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ABSTRACT 

 

Based on organizational psychological capital theory, this study argues that 

organizational psychological capital, captured by four unique dimensions (optimism, hope, 

resilience, and self-efficacy), influence a firm’s financial reporting quality.  Prior studies 

have revealed that organizational psychological capital is positively associated with 

organizational performance, organizational ethical climate, employees’ job satisfaction and 

well-being and that these characteristics have been shown to positively influence financial 

reporting quality.  Thus, this study hypothesized and found a positive relationship between 

organizational psychological capital and the firm’s financial reporting quality.  In addition, 

this paper found that the effect of organizational psychological capital on a firms’ financial 

reporting quality is more pronounced for firms with weak corporate governance mechanisms, 

implying that firm-level psychological capital becomes important in certain situations. 

Keywords: Organizational psychological capital, corporate governance, financial 

reporting quality, earnings management, organizational climate.  
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Organizational Psychological Capital and Financial Reporting Quality 

Organizational psychological capital (hereafter, OrgPsyCap) refers to the shared 

construction of organizational hope, efficacy, resilience, and optimism (also known as HERO) 

and is defined as employees’ psychological states beyond intellectual capital in obtaining and 

sustaining a competitive advantage (Çetin, 2011; Luthans et al., 2007; Luthans & Youssef, 

2004).  Prior studies have confirmed that OrgPsyCap impacts organizational culture (Froman, 

2010; McMurray et al, 2010) and climate (Luthans et al., 2008; Walumbwa et al., 2010). Qadeer 

and Jaffery (2014) stated that “organizational climate is one of the antecedents of psychological 

capital” (p. 453).  Similarly, Stone et al. (2005) noted “organizational climate refers to member 

perceptions of organizational features like decision making, leadership, and norms about work.  

Organizational culture refers more broadly to the norms, values, beliefs, and assumptions shared 

by members of an organization or a distinctive subculture within an organization” (p.468).  

Further, Akbaba and Altındağ (2016) documented that psychological capital and organizational 

climate positively impact firm performance.  Distinct from the other forms of capital such as 

traditional (e.g., financial, physical, technological), human (e.g., explicit and tacit knowledge), 

and social (e.g., norms and networks), OrgPsyCap provides psychological resources in the form 

of the four parts of HERO that may travel together and interact synergistically to produce various 

outcomes of critical importance for the business (Luthans & Youssef-Morgan, 2017).  This paper 

examines how a firm’s OrgPsyCap is related to its financial reporting quality.  More specifically, 

this study tested whether OrgPsyCap has any statistically and economically significant impact on 

the magnitude of financial reporting quality and for which firms OrgPsyCap becomes more 

important in improving financial reporting quality. 
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The importance of the aforementioned questions originates from contemporary 

accounting research studies that have sought to identify the soft information predicting financial 

reporting quality (Bhandari, Mammadov, Shelton, & Thevenot, 2018; Jha, 2019; Jha & Chen, 

2015).  Consistent with this soft information argument, Jha and Chen (2015) and Jha (2019) 

suggested that firms’ social capital has a positive association with financial reporting quality and 

that auditors reap soft information benefits from the social capital of their clients, thus providing 

high audit quality to clients headquartered in high community social capital regions.  Woolcock 

(1998) defined social capital as the norms and the networks that discipline the network 

participants and facilitate information exchange.  Similarly, Bhandari et al. (2018) provided 

evidence that the CEO’s social capital is positively associated with the firm’s financial reporting 

quality.  Garrett, Hoitash, and Prawitt (2014) documented that organizational trust is positively 

associated with the firm’s financial reporting quality.  Bhandari, Mammadov, Vakilzadeh, and 

Thevenot (2020) also provided evidence linking organizational culture to financial reporting 

quality.  This study adds to the literature by examining the effect of a critical but previously 

unexamined firm-level qualitative characteristic (i.e., soft information), OrgPsyCap, on financial 

reporting quality. 

Prior literature on financial reporting quality has identified firm performance (Mostafa & 

Ibrahim, 2019), employees’ job satisfaction and wellbeing (de Menezes, 2012; Seashore & 

Taber, 1975), and self-interested managerial motives (i.e., agency problems) as frictions that 

negatively affect financial reporting quality (Garrett et al., 2014; Hong & Andersen, 2011).  

Mostafa and Ibrahim (2019) argued that low-performance firms invest more in earnings 

management practices than the high-performance firms and therefore concluded that firms with 

strong financial performance enjoy high financial reporting quality.  Similarly, Seashore and 
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Taber (1975) and de Menezes (2012) showed that employees’ job satisfaction and wellbeing are 

positively associated with productivity of job and workplace outcomes, which includes financial 

reporting quality.  Accounting literature is replete with evidence that suggests a positive 

relationship between organizational ethical climate and financial reporting quality (Garrett et al., 

2014; Hong & Andersen, 2011). 

According to psychological capital theory, OrgPsyCap provides psychological resources 

in the form of HERO, and these resources provide a sustainable and inimitable competitive 

advantage to firms compared to the traditional physical, structural, and financial resources 

(Luthans & Youssef, 2004; Toor & Ofori, 2010).  These HERO attributes have been shown to 

positively influence firm performance (Akbaba & Altındağ, 2016; Anglin et al., 2018; Wang, 

Tsai, Lin, Enkhbuyant, & Cai, 2019; Yousaf, Hanafiah, & Usman, 2015), employees’ job 

satisfaction and wellbeing (Jung & Yoon, 2015; Lai & Chen, 2012; Larson & Luthans, 2006; 

Turner, Barling, & Zacharatos, 2002), and organizational ethical (i.e., trustworthy) environment 

(Shamhi, Vesisi, Hatami, & Aliabadi, 2019; Shukla & Rai, 2015; H. Yildiz, 2019).  

Organizational performance, ethical climate, and employees’ satisfaction and wellbeing are the 

characteristics that improve the firm’s financial reporting quality.  Thus, this study expected a 

positive association between OrgPsyCap and financial reporting quality. 

To determine OrgPsyCap, this study followed McKenny, Short, and Payne (2012) to 

identify the bag-of-words associated with each dimension of OrgPsyCap.  This study calculated 

two measures of OrgPsyCap.  The first measure (PSYCAP_10K) counts the number of times 

each word associated with confidence, hope, optimism, and resilience appears in the 10-K filing 

of the company.  The second measure (PSYCAP_MDA) counts the number of times each word 

associated with confidence, hope, optimism, and resilience appears in the management 
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discussion and analysis (MD&A) section of the 10-K filing.  This study standardized the first 

measure by the total number of words in the 10-K filing and the second measure by the total 

number of words in the MD&A section.  Regarding financial reporting quality, this study utilized 

two inverse proxies of financial reporting quality.  The first measure is accrual quality, as 

proposed by Dechow and Dichev (2002) and modified by McNichols (2002).  This proxy 

measures how well accruals map into cash flows of the firm (Dechow & Dichev, 2002).  The 

second measure is the performance-matched discretionary accruals following Kothari, Leone, 

and Wasley (2005). 

The sample selection started with all firm-year observations with 10-K filings on the U.S. 

Securities and Exchange Commission (SEC) website starting in 2003.  This study used Python to 

analyze the bag-of-words and construct OrgPsyCap measures using annual 10-K SEC filings.  

This study excluded data before 2003 because of the passage of the Sarbanes-Oxley Act (SOX) 

in the year 2002.  At first, this study collected 80,087 firm-year observations from 2003 to 2017.  

Afterward, the study removed firm-years with missing data on the ExecuComp, Compustat, and 

CRSP databases.  The final sample consisted of 35,060 firm-year observations. 

Consistent with the predictions, this study found that OrgPsyCap is positively associated 

with the quality of the financial reports.  This study further provides evidence that the 

relationship between OrgPsyCap and financial reporting quality is stronger for firms with weak 

corporate governance compared to firms with strong corporate governance.  This finding 

suggests that OrgPsyCap plays a substitutive role in corporate governance.  The findings are 

robust to a number of alternative specifications.  For example, this study added the proportion of 

independent directors on the board and the number of financial experts in the audit committee as 
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additional control variables, and the results continued to hold.  The study also performed the tests 

using alternative proxies for financial reporting quality and OrgPsyCap, and the results continued 

to hold.  These findings minimize the concern that the main results are prone to measurement 

errors in the main measures of dependent and independent variables. 

This study makes several significant contributions to research in the field.  First, this 

study extends and complements the literature investigating the effects of various firm-specific 

qualitative factors such as religiosity (Dyreng, Mayew, & Williams, 2012; Kanagaretnam, Lobo, 

& Wang, 2015), corporate social responsibility (Bhandari & Kohlbeck, 2018; Y. Kim, Park, & 

Wier, 2012), social capital (Bhandari et al., 2018; Jha, 2019; Jha & Chen, 2015), corporate 

culture (Bhandari, Mammadov, et al., 2020; Ji, Rozenbaum, & Welch, 2017; Ward & Lowe, 

2017), trust (S. Chen, Cai, & Jebran, 2019; Garrett et al., 2014), narcissism (Buchholz, Lopatta, 

& Maas, 2019; Capalbo, Frino, Lim, Mollica, & Palumbo, 2018; Ham, Lang, Seybert, & Wang, 

2017), overconfidence (Ahmed & Duellman, 2013; Hsieh, Bedard, & Johnstone, 2014), political 

lobbying (Ding, Li, & Wu, 2018; Li, Wang, Wu, & Xiao, 2016), political ideology (Notbohm, 

Campbell, Smedema, & Zhang, 2019), and managerial ability (Demerjian, Lev, Lewis, & 

McVay, 2013) affecting financial reporting quality.  This study examined a critical but 

previously unexamined firm-level qualitative characteristic, OrgPsyCap, and investigated 

whether it has a statistically and economically significant association with financial reporting 

quality.  One limitation of my study is that it would be difficult to control for all the factors that 

have been shown to be associated with financial reporting quality.  Controlling for these 

additional qualitative variables (e.g., culture and social capital) not only reduces sample size but 

also requires survey and experimental designs which are outside the scope of this archival study. 
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The second is the contribution to the textual analysis literature.  Studies using textual 

analysis have demonstrated that companies’ filings, such as 10-K filings, letters to shareholders, 

corporate social responsibility disclosures, MD&A, and other types of disclosures, can be used to 

obtain qualitative information about the firm (Audi, Loughran, & McDonald, 2016; Bozanic & 

Thevenot, 2015; Law & Guo, 2016; Bhandari, Mammadov, et al., 2020).  Following McKenny et 

al. (2012), this study determined that by using textual analysis of 10-K filings and the MD&A 

section, it is possible to measure OrgPsyCap and examine its effect on a firm’s financial 

reporting.  

Lastly, the paper will also benefit regulators and practitioners.  The finding that 

psychological capital positively impacts financial reporting quality may be helpful to regulators 

in shifting regulatory resources to a few targeted firms with low OrgPsyCap, as these firms are 

more likely to manage earnings.  Similarly, practitioners may advise the firms to expand and 

preserve OrgPsyCap to enhance financial reporting quality.  

The paper is organized as follows.  It begins with the literature review, followed by 

testable hypotheses, the variable construction and empirical model, the empirical results, 

additional analyses, discussion and implications.  It ends with the conclusion. 



Organizational Psychological Capital and Reporting Quality  

7 

 

Literature Review 

In this section, previous studies and theories of OrgPsyCap are discussed.  Thereafter, 

previous studies on financial reporting quality are discussed.  Then, the paper elaborates on the 

prior literature on OrgPsyCap and financial reporting quality, respectively.  Finally, relevant 

literature on HERO is discussed. 

The concept of psychological capital is related to positive emotions and positive 

psychology.  Fredrickson (2001) explored the form and function of positive emotions that 

broaden the individual momentary thought and action repertoire; the consequences of broadened 

mindsets are positive emotions that can be built from personal physical and intellectual resources 

to social and psychological resources.  Seligman (2002) referred to positive psychology as “using 

your signature strengths and virtues in the service of something much larger than you are” (p. 

263).  Moreover, Luthans (2002) described it as “the study and application of positively oriented 

human resources strengths and psychological capacities that can be measured, developed, and 

effectively managed for performance improvement in today’s workplace” (p. 59).  Seligman 

(2002) also mentioned that “we are engaged, perhaps we are investing, in building psychological 

capital for our future” (p. 16).  

Hobfoll (2002) argued that some underlying principles can be summarized or merged 

with psychological resources into one theory.  Luthans and Youssef (2004) recognized four 

organizational characteristics that best fit the positive psychology construct, identified as HERO.  

Luthans, Luthans, and Luthans (2004) defined a higher construct of psychological capital as who 

you are, separate from traditional economic capital, human capital, and social capital.  These 

concepts and differences are illustrated in Figure 1. 



