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Abstract

This paper investigates the value-relevance of earnings and book value over 20 years of institutional
transition in China, from 1991 to 2010, and explores the suitability of Fair Value Accounting (FVA) in the
emerging capital market. In contrast to findings in the mature market, we find that the combined value-relevance
of earnings and book value of listed firms in China has significantly increased with the improvement of
accounting regulations and the development of market mechanisms. The incremental value-relevance of earnings
keeps steady and shows a tendency to slightly decrease. Meanwhile, the incremental value-relevance of book
value has significantly increased. We have not found evidence that FVA contributes to the improvement of
value-relevance of earnings and book value due to IFRS convergence and the consequent application of FVA.
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1. Introduction

This paper is motivated by the wide convergence of IFRS around the world, and the
recent concerns and debates on the economic consequence of Fair Value Accounting
(FVA) adoption, especially the suitability of FVA when implemented in emerging
economies. It is known that modern FVA originated from mature markets and has been
widely adopted in IFRS. However, the debate on the adaptability of FVA implementation
around the world has not stopped. Though FVA is shown to be superior over Historical
Cost Accounting (HCA) (e.g., Barlev & Haddad, 2007; Barth, 1994; Barth and Clinch,
1996; Barth and Landsman, 1995; Carroll et al., 2003; Danbolt & Rees, 2008; Niu and Xu,
2009; So & Smith, 2009), it is also documented that FVA remains an impediment to the
full adoption of IFRS in the EU and some other countries (Al-Khadash & Abdullatif, 2009;
Jermakowicz & Gornik-Tomaszewski, 2006; Larson & Street, 2004; Peng & Bewley,
2010). The suitability of FVA in emerging economies is also questioned (Peng & Bewley,
2010), and empirical study (Al-Khadash & Abdullatif, 2009) reveals that FVA may distort
income and mislead the users of financial statements in circumstances where the capital
markets are inefficient and go through periods of uncertainty. Underdeveloped capital
markets and different institutional settings are conceived to be the primary cause of the
reluctance toward adoption of FVA (Cairns et al., 2011; Christensen & Nikolaev, 2013;
Jermakowicz & Gornik-Tomaszewski, 2006). The quality and function of financial
information may differ in different institutional settings. The empirical studies in mature
markets suggest that there would be a loss in value-relevance over time (Collins et al., 1997;
Elliott & Jacobson, 1991; Jenkins, 1994; Lev & Zarowin, 1999; Ramesh & Thiagarajan,
1995; Sever & Boisclair, 1990) because of periods including negative earnings or
nonrecurring items (Basu, 1997; Elliott & Hanna, 1996). This might not be true in emerging
markets, as accounting standards and elements of the institutional environment are constantly
being improved to both correspond with and support the transition of the economies. The
improved institutions and regulatory environment may eventually improve the quality of
financial information and increase the value-relevance of financial reports.

The study by Filip and Raffournier (2010) reveals that the value-relevance of earnings in
transitional economies differs from that in mature markets. This leads to our research
inquiries: 1) In the institutional transition of emerging markets, has the value-relevance of
financial reports been improved along with improvement of the institutional environment?
2) Together with the adoption of IFRS in emerging markets, has FVA contributed to the
improvement of financial information and improved the value-relevance of earnings and book
value? Because studies investigating the economic consequence of FVA in the context of
a dynamic institutional transition are still limited, we try to answer the aforementioned
questions. This paper contributes to literature by providing a dynamic test on the changes
in the value-relevance of financial information over the recent institutional transition in
China, and by providing a contextualized understanding of the economic consequences of
implementing IFRS-converged accounting standards and the suitability of FVA implemen-
tation in the emerging market of China.

China's capital market was established in 1990 and has experienced important regulation
changes, including accounting regulation changes, thereafter. FVA was introduced in 1998,
discarded in 2000, and readopted in 2006 in the Chinese Accounting Standards for Business
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Enterprises (ASBE). In this respect, China could be the most suitable case for investigating
the impact of IFRS adoption, especially the adaptability of FVA in an emerging market,
because of its progressive approach to IFRS convergence and the particular market
environment for FVA implementation. In contrast to mature markets, where accounting
regulations are relatively stable over time, accounting regulations in emerging markets have
to be enriched to meet the demands of, and be in accordance with, the changes of the
institutional settings and the growth of new, specific, and progressively more complicated
business transactions and events. Together with the forming and perfecting of market
mechanisms in emerging markets, accounting regulations also experience a re-establishing,
developing, and perfecting process. Moreover, the adoption of IFRS has brought the
accounting regulations in emerging markets more in line with the ones in mature markets. In
this circumstance, it is reasonable to expect that the quality of financial information will be
improved accordingly. This differentiates our inquiry from other investigations based on
mature markets.

In testing the changes of the combined value-relevance of earnings and book value over
time, we employ methods similar to those used by Collins et al. (1997). We estimate yearly
cross-sectional regressions based on Ohlson's (1995) valuation framework for a 20-year
period spanning from 1991 to 2010. The year 1991 was chosen as the starting point for our
analysis, because it marks the emergence of China's capital market, as Chinese stock
exchanges were established in Shanghai and Shenzhen in 1990 and 1991, respectively.
Adjusted R2 is used as the primary metric to measure value-relevance. The common
explanatory power of earnings and book value is further decomposed into two components:
the incremental explanatory power of earnings and the incremental explanatory power of
book value, in order to explore the shift of value-relevance between earnings and book value
over 1991 to 2010.

Contrary to the conclusions drawn frommature market studies (Collins et al., 1997; Ely &
Waymire, 1998; Francis & Schipper, 1996), we find that the combined value-relevance of
earnings and book value has increased significantly over the 20 years' development of
China's stock markets; the incremental value-relevance of earnings keeps steady and shows a
tendency toward slight decrease. Consistent with other claims, we also find a significantly
increased tendency for an incremental value-relevance of book value, whether or not loss
firms are included in the samples.

We next divide our investigation time span into five periods based on the most important
accounting regulation reforms and FVA adoptions in China, so as to investigate whether the
improved accounting regulations improve the value-relevance of financial information and
whether FVA contributes to the improvement of financial information. We define P1,
1991–1992, as the prelude period of China's accounting regulation reform, during which the
conceptual framework of the new Chinese ASBE and Financial Regulations for Enterprises
(FRE) were issued, and P2, 1993–1998, as the formation period. During this period, the
conceptual framework of ASBE and FRE were implemented. Thirteen industrial accounting
regulations were issued in 1993 and promptly implemented. Later on, these industrial
accounting regulations were gradually superseded by 16 specific accounting standards, which
were issued one after the other from 1997 to 2001. FVA was also introduced in several
specific accounting standards. In order to test the impact of FVA on the value-relevance
of financial information, we isolate this FVA adoption period as P3, 1999–2000, FVA
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introduction period; P4, 2001–2006, as the period covering the revision of ASBE, which
unified regulations among industries and discarded FVA; and P5, 2007–2010, as the period
in which international convergence and FVA re-adoption occurred.We investigate the impact
of the Chinese accounting regulation reforms on the combined value-relevance of earnings
and book value. Especially, we examine the changing tendency of the combined
value-relevance of earnings and book value when FVA was introduced, discarded, and
re-adopted in P3, P4 and P5. We find that the combined value-relevance of earnings and book
value and the incremental value-relevance of earnings and book value in P3 drop to the lowest
point over the five periods examined. The combined value-relevance of earnings and book
value, the incremental value-relevance of earnings, and the incremental value-relevance of
book value decreased from P1 to P3, and then increased from P3 to P5. The cross-sectional
regression on P3 shows that the introduction of FVA in China during P3 did not improve the
value-relevance of financial information. Instead, it worsened the quality of financial
information. Contrary to P3, there is an increased tendency in the combined value-relevance
of earnings and book value in P4 and P5. However, the incremental value-relevance of
earnings has declined and been replaced by the increasing value-relevance of book value.

In order to further analyze whether the increase of the combined value-relevance of
earnings and book value from P4 to P5 is related to the use of FVA, we narrow our time span
to pre-FV re-adoption (2001–2006) and post-FV re-adoption (2007–2010) periods and focus
on those sample firms that have the option to use FVA/HCA as the measurement attribute of
their annual reporting. Based on ASBE 2006, FVA is more or less applied in 17 specific
standards, most of which are appropriate for all industrial sectors, while only a few are
applicable to some specific industrial sectors and give management options to use FVA or
HCA, such as ASBE 5, Biological Assets, and ASBE 27, Extraction of Oil and Natural Gas.
Therefore, we select the four industrial sectors (financial sector, real estate sector, mining
sector, and farming–forestry–fishery sector) that we perceive most likely to apply FV
measurement for their assets and liabilities valuation based on our preliminary analysis and
understanding of Chinese ASBE. We reckon that if ASBE 2006 was applied equally and
market mechanism development was balanced among industries, a similar consequence of
FVA adoption could be obtained from the regression results by industry. In order to filter the
noise arising from firm size, economic scale, and industry type, make the regression results
more comparable, and to avoid negative earnings effects, which may result in the temporal
declining in the incremental value-relevance of earnings (Basu, 1997; Hayn, 1995) and
shifting of value-relevance from earnings to book value (Barth et al., 1998; Burgstahler &
Dichev, 1997; Collins et al., 1997), we further confine our sample firms to those that have
continuously existed over the comparison periods from 2001 to 2010 and have positive
earnings. We finally obtain 58 firms and, in total, 580 firm-year observations that meet all the
above mentioned criteria. As the current database could not provide the detailed information
we need, we manually collected FV adjustment information from annual reports of the
aforementioned four industries during 2007–2010. We classify the firm as FV-applied firms
when we find that the firm applied FV in any of the years we tested. We get 43 FV-applied
firms and a total of 430 firm-year observations; 15 non-FV-applied firms and a total 150
firm-year observations for our test.

