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Abstract 

I examine whether financial reporting irregularity in the form of financial fraud leads to a decline 

in the enrollment of accounting programs in U.S. colleges. I find that the percentage of students 

awarded a bachelor’s degree in accounting decreases after the revelation of financial fraud for 

colleges geographically close to the fraud firms. The enrollment of female students declines more 

than that of male students. These effects persist for at least two years after the regulatory authorities 

reveal the fraud to the public. In addition, while financial fraud events lead to a decrease of 

enrollment in accounting programs, they do not have a similar negative impact on other business 

majors. In the cross-sectional analysis, I show that students who hold moral values—such as 

fairness and justice—in high regard are more likely to choose other disciplines. Further analysis 

reveals that financial fraud involving top management, such as the CEO or CFO, causes a more 

significant decline in accounting program enrollment than do fraud cases not involving top 

management. Finally, I find that the decrease in accounting program enrollment is greater when 

the fraud is perceived to be more severe by the students. These findings extend our understanding 

of the negative societal impact of financial reporting irregularity. They also highlight the 

importance of accountants holding high moral values in promoting the long-term sustainable 

development of economics and the profession.  
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1. Introduction 

U.S. colleges are reporting concerning enrollment trends as American high school students are 

losing interest in attending college accounting programs. For instance, enrollment in the 

Intermediate Accounting course at James Madison University dropped 34% between 2015/16 and 

2018/19.1 An additional thirty-one colleges with CPA-accredited programs are reporting similar 

downward trends in enrollment in accounting programs (Gabbin, Irvin, and Shifflett, 2020). This 

drop in enrollment may result in a decrease in qualified talent choosing accounting as a career, a 

profession that is instrumental to the sustainable development of the economics. 

To ensure the long-term sustainable supply of accounting talent, I explore which factor(s) 

discourage students from studying accounting. In this paper, I focus my attention on the potential 

negative impact that financial fraud—the most extreme form of financial reporting irregularity —

has on students’ perception of accounting and a future career in this profession. My interest in 

investigating financial fraud as a contributing factor is motivated by two lines of research. First, 

Giannetti and Wang (2016) document that financial fraud damages households’ trust in the 

financial market, leading to a decrease in participation in the equity market. Second, research 

reveals that people are more likely to develop a relationship with others who demonstrate similar 

moral traits (Vaisey and Lizardo, 2010). To the extent that it breaks students’ trust in the 

accounting profession and leads students to believe that, unlike themselves, accountants do not 

care about integrity and fairness, I investigate whether financial fraud discourages students from 

enrolling in accounting programs. 

 
1 https://www.cpajournal.com/2019/10/11/warning-signs-about-the-future-supply-of-accounting-graduates/ 
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Accounting—the global language of business—plays a vital role in facilitating economic 

development. For example, publicly listed firms communicate their performance to investors 

through financial statements prepared in accordance with the Generally Accepted Accounting 

Principal (GAAP). Investors, in turn, rely on certified financial statements by auditors to make 

investment decisions, while financial institutions require such financial statements to assess the 

credit risk of borrowers. Furthermore, thanks to the implementation of the International Financial 

Reporting Standard, investors across the globe can better interpret and analyze the performance of 

businesses in foreign countries, facilitating the efficient allocation of capital and the diversification 

of investment.  

In short, without accounting, the smooth operation of the modern financial system would be 

severely compromised. To safeguard the healthy development of the capital market, therefore, 

society demands qualified accounting professionals. Higher education institutions, in this regard, 

serve as the main bootcamp for accounting talent. In the United States, between 1996 and 2012, 

post-secondary education institutes supplied an annual average of almost 25,000 students to 

accounting firms across the country, comprising about 40% of the total accounting graduates in 

the United States.2 College graduates, therefore, form the backbone of the accounting professionals 

needed by the capital market.  

More importantly, during the last twenty years, the demand for accounting professionals has been 

growing at a much faster pace than that of the supply. While the number of students awarded a 

bachelor’s or master’s degree in accounting increased by 38% between 1996 and 2012, the number 

of students with an accounting degree hired by accounting firms almost doubled during the same 

 
2 These numbers were extracted from the annual report of Supply of Accounting Graduates and the Demands for 

Public Accounting Recruits by the AICPA.  
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period. Considering the high demand for accounting talent by the capital market, loss of 

momentum in the supply of accounting students could hinder the long-term sustainable 

development of the economy. Therefore, understanding the factors behind the decline of students’ 

interest in studying accounting could help maintain the long-term stability of economic 

development. 

I hypothesize that financial fraud discourages students from enrolling in accounting programs for 

two reasons. First, students may choose other areas of study after learning the news of a financial 

fraud event due to concerns about the moral implications. Financial fraud reveals the immoral 

conduct of perpetrators within the organization in question. Quite often, the perpetrators are either 

the firm’s top management or the head of its accounting department. For high school students, the 

field they choose to study in college will determine what group of people they will mingle with in 

their professional life. Social psychology literature documents that we are more willing to establish 

a social relationship with those who have moral traits similar to our own (Vaisey and Lizardo, 

2010). Obeid, Argo, and Ginges (2017) further show that, when it comes to engaging people from 

different groups, the perceived moral similarity in values such as caring, fairness, and justice 

determines the willingness to develop the relationship. To the extent that students cherish moral 

values such as justice and fairness, financial fraud could make studying accounting a less attractive 

option to students who perceive the accounting profession or corporate management as a group 

with unappealing moral values.  

Second, students may turn down the idea of studying accounting if they lose trust in the accounting 

profession after hearing about an incident of financial fraud. Many high school students develop 

their interest in accounting through positive influence by their teachers or via their own experience 

in introductory courses (Cohen and Hanno, 1993). These positive experiences also help them build 
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confidence in their choice to study accounting and trust in the professionalism of the discipline.  

However, when they become aware of the details of the immoral conduct committed during fraud 

and the aftermath imposed on the stakeholders, it is likely that they will lose trust in the profession 

and feel betrayed. Loss suffered from betrayal (Bohnet and Zeckhauser, 2004) could make students 

less willing to study accounting in college. 

Following Karpoff, Koester, Lee, and Martin (2017), I define financial fraud as an instance of 

misconduct that violates either Section 17(a)(1) of the 1933 Securities Act or Section 10(b) of the 

1934 Securities Exchange Act, and that prompts formal charges by the Securities and Exchange 

Commission (SEC) and/or the Department of Justice (DOJ). Specifically, Section 17(a)(1) of the 

1933 Securities Act involves fraudulent interstate transactions related to a security issuance, and 

Section 10(b) of the 1934 Securities Exchange Act involves manipulative and deceptive devices 

related to an already-issued security. The statutory approach by Karpoff et al. (2017) relies on SEC 

and DOJ attorneys to identify fraud. As chances of the SEC or the DOJ losing a case is small, the 

likelihood of type I error is low.  

I identify fraud cases in U.S. firms revealed between 1996 and 2012 based on the data from Karpoff 

et al. (2017) and Call, Martin, Sharp, and Wilde (2018). One important feature of this dataset is 

that it includes only cases of fraud charged by the SEC or the DOJ under the relevant securities 

regulations. In addition, the dataset clearly identifies the date that the SEC disseminates the 

enforcement information to the public. This setting enables me to determine when the public 

(students) begins to respond to news about the fraud. Using a difference-in-difference (DID) 

design, I find that the undergraduate accounting program graduation rate—defined as the annual 

number of students who earn an accounting degree divided by the total number of graduates in 
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each college—in colleges geographically close to the fraud firms decreases after the revelation of 

financial fraud.3  

These effects are also significant economically. On average, each fraud case reduces the graduation 

rate in the accounting program by 0.114 percent point. Fraud cases included in my sample could 

have therefore caused at least 1,936 college students across the United States who could have 

chosen accounting to ultimately choose other disciplines. In an additional analysis, I show that the 

negative effects of financial fraud are even more pronounced in female students and last for at least 

two years. I further find that, while such effects reduce the attractiveness of accounting programs, 

they do not seem to affect other business majors. In addition, financial fraud only discourages 

undergraduate students from enrolling in accounting programs; it does not impact students 

pursuing associate or master’s degrees. 

Next, I design several cross-sectional tests to examine what factors moderate the effects of 

financial fraud on altering students’ decision to study accounting in college. In my first test, I 

exploit the cross-sectional variation of moral values in different counties and examine how 

different moral values affect students’ decision after the shock of fraud news. I measure moral 

values following Haidt and Joseph’s (2004) Moral Foundation Theory (MFT), which proposes that 

individuals exhibit heterogeneity in what they believe is “right” and “wrong”.  On the one hand, 

people emphasize “universal” values such as individual rights, justice, impartial fairness, etc.; on 

the other hand, people also emphasize “communal” values such as community, loyalty, respect, 

and tradition. The key difference between universal and communal values is that universal values 

are applied irrespective of the context or identity of the people involved while communal values 

 
3 I discuss why I study colleges geographically close to the fraud firms in the research design.   
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are tied to certain relationships or groups. I find that colleges located in counties with residents 

who place greater emphasis on universal values experience a higher drop in accounting program 

enrollment. This finding is consistent with the argument that financial fraud undermines the 

public’s perception of accountants as being an ethical and law-abiding group, making students 

who care about justice and fairness reconsider their choice of majoring in this discipline. 

Next, I investigate whether the involvement of the Chief Executive Officer (CEO) or the Chief 

Financial Officer (CFO) in the fraud cases causes more students to withdraw from accounting. The 

upper echelons theory (Hambrick and Mason, 1984) argues that the decision-making of top 

management reflects his/her understanding of the world and personalities. Furthermore, the ethical 

values of top management have a strong influence on the overall ethical culture of an organization 

(Shin, 2012). A CEO or CFO involved in financial fraud, therefore, highlights the possibility that 

students who wish to become an accountant could become subject to manipulation by such 

unethical persons and subsequently involuntarily involved in the fraud. Therefore, when top 

management is involved in fraud, students should be more likely to choose non-accounting majors 

after learning of the fraud. Consistent with this prediction, I find that, when the CEO or CFO is 

charged with fraud, accounting program enrollment suffers a higher level of decline after the 

publication of news about the fraud. I further find that students react more strongly to fraud cases 

in which the CEO is charged. 

I also examine whether the severity of the fraud affects the students’ enrollment decision. Studies 

in the social psychology literature find that people display resentment toward behaviors that are 

against social norms, such as stealing, lying, and fraud (Tybur, Lieberman, and Griskevicius, 2009). 

Such “moral disgust” prompts people to expend effort to avoid the transgressor. Fraud news, with 

a negative depiction of the aftermath and fraudulent behaviors committed by the firm and 
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accounting personnel, may portray accountants as a group with low moral value and an increased 

propensity to commit unethical activities. This labeling could encourage students to consider 

choosing non-accounting majors. As such, I posit that financial fraud with more severe 

consequences will be associated with lower accounting program enrollment. In my analysis, I 

measure the severity of the fraud using the Event Sentiment Score (ESS) from the Raven Pack 

database. I find that students exposed to fraud news with lower ESS (that is, fraud events associated 

with greater negative sentiment in the media) are indeed more likely to study non-accounting 

majors in college, consistent with the argument that moral disgust of unethical accountants drives 

students away from studying accounting.  

My research makes several contributions to the literature. First, this paper expands our 

understanding of the negative consequences of financial fraud. Previous literature on financial 

fraud has focused on the short-term capital market consequences of such events. However, as 

extensive media coverage often puts fraud cases under public scrutiny, it is important to consider 

the implications of fraud beyond the financial market. My research shows that financial fraud 

causes a significant decline in enrollment in accounting programs and compromises trust in the 

accounting profession. This evidence is a reminder to professional bodies, such as the AICPA, to 

enhance the weight of ethical education in the training of CPAs. My findings also provide novel 

evidence on the detrimental effects of financial fraud to the long-term sustainable development of 

the capital market. 

Second, my paper contributes to the accounting education literature. One stream of the accounting 

education literature focuses on factors that influence students’ decisions in choosing accounting as 

a major. After the scandals at the beginning of this century, such as Enron and WorldCom, 

accounting educators are especially concerned about whether the accounting profession could be 
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less attractive to the most talented students. Several studies rely on surveys to solicit students’ 

opinions. However, it is not plausible to establish a causal relationship using the survey method. 

Using a DID design, my paper shows that financial fraud causes a reduction in the supply of 

accounting students, consistent with the argument that financial fraud is detrimental to the image 

of the accounting profession.  

Third, my paper provides evidence on the role of ethical leadership in retaining employees. The 

literature on business ethics shows that ethical leadership is positively related to employee 

performance and healthy organizational ethical culture (Mulki, Jaramillo, and Locander, 2009; 

Shin, 2012). I provide additional evidence on the important role of ethical leadership and show 

that unethical behavior by top management, such as committing fraud, has a broader impact 

outside the organization. Specifically, financial fraud committed by top management changes 

students’ perception of the accounting profession, resulting in a loss of future talent. 