Organizational Psychological Capital and Reporting Quality  

8 

 

 

Figure 1. Expanding capital for competitive advantage.  Adopted from Luthans, Luthans, and 

Luthans (2004, p.46). 
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Based on the broaden-and-build theory, Luthans and Youssef (2007) simultaneously 

addressed the common theme of four dimensions as “positive appraisal of circumstances and 

probability for success based on motivation effort and perseverance” (p. 550).  Besides, each of 

the four dimensions has unique characteristics.  Hope and efficacy are internally oriented and 

tend to be proactive, whereas optimism and resilience are externally oriented and tend to be 

reactive (Luthans & Youssef-Morgan, 2017).  Youssef and Luthans (2010) presented a 

framework that addresses the relationship between psychological capital and workplace 

outcomes as shown in Figure 2.  Further, Youssef-Morgan and Luthans (2013) offered a holistic 

model of positivity at work and beyond Figures 3, which expands the role of psychological 

capital beyond the workplace to two domains (relationships and health) and particularly 

emphasizes satisfaction with three domains: work, health and relationships. 
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Figure 2. Framework of positive psychological capital and workplace outcomes.  Adopted from 
Youssef and Luthans (2010). 
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Figure 3. Holistic model of positivity at work and beyond.  Adopted from Youssef-Morgan and 

Luthans (2013). 
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Psychological capital theory focuses on two notable concepts in the framework of 

psychological capital: positive organizational scholarship (POS) and positive organizational 

behavior (POB) (Luthans & Youssef-Morgan, 2017).  The former refers to “the umbrella concept 

that integrates a variety of positive scientific perspectives, including positive traits, states, 

processes, dynamics, and outcomes” (Luthans & Youssef-Morgan, 2017, p. 172).  Moreover, 

POS emphasizes positivity under balancing and optimization of the benefits from both positivity 

and negativity instead of  discounting the negative value (Luthans & Youssef-Morgan, 2017).  In 

comparison, POB is a specific positive construct.  Drawing from this construct, positive 

psychological capital focuses on how a healthy workplace environment contributes to firm 

performance such as effective productivity, high-level job quality, and high employee 

satisfaction due to intra-organizational trust and healthy organizational culture (Luthans & 

Youssef-Morgan, 2017). 

Generally, prior studies that have examined firm-level predictors of financial reporting 

quality are limited to frauds or errors that result from weak internal control.  Ji et al. (2017) 

showed that a negative firm climate, that is a lower level of values and norms in the organization, 

is negatively related to financial reporting quality.  They found that employees’ job satisfaction 

is associated with lower abnormal accruals and hence higher financial reporting quality (Ji et al., 

2017).  Dirks and Ferrin (2002) and McEvily, Perrone, and Zaheer (2003) documented that trust 

impacts management leadership, job attitudes, and performance.  Similalry Chang, Chen, Liao, 

and Mishra (2006) showed that investors consider the firm more credible when CEOs and chief 

financial officers certify the financial statements under oath.  Garrett et al. (2014) suggested that 

firms with high-level intra-organizational trust increase both the quality and quantity of financial 

reporting disclosures.  Hence, Stowe and Jeffery (2008) argued that the entire process of 
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financial reporting is important because of the inherent risks in requiring estimates, evaluations, 

judgments, and decisions on financial information.  Further, Jollineau, Vance, and Webb (2012) 

noted that managers who take responsibility for generating high-quality financial reports actually 

depend on the efforts from all levels of an organization.  

Based on the Committee of Sponsoring Organizations of the Treadway Commission’s 

internal control-framework, Garrett et al. (2014) acknowledged that “personnel are quick to pick 

up on signals if management does not have the time, interest, or resources to deal with problems 

they have uncovered” (p.157).  Thus, employees may decrease their willingness to report 

problems due to lower trust in the top management.  Shamhi et al. (2019) found that 

organizational trust positively impacts both psychological capital and job performance.  

Organization Psychological Capital  

Positive psychology is the root of psychological capital.  Csikszentmihalyi and Seligman 

(2000) noted that the mission of positive psychology is to understand and foster factors that 

allow individuals and societies to grow based on the movement by Martin Seligman in 1998 

when he was declared the president of the American Psychological Association.  One of 

Seligman’s primary activities was to encourage positive psychology as a field for the scientific 

study of what makes people happy (Csikszentmihalyi & Seligman, 2000).  In his speech during 

the First Positive Psychology Summit in 1999, Seligman noted,  

The most important thing, the most general thing I learned, was that psychology was half-

baked, literally half-baked.  We had baked the part about mental illness….The other 

side's unbaked, the side of strength, the side of what we are good at.   

This is considered an opening of a new perspective in the field of psychology. 
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 Later, positive psychology further expanded into two movements of positive 

management in the workplace: positive organizational characteristics, which focus on 

organizational stability and effectiveness; and POB, which emphasizes the strengths of positively 

oriented human resources (Luthans & Youssef-Morgan, 2017).  Luthans and Youssef (2004) 

defined positive capital as “POB, which applies positively oriented human resource strengths and 

psychological capacities that can be measured, developed and managed for performance 

improvement in today’s workplace.  These POB capacities include self-efficacy/confidence, 

hope, optimism, and resiliency….refer to these as positive psychological capital” (p.15; see 

Figure 4).  Further, Luthans et al. (2007) noted “psychological capital is an individual’s positive 

psychological state of development” (p. 3).  Luthans & Youssef-Morgan (2017) stated that 

psychological capital is characterized by four dimensions as follows:  

1. Confidence (self-efficacy) to undertake challenging tasks.  

2. Positive attributes (optimism) to succeed in the future. 

3. Focus on goals and exercise flexibility when needed.  

4. Sustaining and bouncing back even beyond resilience to tackle adverse situations. 
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Figure 4. Dimensions of positive psychological capital.  Adopted from Luthans and Youssef 

(2004, p. 16).  
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Recent research on psychological capital has covered multiple disciplines such as 

accounting, business economics, education, finance, management, nursing, and psychology and 

has linked the concept of psychological capital to different individual and firm-level outcomes, 

such as the firm performance (Chemers, Watson, & May, 2000; Wang et al., 2019), leadership 

and employees’ behavior and outcomes (Fang, Chen, Wang, & Chen, 2019; Hu et al., 2018; 

Nguyen, Kuntz, Näswall, & Malinen, 2016), creativity (Rego, Sousa, Marques, & Cunha, 2012a; 

Strauss, Griffin, & Rafferty, 2009), organizational climate (Petersen & Youssef-Morgan, 2018), 

corporate governance (X. Chen & Wu, 2019), organizational trust (Shamhi et al., 2019), job 

satisfaction and organizational commitment (Bergheim, Nielsen, Mearns, & Eid, 2015; Durukan 

Köse, Köse, & Uğurluoğlu, 2018; Gibson & Hicks, 2018; Yotsidi, Pagoulatou, Kyriazos, & 

Stalikas, 2018), and work behavior (Baloch, Latif, & Azam, 2016; Fatima & Khan, 2017). 

Drawing on the hope theory, Snyder (2002) noted that hope is a perspective of cognition 

for individual expectations and the capability to achieve important goals.  Like optimism, the 

concept of hope focuses more on an individual’s work and ability than just positive thoughts to 

achieve goals (Snyder, 2002).  Luthans et al. (2007) defined organizational-level hope as hope 

that “involves the agency or motivational energy to pursue a goal,…also involves the pathways 

that include not only identifying goals, but also alternative ways to reach those goals” (p. 546).  

Construct hope has been explored extensively in the management and psychology literature and 

has been linked to job performance (Karatepe, 2014; Peterson & Byron, 2008; Yotsidi et al., 

2018), job and organizational engagement (Fatima & Khan, 2017), job satisfaction and job stress 

(Law & Guo, 2016; Peterson & Luthans, 2003), life satisfaction (O’Sullivan, 2011), and spiritual 

well-being (Duggleby, Cooper, & Penz, 2009). 
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Self-efficacy is based on social cognitive theory that influences performance (Stajkovic, 

Bandura, Locke, Lee, & Sergent, 2018), audit quality (S. C. Lee, Su, Tsai, Lu, & Dong, 2016), 

job search behavior (Fort et al., 2011; Liu, Wang, Liao, & Shi, 2014), job satisfaction and 

burnout (Federici & Skaalvik, 2012), employee commitment (Strauss et al., 2009), and creative 

performance (Tierney & Farmer, 2002).  Subsequently, resilience research has linked resilience 

to entrepreneurial orientation based on social cognitive theory (Wu, Wang, Lee, Lin, & Guo, 

2019), intense competition based on psychological theory (Awotoye & Singh, 2017), 

transformational leadership (Sommer, Howell, & Hadley, 2016) and well-being (Fredrickson, 

2001) from the perspective of broaden-and-build theory, and trust in financial markets based on 

corporate law theory (Tomasic & Akinbami, 2011).  Finally, optimism literature relates to 

employees’ performance and job satisfaction (U. S. Mishra, Patnaik, & Mishra, 2016), firm 

performance (Beheshtifar, 2013), work performance (Jensen, Luthans, Lebsack, & Lebsack, 

2007), creativity (Rego, Sousa, Marques, & Cunha, 2012b), and other organizational outcomes 

(Kluemper et al., 2009). 

H. Yildiz (2019) documented that psychological capital plays a positive moderating role 

in the relationship between organizational trust and organization citizenship behavior.  Defining 

the concept of trust, J. Mishra and Morrissey (1990) stated,  

Trust is at the core of all relationships.  It holds people together and gives them a feeling 

of security.  Trust is a fragile thing: it is generally earned and grows at a painfully slow 

pace; it can be destroyed in an instant.  The climate of trust, open communication, and 

perception contributed to an effective and productive work environment. (p. 444) 
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From an individual level, Nyhan and Marlowe (1997) stated, “Trust is the level of 

confidence that an individual has in another to act in a fair, ethical, predictable manner” (p. 615).  

Further, from the organizational level, Gilbert and Tang (1998) argued, “Organizational trust is a 

feeling of confidence and support in an employer, it is the belief that an employer will be 

straightforward and will follow through on commitments” (p. 322).  Most recently, Shamhi et al. 

(2019) asserted, “Organizational trust was regarded as an individual psychological state.  

Organizational trust was regarded as perceived experiences” (p. 48).  Based on the literature 

review of psychological capital, many factors impact organizational trust, such as psychological 

climate (Awotoye & Singh, 2017; Bergheim et al., 2015; Jaffery, 2014; McMurray et al., 2010; 

Petersen & Youssef-Morgan, 2018), work behavior (Baloch et al., 2016; Fatima & Khan, 2017) 

and work performance (E. Yildiz, 2017), job satisfaction (Durukan Köse et al., 2018; Gibson & 

Hicks, 2018; Law & Guo, 2016), and leadership (Fang et al. 2019; Hu et al., 2018; Petersen & 

Youssef-Morgan, 2018). 

Financial Reporting Quality  

Financial reporting quality is key to informing investors and other stakeholders about the 

firm’s earnings management tendencies (International Accounting Standards Board, 2008).  The 

top management has great latitude to perform their decisions of judgment in earnings 

management (Greenfield et al., 2008).  Moonitz (1974) noted that “management is central to any 

discussion of financial reporting, whether at the statutory or regulatory level or the level of 

official pronouncements of accounting bodies” (p. 64).  Watts and Zimmerman (1978) predicted 

that managerial behavior related to practicing accounting discretion is motivated by efficiency or 

opportunity.  Further, Watts and Zimmerman (1986) showed that high-quality financial reporting 

increases transparency and reduces information asymmetries, which are features valued by 
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capital market participants.  Conversely, financial reporting quality is positively related to higher 

market liquidity (Diamond & Verrecchia, 1991), low equity and capital cost (Francis et al., 

2004), financial performance (Churet & Eccles, 2014), and competitive strategies (Herzallah, 

Gutiérrez-Gutiérrez, & Munoz Rosas, 2014). 

There are four major reasons behind poor financial reporting quality: management’s 

inherent risk including frauds or errors, inefficiency in internal control on the reporting process, 

undetected misstatement from the external auditor, and discovered errors that materially 

influence the reporting statement (Eilifsen & Messier, 2000; see Figure 5). 
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Figure 5. The process of misstatement incidence and detection. Source: Eilifsen and Messier 

(2000, p.4). 
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Prior literature has identified many advantages to firms that practice high financial 

reporting quality.  Financial statements influence stock prices and thereby impact the firm’s 

value (Beaver, 1968).  Stumpf and Dunbar (1991) provided evidence that individuals’ 

personalities impact various decision-level outcomes.  Hambrick and Mason (1984) showed that 

individuals’ features are significantly associated with firm-level decision choices.  Furthermore, 

Huang, Rose-Green, and Lee (2012) indicated that a positive relationship exists between CEO 

age and financial reporting quality.  Patelli and Pedrini (2015) found that the tone of 

management impacts financial reporting quality.  Finally, Bhandari, Mammadov, et al. (2020) 

provided evidence that corporate culture influences financial reporting quality. 

Mohs (2017) noted that corporations provide an accounting report to users who use that 

information to make financial decisions.  The users of financial reports not only include 

investors, creditors, and governmental agencies but also include other potential stakeholders such 

as potential investors and charitable organizations (Gray et al., 2011).  High financial reporting 

quality implies that the reporting entity’s disclosures would help investors, financiers, and other 

creditors to make prudent decisions.  Since an external audit does not test every single 

transaction using sampling methods, high quality financial reports provide a true and fair view of 

the corporation (Benston et al., 2006). 

Financial reporting not only shows the outcome of the accounting process, but also the 

quality of the process based on every single procedure such as disclosure of transactions, 

accounting policy selection and judgments making, and individual employees’ effort (Jonas & 

Blanchet, 2000).  According to Lu, Richardson, and Salterio (2011), the four characteristics of 

evaluating financial reporting quality are relevance, reliability, transparency, and clarity.  A high 

level of financial reporting quality mitigates information risks and reduces liquidity risks 
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(Lambert et al., 2007), gives market agents full information to make better decisions (Jo & Kim, 

2007), curtails managerial entrenchment activities (F. Chen, Hope, Li, & Wang, 2011), and 

reduces the asymmetric information problems from agency conflict (Rajgopal & Venkatachalam, 

2011).  Choi and Pae (2011) stated that financial reporting may indicate quality at different levels 

of the organization and that financial reporting quality can be defined as the success or 

faithfulness of the information conveyed by the financial reporting process.  