The regression results show that the combined value-relevance of earnings and book
value (adjusted R2) has increased in both FV-applied and non-FV-applied firms in the
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post-FV re-adoption period. This implies that the implementation of ASBE 2006 has
improved the overall value-relevance of financial information. Meanwhile, the explanatory
power of earnings on share price in both FV- and non-FV-applied firms is significantly
increased in the post-FV re-adoption period. This increase is higher in non-FV-applied firms.
The explanatory power of book value on share price in FV-applied firms is significant but a
little bit decreased; however it is insignificant and even turned to negative in non-FV-applied
firms. This result differs from the conclusions drawn from mature market studies and may
imply that the increased combined value-relevance of earnings and book value are mostly
caused by the improved accounting standards ormarket mechanisms instead of the application
of FVA. Further analysis on the incremental explanatory power of FV adjustments on both
earnings and book value for share price also supports this. Besides, the quality of financial
information in FV-applied firms is better than that in non-FV-applied firms. The regression
results by industries show that the changes in the combined value-relevance of earnings and
book value is uneven among industries, which implies that the imbalanced market mechanism
among industries is one of the reasons for the uneven economic consequence of FV
implementation among industries.

Further analysis reveals that FV adjustments have no incremental information content,
which suggests that FV application in China, an emerging market, is very limited because of
the imbalanced development of market mechanisms among industries and the difficulty in
obtaining FV information. Besides, we also find that FV might be not suitable to mining and
farming industries, as the evidence shows that the combined value-relevance of earnings and
book value in the two industries is very low and insignificant in FV-applied firms, but high
and significant in non-FV-applied firms. This also implies that IFRS-converged accounting
standards might not eventually bring about IFRS-converged accounting practice. At least, this
appears true at present in China.

Finally, we make the following tests of robustness by using the data that 1) includes loss
firms in all samples collected during 1991–2010; 2) excludes those firms with AH shares or AB
shares2 from all samples collected during 1991–2010; and 3) focuses on CSI 300 index3 firms
of SHSE and SZSE. Among these robustness tests, we have not found evidence that book value
takes on increased importance relative to earnings when earnings are negative (Barth et al.,
1998; Berger et al., 1996, Burgstahler & Dichev, 1997; Collins et al., 1997; Jan & Ou, 1995) in
test 1. We obtain similar results with our main findings from robustness tests 2 and 3.
2 A shares are shares issued by Chinese firms listed on the Shanghai or Shenzhen Stock Exchanges in China
under Chinese law. They are denominated in Chinese currency, the RMB. B shares, also known as RMB Special
Shares, are foreign-invested shares issued domestically by Chinese-listed firms in the form of registered shares and
carry a face value denominated in RMB. B Shares are subscribed and traded in H.K. dollar or U.S. dollar and are
traded on securities exchanges inside China. H shares are shares issued by Chinese firms run in China under
Chinese law, listed on the Hong Kong Stock Exchange, denominated in H.K. dollar, and traded the same as any
other shares traded on the Hong Kong Stock Exchange. AH shares are shares separately issued by Chinese firms
run in China under Chinese law and issued on the Shanghai or Shenzhen Stock Exchanges and the Hong Kong
Stock Exchange, which follow both of the securities' laws, and are simultaneously denominated in both RMB and
H.K. dollar, respectively. AB shares are separately issued by the firms listed on the Shanghai or Shenzhen Stock
Exchanges in China under Chinese law, and are subscribed and traded in RMB and H.K. dollar or U.S. dollar.
3 Shanghai and Shenzhen 300 Index is based on 300 firms selected from the Shanghai and Shenzhen Stock

Exchanges and covers about 60% of the market value of Shanghai and Shenzhen Stock Exchanges and may
represent overall trends of A share markets.
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In sum, we have the following three primary findings. First, with the improvement of
market mechanisms and accounting regulations in China, the combined value-relevance of
earnings and book value has improved significantly. The incremental value-relevance of
earnings keeps steady and shows a tendency to slightly decrease. Meanwhile, the incremental
value-relevance of book value has significantly increased. Second, the implementation of
ASBE 2006 appears to have improved the combined value-relevance of earnings and book
value. However, the impact of FVA on the value-relevance of financial information is very
weak, and the year-end FV adjustments on both financial assets for trading and financial
assets held to maturity and available for sale have no incremental explanatory power on share
price. Third, the impacts of FVA application among industries differ and are uneven. The use
of FVA may even lower the value-relevance of financial information in the mining and
farming industries. And finally, we conclude that the immature market and imbalanced
development in market mechanisms among industries appear to be the primary impediments
to the full adoption of FVA in China. Besides, the lack of trained Chinese accounting
professionals also appears to prevent the full adoption of FVA. Though ASBE 2006 could
improve the value-relevance of financial information, differences between ASBE 2006 and
IFRS concerning FVmeasurement still exist. The differences in institutional environment and
market mechanisms, as well as the immaturity of accounting professionals, might not be
erased in a short time. Time is still needed to fully adopt FVA in emerging market economies.

The rest of the paper is constructed as follows: Section 2 briefly introduces the institutional
transition of China's economy and the evolution of China's accounting standards; Section 3
discusses the valuation model and research design; Section 4 describes the sample and
presents evidences for the changes in combined value-relevance of earnings and book value
over time and the economic consequence of FVA implementation; and Section 5 summarizes
and draws conclusions.

2. Institutional transition and FVA adoption in China

2.1. Institutional transition in China

Since 1949, China's economy has experienced several instances of transition, which could
be divided into the following four periods: 1949–1978, the centrally planned economy
period; 1979–1992, the planned commodity economy period; 1993–2000, the socialist
market economy period; and 2001–present, a transition from a socialist market economy
toward an integrated global market economy (Zhang et al., 2014). In the transitional process
from a centrally planned economy to a globally integrated market economy, great changes
have taken place in China.

The seed of the market economy sprouted in late 1978, when the reform and open-door
policy were executed in China. Together with the introduction of foreign capital and the
establishment of the four special economic zones in Shenzhen, Xiamen, Zhuhai, and
Shantou in 1980, the centrally planned economy, with its socialist production, expenditure
and distributions being tightly controlled by the central government, faded (Coldwell,
2004). Reforms in state-owned enterprises (SOE), countryside, taxation, and budgeting
systems during the 1980s decentralized government control and initiated privatization in
the agriculture and manufacturing industries; the first public share, Leap Sound share, was
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issued in 1984 in Shanghai. For the first time, a trading place for securities was formed in
the Shanghai Trust and Investment Corporation in 1986. Following the formation of the
first security company in Shenzhen in 1987 and the first security corporation in Shanghai
in 1988 (Yu, 2009), the Shanghai Stock Exchange (SHSE) and Shenzhen Stock Exchange
(SZSE) were officially opened in 1990 and 1991, respectively, completing the prologue of
China's progression toward the market economy. The state was no longer the sole investor
and owner of the enterprises. The capital structure of many enterprises became diversified
(Chen, 2007).

In the early Chinese capital market, there were only 8 firms and 5 firms traded for A-shares
in the SHSE and SZSE, respectively. The Provisional Regulations on Stock Enterprises in
1992 issued by the State Council induced a great many enterprises to adopt a share-based
capital structure. In order to supervise and administer nationwide security markets, the China
Securities Regulatory Commission (CSRC) was set up within the State Council in October 12,
1992, and it formally joined the International Organization of Securities Commissions
(IOSCO) in 1995. In less than ten years, the number of listed firms in the SHSE and SZSE
reached more than 1000. Together with the fast development of the Chinese capital market, a
series of regulations, such as the Provisional Regulations on the Administration of the Issuance
and Trading of Stocks (1993), Provisional Regulations on the Administration of Securities
Investment Funds (1997), The Securities Law of the People's Republic of China (1998), and
Regulations for Stock Issuance Examination Committee (1999), were subsequently issued. The
market mechanism was gradually established and improved.

Shares in the Chinese capital market were divided into four types: state-owned shares,
institutional shares, individual shares, and foreign shares (B shares, foreigners invested
using the Hong Kong Dollar and U.S. Dollar, originally). Until the year 2000, state-owned
shares were not allowed to be traded in the Chinese capital market, which eventually led to
unequal price and rights between tradable and non-tradable shares. To solve this problem,
transferred and allotted state-owned shares were allowed to be traded in stock markets in
2000; this stopped in 2002. The fulfillment of China's WTO commitments in 2001 further
opened China's market to the outside world and accelerated the pace of restructuring the
economic system, creating a more equitable and standard import market environment
(Chen, 2007). Chinese citizens were allowed to invest in B share markets commencing
from 2001. The Law of Investment Securities Fund was issued in 2004. The reform on
equity division was initiated by the CSRC, commencing from 2005, aiming to eliminate
the price and the right differences between tradable shares and non-tradable shares. And
the same year, CSRC issued the Regulations on the Administration of Listed Firms
Repurchasing Public Shares (Provisional) on June 6, which could not prevent the eventual
market crash because of the bear market and the reform in the circulation of non-tradable
shares. To open the capital market to foreign institutions, The Provisional Regulations on
Territory Securities Investment by Qualified Foreign Institutional Investors was issued in
2002, and the Qualified Foreign Institutional Investors (QFII) began trading in the Chinese
capital market in 2003. Together with the increased overseas investment, CSRC issued
the Tentative Regulations on Overseas Securities Investment by Qualified Domestic
Institutional Investors (QDII), which was formally implemented in July, 2007. After more
than 20 years of development, by the end of 2010, the number of listed firms in SHSE and
SZSE has reached 2013.
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On the other hand, although the scope of government pricing has been further narrowed,
thus decreasing the types of goods and services priced by the central government,
significantly increasing the market volume and commercialization of products, and allowing
the formation of the market pricing mechanism (Chen, 2007), the development of market
mechanism among industrial sectors is still imbalanced. In some particular industries such as
the farming and mining industries, market mechanism is still in a primary stage, even though
the products of farming and mining industries have become an important part of the holistic
circulation system. For example, most agricultural transactions are based on spot trading and
lack nationwide market information (Wang & Li, 2008), and the production and pricing of
gas and petroleum are still under control of the central government. This imbalanced
development among the economic sectors represents an essential feature of China's emerging
market economy and raises concern about the suitability of FVA's implementation in such an
economic circumstance. It also implies that FVA is not equally applicable across all economic
sectors.