Finally, my research has important policy implications. I show that high school students choose 

majors other than accounting after encountering news of financial fraud due to the loss of trust in 

the profession. These negative effects are more pronounced for female students. In addition, 

students react more negatively when top management is involved in the fraud. These findings 

provide vital clues of measures that mediate the negative effects of financial fraud for both 

educators and policymakers. First, as previous research suggests that their experience in 

introductory high school accounting courses has a profound influence on students’ tendency to 

study accounting in college, my findings suggest that reinforcing or restoring trust in the profession 

during these courses can potentially stimulate students’ interest in accounting, especially for those 

who were previously exposed to the news of fraud. In addition, my paper supports the AICPA’s 

awareness efforts at the high school level. To attract more talent for future CPAs, it is vital to 
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establish trust in the accounting profession among high school students when they start their 

journey into the accounting world.  

Second, this paper highlights the importance of retaining female students in accounting programs 

after financial fraud. As female students are more likely to study majors other than accounting 

after learning of such events, financial fraud negatively affects the gender diversity of the 

profession. Therefore, it is critical that educators allocate additional resources to mediate the 

negative impact of financial fraud on female students and convince them to stay in the profession.  

Lastly, my findings demonstrate that financial fraud involving top management is more 

detrimental to the supply of future accountants. This finding provides supporting evidence to 

regulators for stronger enforcement and tougher penalties on fraud committed by top management.   

The remainder of this paper is structured as follows. The next section reviews the related literature 

and develops the main hypothesis. Section 3 discusses the research design. Section 4 presents the 

main results. Section 5 tabulates the results of several cross-sectional analyses. Section 6 concludes. 

2. Literature Review and Hypothesis Development 

2.1 Literature Review 

In this section, I provide a short review of the literature related to my research. First, I discuss 

various definitions of fraud in the literature. Then, I summarize the literature on the consequences 

of financial fraud. Finally, I review the current literature on factors that affect students’ decisions 

to major in accounting. 

2.1.1 Defining Financial Fraud 
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In the United States, there exist a variety of formal definitions for what comprises financial fraud. 

For example, the Committee of Sponsoring Organizations of the Treadway Commission 

(COSO)—a U.S. private sector initiative dedicated to combatting financial fraud—defines the term 

as “any intentional act or omission designed to deceive others, resulting in the victim suffering a 

loss and/or the perpetrator achieving a gain” (COSO, 2016). This definition, however, is rather 

theoretical from an applied research perspective as it lacks empirical guidance for actually 

identifying concreted examples of financial fraud. Definitions of financial fraud can also be found 

under different securities laws, specifically in Section 17(a) of the 1933 Securities Act, Section 

10(b) of the 1934 Securities Exchange Act, and SEC Rule 10b-5. Section 17(a)(1) of the 1933 

Securities Act involves fraudulent interstate transactions related to a security issuance and Section 

10(b) of 1934 Securities Exchange Act involves manipulative and deceptive devices related to an 

already-issued security.  

These definitions vary because financial fraud can involve different elements or schemes, and is 

therefore a situational concept.4 However, there are some common features to be found across all 

definitions: (1) there must be a misrepresentation in the form of misstatement, misreporting, or 

omission; (2) the misrepresentation must be material; (3) the person who committed such material 

misrepresentation must have done so negligently, recklessly, or being aware of its falsity; and, (4) 

in private suits, the misrepresentation can be proven to be causally related to a loss suffered by the 

plaintiff (Amiram et al., 2018).  

 
4 For a (relatively) easy to follow article regarding securities laws involving the definition of financial fraud, please 

refer to https://www.keker.com/news/news-items/Section-17-a-of-the-Securities-Act-of-1933-Unanswered-

Questions- 
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In the literature, researchers rely on several databases to identify financial fraud, each with a 

different focus and covering different types of events that could be associate with fraud. 5 

Furthermore, each database employs different strategies for identifying financial fraud. These 

strategies sometimes rely on individual judgement and are thus prone to various levels of type I 

error. For instance, a securities class action lawsuit could be included in the fraud database but 

later be dismissed or determined too frivolous to bear any economic significance. Researchers 

relying on the Accounting and Auditing Enforcement Releases (AAER) database, therefore, still 

need to carefully identify and filter out non-fraud AAER events (Beatty, Liao, and Yu, 2013; 

Schrand and Zechman, 2012).  

To overcome this caveat, Karpoff et al. (2017) propose using the presence of fraud charges under 

the 1933 and 1934 securities acts brought by the SEC or the DOJ as an indicator of financial fraud. 

Specifically, they define financial fraud as an instance of misconduct that violates either Section 

17(a)(1) of the 1933 Securities Act or Section 10(b) of the 1934 Securities Exchange Act, and that 

prompts formal charges by the SEC and/or the DOJ. This definition avoids the ad-hoc approaches 

used by individual databases and, instead, relies on the SEC and the DOJ for identifying financial 

fraud. As it is very rare for the SEC and attorneys of the DOJ to lose a case, the likelihood of 

making a type I error is low following this definition. 

I follow the definition Karpoff et al. (2017) use to identify financial fraud, as my research design 

relies on the assumption that news of intentional manipulation of accounting records and 

subsequent charges brought forward by authorities undermines the public’s confidence in the 

accounting profession and prompts students to reconsider their choice to major in accounting. 

 
5 I provide a summary of various databases applied in financial fraud research in the research design. 
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2.1.2 Consequences of the Financial Fraud 

The consequences of fraud have long been studied in the literature, which finds consistent evidence 

over time that the capital market reacts negatively to such events. I summarize the literature from 

the following perspectives: First, firms suffer from negative market returns after financial fraud. 

For example, using AAER, both Feroz, Park, and Pastena (1991) and Dechow et al. (1996) find 

that firms engaged in earnings manipulation suffer a -9% to -10% drop in market value on the first 

day of the announcement of earnings misstatement. Palmrose, Richardson, and Scholz (2004) 

further show that more material accounting restatements, measured by the change in net income 

and number of accounts affected, are associated with more negative returns.  

Second, fraud firms experience management and board turnovers. Desai, Hogan, and Wilkins 

(2006) rely on Government Accountability Office (GAO) data to identify accounting restatement 

firms. They show that top management of restated firms are more likely to leave the company after 

the restatement and that these managers experience difficulties in finding subsequent employment. 

Using a sample of 409 companies that restated earnings between 1997 and 2001, Srinivasan (2005) 

finds that the likelihood of director turnover increases for the outside directors on the audit 

committee after the firm committed financial fraud.  

Third, litigation risks increase after financial fraud. Palmrose and Scholz (2004) find that firms 

that misstate core earnings and have misstatements that involves more accounting issues are more 

likely to be involved in financial fraud and are more likely to be subjected to litigation and higher 

payments to settle the lawsuits.  

Finally, finance researchers explore how financial fraud damages the reputational capital of the 

fraud firms. Reputational capital is the present value of additional cash flow and lower cost of 
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capital enjoyed by firms when the firm’s counterparties trust that it will honor its obligations and 

will not engage in opportunistic behaviors to their counterparties’ detriment (Amiram et al., 2018). 

Research shows that fraud firms experience increased cost of equity and debt capital after the fraud 

(Hribar and Jenkins, 2004; Graham, Li and Qiu, 2008; Kravet and Shevlin, 2010; Chava, Huang 

and Johnson, 2017). The reputation loss after financial fraud could also cost the firm’s future 

performance. Utilizing the securities class action lawsuits data provided by Stanford University, 

Johnson, Xie, and Yi (2014) identify instances of financial fraud between 1996 and 2009 and show 

that fraud firms are more likely to lose major customers after the revelation of the fraud. In addition 

to damage to their reputational capital, fraud firms also break the trust investors put on the financial 

market. For example, Giannetti and Wang (2016) find that households in the state in which the 

financial fraud is revealed are less likely to participate in the stock market. They further document 

that this effect is due to the loss of trust in the stock market. 

2.1.3 Factors Driving Students’ Decision in Majoring in Accounting 

Early research on why students decide to major in accounting is relatively scarce. Paolillo and 

Estes (1982) compare career-choice factors between accountants and other professions using a 

survey with members of relevant professional organizations (e.g., the AICPA, the American Bar 

Association, the American Society of Mechanical Engineers, and the American Medical 

Association). The factors included in the survey were those found to be influential on career 

choices solicited from previous research. Their results show that, before deciding to choose 

accounting as their major, students were most concerned about future job opportunities. In addition, 

earnings potential, years of education required before entering the profession, personal aptitude 



14 

 

for the subject, and influence by teachers are all meaningful factors that shape students’ decision 

to study accounting (Paolillo and Estes, 1982). 

Cohen and Hanno (1993) point out that the factors included in Paolillo and Estes’ (1982) survey 

are ad-hoc and lack theoretical foundation, making it difficult to generalize the conclusions drawn 

by Paolillo and Estes (1982) to other settings. Instead, Cohen and Hanno (1993) use the Theory of 

Planned Behavior (TPB) (Ajzen, 1985; 1987; 1988) from social psychology to guide their research. 

The TPB proposes that an individual’s behavior can be explained by three factors: (1) attitude 

toward the behavior; (2) subjective form; and (3) behavior control. According to the TPB, attitude 

toward the behavior is driven by the individual’s assessment of the outcome of performing the 

behavior and the likelihood of achieving such an outcome, while subjective form reflects the social 

pressure on the individual to either perform or not perform the behavior. These two factors, the 

theory maintains, directly determine the intention of an individual to perform the behavior. 

However, the TPB holds that, in addition to her intention, an individual’s behavior can also be 

interfered with by her belief about how easy or difficult it is to perform the behavior. The more 

resources and opportunities an individual has, this theory concludes, the higher her level of 

perceived control over being able to perform the behavior should be. Additionally, Cohen and 

Hanno (1993) find that students’ perception regarding accounting (i.e., accounting is very number-

oriented and boring), the guidance and advice they receive from parents, and the quality and 

structure of the introductory accounting courses they take could shape their decision on whether 

to major in accounting.  

The quantity of research into factors that influence students’ decision to major in accounting 

exploded at the turn of the century. This sudden interest was partly stimulated by the downturn in 

enrollment in U.S. college accounting programs in the late 1990s. By 2001, the number of college 
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students graduating with an accounting degree dropped below 45,000 from over 60,000 annually 

during the early 1990s (Brynes, 2005). At Georgetown University alone, the number of students 

who earned an accounting degree in 1999 was 50 percent less than in 1996 (Smith, 2005). This 

dramatic decline in accounting graduates inspired a flurry of research to identify the causes. 

Several other papers also rely on the TPB to guide their research. For example, Allen (2004) 

investigates whether the 150-hour requirement6 persuades students to walk away from studying 

accounting. This study finds that non-accounting students are aware of the 150-hour requirement 

and that they take such factors into their decision-making. For non-accounting students, the cost 

of doing an extra year of education to qualify for a CPA membership outweighs the benefits of 

better job opportunities and higher salaries available by becoming a CPA (Allen, 2004). However, 

Allen (2004) also finds that students who do choose accounting have better academic performance 

compared with their non-accounting peers, suggesting that an accounting major is still attractive 

to high-quality students. Smith (2005) also follows the TPB framework and finds that the 

impression created by the introductory accounting courses strongly influences students’ decision 

whether to major in this discipline. Similar to Allen (2004) and Smith (2005), Djatej et al. (2015) 

also highlight the importance of positive influence from significant others and the perception of 

accounting. They further note that students who perceive themselves as having strong accounting-

related skills are more likely to major in accounting. 

 
6 The 150-hour requirement refers to the requirement proposed by the AICPA that students need to finish 150 hours 

of accounting education before they are eligible to become a CPA. This is equivalent to five years of higher education. 

For example, a student who obtains a bachelor’s degree in accounting will need to spend one more year in a master’s 

accounting program to fulfill the 150-hour requirement. The 150-hour requirement was signed into law in various 

states in the United States in late 1980s and 1990s and was enacted in 2000. By January 2001, 45 out of the 50 states, 

plus the District of Columbia, Guam, and Puerto Rico had enacted the 150-hour requirement. 
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Some researchers explore whether the intrinsic rewards of being an accountant are influential in 

the decision to study accounting. Intrinsic rewards refer to the satisfaction obtained from doing a 

job, such as the positive utility experienced through being creative, autonomous, and intellectually 

challenged (Felton, Buhr and Northey, 1994). In contrast, utility extracted from financial benefit 

and career development, neither of which is related to the nature of the job itself, is considered an 

extrinsic reward. Felton et al. (1994) find that for Canadian students who decide to become 

Chartered Accountants (CA, which is equivalent to the AICPA in the United States), their decision 

to study accounting is mainly driven by the promise of long-term earnings and job-market 

opportunities. In other words, CA students perceive extrinsic rewards of the accounting profession 

to be more important than intrinsic rewards in their decision-making. Students who enroll in non-

accounting business programs, on the other hand, are found to be more concerned with the intrinsic 

value of the job and higher initial salaries. In addition, the authors show that exposure to high 

school accounting courses is associated with a higher likelihood of pursuing a CA in college. Chen, 

Jones and Mcintyre (2008) replicate the design of Felton et al. (1994) in U.S. settings and find 

similar results.  

Finally, given the multiple notorious financial fraud incidents that occurred at the beginning of this 

century, accounting researchers have become concerned about whether these scandals are altering 

public perception of the accounting profession and deterring students from choosing accounting 

as their major. For example, Coleman, Kreuze, and Langsam (2004) survey 338 business students 

at a large university in the mid-western United States after the Enron and other major scandals. 

