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Abstract

Accounting conservatism’s influence on accounting theory and prac-
tice has been both long and significant. As a governance mechanism to
reduce the corporate latent costs of litigation, contracting and political,
accounting conservatism can coordinate conflicts of interests among cor-
porate internal contracts, guarantee effective implementation of con-
tracts, and significantly reduce moral hazard and opportunistic behavior
among corporate internal contracts on the basis of asymmetrical informa-
tion. The most studies in Chinese focus on the existence of accounting
conservatism and the influence factors of accounting conservatism, but
are scarcity economic consequence. Accounting model in Chinese is a
mixed model between historical cost model and fair value model now, so
empirical accounting study need to consider the reality that fair value and
accounting conservatism is moderate combination. But researches only
pay attention to whether fair value or accounting conservatism, a few pa-
pers study fair value and accounting conservatism together.

On the background of international convergence of the new account-
ing standards, this book empirically researches the economic conse-
quence of accounting conservatism. One aspect is to study the economic
consequence of accounting conservatism from the value-relevance of

earnings , investment efficiency and financing efficiency; the other aspect

GO0 LLE—



SRR ET R RIS

is to study the influence of fair value measurement on the economic con-
sequence of accounting conservatism.

The main research contents of this book have following points.

1. This paper reviews and analyzes domestic and foreign studies on
accounting conservatism. The rich literatures provide foundation, but
the shortage of current literatures affords good chance for this paper.

2. This paper is to empirically study the influence of fair value
measurement on accounting conservatism, empirical researches the influ-
ence of the re-introduction of fair value measurement on accounting con-
servatism after implementation of new accounting standards.

3. This paper is to empirically study the influence of accounting
conservatism on the value-relevance of earnings. This paper applies
price model and return model respectively to analyze the influence of ac-
counting conservatism on the value-relevance of earnings, and further
discusses the influence of fair value measurement on the relationship be-
tween accounting conservatism and the value-relevance of earnings.

4. This paper is to empirically study the influence of accounting
conservatism on investment efficiency. On the base of the division ineffi-
cient investment into over-investment and under-investment, this paper
discusses the influence of accounting conservatism on over-investment
(or under-investment) , and further discusses the influence of fair value
measurement on the relationship between accounting conservatism and o-
ver-investment (or under-investment) .

5. This paper is to empirically study the influence of accounting
conservatism on financing efficiency. On the base of the division finan-
cing efficiency into debt financing efficiency and equity financing effi-
ciency, this paper discusses the influence of accounting conservatism on

debt financing efficiency (or equity financing efficiency ), and further
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discusses the influence of fair value measurement on the relationship be-
tween accounting conservatism and debt financing efficiency (or equity
financing efficiency).

6. This paper summarizes the main conclusions of empirical resear-
ches, and puts forward the suggestions about application of accounting
conservatism and the moderate combination between fair value and ac-
counting conservatism.

The main conclusions of this book have following points.

1. Conclusions about the influence of fair value measurement on ac-
counting conservatism

After implementation of new accounting standards, the application
of fair value measurement on accounting conservatism significantly weak-
ens the level of accounting conservatism of listed firms. The level of ac-
counting conservatism of listed firms that use fair value measurement are
significantly lower the level of accounting conservatism of listed firms that
don’t use fair value measurement. Because of the negative influence of
measurement foundation and evaluation method of fair value on account-
ing conservatism, fair value measure significantly weaken the level of ac-
counting conservatism of listed firms.

2. Conclusions about the influence of accounting conservatism on
the value-relevance of earnings

Accounting conservatism significantly reduces the value-relevance of
earnings, but fair value measurement can significantly weaken the nega-
tive relationship between accounting conservatism and the value-rele-
vance of earnings. The study suggests that conservatism accounting poli-
cy does not imply high quality of accounting information. The moderate
combination of fair value and accounting conservatism can offset the dis-

advantages of accounting conservatism, and improve helpfully the quality
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of accounting information.

3. Conclusions about the influence of accounting conservatism on
investment efficiency

When firms face over-investment, the relationship between account-
ing conservatism and investment is significantly negative. The relation-
ship implies that accounting conservatism can help managers to reject in-
vestment projects that net present value are negative, and restrain over-
investment. However, when firms face under-investment, the relation-
ship between accounting conservatism and investment is significantly pos-
itive. The relationship implies that accounting conservatism can help
managers to accept investment projects that net present value are posi-
tive, and reduce under-investment. Further, the re-application of fair
value measurement has no significantly effect on between accounting con-
servatism and investment efficiency.

4. Conclusions about the influence of accounting conservatism on fi-
nancing efficiency

The relationship between accounting conservatism and debt finan-
cing efficiency is significantly positive, but the relationship between ac-
counting conservatism and equity financing efficiency is significantly neg-
ative. This implies that accounting conservatism improves helpfully debt
financing efficiency, but reduces equity financing efficiency. Consider-
ing self-interest achievement, debtors and shareholders have difference
demand for accounting conservatism; therefore accounting conservatism
is an effective mechanism for debtor, but not for shareholders. Further,
the re-application of fair value measurement has no significantly effect on

between accounting conservatism and financing efficiency.
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