2.2. China's adoption of FVA

Since the late 1980s, China's accounting regulations have been constantly reformed to
accommodate economic development and transition. The most notable reforms are those
made from 1992. The previous unified accounting system that served the centrally planned
economy, which was established in response to the socialist construction and remodeling
(Xiang, 1999), could no longer meet the demands of China's economic development. The
Accounting Standards for Business Enterprises (ASBE), which is based on the Western
accounting model and aimed to serve a market economy, was initiated in 1992. It was further
expanded in details from the dimension of 13 industries, then revised and later improved
several times in response to the deepening of China's economic system reform and eventual
entry to the World Trade Organization (WTO) in 2001. The institutional transitions induced
after the introduction of market economy and by competition pressures have pushed China's
accounting system toward international harmonization by the issuance of the Accounting
Regulations for Sino-Foreign Joint Venture in 1986 and ASBE in 2000 for share capital
enterprises, together with the issuance of specific accounting standards such as the Related
Party Disclosures and the Cash Flow Statement. The newly issued ASBE 2006 has finally
realized substantial convergence with IFRS, and FVA was again adopted.

So far, among the few differences existing between IFRS and ASBE 2006, FVA is the
one that has required limited application by Chinese accounting standard-setters. As a
matter of fact, FVA is quite a new concept in accounting standards in China. It was first
introduced to China as academic discussion in the early 1990s, but was not included in
ASBE 1992 due to the unmatched market environment. The wide debate on FVA in China
began from 1997, and FVA was firstly introduced in the ASBE Debt Restructurings in
1998, in which the concept of FV was defined as the amount for which an asset could be
exchanged, or a liability could be settled, between willing parties in an arm's length
transaction.4 Subsequently, in the same year, FVA was also adopted in the new ASBE
Investment and ASBE Non-Monetary Transactions. However, this initial application of
4 MOF (1998). ASBE Debt Restructurings.
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FVA was soon prohibited in the 2000 revision of ASBE, as it was found that FV was
widely employed by business enterprises to manipulate profit (Yang, 2008). Six years
later, along with the development of market economy in China and urged by China's WTO
commitment, the Ministry of Finance (MOF) issued ASBE 2006 as the IFRS-converged
accounting standards. In ASBE 2006, FV was aggressively reintroduced, and the adoption
scope of FVA was also widened. Among the 38 specific standards issued in 2006, 25
specific standards require or allow the direct or indirect use of FV measurement; 17
specific standards require the use of FV in the initial measurement of assets and liabilities;
8 specific standards require its use in subsequent measurement of assets and liabilities; 11
specific standards require its use in asset impairment testing; and 17 specific standards
require disclosure of FV in accounting measurement and financial reporting, as well as
allocation of lump-sum cost based on FV of acquired assets (Peng & Bewley, 2010).

3. Research design and valuation model

Differing from mature markets, accounting regulations in emerging markets are
constantly changed to accommodate the needs of institutional transition and changes in the
economic environment. It is reasonable to expect a higher quality of financial information
in mature markets and an increasingly improved quality of financial information in
emerging markets. Thus, the underlying reasons for changes in value-relevance of financial
information in emerging markets may differ from the ones in mature markets, thus
requiring different research questions and design for emerging markets.

The possible reason for changes in the value-relevance of earnings and book value in
mature markets is usually related to the increasing frequency and magnitude of nonrecurring
items, the increasing frequency of negative earnings, and changes in average firm size and
intangible intensity across time (Amir & Lev, 1996; Barth et al., 1998; Basu, 1997; Collins et
al., 1997; Elliott and Hanna, 1996; Hayn, 1995; Jan & Ou, 1995; Lev & Zarowin, 1999;
Maydew, 1997). Thus, the research design for mature markets focuses on testing these
factors' impact on the changes in value-relevance. In emerging markets, however, the most
significant change is institutional transition. Forced by this transition, accounting regulations
are improved, and market environment is cultivated. Hence the underlying reason for the
changes in value-relevance of financial information in emerging markets mainly originates
from the institutional transition, improvement of accounting regulations, and more favorable
market environment. Therefore, we develop H1.

H1. The combined value-relevance of earnings and book value will be improved along
with the institutional transition, the improvement of accounting regulations, and more
favorable market environment.

We use Ohlson's (1995) well-accepted price model and its modification to test the
changes in value-relevance of earnings (this paper refers to net income) and book value, as
well as the incremental value-relevance of FV.

Ohlson's (1995) model expresses the value of a firm's equity as the function of its
earnings and book value.

Pit ¼ ∂0 þ ∂1NIPSit þ ∂2BVPSit þ εit ð1Þ
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where Pit is the price of a share of firm i four months after fiscal year-end t, NIPSit is the
earnings per share of firm i during the year t, BVPSit is the book value per share of firm i at
the end of year t, and εit is the other value-relevant information of firm i for year t.

We adapt the methods employed by Collins et al. (1997) with modification in variables
to compare the explanatory power that earnings and book value have for prices. We
decompose the total explanatory power into two parts: the incremental explanatory power
of earnings as shown in model 2, and the incremental explanatory power of book value as
shown in model 3. In order to avoid negative earnings' effects on the explanatory power of
the incremental value-relevance of earnings and book value, we first use samples that
exclude loss firms for our main testing, and then include loss firms for robustness testing:

Pit ¼ β0 þ β1NIPSit þ εit ð2Þ
and

Pit ¼ γ0 þ γ1BVPSit þ εit: ð3Þ

The coefficients of determination from models 1, 2, and 3 are denoted A, B, and C,
respectively. We use A to represent the total explanatory power of earnings and book
value, RBV

2 = A − B to test the incremental explanatory power provided by book value,
and RNI

2 = A − C to test the incremental explanatory power provided by earnings.
We use adjusted R2 to investigate whether the value-relevance of accounting information

has improved over the institutional transition in China. Specifically, we use similar methods
employed by Collins et al. (1997) and Francis and Schipper (1996) to examine whether the
incremental explanatory power of earnings and book value for prices has changed over time
by using a time-trend variable regression:

R2
t ¼ ϕ0 þ ϕ1TIMEþ εit ð4Þ

where TIME = 1, …, 20, corresponding to the years 1991–2010. If ϕ1 is significantly
negative (positive), the incremental explanatory power is said to have decreased (increased)
over time.

As the newly issued ASBE 2006 is said to have substantially converged with IFRS,
with widely regulated FV measurement, it is reasonable to expect that the implementation
of both ASBE 2006 and FVA will improve the value-relevance of financial information. In
addition to the institutional environment, the adoption and the value-relevance of FVA is
also affected by the availability of FV information and FV input levels (Du et al., 2014;
Hung & Mande, 2014). Song et al. (2010) find that the value-relevance of level 1 and level
2 FV inputs is higher than that of level 3. Goh et al. (2009) find the value-relevance of level
1 FV measurement is the highest. Hung and Mande (2014) prove that the value-relevance
of FV measurements will increase when the level of the fineness or disaggregation in FV
disclosures increases. It is known that the availability of FV information and the level of
FV measurements depend on the level of market development; it is reasonable to expect
that the higher the FV input level, the more value-relevant financial information will be
obtained in a well-developed market. However, in an emerging economy, the market
development is imbalanced among industries; therefore, FV input levels may differ in
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different industries. We expect that if the development of market mechanism among
industries were balanced, which means FV information could be equally obtained in similar
markets and has similar input level, similar changes could be observed in the combined
value-relevance of earnings and book value in the pre- and post-FV re-adoption period.
Therefore, we develop H2, H3 and H4.

H2. The application of ASBE 2006 improves the combined value-relevance of earnings
and book value.

H3. The application of FVA contributes to the improvement of the combined value-
relevance of earnings and book value.

H4. Supposing that the development of market mechanism among industries were
balanced, there would not be great differences in the changes in the combined value-
relevance of earnings and book value in pre- and post-FV re-adoption periods among
industries.

We use methods similar to those employed by Barth et al. (2001) and Landsman (2007) to
test the incremental value-relevance of FV. We further decompose earnings into profit and
loss from FV changes and earnings before adjustment, book value into FV adjustments, and
book value before adjustment, as shown in model 5:

Pit ¼ ∂0 þ ∂1BADNIPSit þ ∂2BADBVPSit þ ∂3PLFVCPSit þ ∂4FVADPSit þ εit ð5Þ

where BADNIPSit is the net income per share before FV adjustment for firm i during the year t;
BADBVPSit is the book value per share before FV adjustment for firm i at year-end t;
PLFVCPSit is the profit and loss of FV changes per share from financial assets for trade for
firm i during the year t; FVADPSit is the amount of FV adjustment per share from financial
assets available for sale for firm i at year-end t.