Financial reporting quality has been discussed in different research domains, such as 

corporate performance (C. W. J. Lee, Li, & Yue, 2006), investment in corporate social 

responsibility (McDermott, 2011), and economic performance (Bushman & Smith, 2001).  Prior 

studies have linked top managers’ characteristics (Hambrick & Mason, 1984), psychological 

judgment (Stumpf & Dunbar, 1991), national culture (Carpenter, Geletkanycz, & Sanders, 2004), 

and organizational culture (Bhandari, Mammadov, et al., 2020).  Zhang (2019) examined top 

management team background homogeneity and work experience and found that these 

characteristics impact financial reporting quality.  All in all, from the perspective of viewing 

financial reporting as a team decision, many prior papers have linked OrgPsyCap to a wide 

variety of team decisions.  However, to the best of my knowledge, this paper is the first one that 

investigates how OrgPsyCap impacts financial reporting quality. 

Hope 

Snyder et al. (1991) defined hope as “a cognitive set that is based on a reciprocally 

derived sense of successful (a) agency (goal-directed determination) and (b) pathways (planning 

of ways to meet goals)” (p. 570).  Farran, Herth, and Popovich (1995, p.6) added that hope 

functions as a way of feeling, thinking, behaving, and relating to individuals and an individual’s 
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world.  Avey, Luthans, and Jensen (2009) indicated hope holds two sides: willpower, which 

indicates individuals’ willingness to achieve their goals, and the way of power thinking, which 

indicates individuals’ capability to overcome a difficulty to achieve their goals.  Peterson and 

Luthans (2003) concluded that unit managers with high hope enjoy better profits and job 

satisfaction.  Schokkaert, Van Ootegem, and Verhofstad, (2009) utilized job satisfaction as one 

dimension for measuring job quality.  

Besides, research has shown that hope is positively associated with job performance 

(Adams, Hermalin, & Weisbach, 2010; Akbaba & Altındağ, 2016; Anglin et al., 2018; Paterson, 

Luthans, & Jeung, 2014; Peterson & Byron, 2008; Youssef & Luthans, 2007).  Huselid (1995) 

recognized that high-performance work systems are positively related to high efficiency and high 

financial performance.  Berg (1999) mentioned that high performance increases job satisfaction.  

Peni and Vähämaa (2010) noted that accounting earnings are the most utilized for measuring 

firm performance, and financial reporting is of higher quality in firms with high performance 

because these firms have incentives to place strong corporate governance mechanisms. 

Appendix C shows that hope is different from other related constructs and that 

individuals with a high level of hope have high expectations and motivation to achieve job-

related goals.  Snyder (2002) also identified goals as when individuals wish to do or create 

within different forms such as difficulty, specificity, timeframe, and formality.  Based on the 

goal-setting theory of motivation, Lunenburg (2011) linked performance and outcome (i.e., 

quality of job) when goals are specific.  Clark (2015) showed that job satisfaction is reflected in 

job quality.  Catasús, Ferri, and von Laskowski (2016) stated that “hope relates to the positive 

expectations about the future that come alive when individuals face events with uncertain 

outcomes” (p. 404).  P. Miller and O’Leary (2002) described accounting as one of the “devices 
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for intervening, instruments for acting upon people, objects, and processes to shape and influence 

them” (p. 93). 

Self-Efficacy 

Bandura (1977) coined the self-efficacy theory.  Individuals with high self-efficacy are 

considered the ones with greater confidence in their capability and with a higher aptitude to 

comply with their goals (Bandura, 1977).  The concept of self-efficacy was defined by Stajkovic 

and Luthans (1998) as “an individual’s convictions (or confidence) about his or her abilities to 

mobilize the motivation, cognitive resources, and courses of action needed to successfully 

execute a specific task within a given context” (p. 66).  Further, self-efficacy has three 

dimensions: the magnitude of efficacy expectations, an individual’s capability of expectations, 

and variations in generality (Stajkovic & Luthans, 1998).  In addition, these three dimensions of 

self-efficacy have positive connections to the performance of goals or tasks (Stajkovic & 

Luthans, 1998).  Similar to the function of hope based on Snyder’s (2002) hope theory, self-

efficacy is a goal-setting related behavior.  However, self-efficacy focuses on goals in specific 

situations (Snyder, 2002).  Luthans et al. (2007) explored the idea that higher self-efficacy leads 

to a higher probability of succeeding at difficult tasks.  

Prior studies such as Schwarzer and Hallum (2008) and Skaalvik and Skaalvik (2010) 

have provided evidence that high self-efficacy is positively associated with job satisfaction.  

Perdue, Reardon, and Peterson (2007) and Spreitzer (2008) showed that high self-efficacy 

increases job satisfaction, lowers job turnover, and reduces work-related stress.  Job satisfaction 

is an important factor that influences the quality of a job due to its influence on interpersonal 

relationships, relationships among coworkers, pressure, organizational control, and salary 
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(Ellenbecker, 2004).  Further, Vivienne Wu et al. (2012) noted that individuals with higher self-

efficacy are strongly rated in their fields.  Finally, Holzberger et al. (2013) confirmed that self-

efficacy is not only a causal effect of job quality but also a consequence of job processes. 

Prior studies have connected self-efficacy to job performance (Bandura, 1977, 1986; 

Bouffard-Bouchard, 1990; Judge & Bono, 2001; Stajkovic & Luthans, 1998).  Bandura (1977) 

indicated that self-efficacy predicts the individual’s performance.  Bandura (1986) also 

mentioned an individual with a highly achievable goal has more self-monitoring and self-

efficacy to reach the goal successfully.  Bouffard-Bouchard (1990) showed self-efficacy is 

related to performance with both task persistence and ability.  Judge and Bono (2001) and 

Stajkovic and Luthans (1998) pointed out that employee self-efficacy is positively associated 

with job performance.  Firms with high job performance have higher financial reporting quality 

(C. W. J. Lee et al., 2006; Martínez-Ferrero, 2014).  C. W. J. Lee et al. (2006) showed that firms’ 

performance and growth decide firms’ financial reporting quality.  Martínez-Ferrero (2014) 

confirmed firm performance is positively related to financial reporting quality. 

Prior studies have also connected self-efficacy to work satisfaction (Dormann, Fay, Zapf, 

& Frese, 2006; Iqbal, 2012).  Dormann et al. (2006) tested the relationship between core self-

evaluations (comprised of self-esteem, self-efficacy, locus of control, and low neuroticism) and 

job satisfaction, and the empirical findings revealed that self-efficacy and self-esteem positively 

influence job satisfaction.  Iqbal (2012) confirmed that self-efficacy, self-esteem, locus of 

control, and emotional stability have a positive impact on job satisfaction.  

Firms with a high level of job satisfaction enjoy higher financial reporting quality 

(Barling, Kelloway, & Iverson, 2003; Edmans, 2012; Yee, Guo, & Yeung, 2015).  Barling et al. 
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(2003) argued that high performance creates a better work climate for employees, increases job 

satisfaction, and leads to a high-quality job.  Yee et al. (2015) stated that employees tend to enjoy 

their jobs more when they have high levels of job satisfaction, and, as a result, employees 

perform better.  Edmans (2012) noted job satisfaction benefits both firm value and workplace 

quality.  Thus, this study argues that firms with a high level of self-efficacy have better financial 

reporting quality than firms with a low level of self-efficacy. 

Resilience 

The concept of resiliency is defined as “the capacity to rebound or bounce back from 

adversity, conflict, failure or even positive events, progress and increased responsibility” 

(Luthans, 2002, p.702).  Coutu (2002) wrote that individuals with higher resilience are most 

likely to adapt to change and stress.  Masten (2001) and Gardner and Schemerhorm (2004) 

showed that under negative situations, individuals with higher resiliency tend to become more 

effective, especially under threats.  Luthans et al. (2007) argued that resilience is positively 

associated with job satisfaction. Larson and Luthans (2006) argued that resilience is positively 

associated with performance.  Malik (2013) stated that organizational resilience is the capability 

to resist negative situations such as hard economic times and systemic disruptions. 

Further, Awotoye and Singh (2017) pointed out three themes of resilience: adversity, 

positive adaptation, and uncertainty, which are relevant to delivering quality jobs under adverse 

situations.  Sommer et al. (2016) noted that resilience is associated with personal attitudes and 

behaviors.  Avey, Reichard, Luthans, and Mhatre (2011) stated that individuals behave better and 

stay strong under high stress by applying resilience.  Ayala and Manzano (2014) documented 

three factors of entrepreneurs’ resilience: hardiness, resourcefulness, and optimism.  Hardiness 
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and optimism help expand the individuals’ focus from short-term interests to long-term 

sustainability (Schneider, 2001).  Powell and Baker (2011) stated that resourcefulness can 

improve individuals’capability to control events and influence outcomes.  Bullough, Renko, and 

Myatt (2014) noted that individuals with high resilience have higher motivation and a more 

positive attitude to cope and solve problems in the workplace.  Gajic and Medved (2010) 

suggested that firms should build a system to encourage motivated employees and that this 

strategy would help the firms to achieve their goals.  N. G. Miller, Erickson, and Yust (2001) 

provided evidence that employees who deliver work objectives are positively linked to 

motivation.  In addition, employees’ motivation is positively related to job satisfaction. 

Optimism 

The concept of optimism is defined as “the belief that good rather than bad things will 

happen” (Scheier & Carver, 1985, p. 219).  Prior research has shown optimism is associated with 

better personal and social support (Brissette, Scheier, & Carver, 2002), academic adjustment 

(Montgomery, Haemmerlie, & Ray, 2003), job satisfaction (Youssef & Luthans, 2007), higher 

levels of career-related goals (Creed, Patton, & Bartrum, 2002), and career adaptability 

(Buyukgoze‐Kavas, 2016).  Kirby (2006) indicated that psychological characteristics such as 

risk-taking ability, locus of control, and desire for creativity depend on an individual’s level of 

optimism.  Baron (2008) found that the feelings individuals experience, such as optimism, 

influence many aspects of behavior. 

Similarly, Strutton and Lumpkin (1992) found that individuals with optimistic outlooks 

use problem-focused handling strategies, and they exceed individuals with pessimistic outlooks 

in the workplace.  Puri and Robinson (2007) suggested that entrepreneurs are more optimistic 
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than non-entrepreneurs.  Prior studies have connected optimism to increased productivity and job 

performance (Beheshtifar, 2013; Gabris, Maclin, & Ihrke, 1998).  Gabris et al. (1998) argued that 

management should be concerned about employees and their needs in order to increase the firm’s 

performance.  Further, Beheshtifar (2013) pointed out that organizational optimism is a root for 

managerial pragmatism and that the Hawthorne effect is a good example for testing how 

individuals change in the work climate and subsequently increase productivity and firm 

performance.  Firms with high performance have higher financial reporting quality (Lin, Jiang, 

Tang, & He, 2014).  According to the signaling theory (Spence, 2002), firms with high 

performance provide more incentives to keep a high quality of financial reporting.  Thus, this 

paper argues that firms with a high level of optimism have better financial reporting quality than 

firms with a low level of optimism.  

Prior studies have connected optimism to financial reporting (Capps, Koonce, & Petroni, 

2015).  Researchers have discussed optimism as the natural state of mind for most people and 

have assumed that individuals who are involved in preparing financial statements exhibit natural 

optimism (Capps et al., 2015).  As a result, Capps et al. (2015) argued that natural optimism 

impacts financial reporting and investigated the relationship between optimism and two 

constructs: overconfidence and motivated reasoning. 

Hypothesis Development 

Building on the previous discussions of the attributes of OrgPsyCap, this study identified 

three channels and predicted that OrgPsyCap will impact financial reporting quality.  More 

specifically, the study argues that an organization's psychological capital drives firm 
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performance, fosters employees’ job satisfaction and wellbeing, and creates an ethical (i.e., 

trustworthy) environment and thus improves the firm’s financial reporting quality.  

Prior literature is replete with evidence establishing a positive association between 

psychological capital and firm performance.  Yousaf et al. (2015) confirmed that psychological 

capital positively influences entrepreneurial performance and acknowledged that psychological 

capital is a valuable resource for job growth and the overall economy.  Based on the signaling 

theory, Anglin et al. (2018) showed that psychological capital enhances crowdfunding 

performance.  Ma, Topolansky Barbe, and Zhang (2018) found that the new generation of 

migrant workers’ psychological capital has a significant impact on entrepreneurial performance.  

Wang et al. (2019) indicated that psychological capital as entrepreneurs’ emotional influence is 

essential to lead the business towards success with limited resources.  Akbaba and Altındağ 

(2016) provided evidence that psychological capital plays a vital role in enhancing firm 

performance.  Abbas and Raja (2015) noted that psychological capital improves innovative job 

performance and reduces job stress as well.  

According to the study by Paterson et al. (2014), psychological capital promotes positive 

organizational behavior and employee growth.  Sweetman, Luthans, Avey, and Luthans (2011) 

documented that psychological capital predicts creative performance.  Besides, Luthans et al. 

