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Abstract 
 
Drawing on regulatory focus theory, which explains self-regulated motivational 
orientations, we posit that the motivational orientation of management style has either a 
promotion focus or a prevention focus. We investigate whether the motivational focus of 
top executives leads their managers to adopt the same focus, which in turn affects the 
managers’ preferences for risky reporting options in response to the firm’s current 
financial performance. We find evidence of a collective motivational focus, i.e. a 
situation where the managers’ motivational foci influence their top executive’s focus. 
Additionally, when a firm reports an earnings increase, promotion-focused managers are 
more likely to pursue risky reporting options than prevention-focused managers. 
Conversely, and unexpectedly, when a firm reports an earnings decrease, prevention-
focused managers are more likely to pursue risky reporting choices than promotion-
focused managers. Collectively, our findings suggest that the malleability of motivational 
focus allows the focus orientation of the top executive to pervade an organization and 
drive reporting outcomes. Furthermore, our study challenges the widely held assumption 
in accounting literature that a seemingly “aggressive” management style is a sufficient 
predictor of risky reporting choices, or that having a supposedly “cautious” manager 
guarantees prudent corporate decisions. 
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I. Introduction 

Research on strategic leadership highlights the fact that management style, 

representing top executives’ personality characteristics and psychological attributes, is 

one of the most influential factors explaining variance in organizational behavior 

(Hambrick, 2007; Hambrick & Mason, 1984). Top executives focus on decisions at a 

strategic level; middle and junior managers make many tactical and operational decisions, 

including making reporting choices at the business unit level. Although some prior 

literature equates top executives’ behaviors with the behavior of an organization as a 

whole, other literature suggests that employees do not necessarily “buy into” top 

executives’ management style. For instance, employees may harbor doubts when top 

executives communicate their ideological messages because employees suspect the 

executives’ self-serving motives behind such messages (Grant & Hofmann, 2011). 

Therefore, the question remains as to if and how an executive’s management style 

shadows and drives the actions of his or her employees.   

Although recent economic and accounting literature finds substantial effects of 

management style on firms’ economic and reporting outcomes (Bamber, Jiang, & Wang, 

2010; Bertrand & Schoar, 2003; Christensen, Dhaliwal, Boivie, & Graffin, 2015; Dyreng, 

Hanlon, & Maydew, 2010) the extant literature is scant on two important issues. First, 

prior work does not explore the causal relationship between specific attributes of 

management style and organizational outcomes. One explanation for such a lack of 

insight is that attributes of management style – psychological traits, personal values, and 

preferences – are largely unobservable. Some studies attempt to overcome this “black 

box problem” (Lawrence, 1997) by using demographic variables as proxies for measuring 
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underlying latent attributes. Nonetheless, demographic indicators are noisy proxies 

(Carpenter, Geletkanycz, & Sanders, 2004) and often result in a modest economic 

significance (Bamber et al., 2010; Bertrand & Schoar, 2003). Since the literature has not 

developed theories regarding which specific attributes of management style consistently 

drive organizational behavior, prior studies offer limited guidance in making directional 

predictions regarding the relationship between management style and corporate choices. 

We contribute to the literature concerning management style and organizational 

behavior by investigating an important attribute of management style: the executive’s 

motivational focus. Regulatory focus theory (Higgins, 1997, 1998) suggests that people 

are “self-regulated” and motivated by either a promotion focus or a prevention focus 

when pursuing their goals. A promotion focus is associated with one’s preference for 

accomplishment, growth, aspiration, and an eagerness to achieve gains. A prevention 

focus, in contrast, is concerned with safety, duty, responsibility, and the vigilance 

required to avoid errors. One may exhibit a chronic motivational focus but can also adapt 

to a situational focus (Scholer & Higgins, 2012). Accordingly, the malleability of 

motivational focus makes it possible for top executives to influence their followers’ 

situational foci. The literature investigating regulatory focus theory also suggests that 

motivational focus affects risky behavior in various settings (Scholer, Stroessner, & 

Higgins, 2008; Scholer, Zou, Fujita, Stroessner, & Higgins, 2010; Zou & Scholer, 2016; 

Zou, Scholer, & Higgins, 2014). In sum, top executives’ focus can impact the risky 

behavior of managers through its influence on managers’ regulatory focus. 

Drawing on regulatory focus theory, we argue and find a causal chain relationship 

where an executive’s motivational focus, as an attribute of his or her management style, 
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permeates the entire organization and influences firm managers’ risky reporting choices 

in response to the firm’s current financial performance. We find that top executives may 

spread their motivational focus in an organization through promotion-oriented or 

prevention-oriented wording in their communications. When presented with a promotion-

oriented or prevention-oriented message, managers adopt the executives’ focus instilled 

in the message. Subsequently, the induced focus drives managers’ reporting behavior. 

Specifically, when a firm reports an increase in earnings, managers under the promotion-

focused management style are more likely to pursue risky reporting choices than 

employees under the prevention-focused management style. Conversely, when a firm 

reports a decrease in earnings, managers under the prevention-focused management style 

are more likely to pursue risky reporting choices than employees under the promotion-

focused management style. 

Our study contributes to practice and theory in three ways. First, we answer the 

call to examine attributes of management style beyond demographic indicators to develop 

a stronger causal inference between management style and organizational outcomes 

(Bertrand & Schoar, 2003; Hambrick, 2007). Our study identifies an executive’s 

motivational focus as the attribute of management style that may be responsible for risk-

related corporate decisions.  

Second, we extend prior work in the strategic leadership literature (Kark & Van 

Dijk, 2007) by providing causal evidence that an executive’s motivational focus pervades 

an entire organization, indicating that once a collective motivational focus is developed, it 

may override an individual’s initial motivational focus (Johnson, Smith, Wallace, Hill, & 

Baron, 2015; Venus, Stam, & van Knippenberg, 2013). In addition, we introduce 
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linguistic content analysis as a technique to measure the extent to which the executives’ 

motivational foci are adopted within their employees’ foci. Thus, we extend the literature 

of regulatory focus that theorizes the spread of an intra-organizational motivational focus 

through language use (Johnson et al., 2015). 