We manually collect FV adjustment data from the annual reports in the aforementioned
four industries and test coefficients ∂1, ∂2, ∂3, and ∂4 in model 5 to verify whether FV
adjustments on the balance sheet and income statement numbers are value-relevant.

We also use model 6, 7, 8, and 9 to test the incremental value-relevance of profit and
loss of FV changes per share from financial assets for trading and the incremental
value-relevance of FV adjustment per share from financial assets held to maturity:

Pit ¼ β0 þ β1BADNIPSit þ β2PLFVCPSit þ β3BVPSit þ εit ð6Þ

Pit ¼ γ0 þ γ1BADNIPSit þ γ2BVPSit þ εit ð7Þ

Pit ¼ ∂0 þ ∂1BADBVPSit þ ∂2FVADPSit þ ∂3NIPSit þ εit ð8Þ

Pit ¼ γ0 þ γ1BADBVPSit þ γ2NIPSit þ εit: ð9Þ
The related definitions and variable calculations involved in this study are summarized

in Table 1.
Using the aforementioned models 1–4, we test the changes in the value-relevance of

earnings and book value over time by using the data collected from SHSE and SZSE for



Table 1. Definitions and calculation of variables.

Definitions and variables Explanations

FV-applied firms Applied FV in any of the years we tested, and the figure of FV adjustment is not zero
in either Owners Equity Statement or Income Statement

Non-FV-applied firms No any application of FV in any of the years we tested, and the figure of FV
adjustment is zero in either Owners Equity Statement or Income Statement

Pit The price of a share of firm i four months after fiscal year-end t
NIPSit The earnings per share of firm i during the year t
BVPSit The book value per share of firm i at the end of year t
εit The other value-relevant information of firm i for year t
BADNIPSit The net income per share before FV adjustment for firm i during the year t
BADBVPSit The book value per share before FV adjustment for firm i at year-end t
PLFVCPSit The profit and loss of FV changes per share from financial assets held for trade o

firm i at year-end t
FVADPSit The amount of FV adjustment per share from financial assets and liabilities held to

maturity or available for sale of firm i at year-end t
incr.BV (RBV

2 ) The incremental explanatory power of book value; it is the difference between the
adjusted R2 from Eq. (1) and the adjusted R2 from Eq. (2).

incr.NI (RNI
2 ) The incremental explanatory power of earnings; it is the difference between the

adjusted R2 from Eq. (1) and the adjusted R2 from Eq. (3).
incr.PLFVCPS The incremental explanatory power of profit and loss of FV changes per share from

financial assets held for trading; it is the difference between the adjusted R2 from
Eq. (6) and the adjusted R2 from Eq. (7).

incr.FVADPS The incremental explanatory power of FV adjustment per share from financial assets
and liabilities held to maturity; it is the difference between the adjusted R2 from
Eq. (8) and the adjusted R2 from Eq. (9).

Adjusted R2 The total explanatory power from the yearly cross-sectional regressions of price on both
earnings and book value, used as the primary measure for value-relevance in this paper
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the period 1991–2010, excluding those sample firms with negative earnings and book
value so as to avoid negative earnings' effects. We then added a robustness test by using
the data from all sample firms, including those firms with negative earnings, all sample
firms excluding H shares or B shares firms, and 300 Index firms. Using the data collected
from continuously existing firms in the four industries for the period 2001–2010, we test
the value-relevance in FV-applied firms and non-FV-applied firms, the incremental value-
relevance of FV, and the changes in value-relevance among industries.
4. Sample and results

4.1. Sample selection

The sample is selected from the period 1991–2010 using the following criteria:
(1) Net income, book value, and share information are available in CCER (China Centre
for Economic Research) Database and CSMAR (China Stock Market Accounting
Research) Database;

(2) Total assets and owner's equity are both greater than zero;
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(3) Annual reports of the aforementioned four industries are available on the website of
SHSE and SZSE since 2007;

(4) The sample firms in the aforementioned four industries continuously existed from
2001 to 2010.

We manually collect the amount of fair value changes and adjustments each year since
2007 from the four industries' annual reports. The amount of FV adjustments on financial
assets for trading are collected from the Profit and Loss from Fair Value Change on the
Income Statement, which are required to be disclosed on the Income Statement according
to ASBE 2006. The amounts of FV adjustment on financial assets held to maturity and
financial assets available for sale are collected from the Net Changes of Fair Value in
Financial Assets Available for Sale disclosed on the Statement of Changes in
Stockholder's Equity.

The selection process yields 18,921 firm-year observations from 1991 to 2010 for
A-share firms listed in SHSE and SZSE, 17,148 firm-year observations with positive
earnings, and 580 firm-year observations from 2001 to 2010 for continuously existing
firms in the aforementioned four industries.

4.2. Descriptive statistics

Tables 2 and 3 present descriptive statistics and correlations for the large sample.
Table 3 reveals that net income and book value are positively correlated with price and
with each other. The correlation of net income with price is higher than that of book value.

Tables 4 and 5 present descriptive statistics and correlations for the samples in the four
industries. Table 5 reveals that net income, net income before adjustment, book value, and
book value before adjustment are positively correlated with price and with each other; fair
value adjustment per share and profit and loss from fair value adjustment per share are
positively and weakly correlated with price and with each other; fair value adjustment per
share is negatively correlated with book value before adjustment and earnings before
adjustment; profit and loss of fair value changes per share are negatively correlated with
earnings before adjustment.

4.3. Changes in the value-relevance of earnings and book value over time

Table 6 and Fig. 1 summarize the yearly cross-sectional regressions of models 1–3.
In Fig. 1, Adj. R2 represents the total explanatory power from the yearly cross-sectional
Table 2. Descriptive statistics for firm-year observations for the years 1991–2010.

Variable P NIPS BVPS

Mean 12.936 0.3197 3.2373
Median 10.5200 0.2365 2.8522
Maximum 139.880 5.3152 34.8338
Minimum 0.7600 0.0002 0.0005
Std. dev. 9.7370 0.3428 1.9532
Observations 17,148 17,148 17,148



5 Securities market memorabilia in 1999 and 2000, http://finance.qq.com/zt2010/zqdsj/.

Table 3. Correlation among independent and dependent variables.

Variable P NIPS BVPS

P 1 0.6009 0.5200
NIPS 0.6009 1 0.6043
BVPS 0.5200 0.6042 1
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regressions of price on both net income and book value. It is clear that the explanatory
power of the combined earnings and book value has actually increased over the testing
period, although it fluctuates heavily before 2000. Regressing the R2 on a time-trend
variable (model 4) reveals that these changes are significant (t = 2.823). The result agrees
with the claims made by Collins et al. (1997), but is contrary to other claims made in the
mature market study literature. Different from the extant literature is the result of regression
the incremental explanatory power of net income (incr.NI) on a time-trend variable.
Although incr.NI shows a slightly decreasing tendency over time, the decrease is
insignificant (t = −0.218). The incremental explanatory power of book value (incr.BV)
has increased over time, and this increase is statistically significant (t = 2.359). Additional
time trend regressions on ∂1 and ∂2 similarly show that the value-relevance of earnings
over time is negative and insignificant (t = −0.04373), and the value-relevance of book
value over time has significantly increased (t = 3.6772).

We further segment the entire institutional transition process into the abovementioned 5
periods. The periodic cross-sectional regressions of models 1–3 are summarized in Table 7
and Fig. 2.

The periodic regression also shows an increased tendency in the combined value-
relevance of earnings and book value and the incremental value-relevance of book value,
but a decreased tendency in the value-relevance of earnings. This is consistent with the
conclusion drawn from yearly regressions (Fig. 1). Fig. 2 clearly reveals that value-
relevance of financial information drops to the lowest point in P3 when FV was first
introduced into ASBE 1998. Other events occurred during this period. For example, in
1999, Securities Law was formally implemented in July; the allotment of legal person
shares was allowed from September; the policy of reducing state-owned shares was
announced in October and tentatively started in November. And in 2000, the new
Accounting Law was issued in July, and the Approval Procedures for IPOs was issued in
March.5 These institutional and regulatory changes should have helped in improving
financial information quality. However, the investors seem to have ignored these
institutional changes, and the combined value-relevance of earnings and book value
drops to the lowest point in 2000. On the other hand, the share price continues to increase
in P3 and then decreases in P4. This implies that either investors' behaviors are irrational in
China, or the application of FVA has worsened the financial information. The latter may be
the better explanation, as FVA was later canceled because it was used as a tool to
manipulate profit (Yang, 2008). After FVA was discarded, both the combined value-
relevance of earnings and book value and the incremental value-relevance of net income
and book value increased again. This implies that the first-time introduction of FVA in

http://finance.qq.com/zt2010/zqdsj/


Table 4. Descriptive statistics for firm-year observations of the four industries for the years 2001–2010.

P BVPS NIPS BADBVPS BADNIPS FVADPS PLFVCPS

Mean 11.1320 3.6227 0.3964 3.5928 0.3937 0.0272 0.0027
Median 9.3350 3.3469 0.2726 3.3252 0.2707 0 0
Maximum 50.9900 20.8549 2.8987 26.929 2.6438 20.4514 0.7213
Minimum 2.1500 0.0040 0.0048 −1.8307 −0.1614 −16.7554 −0.7348
Std. dev. 7.0029 1.9690 0.4079 2.0211 0.4036 1.18595 0.0594
Observations 580 580 580 580 580 580 580

Table 5. Correlation among independent and dependent variables in the four industries.

