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Introduction to Research

Elicitation of Students’ perception of what Research is?

Commonly cited research result: Cigarette smoking increases the chance of suffering from lung cancer   –Student’s perception of how such a conclusion was reached – step by step process.  This is an empirical approach to knowledge. Any empirical approach is by definition based upon OBSERVATIONS.

Some questions that pertain to RESEARCH

WHY

MOTIVATION

WHOM
SAMPLE SELECTION

HOW

RESEARCH DESIGN & MEASUREMENT ISSUES

AND

WHEN

MEASUREMENT ISSUES

Formal statement of these elicitations. 

Research
a process of systematic inquiry or investigation of an issue or a problem. 

Research Elements
Environment

Researcher




Idea




Method

The scientific method of research can be thought of as a sequence of eight steps (Bunge 1967):

1. Ask well formulated questions that are likely  to have answers.

2. Devise hypotheses that are grounded in fact and that can actually  be tested.

3. State any assumptions.

4. Derive- and state – any logical consequences of these   assumptions.

5. Design techniques to test assumptions.

6. Test the techniques for relevance and reliability.

7. Execute the tests and interpret their results.

8. Evaluate the likelihood the assumptions are true and the reliability of the techniques used. 

More generally:

A.
Problem Delineation  (step 1)

B. Theory Construction (steps 2 & 3): Theory is an integrated set of concepts, propositions, and statements.

C. Theory  Verification  (steps 4 through 8)

Research serves (or is aimed at) the following broad purposes:

· To better understand the real world – in our case the  practice of business.

· To improve upon the practice of business through an understanding of the limitations / short comings of current practices.

· Research can be purely normative that attempts to make prescriptions for how  things should be done (may or may not be accompanied by  why it should be done in that manner). 

· In contrast, to the purely prescriptive function inherent in normative research, positive  research which is primarily motivated by a desire to understand  how the world works, and less so by a desire to make prescriptions based on that. 

In sum, the goal of research is: 

(i) To describe a phenomena i.e., the falling of things thrown up towards the sky or fruits from trees.

(ii) To explain existing phenomena i.e. why does the apple fall from the tree and 

(iii) To predict that every time we throw something into the sky, it is going to fall back to the ground.

Some Definitions:

Theory
a tentative explanation of the causal relationship between or among groups of facts - an unified view or explanation of discrete observations that might otherwise appear unrelated or contradictory. 

Hypothesis
Predictions or assertions about the “facts” that will be expected to occur assuming that the theory/ intuition/ casual observation is valid i.e. what will facts represent?

Facts
states or events observable in the real world – hard data – represent variables of interest to the researcher.

If observed facts are CONSISTENT with or CORROBORATE predictions/ assertions then that implies that the proposed theory is credible.

Example:

Theory:
(i)
Because of economies of scale large firms are more profitable.

(ii)
Theory predicts that monopoly leads to higher profits.

Hypothesis:
(i)
Larger the firms the more profitable it is.

(ii)
Firms operating in monopolistic markets have higher gross margins.

Facts:

(i) 
Test whether “on average” large firms are more profitable than




small firms i.e. Relation between firm size and profits.

(ii) Test whether “on average” firms that operate in monopolistic settings have higher gross margins than all other firms.

IF TRUE THEN THEORY IS VALIDATED. 


Issues in Theory Verification

· VARIABLE:
IS A TRAIT OR CHARACTERISTIC WITH TWO OR MORE CATEGORIES. For example Gender is a variable that has TWO categories Male and Female and can be used to classify an outcome. 

· Dependent variable (or factor we wish to understand or explain) versus Independent variables (factors that may explain the observed variations in the dependent variable).

· THE INDEPENDENT (ALSO KNOWN AS EXPLANATORY SINCE IT IS PRESUMED TO EXPLAIN VARIATIONS IN THE OUTCOME VARIABLE) VARIABLE CAUSES or is CORRELATED WITH CHANGES IN THE DEPENDENT VARIABLE.

· CAUSE=INDEPENDENT VARIABLE (ASSUMED DIRECTION OF CAUSATION)

· EFFECT=DEPENDENT (OR OUTCOME) VARIABLE. Example: Bankruptcy is an outcome – some firms are bankrupt and others are not. You can choose a set of accounting ratios (independent variable or explanatory variables) to explain how and why some firms went bankrupt and others did not.  

· A good research design for the verification of theory must aim to :

a. Determine the extent to which varying the independent variable(s) causes variation in the dependent variable;

b. minimize the variation in the dependent variable attributable  to variables not included in the experiment or design (excluded  or omitted variables).

c. Control for or minimize the random error. 

· Control versus experimental group – the control sample is usually with characteristics similar to the experimental sample but vary on the nature of the dependent variable. Eg. Qualified vs. unqualified audit opinions. 

· Experimental versus Quasi-experimental Research Designs

True versus quasi is one of whether the research uses ex-post-facto data from the environment that exists or existed without the researchers direct intervention.

True experiment if researcher (i) manipulates explicitly one or more independent variables and (ii) assigns subjects to control and experimental groups.  

In much of social sciences we do more of quasi-experimental while in basic sciences we do much of experimental designs. 

VALIDITY of Research Outcomes/ Results/ Conclusions:

Essentially raises concerns about the whether the results/conclusions can be used to predict similar outcomes. Example: why might the results that explain S&L failure in the 80’s not explain the accounting debacles of 21st century, Alternatively, under what circumstances can we use results from the S&L failure to predict current failures in the Energy/Communications sector.     

Validity is a matter of degree – thus we do not ask WHETHER the results or conclusions are valid BUT HOW valid or under what conditions are they valid. 

· Trade-off between internal versus external validity in quasi-experimental designs. 