The participants include both accounting and non-accounting students at different stages in their 

respective programs. The results of this study indicate that, while more than half (55%) of the 

respondents believe that accounting scandals make an accounting career less attractive, the 
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majority of the participants (over 80%) have no plan to change their college major or rethink their 

career choice. In addition, the authors find that students who are already in accounting programs 

are less likely to find the accounting profession less attractive after the scandals and are more likely 

to hold the belief that accounting remains an honorable profession.  These finding are echoed by 

those of Chen, Jones, and McIntyre (2002). However, Chen et al. (2002) also caution that, even 

though the survey results suggest that the prospective supply of quality candidates may not be as 

grim as previously thought, it is still possible that the accounting profession is losing high-quality 

candidates to these fraud scandals.  

In summary, previous studies find that personal interest in the subject and a desire for higher long-

term earnings and better job opportunities, together with a positive influence from teachers and 

their own positive experience in introductory-level accounting courses could persuade more 

students to major in accounting. On the other hand, concerns about the longer educational time 

investment and poor impressions created by introductory accounting courses discourage students 

from choosing accounting as a major. Finally, previous literature finds mixed evidence on how the 

major accounting scandals affect the future supply of students to this profession. As these findings 

are not conclusive, further research is warranted.   

2.2 Hypothesis Development 

After former executives of Enron, including Kenneth Lay and Jeffrey Skilling, were convicted on 

multiple counts of fraud and conspiracy by a U.S. court in Houston in May 2006, the DOJ issued 

a statement summarizing the case. The DOJ concluded that the fraud perpetrated by Lay, Skilling, 

and other co-conspirators’ “effort to mislead the markets were protracted, deliberate, and 
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dishonest.”7 The SEC and the DOJ exerted great effort to fight this corporate fraud because, in 

their words: “We care about the victims of this corporate criminal behavior. Employees who lose 

their jobs and lose their pensions. Investors who lose their savings. And so this verdict encourages 

us.”8 This statement highlights the unethical nature of the conduct by the former executives of 

Enron and the suffering experienced by their victims, such as employees and investors, resulting 

from the fraud scheme. These intentional and unethical manipulations of the financial reports were 

also widely reported in the media.   

As one’s major in college typically determines the direction of one’s future career, the news of 

financial fraud could highlight the probability of encountering similar unethical behavior in the 

future career of students interested in accounting. Social psychologists suggest that people care 

about the moral traits of others in interpersonal relationships (Goodewin, Piazza, and Rozin, 2014). 

Furthermore, we are more willing to interact with people with similar moral values (Vaisey and 

Lizardo, 2010) and we tend to distance ourselves from those who hold opposing moral convictions 

(Skitka, Bauman, and Sargis, 2005).  

Moral values consist of multiple components. In Moral Foundations Theory (MFT), proposed by 

Haidt and Joseph (2004) and Graham et al. (2013), five moral foundations are identified—the basic 

elements within the moral domain that explain the origins of morality across cultures. These five 

moral foundations are9: 

1. Care/harm: Describes the way that people extend care to the weak and protect the vulnerable 

from harm. 

 
7 https://www.justice.gov/archive/enron/pdf/layskillingverdictstatementvydagmcnulty.pdf 
8
 Ibid. 

9  In Haidt and Joseph’s earlier work, these five moral foundations had slightly different names: Harm/care, 

Fairness/reciprocity, Ingroup/loyalty, Authority/respect, and Purity/sanctity. 
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2. Fairness/cheating: Describes how people display characteristics such as fair, just, and 

trustworthy in mutual relationships. 

3. Loyalty/betrayal: Describes the tendency of people to form cohesive coalitions within a group. 

4. Authority/subversion: Describes personal traits related to displaying obedience and giving 

deference to people in dominant positions.  

5. Sanctity/degradation: Describes virtues such as temperance, chastity, and dislike towards 

deviants. 

According to MFT, the first two foundations (i.e., care/harm and fairness/cheating) are related to 

universal moral values because people expect to be treated fairly and cared for by others under all 

circumstances. The third and fourth foundations (loyalty/betrayal and authorities/subversion), 

according to the theory, correspond to communal values such as loyalty and submission to 

authority, and are generally tied to certain groups. The final MFT foundation, sanctity/degradation, 

is regarded as related to the “divine” and therefore not directly related to the distinction between 

universal and communal moral values.  

Similarity in communal values has important implications for within-group interpersonal 

relationships (Dehghani et al., 2016). However, when it comes to tolerance of intergroup relations, 

perceived moral similarity in universal values is more relevant (Obeid et al., 2017). In other words, 

the extent to which two groups of people share similar universal moral values—such as caring, 

fairness, and justice—will have direct influence on their willingness to improve their relationship 

with each other. Extrapolating this finding to my setting, the extent to which potential accounting 

students hold universal moral values in high regard will be inversely related to their likelihood of 

enrolling in accounting programs. As such, they will not be in the same group as people like those 

found in Lay or Skilling. 
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Not only is financial fraud unethical, it is also a breach of the trust that stakeholders—such as 

investors, employees, and governments—have placed on these firms and their management.  The 

important role that trust plays in facilitating economic activities has been well documented in the 

literature. As Nobel-winning economist Kenneth Arrow (1969) wrote more than half a century ago: 

“It is useful for individuals to have some trust in each other’s word. In the absence of trust, it would 

become very costly to arrange for alternative sanctions and guarantees, and many opportunities for 

mutually beneficial cooperation would have to be foregone.” In the capital market setting, loss of 

trust caused by financial fraud could hinder the efficient allocation of capital. Indeed, individual 

investors who experience financial fraud withdraw their assets from the capital market and direct 

their savings to the bank instead (Gurun, Stoffman and Yonker, 2018; Giannetti and Wang, 2016). 

For students who are interested in studying accounting in college, many experience positive 

influence from their teachers and their own experiences in introductory courses (Cohen and Hanno, 

1993). Such positive experiences could help develop an implicit trust in the accounting discipline 

and, ultimately, the accounting profession. For instance, students could trust that, by enrolling in 

an accounting program, not only will they receive a respectable financial return by choosing 

accounting as their profession, they will also become a member of a profession that honors ethics 

and professionalism. However, witnessing the intentional manipulation of accounting records that 

destroys the welfare of investors and the lives of those who are disciplined and charged could 

severely damage the trust students have in their future career. To the extent that students suffer 

from this betrayal of trust (Bohnet and Zeckhauser, 2004), I expect that students will consider other 

areas of study in college.  

However, there are also reasons that financial fraud might not cause students to change their 

decision to major in accounting. Previous literature documents that, compared with other non-
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accounting business majors, accounting students are more concerned about higher long-term 

earnings and job opportunities (Felton et al., 1994). Almost 40% of students surveyed in Coleman 

et al. (2004) did not think that financial fraud makes a career in accounting less attractive. 

Therefore, those students who focus more on job opportunities and financial return may still decide 

to study accounting after witnessing financial fraud. Ultimately, whether financial fraud will make 

fewer students choose accounting as a major is an empirical question.  

To the extent that students perceive accounting as a discipline without regard for moral values and 

lose trust in the profession, I predict the enrollment will decrease after exposure to the news of 

financial fraud. I formally present my hypothesis as follows: 

Hypothesis 1: Financial fraud leads to a decrease in the enrollment rate in accounting programs. 

3. Sample Selection and Research Design  

In this section, I describe the data used in this research, and discuss my empirical design.  

3.1 Data 

There are four major databases researchers use most frequently for identifying financial fraud cases. 

To clarify the relationship between these databases, I first provide a brief introduction to each. 

Next, I present the data sources for my research. 

3.1.1 Databases for the Research of Financial Fraud 

Researchers rely primarily on the following four databases to identify financial fraud for their 

empirical work. 

a. The Accounting and Auditing Enforcement Releases Database 
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The first data source is the Accounting and Auditing Enforcement Releases (AAER) database, 

issued by the SEC. The AAER includes firms that violate Section 13(a) of the Securities Exchange 

Act of 1934. Section 13(a) requires firms to timely file their quarterly and annual financial 

statements with the SEC in a manner that complies with Regulation S-X, which requires that the 

submitted financial statements do not violate the GAAP (Dechow, Sloan, and Sweeney, 1996). 

Among the AAER cases, most have been accused by the SEC of intentional financial misstatement. 

As such, one of the advantages of using the AAER dataset is a low risk of type I error in identifying 

financial fraud cases.  

b. The Government Accountability Office Database 

The Government Accountability Office (GAO) Financial Statement Restatement Database collects 

accounting restatement events through searching keywords in the Lexis-Nexis news database. As 

these keyword searches do not differentiate between management’s intentions, the accounting 

restatements included in the GAO database are a mix of intentional fraud and accounting errors. 

Hennes, Leone, and Miller (2008) attempt to disentangle the accounting irregularities from the 

restatements that involve accounting errors. They identify irregularities as having occurred when 

firms explicitly use “fraud” or “irregularity” when discussing the restatement events; when the 

SEC or the DOJ initiate an investigation; or when there is an independent investigation of the 

restatement conducted by other parties, such as the company board. Based on these criteria, the 

authors identify 26.4% of the GAO restatements as “irregularities”.   

c. The Audit Analytics Database 

Unlike the GAO, the Audit Analytics (AA) database collects accounting restatement events using 

textual analysis from all EDGAR filings. In contrast to the approach used by the GAO, the AA 
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identifies those restatements not announced in a press release or 8-k filing. In addition, to facilitate 

the application of the database, the AA identifies and categorizes the restatements into three 

categories: (1) accounting rule application failures, (2) financial fraud, and (3) clerical application 

errors (Bens, Goodman and Neamtiu, 2012). Audit Analytics categorizes a restatement as fraud if 

(a) the SEC issues an AAER, (b) the company admits to fraud or irregularities in its corporate 

filings, or (c) company officers are indicted (Scholz, 2008). For each restatement event, the AA 

also includes information regarding the restatement period.  

d. The Stanford Securities Class Action Clearinghouse (SCAC) 

Researchers also identify financial fraud cases through the securities class action lawsuits data 

provided by the Stanford Securities Class Action Clearinghouse (SCAC). The SCAC collects class 

action lawsuits that arise for various reasons, including those related to financial misstatements. 

The SCAC provides lawsuit case details such as the securities code that the firms allegedly violated, 

the amount of settlement, etc., which allows researchers to apply their own criteria for filtering out 

the fraud cases that meet their definitions. For example, Dyck, Morse, and Zingales (2010) identify 

fraud class action lawsuits against U.S. companies between 1996 and 2004. They exclude fraud 

cases that were dismissed during the judicial review process and, to eliminate the frivolous suits, 

only include cases with settlement amounts over three million U.S. dollars (Choi, Nelson, and 

Pritchard, 2009). One disadvantage of using the SCAC, however, is that it only captures federal 

securities class action lawsuits. 

3.1.2 Sample Selection 

For this research, I identify cases of financial fraud based on the dataset from Karpoff et al. (2017) 

and Call et al. (2018). This dataset comprises 1,133 enforcement actions by the SEC and/or the 
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DOJ between 1978 and 2012. These enforcement actions involve cases of misconduct that violate 

various 13(b) provisions of the 1934 Securities Exchange Act and Code of Federal Regulations.10 

Specifically, these regulations require that the issuer of a security shall (1) establish and maintain 

books and records that accurately reflect the transactions of the issuer, and (2) devise and maintain 

an internal control system. These regulations also establish that (1) no person shall knowingly 

falsify any books or record; (2) no person shall knowingly fail to maintain or implement an internal 

control system; and (3) no person shall directly or indirectly make a false or misleading statement 

to an accountant (Call et al., 2018). The enforcement actions included in the database used by 

Karpoff et al. (2017) often involve multiple violations. For example, a case that was charged under 

Section 13(b)(2)(a) for failing to maintain books and records that accurately reflect all transactions 

could also be charged under Section 17(a)(1) or Section 10(b) for involving fraudulent transactions. 

I use the indicator variable included in this database to identify cases that involve financial fraud. 

I rely on the above 13(b) database to identify financial fraud for two reasons. First, I focus on 

whether students give up studying accounting when they are exposed to the news of financial fraud. 

The focal point is convincing evidence that could persuade the public to believe that either the firm 

or the responsible personnel has intentionally manipulated the financial records or breached the 

internal control. The most persuasive information, in my opinion, is the news that a firm or an 

individual has been charged with financial fraud by the SEC and the DOJ.11 Other news involving 

misconduct, including voluntary accounting restatements or securities class action lawsuits, lacks 

convincing evidence of intentional wrongdoings. Therefore, although the aforementioned four 

 
10 For a detailed list of provisions and regulations violated by these cases of misconduct, please refer to Karpoff, 

Martin, and Lee (2008) and Karpoff, Martin, and Lee (2014). 
11  A fraud case could include multiple events including voluntary restatements or disclosure of independence 

investigations by a company’s board etc. before the official charges pressed by the SEC/DOJ. Figure I of Karpoff et 

al. (2017) provides a complete timeline of events involved in a fraud case. 
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fraud databases each include strategies for identifying financial fraud, they all suffer from various 

levels of type I error. The 13(b) database, on the other hand, relies on the enforcement actions of 

the SEC and the DOJ to identify fraud. As the cases brought to court by these agencies are seldom 

dismissed or lost, following the 13(b) data helps me minimize type I error.  