P BVPS NIPS BADBVPS BADNIPS FVADPS PLFVCPS

P 1 0.424 0.596 0.380 0.594 0.053 0.053
BVPS 0.424 1 0.486 0.822 0.484 0.257 0.047
NIPS 0.596 0.486 1 0.467 0.989 0.004 0.145
BADBVPS 0.380 0.822 0.467 1 0.473 −0.34 −0.012
BADNIPS 0.594 0.484 0.989 0.473 1 −0 −0.0009
FVADPS 0.053 0.257 0.004 −0.338 −0.003 1 0.047
PLFVCPS 0.053 0.047 0.145 −0.012 −0.0009 0.047 1
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1998 in China did not fit the actual economic environment of that time. Hence it had to be
abandoned. Contrary to P3, the combined value-relevance of earnings and book value has not
dropped significantly in P5, but kept increasing. This may imply that the environment has
gotten more favorable for ASBE 2006, and the combined value-relevance of earnings and
book value has improved. This coincides with what we have expected: that value-relevance of
financial information will be improved by the improvements of accounting regulations,
supporting H1 and H2: the combined value-relevance of earnings and book value will be
improved along with the institutional transition, the improvement of accounting regulations,
and more favorable market environment; the application of ASBE 2006 improves the
combined value-relevance of earnings and book value.

However, we find that incremental value-relevance of earnings has decreased, and
incremental value-relevance of book value has increased, in P5. We performed additional
tests to understand FV's effects on the value-relevance of financial information in P5.

4.4. Value-relevance of FV-applied firms and non-FV-applied firms

Table 8 summarizes the regression results on FV-applied and non-FV-applied,
continuously existing firms from the four industries during the pre- and post-FV adoption
period from 2001 to 2010.

Table 8 reveals that the combined value-relevance of earnings and book value has
increased in the post-FV re-adoption period both in FV-applied firms and non-FV-applied
firms. Although the combined value-relevance of earnings and book value is higher in
FV-applied firms, the increase rate of value-relevance in the post-FV re-adoption period in
non-FV-applied firms (2.56) is higher than that in FVA-applied firms (2.224). This implies
that the implementation of ASBE 2006 has improved the overall value-relevance of
financial information, again supporting H2 that the application of ASBE 2006 improves



Table 6. Yearly cross-sectional regressions of price on net income and book value.

(1)Pit ¼ ∂0 þ ∂1NIPSit þ ∂2BVPSit þ εit
(2)Pit ¼ β0 þ β1NIPSit þ εit

(3)Pit ¼ γ0 þ γ1BVPSit þ εit

Year ∂1 ∂2 (1) A (2) B (3) C A − C A − B

Adj. R2 β1 Adj. R2 γ1 Adj. R2 incr.NI incr.BV

1991 13.683 −1.526 −0.287 7.566 −0.005 0.500* −0.294 0.007 −0.282
1992 13.871*** 1.178 0.376 14.529*** 0.367 2.012 0.047 0.329 0.009
1993 4.223*** 0.550* 0.191 5.750*** 0.181 1.235* 0.141 0.050 0.011
1994 3.051*** 0.201 0.080 3.588*** 0.082 0.795*** 0.054 0.026 −0.002
1995 7.049*** 0.192 0.291 7.365*** 0.293 1.567*** 0.110 0.182 −0.001
1996 23.952*** 0.464 0.659 24.921*** 0.658 5.066*** 0.295 0.364 0.001
1997 24.041*** −0.581** 0.533 22.563*** 0.530 2.821*** 0.148 0.386 0.003
1998 14.240*** −1.054*** 0.364 9.600*** 0.291 0.491*** 0.030 0.335 0.074
1999 21.573*** −0.403 0.166 20.432*** 0.166 1.674*** 0.032 0.134 0.0004
2000 9.323*** 0.860*** 0.138 12.352*** 0.120 1.594*** 0.089 0.049 0.018
2001 8.298*** 0.620*** 0.189 11.003*** 0.170 1.269*** 0.126 0.063 0.019
2002 9.505*** 0.388*** 0.261 11.015*** 0.250 1.091*** 0.129 0.132 0.011
2003 9.157*** 0.525*** 0.427 11.085*** 0.404 1.378*** 0.246 0.181 0.023
2004 9.749*** 0.466*** 0.485 11.262*** 0.468 1.440*** 0.248 0.237 0.017
2005 13.134*** 0.535*** 0.476 14.714*** 0.465 1.922*** 0.221 0.255 0.011
2006 17.470*** 1.426*** 0.463 21.386*** 0.438 3.799*** 0.279 0.183 0.024
2007 13.576*** 1.409*** 0.475 16.872*** 0.436 3.143*** 0.277 0.198 0.039
2008 10.164*** 1.414*** 0.522 14.038*** 0.465 2.836*** 0.372 0.150 0.057
2009 14.122*** 1.548*** 0.483 19.615*** 0.439 3.276*** 0.355 0.129 0.045
2010 8.510*** 1.723*** 0.464 16.134*** 0.338 2.441*** 0.406 0.059 0.127

Note: ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively (two-tailed)
coefficient estimates are based on ordinary least-squares estimation. Price is regressed on (1) both net income and
book value, (2) net income, and (3) book value.
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the combined value-relevance of earnings and book value. However, it shows a difference
between FV-applied firms and non-FV-applied firms in the explanatory power of earnings
and book value on share price. The explanatory power of earnings in FV-applied firms
remains significant and slightly increased in the post-FV re-adoption period; the explanatory
power of book value also remains significant, but slightly decreased, in the post-FV re-
adoption period. Meanwhile, the explanatory power of earnings on share price in non-FV-
applied firms remains significant, and greatly increased, in the post-FV re-adoption period;
the explanatory power of book value on share price remains insignificant in both pre- and
post-FV re-adoption periods and even turns to negative in the post-FV re-adoption period.
The results may imply the following: the quality of financial information in FV-applied firms
is better than that in non-FV-applied firms; the application of FV has not significantly
changed the value-relevance of earnings and book value; and the increased combined
value-relevance of earnings and book value are mostly caused by the improvement of
accounting standards or market mechanism instead of FVA application. Further investigation
on the incremental explanatory power of FV-applied firms and non-FV-applied firms shown
in Table 9 and Fig. 3 also supports these conclusions.



Fig. 1. Yearly cross-sectional regressions.

Table 7. Periodic cross-sectional regressions of price on net income and book value.

(1)Pit ¼ ∂0 þ ∂1NIPSit þ ∂2BVPSit þ εit

(2)Pit ¼ β0 þ β1NIPSit þ εit

(3)Pit ¼ γ0 þ γ1BVPSit þ εit

Period ∂1 ∂2 (1) A (2) B (3) C A − C A − B

Adj. R2 β1 Adj. R2 γ1 Adj. R2 incr.NI incr.BV

P1 12.724*** −0.2426 0.304 12.340*** 0.317 1.105 0.020 0.284 −0.013
P2 14.014*** −0.612*** 0.251 12.278*** 0.244 1.372*** 0.061 0.191 0.007
P3 14.689*** 0.413*** 0.141 16.007*** 0.139 1.636*** 0.055 0.086 0.002
P4 14.256*** 0.420*** 0.293 15.601*** 0.289 1.844*** 0.129 0.164 0.005
P5 11.446*** 1.623*** 0.482 17.117*** 0.403 2.798*** 0.366 0.115 0.079

Note: *** indicate significance at the 1% level or better (two-tailed); coefficient estimates are based on ordinary
least-squares estimation. Price is regressed on (1) both net income and book value, (2) net income, and (3) book
value.
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Consistent with the conclusion drawn from the yearly regressions, Fig. 3 shows an
increased tendency in the combined value-relevance of earnings and book value for
continuously existing firms in the four industries (adjusted R2). Meanwhile, it clearly
shows that the incremental explanatory power of the combined earnings and book value in
FV-applied firms (incr.FVA) fluctuates and decreases in the post-FV adoption period.
Meanwhile, the incremental explanatory power of the combined earnings and book value
in non-FV-applied firms (incr.NFVA) is negative and relatively stable over time. This
implies that the implementation of FVA has not improved the incremental explanatory
power of financial information; instead, it has negative effect on the explanatory power of
financial information and thus denies H3 that the application of FVA contributes to the
improvement of the combined value-relevance of earnings and book value.

Yearly cross-sectional regressions on both FV-applied firms (Table 10, panel A and
Fig. 4) and non-FV-applied firms (Table 10, panel B and Fig. 5) also reveal that the
combined value-relevance of earnings and book value in non-FV-applied firms increases
steadily after the implementation of ASBE 2006, but fluctuates in FV-applied firms. Both



Fig. 2. Periodic cross-sectional regressions.

Table 8. Regressions for the continuously existing firms in the four industries during pre- and post-FV adoption
periods.

FVA NFVA

∂1 ∂2 Adj. R2 ∂1 ∂2 Adj. R

Pre-FV-adoption 7.010*** 0.789*** 0.209 9.067*** 0.158 0.114
Post-FV-adoption 7.840*** 0.740*** 0.465 14.857*** −0.591 0.292

Note: *** indicate significance at the 1% level or better (two-tailed); coefficient estimates are based on ordinary
least-squares estimation.
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the combined value-relevance of earnings and book value and incremental value-relevance
of earnings and book value decrease after 2008 in FV-applied firms (Fig. 4), while only
incremental value-relevance of book value decreased after 2007 in non-FV-applied firms.
This again demonstrates that the implementation of FVA has not improved the combined
value-relevance of earnings and book value and has even disturbed the quality of financial
information.

