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Narrative

Overview

Conservatism in risk tone?

Whether tone of the risk disclosure is 
more responsive to negative news 

than to positive news

Annual report Stock market

• How to communicate risks?
• Downside risk and upside risks 
• Linguistic negativity bias?
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What is risk tone? Example from report 
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Narrative

Overview

Accounting conservatism

Risk tone conservatism
Whether tone of the risk disclosure is 

more responsive to negative news 
than to positive news

Numerical
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Overview

Accounting conservatism

Risk tone conservatism

Narrative

Numerical
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Research question

• H1: What is the responsiveness of risk disclosure tone to 
bad versus good news? Risk tone conservatism
Ø Impression management (upside risks)
ØExpectation management (downside risks)
ØAccounting conservatism spills

• H2: What is the association with stock price crash risk?
ØRisk sentences is associated with negative stock returns       

(Kravet & Muslu, 2013) 
ØCurbs bad news hoarding behaviour
ØMore precise estimates and awareness of risk

• H3: What is the association with accounting conservatism? 
ØConsensus between ‘hard’ and ‘soft’ types of disclosures
ØThe emphasis framing theory (Henry & Peytcheva, 2018) 
ØTruthfulness of all types of disclosures
ØComplements
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Research design

• H1:

• H2:

• H3:

RISK_TONEj,t=δ1+δ2Dj,t+δ3RETj,t+δ4Dj,tRETj,t+ψj,t

CRASHj,t+1=π0+ρCRASHj,t+π1T_CSCOREj,t+π2CONj,t+τt+ηj+ϵj,t

CRASHj,t+1 =π0+ρCRASHj,t+π1T_CSCOREj,t+π2A_CSCOREj,t+
π3T_CSCOREj,t × A_CSCOREj,t+π4CONj,t+τt+ηj+ϵj,t

Risk tone conservatism

Accounting conservatismRisk tone conservatism ×
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Sample

• Compustat Global Annual and Security Daily
• Thomson Reuters Eikon
• 27 European Economic Area (EEA) countries
• 2002-2017
• 6,614 firm-year observations
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Linguistic negativity bias
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Main results/ H1

H1

• Risk tone is more 
sensitive to negative 
returns as it is to 
positive returns, hence 
risk tone conservatism
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Main results/ H1
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Main results/ H2

H2
• Risk tone 

conservatism 
(T_CSCORE) is 
associated with a  
lower likelihood 
of future stock 
crash risk
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Marginal effect plot/ H3

H3
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Conclusion

• Presence of conservatism in risk disclosure tone
• Risk tone conservatism decreases future stock price 

crashes
• Significant association within a specific range of 

accounting conservatism – complements
• Contribution

ØBetter information environment for users 
vAccounting standard setters attempting to increase disclosure 

requirements, ‘hard’ and ‘soft’ information as one package
ØManagerial implications

vTo achieve market stability 
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Thanks

Thanks for your attention! 
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