Third, we challenge the notion in the accounting literature that assumes a linear 

relationship between “aggressive” management styles and risky reporting practices. 

Accounting studies often portray executives who shy away from “safety” mindsets and 

who are fixated on financial gains – behavioral traits that promotion-focused individuals 

often exhibit – as managers that cultivate “aggressive” corporate culture (Ecker, Francis, 

Olsson, & Schipper, 2015) and promote risky reporting choices (Ahmed & Duellman, 

2013; Bamber et al., 2010; Dyreng et al., 2010; Hribar & Yang, 2016). We argue, instead, 

that the presence of some seemingly “aggressive” behavioral traits in a manager is not a 

sufficient predictor of risky reporting choices, or that having a supposedly “cautious” 

manager does not guarantee prudent corporate decisions. Rather, we assert a more 

nuanced relation: a manager can prefer both risky and prudent options, depending on the 

interaction of the manager’s motivational focus and the state of the organization’s 

financial condition. The implication of our study is that a manager’s motivational focus 

should be an important factor to consider in future accounting research that examines the 

impact of managerial traits on economic and reporting outcomes. 

The next section develops our hypotheses. We elaborate on our research setting 

and method in Section III. Section IV presents our analyses and results. We conclude in 

Section V. 
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II. Background and Hypothesis Development 

A. Prior Literature on Management Style and Organizational Choices 

We define management style as the manner in which top executives imprint their 

personalities, preferences, experiences, and values on their corporate decisions and 

strategies (Bertrand & Schoar, 2003). In addition, management style permeates the entire 

organization by setting the direction of employees’ practices. There is a growing interest 

in examining the magnitude of management-style effects on the economic outcomes of an 

organization. For example, Bertrand and Schoar (2003) develop a novel methodology to 

isolate the effect of a top executive’s idiosyncratic style and label it as “the manager-

fixed effect.” They find that the effect is incremental to corporations’ strategic 

operational and financing choices, even after controlling for firm-fixed effects and time-

varying firm characteristics. The manager-fixed effects also appear to be influential to 

voluntary disclosure choices (Bamber et al., 2010), the magnitude of tax avoidance that 

firms undertake (Dyreng et al., 2010), and a number of other accounting choices, 

including discretionary accruals and levels of earning aggressiveness (Ge, Matsumoto, & 

Zhang, 2011).  

While prior literature has provided suggestive evidence that management style is 

an important factor of corporate behavior and performance, it does not tell us much about 

the specific attributes of management style that could influence the behavior of an entire 

organization. One explanation for limited research in this area is that most attributes of a 

management style – psychological traits, values, and preferences – are unobservable. 

Accordingly, prior research offers limited guidance in making a directional prediction of 
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the relationship between a management style and corporate choices, especially the 

choices made under risk or uncertainty. 

One area in which researchers have developed directional predictions by focusing 

on one dimension of management style is research regarding manager ‘over-optimism’.1 

These studies follow the prevailing belief that an overly optimistic management style 

leads to outrageous risk-taking and adverse outcomes, e.g. excessive merger activity 

(Malmendier & Tate, 2008) and financial misreporting (Schrand & Zechman, 2012). 

However, the relationship between an over-optimistic management style and risky 

corporate decisions might be more nuanced than has typically been assumed (Ecker et al., 

2015; Kahneman & Lovallo, 1993; Malmendier & Tate, 2015). Recent literature suggests 

that over-optimism may not necessarily drive risk-taking decisions; instead, the effect of 

over-optimism depends on the executives’ contract structure and the type of financing 

available to their firm (Malmendier & Tate, 2015). More importantly, over-optimism 

seems to be a confounding construct, making it difficult to develop causal inferences 

(Capps, Koonce, & Petroni, 2016). Overall, prior studies have not established convincing 

causal connections between a specific attribute of management style and corporate risk-

taking actions. 

 

B. Hypotheses Development 

Motivational Focus and Management Style 

                                                
1 There is an increasing trend among archival studies for attempting to measure managerial overconfidence, 
a psychological attribute that may play a role in a management style and explain various corporate 
outcomes. Indeed, these studies document that firms with overconfident executives tend to use less 
conservative accounting (Ahmed & Duellman, 2013), borrow more despite of the financial crisis (Ho, 
Huang, Lin, & Yen, 2016), and issue more frequent, optimistic forecasts (Hribar & Yang, 2016). 
Nonetheless, Malmendier and Tate (2015) point out that the current measures of managerial 
overconfidence may suffer from endogeneity, hampering these studies to make a causal claim. 
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Our study relies on regulatory focus theory to investigate an attribute of 

management style called a motivational focus. Regulatory focus theory (Higgins, 1997, 

1998) asserts that people can adopt two distinct motivational foci when pursuing goals 

and strategies: a promotion focus and a prevention focus.2 Promotion-focused individuals 

are concerned with accomplishments, aspirations, and growth. In their goal pursuit, 

promotion-focused individuals tend to use eager strategies. In other words, promotion-

focused individuals are concerned with gaining “points” as many as possible and 

minimizing “errors of omission”, i.e. missed opportunities (Crowe & Higgins, 1997). 

Promotion-focused individuals are also sensitive to the difference between gains or not. 

In contrast, prevention-focused people are concerned with duties, obligations, and 

security. Prevention-focused individuals are likely to avoid losses and use vigilant 

strategies in their goal pursuit. Vigilant strategies primarily attempt to minimize “errors 

of commissions”, i.e. making mistakes (Crowe & Higgins, 1997). 

