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ABSTRACT 

Psychology known as scientific study of behavior and mental processes of living organism 

has been considered from two scientific and professional dimensions. 

Talking about psychological studies and applying academic methods of understanding 

human behavior we deal with the psychology science. But, application of psychological 

findings becomes important and the psychology career is highlighted. 

Accordingly, the major purpose of psychology is study and application of psychological 

theories and findings in relationship between man and his job. Behavioral accounting is one 

of accounting trends pays attention to interaction of human behavior and accounting system. 

The major has a short history yet, it has experienced continuous development in the last 

decades. Accordingly, the present study aims to introduce the theories of psychology and 

behavioral studies have been applied in the field of accounting.  

Keywords: Cognitive Psychology, Social Psychology, Behavioral Studies of Accounting 

INTRODUCTION 

In the past, accountants were merely 

interested in measuring assets, liabilities, 

revenues and expenses and research 

institutes past performance to predict future. 

And they overlooked the fact that the past 

performance is the result of organization's 

mailto:Abbs.ghodratizoeram@gmail.com


Abbas Ghodrati Zoeram et al                                                                                                Research Article
 

 
2070 

IJBPAS, April, 2015, 4(4) 

past behavior and only one of the factors 

that will affect the future behavior. 

Moreover, the fact that an organization 

must have effective control through 

motivation and behavior control, objectives 

and moods of individuals was negligible. 

Accounting is a system its results are used 

by individuals and groups. In fact, 

behavioral effect of accounting data and its 

impact on accountants and others is the 

concern of behavioral sciences aiming at 

understanding, explanation and prediction 

of human behavior. Although, the 

behavioral method is relatively new, lots of 

scholars have given attention to and have 

motivated the accounting studies to pay 

close attention to their behavior structure 

[18]. Since psychology is a broad field with 

lots of diverse areas may not be directly 

associated to accounting, identification of 

some psychological theories relate to 

accounting are useful for future studies. 

Therefore, the present study seeks to 

identify theories of psychology are 

associated to accounting studies, i.e. 

cognitive psychology, and social 

psychology as well as behavioral 

accounting studies have been derived from 

psychology and their relationship with 

accounting.  

Theoretical basics  

Theories of psychology in accounting  

For one century, psychologists have 

investigated the decision-making process 

among humans and have produced new 

theories. Accordingly, psychological studies 

can provide valuate information about 

managers, accountants, investors and 

analysts’ behavior. the areas of psychology 

are relevant to financial accounting include 

cognitive psychology, and social 

psychology focusing on individuals 

thinking style and the impact o social 

context on individuals’ behavior and ideas, 

respectively.  

Cognitive psychology  

Judgment and decision making is branch of 

cognitive psychology is also interesting for 

accounting investigator. Several 

frameworks have been developed for 

decision-making and judgment processes. 

According to an economic rule, individuals 

behave rationally in the process of 

judgment and decision-making. That is, 

they use a deductive or inductive logical 

system. On the other hand, psychologists 

believe that humans have sentiments restrict 

rationality. These trends therefore decrease 

individuals’ interest in logical thinking and 

behaving. A major portion of cognitive 

psychology stress on descriptive evidences 

about peoples’ thinking styles, yet it does 
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not deal with adjustment of these behaviors 

with models shape individuals way of 

thinking.  

Judgment and decision making could be 

categorized within two key areas as: a) how 

peoples make decision under uncertainty 

conditions ad b) how the problem affects 

decision making.  

Decision making in uncertainty 

Each decision is made in its immediate 

time, though it will be achieved in the 

future. For all important situations decision 

should be made, there exist some unknown 

parameter harden upcoming predictions and 

managerial control over decision making 

process. Until the mid 1900s, the economic 

theory of expected utility (EU) has been 

considered either as a functional or 

descriptive theory for decision-making in 

uncertain conditions [20, 22]. According to 

the EU, peoples selects risk alternatives 

based on the utility of potential outcomes 

that were measured by their probability. 

The impact of problem  

The economic theories assume that a 

situation within which a circumstance or a 

group of alternations are described should 

not affect individuals’ choice. This 

principle is an important aspect of wisdom. 