(2011) documented that psychological capital has a positive impact on problem-solving 

performance.  Based on Luthans et al. (2008), Gooty, Gavin, Johnson, Frazier, and Snow (2009) 

argued that positive psychological capital yields role performance and organizational citizenship 

behavior.  
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Prior studies have documented that low-performance firms need to invest more in 

earnings management practices than high-performance firms (Mostafa & Ibrahim, 2019).  In 

addition, Dechow, Ge, and Schrand (2010) pointed out that earnings quality is the function of a 

firm’s performance.  Lu et al. (2011) connected financial reporting quality to a firm’s control 

problems.  Rajgopal and Venkatachalam (2011) specified that financial reporting quality reduces 

information problems.  Earnings management has been used as an inverse proxy for financial 

reporting quality (Dechow & Dichev 2002).  Martínez-Ferrero (2014) found a positive 

association between corporate performance and financial reporting quality.  Dechow and Skinner 

(2000) indicated that self-interested earnings modification weakens earnings quality (i.e., 

financial reporting quality).  Yoon, Miller, and Jiraporn (2006) revealed that the Enron 

bankruptcy in 2001, as well as Xerox and WorldCom, were a consequence of earnings 

management trying to boost firm performance.  Using this chain of arguments that link 

OrgPsyCap to firm performance and firm performance to financial reporting quality, this study 

argues that OrgPsyCap is positively associated with financial reporting quality. 

Prior literature has provided plenty of evidence that establishes a positive link between 

psychological capital and job satisfaction.  Larson and Luthans (2006), for example, provided 

evidence that employees’ psychological capital has a positive impact on workers’ attitudes, 

including job satisfaction and organizational commitment.  Turner et al. (2002) pointed out that 

psychological capital increases job satisfaction.  Jung and Yoon (2015) documented the positive 

relationship between psychological capital and job satisfaction in deluxe hotels; further, they 

showed that psychological capital positively affects organizational citizenship behaviors.  Prior 

studies have also established a link between individual attributes of psychological capital and job 

satisfaction.  Youssef and Luthans (2007), for instance, provided evidence that three 
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psychological capacities (hope, optimism, and resilience) positively impact job satisfaction.  Law 

and Guo (2016) found that hope and self-efficacy have a significantly positive relationship with 

job satisfaction; additionally, they found that job satisfaction has a significantly positive 

relationship with organizational commitment.  Lai and Chen (2012) showed that self-efficacy as 

an attribute of psychological capital has a positive effect on both job performance and job 

satisfaction. 

Similarly, researchers have also linked positive psychological emotions to job satisfaction 

and attitude in the workplace.  Based on Herzberg’s theory (Herzberg, 1966), Sachau (2007) 

concluded that management increases employees’ long-term job satisfaction by furnishing 

psychological growth.  Using affective events theory, Kafetsios and Zampetakis (2008) stated 

that emotional intelligence affects job satisfaction and that positive events influence employees’ 

attitudes.  D. N. Miller,  Nickerson, Chafouleas, and Osborne (2008) concluded that job 

satisfaction is based on the three concepts of work orientations: a job, a career, and a calling.  

Westover (2008) found that workers’ job satisfaction impacts firm performance and workers’ 

wellbeing.  Orton (2011) also linked the workers’ wellbeing to job quality.  The work of de 

Menezes (2012) suggested that job satisfaction has a positive relationship with workplace 

outcomes such as productivity and quality. 

The literature has also documented a positive relationship between psychological capital 

and employees’ wellbeing in the workplace.  Youssef‐Morgan and Luthans (2015) developed a 

conceptual framework that links job satisfaction, objective work outcomes, relationship 

satisfaction, objective relationship outcomes, and health satisfaction to overall employees’ well-

being.  E. Yildiz (2017) emphasized that employees’ psychological capital can strengthen both 
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the workplace and enterprise.  Also, in the sports industry (M. Kim, Kim, Newman, Ferris, & 

Perrewé, 2019) and specialist autism services (Manzano-García & Ayala, 2017), psychological 

capital has a significant effect on workplace well-being.  Similarly, at the individual level, 

Culbertson, Fullagar, and Mills (2010) showed that daily eudemonic wellbeing significantly 

impacts everyday mood and satisfaction, and variance can be predicted by the state of the 

psychological capital.  Cole, Daly, and Mak (2009) stated that psychological capital mediates the 

relationship between employment status and wellbeing and that individuals with weaker 

psychological capital are at more risk of being unemployed. 

Turner et al. (2002) utilized the model of healthy work to demonstrate that a healthy work 

system includes trust, organizational commitment, and flexible role orientations; this model 

highlights the importance of mutual trust and respect between management and employees under 

the positive psychological mechanism.  Bitmiş and Ergeneli (2013) investigated the idea that 

psychological capital and trust mediate the relationship between individual performance and job 

satisfaction.  Similarly, H. Yildiz (2019) concluded that positive psychological capital moderates 

the link between organizational trust and organizational citizenship behaviors.  Shamhi et al. 

(2019) documented that organizational trust impacts job performance and psychological capital.  

Shukla & Rai (2015) explained that perceived organizational support is positively associated 

with organizational trust and organization commitment and that psychological capital as a 

mediator impacts the two relationships. 

Recent literature has concluded that trust and honesty impact organizational structures 

(Bennis & Biederman, 2007; Miles & Snow, 1995), organizational setting (Rousseau, Sitkin, 

Burt, & Camerer, 1998), and organizational communication and culture (Morley, Shockley-

Zalabak, & Cesaria, 1997).  Also, trust helps in crisis management (A. K. Mishra, 1996) and 
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reduces transaction costs (Maccoby, 1998).  Graham, Harvey, and Rajgopal (2005) noted that 

trust is a key factor in enhancing a company’s reputation.  Schoorman, Mayer, and Davis (2007) 

argued that trust and control can be matched to manage the firm’s risk.  Cianci and Kaplan 

(2008) found that the trustworthiness of management is positively associated with the 

attractiveness of the firm’s equity.  Goergen, Chahine, Brewster, and Wood (2013) documented 

that firm-level trust is positively associated with firm performance.  Further, Costa, Fulmer, and 

Anderson (2018) added that trust at the individual and team levels impact individual 

performance, team performance, and firm performance and outcome.  Regarding financial 

reporting quality, Garrett et al. (2014) indicated that trust has a positive relationship with 

financial reporting.  

Taking all these arguments together, OrgPsyCap is positively associated with firm 

performance, employee satisfaction and wellbeing, and an ethical environment.  These 

characteristics are known to increase financial reporting quality.  This leads to my Hypothesis 1: 

H1: Organizational psychological capital (i.e., OrgPsyCap) is positively associated with 

the firm’s financial reporting quality.  

The concept of OrgPsyCap promotes an ethical environment and plays the role of a 

disciplinary mechanism for alleviating managerial rent extraction behaviors (Gooty et al.; 2009; 

Norman, 2006; H. Yildiz, 2019).  Norman (2006), for example, established a positive 

relationship between psychological capital and transparency level.  Prior studies have suggested 

that firms with weak corporate governance mechanisms are more susceptible to unethical 

managerial practices (Cormier, Ledoux, Magnan, & Aerts, 2010).  Accordingly, this study 
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posited that the effect of psychological capital in reducing opportunistic managerial behaviors 

depends on the corporate governance inside the firms.  

In firms with strong corporate governance, managers may avoid engaging in earnings 

management and practice robust financial reporting even in the absence of strong OrgPsyCap 

(Kjærland, Haugdal, Søndergaard, & Vågslid, 2020).  As a result, OrgPsyCap becomes more 

important to firms with weak corporate governance.  Building on this principle, this study 

expected that OrgPsyCap has a stronger effect on financial reporting quality when corporate 

governance is weak.  This study labeled the moderating effect as the substitution effect of 

OrgPsyCap (Hypothesis 2a).  Alternatively, it can be argued that OrgPsyCap and corporate 

governance complement each other and that the positive effect of OrgPsyCap on financial 

reporting quality increases with the degree of the strength of corporate governance.  The study 

labeled the moderating effect as the complementary effect of OrgPsyCap (Hypothesis 2b).  Thus, 

the moderating role of corporate governance in the relationship between OrgPsyCap and 

financial reporting quality is an empirical question which this study sought to address in the 

following two hypotheses. 

H2a: The positive effect of OrgPsyCap on financial reporting quality is higher for firms 

with weak corporate governance than for firms with strong corporate governance.  

H2b: The positive effect of OrgPsyCap on financial reporting quality is higher for firms 

with strong corporate governance than for firms with weak corporate governance. 

Research Design 

This section presents the study’s research design.  First, the main construct of this study, 

OrgPsyCap, is discussed.  Second, the measures of a firm’s financial reporting quality are 

presented.  Finally, the models to test the hypotheses are presented.  
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Organizational Psychological Capital  

This study utilized computer-aided text analysis using the Python computer programming 

language to measure OrgPsyCap.  Appendix B provides a word list generated by using synonyms 

to capture the constructs of each of the OrgPsyCap dimensions (McKenny et al., 2012). 

McKenny et al. (2012) used DICTION to identify the bag-of-words associated with each 

dimension of OrgPsyCap.  This study calculated two measures of OrgPsyCap.  The first measure 

(PSYCAP_10K) counts the number of times each word associated with confidence, hope, 

optimism, and resilience appears in the 10-K filing of the company.  The second measure 

(PSYCAP_MDA) counts the number of times each word associated with confidence, hope, 

optimism, and resilience appears in the MD&A section of the 10-K filing.  The study 

standardized the first measure by the total number of words in the 10-K filing and the second 

measure by the total number of words in the MD&A section.  This study utilized Python to filter 

the frequency of words in the words list previously validated by McKenny et al. (2012) from the 

10-Ks and annual reports. 

Financial Reporting Quality  

This study used two measures of financial reporting quality.  The first measure of 

financial reporting quality is accrual quality, as proposed by Dechow and Dichev (2002) and 

modified by McNichols (2002).  The cross‐sectional Dechow–Dichev (hereafter DD) model 

measures how well accruals map into cash flows of the firm the cross‐sectional Dechow–Dichev 

(hereafter DD) model (Dechow & Dichev, 2002).  The higher values of DD indicate poor 

financial reporting quality.  The study estimated the following model by year and industry, 

requiring at least twenty observations:   
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∆WCi,t = α1 + α2 CFOi,t - 1 + α3 CFOi,t + α4 CFOi, t + 1 + α5 ∆REVi,t + α6 PPEi,t + ɛi,t,        (1) 

where ∆WC is the change in working capital accruals from year t - 1 to t, computed as ∆AR + 

∆Inventory - ∆AP - ∆TP + ∆Other Assets (net), and AR is accounts receivable, AP is accounts 

payable, and TP is taxes payable; CFO is cash flow from operations; ∆REV is the change in 

revenue from t - 1 to t; and PPE is the gross value of property, plant, and equipment.  All 

variables are scaled by beginning total assets. This study estimated the model by year and each 

of the 48 Fama and French (1997) industries and used the standard deviation of the residual from 

the model over the past five years for each firm as the main measure of accrual quality, DD.  

High DD represents lower earnings quality and, therefore, higher inherent risk.  

The second measure is the performance-matched discretionary accruals following 

Kothari et al. (2005).  To measure accruals-based earnings management, this study used the 

discretionary accruals proxy developed by Jones (1991), which was adjusted for earnings 

performance following Kothari et al. (2005). 

             TACC(i,t)/A(i,t - 1) = 1/A(i, t - 1) + ΔREV(i,t)/A(i,t - 1) + PPE(i,t)/A(i,t - 1) + ROA(i,t) + + ɛi,t,              (2) 

where TACC is calculated as the change in non-cash current assets minus the change in current 

liabilities excluding the current portion of long-term debt, minus depreciation and amortization; 

ΔREV is the change in revenue; PPE is the value of property, plant, and equipment; A is the total 

value of assets, and ROA is income before extraordinary items divided by total assets.  The non-

discretionary accruals are the fitted values from Equation 2 and the discretionary accruals are the 

deviations of actual accruals from the non-discretionary accruals.  This study used the absolute 

value of discretionary accruals (ABSDA) as the measure of accrual earnings management.  In this 

way, the study captured the management’s intention to manipulate earnings both up and down 

(Kothari et al., 2005).  The higher values of ABSDA indicate poor financial reporting quality. 
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Empirical Model 

 To test H1, the study estimated the following regression model: 

FinancalReportingQualityi,t = β0 + β1 OrgPsyCapi,t + β2 SIZEi,t + β3 LEVi,t + β4 ROAi,t 

+ β5 LOSSi,t + β6 FOROPSi,t + β7 MBi,t + β8 FIRMAGEi,t + β9 SALEGRi,t 

  + β10 STDSALEi,t + β11 STDRETi,t + β12 BIG4i,t + β13 SEGSi,t  + β14 MERGERi,t  

+ β15 RESTRUCTi,t + Industry fixed effects + Year fixed effects + ɛi,t ,  (3) 

where the study replaced FinancalReportingQuality with the two proxies of financial 

reporting quality defined in section of Financial reporting qulality and the main independent 

variable of interest is OrgPsyCap.  This study used the two measures of OrgPsyCap 

(PSYCAP_10K and PSYCAP_MDA) defined in section of organizational psychological capital.  

To minimize the impact of invariant year and industry characteristics, the study included year 

and industry fixed effects (Fama & French, 1997; 48 industry classification).  Consistent with the 

hypothesis, the study expected a negative coefficient on OrgPsyCap, which would suggest that 

firms with high levels of OrgPsyCap have higher financial reporting quality.  Since the study 

used inverse proxies for financial reporting quality as the dependent variable, the negative 

coefficient on OrgPsyCap measures suggests a positive relationship between OrgPsyCap and 

financial reporting quality. 