We argue that investigating the attribute of motivational focus is appropriate 

because it embodies important features of a management style. First, a top executive’s 

motivational focus represents the executive’s values, personalities, and preferences. Kark 

and Van Dijk (2007) theorize that motivational focus is a key determinant of leadership 

style and behavior. In addition, a top executive’s motivational focus is also a response to 

the contextual characteristics of the executive’s organization that encompass the 

structure, environment, and culture of an organization. Accordingly, a top executive’s 

motivational focus is a blend of his or her chronic motivational focus and the 

organizational context that raises the salience of a situational promotion or prevention 

                                                
2 Regulatory focus theory argues that both foci could coexist in an individual’s motivational system, but 
one focus tends to predominate depending on either chronic or situational factors (Higgins, 1997, 1998; 
Scholer & Higgins, 2012). 
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focus (Kark & Van Dijk, 2007; Rhee & Fiss, 2014). Second, while individuals may have 

a predominant motivational focus, one can be primed to adopt a situational focus (Lisjak, 

Molden, & Lee, 2012; Scholer & Higgins, 2012). The malleability aspect of motivational 

focus makes it possible for a top executive to prime employees to mirror their same 

motivational focus (Brockner & Higgins, 2001; Kark & Van Dijk, 2007; Van-Dijk & 

Kluger, 2004; Wallace, Little, & Shull, 2008). An executive can evoke his or her 

employees’ motivational focus by providing a behavioral role model (Kark & Van Dijk, 

2007), contract framing (Weber & Mayer, 2011), or linguistic cues (Gamache, 

McNamara, Mannor, & Johnson, 2015; Rhee & Fiss, 2014; Semin, Higgins, de Montes, 

Estourget, & Valencia, 2005). Subsequently, a top executive’s motivational focus 

permeates an entire organization and influences firm-level outcomes (Gamache et al., 

2015; Weber & Mayer, 2011). Together, a large body of literature suggests that the 

employees’ motivational focus can mimic their top executive’s motivational focus 

displayed in their executive’s management style, leading to a collective focus in an 

organization (Johnson et al., 2015). However, these studies have not empirically tested 

the causal relationship in which employees emulate their top executive’s motivational 

focus. 

 

Motivational Focus and Risky Choices 

Regulatory focus theory is useful in explaining a causal linkage between a 

person’s motivational focus and their risk-taking behavior. As mentioned earlier, 

individuals with a promotion focus are concerned about accomplishments and growth. In 

other words, they are sensitive to the presence or absence of gains. Promotion-focused 
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individuals define a success as the achievement of gains, i.e. advancing from a status quo 

to a better state; the absence of advancement or growth is considered a failure (Zou et al., 

2014). Therefore, promotion-focused individuals prefer experiences that offer extreme 

positive outcomes even when those experiences contain some negative aspects, rather 

than experiences that offer non-negative, yet stagnant, outcomes (Zhang & Mittal, 2007). 

On the surface, promotion-focused individuals are often perceived as risk-seekers in 

every circumstance. However, a study by Zou et al. (2014) documents that promotion-

focused individuals display risk-taking strategies only when: (a) they are in the domain of 

gains, i.e. a non-loss or a zero state; (b) the individuals have not experienced clear 

progress in this state and (c) the risky option is the only way to achieve the greatest 

potential for advancing from the status quo. Once promotion-focused individuals attain 

satisfactory progress, they switch to a more risk-averse option to sustain the recently 

achieved progress (Zou & Scholer, 2016; Zou et al., 2014). Conversely, prevention-

focused individuals are content with a non-loss or a zero state because they are oriented 

toward security and avoiding losses. Prevention-focused people define success as 

maintaining a status quo (Scholer et al., 2008). Hence, prevention-focused individuals 

consistently choose risk-averse strategies when they are in the domain of gains (Zou et 

al., 2014). In short, promotion-focused individuals are more likely to take risk in the 

domain of gains, particularly when a need for progress is present. 

At the same time, the prevention-focused individuals’ sensitivity to the absence or 

presence of losses makes these individuals define a failure as the fall from a status quo to 

a worse state, i.e. the domain of losses (Scholer et al., 2008; Scholer et al., 2010). 

Because falling below the status quo is unacceptable, prevention-focused individuals will 
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be motivated to do anything possible to restore the status quo, even if the action requires 

them to embrace risky options. Accordingly, prevention-focused individuals become risk-

seekers when: (a) they are in the domain of losses; and (b) risky options are the only way 

to eliminate losses and return to the status quo (Scholer et al., 2008; Scholer et al., 2010). 

Interestingly, the prior work also finds evidence that promotion-focused individuals do 

not feel a strong urge to restore the status quo. When promotion-focused individuals are 

in the domain of losses, they perceive little difference between a worse state (−1) and a 

status quo because both simply represent a state of non-gain. Accordingly, unlike their 

prevention-focused counterparts, promotion-focused individuals do not view loss 

elimination as a dire necessity. Thus, a prevention focus is more likely than a promotion 

focus to trigger risky choices in the domain of losses, especially if risky options are the 

only way to eliminate losses. 

 Together, the literature suggests that motivational focus determines risk 

preference under conditions of loss versus gain. In other words, some individuals can be 

risk averse while others can be risk seeking in the same domain, either in the domain of 

gains or losses, depending on the individuals’ motivational foci.3 

 

Hypotheses 

We develop our hypotheses based on the above discussion and extend it to the 

financial reporting context, particularly to the situation when financial statements report 

                                                
3 Recent studies (Scholer et al., 2008; Scholer et al., 2010; Zou & Scholer, 2016; Zou et al., 2014) suggest 
that regulatory focus theory extends prospect theory. Prospect theory argues that individuals exhibit 
different risk preferences (i.e. risk-averse versus risk-seeking) when encountering different domain frames 
(gains versus losses). Regulatory focus theory posits that individuals’ motivational foci drive individuals to 
exhibit different risk preferences in the same domain frame. 
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an increase or a decrease in earnings.4 Our main prediction is that the motivational focus 

of management style affects managers’ preference for a risky reporting choice subsequent 

to a reported earnings decrease or increase. Notably, we state our first and second 

hypotheses as follows: 

H1: When facing an earnings decrease, managers under the promotion-
focused management style are more likely to select a risky reporting 
option than managers under the prevention-focused management style. 
 
