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Abstract

Maintaining financial stability has become the urgent needs for the govern-
ments of all the countries in the world because the violent fluctuations of finan-
cial asset prices have severely affected the confidence of the investors after the
outbreak of financial crisis in the United States. As one of the important factors
that causing the fluctuations of assets’ prices, the method of accounting meas-
urement is closely related with financial stability, thus it becomes the focus of
arguments from all social sectors.

Maintaining financial stability is one of the key goals of policy making in
the central banks in each country. One of the characteristics of the financial in-
stability is obviously shown in the wild fluctuations of assets’ prices. In view of
all this, the effects that the accounting quantitative model exerts on the fluctu-
ations of asset prices become one of the important questions for study in order
to maintain financial stability. In recent years, more and more countries have
started to adopt the method of fair value accounting. China adopted the regula-
tions of fair. value aceounting in its new accounting standards issued in
2007. The applications of the regulations of fair value accounting carried out by
financial institutions certainly have their own reasons, and they are even indis-
pensible. However, the use of fair value accounting has been questioned more
and more in the context of current financial crisis. In the meetings of London
G20 Summit 2009 and subsequent meetings, quite a lot of officials and schol-

ars even show their concern about loosening the requirements of fair value ac-
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counting, allowing the financial institutions not to use fair value accounting in
their pricing in parts of their assets. These realities need us to reexamine the
regulations of fair value accounting.

Financial crisis, in its essence, is a question of finance and economy.
From the perspective of accounting, however, fair value accounting has
played a very important role during the whole course of this financial crisis;
Whereas it accelerates the rising of asset prices when the market prospers, it
makes the market exacerbate when market is trapped in crisis. What impacts do
the regulations of fair value accounting have on the whole system of finance,
and what problems should the regulatory authorities focus on when adopting fair
value accounting? Based on these realities, using the research methods of
comparison, deduction and induction, the dissertation strives to explore the
mechanism and extent of the influences on the fluctuations of asset prices and
financial stability exerted by fair value accounting, and the path of coordinate
development of fair value accounting and financial stability. The dissertation is
broken down into six chapters, which contain the following details.

Chapter 1 is the introduction. It introduces the background of topic selec-
tion, research methods and approaches, main points and innovations.

Chapter 2 is about the theoretical foundations and literature review. Begin-
ning from the related theories of fair value, this chapter introduces the mean-
ing, characteristics, essence and theoretical basis of fair value. It also makes
a comparison between fair value and other measurement properties, introdu-
cing the relevant measurement theories and methods. By studying the relevant
literatures from both home and abroad, this chapter tries to sum up the experi-
ences and look for the progress of the research, and find out the perspective of
financial stability. Then, it introduces the meaning, theoretical basis and in-
fluencing factors of financial stability. It also introduces the relationship be-
tween financial stability and fair value, thus clarifies the influence of fair value

accounting on financial stability.
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Chapter 3 is the applied research on fair value in China and abroad. This
chapter primarily analyzes the international accounting standards committees in
America, Britain and Australia, and the status quo of applications of fair val-
ue measurement in China. It holds that, fair value has been questioned and
criticized for quite a long time by the regulatory financial authorities, who are
concerned about that the comprehensive applications of fair value would accel-
erate the fluctuations of financial reports and therefore would have an impact on
the stability of the financial system in the macro respects. All these realities call
for us to reexamine the regulations of fair value accounting: what influences do
the regulations of fair value accounting have on the whole financial system,
and how to ensure the sound development of fair value accounting on the prem-
ise of maintaining financial stability.

Chapter 4 deals with the functional mechanisms of fair value accounting
and financial stability. This chapter looks at the functional mechanisms that fair
value accounting plays on financial stability from both the qualitative and quan-
titative points of view. This chapter maintains that, from the respect of qualita-
tive analysis, the fluctuations of economic fundamentals are only a small part
of the influential factors in the fluctuations of asset prices in a non-perfect mar-
ket, while the other part of the fluctuations is of “ man-made” nature. Ac-
counting measurements are closely related with the extra fluctuations in these
asset prices. Meanwhile, the chapter holds that, on the quantitative respect,
tries to construct an analytical model to explore the functional mechanisms that
fair value accounting plays on the fluctuations of asset prices and financial sta-
bility from the perspective of both “liquid pricing” and “price-sale sensitivity. ”

Chapter 5 deals with the empirical analysis of fair value accounting and fi-
nancial stability. This chapter firstly analyzes the considerations of the stake-
holders of investors, managements, creditors, suppliers, government institu-
tions, and standards constitutors on choosing fair value measurement. It next

analyzes the tradeoff of three pairs of requirements in pertinence and reliabili-
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ty, information transparency and financial stability, and autonomy and risk
manipulation. In the end, the chapter empirically verifies the above-mentioned
analyses by utilizing the relevant data.

Chapter 6 touches upon the research on the countermeasures of applying
fair value in the context of financial stability. Based on the analysis of the exist-
ing problems of applying fair value in China, this chapter advances some rele-
vant suggestions on the countermeasures from the perspective of financial sta-
bility, and hopes to be able to provide some bases for reference of the applica-
tions of fair value in the future.

The innovations of the dissertation lie in the following four aspects. (1) It
expands the positioning of accounting measurement’s properties. Accounting
measurement should be not only combined with the micro-economic main body
to supply authentic information on accounting, but combined with economic
cycles and financial stabilities to analyze the economic results it produces.
(2) Using the relevant theories and models, from both micro and macro as-
pects, the dissertation analyzes the mechanisms of fair value measurement’s
functions playing on the fluctuations of asset prices in order to find out the path
and mechanisms of fair value’s influence on the financial stabilities. (3) The
dissertation, based on the price and gain models, strives for perfection, and
incorporates the analysis of sensitivity, to analyze and verify the functions of
fair value on economic stabilities. (4) The dissertation, from the respects of
accounting and regulating, explores the path of coordinate development be-
tween fair value measurements and financial stabilities, and puts forth some

concrete policy suggestions.
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WNMEES (IASB) . XEMFitEME RS (FASB) Ml SEC %
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VL E RN E B A RN F AR A FE,
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