Invariability is a critical combination in 

command theory of economy. Since, 

rejecting this principle indicates that 

individuals lack constant preferences. In 

other words, if change in shape does not 

influence the actual results, and affects 

peoples’ choice, it would be impossible to 

claim that individuals hold fixed 

preferences towards the existing results. 

Moreover, some psychological evidences 

show that the invariability principle is 

invalid in descriptive view. That is, the way 

identical options are provides greatly affects 

the peoples’ decisions. The Classic Asian 

Disease problem first was introduced by 

[21] approves this issue.  

Standards and consequences of the skill 

Other domain of the cognitive psychology 

may hold an association with accounting 

studies is criteria and consequences of the 

skill. Most of economic theories remain 

silent about how peoples acquire a skill. On 

the other hand, cognitive theories not only 

clarify how individuals become skillful but 

they also specify cases in which skill affects 

performance.  

Criteria of skill  

How could an individual become an expert? 

Evidences illustrate various factors. In 

seems that in this regard talent plays a 

considerable role. Secondly, experience is 

critical and finally, the talent-experience 

effect is modified by knowledge.  
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Classical studies on cognitive psychology 

reveal that experts function better in 

organizing mental information, recognition 

of basic patterns of data and data 

classification than beginners. Furthermore, 

professionals posses further skills 

encountering with a range of tasks. Not 

only professionals show better performance, 

but their performance is more efficient.  

However, despite several advantages of 

professionals versus beginners, some 

studies have shown that in some judgmental 

satiations, beginners and experts both make 

mistakes. So, such professionals’ potential 

to make mistake is attractive for economists 

as they imagine that if an expert judge 

wrong the same as a beginner does, the 

expert’s weak performance withdraws him 

from the marketplace.  

There are reasons indicating that cognitive 

performance of experts in some cases is 

similar to the novice. This may be because 

experts show higher self confidence [7], do 

optimistic predictions [11] and evaluate 

lower basic prices [13]. In fact, studies 

show that under specific conditions, the 

experts’ knowledgead experience cause 

them work less efficient than the beginners.  

Social psychology  

Social psychology is branch of psychology 

an attempt for understanding and clarifying 

the impact of actual, imaginary or implicit 

presence of others on individuals’ ideas, 

emotions ad behaviors. Social psychology 

discusses issues of cognitive psychology, 

yet it focuses on circumstances of the social 

contexts affecting peoples’ decision ad 

judgment.  

Interpreting others’ behavior  

One fundamental issue in psychology is 

how peoples interpret others’ behavior. As 

such interpretations are useful for 

predication of the opposite person’s 

behavior. [10] Presents a simple 

classification of emotions ad characteristics 

as internal and external moods. The internal 

states have to do with personality traits, 

though external moods refer to situational 

stimuli of a behavior.  

[5] Provides the co-variance theory 

affecting our understanding about a 

behavior. Accordingly, when individuals 

diced to attribute a behavior to internal or 

external factors, they consider three criteria 

as follows:  

a) Adaptive information, how others 

behave in a similar position. 

b) Uniformity, does the person always 

actinthes ameposition? 

c) Distinction, does the person act in 

other situations similarly? 
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In terms of co-variance theory that low 

adaptability, high uniformity and low 

distinction, the probability to refers to 

internal factors is higher. However, when 

adaptability is high, uniformity is high and 

distinction is high, it will be more 

likelihood to refer to external factors.  

Updating the beliefs  

Social psychologists have investigated the 

time and manner individuals update their 

beliefs. Unlike economists, psychologists 

do not assume that peoples renew their 

beliefs in Bayesian inference. In fact, 

previously performed studies on social 

psychology reveal some systemic 

deviations in updating beliefs. For instance, 

research in this issue shows that peoples’ 

ideas resist against changes.  

There are numerous evidences approving 

that in financial markets, investors who 

encounter with cognitive orientations do not 

interpret data accurately and react against 

new information greater than or less than 

favorite level .they prefer give less or more 

value to information and as a result the 

price of stocks of organizations were 

successful in specific period are evaluated 

higher than actual value and unsuccessful 

shares lower than their real price.  

Biased search of information  

Psychological research indicate that beliefs 

are resistant towards biased search of 

information [14].this bias refers to decision 

makers preference towards finding 

information are in accordance with their 

background beliefs. In fact, inspiring 

specific ideas will influence peoples’ future 

decisions. But what happens if something 

working is induced? The answer is that the 

effect of those wrong ideas will continue. 