H2: When facing an earnings increase, managers under the prevention-
focused management style are more likely to select a risky reporting 
option than managers under the promotion-focused management style. 
 

Our third hypothesis relates to the mediating effect that causes the outcomes 

predicted in the first and hypotheses. Specifically, we predict that the motivational focus 

of an executive’s management style is going to prime his or her managers’ focus. We 

argue that the priming process occurs regardless of the managers’ chronic tendency to a 

particular motivational focus. Stated formally: 

H3: The managers’ motivational focus mirrors the executive’s focus, 
mediating the effect of the management style’s focus on managers’ risky 
reporting choices. 
 

 
<< INSERT FIGURE 1 PANEL A AND B AROUND HERE >> 

 

III. Experiments 

A. Participant Pool and Initial Screening 

                                                
4 Results in prior studies may not obtain in our study because risk preferences are contextually specific and 
not stable across settings (Fox & Tannenbaum, 2011). Furthermore, our study focuses on a positive or 
negative change in earnings, although the earnings levels are still positive. Most prior work, in contrast, 
invokes a gain or loss situation by manipulating the level of a circumstance. 



 13 

To conduct our study, we recruit participants from Amazon Mechanical Turk’s 

(AMT) online marketplace. AMT is a crowdsourcing site that provides behavioral 

researchers convenient access to a large participant pool at a low cost. The AMT site has 

been increasingly popular among accounting studies (Cade, Ikuta, & Koonce, 2016; 

Emett, 2016; Rennekamp, 2012). Following prior studies, we recruit participants who 

live in the United States and consider English their native language. 

To ensure that we recruit AMT workers who have relevant task-related 

experience, we conduct an initial screening that collects demographic variables. We later 

use the outcomes of our initial screening to invite eligible participants. Pre-screening is 

one of the best practices for obtaining high-quality data in online research (Mason & 

Suri, 2011). It also prevents AMT workers from answering strategically in order to 

increase their chances of getting paid (Paolacci & Chandler, 2014). Given that the task in 

our experiments requires our participants to be familiar with managerial decision-making, 

we define our eligible participants as AMT workers who meet one of the two criteria: 

investment experience or prior experience in managerial roles. First, following the 

suggestion of Krische (2015), our eligible participants are AMT workers with any direct 

investment history in a company’s stock or a mutual fund.5 Krische (2015) finds that 

around 50% of the total workers are eligible under these criteria. Her study also 

documents that AMT workers with higher investment experience exhibit greater 

understanding in accounting-related tasks. Second, we follow the approach of Burton, 

Emett, Simon, and Wood (2012) and regard AMT workers with experience in some 

managerial roles – such as junior, middle, or senior managers – as eligible participants.  

                                                
5 Krische (2015) defines “direct investment experience” as one’s experience in investing directly to a 
company’s stock or a mutual fund rather than through a pension or formal retirement account. 
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Our experiment consists of two parts: the screening survey and the main 

instrument. The compensation for completing the screening survey and for the main 

instrument, if one is eligible for the latter, are $0.30 and $2.00, respectively.6 We 

collected 71 responses.7 We omit four participants from our analyses because the nature 

of their responses indicated a material misunderstanding of the instructions in the main 

instrument, leaving 67 usable responses.8 Fifty-two participants (75%) had managerial 

experience, 33 participants (49%) were female, and the average age was 37.3 years old.9 

 

B. Experimental Design and Task 

 Our screening survey collects the participants’ demographic variables and the 

scores of their chronic regulatory focus. We invite eligible participants to proceed with 

our main task in exchange for the bonus payment of $2.00. In our main task, we conduct 

a 2 × 2 between-participants design, in which we manipulate the motivational focus of 

management style (a promotion versus a prevention focus) and the current period’s 

                                                
6 Our pay rates translate into an hourly wage of $6.00. 
7 We invited 400 AMT workers to participate in our study and 178 eligible workers participated in our 
main instrument, yielding the eligibility rate of 45%. Our original main instrument manipulated 2 x 5 
factors, i.e. two types of motivational focus (prevention versus promotion) and five levels of current 
earnings (large decrease in earnings, small decrease in earnings, relatively unchanged, small increase in 
earnings, and large increase in earnings). We decided to test five different levels of earnings because Zou et 
al. (2014) suggest that the directions of participants’ responses may change because of not only the gain 
and loss zones, but also the magnitude of a particular zone. Our results do not support the inferences of Zou 
and colleagues. Instead, we find that smaller magnitudes are not strong enough to “turn the dial”, reducing 
our ability to detect meaningful variation in our dependent variable. We agree with the argument of 
Swieringa and Weick (1982) that maximizing the artificiality of experimental conditions enhances the 
possibility of discovery since experimental effects tend to be small. Therefore, we exclude cells with 
smaller magnitudes and focus on the ends of the continuum, i.e. the large gain and loss zones. We do not 
find statistical significance in our analyses when we include all cells. 
8 We reached this conclusion because these participants selected the return rate of 0% as their answers, but 
their written responses explained that they intended to stay at the initial return rates (20%), which if they 
had done so, it would have resulted no change in the company’s bottom line. If data from these participants 
are included in the analyses, some inferences lose statistical significance. However, the overall conclusion 
of the study is qualitatively unchanged.  
9 Including demographic variables do not change the interpretations of our study. Hence, demographic 
variables are excluded from our analyses and not discussed further. 
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earnings (positive or negative earnings in income statement).  Participants assume the 

role of a division manager in ABC Inc., a fictional consumer-goods company. 

