 to 2023 and includes comprehen-

sive information from multiple sources. We collected financial statement data

from Compustat, stock return data from CRSP, and policy documents from of-

ficial government repositories. The final sample comprises over 15,000 firm-year

observations across multiple industries, providing sufficient statistical power to

detect subtle relationships and interaction effects.
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The analytical procedure involves several stages. First, we preprocess all

textual data using advanced NLP techniques to extract relevant features and

create standardized policy change indicators. Second, we calculate conservatism

measures using our enhanced methodology. Third, we estimate the dynamic re-

lationships using our state-space model, testing for various forms of non-linearity

and interaction effects. Finally, we conduct robustness checks using alternative

model specifications and measurement approaches.

3 Results

Our analysis reveals several compelling findings that challenge conventional un-

derstanding of how economic policy changes influence accounting conservatism.

The results demonstrate complex, multi-dimensional relationships that vary sig-

nificantly across policy types, firm characteristics, and temporal dimensions.

First, we identify distinct response patterns to different policy interventions.

Regulatory policy changes trigger the most immediate increases in accounting

conservatism, with firms demonstrating significant conservatism adjustments

within two quarters of major regulatory announcements. In contrast, monetary

policy changes exhibit a more gradual influence, with conservatism levels in-

creasing steadily over four to six quarters following policy shifts. Fiscal policy

interventions show the most varied responses, with conservatism reactions de-

pending heavily on the specific nature of the fiscal measures and their perceived

permanence.

Second, we document significant asymmetric effects in how firms adopt con-

servatism. Firms exposed to greater political costs or regulatory scrutiny demon-

strate stronger conservatism responses to policy changes than firms with lower

political visibility. This asymmetry is particularly pronounced for regulatory

policy changes, where highly regulated industries such as banking and utilities
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show conservatism increases approximately 40

Third, our time-series analysis reveals important temporal patterns in con-

servatism adoption. We identify a ”policy anticipation effect” where firms begin

adjusting conservatism practices in anticipation of expected policy changes, par-

ticularly when policy signals are clear and consistent. This finding challenges

the traditional view that accounting conservatism primarily represents a reactive

response to policy implementations.

Fourth, we discover that firm-specific characteristics significantly moderate

the policy-conservatism relationship. Larger firms, firms with higher analyst fol-

lowing, and firms with stronger corporate governance mechanisms demonstrate

more pronounced conservatism responses to policy changes. These moderating

effects are strongest for regulatory policy interventions and weakest for mone-

tary policy changes.

Fifth, our analysis of interaction effects reveals that policy changes occur-

ring during periods of economic uncertainty trigger disproportionately large

conservatism adjustments. This suggests that the economic context in which

policies are implemented plays a crucial role in determining their accounting

consequences.

The robustness of these findings is confirmed through multiple sensitivity

analyses. Alternative model specifications, different measurement approaches

for key variables, and various sample constructions all yield qualitatively sim-

ilar results. The consistency of our findings across different methodological

approaches strengthens confidence in their validity and generalizability.

4 Conclusion

This research makes several important contributions to our understanding of

how economic policy changes influence accounting conservatism and reporting
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behaviors. By developing and applying an innovative computational framework

that integrates techniques from multiple disciplines, we have uncovered relation-

ships and patterns that traditional methodologies have overlooked.

Our primary theoretical contribution lies in demonstrating the multi-dimensional

and context-dependent nature of the policy-accounting relationship. Rather

than representing a simple, linear response mechanism, accounting conservatism

evolves through complex interactions between policy environments, firm char-

acteristics, and economic conditions. This nuanced understanding challenges

simplified models of accounting behavior and calls for more sophisticated theo-

retical frameworks that can accommodate these complexities.

Methodologically, our research introduces a powerful new approach for ac-

counting research that leverages advances in computational social science. The

integration of natural language processing, dynamic time-series modeling, and

multi-modal data analysis represents a significant advancement in how researchers

can examine the accounting implications of institutional changes. This method-

ological innovation opens new possibilities for investigating other complex ac-

counting phenomena that involve textual data, temporal dynamics, and multiple

interacting factors.

From a practical perspective, our findings offer valuable insights for standard

setters, regulators, and corporate managers. Understanding how different types

of policy changes influence reporting behaviors can help policymakers antici-

pate unintended consequences and design more effective regulatory frameworks.

For corporate managers, our results provide guidance on how to adapt report-

ing practices in response to changing policy environments while maintaining

transparency and credibility.

Several limitations of our study suggest directions for future research. While

our dataset covers a substantial time period, extending the analysis to include
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earlier periods or international contexts could provide additional insights. Fur-

thermore, incorporating additional data sources, such as internal corporate com-

munications or more detailed policy implementation metrics, could enhance the

richness of the analysis.

Future research could also explore the economic consequences of the con-

servatism patterns we identify. Investigating how policy-induced conservatism

changes affect capital market outcomes, contracting efficiency, and resource al-

location decisions would provide a more complete understanding of the real

economic implications of these reporting behavior adjustments.

In conclusion, our research demonstrates that the relationship between eco-

nomic policy changes and accounting conservatism is far more complex and

dynamic than previously recognized. By developing innovative methodologi-

cal approaches and uncovering new empirical patterns, we have advanced both

theoretical understanding and practical knowledge in this important area of

accounting research. The interdisciplinary nature of our approach highlights

the value of integrating computational methods with traditional accounting re-

search to address complex questions about how institutional environments shape

corporate reporting practices.
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