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Imposed Institutional Change and Earnings Conservatism:

Evidence from Stock Market in China

Qu Xiaohui & Qiu Yuehua

Abstract: Using a sample of all listed A-shares firms in Shanghai and Shenzhen
Stock Exchanges from 1995 to 2004 with available data, this paper examines whether
the imposed change of accounting regulations improve significantly the conservatism
of the listed firms. We find that conservatism doesn’t exist during 1995-1997. The
implementation of Accounting System for Share-Capital Enterprises doesn’t
significantly bring about the improvement of conservatism during 1998-2000,
whereas the implementation of Accounting System for Business Enterprises does
significantly improve the conservatism of the listed firms during 2001-2004. However,
when using the profitable sample data only, conservatism during 2001-2004
disappears, which means that the conservatism’s presence results from the big bath
behaviour of loss companies. This empirical evidence has shown that changing
accounting standards is unlikely to improve accounting information unless there is a
corresponding strengthening of laws and enforcement.
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