 Our main experiment consists of two phases. In the first phase, participants read a 

message from the Chief Executive Officer (CEO) of ABC Inc. to all employees. Based on 

the validated dictionary of regulatory focus words (Gamache et al., 2015; Gino & 

Margolis, 2011), we manipulate whether the CEO message adopts a promotion or a 

prevention focus. The list of motivational focus-related words is shown in Figure 2. The 

length of the CEO message is 150 words and it has 12 unique focus-oriented words. 

Then, participants are asked to write anything that they deem important for them and 

their division after learning the CEO message. The minimum word limit of this task is 50 

words. 

In the second phase, participants read the historical overview of the division’s 

current earnings and the amount of earnings for the past six months. The average of 

earnings in the past six months is $20,160,000, and the amount of earnings in the prior 

month is $20,500,000. We manipulate whether the current earnings experience a large 

increase or decrease by setting the amount of current earnings to $23,500,000 or 

$17,500,000, respectively. 

Additionally, participants are informed that the amount of earnings is computed 

with the consideration that the customers might return the products in the future. Based 

on experience, the product return rates fluctuate between 4% and 36%, depending on 

various factors related to production quality and customer preferences. Participants are 

also informed that the division has launched a new product in the current period, and that 
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estimated return rates for all products, including the new product, are currently set to 

20%. 

After learning the amount of current earnings, participants respond to the 

following instruction: “After gathering the information above, please decide whether you 

want to revise the estimated return rate of your new product line.”  Increasing the return 

rates will reduce the bottom line, while decreasing the rates will have the opposite 

impact. Any changes in this estimate will affect revenue and, in turn, earnings in the 

current period. However, participants are also told that overestimating return rates may 

understate the division’s actual performance and result in reduction of resources in the 

future. At the same time, underestimating return rates may overstate performance and 

grossly understated estimation may spark anger among disappointed investors. To guide 

their decision, the instruction material provides a table showing the impact of possible 

return rates to the division’s earnings in the current period.10 Participants respond on a 

slider scale ranging from 0% to 40%. In addition, they are also required to explain the 

reasoning of their choice. 

 

C. Independent, Mediating, and Dependent Variables 

 Our independent variables are CEO Focus (manipulated in the first phase as 

prevention versus promotion focus) and Earnings (manipulated in the second phase as a 

decrease versus an increase in earnings). See Appendix A and B for experimental 

materials related to these manipulations. Our main dependent variable is Estimated 

Return Rate, measured in the second phase. 

                                                
10 The table indicates that setting the rate to 0% will increase the current earnings by $6,000,000, while 
setting the rate to 40% will decrease earnings by $6,000,000. Setting the rate to 20% will not change the 
earnings amount. 
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 We measure our mediating variable, Manager Focus, by conducting a textual 

content analysis on the participants’ responses regarding their takeaways from the CEO 

message. We run our content analysis using Linguistic Inquiry and Word Count (LIWC) 

software, which analyzes text by searching for all words associated with a defined 

dictionary. Specifically, we first build a custom LIWC dictionary based on the work of 

Gamache et al. (2015), who develop a word list that contains promotion-oriented and 

prevention-oriented words.11 Next, we employ LIWC to analyze the participants’ written 

responses by counting the number of words per each motivational focus and report them 

as a percentage of total words contained in the participant response. Following the 

approach of prior literature, we define the score of Manager Focus per participant by 

subtracting the percentage total of prevention-oriented words from the percentage total of 

promotion-oriented words. Hence, a net positive score tells us that the person embraces a 

promotion focus, while a net negative score indicates a prevention focus. The score value 

indicates the magnitude of one’s propensity to a particular focus. 

 

IV. Results 

A. Tests of Hypotheses: H1 and H2 

Table 1 presents the results of our experiment. Panel A of Table 1 shows the mean 

and standard deviation of estimated return rates by experimental cell. Panel B provides a 

plot of means by condition; Panel C and D present hypothesis test and simple effect 

results, respectively. Note that an increase in estimated return rates reduces the 

                                                
11 The dictionary classifies 25 key words together with their word stems pertaining to each motivational 
focus. Gamache et al. (2015) evaluate the content validity by (1) obtaining a consensus from 25 subject 
matter experts (i.e. scholars who recently have published papers on regulatory focus), and (2) analyze 
writing samples of undergraduate participants grouped based on their chronic regulatory foci. 
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company’s profit; therefore, high (low) estimated return rates indicate conservative 

(aggressive) reporting choices. 

<< INSERT TABLE 1 PANEL A, B, C, AND D AROUND HERE >> 
 

Together, H1 and H2 predict an interaction effect, in which managers managed by 

a prevention-focused CEO are more likely to report more aggressively than those 

managed by a promotion-focused CEO when the company reports a decrease in current 

earnings, while the direction reverses when the company reports an earnings increase. 

Panel C Table 1 shows that the predicted interaction is significant (p-value = 0.035). The 

graphical depiction of the means in Panel A also suggests an interaction effect. The 

magnitude of the effect, measured by the partial omega-squared, is 0.052, suggesting a 

smallish medium effect size (Cohen, 1988). Using simple effect tests (Panel D), we 

obtain support that promotion-focused managers report more aggressively than 

prevention-focused managers in the earnings increase condition (p-value = 0.004), 

supporting H1. However, we fail to see evidence that prevention-focused managers report 

more aggressively than promoted-focused managers in the earnings decrease condition 

(p-value = 0.493). Therefore, we fail to find support for H2. 