Second, my research design requires that I identify the timing of students’ decisions. If the students 

perceive fraud charges by the SEC and the DOJ as a credible signal of financial fraud, my priority 

is to identify the date when the fraud charges were brought forward. In practice, if the SEC and 

the DOJ believe a firm or individual has committed fraud, fraud charges will be included in the 

enforcement releases when they proceed with enforcement actions. Accordingly, a credible date 

related to student decision making is the enforcement commencement date. The 13(b) data 

includes the beginning and end dates of the SEC/DOJ’s enforcement actions. I, therefore, use the 

13(b) data to identify the date students make decisions about whether to study accounting.  

I collect U.S. colleges’ post-secondary education information from the Integrated Postsecondary 

Education Data System (IPEDS), a system of interrelated surveys conducted annually by the U.S. 

Department of Education’s National Centre for Education Statistics (NCES). This system gathers 

information from every college, university, and technical and vocational institution that receives 

financial aid from the federal government, including data such as enrollments, program 

completions, graduation rates, and other institutional characteristics.12 The first year of available 

IPEDS data is 1986. For my research, ideally, I need the annual enrollment data for each college’s 

accounting program. However, IPEDS does not break down the enrollment information to the 

program level. Therefore, I collect the information on the number of students that earn an 

 
12 https://nces.ed.gov/ipeds/about-ipeds 
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accounting degree as a proxy for the enrollment rate. Note that there is a natural delay for us to 

observe the effects of financial fraud when using the graduation data. As such, the IPEDS data 

range is between 1997 and 2017.  

I restrict the fraud sample period to between 1996 and 2012. I start my sample period in 1996 as 

this is the first year the SEC publishes its enforcement actions in its online system. My final sample 

includes 15,363 college-year observations, with 133 unique fraud cases and 1,267 unique colleges. 

Panels A and B of Table 1 present the sample selection procedures for the fraud cases and the 

colleges included in the sample, respectively. 

3.2 Research Design 

In this paper, I investigate whether financial fraud events discourage college students from 

choosing accounting as their major. In my research design, there are three implicit assumptions. 

(1) Local news of financial fraud has a disproportionate effect on the local population. This 

assumption is consistent with the local bias well documented in finance literature. Previous studies 

show that individual investors tend to hold stocks in firms with headquarters that reside locally 

(Huberman, 2001; Ivkovic and Weisbenner, 2005). Geographical proximity reduces information 

asymmetry and enables investors to process and exploit locally available information. To the 

extent that households are better informed about local information, I expect such information will 

be more thoroughly processed and contribute proportionately more weight in their decision-

making.  

(2) Students are more likely to attend colleges close to their homes. This assumption makes 

economic sense as U.S. colleges offer lower tuition to in-state students. In addition, my assumption 

is supported by a survey of almost one million U.S. college students conducted by Mattern and 
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Wyatt (2009), which finds that half of those surveyed attend colleges within 100 miles of their 

home.13 The median distance students travel for college is 94 miles (Mattern and Wyatt, 2009).  

(3) Students make decisions about their college major during their last year of high school. I make 

this assumption based on the observation from the literature that today’s students are deciding their 

major much earlier in their academic career than previous generations of students. For instance, a 

survey of UCLA accounting graduates conducted in 1958 found that students of that era did not 

make the decision to major in accounting until their junior/senior year in college (Simons, 1960). 

In contrast, a survey conducted in the early 1980s found that over 40% of students of that 

generation made their decision to study accounting in the first two years of college (Paolillo and 

Estes, 1982). Finally, a survey in the early 2000s found that about 50% of accounting students in 

Brooklyn College of the City University of New York made their decision to study accounting 

either during their first year of college or as early as in high school (Giladi, Amoo, and Friedman, 

2001).  

To establish a causal relationship between financial fraud and a decrease in the enrollment of 

accounting programs, I employ a DID design. One of the key steps in the DID design is to identify 

a treatment and a control group, as well as to differentiate the pre- and post-treatment periods. For 

the treatment and control groups, as previously discussed, I assume people pay more attention to 

local news. Theoretically, what matters is the distance between students’ homes and the fraud 

firms. Given that I cannot observe this distance and that students attend colleges close to their 

homes, in my empirical work, I use the distance between the colleges and the fraud firms as a 

 
13 In this paper, I examine the effects of financial fraud on the decision to enroll in university accounting programs by 

high school students residing within a 100-mile radius of the fraud firms. The students’ decisions are more likely to 

be affected by news of fraud committed by “local” firms. As my sample includes fraud firms from 37 U.S. states, the 

inferences from this paper can be generalized to the student population of the entire United States.  
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proxy. I define the treatment group as the colleges within a 100-mile radius circle of the fraud firm. 

The colleges that fall out of this circle comprise the control group. As a robustness check, I also 

test the robustness of my results based on different radius cut-offs.  

In my setting, the pre- and post-treatment periods are determined by the date that the SEC/DOJ 

publishes the enforcement releases. As I can only observe the number of students graduated each 

year, the post-treatment period starts in the year the first cohort of students impacted by the news 

of financial fraud obtain their accounting degree. However, there are two possible scenarios to 

consider, as illustrated in Figure I. If the financial fraud is revealed in the first half of the year, the 

students who are in their last year of high school will make their decision on what major to study 

and enter college that same year, and graduate from college four years after the revelation. If the 

fraud is revealed in the second half of the year, it is the next cohort of senior high school students 

who will have this information while making their decision on which major to pursue. This group 

will enter college the following calendar year, which means that we will observe any effect starting 

from the fifth year after the revelation. My post-treatment period starts from the first year in which 

we could observe the effects of the financial fraud. 

I test my hypothesis with the following model: 

Graduation rate = β0 + β1 Post + β2 Post*Treat +Demographic controls + Institution and Year 

Fixed effects (1) 

Note that the variable Treat is missing in my model. This is because the treatment variable is 

collinear with the institution fixed effects. The coefficient of interest is β2, which captures the 

incremental effect of the decrease in enrollment in accounting programs suffered by colleges that 

are geographically close to the fraud firms after the fraud is revealed. 
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The graduation rate is calculated as the annual number of students who earn an accounting degree 

divided by the total number of graduates in a college. I further break down the dependent variable 

to Male_rate, Female_rate, and Total_rate to measure the graduation rate of male students, female 

students, and all accounting students, respectively. I identify students in accounting-related majors 

based on the Classification of Instructional Programs (CIP) code in the IPEDS. The CIP is a 

taxonomy scheme developed by the NCES in 1980. The NCES utilizes the CIP to track and report 

field of study and program completion information. The CIP has been updated five times since its 

inception: in 1985, 1990, 2000, 2010, and 2020.14   

The IPEDS adopts the six-digit CIP scheme (i.e., xx.xxxx) to track the field of studies. The first 

two digits identify the general program area (e.g., 52 is the code for business, management, 

marketing, and related support services) and the last four digits identify the specific academic 

programs (e.g., 03xx under area code 52 are accounting-related programs). There are six unique 

CIP codes in the IPEDS that are related to accounting programs.15 I list the detailed information 

for each accounting program CIP code in Appendix A.  

In my baseline test, I calculate the number of students who graduated with an accounting degree 

based on the CIP code 52.0301.16 As a robustness test, I also report my baseline results based on 

all six CIP codes related to accounting. Post is a dummy variable equal to one if year t is one of 

the first three years in which we observe the effects of financial fraud on accounting program 

 
14 For a detailed introduction on the CIP, please refer to 

https://nces.ed.gov/ipeds/cipcode/Files/2020_CIP_Introduction.pdf 
15 In IPEDS, taxation is a separate area of study from accounting. The CIP code for taxation is 52.1601. I only identify 

seven colleges that provide undergraduate-level taxation programs. Therefore, I exclude taxation programs from my 

study.  
16 Among 1,663 colleges that have accounting programs, over 92% report their program information under CIP code 

52.0301. 
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enrollment, and zero otherwise. Treat is a dummy variable equal to one if the college is within a 

100-mile radius circle from the fraud firms, and zero otherwise.  

Previous research finds that students’ decision to study accounting in college is affected by 

external factors such as guidance from parents (Cohen and Hanno, 1993) or financial reward 

(Paolillo and Estes, 1982; Felton et al., 1994; Chen et al., 2008), suggesting demographic 

characteristics such as resident income, level of education, etc. could be correlated with my 

dependent variable. To mitigate this concern, I control for a battery of demographic variables in 

my model. These variables are measured at the county level. Specifically, I control for Income, 

defined as the natural log of annual per-capita income adjusted by the Consumer Price Index for a 

county. To the extent that parents’ capability to guide their children depends on their own level of 

education, I control for Education, defined as the percentage of the population with a college 

education in a given county; I also include Religion, defined as the percentage of religious 

adherents each year for a given county.  

As discussed in the literature review, the likelihood of students choosing to study accounting is 

also influenced by job opportunities and long-term earning capabilities, I include two 

macroeconomic environment indicators. First, I control for Unemployment, defined as the 

unemployment rate in percentage point for each county. Second, I control for Income Growth, 

calculated as the growth rate of per-capita income each year for a given county. Finally, I also 

include Population as a control variable, defined as the natural logarithm of a county’s population 

for the year.  

I collect the data for the above control variables from the following government agencies. Data for 

calculating Income, Income Growth, and Education is from the U.S. Bureau of Economic Analysis, 

while unemployment data is collected from the Bureau of Labor Statistics. Lastly, I obtain 
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religiosity data from the Association of Religion Data Archive. In the model, I include institution 

and year fixed effects. These fixed effects control for unobserved systematic differences across 

institutions and years. All the continuous variables are winsorized at the 1st and the 99th percentiles 

before estimation. I provide a detailed description of all the variables in Appendix B. 

4. Empirical Results 

In this section, I present the empirical results of my research. First, I briefly discuss some 

descriptive statistics for my sample, followed by the main empirical results of my tests. 

4.1 Descriptive Statistics 

My final sample consists of 15,363 college-year observations, including 133 unique fraud cases 

and 1,267 unique colleges. Panel A of Table 2 presents the distribution of fraud cases across states. 

The three states with the most fraud cases are Alabama, California, and Arizona, respectively. The 

total cases of fraud in these three states make up over 25% of all the sample cases. In Panel B, I 

report the distribution of these cases across the sample period. The years 2002 through 2004 have 

the most revealed fraud cases across the sample period, making up almost one-third of the 133 

fraud cases in the sample. Thereafter, the number of fraud cases investigated by the SEC and the 

DOJ drops significantly. This drop is consistent with the finding by Patterson and Smith (2007) 

that, after the passage of the Sarbanes-Oxley Act, companies have implemented stronger systems 

of internal controls and have become more effective at mitigating the risk of fraud. Panel C 

tabulates the distribution of colleges included in the sample across states. New York, Pennsylvania, 

and Texas have the largest number of colleges with accounting programs. 
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Panel D of Table 2 reports the descriptive statistics of the variables. On average, about 2.32% of 

students who earn a bachelor’s degree each year are in accounting-related majors, and slightly 

more than half of this group is female: 2.44% of graduates are female while 2.17% are male. 

Thirty-eight percent of my observations are in the treatment group, and forty-seven percent of my 

observations are in the post-treatment period. Twenty-eight percent of the residents in my sample 

have received college education. On average, the annual income of the residents grows at a rate of 

3.8% every year in my sample period, and half of the residents are religious. The average 

unemployment is 5.55% while the population grows at a rate of 0.90% every year. These numbers 

are close to that of recent studies (e.g., Cheng, Wang, Zhang, and Zhao, 2017). 

4.2 Baseline Results 

Panel A of Table 3 reports the baseline results. The dependent variable is the annual graduation 

rate of undergraduate students in accounting-related programs measured in percentage points. The 

independent variable of interest is the interaction term of Treat and Post. Standard errors are White 

heteroskedasticity-robust and clustered by the institution. The coefficients of the interaction term 

of Treat and Post is negative and statistically significant at the 1% level (β = -0.114, t-statistic = -

2.76). This result is consistent with the view that students factor the news of financial fraud into 

their decision-making process when deciding which area of study to pursue in college, supporting 

my hypothesis that financial fraud discourages students from choosing accounting as a major.  

The detrimental effects of financial fraud on the supply of future accountants are also economically 

significant. On average, a fraud case could lead to a decrease of 0.114 percentage points in the 

proportion of students graduating with an accounting degree for the treatment colleges. In my 

sample, the average number of students who graduate with a bachelor’s degree is 1,945 per college 
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per year17. A decrease of 0.114 percentage points is equivalent to a loss of 2.22 students per college 

per year (1,945*0.114%=2.22). During the sample period, there are 873 colleges within a 100-

mile radius of the 133 fraud cases. Assuming the negative effects of the financial fraud last for 

only one year, these fraud cases would have turned away at least 1,938 (873*2.22=1,938) students 

who might have otherwise chosen to major in accounting.  

Overall, results from Panel A of Table 3 are consistent with the hypothesis that news of financial 

fraud makes studying accounting less popular with college students. The detrimental effects of 

financial fraud on hindering the supply of future accountants are both statistically and 

economically significant. 

