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Accounting Conservatism and Firm Investment Efficiency
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.7 Conclusions

We study the association between conservatism and the investment efficiency of firms. We find
that, in settings where firms are prone to underinvest, more conservative firms invest more and
raise more debt than less conservative ones. These effects of conservatism on investment and
financing are more pronounced in the presence of information asymmetries. Our empirical
evidence is consistent with prior analytical work showing that conservatism facilitates access to
debt (Gox and Wagenhofer, 2009). This comports with prior research that indicates that
debtholders demand conservative accounting because it facilitates their monitoring. We also find
that, in settings prone to overinvestment, conservatism reduces investment not only for
acquisitions, as documented by Francis and Martin (2010), but also for other harder-to-monitor
.types of investments
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