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Abstract 

This paper is based on A-share listed firms of new accounting standards in China from 2010-

2013, empirically study the influence of accounting conservatism on over-investment for 

different kinds of ultimate controlling ownership ,so the samples are classified to central state 

owned enterprises, local state-owned enterprises and , private owned enterprises. We find that 

private enterprises’ over investment level and accounting conservatism level are both the 

highest in the three groups of corporates, over-investment level of the local state-owned 

enterprises is higher than that of the state-owned central enterprises, but accounting 

conservatism is weaker than the latter; in private owned enterprise, accounting conservatism 

plays the governance effect of alleviating the over investment behavior, but this inhibition is not 

significant in local state-owned enterprises and central state-owned enterprises. 

 

Keywords: Accounting conservatism; Over-investment; Ultimate controlling ownership; 

Corporate governance; China 

 

 

INTRODUCTION 

Investment is one of the three carriages to pull macroeconomic growth, and it is also the core 

content of micro enterprise production and management. Macro data show that since 2009, the 

total social fixed assets investment in China accounted for the proportion of GDP in more than 

60%, which reached a historical high value of 72.2% in 2012. Maintain appropriate investment 

scale and economic growth can create conditions for the reform, it can also provide strong 

power for listing Corporation to enhance corporate value. However, in recent years China's 

listing Corporation extensive growth concept derived from the serious problem of excessive 
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investment, which greatly damage the interests of the shareholders (Liu Fengwei, 2013). 

Compared with private holdings, over-investment  problem in enterprises that are controlled by 

government is more serious, and the external governance environment improvement inhibit 

over- investment to a certain extent (Yu Honghai, 2010).Therefore, explore the governance 

mechanism of curb overinvestment become one of problems that our country government and 

enterprises need to solve.  

Conservatism is also called prudence. Basu (1997) defines it as "the accounting 

personnel in time to confirm the good news to the verification requirements are higher," 

according to international financial reporting standards, the conservatism principle requests the 

enterprise to the transactions or matters of accounting recognition, measurement and report 

should be cautious, should not overestimate or underestimate the profit and loss of assets, 

liabilities and expenses.  

China has experienced four major accounting reform in recent ten years, in 1999 it 

introduced the "four provisions" and "eight provisions", to pay the cost of research and 

development in 2001, the new accounting standards also reiterated the enterprise in the 

accounting measurement should be cautious principle in 2006, which embodies the important 

position of conservatism in the accounting information quality requirements. 

Existing research on accounting conservatism of over investment in corporate 

governance is mainly from the perspective of management features, impairment of assets, 

investment opportunities etc. The conclusion is not consistent, some scholars believe that the 

conservatism performance to curb over investment (Liu Yonghua, 2014; Yang Dan, 2011), 

some scholars think that inhibitory effect on over investment is not obvious, but resulting under 

investment to a certain extent (Zhu Song, 2010). Less likely to see the relevant shareholders 

especially the ultimate controlling shareholder of accounting conservatism and excessive 

investment, few studies only divided them into state-owned enterprises and non-state-owned 

two properties.  

Therefore, according to Liu Shaojia's (2003) "ultimate property right theory", the listing 

Corporates are divided into state-owned and private property class two, and according to the 

controlled government level will be further subdivided into the central state-owned enterprises 

and local state-owned enterprises. To explore the different nature of the ultimate controlling 

stake in the enterprise, whether there is a significant difference between accounting 

conservatism and over investment level, and whether the accounting conservatism is playing 

the same improvement over investment, enhance corporate value function. 
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LITERATURE REVIEW AND HYPOTHESES  

Accounting conservatism and over investment difference  
between different ultimate ownership 

Watts (2003) believes that conservatism can reduce agency cost between the company and the 

relevant population due to conflicts of interest arising from the agent. If the interests of 

shareholders and creditors tend to be consistent, the decline of accounting information 

conservatism will decline, on the contrary it will rise (Zhu Kai, Chen cell, 2006). In our capital 

market, corporate debt financing is mainly from banks, but banks are not directly involved in the 

management of the company, and them are not represented at the board of directors, thus 

accounting information has become an important channel for banks to solve the problem of 

information asymmetry and supervise the enterprise (Chen Xinyuan, Zhu Hongjun, 2007). 

Zhang Dunli and Li Lin (2011) studies show that accounting conservatism can help enterprises 

improve the overall increase in external debt and equity financing opportunities, reduce 

financing cost, improve the efficiency of financing. However, most of the listing Corporation in 

Chinese enterprises from the restructuring, while governments control the state-owned 

enterprises and state-owned commercial banks, the government to coordinate the conflict of 

interests between the two through internal coordination mechanism, one of the necessary 

conditions lead to high quality accounting information is not state-owned enterprises access to 

credit. Bushman and Piotroski (2006) find that the greater the proportion of state-owned 

enterprises in the economy, the lower company's accounting information conservatism. In 

addition to this factor of financing soft constraints, Chen Ce and LvChangjiang (2011) also find 

that the characteristics of small and medium-sized plate of high risk factors for plate Shenzhen 

with private enterprises developed specialized administrative regulations, so that private firms 

exhibit higher accounting conservatism. So in order to get more external financing opportunities, 

the requirement of accounting conservatism in the private owned enterprises will be higher than 

that of state-owned enterprises . According to the ultimate controller state owned enterprises 

can be further subdivided into the central state-owned (Asset Management Committee of the 

State Council control) and local state-owned enterprises (Committee of local state-owned 

assets control) two class. Both external ties with the government, supervision and incentive 

physical existence remarkable difference. State the size and the relationship between national 

life, the central ministries and regulation, its accounting higher conservatism. 