4.5. Incremental value-relevance of FV

Table 11 summarizes the yearly cross-sectional regressions of model 5 in FV-applied
firms among the four industries from 2007 to 2010.

Table 11 reveals that only earnings before FV adjustment (∂1) is statistically significant
and have explanatory power on share prices; book value before FV adjustment (∂2) in 2007
and 2010 is value-irrelevant; and both the adjustment of FV on earnings and book value are
value-irrelevant to share price with an exception in 2008. Share prices in China's capital
market dropped to the lowest point in 2008 because of the financial crisis, as shown in
Figs. 6 and 7. The changes in FV could not reveal the actual value of the firm, and hence
are value-irrelevant to share price.

Table 12 reveals that the incremental explanatory power of FV adjustments on net
income is negative and insignificant. Table 13 shows the incremental explanatory power of
2



Table 9. Yearly cross-sectional regressions for continuously existing firms in the four industries over 2001–2010.

Year Combined A FV-applied B Non-FV-applied C A − B A − C

∂1 ∂2 Adj. R2 ∂1 ∂2 Adj. R2 ∂1 ∂2 Adj. R2 incr.NFVA incr.FVA

2001 1.050*** 7.119*** 0.276 7.063*** 1.327*** 0.336 12.185** −0.116 0.128 −0.061 0.148
2002 0.418** 6.000*** 0.307 4.736*** 0.591*** 0.358 14.419*** −0.3401 0.323 −0.052 −0.017
2003 0.522*** 6.456*** 0.3523 5.314*** 0.761*** 0.341 11.345*** −0.186 0.604 0.011 −0.251
2004 0.471*** 7.984*** 0.731 7.127*** 0.609*** 0.749 14.047*** −0.065 0.844 −0.018 −0.113
2005 0.371*** 4.362*** 0.403 4.019*** 0.444*** 0.443 5.76884* 0.193 0.202 −0.040 0.200
2006 1.461*** 10.584*** 0.541 9.754*** 1.772*** 0.580 10.067** 0.851 0.232 −0.039 0.310
2007 0.4072 10.053*** 0.332 9.750*** 0.6116 0.419 25.734*** −2.094 0.220 −0.087 0.112
2008 0.818*** 6.232*** 0.569 5.634*** 1.079*** 0.627 8.685*** −0.778 0.513 −0.058 0.056
2009 0.4931 10.002*** 0.473 8.251*** 0.745*** 0.547 23.824*** −0.851 0.550 −0.073 −0.077
2010 0.1592 10.493*** 0.431 7.953*** 0.6442 0.452 25.022*** −1.101 0.575 −0.021 −0.144

Note: ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively (two-tailed); coefficient estimates are based on ordinary least-squares
estimation.
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Fig. 3. Yearly cross-sectional regressions for continuously existing firms in the four industries over 2001–2010
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.

FV adjustments on book value is negative and insignificant. These evidences imply that
FV does not exert incremental explanatory power during its application in China, hence
denying H3 that the application of FVA contributes to the improvement of the combined
value-relevance of earnings and book value.

4.6. The changes of value-relevance among industries

The average of yearly cross-sectional regressions on each of the four industries is shown
in Table 14.

Notably, the combined value-relevance of earnings and book value differ among
industries. The impacts of FVA implementation on each of the four industries also differ. The
combined value-relevance of earnings and book value decreased in the mining industry in the
post-FV re-adoption period (dropped from 0.2752 to 0.1877), but increased in the other three
industries. However, the explanatory power of both earnings (p, 0.3028) and book value (p,
0.1811) on share price became insignificant in the farming industry post-FV re-adoption, and
the explanatory power of book value decreased post-FV re-adoption in the financial industry.
These results imply that imbalanced market development among the industries in China may
be one of the reasons for the uneven changes in the combined value-relevance of earnings and
book value. FVA is not evenly applied across industries. At least, FVA is not adaptable in the
mining and farming industries at present in China. Therefore, H4 is denied that there would
not be great differences in the changes in the combined value-relevance of earnings and book
value in the pre- and post-FV-adoption periods among industries, supposing that the market
mechanism among industries were balanced.

Since the market economy in China emerged from late 1978, China's capital market,
formed in the early 1990s, has already reached scale. The production and trade in majority
firms are subject to the market mechanism, and the share price can reflect the economic
value of these firms. Therefore, it is easy to acquire securities' fair values in China's capital
market according to the closing price at each trading day. On the other hand, other
industrial sectors, such as mining and farming, are still in the process of developing and
perfecting, and the domestic market mechanism is not yet very well formed in these areas.
For example, oil prices are very much influenced by the international market price.



Table 10. Incremental value-relevance of earnings and book value in the continuously existing firms ove
2001–2010.

Panel A: FV-applied firms

(1)Pit ¼ ∂0 þ ∂1NIPSit þ ∂2BVPSit þ εit

(2)Pit ¼ β0 þ β1NIPSit þ εit

(3)Pit ¼ γ0 þ γ1BVPSit þ εit

Year ∂1 ∂2 A B C A − B A − C

Adj. R2 β1 Adj. R2 γ1 Adj. R2 incr.BV incr.N

2001 7.063*** 1.327*** 0.336 9.663*** 0.213 1.722*** 0.240 0.123 0.097
2002 4.736*** 0.591* 0.358 6.349*** 0.283 0.902*** 0.234 0.075 0.125
2003 5.314*** 0.761** 0.344 6.966*** 0.221 0.987*** 0.228 0.120 0.114
2004 7.127*** 0.609*** 0.749 8.386*** 0.682 1.227*** 0.336 0.067 0.413
2005 4.019*** 0.444* 0.443 4.987*** 0.388 0.785*** 0.238 0.055 0.205
2006 9.754** 1.772*** 0.580 14.715*** 0.480 2.966*** 0.445 0.100 0.136
2007 9.750*** 0.612*** 0.419 10.554*** 0.3989 1.100** 0.096 0.0201 0.323
2008 5.634*** 1.079*** 0.627 6.673*** 0.500 1.578*** 0.295 0.127 0.333
2009 8.251*** 0.745*** 0.547 10.658*** 0.495 1.507*** 0.339 0.051 0.208
2010 7.953*** 0.644** 0.452 10.497*** 0.453 2.051*** 0.382 −0.001 0.069

Panel B: Non-FV-applied firms

Year ∂1 ∂2 A B C A − B A − C

Adj. R2 β1 Adj. R2 γ1 Adj. R2 incr.BV incr.N

2001 12.185** −0.116 0.128 11.784** 0.194 0.607 −0.035 −0.066 0.163
2002 14.419*** −0.3401 0.323 13.012*** 0.360 0.531 −0.027 −0.037 0.350
2003 11.345*** −0.186 0.604 10.673*** 0.621 0.343 −0.021 −0.017 0.625
2004 14.047*** −0.065 0.844 13.819*** 0.855 0.802 0.1024 −0.011 0.741
2005 5.76884* 0.193 0.202 5.8114*** 0.249 0.224 −0.057 −0.047 0.259
2006 10.067** 0.851 0.232 10.82*** 0.215 1.059* 0.0429 0.0169 0.189
2007 25.734*** −2.094 0.220 16.88** 0.167 0.164 −0.076 0.0537 0.296
2008 8.685*** −0.778 0.513 8.52*** 0.507 −0.575 −0.053 0.0064 0.566
2009 23.824*** −0.851 0.550 22.899*** 0.567 0.360* −0.074 −0.017 0.624
2010 25.022*** −1.101 0.575 22.257*** 0.582 1.738*** 0.012 −0.007 0.563

Note: ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively (two-tailed)
coefficient estimates are based on ordinary least-squares estimation.
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However, its domestic market price can hardly keep in step with the international
counterparts, because the adjustment of oil price in China has to be first approved by the
National Development and Reform Committee (NDRC). Thus, it is impossible to acquire
FV of the products in a less mature marketplace. Besides, for the firms that has
implemented FVA, the basis and methods used in determining FV are not reliable (MOF
Accounting Research Group, 2011). Furthermore, the shortage of qualified Chinese
accounting professionals is another factor that may impede the adoption of FV, especially
in those less developed and unsophisticated industries. According to MOF figures (The
Accounting Regulatory Department of the MOF, 2012), only 181,000 individuals have
passed the CPA examination, and 96,000 practitioners have received the professional
certificate, out of more than 300,000 CPA industry practitioners by the end of 2010. This



Fig. 4. Incremental value-relevance of earnings and book value in FV-applied firms over 2001–2010.

Fig. 5. Incremental value-relevance of earnings and book value in non-FV-applied firms over 2001–2010.
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number is much lower than the 386,000 AICPA members in 2012 in the United States
(Anton & Melancon, 2012). Only 20.75% of accounting practitioners had earned a college
degree or above by the end of 2010 in China (The Accounting Regulatory Department of
the MOF, 2012).

4.7. Robustness test

We include loss firms in our regression, as shown in Fig. 8, for the robustness test. We
find similar results as in Fig. 2, except for the difference in P5. In contrast to the result in
Fig. 2, there is an increase in the incremental value-relevance of earnings and a slight
decrease in the incremental value-relevance of book value in P5. This does not accord with
the claims that negative earnings may result in the temporal decline of incremental
value-relevance of earnings (Basu, 1997; Hayn, 1995) and shift of value-relevance from



Table 11. Yearly cross-sectional regressions in FV-applied firms in the four industries over 2007–2010.