Following prior research, the study defined various control variables that have been 

found to affect financial reporting quality (e.g., Garrett et al., 2014).  These variables include 

firm size (SIZE); leverage (LEV); return on assets (ROA); the presence of a loss (LOSS); foreign 

operations (FOROPS); market-to-book ratio (MB); firm age, based on the number of years a firm 

is in the CRSP database, (FIRMAGE); sales growth (SALEGR); sales volatility (STDSALE); and 

stock return volatility (STDRET); Big 4 auditors (BIG4); the number of business segments 
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(SEGS); governance measures as the proportion of independent directors (PCTINDEP); and the 

number of financial experts in audit committee (FIN_EXP)(Ayers, Ramalingegowda, & Yeung, 

2011; Garrett et al., 2014; He, 2015).  

This study controlled for SIZE because larger firms are expected to have a better 

information environment (Bhandari et al., 2018; Garrett et al., 2014).  Similarly, the firms with 

high leverage (LEV), low performance (ROA), the presence of loss (LOSS), and low market to 

book ratio (MB) have higher incentives to manipulate earnings and thus have poor financial 

reporting quality (Bhandari et al., 2018; Garrett et al., 2014).  However, a high level of leverage 

may also proxy for a high level of monitoring from outside creditors (Opler & Titman, 1993).  

Thus, the relationship between leverage and financial reporting qulity could also be negative.  

Further, the standard deviations of sales (STDSALE) and returns (STDRET) are the factors that 

inherently increase accrual volatility (Bhandari et al., 2018).  Similarly, firms with foreign 

operations (FOROPS) have more opportunity to manage earnings and thus have higher accruals 

volatility (i.e., poor financial reporting quality).  Similarly, growth firms (SALEGR) are under 

high pressure to manage earnings and thus have high accruals volatility (Bhandari et al., 2018; 

Garrett et al., 2014).  The study controlled for corporate governance characteristics (BIG4, 

PCTINDEP, and FIN_EXP) because Klein (2002) provided evidence that corporate governance 

is positively associated with financial reporting quality. 

Sample Description and Empirical Results 

In this section, the sample formation process is discussed, followed by the sample 

descriptive statistics.  Finally, the study tested the hypotheses using multivariate regression 

models. 
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Sample Formation and Distribution 

The sample selection started with all firm-year observations with 10-K filings on the SEC 

website starting in 2003.  The study excluded data before 2003 because of the passage of SOX.  

The study initially collected 80,087 firm-year observations from 2003 to 2017.  Afterward, it 

removed firm-year observations with missing data on the ExecuComp, Compustat, and CRSP 

databases.  The final sample consisted of 35,060 firm-year observations.  

Table 1 presents the sample distribution by year.  The statistics suggest that overall 

OrgPsyCap increased slightly over the sample period.  Table 2 presents the sample distribution 

by the Fama and French (1997) 48 industry classification.  The statistics suggest that real estate, 

defense, mining, and metals industries have lower OrgPsyCap, whereas utilities, candy and soda, 

electrical equipment, and textile industries have higher overall OrgPsyCap. 

Descriptive and Correlation  Statistics 

Table 3 presents the descriptive statistics of the variables used in the empirical analyses.    

All continuous variables are winsorized at the 1 and 99th percent level. The mean of 

PSYCAP_10k for the sample firms was 0.022, while the mean of PSYCAP_MDA for the sample 

firms was 0.021, which confirms that both 10-K and MD&A capture similar constructs of 

OrgPsyCap.  The mean (median) log of total assets (SIZE) was 6.402 (6.356), suggesting that the 

sample firms are generally large, which is supported by the fact that ExecuComp covers larger 

firms.  On average, the firms reported a debt leverage of 47.9% of their total assets, and 30% of 

the sample firms reported a loss, while the mean of ROA was 5.7%.  Foreign operations were 

held by 99.2% of the sample firms and the mean market-to-book ratio was 3.747, suggesting that 

the sample firms trade at a premium above book value.  The average sales growth of the sample 

firms was 14.7%.  The mean of BIG4 was 76%, implying that many firms in the sample are 
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audited by Big 4 auditors.  Around 81.7% of the board members were independent directors, and 

there were on average two financial experts on each audit committee.  In addition, 4.3% of the 

sample firms had mergers and 1.8% of the sample firms had restructuring expenses.  

Table 4 shows the correlation matrix.  The main measure of OrgPsyCap (PSYCAP_10K) 

was negatively correlated with both inverse proxies of financial reporting quality (DD and 

ABSDA) at the  p < .05 significance level, lending initial univariate support to the main 

prediction.  The DD and ABSDA variables were positively correlated, which is consistent with 

prior studies and supports the notion that they both are continuous measures of poor financial 

reporting quality.  The alternative measure of OrgPsyCap (PSYCAP_MDA) was also negatively 

correlated with both inverse proxies of financial reporting quality (DD and ABSDA) at the  

p < .05 significance level, lending further univariate support to the main prediction. 

Regression Results 

Next, the study used multivariate analyses to test the hypotheses.  Initially, the study 

examined the effect of OrgPsyCap on financial reporting quality.  This study used two inverse 

proxies of financial reporting quality.  First, the accrual quality measure of Dechow and Dichev 

(2002) and modified by McNichols (2002), DD, was used.  Second, the performance-matched 

discretionary accruals by Kothari et al. (2005) was used.  Both of these measures are the inverse 

proxies of financial reporting quality.  Therefore, the study expected negative coefficients on the 

OrgPsyCap variables.   

Table 5, Column 1 reports the regression results for the impact of OrgPsyCap on the 

firm’s financial reporting quality.  The results in Column 1 show that the coefficient estimate on 

PSYCAP_10K was negative and statistically significant at the  p < .05 level (coefficient estimate 

= -0.2185, t-statistic = -1.99).  This suggests that OrgPsyCap is positively associated with 
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financial reporting quality.  Table 5, Column 2 reports the regression results for the impact of 

OrgPsyCap on the firm’s financial reporting quality, including additional governance control 

variables.  The coefficient on PSYCAP_10K reported in Column 2 was still negative and 

significant even after controlling for governance factors.  These results support H1 and the notion 

that OrgPsyCap is positively associated with the quality of financial reporting.   

The results on the control variables in the model were generally consistent with prior 

research (e.g., Garrett et al., 2014; He, 2015).  The estimated coefficients on ROA and LOSS 

were negative and positive, respectively.  This is consistent with prior research (F. Chen et al., 

2011) that firms with better performance have a few incentives to manage earnings and thus 

produce higher financial reporting quality.  Similarly, high growth firms, as well as firms with 

foreign operations and firms with larger numbers of business segments, tend to have a higher risk 

of earnings misstatements and thus have poor financial reporting quality.  The estimated 

coefficients on SALEGR and STDSALE were positive and significant, indicating that high growth 

firms and firms with high operational uncertainty measured by high sales volatility have poor 

financial reporting quality.  The coefficient estimate on FIRMAGE was negative and statistically 

significant, indicating that older firms have higher financial reporting quality.  Finally, the 

coefficient on PCTINDEP was negative and significant, supporting the argument that firms with 

a larger proportion of independent directors on board have better monitoring environments and 

thus produce higher quality financial reports.  

Table 6, Column 1 reports the regression results for H2,which tested whether the 

corporate governance moderates the relationship between OrgPsyCap and the firm’s financial 

reporting quality.  PCTINDEP is the number of independent directors divided by the total 

number of directors on the board.  A higher proportion of independent directors on the board 
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represents strong corporate governance.  The independent variable of interest is the interaction 

term PSYCAP_10K*PCTINDEP.  The positive coefficient on the interaction term suggests that 

the positive effect of OrgPsyCap on financial reporting quality is higher for firms with weak 

corporate governance than firms with strong corporate governance (H2a).  This implies that 

OrgPsyCap plays a substitutive role in corporate governance.  In contrast, the negative 

coefficient on the interaction term suggests that the positive effect of OrgPsyCap on financial 

reporting quality is higher for firms with strong corporate governance than firms with weak 

corporate governance (H2b).  This implies that OrgPsyCap plays a complementary role in 

corporate governance.  The results in Table 6, Column 1 show that the coefficient estimate on the 

interaction term PSYCAP_10K*PCTINDEP was positive and statistically significant at the p < .1 

level (coefficient estimate 0.6558, t-statistic 1.60, which is the result of a two-tails test).  This 

suggests that OrgPsyCap plays a substitutive role in corporate governance where OrgPsyCap 

becomes more important to firms with weak corporate governance than to firms with strong 

corporate governance.  

Table 6, Column 2 reports the regression results to test H2 using an alternative proxy of 

financial reporting quality.  More specifically, as seen in Column 2, the study used the absolute 

value of performance-matched discretionary accruals (ABSDA following Kothari et al., 2005) as 

an alternative proxy for financial reporting quality.  Similar to DD, the higher values of ABSDA 

indicate poor financial reporting quality.  Even after using the alternative proxy of the dependent 

variable, the coefficient estimates on the interaction term PSYCAP_10K*PCTINDEP were still 

positive and statistically significant at the p < .05 level (coefficient estimate 0.5342, t-statistic 

2.11).  This provides robust evidence to support H2a and suggests that OrgPsyCap plays a 
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substitutive role in corporate governance where it becomes more important to firms with weak 

corporate governance compared to firms with strong corporate governance.  

Additional Analyses 

While this study presents evidence that OrgPsyCap is positively associated with higher 

financial reporting quality, it might be the case that the main measure of the dependent variable 

suffers from certain measurement errors.  To minimize this concern, the study included an 

alternative proxy of financial reporting quality and tested H1.  More specifically, the study 

estimated the same main regression model, presented in Equation 3, using a different proxy for 

the dependent variable.  Table 7, Columns 1 and 2 provide the effect of OrgPsyCap on 

alternative measures of financial reporting quality (ABSDA), which is the absolute value of 

performance-matched discretionary accruals, calculated following Kothari et al. (2005).  Similar 

to the main measure of financial reporting quality, the higher values of ABSDA capture poor 

financial reporting quality.  Table 7, Column 1 and Column 2 show that the estimated 

coefficients on OrgPsyCap were negative and statistically significant (coefficient estimates = -

0.2625 and -0.2611, t-statistic = -3.63 and -3.62, respectively), as expected.  These results 

provide robust evidence that OrgPsyCap has a positive association with financial reporting 

quality. 

Similarly, it might be the case that the main measure of the independent variable of 

interest (PSYCAP_10K) suffered from certain measurement errors.  To minimize this concern, 

this study included an alternative proxy of OrgPsyCap and tested H1.  More specifically, this 

study estimated the same main regression model, presented in Equation 3, using a different proxy 

for the independent variable of interest.  Table 8, Columns 1 and 2 provide the effect of an 

alternative proxy of OrgPsyCap (PSYCAP_MDA) on the main measure of financial reporting 
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quality (DD), which is the standard deviation of residuals from the modified Dechow and Dichev 

(2002) model.  An alternative proxy of the independent variable of interest (PSYCAP_MDA) was 

calculated as the number of times each word associated with confidence, hope, optimism, and 

resilience appeared in the MD&A section divided by the total number of words in the MD&A 

section.  Similar to the main measure of OrgPsyCap, the higher values of PSYCAP_MDA 

indicate a higher level of organizational psychological capital.  Table 8, Columns 1 and 2 show 

that the estimated coefficients on PSYCAP_MDA were negative and statistically significant 

(coefficient estimates = -0.1404 and -0.1369, t-statistic = -2.67 and -2.60, respectively), as 

expected.  These results provide robust evidence that OrgPsyCap has a positive effect on 

financial reporting quality.  

Discussion and Implications 

Prior studies have established that traditional (e.g., financial, physical, technological), 

human (e.g., explicit and tacit knowledge), and social (e.g., norms and networks) capital are 

related to the firms’ financial reporting quality (Garrett et al., 2014; Bhandari & Kohlbeck, 2018; 

Bhandari et al. 2020).  Previous studies (e.g., Bhandari, Golden, & Thevenot, 2020; Bruynseels 

& Cardinaels, 2014; Cao, Myers, & Omer, 2012; Garrett et al., 2014) have documented that firm 

performance is positively associated with financial reporting quality for two reasons.  First, 

financially sound companies are better positioned to spend money on higher-quality resources 

such as employees and auditors that improve the reporting quality (Francis, 2004).  Second, 

poorly performing firms have higher incentives to manipulate earnings than do better-performing 

firms (Franks, Mayyer, & Reneboog, 2001).  Similarly, Call, Campbell, Dhaliwal, and Moon 

(2017) provided evidence that employees’ knowledge is positively associated with a firms’ 

financial reporting quality.  Bhandari, Golden, and Thevenot (2020) documented the relationship 
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between organizational ideology and financial reporting outcomes.  Carrera, Sohail, and 

Carmona (2017) and Bhandari et al. (2018) provided evidence that social capital formed through 

social networks is related to firms’ financial reporting quality.  

Distinct from other forms of capital such as traditional, human, and social capital, 

OrgPsyCap accounts for psychological resources and refers to employees’ psychological capital 

beyond intellectual capital in obtaining and sustaining a competitive advantage (Çetin, 2011; 

Luthans & Youssef, 2004).  As such, it is important to evaluate the association between 

OrgPsyCap and financial reporting quality.  The findings of this study indicate that a firm’s 

OrgPsyCap is positively associated with the quality of the firm’s financial reporting.  

This study has implications for regulators and practitioners.  The main finding of this 

study may be helpful to regulators by suggesting a shift of regulatory resources to a few targeted 

firms with low OrgPsyCap, as these firms are more likely to manage earnings.  Similarly, 

practitioners may advise firms to expand and preserve OrgPsyCap in order to enhance financial 

reporting quality.  