Individuals remain faithful to their own 

judgment and as a result perceptions will be 

long lasting more than underlying insights, 

even if some factors contradict them. This 

durability of wrong ideas has been 

discussed as “continuity of theory” [19].   

[3] Showed that one result of biased 

information processing is polarization of 

beliefs and distanced ideas.  

Researchers explain one reason for 

excessive reaction of investors in evaluation 

of the price of processing share as 

information bias. This bias consequently 

make investors show radical reaction to 

new signs are in compliance with former 

signs. so, they assess prices higher or lower 

that actual price. In other words, 

considering the market past performance, 

investors reacts to the new information. 

This is also known as representative or 

caution bias. In such behavioral bias, 
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individuals evaluate probability of 

occurrence of one phenomenon according 

to the rate of similarity of this event with 

previous events [12]. 

Behavioral studies in accounting  

Behavioral accounting research is defined 

as follows:  

Study of accountants or non-accountants at 

time of getting affected by accounting 

processes and reports. 

There is a large body of research on 

behavioral accounting and have included 

many different areas of accounting. For 

instance, the purpose of some of behavioral 

accounting research in the auditing area is 

improving audits’ decision making.  

For example, when audits are planning a 

specific operation method of accounting for 

a customer, they must also assess the risk 

rate of the customer. Higher risk is 

available, greater accounting works have to 

be done. Risk assessment is a complicated 

task. If an assessment is performed 

inaccurately, and the audit executes weak 

auditing, he would bring serious 

consequences for the audit and the investor. 

The BAR contributes to analysis risk 

assessment of audits and improvement of 

these assessments.  

Significance of BAR:  

1. different research approaches of 

accounting like capital market and 

agency theory do not explain how 

individuals use information, but 

behavioral studies about decision 

making processes of suppliers of 

accounting data, users and 

accountants.  

2. BAR can provide valuable 

information and knowledge about 

how producers and users process 

data and react towards them.  

3. BAR may supply 

accouteringlegislators useful 

information like disclosure of 

information.  

4. BAR results can improve and 

increase efficiency of accountants 

and other related professionals.  

Expansion of behavioral accounting  

The term BAR first appeared in 1967 in 

accounting texts and became a basis for 

behavioral studies in accounting theory of 

human judgment. This theory is in the field 

of psychology and a basis for such theorists 

as [6]. Aston is the first accounting 

researcher who used the psychological 

technique of Brunswik lens model. Other 

methods include process tracking and 

judgment pattern which were considered by 

use of probabilities.  
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Brunswik lens model 

This model is a bias for most of behavioral 

and judgment research involving prediction 

(Prediction (bankruptcy) or (internal control 

assessment). So, we can predict the future 

information and make decision.  

The Brunswik lens model consists of three 

components as: 

1. The decision maker  

2. Basic data (help the decision maker to 

decide according to the data).  

3. Decision 

Studies related to the lens input  

The fundamental information for entering 

the lens in accounting is derived from 

financial statements. Such group of studies 

evaluates how to use basic information in 

the process of decision making. These 

investigations indicate that three forms of 

disclosure affect investment decisions.  

1. Disclosure of historical price data 

alone. 

2. Disclosure of current price 

information alone (the prediction 

power of studies since the results 

were similar to the historical price).  

3. Disclosure of historical and current 

prices together.  

Studies relevant to information processing 

of the lens model  

These studies examine the significance of 

basic information by the decision makers. 

Professor Hendrikson states that the 

problem is in understanding the decision 

making process of these individuals is that 

direct study of human brain is impossible 

by today’s technology and some indirect 

methods are required.  

Three mental estimations most of decision-

makers use in their decisions are: 

1. Expressive basis 

Each case expresses characteristics of the 

group, so the case belongs to the group. 2. 

The rule of maintenance and modification  

3. The access rule  

That is, whether the event can be easily 

remembered or it is rememberedunder the 

influence of other events. 

Studies of lens model output  

If decision makers decide together in a 

team, their decisions will be better than 

individual decisions.  