(5)Pit ¼ ∂0 þ ∂1BADNIPSit þ ∂2BADBVPSit þ ∂3PLFVCPSit þ ∂4FVADPSit þ εit

Year ∂1 ∂2 ∂3 ∂4 Adj. R

2007 11.273*** 0.388 −10.023 0.495 0.4139
2008 5.507*** 1.257*** −2.3726 1.474*** 0.6538
2009 6.789*** 1.121** 12.069* 0.238 0.5425
2010 6.689*** 0.954 −3.986 2.477 0.4305

Note: ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively (two-tailed)
coefficient estimates are based on ordinary least-squares estimation.

Fig. 6. Monthly K-line diagrams for Shanghai Composite Index over 2000 to 2007.
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earnings to book value (Barth et al., 1998; Burgstahler & Dichev, 1997; Collins et al.,
1997); it demonstrates that the value-relevance of financial information in emerging
markets may differ from that in mature markets. Not only do the combined value-relevance
of earnings and book value steadily increase over the institutional transition of the market
economy; earnings still contain the majority information for decision-making over time as
well, even though FV was widely adopted in ASBE. This may also imply that FVA could
not function well in the emerging market as it does in the mature market, and that the
income statement is still the primary reference for investors' decision making.

We then use the data from the 300 Index firms in SHSE and SZSE for the robustness
test. The change in value-relevance of the 300 Index firms during the five periods is shown
in Fig. 9.

We find that 300 Index firms are mostly FV-applied firms and have positive earnings.
The regression yields similar results with the one shown from the sample firms with
positive earnings and proves again that the combined value-relevance of earnings and book



Fig. 7. Daily K-line diagram for Shanghai Composite Index in late 2008.

Table 12. Yearly cross-sectional regressions of price on net income in FV-applied firms in the four industries ove
2007–2010.

(6)Pit ¼ β0 þ β1BADNIPSit þ β2PLFVCPSit þ β3BVPSit þ εit

(7)Pit ¼ γ0 þ γ1BADNIPSit þ γ2BVPSit þ εit

Year β1 β2 β3 (A) (B) (A − B)

Adj. R2 γ1 γ2 Adj. R2 incr.PLFVCPS

2007 11.054*** −9.6374 0.490 0.429 10.582 0.541 0.437 −0.009
2008 5.644*** −3.275*** 1.118 0.656 5.774 1.093*** 0.660 −0.004
2009 7.914*** 11.615* 0.775** 0.539 7.910 0.781** 0.510 0.029
2010 7.774** 3.88159 0.690 0.439 7.401 0.769 0.452 −0.013

Note: ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively (two-tailed)
coefficient estimates are based on ordinary least-squares estimation.
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value has improved over the institutional transition in the emerging market; the value-
relevance of book value has increased over time; and the value-relevance of earnings
remains stable and has a tendency to decrease.

In addition, yearly cross-sectional regression with AB-share and AH-share firms
excluded from all samples in 1991–2010, shown in Fig. 10, shows similar results to Fig. 1.
From the entire period, we can clearly see a transition for the changes in value-relevance of
financial information. Prior to 2000 is the emerging period of China's capital market;
market regulations were formed during this period, the market mechanism has not been
very well formed, market behavior showed irregularity, and the usefulness of financial
information to investors is limited. The regression result for this period is unstable, and the
value-relevance of financial information fluctuates heavily until 2000, before China's entry
into the WTO. The value-relevance of financial information is steadily improved by the
perfecting of China's market mechanism and the improvement of accounting regulations
r

;



Table 13. Yearly cross-sectional regressions of price on book value in FV-applied firms in the four industries ove
2007–2010.

(8)Pit ¼ ∂0 þ ∂1BADBVPSit þ ∂2FVADPSit þ ∂3NIPSit þ εit

(9)Pit ¼ γ0 þ γ1BADBVPSit þ γ2NIPSit þ εit

Year ∂1 ∂2 ∂3 (A) (B) (A − B)

Adj. R2 γ1 γ2 Adj. R2 incr.FVADPS

2007 0.934 0.573 9.247*** 0.408 0.575 9.673*** 0.393 0.015
2008 1.177*** 1.332** 5.535*** 0.621 0.412** 6.287*** 0.566 0.056
2009 1.040** 0.264*** 7.368*** 0.547 1.071** 7.298*** 0.556 −0.009
2010 0.679*** 1.027*** 7.803** 0.438 0.458 8.704*** 0.448 −0.010

Note: *** and **indicate significance at the 1%, 5% levels or better, respectively (two-tailed); coefficien
estimates are based on ordinary least-squares estimation. FVADPS includes FV adjustment for trading financia
assets and available for sale financial assets.

Table 14. Average of yearly cross-sectional regressions on the firms from each of the four industries.

(1)Pit ¼ ∂0 þ ∂1NIPSit þ ∂2BVPSit þ εit

Firm type Pre-FV re-adoption period (2001–2006) Post-FV re-adoption period (2007–2010)

∂1 ∂2 Adj. R2 ∂1 ∂2 Adj. R

Financial 3.186 3.154* 0.255 7.966*** −0.098 0.4252
Real estate 9.166*** 0.496* 0.170 6.145*** 0.614*** 0.3489
Mining 2.757 1.697** 0.275 1.939 2.705* 0.1877
Farming −0.522 0.926** 0.139 10.759 1.376 0.2155

Note: ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively (two-tailed)
coefficient estimates are based on ordinary least-squares estimation.
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after 2000 (shown in Fig. 1). This implies that the macro-economic policies also exerted
influence on the capital market and the value-relevance of financial information. As such,
with the implementation of equity division reform in 2005, together with the later global
financial crisis since 2007 (which eventually resulted in a capital market crash in 2008 in
China), the value-relevance of financial information also decreased accordingly. Because
the implementation of ASBE 2006 is still very recent, and Chinese ASBE 39 Fair Value
Measurement was just issued and implemented in 2014, it is hard to infer FV's impact on
the value-relevance of financial information. Further testing needs to be done to see how it
impacts the value-relevance of financial information over a relatively long period.

5. Conclusion

This paper investigates changes in the value-relevance of earnings and book value
over the entire process of China's institutional transition since its capital markets were
established in the early 1990s. Our analysis is motivated by the wide adoption and
convergence of IFRS around the world, as well as the concerns and debates about the
suitability of FV adoption in emerging markets. We have had three primary findings.
Firstly, contrary to claims in the existing literature based on mature markets, we find that
2

;



Fig. 8. Periodic cross-sectional regressions with loss firms included.

Fig. 9. Yearly cross-sectional regression for CSI 300 index firms.
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the combined value-relevance of earnings and book value has increased over time in China
for the period we observed. Meanwhile, incremental value-relevance of book value has
also increased over the institutional transition process, while incremental value-relevance
of earnings keeps steady and shows a decrease tendency. Secondly, unlike the evidence
found in mature markets, we find evidence that the application of FV has not improved
the value-relevance of financial information. Instead, the combined value-relevance of
earnings and book value and the incremental value-relevance of earnings and book value
decreased after 2008 in FV-applied firms, while the only incremental value-relevance
of earnings and book value decreased after 2007 in non-FV-applied firms. We even find



6 The real estate in China is not the same as that of western countries; land is the property of the State, while
housing prices have dramatically increased in the last decade.

Fig. 10. Yearly cross-sectional regression with AB share and AH share firms excluded.
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evidence that the combined value-relevance of earnings and book value in those FV-
applied firms in the mining and farming industries is very low and insignificant, but high
and significant in those non-FV-applied firms in the same industries. Thirdly, we find
evidence that the effects of FVA application across industries are uneven.

Our statistics also show that the application of FVA is mainly confined to financial assets
and liabilities concerning the year-end revaluation, with a few exceptions in real estate.
Besides, where there are options to use FVA or HCA, HCA is mostly the first choice of
business enterprises.6 Hence, we conclude that the increasingly improved value-relevance of
financial information in China is mostly achieved by the improvement of the accounting
regulations and perfection of the institutional and economic environments. In the ongoing
process of China's institutional transition, the market economy is still not mature enough, and
market mechanisms across industries are still imbalanced. This study suggests that the
institutional and economic environment for full adoption of FVA in China is still immature.
Besides, the shortage of qualified accounting professionals will also impede the adoption of
FVA in China. Therefore, we conclude that there is a long way to go for FVA to be fully
adopted and widely applied in each economic sector of China's emerging market. From this
aspect, this paper contributes to the literature on the adaptability of FVA in emerging market
economies by providing evidence obtained in China.

As for the reason for the increase in incremental value-relevance of earnings and the
decrease in incremental value-relevance of book value in the post-FV re-adoption
period—is it the result of profit manipulation during or after the re-adoption of FVA? What
are the potential reasons for the listed firms' choice of FV for the measurement of
investment real estate, and what are its economic consequences? These questions still need
to be further investigated by later studies.



222 X. Qu, G. Zhang / The International Journal of Accounting 50 (2015) 195–223
References

Al-Khadash, H. A., & Abdullatif, M. (2009). Consequences of fair value accounting for financial instruments in the
developing countries: The case of the banking sector in Jordan. Jordan Journal of Business Administration, 5(4),
533–551.

Amir, E., & Lev, B. (1996). Value-relevance of nonfinancial information: The wireless communications industry.
Journal of Accounting and Economics, 22, 3–30.

Anton, G., & Melancon, B. (2012). Message from the chairman and president & CEO. Annual report brief,
August 1, 2011–July 31, 2012. AICPA.

Barlev, B., & Haddad, J. R. (2007). Harmonization, comparability, and fair value accounting. Journal of
Accounting, Auditing and Finance, 22(3), 493–509.