There has been debate about the effect of psychological pressure on individuals, and 

numerous surveys have demonstrated the negative implications of such pressure on employee job 

performance (Bolino & Turnley, 2005; Hunter & Thatcher, 2007; Van Dyne, Jehn & Cummings, 

2002).  Since financial reporting quality is the ultimate outcome of employees’ job performance, 

the psychological state of the organization may impact financial reporting quality.  By finding 

empirical support for this notion, this study contributes to the debate on the impact of 

organizational psychological states on performance quality in the accounting setting.  Companies 
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can apply the findings of this study to enhance psychological elements such as hope, efficacy, 

resilience and confidence in employees, thereby improving financial reporting quality. 

Conclusion 

A growing body of literature has documented that OrgPsyCap affects various corporate 

decisions (Akbaba & Altındağ, 2016; Anglin et al., 2018; Jung & Yoon, 2015; Lai & Chen, 

2012; Larson & Luthans, 2006; Shamhi et al., 2019; Shukla & Rai, 2015;Turner et al., 2002; 

Wang et al., 2019; H. Yildiz, 2019; Yousaf et al., 2015).  However, prior research has not 

examined whether OrgPsyCap represents an indicator of the overall quality of the financial 

reports.  This study attempted to fill this gap by examining the effect of OrgPsyCap on financial 

reporting quality.  This study found that OrgPsyCap is positively associated with the quality of 

the financial reports.  The study further provided evidence that the relationship between 

OrgPsyCap and financial reporting quality is stronger for firms with weak corporate governance.  

This finding suggests that OrgPsyCap plays a substitutive role in corporate governance.  The 

main findings are robust to a number of alternative specifications.  

Although the paper provides evidence that OrgPsyCap is positively associated with the 

quality of the financial reports, the study is subject to several limitations.  The study assumed 

that OrgPsyCap can be captured using 10-K textual analyses.  These 10-K textual analyses may 

fail to capture the overall construct of OrgPsyCap.  However, a prior study by Mckenny et al. 

(2012) validated the proxy and concluded that OrgPsyCap can be captured by using the bag-of-

words approach.  Similarly, the main analyses may suffer from endogeneity issues, such as a 

correlated omitted variable problem or functional form misspecification.  To address this issue, 
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this study included industry and year fixed effects in all models and validated the results by using 

alternative proxies of dependent and independent variables. 
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Appendix A 

Variable Definitions 

DD = 

The standard deviation of residuals from the modified Dechow and 
Dichev (2002) model; DD measures how well accruals map into cash 
flows of the firm (Dechow and Dichev, 2002).  This measure was 
proposed by Dechow and Dichev (2002) and modified by McNichols 
(2002).  The higher values of DD indicate poor financial reporting 
quality. 

ABSDA = 
The absolute value of performance-matched discretionary accruals 
(Kothari et al., 2005).  The higher values of ABSDA indicate poor 
financial reporting quality. 

PSYCAP_10K = 
The number of times each word associated with confidence, hope, 
optimism, and resilience appears in the 10-K filing of the company 
divided by the total number of words in the 10-K filing. 

PSYCPA_MDA = 

The number of times each word associated with confidence, hope, 
optimism, and resilience appears in the management discussion and 
analysis (MD&A) section divided by the total number of words in the 
MD&A section. 

SIZE = The natural logarithm of total assets. 
LEV = Total liabilities divided by total assets. 
ROA = Return on assets, calculated as income before extraordinary items divided 

by total assets. 

LOSS = 1 if income before interest taxes and amortization is negative, and 0 
otherwise. 

FOROPS = 1 if a firm has foreign operations as indicated by the foreign currency 
adjustments to income, and 0 otherwise. 

MB = Market to book ratio, calculated as market value of equity divided by 
book value of equity. 

FIRMAGE = The natural logarithm of the number of fiscal years since a firm was 
included in the Compustat. 

SALEGR = The growth rate in sales over the previous two years. 
STDSALE = The standard deviation of sales calculated over a period of no less than 

the prior six years and no more than the prior 10 years. 

STDRET = The standard deviation of the daily stock returns calculated over the last 
one year. 

BIG4 = 1 if the auditor is a Big4 auditor, and 0 otherwise. 
SEGS = The number of reported business segments in the Compustat Segment 

file. 
MERGER = 1 if a firm reports sale from mergers and acquisitions (Compustat), and 0 

otherwise. 

RESTRUCT = 1 if a firm reports restructuring charges (Compustat), and 0 otherwise. 
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PCTINDEP = The number of independent directors divided by total directors in the 
board. 
  

FIN_EXP = The number of audit committee members that are financial experts. 
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Appendix B 

Computer-Aided Text Analysis Word Lists for Organizational Psychological Capital Dimensions 

OrgPsyCap Dimension Computer-Aided Text Analysis Words With Expert Validation 
Organizational Hope Accomplishments, Achievements, Approach, Aspiration, Aspire, 

Aspired, Aspirer, Aspires, Aspiring, Aspiringly, Assurance, 
Assurances, Assure, Assured, Assuredly, Assuredness, Assuring, 
Assuringly, Assuringness, Belief, Believe, Believed, Believes, 
Believing, Breakthrough, Certain, Certainly, Certainty, Committed, 
Concept, Confidence, Confident, Confidently, Convinced, Dare 
say, Deduce, Deduced, Deduces, Deducing, Desire, Desired, 
Desires, Desiring, Doubt not, Energy, Engage, Engagement, 
Expectancy, Faith, Foresaw, Foresee, Foreseeing, Foreseen, 
Foresees, Goal, Goals, Hearten, Heartened, Heartening, 
Hearteningly, Heartens, Hope, Hoped, Hopeful, Hopefully, 
Hopefulness, Hoper, Hopes, Hoping, Idea, Innovation, Innovative, 
Ongoing, Opportunity, Promise, Promising, Propitious, 
Propitiously, Propitiousness, Solution, Solutions, Upbeat, Wishes, 
Wishing, Yearn, Yearn for, Yearning, Yearning for, Yearns for 
 

Organizational Confidence Ability, Accomplish, Accomplished, Accomplishes, 
Accomplishing, Accomplishments, Achievements, Achieving, 
Adept, Adeptly, Adeptness, Adroitly, Adroitness, All-in, Aplomb, 
Arrogance, Arrogant, Arrogantly, Assurance, Assured, Assuredly, 
Assuredness, Backbone, Bandwidth, Belief, Capable, Capableness, 
Capably, Certain, Certainly, Certainness, Certainty, Certitude, 
Cocksurely, Cocksureness, Cocky, Commitment, Commitments, 
Committed, Compelling, Competence, Competency, Competent, 
Competently, Confidence, Confident, Confidently, Conviction, 
Effective, Effectively, Effectiveness, Effectual, Effectually, 
Effectualness, Efficacious, Efficaciously, Efficaciousness, Efficacy, 
Equanimity, Equanimous, Equanimously, Expertise, Expertly, 
Fortitude, Fortitudinous, Forward, Forwardness, Know-how, 
Knowledgability, Knowledgeable, Knowledgably, Masterful, 
Masterfully, Masterfulness, Masterly, Mastery, Overconfidence, 
Overconfident, Overconfidently, Persuasion, Power, Powerful, 
Powerfully, Powerfulness, Prevailed, Prevailing, Prevails, 
Prevalence, Prevalent, Reassurance, Reassure, Reassured, 
Reassures, Reassuring, Self-assurance, Self-assured, Self-assuring, 
Selfconfidence, Self-confident, Self-dependence, Self-dependent, 
Self-reliance, Self-reliant, Stamina, Steadily, Steadiness, Steady, 
Strength, Strong, Stronger, Strongish, Strongly, Strongness, 
Superior, Superiority, Sure, Surely, Sureness, Unblinking, 
Unblinkingly, Undoubtedly, Undoubting, Unflappability, 
Unflappable, Unflinching, Unflinchingly, Unhesitating, 
Unhesitatingly, Unwavering, Unwaveringly 
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Organizational Resilience Adamant, Adamantly, Assiduous, Assiduously, Assiduousness, 

Backbone, Bandwidth, Bears up, Bounce, Bounced, Bounces, 
Bouncing, Buoyant, Commitment, Commitments, Committed, 
Consistent, Determination, Determined, Determinedly, 
Determinedness, Devoted, Devotedly, Devotedness, Devotion, Die 
trying, Died trying, Dies trying, Disciplined, Dogged, Doggedly, 
Doggedness, Drudge, Drudged, Drudges, Endurance, Endure, 
Endured, Endures, Enduring, Grit, Hammer away, Hammered 
away, Hammering away, Hammers away, Held fast, Held good, 
Held up, Hold fast, Holding fast, Holding up, Holds fast, Holds 
good, Immovability, Immovable, Immovably, Indefatigable, 
Indefatigableness, Indefatigably, Indestructibility, Indestructible, 
Indestructibleness, Indestructibly, Intransigence, Intransigency, 
Intransigent, Keep at, Keep going, Keep on, Keeping at, Keeping 
going, Keeping on, Keeps at, Keeps going, Keeps on, Kept at, Kept 
going, Kept on, Labored, Laboring, Never-tiring, Never-wearying, 
Perdure, Perdured, Perduring, Perseverance, Persevere, Persevered, 
Persevering, Persist, Persisted, Persistence, Persistent, Persisting, 
Pertinacious, Pertinaciously, Pertinacity, Rebound, Rebounded, 
Rebounding, Rebounds, Relentlessness, Remain, Remained, 
Remaining, Remains, Resilience, Resiliency, Resilient, Resolute, 
Resolutely, Resoluteness, Resolve, Resolved, Resolves, Resolving, 
Robust, Sedulity, Sedulous, Sedulously, Sedulousness, Snap back, 
Snapped back, Snapping back, Snaps back, Spring back, Springing 
back, Springs, Springs back, Sprung back, Stalwart, Stalwartly, 
Stalwartness, Stand fast, Stand firm, Standing fast, Standing firm, 
Stands fast, Stands firm, Stay, Steadfast, Steadfastly, Steadfastness, 
Stood fast, Stood firm, Strove, Survive, Surviving, Surviving, 
Tenacious, Tenaciously, Tenaciousness, Tenacity, Tough, 
Uncompromising, Uncompromisingly, Uncompromisingness, 
Unfaltering, Unfalteringly, Unflagging, Unrelenting, Unrelentingly, 
Unrelentingness, Unshakable, Unshakablely, Unshakeable, 
Unshaken, Unshaking, Unswervable, Unswerved, Unswerving, 
Unswervingly, Unswervingness, Untiring, Unwavered, 
Unwavering, Unweariedness, Unyielding, Unyieldingly, 
Unyieldingness, Upheld, Uphold, Upholding, Upholds, Zeal, 
Zealous, Zealously, Zealousness 
 

Organizational Optimism Aspire, Aspirer, Aspires, Aspiring, Aspiringly, Assurance, Assured, 
Assuredly, Assuredness, Assuring, Auspicious, Auspiciously, 
Auspiciousness, Bank on, Beamish, Believe, Believed, Believes, 
Believing, Bullish, Bullishly, Bullishness, Confidence, Confident, 
Confidently, Encourage, Encouraged, Encourages, Encouraging, 
Encouragingly, Ensuring, Expectancy, Expectant, Expectation, 



Organizational Psychological Capital and Reporting Quality  

90 

 

Expectations, Expected, Expecting, Faith, Good omen, Hearten, 
Heartened, Heartener, Heartening, Hearteningly, Heartens, Hope, 
Hoped, Hopeful, Hopefully, Hopefulness, Hoper, Hopes, Hoping, 
Ideal, Idealist, Idealistic, Idealistically, Ideally, Looking up, Looks 
up, Optimism, Optimist, Optimistic, Optimistical, Optimistically, 
Outlook, Positive, Positively, Positiveness, Positivity, Promising, 
Propitious, Propitiously, Propitiousness, Reassure, Reassured, 
Reassures, Reassuring, Roseate, Rosy, Sanguine, Sanguinely, 
Sanguineness, Sanguinity, Sunniness, Sunny 

______________________________________________________________________________ 

Note. OrgPsyCap = Organizational psychological capital. This table is adapted from 
“Organizational psychological capital” by McKenny et al. (2012) on the 
CATScanner/dictionaries website. 