4.2.1 Baseline results - Alternative Cut-off Distances in Defining Treatment Colleges 

In my baseline test, I define treatment colleges as those that are within a 100-mile radius of the 

fraud firm. To alleviate the concern that my results are sensitive to my choice of the cut-off, I 

further test my results using alternative cut-off distances.  

The results are presented in Panel B of Table 3. I include three alternative cut-off distances: 60 

miles, 80 miles, and 120 miles. In columns (1) and (2), the coefficients of the interaction term 

Post*Treat are negative and statistically significant at 5% and 1%, respectively. In column (3), 

when the cut-off is 120 miles, the coefficient of the interaction term is negative and significant at 

the 10% level. These findings indicate that my baseline results are robust to different cut-off 

distances for defining treatment colleges. 

4.2.2 Baseline results - Alternative Definitions of Accounting Major 

 
17 This number is calculated based on the average number of undergraduate accounting students who received a 

bachelor’s degree between 2000 and 2016. I obtain this data from the Integrated Postsecondary Education Data System.  
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In the baseline test, I calculate the graduation rate of accounting students based on the number of 

students from the program with the CIP code 52.0301. There are about 10% of the colleges in my 

sample reporting information of accounting programs under other CIP codes as listed in Appendix 

A. As a robustness check, I include all six CIP codes in my model and tabulate the results in Panel 

C of Table 3. The coefficient of the interaction term Post*Treat for is negative and significant at 

1% level. This confirms that my results are robust to alternative definitions of accounting programs. 

4.2.3 Baseline results – Accounting Students Pursuing an Associate or Master’s Degree 

My baseline results focus on the decision-making of students who enter undergraduate programs. 

However, colleges also offer associate and master’s degrees in accounting. Therefore, a natural 

question to ask is whether financial fraud could also influence the decisions of students who are 

considering an associate or master’s degree in accounting.  

Students who are targeting an associate or master’s degree in accounting could have different 

incentives from that of undergraduate students. For instance, an associate degree in accounting is 

preparing students for entry-level accounting-related jobs such as bookkeeper, payroll clerk, and 

accounting assistant. It also prepares students for pursuing a bachelor’s degree in accounting. 

Normally, a student could finish the associate degree program in two years. Students considering 

an associate degree could be more concerned about short-term job opportunities. For students who 

choose to take the master’s program in accounting, many are in the process of completing the 150-

hour requirement for the AICPA. Compared with the prospective undergraduate students, they 

might be more committed to an accounting career. In addition, master’s programs have more 
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international students18. Compared with domestic students, international students are likely to be 

less aware of fraud committed by U.S. firms, and they could have different incentives (e.g., 

obtaining a U.S. education experience before settling down) for enrolling in the accounting 

programs. Consequently, these different incentives could make a difference in the decision-making 

process of students considering an associate or master’s degree. 

I tabulate the results in Panel A of Table 4. Columns (1) and (2) present the results for associate 

and master’s accounting programs, respectively. Neither of the coefficients on the interaction term 

Post*Treat is statistically significant, suggesting that students’ decision to pursue an associate or 

master’s degree in accounting is not changed by the news of financial fraud.  

4.2.4 Baseline results – Students Attending Public versus Private Colleges 

In my research design, I assume that students mostly focus on local news and that many of them 

attend colleges close to their home due to the lower, in-state tuition. Students could also choose to 

attend a private college for concerns other than tuition. Research on higher education finds that, 

on average, students who attend private nonprofit colleges are more than twice the distance from 

home than those who attend public four-year colleges (Hillman and Weichman, 2016). Students 

who attend private colleges far away from home might not be aware of financial fraud events that 

occur close to the college when they were trying to determine what major to study. Therefore, I 

expect students who attend public colleges to be more likely to choose non-accounting majors 

compared with those who attend private colleges, after news of financial fraud.  

 
18 For example, according to AICPA, in 2017/18, 8% of the students who earned a bachelor’s degree in accounting in 

the United States were international students, while 19% of the students who earned a master’s degree in accounting 

were international students. 
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I identify the type of post-secondary institutions through the identifier provided by IPEDS. There 

are three types of post-secondary institutions: public institutions, private not-for-profit institutions, 

and private for-profit institutions. I delete observations associated with private for-profit 

institutions, as it is not clear how far a student is willing to move from home to attend these 

institutions. 

I present the results in Panel B of Table 4. In column (1), for students who attend public institutions, 

the coefficient on the interaction term Post*Treat is negative and significant at the 10% level, 

suggesting that students attending public colleges are more likely to choose non-accounting majors 

after learning about a financial fraud. In column (2), for students who attend private not-for-profit 

institutions, the coefficient of the interaction is not significantly different from zero at the 

conventional level. However, the difference on the interaction terms is not significantly different 

from zero at the conventional level.  

Overall, the results of the above tests are consistent with my assumptions that students care about 

the local news and they factor the negative implications of financial fraud in their decision on 

whether to study accounting in the college.  

4.2.5 Baseline results – Effects on Other Business Programs 

I hypothesized financial fraud events will change the perception of students in the accounting 

profession and lead to a decline of enrollment in accounting programs. However, one concern is 

that the occurrence of financial fraud may not only affect the popularity of accounting programs 

but make all business majors less attractive. If this is the case, other programs in the field of 

business could also experience a decrease in enrollment. On the other hand, if financial fraud only 

makes accounting programs less attractive, and some students instead choose other business 
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majors, we will witness an increase of enrollment in other similar business majors such as finance 

or marketing.  

I identify several additional business programs in IPEDS based on the CIP code. Specifically, I 

calculate the graduation rate for general business/commerce program (i.e., CIP code 52.0101), 

business administration (BA) related programs (i.e., CIP code 52. 02xx), finance and financial 

management programs (i.e., CIP code 52.08xx), management information systems (MIS) 

programs (i.e., CIP code 52.12xx), marketing programs (i.e., CIP code 52.14xx), and human 

resources management (HR) program (i.e., CIP code 52.1001).  

The results are tabulated in Panel C of Table 4.  In Columns (1), (4), (5), and (6), the coefficients 

of the interaction term Post*Treat are not statistically different from zero at the conventional level, 

indicating that students who are interested in studying general business, MIS, marketing, and HR 

related programs do not consider the news of financial fraud to be an important factor in their 

decision-making.  

In Column (2), the coefficient of the interaction term is negative (β1 = -0.274, t = -2.00) and 

statistically significant at the 5% level. This result shows that students who are interested in 

studying BA programs in college may be discouraged by the news of financial fraud. One possible 

reason for this finding is that some colleges do not provide an independent accounting program 

but rather group all students interested in accounting, marketing etc. in the BA program19. However, 

in Column (3), the coefficient of the interaction term is positive (β1 = 0.055, t = 1.72) and 

statistically significant at the 10% level. This finding suggests that some students who originally 

 
19 The CIP coding system defines “Business Administration and Management, General” as “A program that generally 

prepares individuals to plan, organize, direct, and control the functions and processes of a firm or organization. 

Includes instruction in management theory, human resources management and behavior, accounting, and other 

quantitative methods, purchasing and logistics, organization and production, marketing, and business decision-

making.”  
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consider majoring in accounting but are discouraged by the news of financial fraud may decide to 

study finance instead.  

In summary, Panel C of Table 4 shows that only the students who originally consider studying 

accounting in college factor the news of financial fraud into their decision-making process. 

However, at least not all the students who give up studying accounting in college leave the school 

of business. Some students may instead turn to similar academic disciplines, such as finance, for 

their undergraduate studies.  

4.2.6 Baseline results –Dynamic of the Effects of Financial Fraud 

Having established the baseline results in Panel A of Table 3, one question that remains 

unanswered is: How long do the negative effects of financial fraud on the enrollment in accounting 

programs last? In this section, I investigate the dynamics of the effects of financial fraud on 

reducing accounting program enrollment. Specifically, I examine how such negative effects evolve 

during the three post-event years.  

I estimate an expanded version of the model (1) in which I replace the Post variable with three 

indicator variables for each post-event year: 

Graduation rate = β0 + β1 Year t + β2 Year t+1 + β3 Year t+2 + β4 Year t*Treat + β5 Year 

t+1*Treat + β6 Year t+2*Treat + Demographic controls + Institution and Year Fixed effects (2)   

The coefficients of interest are β4, β5, and β6, respectively. I present the results of Model (2) in Table 

5. The coefficients of three interaction terms are negative, and the coefficients of the first (β4 = -

0.090, t= -1.97) and second (β5 = -0.156, t = -2.92) interaction terms are statistically significant at 

the 5% and 1% levels, respectively. The results indicate that there will be fewer students enrolled 
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in accounting programs for at least two years after the financial fraud. In particular, such effects 

appear to be most prominent for students who make the decision on whether to study accounting 

one year after the fraud is revealed.  

4.2.7 Baseline results – Male versus Female Students 

Previous studies find that females demonstrate a higher level of consideration on ethical beliefs 

(Peterson, Rhoads, and Vaught, 2001; Ibrahim and Angelidis, 2009). To the extent that female 

students are more concerned with the negative implications of financial fraud, I predict female 

students are more likely to avoid studying accounting after financial fraud has been revealed.  

I test this hypothesis in Table 6. Columns (1) and (2) report the regression results for the graduation 

rate of male and female accounting students, respectively. In column (1), the coefficient of the 

interaction term of Treat and Post is negative but not significantly different from zero at the 

conventional level for male students. In column (2), the coefficient of the interaction term is 

negative and significant at the 1% level for female students. The difference between the coefficient 

of the interaction term for columns (1) and (2) is significant at the 5% level. This finding suggests 

that, compared with their male counterparts, female students are more likely to choose areas of 

study other than accounting after considering the negative implications of financial fraud.  

Table 5 also reveals some differences in the effects of control variables between genders. For 

example, in column (2), the coefficient of Income for female students is positive and statistically 

significant at the 5% level. However, in column (1) the coefficient of Income for male students is 

negative but not statistically different from zero at the conventional level. This difference shows 

that, while female students in counties with higher household income are more likely to study 
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accounting in college, male students in the same counties are more likely to choose other areas of 

study.  

In the meantime, the coefficient of Unemployment is positive in both columns (1) and (2) and is 

statistically significant at the 10% level for male students, suggesting that students from counties 

with fewer job opportunities are more likely to study accounting. One possible explanation is that 

these differences are driven by the students’ perception of the accounting profession and the 

different risk attitudes between males and females. The experimental economics literature has 

established that females are more risk-adverse than males (Croson and Gneezy, 2009). As many 

students regard accounting as a profession that is “too quantitative and boring” (Cohen and Hanno, 

1993), it is not surprising for male students from households with higher income to pursue an 

academic subject that is more intriguing and challenging than accounting. However, if a male 

student is from a county with fewer job opportunities, studying accounting will become a more 

attractive option as it could provide him with better job opportunities after graduation. For female 

students from households with higher incomes, on the other hand, studying accounting might be 

an attractive option as it could provide them with a decently paid but less risky career. 

5. Cross-sectional Analysis 

In the previous section, I find that colleges geographically close to fraud firms experience a decline 

in the enrollment of accounting programs. This result is more pronounced for female than for male 

students. Such detrimental effects last for at least two years after the revelation of financial fraud 

and are concentrated on high-school students who intend to study accounting programs. Some 

students who originally consider choosing accounting as the area of study ultimately switch to 

related business majors such as finance after the financial fraud event.  



41 

 

In this section, I explore several factors that moderate the effects of financial fraud on pushing 

students away from studying accounting.  

5.1 Moral Values 

In the hypothesis development, I argue that moral values affect students’ decisions on whether to 

study accounting after they are exposed to the news of financial fraud. Specifically, students with 

an emphasis on universal moral values, such as fairness and justice, will be more likely to give up 

studying accounting than students with less regard for universal moral values. In this section, I 

utilize the data that measures the relative importance of universal to communal moral values at the 

county level from Enke (2020) to test this hypothesis.  

Enke (2020) develops his empirical measurement based on Haidt and Joseph’s (2004) Moral 

Foundations Theory. To gauge the difference in individual moral values across the moral spectrum, 

in 2008 Haidt and his collaborators created and uploaded the Moral Foundations Questionnaire 

(MFQ) to www.yourmorals.org for visitors to complete. Each moral foundation is measured using 

six questions, three of which aim to assess the moral relevance of certain instances or concepts, 

while the other three focus on the extent to which the respondents agree with certain moral value 

statements. All the answers are based on a Likert scale ranging between 0 and 5. The score on each 

moral foundation is calculated as the sum of scores on all the questions related to the foundation. 

Between August 2008 and April 2018, approximately 280,000 people responded to the MFQ. Note 

that the responses collected through the MFQ cannot represent the moral value distribution of the 

U.S. population. The average age of the respondents is 34, 46.2% of respondents are female, and 

more than 90% have college educations.  
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To measure the extent to which people’s moral values are aligned with universal ones, Enke (2020) 

constructed an index of the relative importance of universalist versus communal moral values: 

Rel. imp. universalist values = Universalist values – Communal values 

  = Care + Fairness – Loyalty - Authority 

The above index is measured at the individual level. Enke (2020) estimates a county-level variable 

by aggregating the response of individuals from the same county. As respondents were required to 

report their zip code in the MFQ, 2,377,060 respondents from 2,933 counties were matched in the 

feedback provided. Because respondents were self-selected into reporting their moral values, the 

variance in the number of observations from each county is significant.20  Enke (2020) also takes 

additional steps to reduce the measurement bias caused by a small number of respondents from a 

county.21 The final sample includes moral values for 2,263 counties.  