In over investment aspect, State owned enterprise performance out more strongly of 

excessive investment tendencies than private owned enterprises .Because of multiple target 

and record assessment of needs, Government may timely "support" in promotion investment 

efficiency of while, also easily induced excessive investment, as Government for place 
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economic development and employment of considered, on enterprise internal economic 

efficiency passable of project, cannot timely exercise abolished option, recovered investment 

(Bushman and Piotroski,2007).In addition, different levels of government control of state-owned 

listing Corporation from government intervention significantly affect local government fiscal 

pressure, promotion of officials and officials, which is easily lead to over investment in their area 

of (Cao Chunfang, 2014; an Ling, 2008) 

Therefore, we put forward the following hypothesis: 

Hypothesis 1:Three kinds of the ultimate ownership in the enterprise's demand for accounting 

conservatism is not the same, order from strong to weak is private owned, central state-owned 

and local state-owned enterprises.  

Hypothesis 2: Over investment level in three kinds of ultimate ownership enterprises from strong 

to weak is the local state-owned enterprises, the central state-owned and private owned 

enterprises 

 

Ultimate ownership, accounting conservatism and over investment 

According to MM theory, in the condition of the rational economic man, the information 

completely and fully market competition , enterprise investment can make the value of the 

company maximize. However, because of the separation of ownership and control of modern 

enterprise and caused the principal-agent problems, the objective function of the agent and the 

principal objective function is inconsistent, conflicts of interest between the two, managers might 

pursue their own interests, hung in the investment decision-making, free cash flow of the 

enterprise investment in projects with negative net present value, which leads to excessive 

investment behavior (Hope, Thomas, 2008). However, the accounting conservatism 

emphasizes confirm "bad news" in time, this business situation is deteriorating to provide timely 

information for the creditor to master, in time to reduce the agency cost management of 

generated by over investment. In the view of managers, if continue to operate the unfavorable 

investment project, the loss will expand and be confirmed in its tenure, forcing managers have 

the power timely termination of unfavorable investment projects, but also can reduce the future 

investment in negative NPV of investment projects (Ahamed, Duellman, 2007). Therefore, the 

accounting conservatism is not only an important quality of financial reports, but also is one of 

the effective mechanisms to solve the agency problem between shareholders and managers' 

(LaFond, Roychowdury, 2006). therefore accounting conservatism can inhibit the enterprises’ 

over investment in a certain extent, we put forward the hypothesis 3: 
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Hypothesis 3: Accounting Conservatism is helpful to inhibit the enterprises’ over investment 

behavior, that is, in certain conditions, accounting conservatism and over investment level is 

negative. 

Compared with private owned enterprises,  state-owned enterprises’ accounting conservatism is 

much weaker Because of China's government intervention and the financing of soft constraints, 

, and in debt financing is more convenient to access to. In addition, the government goal of 

diversification makes the accounting conservatism of state-owned enterprises excessive 

investment behavior of the weak binding in the private enterprises. 

On the contrary, the private owned enterprises’ internal management employment and 

business activities are more open and transparent, accounting conservatism can play a better 

role in corporate governance, the problem of information asymmetry between shareholders and 

managers to ease, which can inhibit the over investment behavior the occurrence of 

opportunistic managers caused. Therefore, we guess that in the private enterprise accounting 

conservatism is strong in the central enterprises, the accounting conservatism of the central 

enterprises and local state-owned enterprises is stronger than the assumption, we put forward 

the hypothesis 4: 

Hypothesis 4: accounting conservatism’s governance function in three kinds of ultimate 

ownership corporates present differently. Ranked form strong to weak is private owned 

companies, the central state-owned enterprises and local state-owned enterprises. 

 

METHODOLOGY 

In the following sections, firstly we using Richardson (2006) model to estimate the firms’ new 

normal investment level of, and then according to the actual amount of investment and the new 

model estimated values of the difference (i.e., the regression residuals) is greater than zero, to 

determine whether there are over investment behaviors in the sample enterprises. At the same 

time to the surplus of Basu reverse regression model as the basis, from Khan & Watts (2009) 

research method, reference tool variables to build models for estimating the firm level 

accounting conservatism level. Finally, the over investment be regarded as explained variable, 

accounting conservatism index as explanatory variables, and adding includes several control 

variables reflect the company's operating and corporate governance characteristics, in order to 

study the accounting conservatism level of enterprises over the role of investment. 