Notwithstanding the absence of support for H2, our t-test results (untabulated) 

reveal something interesting. We find that the mean return rate in the “prevention focus, 

earnings decrease” cell (17.37%) is significantly lower than the initial return rate, i.e. 

20% (p-value < 0.01, one-tailed). In addition, we find that the mean return rate in the 

“prevention focus, earnings increase” (22.20%) is significantly above 20% (p-value < 

0.05, one-tailed). In contrast, the mean return rates in the promotion-focused conditions, 

regardless of the level of current earnings, are not significantly different than 20%. These 
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results suggest some evidence that prevention-focused managers adjust earnings 

upwardly when the company reports an earnings decrease, and that they decide to cut 

down the profit when the company reports an earnings increase. On the other hand, 

promotion-focused managers appear not to make earnings adjustments irrespective the 

earnings conditions. 

While we acknowledge that these additional findings are not sufficient to support 

H2, they indicate some evidence that prevention-focused managers choose to adjust 

earnings numbers more aggressively than promotion-focused managers when the 

company’s bottom line looks unfavorable. We speculate that our small sample size makes 

it harder to find results, particularly when our independent variable, i.e. CEO Focus, is 

dichotomous (Cohen, 1988). Hence, we will revisit this hypothesis testing after we 

perform our mediation analysis. Since we measure our mediating variable, i.e. Manager 

Focus, using a continuous scale, it is possible that we may obtain stronger evidence in 

our analysis later. In addition, prior literature suggests that the magnitude of the 

motivational focus effect in the loss domain (e.g. the earnings decrease condition) is 

smaller than in the gain domain (e.g. the earnings increase condition). Consequently, 

finding statistical significance for H2 is harder than for H1. Our results in Panel D Table 

1 show that the magnitude of the simple effect of CEO Focus in the earnings decrease 

condition is smallish medium (Cohen’s d = 0.247) and that the effect size in the earnings 

increase condition is large (Cohen’s d = 1.004). These findings are consistent with prior 

studies, which suggest small-medium and medium-large effect sizes in the loss domain 

and in the gain domain, respectively (Scholer et al., 2010; Zou et al., 2014). 
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B. Mediation analysis: H3 

 Our H3 predicts that the CEO’s motivational focus primes the managers’ focus, 

which in turn mediates the effects predicted by H1 and H2. As stated earlier, we measure 

the managers’ situational foci using the content analysis. Our descriptive statistics find 

that the average score of Manager Focus in the promotion and prevention focus 

manipulation is 3.73 (s.d. = 2.90) and -3.75 (s.d. = 2.79), respectively. It means that 

around 3.7% of participants’ total words in their written responses contain motivational 

focus-oriented words.12  

 We perform our mediation analysis following the steps proposed by Hayes 

(2013). Panel A Table 2 depicts the conceptual diagram and corresponding equations that 

represent our mediating-moderator model. Following this model, we run two OLS 

regressions; the regression coefficients can be found in Panel B. The results suggest that 

the CEO’s motivational focus leads managers to embrace the same focus (a = 7.479, p-

value < 0.01). Furthermore, the direct effect of the CEO’s motivational focus is not 

significant after controlling for manager’s foci, indicating a complete mediation 

relationship. We also find that this indirect effect interacts with the earnings condition (b3 

= 0.500, p-value < 0.05). Overall, the results are consistent with H3. 

 
<< INSERT TABLE 2 PANEL A AND B AROUND HERE >> 

 

In addition, our untabulated results reveal no significant correlation between the 

managers’ situational focus and their chronic focus (r for prevention focus = -0.034, p-

value = 0.784; r for promotion focus = -0.033, p-value = 0.792). The results confirm the 

                                                
12 The average word count of promotion-focused responses is 60.82 words (s.d. = 8.91), while the average 
word count of prevention-focused responses is 65.09 words (s.d. = 10.98). 
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malleability aspect of motivational focus in response to situational factors. The findings 

are also consistent with the theoretical propositions of prior literature (Gamache et al., 

2015; Neubert, Kacmar, Carlson, Chonko, & Roberts, 2008; Weber & Mayer, 2011) that 

an executive’s motivational focus, exhibited in his or her management style, could 

develop into a collective motivational focus. The influence of a collective motivational 

focus may inhibit individual’s chronic focus (Johnson et al., 2015), making it possible for 

a management style’s focus to pervade an organization. 

 

C. Additional analysis: Revisiting H2 

 We corroborate our mediating-moderation relationship by performing additional 

steps. Based on our regression coefficients, our model yields the equation 

𝑅𝑒𝑡𝑢𝑟𝑛𝑅𝑎𝑡𝑒 = 18.924 + 0.377𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝐹𝑜𝑐𝑢𝑠 + 2.73𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 − 0.5𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝐹𝑜𝑐𝑢𝑠 ∗ 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 

Hence, the indirect effect of managers’ motivational foci on reporting choices is 

conditional to the earnings condition, estimated by the sum of the two coefficients 

(𝑏! + 𝑏!)𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝐹𝑜𝑐𝑢𝑠 = 0.377 − 0.5𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝐹𝑜𝑐𝑢𝑠 

When the company reports a decrease in current earnings (Earnings = 0) and 

managers adopt a prevention focus (Manager Focus < 0), the coefficient of the 

conditional indirect effect becomes negative. The interpretation of this negative 

coefficient is that a stronger prevention focus leads to more aggressive reporting choice 

(i.e. a lower return rate) when the reported amount of earnings is unfavorable. In contrast, 

when the company reports an increase in current earnings (Earnings = 1) and managers 

adopt a promotion focus (Manager Focus > 0), the coefficient becomes positive. It means 

that increasing manager’s promotion focus (Manager Focus > 0) when the reported 

amount of earnings is favorable leads to higher return rates, i.e. more conservative 
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reporting choices. Panel D Table 2 shows the graphical depiction of the mean plot return 

rates, which is consistent with our earlier results (Panel B Table 1) and predictions.13 

 
<< INSERT TABLE 2 PANEL C AND D AROUND HERE >> 

 
Based on the regression results above, we revisit our hypothesis testing for H2. 