Internal validity refers to the extent to which variations in the dependent variable   can be really attributed to variations in the independent variables included in the study – validity of the inferred causal relationship – how valid is the inference that causality exists.

Measurement issue - are the empirical proxies real?

· History – observed effect due to an event that takes place between pretest and posttest.

· Selection/ Mortality of experimental group.

IS THERE A RELATIONSHIP BETWEEN TWO VARIABLES -IS A RELATED TO B?

Construct Validity   construct is a collection of related behaviors that are related or associated in a meaningful way to one another. Thus construct validity refers to whether other (than the one being used by the researcher) presumed variables correlate i.e. is there more than one cause and effect relationship – interaction effects. Eg. quality of earnings – (i) conservative versus liberal accounting policy choices, variability (or smoothness) in earnings over time, proportion of non-recurring items etc. 

ARE THERE CONFOUNDING EFFECTS – WOULD THE RELATIONSHIP BE OBSERVED IN THE PRESENCE OF OTHER ALTERNATIVE CONSTRUCTS OF THE MEASURED VARIABLE.   

Statistical Conclusion validity refers to whether as researchers we are drawing false conclusions – i.e. is there co-variation of the sample data – other issues include: 

· Low  power of tests.

· Violations of assumptions of statistical tests.

· Reliability of measure of dependent and independent variables – measurement  error.

· Randomness of data.

External validity refers to GENERLIZABILITY of the Conclusions and  describes the extent to which the results of any one study are generalizable to other samples, time periods, events etc.



HOW GERALIZABLE ARE THE RESULTS?

Campbell and Stanley  (1963) maintain that internal validity is the sine  qua  non of research design, although an ideal design should be strong on both.

Research in Accounting 

Accounting


· identification of economic  events or transactions

· measurement of  individual  events or transactions

· aggregation of individual events or transactions over a period and their   communication  in  summary form.

Research must essentially validate this  primary role of accounting OR  identify efficient mechanisms for  implementing them.

Our focus in this course here will primarily be on research in the area of financial accounting. However, accounting research extends to auditing, managerial, tax, and governmental areas also. While the problems and questions being asked are different, the approach to research is quite similar, with some exceptions.  

Furthermore, we will be focussing on research that uses real life  data i.e. we will focus our discussion on empirical research in accounting. 

In contrast, one could also do research by  using theoretical approaches that address problems in a more general fashion using mathematical models that are mostly grounded in economic foundations– analytical research.  

Another alternative is to approach the problem via  the  experimental approach using subjects to artificially simulate real life conditions – the theory behind such experiments could be guided by analytical models  based on economics or behavioral models based upon psychology.

I.
The Applied Research Process (a la Chapter 5 in Ziebert)

1. Problem Identification.

2. Generation of Plausible alternatives.

3. Research Strategy  Formulation.

4. Search for Authoritative Literature.

5. Evaluation.

6. Documentation and Communication.

II.
Accounting (specifically Securities) Research by Clyde Stickney

A summary of main points.

1.
On Average versus   Individual entity – both are research BUT with different goals – one is aimed at making generalizable conclusions the other aimed at understanding a specific context without any intent to generalize.

2. Information (derive value from observed prices)  versus Valuation perspective (derive value independent of prices i.e.,  based  upon accounting fundamentals).

3. Information perspective implies JOINT TESTS of “Market Efficiency” and “Information Content”.- we will discuss what is meant by “market efficiency” later on in the semester and will revisit  this issue of joint tests.

4. Fundamental analysis linked to Valuation perspective.

5. Academic literature up until recent times linked to Information perspective.

III.
Implementing a Research Project


If   approaching the “individual” approach to investigation, say of a particular firm, the internet is a great source of all data, in the recent past. The difficulty is  that  long historical data is not easily accessible on the internet.   

If approaching the “on average” approach to research then, there are two basic types of searches to be made once a particular problem has been defined, before embarking upon the project. 

First, you want to search the literature to find out what has been said about the subject matter – 

-whether the problem has been previously addressed, 

-what  related evidence, if any exists etc – 

-is there any theory supporting the rationale for the existence of the proposed  problem. 

Library search of books and articles in subject area journals by keywords.

Second, if it is established that the problem has not been previously addressed, at least adequately; then a search of the sources of available data for the empirical constructs developed to test the hypotheses.


Eg.
NAARS database – search by key words.



LEXIS/NEXIS



Dow Jones News Retrieval System



News Wire



Annual Report



Proxy Statements



Stock Price Data



Analysts’  forecasts and recommendations.

Construction of alternate measures from available data for those where   the   true   measures are unavailable.

Choice of the length of time of data – historical (time-series) versus contemporaneous (cross-sectional); or pooled - cross-sectional  over time.

Choice of the size of control and experimental samples.

An   Approach  to  Reading  and  Understanding Research

· Why was the particular research  underlying the published report conducted?

-Basically understanding  the motivation behind the issue/ or problem examined. 

· What is the specific research problem?

· Statement of the problem.

· Is this an interesting problem to investigate – if so why? 

· What is the underlying theory?

· Theory construction.

· What are the hypotheses?

· Hypotheses formulation.

· Is the hypothesis based upon intuition or theory driven.

· If intuition, does the intuition make sense.

· What are the qualitative characteristics of the research design utilized?

· Research Design & Qualitative characteristics of the research

· Is the   data and the methodology used appropriate for testing the  proposed hypothesis.

· What is the incremental contribution of the research in advancing our knowledge or understanding  of  how  the  world operates – always relative to existing literature on the subject.



Three paragraph approach to evaluating research:

· What is the problem?

· Why is  it  an important problem?

· How will it be (or how has it been) solved?
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