 
20 The maximum number of respondents from a given county is 6,531, the mean is 95, and the median is 17. 
21 To reduce the measurement bias caused by small numbers of respondents from a county, Enke (2020) implemented 

the following three steps. First, the author excluded all counties with fewer than five respondents. Second, he 

standardize the county-level moral values into a z-score. Last, the shrunk moral values of county c,  are computed 

as a convex combination of observed average moral values in county c, θc, and the mean  of the county sample 

averages: 

= wcθc + (1- wc)  

Where the county-specific weights equal 

 wc =  

In the last equation,  is the variance of the county means and sec is the standard error of θ in county c. The 

shrunk moral values have the feature that moral values of counties with a smaller number of respondents (thus higher 

noises) are shrunk further towards the sample average. 
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I partition the sample around the median of county-level moral values and estimate the effects of 

financial fraud on the graduation rate of accounting students. The results are reported in Table 7. 

For colleges in counties with a higher relative importance of universal moral values in column (1), 

the coefficient of the interaction term Post*Treat is negative and significant at the 1% level. In 

contrast, in column (2), the coefficient of the interaction term is not significantly different from 

zero at the conventional level for colleges in counties with lower relative importance of universal 

moral value. The difference between the coefficient of the interaction term for columns (1) and (2) 

is significant at the 1% level, consistent with the argument that students who place more emphasis 

on universal moral values are more likely to be discouraged by the unethical behavior involved in 

financial fraud and choose other majors. 

5.2 Involvement of the CEO or CFO 

Throughout my sample, a common pattern is that the CEO or CFO of the fraud firms is often 

involved in the financial fraud. For example, in the fraud case of Dollars General, a Fortune500 

discount variety store, the SEC alleged that the former CEO Cal Turner and former CFO Brian 

Burr engaged in or were aware of the intentional overstating of earnings to maintain their employee 

bonuses.22 In this section, I examine whether the involvement of the CEO or CFO in fraud makes 

students less likely to study accounting in college. 

The CEO and CFO being involved in fraud could signal both the personal character of the 

individuals themselves and the culture of the organization. Hambrick and Mason (1984) propose 

the upper echelons theory to explain how firm performance is shaped by the individual 

characteristics of top management. The authors argue that decision-making by top management is 

 
22 https://www.sec.gov/litigation/litreleases/lr19174.htm 
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based on the subjective interpretations of the situations they face. The understanding by these top-

level managers of the world around them is in turn a function of their experience, values, and 

personalities. Consistent with this theory, several studies find that individual characteristics of top 

management, such as overconfidence (Schrand and Zechman, 2012), narcissism (Ham, Lang, 

Seybert, and Wang, 2017) and masculinity (Jia, Lena, and Zeng, 2014), are associated with a 

higher likelihood of engaging in financial fraud. Therefore, financial fraud committed by top 

management reflects the immoral traits of the individual. Additionally, individual ethical values 

of the top management could influence the aggregated perception of the ethical practices of the 

employees (Shin, 2012). Consequently, the unethical conduct of the CEO or CFO can cause the 

overall deterioration of an organization’s ethical culture.  

The CEO or CFO’s involvement in fraud can be salient information for students, as the CEO and 

the CFO are the most senior titles in a business. Psychologists show that human cognitive 

capability cannot fully process all available information when facing the vast amount of 

information in the environment (Fiske and Taylor, 2016). Attention and effort are thus required to 

effectively incorporate information in the cognitive process. A robust finding in the literature is 

that attention is more easily diverted to the most prominent cue in the environment. Furthermore, 

the information contained in this salient portion will receive disproportionate weighting in 

subsequent judgements (Taylor and Thompson, 1982).  

In my setting, naming the CEO or the CFO in the fraud case could alter students’ decisions in two 

ways: First, compared with fraud cases where only the firm is charged by the SEC, the involvement 

of the CEO or CFO in the fraud highlights the unethical conduct of individuals. This awareness 

could remind the students of the possibility of working with unethical individuals if they become 

an accountant in the future.  Second, compared with fraud cases without the involvement of top 
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management, naming the CEO or CFO highlights a possible unethical organizational culture in the 

fraud firms, prompting students to consider the possibility of being forced by their superiors to 

conduct unethical behavior themselves should they choose to pursue a career in accounting. In 

summary, I posit that the involvement of the CEO or CFO in financial fraud will be more likely to 

discourage students from choosing accounting compared with the fraud cases without the 

involvement of the CEO or CFO. 

To identity whether the CEO or CFO is involved in the fraud, I manually read the litigation releases 

of the fraud cases identified by the SEC for my sample fraud firms. Among 133 sample cases, I 

was able to collect the litigation releases for 129 cases. I focus on whether either the CEO or the 

CFO has violated relevant securities laws and regulations and create dummy variables to record 

whether the CEO or CFO is involved in the fraud. 

I first test whether students are more likely not to study accounting when the CEO or CFO is 

involved in the fraud. I create a dummy variable Top_involved when either the CEO or the CFO 

is charged with fraud by the SEC. The results are reported in Panel A of Table 8. In column (1), 

when the top management is involved in fraud, the coefficient of the interaction term Post*Treat 

is negative and significant at the 5% level. In column (2), when neither the CEO nor the CFO is 

involved in the fraud, the coefficient of the interaction term is not significantly different from zero 

at the conventional level. The difference in the interaction terms is statistically significant at the 

5% level. This result is consistent with the argument that unethical corporate culture discourages 

students from choosing accounting. 

Previous studies find that CFOs engage in fraudulent activities under the pressure of CEOs (Feng, 

Ge, Luo, and Shevlin, 2011; Friedman, 2014). Additionally, it appears that the ethics of CEOs 

have a direct impact on the overall ethical culture of an organization (Shin, 2012). If students are 
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aware of the dominant role of the CEO in making corporate decisions and shaping the 

organizational culture, they should respond more strongly when a CEO is involved in a fraud. To 

test this hypothesis, I identify fraud cases involving only the CEO or only the CFO, respectively. 

The results are tabulated in Panel B of Table 8. Column (1) presents the result for fraud cases 

involving the CEO only. The coefficient on the interaction term Post*Treat is negative and 

significant at the 5% level. In column (2), when only the CFO is involved in the fraud case, the 

coefficient of the interaction term is negative but not significantly different from zero at the 

conventional level. However, the difference in the interaction terms is not significantly different 

from zero at the conventional level.  

In summary, when the top management of the firm is involved in the fraud case, students are more 

likely to choose non-accounting majors. This finding is consistent with the explanation that naming 

the top management prompts students to link the unethical nature of a fraud case with the senior 

individuals who engage in immoral conduct. In addition, students are more likely to withdraw 

from enrolling in accounting programs when the CEO is involved in the fraud compared with when 

the CFO is involved, indicating the unethical trait of the CEO has a stronger influence on students’ 

decisions. 

5.3 The Severity of Financial Fraud 

Finally, I test whether and how the severity of financial fraud affects students’ intention of 

majoring in accounting. The public obtains information and assesses the severity of financial fraud 

through the media. Research shows that media coverage can alter public behavior. For example, 

media bias affects presidential voting results (DellaVigna and Kaplan, 2007), while in capital 

market settings, the negative sentiment of the media after aviation disasters drives stock prices 
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downward (Kaplanski and Levy, 2010). In addition, negative press coverage of CEO pay leads 

firms to reduce the stock options granted to CEOs (Kuhnen and Niessen, 2012). To the extent that 

the sentiment of media coverage could affect public perception of the accounting profession, I 

investigate whether and how the perceived severity of financial fraud impacts students’ decisions 

to join the accounting program in their chosen college. 

Negative media sentiment could trigger moral disgust towards those who are associated with 

financial fraud. Disgust is one of the six basic universal emotions of humans (Darwin, 1872; 1965). 

It is associated with a culturally universal facial expression (Ekman and Friesen, 2003), 

physiological responses including nausea and vomiting (Rozin and Fallon, 1987), and the behavior 

of holding oneself back from the object of disgust (Rozin, Haidt, and McCauley, 1993). Moral 

disgust refers to disgust motivated by the violation of social norms such as stealing, lying, and 

fraud (Tybur, Lieberman, and Griskevicius, 2009). People are motivated to avoid establishing 

social relationships with those who break the norm. Depictions of the aftermath of financial fraud 

could remind the public about the detrimental function of accounting or the disgraceful role of the 

accounting profession in the scandal. Students who learn about the fraud may consider accountants 

to be a group with low moral values who are prone to engaging in unethical behavior, and such a 

biased view could discourage them from enrolling in accounting programs. To the extent that 

negative media sentiment reinforces students’ biased view of the accounting profession, I posit 

that the effects of financial fraud on students’ tendency to study accounting are moderated by the 

perceived severity of the fraud. 

I measure the perceived severity of financial fraud using the Event Sentiment Score (ESS) from 

RavenPack. The ESS is a granular score between zero and one hundred that represents the market 

sentiment about a news event. In determining the ESS for a specific news article, Raven Pack first 
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categorizes the news article into news event categories that could have value-implications. It then 

applies an algorithm developed using traditional language analysis and expert consensus to 

quantify the sentiment of the event based on whether it has a short-term positive or negative 

financial or economic impact. An ESS score higher than 50 indicates a positive sentiment and a 

score below 50 indicates a negative sentiment, whereas ESS of 50 represents a neutral event. In 

my research, I define the severity of fraud cases as the average ESS of news articles covering the 

financial fraud for 30 days after the fraud is revealed. In my sample, I was able to calculate the 

ESS for 76 fraud cases. 

I partition the sample around the median ESS of the fraud cases and estimate the effects of the 

fraud on the supply of accounting students. The results are reported in Table 9. In column (1), 

when the severity (ESS) of the fraud is high (low), the coefficient of the interaction term 

Post*Treat is negative and significant at the 5% level. In contrast, in column (2), the coefficient 

of the interaction term is not significantly different from zero at the conventional level when the 

severity (ESS) is low (high). The difference between the coefficient of the interaction term for 

columns (1) and (2) is significant at the 10% level, supporting the hypothesis that the more severe 

the financial fraud is perceived to be, the more likely it is to trigger students’ resentment toward 

the accounting profession, leading to a decline in the supply of accounting talent. 

6. Conclusion 

I examine whether financial reporting irregularity in the form of financial fraud committed by 

firms geographically close to students causes these students to choose non-accounting majors. 

Based on 133 fraud cases in the United States between 1996 and 2012, I find that high school 

students are more likely to choose non-accounting majors after they learn the news of financial 
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fraud. The effect is both statistically and economically significant. Furthermore, the effect is more 

pronounced for female students and students attending public colleges. In contrast, financial fraud 

does not affect students’ decision to major in other business disciplines.  

In an additional test, I find that the effects of financial fraud on student enrollment in accounting 

programs can last for up to two years after the fraud event. In the cross-sectional analysis, I posit 

and find that students with moral values emphasizing justice and fairness are more likely to walk 

away from accounting majors after learning the news of financial fraud. In additional cross-

sectional tests, I find that fraud cases involving the CEO of a firm have a stronger effect in deterring 

students from studying accounting in college. Lastly, more severe financial fraud cases prompt 

more students to choose other majors. Overall, these findings support my hypothesis and are 

consistent with the argument that immoral behavior in the accounting profession and the loss of 

trust after financial fraud are the major reasons for the decline in accounting program enrollment 

witnessed in recent years. 

This study contributes to our understanding of the broader societal effects of financial fraud, 

proving that such events are not only detrimental to the capital market and the interest of investors, 

but also break the trust of students who could have chosen accounting as their potential career. 

These findings indicate that curbing financial fraud is vital to the sustainable supply of accounting 

talent as well as to the long-term development of the capital market.   
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Figure 1 Two scenarios of when we can observe the effects of financial fraud 

 

Scenario 1: When the fraud is revealed in the first half of year t 

 

 

 

 

 

In scenario 1, a student starts his senior year of high school in July of year t-1. The financial fraud is revealed in February of year 

t. After learning the news of financial fraud, the student makes a decision on the major in the college and subsequently starts her 

college in September of year t. Under this scenario, we observe the effects of the financial fraud on the choice of college major for 

the student in year t+4.  

 

Scenario 2: When the fraud is revealed in the second half of year t 

 

 

 

 

 

In scenario 2, a student starts his senior year of high school in July of year t. The financial fraud is revealed in November of year t. 

