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Abstract
While managers’ accounting and financial decisions are, for many, fascinating topics, selection bias poses a serious challenge to researchers estimating the decisions’ effects using
non-experimental data. Selection bias potentially occurs because managers’ decisions are non-random and the outcomes of choices not made are never observable. “Selection bias
due to observables” arises from sample differences that researchers can observe but fail to control. “Selection bias due to unobservables” arises from the unobservable and thus
uncontrolled sample differences that affect managers’ decisions and their consequences. In this article I review two econometric tools developed to mitigate these biases – the
propensity score matching (PSM) method to mitigate selection bias due to observables and the Heckman inverse-Mills-ratio (IMR) method to address selection bias due to
unobservables – and discuss their applications in accounting and finance research. The article has four takeaways. First, researchers should select the correct method to alleviate
potential selection bias: the PSM method mitigates selection bias due to observables, but does not alleviate selection bias due to unobservables. Second, in applying PSM
researchers are advised to restrict their inferences to firms whose characteristics can be found in both the sample and control groups. Third, the IMR method, though popular, is
limited to situations in which the choices are binary, the outcomes of choices are modeled in a linear regression, and the unobservables in the choice and outcome models follow a
multivariate normal distribution. Researchers can overcome these constraints by using full information maximum likelihood estimation. Last, when the IMR method is used,
special attention should be paid to the formulas in calculating IMRs. The article also calls for researchers’ attention to other approaches to evaluating the effects of managers’
decisions.

Keywords: selection bias, propensity score matching, inverse mills ratio, Heckman Model

Suggested Citation

Show Contact Information

72 References

1. S C Armstrong , W R Guay , J P Weber
The role of information and financial reporting in corporate governance and debt contracting
Journal of Accounting and Economics , volume 50 , issue jou_issue[1].xmlText , p. 179 - 234 Posted: 2010

Crossref (https://doi.org/10.1016/j.jacceco.2010.10.001)

2. S C Armstrong , A D Jagolinzer , D F Larcker
Chief executive officer equity incentives and accounting irregularities
Journal of Accounting Research , volume 48 , issue 2 , p. 225 - 271 Posted: 2010

Crossref (https://doi.org/10.1111/j.1475-679x.2009.00361.x)

3. P Asquith , A Beatty , J Weber
Performance pricing in bank debt contracts
Journal of Accounting and Economics , volume 40 , issue jou_issue[1].xmlText , p. 101 - 128 Posted: 2005

Crossref (https://doi.org/10.1016/j.jacceco.2004.09.005)





Download This Paper (Delivery.cfm/SSRN_ID2230904_code393576.pdf?abstractid=1756911&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID2230904_code393576.pdf?abstractid=1756911&mirid=1&type=2)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2230904_code393576.pdf?abstractid=1756911&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2230904_code393576.pdf?abstractid=1756911&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=393576
https://doi.org/10.1016/j.jacceco.2010.10.001
https://doi.org/10.1111/j.1475-679x.2009.00361.x
https://doi.org/10.1016/j.jacceco.2004.09.005
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2230904_code393576.pdf?abstractid=1756911&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID2230904_code393576.pdf?abstractid=1756911&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


4. K-H Bae , J-K Kang , J Wang
Employee treatment and firm leverage: A test of the stakeholder theory of capital structure
Journal of Financial Economics. Forthcoming Posted: 2010

Crossref (https://doi.org/10.1016/j.jfineco.2010.10.019)

Load more

0 Citations

Fetch Citations

Do you have negative results from your research you’d like to share?

19  Citations

72  References

Related eJournals

View more 

Recommended Papers

The Role of Supplementary Statements with Management Earnings Forecasts (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=239007&rec=1&srcabs=1756911&pos=1)
By Amy P. Hutton (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17027), Gregory S. Miller (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=98908), ...

Do Managers Withhold Bad News? (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=803865&rec=1&srcabs=1756911&pos=2)
By S.p. Kothari (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17425), Susan Shu (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=88339), ...

The Impact of Securities Litigation Reform on the Disclosure of Forward-Looking Information by High Technology Firms (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=59248&rec=1&srcabs=1756911&pos=3)
By Marilyn F. Johnson (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=122), Ron Kasznik (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15060), ...

View more 

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

DOWNLOADS 3,285

ABSTRACT VIEWS 11,513

RANK 6,871

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1756911)

Financial Accounting eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508710)

 Follow 

Corporate Finance: Governance, Corporate Control & Organization eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508972)

 Follow 





We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://doi.org/10.1016/j.jfineco.2010.10.019
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=239007&rec=1&srcabs=1756911&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17027
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=98908
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=803865&rec=1&srcabs=1756911&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17425
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=88339
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=59248&rec=1&srcabs=1756911&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=122
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15060
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://plu.mx/ssrn/a/?ssrn_id=1756911
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508710
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508972
javascript:void(0);
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

Feedback 

Submit a Paper  (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy
https://www.elsevier.com/legal/cookienotice