Barth, M. E. (1994). Fair value accounting: Evidence from investment securities and the market valuation of
banks. The Accounting Review, 69, 1–25.

Barth, M. E., Beaver, W. H., & Landsman, W. R. (1998). Relative valuation roles of equity book value and net
income as a function of financial health. Journal of Accounting Research, 25, 1–34.

Barth, M. E., Beaver, W. H., & Landsman, W. R. (2001). The relevance of the value relevance literature for
financial accounting standard setting: Another view. Journal of Accounting and Economics, 31, 3–75.

Barth, M. E., & Clinch, G. (1996). International differences in accounting standards: Evidence from UK,
Australian, and Canadian firms. Contemporary Accounting Research, 13(1), 135–170 Spring.

Barth, M. E., & Landsman, W. R. (1995). Fundamental issues related to using fair value accounting for financial
reporting. Accounting Horizons, 9, 97–107.

Basu, S. (1997). The conservatism principle and the asymmetric timeliness of earnings. Journal of Accounting and
Economics, 24(1), 3–37.

Berger, P., Ofek, E., & Swary, I. (1996). Investor valuation of the abandonment option. Journal of Financial
Economics, 42, 257–287.

Burgstahler, D. C., & Dichev, I. D. (1997). Earnings, adaptation, and equity value. The Accounting Review, 72,
187–215.

Cairns, D., Massoudi, D., Taplin, R., & Tarca, A. (2011). IFRS fair value measurement and accounting policy
choice in the United Kingdom and Australia. The British Accounting Review, 43(1), 1–21.

Carroll, T. J., Linsmeier, T. J., & Petroni, K. R. (2003). The reliability of fair value versus historical cost information:
Evidence from closed-end mutual funds. Journal of Accounting, Auditing and Finance, 18(4), 1–23.

Chen, T. F. (2007). Pros and cons on China's accession to WTO reassessed. China Economist, 7, 97–109.
Christensen, H. B., & Nikolaev, V. V. (2013). Does fair value accounting for non-financial assets pass the market

test? Review of Accounting Studies, 18, 734–775.
Coldwell, D. (2004). The impact on China of its ascension into the WTO. The Social Science Journal, 1, 363–374.
Collins, D. W., Maydew, E. L., & Weiss, I. S. (1997). Changes in the value-relevance of earnings and book values

over the past forty years. Journal of Accounting and Economics, 24, 39–67.
Danbolt, J., & Rees, W. (2008). An experiment in fair value accounting: UK investment vehicles. European

Accounting Review, 17(2), 271–303.
Du, H., Li, S. F., & Xu, Z. R. (2014). Adjustment of valuation inputs and its effect on value relevance of fair value

measurement. Research in Accounting Regulation, 26, 54–66.
Elliott, J. A., & Hanna, D. J. (1996). Repeated accounting write-offs and the information content of earnings.

Journal of Accounting Research, 34, 135–155.
Elliott, R. K., & Jacobson, P. D. (1991). U.S. accounting: A national emergency. Journal of Accountancy, 172,

54–58 (November).
Ely, K., & Waymire, G. (1998). Accounting standard-setting organizations and earnings relevance: Longitudinal

evidence from NYSE common stocks, 1927–93. Working paper, Atlanta, GA: Emory University.
Filip, A., & Raffournier, B. (2010). The value relevance of earnings in a transition economy: The case of

Romania. The International Journal of Accounting, 45, 77–103.
Francis, J., & Schipper, K. (1996). Have financial statements lost their relevance? Working paper, Chicago, IL:

University of Chicago.
Goh, B. W., Ng, J., & Yong, K. O. (2009). Market pricing of banks' fair value assets reported under SFAS 157

during the 2008 economic crisis. Working paper.
Hayn, C. (1995). The information content of losses. Journal of Accounting and Economics, 20, 125–153.

http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0230
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0230
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0230
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0235
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0235
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0240
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0240
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0245
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0245
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0250
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0250
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0020
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0020
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0025
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0025
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0255
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0255
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0010
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0010
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0030
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0030
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0035
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0035
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0040
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0040
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0045
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0045
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0050
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0050
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0055
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0060
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0060
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0070
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0065
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0065
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0075
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0075
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0080
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0080
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0085
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0085
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0090
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0090
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0260
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0260
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0100
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0100
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0265
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0265
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0270
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0270
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0110


223X. Qu, G. Zhang / The International Journal of Accounting 50 (2015) 195–223
Hung, Y. L., & Mande, V. (2014). Does disaggregation of fair value information increase the value relevance of
the fair value hierarchy? Research in Accounting Regulation, 26, 90–97.

Jan, C., & Ou, J. (1995). The role of negative earnings in the evaluation of equity stocks. Working paper, New
York: New York University (NY and Santa Clara University, Santa Clara, CA).

Jenkins, E. L. (1994). An information highway in need of capital improvements. Journal of Accountancy, 177(5),
77–82.

Jermakowicz, E. K., & Gornik-Tomaszewski, S. (2006). Implementing IFRS from the perspective of EU publicly
traded companies. Journal of International Accounting, Auditing and Taxation, 115, 170–196.

Landsman, W. R. (2007). Is fair value accounting information relevant and reliable? Evidence from capital market
research. Accounting and Business Research, Special Issue: International Accounting Policy Forum, 19,
19–30.

Larson, R. K., & Street, D. L. (2004). Convergence with IFRS in an expanding Europe: Progress and obstacles
identified by large accounting firms' survey. Journal of International Accounting, Auditing and Taxation, 19,
89–119.

Lev, B., & Zarowin, P. (1999). The boundaries of financial reporting and how to extend them. Journal of
Accounting Research, 37(2), 353–385.

Maydew, E. L. (1997). Tax-induced earnings management by firms with net operating losses. Journal of
Accounting Research, 35, 83–96.

MOF (Dec.6, 1998). Accounting Standards for Business Enterprises——Debt Reconstructing. No.24 Finance and
Accounting. Issued by the Ministry of Finance.

MOF Accounting Research Group (2011). Analysis report on the implementation of Accounting Standards for
Business Enterprises in listing firms in 2010. International Business Accounting, 11, 13–27.

Niu, F., & Xu, B. X. (2009). Does recognition versus disclosure really matter? Evidence from the market valuation
of recognition of employee stock option expenses. Asia–Pacific Journal of Accounting and Economics, 16(2),
215–234.

Ohlson, J. (1995). Earnings, book values, and dividends in security valuation. Contemporary Accounting Research,
11, 661–688.

Peng, S. L., & Bewley, K. (2010). Adaptability of fair value accounting in China: Assessment of an emerging
economy converging with IFRS. Accounting, Auditing & Accountability Journal, 23(8), 982–1011.

Ramesh, K., & Thiagarajan, R. S. (1995). Inter-temporal decline in earnings response coefficients.Working paper,
Evanston, IL: Northwestern University.

Sever, M. V., & Boisclair, R. E. (1990). Financial reporting in the 1990s. Journal of Accountancy, 11, 36–41.
So, S., & Smith, G. (2009). Value-relevance of presenting changes in fair value of investment properties in the

income statement: Evidence from Hong Kong. Accounting and Business Research, 39(2), 103–118.
Song, C. J., Thomas, W. B., & Yi, H. (2010). Value relevance of FAS 157 fair value hierarchy information and the

impact of corporate governance mechanisms. The Accounting Review, 85(3), 753–789.
The Accounting Regulatory Department of the MOF (2012). Comprehensively implementing the personnel

planning in accounting industry and constantly improving the quality of accounting personnel. Finance and
Accounting, 1, 16–20.

Wang, K. C., & Li, M. (2008). The agricultural product market development since China's entrance to WTO.
China's National Conditions and Strength, 10, 42–45.

Xiang, H. C. (1999). Accounting in the 50 years of new China. Beijing: China Finance and Economic Press.
Yang, M. (2008). Review and enlightenment of the application of fair-value accounting in China. Accountant's

Friends, 3, 94–95.
Yu, L. X. (2009). Review and prospect of the development of Chinese stock market. Southwest Finance, 338(9),

19–22.
Zhang, G. H., Ahmed, K., & Boyce, G. (2014). From political orientation to internationalization: Institutional

influences on accounting education change in post-revolutionary China. Critical Perspectives on Accounting,
25(8), 819–843.

http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0120
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0120
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0275
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0275
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0130
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0130
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0135
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0135
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0140
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0140
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0140
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0145
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0145
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0145
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0150
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0150
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0155
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0155
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf5275
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf5275
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0160
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0160
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0165
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0165
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0165
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0170
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0170
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0175
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0175
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0280
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0280
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0185
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0190
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0190
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0195
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0195
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0200
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0200
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0200
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0205
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0205
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0210
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0215
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0215
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0220
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0220
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0225
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0225
http://refhub.elsevier.com/S0020-7063(15)00020-5/rf0225

	Value-relevance of Earnings and Book Value Over the Institutional Transition in China: The Suitability of Fair Value Accoun...
	1. Introduction
	2. Institutional transition and FVA adoption in China
	2.1. Institutional transition in China
	2.2. China's adoption of FVA

	3. Research design and valuation model
	4. Sample and results
	4.1. Sample selection
	4.2. Descriptive statistics
	4.3. Changes in the value-relevance of earnings and book value over time
	4.4. Value-relevance of FV-applied firms and non-FV-applied firms
	4.5. Incremental value-relevance of FV
	4.6. The changes of value-relevance among industries
	4.7. Robustness test

	5. Conclusion
	References