We examine the simple effects of managers’ motivational foci using our mediating 

variable, Manager Focus. Panel C Table 2 indicates a marginally significant effect of 

Manager Focus in the earnings decrease condition (p-value = 0.056), suggesting 

additional evidence that supports our H2, i.e. prevention-focused managers report more 

aggressively than their promotion-focused counterparts when earnings amount is 

unfavorable. Again, the magnitude of this effect is smallish medium (Cohen’s d = 0.406). 

Importantly, the simple effect of Manager Focus in the earnings increase condition is 

statistically significant (p-value = 0.025) with a medium effect size (Cohen’s d = 0.506), 

consistent with our earlier findings that support H1.14 

 

V. Conclusion 

Prior research suggests that management style drives organizational outcomes. 

Our study complements existing research by showing that a specific attribute of 

management style, motivational focus, can pervade an organization when managers in the 

organization mimic their executive’s focus, driving the managers’ risky reporting 

                                                
13 As a robustness check, we perform a 2 x 2 ANOVA with Manager Focus and Earnings as independent 
variables. We transform Manager Focus to be a categorical variable by assigning the value of 0 if the 
Manager Focus score is negative (representing prevention focus) and the value of 1 if the Manager Focus 
score is positive (representing promotion focus). The interaction effect is significant (p-value = 0.0128, 
untabulated) with a medium effect size (partial ω2 = 0.077). 
14 We also investigate if the mean of each cell is significantly different from 20%. Our results are 
inferentially similar to our earlier findings. 
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choices. Subsequently, we also find support that managers under the promotion-focused 

management style are more likely to make risky reporting choices when the company 

reports an earnings increase. Conversely, the direction reverses when the company 

reports an earnings decrease; in this situation, managers under the prevention-focused 

management style are more likely to make risky reporting choices. 

 We acknowledge that, while we find considerable support for the predicted 

interaction effect, our results may be driven by the choices of managers under the 

prevention-focus condition. In other words, prevention-focused managers may take more 

or less risk in their reporting decisions depending on changes in current earnings, while 

promotion-focused managers tend to stick with their initial reporting choice regardless of 

the fluctuation in current earnings. These findings do not seem to be consistent with the 

study of Zou et al. (2014), who suggest a promotion focus, not prevention focus, as a 

decision driver in the gain domain. However, our results are similar with the empirical 

study of Gamache et al. (2015), who find that stock option pay does not increase the 

promotion-focused CEOs’ risk tendencies by undertaking more acquisitions. The noted 

difference is that the study of Zou et al. (2014) examines personal decisions, while the 

study of Gamache et al. (2015) and ours investigate corporate decisions. We speculate the 

reason behind our and Gamache et al.’s findings is that the current business environments 

tend to scrutinize highly aggressive corporate choices and view such choices in a 

negative light, tempering the risk-taking inclinations of promotion-focused decision 

makers. Future research could further investigate how different contexts and settings 

moderate the effects of motivational focus. 
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 Overall, our study suggests that the motivational foci of business players play 

important roles in shaping corporate decisions. Our study also indicates the possibility for 

an organization to adopt a particular collective focus that drives the actions of the entire 

organization. The temporal effect of a collective focus is beyond the scope of our study, 

which is a fruitful area for future research. 
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Figure 1 
Theoretical Model and Predictions 

 
 

Panel A: Theoretical Model 

 

 

Panel B: Experiment Predictions 
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Figure 2 
List of Promotion and Prevention Words 

 
 
Promotion Words 
Accomplish 
Achieve 
Aspire 
Aspiration 
Advancement 
Attain 
Desire 
Earn 
Expand 
Grow 
Gain 
Hope 
Hoping 
Ideal 
Improve 
Increase 
Momentum 
Obtain 
Optimistic 
Progress 
Promotion 
Promoting 
Speed 
Swift 
Toward 
Velocity 
Wish 
 

Prevention Words 
Accuracy 
Afraid 
Anxious 
Avoid 
Careful 
Conservative 
Defend 
Duty 
Escape 
Escaping 
Evade 
Fail 
Fear 
Loss 
Obligation 
Ought 
Pain Prevent 
Protect 
Responsible 
Risk 
Safety 
Security 
Threat 
Vigilance 
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Table 1 
ANOVA for the Effect of CEO Focus and Earnings on the Estimated Return Rates 

 
 
Panel A: Mean Estimated Return Rate (Standard Deviation) 
 
 Current Earnings All Decrease Increase 

CEO’s Focus 

Prevention Focus 17.37 (3.77) 
n = 19 

22.20 (3.34) 
n = 15 

19.50 (4.29) 
n = 34 

Promotion Focus 18.50 (5.60) 
n = 14 

19.16 (2.89) 
n = 19 

18.88 (4.19) 
n = 33 

 All 17.85 (4.59) 
n = 33 

20.5 (3.41) 
n = 34 

19.19 (4.22) 
n = 67 

 
 
 
Panel B: Plot of Mean Estimated Return Rate 
 

 

CEO Focus is manipulated as a between-participants factor at two levels: Promotion and Prevention. 
Earnings is manipulated as a between-participant factor at two levels: Decrease in Earnings and Increase 
in Earnings. See Appendix A and B for experimental materials related to these manipulations. Estimated 
Return Rates is measured as the estimated rate of product returns that managers decide to anticipate in the 
financial statement. The amount falls into a range between zero and forty percent. Note that higher return 
rates indicate lower risk choices. We reverse the order of the vertical scale to maintain consistency between 
our prediction and result graph. 
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Table 1 (Continued) 
 