 (http://www.amckenny.com/CATScanner/dictionaries.php) 
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Appendix C 

Comparisons of Hope and Other Related Constructs 

Table C1 

Construct Comparisons 

Note. Adopted from Peterson and Byron (2008, p. 787). 
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Table 1  

Sample Distribution by Year 
 

Fyear Frequency % PSYCAP_10K Average PSYCAP_MDA Average 
2003 2,217 6.32% 0.0201 0.0211 
2004 2,458 7.01% 0.0209 0.0213 
2005 2,609 7.44% 0.0214 0.0206 
2006 2,631 7.50% 0.0216 0.0205 
2007 2,533 7.22% 0.0216 0.0206 
2008 2,369 6.76% 0.0216 0.0211 
2009 2,356 6.72% 0.0218 0.0209 
2010 2,352 6.71% 0.0220 0.0212 
2011 2,257 6.44% 0.0221 0.0212 
2012 2,253 6.43% 0.0222 0.0211 
2013 2,248 6.41% 0.0223 0.0211 
2014 2,255 6.43% 0.0226 0.0213 
2015 2,214 6.31% 0.0227 0.0215 
2016 2,176 6.21% 0.0228 0.0216 
2017 2,132 6.08% 0.0228 0.0216 
Total 35,060 100% 0.0218 0.0211 

Note. Table 1 presents sample frequency distribution by fiscal year and also presents the average 
of the independent variable of interest (i.e., Organizational Psychological Capital) by fiscal year. 
Fyear presents fiscal year. PSYCAP_10K presents the number of times each word associated 
with confidence, hope, optimism, and resilience appears in the 10-K filing of the company 
divided by the total number of words in the 10-K filing. PSYCAP_MDA presents the number of 
times each word associated with confidence, hope, optimism, and resilience appears in the 
management discussion and analysis (MD&A) section divided by the total number of words in 
the MD&A section. 
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Table 2  

Sample Distribution by Industry 
 

Industry N % PSYCAP_10K 
Average 

PSYCAP_MDA 
Average 

 1 Agriculture 75 0.21 0.0190 0.0164 
 2 Food Products 582 1.66 0.0209 0.0193 
 3 Candy & Soda 99 0.28 0.0249 0.0272 
 4 Beer & Liquor 155 0.44 0.0212 0.0217 
 6 Recreation 240 0.68 0.0223 0.0221 
 7 Entertainment 461 1.31 0.0198 0.0206 
 8 Books Printing and Publishing 203 0.58 0.0200 0.0179 
 9 Consumer Goods 464 1.32 0.0211 0.0221 
10 Apparel 505 1.44 0.0216 0.0210 
11 Healthcare 706 2.01 0.0209 0.0208 
12 Medical Equipment 1364 3.89 0.0218 0.0208 
13 Drugs Pharmaceutical Products 2566 7.32 0.0211 0.0198 
14 Chemicals 795 2.27 0.0215 0.0205 
15 Rubber and Plastic Products 243 0.69 0.0212 0.0204 
16 Textiles 60 0.17 0.0235 0.0247 
17 Construction Materials 686 1.96 0.0216 0.0215 
18 Construction 443 1.26 0.0235 0.0237 
19 Steel Works 404 1.15 0.0225 0.0208 
20 Fabricated Products 78 0.22 0.0231 0.0230 
21 Machinery 1294 3.69 0.0220 0.0220 
22 Electrical Equipment 576 1.64 0.0247 0.0233 
23 Automobiles and Trucks 537 1.53 0.0221 0.0221 
24 Aircraft 237 0.68 0.0222 0.0197 
25 Shipbuilding, Railroad Equipment 82 0.23 0.0214 0.0225 
26 Guns Defense 46 0.13 0.0186 0.0196 
27 Gold Precious Metals 64 0.18 0.0183 0.0186 
28 Non-Metallic & Industrial Metal Mining 142 0.41 0.0193 0.0184 
29 Coal 102 0.29 0.0223 0.0221 
30 Petroleum and Natural Gas 1498 4.27 0.0217 0.0195 
31 Utilities 937 2.67 0.0265 0.0260 
32 Communication 832 2.37 0.0209 0.0201 
33 Personal Services 331 0.94 0.0200 0.0192 
34 Business Services 4744 13.53 0.0224 0.0216 
35 Computers 1258 3.59 0.0232 0.0219 
36 Chips Electronic Equipment 2537 7.24 0.0232 0.0223 
37 Measuring and Control Equipment 863 2.46 0.0219 0.0218 
38 Paper Business Supplies 401 1.14 0.0219 0.0219 
39 Boxes Shipping Containers 88 0.25 0.0210 0.0205 
40 Transportation 876 2.5 0.0206 0.0203 
41 Wholesale 1348 3.84 0.0217 0.0211 
42 Retail  1914 5.46 0.0212 0.0204 
43 Meals Restaurants, Hotels, Motels 545 1.55 0.0216 0.0202 
44 Banks Banking 455 1.3 0.0207 0.0197 
45 Insurance 841 2.4 0.0197 0.0175 
46 Real Estate 214 0.61 0.0188 0.0163 
47 Trading 1385 3.95 0.0205 0.0208 
48 Other Almost Nothing 784 2.24 0.0230 0.0229 

Note. Table 2 presents number of firms by Fama and French (1997) 48 industry classification (some industry classifications were 
omitted due to lack of data). PSYCAP_10K presents the number of times each word associated with confidence, hope, optimism, 
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and resilience appears in the 10-K filing of the company divided by the total number of words in the 10-K filing. PSYCAP_MDA 
presents the number of times each word associated with confidence, hope, optimism, and resilience appears in the management 
discussion and analysis (MD&A) section divided by the total number of words in the MD&A section. 
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Table 3 

Sample Descriptive Statistics 

Variable N Mean SD Q1 Median Q3 
PSYCAP_10K 35,060 0.022 0.004 0.019 0.022 0.024 
PSYCPA_MDA 35,060 0.021 0.007 0.018 0.021 0.025 
DD 35,060 0.084 0.091 0.034 0.058 0.098 
ABSDA 35,060 0.047 0.056 0.013 0.030 0.059 
SIZE 35,060 6.402 1.998 4.951 6.356 7.736 
LEV 35,060 0.479 0.225 0.302 0.482 0.646 
ROA 35,060 0.057 0.133 0.035 0.080 0.116 
LOSS 35,060 0.300 0.458 0.000 0.000 1.000 
FOROPS 35,060 0.992 0.091 1.000 1.000 1.000 
MB 35,060 3.747 6.382 1.360 2.182 3.759 
FIRMAGE 35,060 2.661 0.479 2.303 2.773 3.045 
SALEGR 35,060 0.147 0.520 -0.022 0.072 0.195 
STDSALE 35,060 0.246 0.263 0.097 0.175 0.298 
STDRET 35,060 3.003 1.607 1.884 2.62 3.679 
BIG4 35,060 0.760 0.427 1.000 1.000 1.000 
SEGS 35,060 5.603 4.791 3.000 3.000 9.000 
MERGER 35,060 0.043 0.203 0.000 0.000 0.000 
RESTRUCT 35,060 0.018 0.132 0.000 0.000 0.000 
PCTINDEP 35,060 0.817 0.098 0.769 0.857 0.889 
FIN_EXP 35,060 1.825 1.211 1.000 1.000 2.000 

Note. Table 3 presents sample descriptive statistics for the final sample. Q1 presents Quartile 1 
that is 25th percentile value. Quartile 2 is median that is 50th percentile value. Q3 presents 
Quartile 3 is 75th percentile value. PSYCAP_10K presents the number of times each word 
associated with confidence, hope, optimism, and resilience appears in the 10-K filing of the 
company divided by the total number of words in the 10-K filing. PSYCPA_MDA presents the 
number of times each word associated with confidence, hope, optimism, and resilience appears 
in the management discussion and analysis (MD&A) section divided by the total number of 
words in the MD&A section. DD presents the standard deviation of residuals from the modified 
Dechow and Dichev (2002) model; DD measures how well accruals map into cash flows of the 
firm (Dechow and Dichev, 2002).  This measure was proposed by Dechow and Dichev (2002) 
and modified by McNichols (2002).  The higher values of DD indicate poor financial reporting 
quality. ABSDA presents the absolute value of performance-matched discretionary accruals 
(Kothari et al., 2005).  The higher values of ABSDA indicate poor financial reporting quality. 
SIZE presents the natural logarithm of total assets. LEV presents total liabilities divided by total 
assets. ROA presents return on assets, calculated as income before extraordinary items divided by 
total assets. LOSS presents 1 if income before interest taxes and amortization is negative, and 0 
otherwise. FOROPS presents 1 if a firm has foreign operations as indicated by the foreign 
currency adjustments to income, and 0 otherwise. MB presents market to book ratio, calculated 
as market value of equity divided by book value of equity. FIRMAGE presents the natural 
logarithm of the number of fiscal years since a firm was included in the Compustat. SALEGR 
presents the growth rate in sales over the previous two years. STDSALE presents the standard 
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deviation of sales calculated over a period of no less than the prior six years and no more than 
the prior 10 years. STDRET presents the standard deviation of the daily stock returns calculated 
over the last one year. BIG4 presents 1 if the auditor is a Big4 auditor, and 0 otherwise. SEGS 
presents the number of reported business segments in the Compustat Segment file. MERGER 
presents 1 if a firm reports sale from mergers and acquisitions (Compustat), and 0 otherwise. 
RESTRUCT presents 1 if a firm reports restructuring charges (Compustat), and 0 otherwise. 
PCTINDEP presents the number of independent directors divided by total directors in the board. 
FIN_EXP presents the number of audit committee members that are financial experts. 
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Table 4 

Sample Correlation Matrix 

 
    (1) (2) (3) (4) (5) (6) (7) (8)  (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) 
(1) PSYCAP_10K 1.00                     
(2) PSYCPA_MDA 0.47* 1.00                    
(3) DD -0.04* -0.04* 1.00                   
(4) ABSDA -0.05* -0.02* 0.27* 1.00                  
(5) SIZE 0.04* 0.06* -0.27* -0.24* 1.00                 
(6) LEV -0.02* 0.05* -0.07* -0.01* 0.44* 1.00                
(7) ROA -0.02* 0.01* -0.22* -0.17* 0.36* 0.14* 1.00               
(8) LOSS 0.0*1 0.00 0.20* 0.14* -0.35* -0.02* -0.51* 1.00              
(9) FOROPS 0.00 0.01 0.00 0.01* 0.01 -0.01 0.01 -0.01  1.00            
(10) MB -0.02* -0.03* 0.08* 0.08* -0.04* 0.24* -0.10* 0.07*  -0.01* 1.00           
(11) FIRMAGE 0.03* 0.03* -0.26* -0.13* 0.20* 0.06* 0.17* -0.18*  0.01 -0.07* 1.00          
(12) SALEGR -0.03* -0.03* 0.15* 0.15* -0.06* -0.04* -0.04* 0.02*  0.00 0.10* -0.16* 1.00         
(13) STDSALE 0.00 0.00 0.30* 0.17* -0.25* -0.05* -0.05* 0.09*  0.00 0.03* -0.15* 0.01* 1.00        
(14) STDRET -0.03* -0.01 0.27* 0.24* -0.50* -0.09* -0.37* 0.45*  -0.01 0.00 -0.21* 0.05* 0.19* 1.00       
(15) BIG4 0.02* 0.05* -0.16* -0.16* 0.49* 0.17* 0.15* -0.15*  0.00 0.03* -0.05* -0.02* -0.13* -0.27* 1.00      
(16) SEGS -0.03* 0.01 -0.09* -0.06* 0.26* 0.14* 0.17* -0.15*  0.02* -0.08* 0.14* -0.05* -0.05* -0.15* 0.11* 1.00     
(17) MERGER 0.05* 0.03* -0.03* 0.00 0.09* 0.06* 0.03* -0.03*  0.01 -0.01 0.05* 0.03* 0.00 -0.09* 0.02* 0.01 1.00    
(18) RESTRUCT 0.00 0.02* 0.00 -0.01 0.02* 0.01* 0.00 0.00  0.01 0.01 -0.01 -0.01 0.01 0.00 0.04* 0.01 -0.01 1.00   
(19) PCTINDEP 0.05* 0.04* -0.11* -0.09* 0.28* 0.16* 0.03* -0.02*  0.01 0.03* 0.10* -0.04* -0.07* -0.12* 0.23* 0.06* 0.04* 0.03* 1.00  
(20) FIN_EXP 0.06* 0.05* -0.13* -0.10* 0.35* 0.17* 0.10* -0.11*  0.00 0.01 0.18* -0.06* -0.11* -0.18* 0.17* 0.09* 0.05* 0.00 0.20* 1.00 

Note. Table 4 presents the correlation statistics of the variables used in this study.  *p < .10, two-tailed.  
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Table 5 

The Effect of Organizational Psychological Capital on Financial Reporting Quality (Tests for 
H1) 

 
Dependent Variable = DD DD 
  (1) (2) 
Variable Coefficient t-stat Coefficient t-stat 
Intercept 0.1458*** (21.12) 0.1606*** (21.23) 
PSYCAP_10K -0.2185** (-1.99) -0.2153* (-1.96) 
SIZE -0.0023*** (-6.74) -0.0020*** (-5.60) 
LEV -0.0008 (-0.27) -0.0001 (-0.01) 
ROA -0.0464*** (-7.99) -0.0469*** (-8.09) 
LOSS 0.0040*** (3.09) 0.0043*** (3.29) 
FOROPS 0.0054 (1.21) 0.0056 (1.27) 
MB 0.0006*** (5.67) 0.0006*** (5.68) 
FIRMAGE -0.0261*** (-19.58) -0.0258*** (-19.29) 
SALEGR 0.0160*** (9.19) 0.0159*** (9.12) 
STDSALE 0.0822*** (26.75) 0.0824*** (26.83) 
STDRET 0.0062*** (11.93) 0.0062*** (11.93) 
BIG4 -0.0140*** (-10.37) -0.0132*** (-9.71) 
SEGS 0.0001 (1.17) 0.0001 (1.14) 
MERGER -0.0042** (-2.40) -0.0042** (-2.42) 
RESTRUCT 0.0023 (0.78) 0.0027 (0.94) 
PCTINDEP   -0.0235*** (-4.58) 
FIN_EXP     -0.0004 (-1.34) 
Industry Controls Yes  Yes  
Year Controls Yes  Yes  
Adjusted R2 24.43%  24.48%  
N 35,060   35,060   

