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4. Conclusions, Implications for Future Research, and Proposed Empirical Tests

Using ingredients provided by the prior literature, in this paper we develop a general model of conditional 
and unconditional conservatism under uncertainty that captures the interactions between them, most 
notably, how unconditional conservatism yields unrecorded goodwill that preempts the application of 
condi-tional conservatism unless news is sufficiently bad to use up that goodwill. Given the importance of 
conservatism in accounting, we believe it is critical for accounting standard setters, researchers, and 
teachers and users of financial reports to understand these interactions and their implications. Relatedly, 
the model allows for two distinct types of unconditional conservatism and two dis-tinct frictions in the 
application of conditional conservatism, and as a result it more fully captures the probabilistic and history 
dependent nature of conditional conservatism than does the prior literature. Research on conditional 
conservatism is more recent and empirical than research on unconditional conservatism, beginning with 
Basu (1995, 1997), and in our view merits considerable further attention by accounting researchers.
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