Process tracing methods 

These methods have good explanatory 

power compared with the Brunswik lens 

model, providing no explanation on the 

decision –making process, using a 

mathematical model has enabled the 

decision maker to process and predict all 

the data. Resolving the Brunswik lens 

model having higher rate of prediction, 
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though lower explanatory power, some 

scholars have used the process tracking 

method .Through the decision-tree the 

investigators have presented proper 

explanation about the decision-making 

process. But, unlike the Brunswik lens 

model, the new method has a weak 

predicting power so, the investigators 

utilize both classification and regression 

trees techniques (C.A.R.T.).  

Due to intricate process of decision-making, 

first the properties of each decision need to 

be determined; the processing style of 

information is specified.  

Judgment and decision-making pattern 

using probabilities  

Probabilities are a good source of decision-

making, judgment and evaluation of data. 

This theory is used for accounting 

information value.  

In this model, it is discussed that correct 

method from a norm point of view for 

evaluation of initial beliefs, expressed in 

form of mental probabilities include 

applying the Bayes assumption which is a 

fundamental basis of conditional probability 

theory. The Bayes assumption states that 

the reviewed likelihood when new 

evidences are found, is equal to initial 

probability ( base rate) multiplied by the 

value of former expectations must be 

reviewed, i.e. multiplying by informing or 

detection of new data.  

The Bayes theory  

The Bayes theory is a method for 

classification of events in terms of 

probability of occurrence or not-occurrence 

of an event and is more common in theories 

of probability. In actual situations there is 

no possibility of providing full version of 

information. Since, it is impossible to 

predict future definitely. Yet, using new 

information we can modify and review 

probabilities of the initial theory. The value 

of the information can be stated using the 

Bayes theory.  

Limitations of BAR 

[1] The results of BAR fails to present a 

theory for clarification of users’ 

behaviors from information.  

[2] Except for the process track 

investigation, most of BAR takes 

place in a laboratory and virtual 

environment.  

[3] The results of some BAR are 

contradictory.  

[4] Comparing with capital market 

reaction to accounting information, 

the BAR is ineffective on the users’ 

decision.  

The BAR is divided into three categories as: 

Behavioral finance accounting (BFA) 
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The behavioral finance accounting provides 

financial information for decision-making 

and judgment for investors, financial 

analysts and audits. In terms of behavioral 

accounting view, several effective factors 

on processing of information, disclosure 

and so forth are investigated.  

Behavioral Tax Accounting (BTA) 

 The behavioral tax accounting deals with 

resolving disputes among tax agents, audits, 

tax advisors and the tax issue. The BTA 

works on effective factors on tax evasion.  

Behavioral Management Accounting 

(BMA) 

Behavioral management accounting works 

in two macro and micro levels. The macro 

BMA examines organizational concerns 

and behavioral factors as a single series as 

well as environmental conditions. However, 

the micro BMA studies organizational 

concerns and behavioral factor in individual 

and group levels.  

CONCLUSION 

The present paper was an attempt to clarify 

the psychological theories used in 

accounting as well as behavioral studies 

relevant to accounting. Although, 

psychologists have proposed worthy 

opinions for accounting scholars, there exist 

some restrictions on their usefulness. First, 

the theories of psychology are not useful in 

all areas of accounting research. Because 

psychologists are focused on understanding 

human behavior. Therefore, they are not 

contributive. Additionally, some areas of 

psychology are still developing and so they 

could be applied for predicting about 

behaviors in accounting. Consequently, the 

accounting experts may face with problems 

about possibility of predictions based on 

psychology when they are compared with 

economic-based predictions [4]. Expansion 

of psychological issues and behavioral 

decision-making has a great role in 

appearance of behavioral studies in 

accounting. These investigations in addition 

to accounting area include psychological 

and sociological domains. Reviewing the 

behavioral research in accounting indicates 

that a major portion of these studies have 

been performed in four areas of auditing, 

accounting, management, financial 

accounting and accounting profession. The 

areas of accounting show that the purpose 

of behavioral accounting is measuring and 

evaluating different behavioral factors and 

reporting the results to internal and external 

decision-makers of organization. 

Accounting as an information system as an 

information system in association with 

favorite peoples, for designing and 

introduction of effective reporting method 
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in line with individuals’ needs and decision-

making. Doubtless, such information is not 

complete accounting g reports and all 

required data are not presented to the 

decision-makers.  
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