Note. Table 5, Column 1 presents ordinary least squares regression results testing H1 using 
Equation 3.  Table 5, Column 2 presents the results with additional control variables 
(PCTINDEP and FIN_EXP).  The dependent variable is the standard deviation of residuals from 
the modified Dechow and Dichev (2002) model (DD).  The independent variable is 
PSYCAP_10K which is calculated as the number of times each word associated with confidence, 
hope, optimism, and resilience appears in the 10-K filing of the company divided by the total 
number of words in the 10-K filing.  SIZE presents the natural logarithm of total assets. LEV 
presents total liabilities divided by total assets. ROA presents return on assets, calculated as 
income before extraordinary items divided by total assets. LOSS presents 1 if income before 
interest taxes and amortization is negative, and 0 otherwise. FOROPS presents 1 if a firm has 
foreign operations as indicated by the foreign currency adjustments to income, and 0 otherwise. 
MB presents market to book ratio, calculated as market value of equity divided by book value of 
equity. FIRMAGE presents the natural logarithm of the number of fiscal years since a firm was 
included in the Compustat. SALEGR presents the growth rate in sales over the previous two 
years. STDSALE presents the standard deviation of sales calculated over a period of no less than 
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the prior six years and no more than the prior 10 years. STDRET presents the standard deviation 
of the daily stock returns calculated over the last one year. BIG4 presents 1 if the auditor is a 
Big4 auditor, and 0 otherwise. SEGS presents the number of reported business segments in the 
Compustat Segment file. MERGER presents 1 if a firm reports sale from mergers and 
acquisitions (Compustat), and 0 otherwise. RESTRUCT presents 1 if a firm reports restructuring 
charges (Compustat), and 0 otherwise. PCTINDEP presents the number of independent directors 
divided by total directors in the board. FIN_EXP presents the number of audit committee 
members that are financial experts. The reported significance is based on robust standard errors 
adjusted for heteroscedasticity. 
*p < .10, two-tailed. **p < .05, two-tailed. ***p < .01, two tailed.  
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Table 6 

The Moderating Effect of Corporate Governance (Tests for H2a and H2b) 

 
Dependent Variable = DD ABSDA 
  (1) (2) 
Variable Coefficient t-stat Coefficient t-stat 
Intercept 0.1740*** (15.37) 0.0672*** (9.49) 
PSYCAP_10K -0.8211** (-2.07) -0.7576*** (-3.10) 
SIZE -0.0021*** (-5.97) -0.0036*** (-15.49) 
LEV -0.0001 (-0.02) 0.0183*** (10.14) 
ROA -0.0468*** (-8.06) -0.0270*** (-7.34) 
LOSS 0.0043*** (3.30) -0.0020*** (-2.35) 
FOROPS 0.0057 (1.27) 0.0083*** (3.31) 
MB 0.0006*** (5.67) 0.0003*** (4.84) 
FIRMAGE -0.0259*** (-19.39) -0.0026*** (-3.61) 
SALEGR 0.0159*** (9.12) 0.0127*** (12.39) 
STDSALE 0.0825*** (26.86) 0.0194*** (12.85) 
STDRET 0.0062*** (11.91) 0.0047*** (13.09) 
BIG4 -0.0132*** (-9.71) -0.0067*** (-7.40) 
SEGS 0.0001 (1.15) 0.0001** (1.88) 
MERGER -0.0042*** (-2.39) 0.0094*** (6.57) 
RESTRUCT 0.0027 (0.94) -0.0037** (-2.00) 
PCTINDEP -0.0381*** (-3.71) -0.0173*** (-2.59) 
PSYCAP_10K * PCTINDEP 0.6558* (1.60) 0.5342** (2.11) 
Industry Controls Yes  Yes  
Year Controls Yes  Yes  
Adjusted R2 24.49%  14.63%  
N 35,060   35,060   

Note. Table 6, Column 1 presents ordinary least squares regression results testing H2a and H2b 
using Equation 3.  Table 6, Column 2 presents the results using an alternative proxy of the 
dependent variable.  The dependent variable in Column 1 is DD, which is the standard deviation 
of residuals from the modified Dechow and Dichev (2002) model.  The dependent variable in 
Column 2 is ABSDA which is the absolute value of performance-matched discretionary accruals 
(Kothari et al., 2005).  The independent variable of interest is the interaction term between 
PSYCAP_10K and PCTINDEP (PSYCPA_10 * PCTINDEP).  PSYCAP_10K is calculated as the 
number of times each word associated with confidence, hope, optimism, and resilience appears 
in the 10-K filing of the company divided by the total number of words in the 10-K filing.  
PCTINDEP is the measure of corporate governance defined as the number of independent 
directors divided by total directors on the board.  SIZE presents the natural logarithm of total 
assets. LEV presents total liabilities divided by total assets. ROA presents return on assets, 
calculated as income before extraordinary items divided by total assets. LOSS presents 1 if 
income before interest taxes and amortization is negative, and 0 otherwise. FOROPS presents 1 
if a firm has foreign operations as indicated by the foreign currency adjustments to income, and 0 
otherwise. MB presents market to book ratio, calculated as market value of equity divided by 
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book value of equity. FIRMAGE presents the natural logarithm of the number of fiscal years 
since a firm was included in the Compustat. SALEGR presents the growth rate in sales over the 
previous two years. STDSALE presents the standard deviation of sales calculated over a period of 
no less than the prior six years and no more than the prior 10 years. STDRET presents the 
standard deviation of the daily stock returns calculated over the last one year. BIG4 presents 1 if 
the auditor is a Big4 auditor, and 0 otherwise. SEGS presents the number of reported business 
segments in the Compustat Segment file. MERGER presents 1 if a firm reports sale from mergers 
and acquisitions (Compustat), and 0 otherwise. RESTRUCT presents 1 if a firm reports 
restructuring charges (Compustat), and 0 otherwise. PCTINDEP presents the number of 
independent directors divided by total directors in the board. FIN_EXP presents the number of 
audit committee members that are financial experts.  The reported significance is based on robust 
standard errors adjusted for heteroscedasticity.   
*p < .10, two-tailed. **p < .05, two-tailed. ***p < .01, two tailed. 
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Table 7 

Robustness Test Using an Alternative Measure of Financial Reporting Quality 

 
Dependent Variable = ABSDA ABSDA 

  (1) (2) 
Variable Coefficient t-stat Coefficient t-stat 
Intercept 0.0529*** (12.96) 0.0563*** (12.04) 
PSYCAP_10K -0.2625*** (-3.63) -0.2611*** (-3.62) 
SIZE -0.0036*** (-15.83) -0.0035*** (-15.08) 
LEV 0.0182*** (10.07) 0.0184*** (10.13) 
ROA -0.0270*** (-7.32) -0.0271*** (-7.36) 
LOSS -0.0021** (-2.44) -0.0020** (-2.37) 
FOROPS 0.0082*** (3.28) 0.0083*** (3.30) 
MB 0.0003*** (4.84) 0.0003*** (4.85) 
FIRMAGE -0.0027*** (-3.65) -0.0026*** (-3.51) 
SALEGR 0.0128*** (12.44) 0.0128*** (12.39) 
STDSALE 0.0193*** (12.81) 0.0194*** (12.84) 
STDRET 0.0047*** (13.11) 0.0047*** (13.11) 
BIG4 -0.0069*** (-7.68) -0.0067*** (-7.39) 
SEGS 0.0001* (1.86) 0.0001* (1.86) 
MERGER 0.0094*** (6.56) 0.0094*** (6.54) 
RESTRUCT -0.0038** (-2.06) -0.0037** (-1.99) 
PCTINDEP   -0.0055* (-1.67) 
FIN_EXP     -0.0003 (-1.19) 
Industry Controls Yes  Yes  
Year Controls Yes  Yes  
Adjusted R2 14.61%  14.62%  
N 35,060   35,060   

Note. Table 7, Columns 1 and 2 use an alternative proxy of financial reporting quality (ABSDA) 
which is the dependent variable.  It presents ordinary least squares regression results testing H1 
using Equation 3.  Table 7, Column 2 presents the results with additional control variables 
(PCTINDEP and FIN_EXP).  The dependent variable is ABSDA which is calculated as the 
absolute value of performance-matched discretionary accruals (Kothari et al., 2005).  The 
independent variable is PSYCAP_10K which is calculated as the number of times each word 
associated with confidence, hope, optimism, and resilience appears in the 10-K filing of the 
company divided by the total number of words in the 10-K filing.  SIZE presents the natural 
logarithm of total assets. LEV presents total liabilities divided by total assets. ROA presents 
return on assets, calculated as income before extraordinary items divided by total assets. LOSS 
presents 1 if income before interest taxes and amortization is negative, and 0 otherwise. 
FOROPS presents 1 if a firm has foreign operations as indicated by the foreign currency 
adjustments to income, and 0 otherwise. MB presents market to book ratio, calculated as market 
value of equity divided by book value of equity. FIRMAGE presents the natural logarithm of the 
number of fiscal years since a firm was included in the Compustat. SALEGR presents the growth 
rate in sales over the previous two years. STDSALE presents the standard deviation of sales 
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calculated over a period of no less than the prior six years and no more than the prior 10 years. 
STDRET presents the standard deviation of the daily stock returns calculated over the last one 
year. BIG4 presents 1 if the auditor is a Big4 auditor, and 0 otherwise. SEGS presents the number 
of reported business segments in the Compustat Segment file. MERGER presents 1 if a firm 
reports sale from mergers and acquisitions (Compustat), and 0 otherwise. RESTRUCT presents 1 
if a firm reports restructuring charges (Compustat), and 0 otherwise. PCTINDEP presents the 
number of independent directors divided by total directors in the board. FIN_EXP presents the 
number of audit committee members that are financial experts.  The reported significance is 
based on robust standard errors adjusted for heteroscedasticity. 
*p < .10, two-tailed. **p < .05, two-tailed. ***p < .01, two tailed. 
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Table 8 

Robustness Test Using an Alternative Measure of Organizational Psychological Capital 

 
Dependent Variable = DD DD 
  (1) (2) 
Variable Coefficient t-stat Coefficient t-stat 
Intercept 0.1439*** (21.68) 0.1587*** (21.70) 
PSYCAP_MDA -0.1404*** (-2.67) -0.1369*** (-2.60) 
SIZE -0.0023*** (-6.71) -0.0020*** (-5.57) 
LEV -0.0004 (-0.15) 0.0003 (0.10) 
ROA -0.0463*** (-7.98) -0.0469*** (-8.07) 
LOSS 0.0040*** (3.09) 0.0043*** (3.28) 
FOROPS 0.0054 (1.21) 0.0056 (1.27) 
MB 0.0006*** (5.62) 0.0006*** (5.64) 
FIRMAGE -0.0260*** (-19.59) -0.0257*** (-19.30) 
SALEGR 0.0160*** (9.19) 0.0159*** (9.13) 
STDSALE 0.0822*** (26.75) 0.0824*** (26.83) 
STDRET 0.0062*** (11.96) 0.0062*** (11.96) 
BIG4 -0.0140*** (-10.38) -0.0132*** (-9.72) 
SEGS 0.0001 (1.19) 0.0001 (1.17) 
MERGER -0.0042** (-2.39) -0.0042** (-2.42) 
RESTRUCT 0.0023 (0.81) 0.0028 (0.97) 
PCTINDEP   -0.0235*** (-4.57) 
FIN_EXP     -0.0004 (-1.32) 
Industry Controls Yes  Yes  
Year Controls Yes  Yes  
Adjusted R2 24.43%  24.49%  
N 35,060   35,060   

Note. Table 8, Columns 1 and 2 use an alternative proxy of the independent variable of interest 
(PSYCAP_MDA) and present ordinary least squares regression results testing H1 using Equation 
3.  Table 8, Column 2 presents the results with additional control variables (PCTINDEP and 
FIN_EXP).  The dependent variable is DD which is calculated as the standard deviation of 
residuals from the modified Dechow and Dichev (2002) model.  The independent variable is 
PSYCAP_MDA which is calculated as the number of times each word associated with 
confidence, hope, optimism, and resilience appears in the management discussion and analysis 
(MD&A) section divided by the total number of words in the MD&A section.  SIZE presents the 
natural logarithm of total assets. LEV presents total liabilities divided by total assets. ROA 
presents return on assets, calculated as income before extraordinary items divided by total assets. 
LOSS presents 1 if income before interest taxes and amortization is negative, and 0 otherwise. 
FOROPS presents 1 if a firm has foreign operations as indicated by the foreign currency 
adjustments to income, and 0 otherwise. MB presents market to book ratio, calculated as market 
value of equity divided by book value of equity. FIRMAGE presents the natural logarithm of the 
number of fiscal years since a firm was included in the Compustat. SALEGR presents the growth 
rate in sales over the previous two years. STDSALE presents the standard deviation of sales 
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calculated over a period of no less than the prior six years and no more than the prior 10 years. 
STDRET presents the standard deviation of the daily stock returns calculated over the last one 
year. BIG4 presents 1 if the auditor is a Big4 auditor, and 0 otherwise. SEGS presents the number 
of reported business segments in the Compustat Segment file. MERGER presents 1 if a firm 
reports sale from mergers and acquisitions (Compustat), and 0 otherwise. RESTRUCT presents 1 
if a firm reports restructuring charges (Compustat), and 0 otherwise. PCTINDEP presents the 
number of independent directors divided by total directors in the board. FIN_EXP presents the 
number of audit committee members that are financial experts.  The reported significance is 
based on robust standard errors adjusted for heteroscedasticity.  
*p < .10, two-tailed. **p < .05, two-tailed. ***p < .01, two tailed. 

 