 
Panel C: Analysis of Variance on Estimated Return Rates 
 
Factor df SS F p-value partial η2 partial ω2 
Earnings 1 123.83 8.04 0.006 0.113 0.095 
CEO Focus 1 15.00 0.97 0.328 0.015 -0.000 
Earnings × CEO Focus 1 71.58 4.64 0.035 0.069 0.052 
Error 63 970.85     
 
 
Panel D: Simple Effects 

 df t-stat p-value† Cohen’s d 
H1: Effect of CEO Focus within Earnings Decrease 32 2.84 0.005 1.004 
H2: Effect of CEO Focus within Earnings Increase 31 -0.69 0.493 0.247 
 
 
† all reported p-values are one-tailed. 
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Table 2 
Mediation Analysis 

 
 
Panel A: Mediation Statistical Model and Analysis Diagram 
 

𝑀𝑔𝑟𝐹𝑜𝑐𝑢𝑠 = 𝑖! + 𝑎𝐶𝐸𝑂𝐹𝑜𝑐𝑢𝑠 + 𝑒! 
𝐸𝑠𝑡𝑅𝑒𝑡𝑢𝑟𝑛𝑅𝑎𝑡𝑒 = 𝑖! + 𝑐!𝐶𝐸𝑂𝐹𝑜𝑐𝑢𝑠 + 𝑏!𝑀𝑔𝑟𝐹𝑜𝑐𝑢𝑠 + 𝑏!𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 + 𝑏!𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠×𝑀𝑔𝑟𝐹𝑜𝑐𝑢𝑠 + 𝑒! 

 
 
 
 

 
 
 
 

 
 
 
 

 
 

 
 
 
 

 
**, *** indicate significance at less than 0.05 and 0.01 levels, respectively. 
 
CEO Focus is manipulated as a between-participants factor at two levels: Promotion and Prevention. 
Earnings is manipulated as a between-participant factor at two levels: Decrease in Earnings and Increase 
in Earnings. Estimated Return Rates is measured as the estimated rate of product returns that managers 
decide to anticipate in the financial statement. The amount has to fall into a range between zero and forty 
percent. Manager Focus is measured as the percentage of focus-related words contained in participants’ 
responses. The amount falls into a range between zero and 100 percent. Positive and negative scores of 
Manager Focus indicate promotion and prevention orientation, respectively. 
 
 
Panel B: Mediation Analysis 
 
 Outcome Variable 
 Manager Focus  Estimated Return Rates 

Predictor  Coeff. SE p-value†   Coeff. SE p-value† 
CEO Focus a 7.479 0.695 <0.001  c´ -1.956 1.596 0.225 
Manager Focus      b1 0.377 0.187 0.047 
Earnings      b2 2.730 0.958 0.006 
Manager Focus × Earnings      b3 -0.500 0.207 0.019 
Intercept i1 -3.751 0.488 <0.001  i2 18.924 1.020 <0.001 
 
    R2 = 64.02%    R2 =  20.46% 
    F(1, 65) = 115.66, p < 0.0001  F(4, 62) = 3.99, p < 0.006 
 
† all reported p-values are two-tailed. 

Manager Focus 

CEO Focus 

Estimated Return 
Rates Earnings 

Earnings × 
Manager Focus 

a = 7.479*** 
b1 = 0.377** 

c' = -1.956 

b2 = 2.730*** 

b3 = -0.500** 
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Table 2 (continued) 
 
 
Panel C: Simple Effects 

 df t-stat p-value† Cohen’s d 
H1: Effect of CEO Focus within Earnings Increase 63 -2.00 0.025 0.504 
H2: Effect of CEO Focus within Earnings Decrease 63 1.61 0.056 0.406 
 
 
† all reported p-values are one-tailed. 
 
 
Panel D: Plot of Mean Estimated Returns 
 

 
 

Earnings is manipulated as a between-participant factor at two levels: Decrease in Earnings and Increase 
in Earnings. Manager Focus, our mediating variable, is measured as the percentage of focus-related words 
contained in participants’ responses. The amount falls into a range between zero and 100 percent. To draw 
the graph above, we classify observations with positive Manager Focus scores into the Promotion group 
and observations with negative Manager Focus scores into the Prevention group. Estimated Return Rates is 
measured as the estimated rate of product returns that managers decide to anticipate in the financial 
statement. The amount has to fall into a range between zero and forty percent. Note that higher return rates 
indicate lower risk choices. We reverse the order of the vertical scale to maintain consistency between our 
prediction and result graphs. 
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Appendix A 
CEO Focus Manipulation 

 

Panel A: Prevention-focused Message 

Although our financial performance has been strong and we are the market leader in this 
industry, we must remain cautious regarding our future. This year, while we see a lot of 
opportunities, we also expect a lot of challenges in the industry. I believe that our 
employees have a duty to be very vigilant against the threats associated with these 
challenges while finding safe and careful ways to protect our position as a market 
leader. In other words, threat prevention is the key. Our main responsibility is to maintain 
sustainable, profitable results in the current year and beyond. Employees who fulfill this 
obligation will have contributed to the safety and security of this company’s future. 
 

Panel B: Promotion-focused Message 

Since our financial performance has been strong and we are the market leader in this 
industry, we always remain optimistic about our future. This year, while we expect a lot 
of challenges, we also see a lot of opportunities in the industry. I believe that our 
employees have a strong desire to transform these opportunities into future growth while 
improving and expanding ways to support our position as a market leader. Our main hope 
is to attain ideal, profitable results in the current year and beyond. Employees who 
accomplish this aspiration will have contributed to the progress and advancement of this 
company’s future. 
 
 
Note: Italics indicate focus-oriented words 
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Appendix B 
Earnings Manipulation 

 

Panel A: Increase in Earnings 

 
 

Panel B: Decrease in Earnings 