After learning the news of financial fraud, the student makes a decision on the major in the college and subsequently starts her 

college in September of year t+1. Under this scenario, we observe the effects of the financial fraud on the choice of college major 

for the student in year t+5.  
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Table 1 Sample selection 

Panel A: Sample selection on fraud cases 

Procedure   No. in sample 

13(b) cases from Karpoff et al. (2017) dataset   1133 

Cases cannot be matched with a GVKEY  (433) 

Cases categorized not as fraud  (180) 

Fraud cases revealed before 1996  (112) 

Fraud firms with headquarter outside the US  (14) 

Fraud firms located in the US but cannot match a valid zip code  (176) 

Fraud case without a valid distance between the college and the fraud firm. (1) 

Fraud cases with missing control variables  (84) 

Final fraud case   133 

 

 

Panel B: Sample selection for colleges  

Procedure   No. in sample 

Number of colleges included in the IPEDS data   6347 

Colleges without accounting major  (4782) 

Colleges without available distance data to the fraud firm  (123) 

Colleges without valid control variables  (175) 

Final colleges in the sample   1267 
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Table 2 Descriptive statistics 

Panel A: Distribution of fraud cases by state 

State Frequency  %  State Frequency  %  

AL 15      11.28  MI 3        2.26  

AR 3        2.26  MN 3        2.26  

AZ 8        6.02  MT 1        0.75  

CA 12        9.02  NC 2        1.50  

CO 4        3.01  NH 2        1.50  

CT 2        1.50  NJ 5        3.76  

DC 2        1.50  NM 2        1.50  

DE 1        0.75  NV 2        1.50  

FL 6        4.51  NY 5        3.76  

GA 4        3.01  OH 5        3.76  

HI 2        1.50  OK 1        0.75  

IA 1        0.75  OR 1        0.75  

IL 7        5.26  PA 6        4.51  

IN 3        2.26  TX 7        5.26  

KS 2        1.50  UT 2        1.50  

KY 1        0.75  VT 1        0.75  

MA 2        1.50  WA 3        2.26  

MD 4        3.01  WI 2        1.50  

ME 1        0.75     

Note: There are 133 financial fraud cases included in the sample period between 1996 and 2012. 

 

 

Panel B: Distribution of fraud cases by year 

Fraud Revelation Year Frequency % 

1996 10 7.52 

1997 8 6.02 

1998 4 3.01 

1999 11 8.27 

2000 7 5.26 

2001 6 4.51 

2002 11 8.27 

2003 17 12.78 

2004 12 9.02 

2005 6 4.51 

2006 7 5.26 

2007 6 4.51 

2008 5 3.76 

2009 7 5.26 

2010 7 5.26 

2011 4 3.01 

2012 5 3.76 

Note: There are 133 financial fraud cases included in the sample period between 1996 and 2012. 
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Panel C: Distribution of colleges by state 

State # % State # % 

AK 3 0.24 NC 37 2.92 

AL 27 2.13 ND 7 0.55 

AR 17 1.34 NE 14 1.10 

AZ 11 0.87 NH 9 0.71 

CA 39 3.08 NJ 20 1.58 

CO 21 1.66 NM 10 0.79 

CT 13 1.03 NV 5 0.39 

DC 10 0.79 NY 85 6.71 

DE 6 0.47 OH 51 4.03 

FL 62 4.89 OK 23 1.82 

GA 34 2.68 OR 12 0.95 

HI 7 0.55 PA 79 6.24 

IA 32 2.53 PR 9 0.71 

ID 10 0.79 RI 7 0.55 

IL 51 4.03 SC 21 1.66 

IN 37 2.92 SD 14 1.10 

KS 25 1.97 TN 29 2.29 

KY 25 1.97 TX 71 5.60 

LA 22 1.74 UT 20 1.58 

MA 23 1.82 VA 13 1.03 

MD 14 1.10 VI 1 0.08 

ME 10 0.79 VT 9 0.71 

MI 50 3.95 WA 16 1.26 

MN 42 3.31 WI 35 2.76 

MO 43 3.39 WV 16 1.26 

MS 12 0.95 WY 2 0.16 

MT 6 0.47       

Note: There are 1,267 unique colleges included in the final sample. These 1,267 colleges correspond to 133 unique financial fraud 

cases. 

 

 

Panel D: Descriptive statistics for the sample 

Variable N Minimum 25th Pctl Mean Median 75th Pctl Maximum Std Dev 

Total_rate 15,363 0.000 1.124 2.315 1.765 2.701 13.636 2.179 

Male_rate 15,363 0.000 0.944 2.165 1.680 2.684 12.500 2.076 

Female_rate 15,363 0.000 1.018 2.442 1.736 2.797 16.667 2.661 

Post 15,363 0.000 0.000 0.472 0.000 1.000 1.000 0.499 

Treat 15,363 0.000 0.000 0.378 0.000 1.000 1.000 0.485 

Population 15,363 9.227 10.949 12.036 11.976 13.092 15.472 1.379 

Income 15,363 9.643 10.081 10.276 10.271 10.474 10.982 0.280 

Income Growth 15,363 -0.066 0.021 0.038 0.038 0.055 0.132 0.032 

Education 15,363 0.164 0.252 0.280 0.281 0.310 0.393 0.046 

Pop Growth 15,363 -0.014 0.001 0.009 0.007 0.014 0.049 0.011 

Religion 15,363 0.261 0.421 0.521 0.517 0.606 0.839 0.130 

Unemployment rate 15,363 2.000 3.900 5.548 5.100 6.700 12.600 2.234 

Note: There are 133 financial fraud cases included in the sample period between 1996 and 2012. 
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Table 3 Baseline results and robustness checks 

Panel A: Baseline results 

This table presents the effects of financial fraud on the supply of accounting talents using a difference-in-difference design. The 

dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual 

total number of students who earned an accounting degree divided by the total number of graduates in a college. Post is a dummy 

variable equals to one if year t is one of the first three years in which we could observe the effects of financial fraud on the 

enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-mile 

radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the interaction term of Post and Treat. 

I control for a battery of demographic variables, including Income (defined as the natural log of annual per-capita income adjusted 

by the Consumer Price Index for a county), Education (defined as the percentage of population with a college education in a given 

county), Religion (defined as the percentage of religious adherents each year for a given county), and Population (defined as natural 

logarithm of a county’s population for the year). I also include two macroeconomic environment indicators. Unemployment is 

defined as employment rate in percentage point for each county; Income Growth is calculated as the growth rate of per-capita 

income each year for a given county. I include year and institution fixed effects. Standard errors are White heteroskedasticity-

robust and clustered by institution. T-statistics are presented underneath the estimates. Significance at the 10%, 5%, and 1% levels 

is indicated by *, **, and ***, respectively. 

 

    Total_rate 

Post  0.007 

  (0.58) 

Post*Treat   -0.114*** 

    (-2.76) 

Income  0.533 

  (1.43) 

Population  0.114 

  (0.45) 

Income_growth  0.579 

  (1.12) 

Population_growth  0.600 

  (0.25) 

Education  0.447 

  (0.19) 

Religion  0.838 

  (1.36) 

Unemployment  0.015 

  (1.03) 

Year FE  Yes 

Institution FE  Yes 

N  15,363 

adj. R-sq   0.762 
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Panel B: Baseline results – Alternative cut-off distances to determine treatment colleges 

This table presents the baseline results under different cut-off distances to determine treatment colleges. The dependent variable of 

interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual total number of students 

who earned an accounting degree divided by the total number of graduates in a college. Post is a dummy variable equals to one if 

year t is one of the first three years in which we could observe the effects of financial fraud on the enrollment in accounting 

programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a pre-determined distance from the 

fraud firm, and zero otherwise. Specifically, I report the results for the cut-off distance of 60-mile, 80-mile, and 120-mile in column 

(1), (2), and (3) respectively below. The independent variable of interest is the interaction term of Post and Treat. I control for a 

battery of demographic variables defined in Panel A of Table 3. I include year and institution fixed effects. Standard errors are 

White heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the estimates. Significance at the 

10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

  60 miles 80 miles 120 miles 

    Total_rate Total_rate Total_rate 

post  0.010 0.010 0.011 

  (1.31) (1.03) (0.79) 

post*treat   -0.093** -0.107*** -0.080* 

    (-2.36) (-2.71) (-1.80) 

Income  0.313 0.355 0.732* 

  (1.00) (1.06) (1.77) 

Population  0.304 -0.024 0.469 

  (1.17) (-0.11) (1.48) 

Income_growth  0.651 0.805* 0.689 

  (1.54) (1.73) (1.20) 

Population_growth  2.655 2.731 1.896 

  (1.37) (1.29) (0.80) 

Education  0.386 -0.845 2.947 

  (0.21) (-0.40) (1.21) 

Religion  0.293 0.113 1.095* 

  (0.58) (0.22) (1.66) 

Unemployment  0.024* 0.030** 0.018 

  (1.90) (2.25) (1.03) 

Year FE  Yes Yes Yes 

Institution FE  Yes Yes Yes 

N  20,883 18,312 13,463 

adj. R-sq   0.749 0.754 0.757 
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Panel C: Baseline results – Alternative Definition of Accounting Programs 

This table presents the baseline results using an alternative definition of accounting programs. Specifically, I define accounting 

program as the programs under the six CIP codes listed in Appendix A. The dependent variable of interest is the graduation rate of 

students earned a bachelor’s degree in accounting, defined as the annual total number of students who earned an accounting degree 

divided by the total number of graduates in a college. Post is a dummy variable equals to one if year t is one of the first three years 

in which we could observe the effects of financial fraud on the enrollment in accounting programs, and zero otherwise. Treat is a 

dummy variable equals to one if the college is within a 100-mile radius circle from the fraud firm, and zero otherwise. The 

independent variable of interest is the interaction term of Post and Treat. I control for a battery of demographic variables defined 

in Panel A of Table 3. I include year and institution fixed effects. Standard errors are White heteroskedasticity-robust and clustered 

by institution. T-statistics are presented underneath the estimates. Significance at the 10%, 5%, and 1% levels is indicated by *, **, 

and ***, respectively. 

 

    Total_rate 

Post  -0.003 

  (-0.22) 

Post*Treat   -0.110*** 

    (-2.69) 

Income  0.448 

  (1.21) 

Population  0.070 

  (0.29) 

Income_growth  0.307 

  (0.58) 

Population_growth  1.168 

  (0.49) 

Education  0.412 

  (0.17) 

Religion  0.630 

  (1.02) 

Unemployment  0.020 

  (1.30) 

Year FE  Yes 

Institution FE  Yes 

N  16,244 

adj. R-sq   0.748 
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Table 4 Baseline results – Additional tests 

Panel A: Effects of Financial Fraud on Associate or Master’s Degree 

This table presents the effects of financial fraud on the supply of accounting students with an associate or master’s degree. The 

dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual 

total number of students who earned an accounting degree divided by the total number of graduates in a college. Post is a dummy 

variable equals to one if year t is one of the first three years in which we could observe the effects of financial fraud on the 

enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-mile 

radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the interaction term of Post and Treat. 

I control for a battery of demographic variables defined in Panel A of Table 3. I include year and institution fixed effects. Standard 

errors are White heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the estimates. 

Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

  (1) (2) 

  Associate  Master 

    Total_rate Total_rate 

Post  -0.060** 0.046 

  (-2.10) (1.24) 

Post*Treat   -0.026 -0.055 

    (-0.26) (-0.49) 

Income  1.079 1.195 

  (1.28) (1.19) 

Population  0.249 -1.071** 

  (0.60) (-1.97) 

Income_growth  -2.514** 0.845 

  (-2.28) (0.74) 

Population_growth  -1.871 3.804 

  (-0.55) (0.83) 

Education  0.658 -20.957** 

  (0.11) (-2.52) 

Religion  0.960 -1.549 

  (0.91) (-0.87) 

Unemployment  -0.033 0.046 

  (-0.92) (0.95) 

Year FE  Yes Yes 

Institution FE  Yes Yes 

N  8,274 4,685 

adj. R-sq   0.710 0.953 
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Panel B: Public vs. Private colleges 

This table presents the effects of financial fraud on the decision of studying accounting for students attending public or private 

colleges. The dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as 

the annual total number of students who earned an accounting degree divided by the total number of graduates in a college. Post is 

a dummy variable equals to one if year t is one of the first three years in which we could observe the effects of financial fraud on 

the enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-

mile radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the interaction term of Post and 

Treat. I control for a battery of demographic variables defined in Panel A of Table 3. I include year and institution fixed effects. 

Standard errors are White heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the estimates. 

Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

 (1) (2) 

  Public Private 

 Total_rate Total_rate 

Post 0.001 0.006 

 (0.12) (0.36) 

Post*treat -0.068* -0.039 

  (-1.91) (-0.75) 

Difference in coefficient on Post*treat 0.029 

p-value of the statistical difference 0.13 

Control Yes Yes 

Year FE Yes Yes 

Institution FE Yes Yes 

N 6,565 7,603 

adj. R-sq 0.726 0.764 
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Panel C: Effects of Financial Fraud on students’ decision of other business majors 

This table presents the effects of financial fraud on the students’ decision to enroll in various business programs. Specifically, I 

present results for programs including General Business, Business Administrations, Finance, Management of Information System, 

Marketing, and Human Resources. The dependent variable of interest is the graduation rate of students earned a bachelor’s degree 

in accounting, defined as the annual total number of students who earned an accounting degree divided by the total number of 

graduates in a college. Post is a dummy variable equals to one if year t is one of the first three years in which we could observe the 

effects of financial fraud on the enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one 

if the college is within a 100-mile radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the 

interaction term of Post and Treat. I control for a battery of demographic variables defined in Panel A of Table 3. I include year 

and institution fixed effects. Standard errors are White heteroskedasticity-robust and clustered by institution. T-statistics are 

presented underneath the estimates. Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

 (1) (2) (3) (4) (5) (6) 

 General Business  BA Finance MIS Marketing HR 

  Total_rate Total_rate Total_rate Total_rate Total_rate Total_rate 

Post 0.016 -0.081* 0.003 -0.024 0.019** 0.077* 

 (0.41) (-1.67) (0.37) (-1.06) (2.24) (1.91) 

Post*Treat 0.030 -0.274** 0.055* -0.115 -0.050 0.121 

  (0.15) (-2.00) (1.72) (-1.56) (-1.50) (0.71) 

Income 1.542 2.436 0.203 -0.865 -0.188 -7.319** 

 (0.93) (1.45) (0.56) (-1.02) (-0.51) (-2.06) 

Population 0.368 -0.892 -0.514*** -2.688** -0.560* -1.622 

 (0.22) (-0.68) (-2.69) (-2.50) (-1.94) (-0.72) 

Income_growth 2.389 -1.452 0.438 0.015 0.341 2.101 

 (1.20) (-0.91) (1.22) (0.02) (1.00) (0.98) 

Population_growth 7.634 -1.605 0.433 -3.799 1.273 14.866 

 (0.69) (-0.19) (0.30) (-0.74) (0.71) (1.58) 

Education 17.148 -10.032 -3.543 -5.250 -4.067* -6.279 

 (1.34) (-0.91) (-1.38) (-1.09) (-1.81) (-0.43) 

Religion 1.332 3.589 -0.061 -0.094 -1.262** -0.084 

 (0.61) (1.35) (-0.12) (-0.08) (-2.11) (-0.01) 

Unemployment -0.090 -0.110 0.012 -0.000 -0.029* 0.117 

 (-1.01) (-1.35) (0.77) (-0.01) (-1.70) (0.54) 

Year FE Yes Yes Yes Yes Yes Yes 

Institution FE Yes Yes Yes Yes Yes Yes 

N 5,975 21,042 8,059 6,435 9,377 3,324 

adj. R-sq 0.861 0.855 0.770 0.757 0.716 0.654 

 

 

 

 

 

 

 

 

 

 

 

 



66 

 

Table 5 Dynamic of the Effects of Financial Fraud 

This table presents the dynamic of the effects of financial fraud on the supply of accounting talents using a difference-in-difference 

design. The dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as 

the annual total number of students who earned an accounting degree divided by the total number of graduates in a college.  Year 

t is a dummy variable equals to one if year t is the first year that we can observe the effects of financial fraud, and zero otherwise. 

Year t+1 is a dummy variable equals to one if the year is the second year that we can observe the effects of financial fraud, and 

zero otherwise. Year t+2 is a dummy variable equals to one if the year is the third year that we can observe the effects of financial 

fraud, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-mile radius circle from the fraud 

firm, and zero otherwise. The independent variables of interest are the interaction term of Year t, Year t+1, and Year t+2 and Treat, 

respectively. I control for a battery of demographic variables defined in Panel A of Table 3. I include year and institution fixed 

effects. Standard errors are White heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the 

estimates. Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

  Total_rate 

Year t  0.025 

  (1.07) 

Year t+1  0.005 

  (0.23) 

Year t+2  -0.016 

  (-0.62) 

Year t*Treat   -0.090** 

    (-1.97) 

Year t+1*Treat   -0.156*** 

    (-2.92) 

Year t+2*Treat   -0.096 

    (-1.52) 

Income  0.526 

  (1.41) 

Population  0.114 

  (0.46) 

Income_growth  0.577 

  (1.11) 

Population_growth  0.604 

  (0.26) 

Education  0.412 

  (0.17) 

Religion  0.838 

  (1.36) 

Unemployment  0.015 

  (1.04) 

Year FE  Yes 

Institution FE  Yes 

N  15,363 

adj. R-sq   0.762 
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Table 6 Effects of Financial Fraud Based on Different Genders 

This table presents the effects of financial fraud on the decision of studying accounting for male and female students, respectively. 

The dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual 

number of students who earned an accounting degree divided by the total number of graduates in a college. I further break down 

the dependent variable to Male_rate and Female_rate to measure the graduation rate of the male students and female students, 

respectively. Post is a dummy variable equals to one if year t is one of the first three years in which we could observe the effects 

of financial fraud on the enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one if the 

college is within a 100-mile radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the 

interaction term of Post and Treat. I control for a battery of demographic variables defined in Panel A of Table 3. I include year 

and institution fixed effects. Standard errors are White heteroskedasticity-robust and clustered by institution. T-statistics are 

presented underneath the estimates. Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

    (1) (2) 

    Male_rate Female_rate 

Post  0.005 0.017 
 

 (0.37) (1.02) 

Post*Treat   -0.073 -0.164*** 

    (-1.49) (-3.16) 

Income  -0.445 1.025** 
 

 (-0.96) (2.18) 

Population  0.222 0.097 
 

 (0.70) (0.34) 

Income_growth  0.795 0.203 
 

 (1.30) (0.30) 

Population_growth  0.837 1.479 
 

 (0.32) (0.47) 

Education  2.813 -0.875 
 

 (1.08) (-0.35) 

Religion  1.264 0.456 
 

 (1.43) (0.73) 

Unemployment  0.034* 0.001 
 

 (1.66) (0.08) 

Difference in coefficient on Post*treat  0.091 

p-value of the statistical difference  0.05** 

Year FE  Yes Yes 

Institution FE  Yes Yes 

N  15363 15363 

adj. R-sq   0.556 0.741 
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Table 7 Moderating Effects of Top Moral Values 

This table presents the moderating effects of moral values on the effects of financial fraud on the supply of accounting students. 

The dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual 

total number of students who earned an accounting degree divided by the total number of graduates in a college. Post is a dummy 

variable equals to one if year t is one of the first three years in which we could observe the effects of financial fraud on the 

enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-mile 

radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the interaction term of Post and Treat. 

I control for a battery of demographic variables defined in Panel A of Table 3. I include year and institution fixed effects. Standard 

errors are White heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the estimates. 

Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

 (1) (2) 

  High universal moral Low universal moral 

 Total_rate Total_rate 

Post 0.014 -0.015 

 (0.80) (-0.85) 

Post*treat -0.181*** 0.012 

  (-3.60) (0.17) 

Difference in coefficient on Post*treat 0.169 

p-value of the statistical difference <0.01*** 

Control Yes Yes 

Year FE Yes Yes 

Institution FE Yes Yes 

N 9,616 5,350 

adj. R-sq 0.803 0.686 
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Table 8 Moderating Effects of Top Management Involvement 

Panel A: Top management involvement  

This table presents the moderating effects of top management involvement on the effects of financial fraud on the supply of 

accounting students. The dependent variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, 

defined as the annual total number of students who earned an accounting degree divided by the total number of graduates in a 

college. Post is a dummy variable equals to one if year t is one of the first three years in which we could observe the effects of 

financial fraud on the enrollment in accounting programs, and zero otherwise. Treat is a dummy variable equals to one if the college 

is within a 100-mile radius circle from the fraud firm, and zero otherwise. The independent variable of interest is the interaction 

term of Post and Treat. I control for a battery of demographic variables defined in Panel A of Table 3. I include year and institution 

fixed effects. Standard errors are White heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath 

the estimates. Significance at the 10%, 5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

 (1) (2) 

  Top management involved Top management not involved 

 Total_rate Total_rate 

Post 0.005 -0.344** 

 (0.31) (-2.03) 

Post*treat -0.143** 0.248 

  (-2.32) (1.56) 

Difference in coefficient on Post*treat 0.391 

p-value of the statistical difference 0.01** 

Control Yes Yes 

Year FE Yes Yes 

Institution FE Yes Yes 

N 10,716 2,141 

adj. R-sq 0.754 0.829 

 

Panel B: CEO versus CFO involvement 

This table presents the moderating effects of CEO or CFO involvement on the supply of accounting students. The dependent 

variable of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual total number 

of students who earned an accounting degree divided by the total number of graduates in a college. Post is a dummy variable equals 

to one if year t is one of the first three years in which we could observe the effects of financial fraud on the enrollment in accounting 

programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-mile radius circle from the 

fraud firm, and zero otherwise. The independent variable of interest is the interaction term of Post and Treat. I control for a battery 

of demographic variables defined in Panel A of Table 3. I include year and institution fixed effects. Standard errors are White 

heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the estimates. Significance at the 10%, 

5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

 (1) (2) 

  CEO involved CFO involved 

 Total_rate Total_rate 

Post 0.909* 0.071 

 (1.79) (0.67) 

Post*treat -1.208** -0.307 

  (-2.41) (-1.15) 

Difference in coefficient on Post*treat 0.901 

p-value of the statistical difference 0.11 

Control Yes Yes 

Year FE Yes Yes 

Institution FE Yes Yes 

N 2,294 3,600 

adj. R-sq 0.792 0.720 
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Table 9 Moderating Effects of Severity of Financial Fraud 

This table presents the moderating effects of severity of financial fraud on the supply of accounting students. The dependent variable 

of interest is the graduation rate of students earned a bachelor’s degree in accounting, defined as the annual total number of students 

who earned an accounting degree divided by the total number of graduates in a college. Post is a dummy variable equals to one if 

year t is one of the first three years in which we could observe the effects of financial fraud on the enrollment in accounting 

programs, and zero otherwise. Treat is a dummy variable equals to one if the college is within a 100-mile radius circle from the 

fraud firm, and zero otherwise. The independent variable of interest is the interaction term of Post and Treat. I control for a battery 

of demographic variables defined in Panel A of Table 3. I include year and institution fixed effects. Standard errors are White 

heteroskedasticity-robust and clustered by institution. T-statistics are presented underneath the estimates. Significance at the 10%, 

5%, and 1% levels is indicated by *, **, and ***, respectively. 

 

 (1) (2) 

  More severe Less severe 

 Total_rate Total_rate 

Post 0.043 0.022 

 (1.39) (0.19) 

Post*treat -0.420** -0.127 

  (-2.08) (-0.88) 

Difference in coefficient on Post*treat 0.293 

p-value of the statistical difference 0.098* 

Control Yes Yes 

Year FE Yes Yes 

Institution FE Yes Yes 

N 4,403 3,057 

adj. R-sq 0.746 0.777 
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Appendix A: CIP Codes Related to Accounting Programs 

CIP 

Code 
Title Definition 

52.0301 Accounting 

A program that prepares individuals to practice the 

profession of accounting and to perform related business 

functions. Includes instruction in accounting principles 

and theory, financial accounting, managerial accounting, 

cost accounting, budget control, tax accounting, legal 

aspects of accounting, auditing, reporting procedures, 

statement analysis, planning and consulting, business 

information systems, accounting research methods, 

professional standards and ethics, and applications to 

specific for-profit, public, and non-profit organizations. 

52.0302 

Accounting 

Technology/Technician 

and Bookkeeping. 

A program that prepares individuals to provide technical 

administrative support to professional accountants and 

other financial management personnel. Includes 

instruction in posting transactions to accounts, record-

keeping systems, accounting software operation, and 

general accounting principles and practices. 

52.0303 Auditing 

A program that prepares individuals, including certified 

accountants, to perform independent internal and external 

appraisals to evaluate organizational financial and 

operational activities, ensure compliance with laws and 

policies, safeguard assets, and promote effective planning 

and resource allocation. Includes instruction in advanced 

accounting, audit tools and techniques, sampling, risk and 

control, audit planning, audit function management, law 

and regulations, environmental auditing, information 

technology applications, professional standards and 

ethics, and specific industry and service sector problems. 

52.0304 Accounting and Finance. 

An integrated or combined program in accounting and 

finance that prepares individuals to function as 

accountants and financial managers or analysts. 

52.0305 
Accounting and 

Business/Management. 

An integrated or combined program in accounting and 

business administration/management that prepares 

individuals to function as accountants and business 

managers. 

52.0399 
Accounting and Related 

Services, Other. 
Any instructional program in accounting not listed above. 

 

Source: US Department of Education’s National Centre for Education Statistics 

Note: CIP code classifications prior to 2000 version only include 52.0301, 52.0302 and 52.0399 

for accounting related programs. Colleges started to report the academic information using 

CIP code – 2000 classifications after year 2003.  
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Appendix B: Definition of variables 

Variables Definitions 

Male_rate 

Annual graduation rate of male accounting students, defined as annual number of male 

students who earned an accounting degree divided by the total number of graduates in 

a college. 

Female_rate 

Annual graduation rate of female accounting students, defined as annual number of 

male students who earned an accounting degree divided by the total number of 

graduates in a college. 

Total_rate 

Annual graduation rate of accounting students, defined as annual number of students 

who earned an accounting degree divided by the total number of graduates in a 

college. 

Treat 
A dummy variable equals to one if the college is within a 100-mile radius circle from 

the fraud firm, and zero otherwise. 

Post 

A dummy variable equals to one if year t is one of the first three years in which we 

could observe the effects of financial fraud on the enrollment in accounting programs, 

and zero otherwise. 

Income 
The natural log of annual per-capita income adjusted by the Consumer Price Index for 

a county. 

Education The percentage of population with a college education in a given county. 

Religion The percentage of religious adherents each year for a given county. 

Unemployment The unemployment rate in percentage point for each county. 

Income Growth The growth rate of per-capita income each year for a given county. 

Population The natural logarithm of a county’s population for the year. 

 


