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Relationship between Shareholder-creditor and

Accounting Conservatism

Zhu Kai Chen Xin-yuan

(Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract:This paper analyzes the effect of conflict between shareholders and creditors on the
accounting conservatisms, based on the contract approach proposed by Watts (2003). This paper argues
that if shareholders are also the creditor of the firm, then the demand for conservatisms will decrease.
Based on the Basu(1997) model, we find that the accounting information in corporations controlled by
state owners is less conservatism than the one by private owners. However, the effect of characteristics

of shareholders on conservatism is diminishing when the creditor stake become more important.

Key words:conflict between shareholders and creditors, Conservatism
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