 

Sample selection and data sources 

All listing Corporation based on China's Shanghai and Shenzhen stock market 2010-2013 

issuance of A shares for the initial sample, excluding financial, insurance company, the issue of 
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new shares in the first year and the sample period is ST or in the ST state, at the same time the 

company issuing B shares or H shares and related data loss of the company. Finally for the 

Richardson and K&W model are a total of 2632 observation samples about 658 listing 

Corporation during 4 years, the central state-owned enterprises to 104, where 302 local state-

owned enterprises, private owned enterprises 252. For accounting conservatism of over 

investment model are 547 samples. In this paper, the original data from the CSMAR database, 

data statistics and processing software for Excel2010 and Stata 12, in order to remove the 

influence of outliers, the relevant variables in quartile 1% and 99% by winsorize treatment. 

 

Model design and variable definition 

Over investment level estimation 

Richardson model not only can measure the investment - cash flow sensitivity and the 

difference between the condition of over investment and inadequate investment, but also about 

overinvestment level measurement (ZhanLei etc., 2011). The listed company's normal level of 

new investment estimation method is as follows: 

𝐼𝑁𝑉𝑖,𝑡 =∝0+∝1 𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡−1 +∝2 𝐿𝑒𝑣𝑖,𝑡−1 +∝4 𝐶𝑎𝑠ℎ𝑖,𝑡−1 +∝4 𝐴𝑔𝑒𝑖,𝑡−1 +   ∝5 𝑆𝑖𝑧𝑒𝑖,𝑡−1 +

 ∝6 𝑅𝑖 ,𝑡−1 +∝7 𝐼𝑛𝑣𝑖 ,𝑡−1+ 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝑌𝑒𝑎𝑟 + 휀𝑖 ,𝑡  (1) 

Among them, the 𝐼𝑁𝑉𝑖,𝑡  represents company’s new investment in year t , which is equal 

to the total investment minus the maintenance; Growth t-1 represent growth opportunities, using 

tobin Q value; , Levt-1、Casht-1、Aget-1、Sizet-1、Rt-1、INVt-1, represent the t - 1 year fixed 

number of year of the asset-liability ratio, cash holdings, listing, the company size, stock returns 

and capital investment. In addition, in order to control the annual and Industry factors. The 

impact on the investment behavior of listed companies, the introduction of the annual dummy 

variable Year Industry and Industry dummy variables. About the detailed definitions and 

calculation methods of scalar are shown in table 1.  

The regression residuals of model 1 represent invalid level of enterprise capital 

investment. If the residual is greater than zero, suggesting that the enterprise the existence of 

over investment behavior, expressed as OverINV, its value is bigger that enterprises excessive 

investment in more serious cases, whereas that of lack of investment. The main observation 

here is that excessive investment enterprises (OverINV) condition. 

 

Measurement of Accounting Conservatism 

Zhang Changhai (2012) believed Khan & Watts model is the most suitable for China's national 

conditions, so this paper we think using the K&W model to calculate the index C_Score can 
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measure the size of the enterprise accounting conservatism. The following specific calculation 

method: 

𝐸𝑃𝑆𝑖 ,𝑡

𝑃𝑖,𝑡−1
= β0 + β1,𝑡𝐷𝑅𝑖,𝑡 + β2,𝑖,𝑡𝑅𝑖 ,𝑡 + β3,𝑖,𝑡𝑅𝑖 ,𝑡 × 𝐷𝑅𝑖 ,𝑡 + ε𝑖 ,𝑡  (2-1) 

Where, EPS𝑖 ,𝑡  is i company t year earnings per share; P𝑖 ,𝑡−1 is the price of i company per stock at 

the beginning of the t year;R𝑖,𝑡 is i company t  year rate of return of the stock market; DR𝑖 ,𝑡  is a 

dummy variable, when R is less than or equal to 0 a value of 1, or 0. 

In model 2-1,β1 represents the accounting earnings of the "good news" confirmed that 

the timeliness of accounting earnings, β2 represents the "bad news" confirmed that the 

timeliness of accounting earnings,β3 represents the "bad news" than "good news" confirmed the 

timeliness of incremental, so using whether or not β3 is significantly greater than 0 to judge 

whether the sound listing Corporation surplus.And Kahn and Watts think the soundness of each 

sample each year, will with the company annual feature (scale Size, account rate MB, financial 

leverage Lev) cross section changes, so the "good news" (G_Score) and bad news (C_Score) 

and can be expressed as: 

G_Score=β2,𝑖,𝑡=𝜇1，t + 𝜇2，tSize𝑖 ,𝑡 + 𝜇3，tM𝐵𝑖,𝑡+𝜇4，tLev𝑖,𝑡      （2-2） 

C_Score=β3,𝑖 ,𝑡=λ1，t + 𝜆2，tSize𝑖,𝑡 + 𝜆3，tM𝐵𝑖,𝑡+𝜆4，tLev𝑖,𝑡       （2-3） 

Finally combine model 2-2、model 2-3 and model 2-1. we carry out calculations model 2: 

𝐸𝑃𝑆𝑖 ,𝑡

𝑃𝑖,𝑡−1
= 𝛽0 + β1,𝑡𝐷𝑅𝑖 ,𝑡 + 𝜇1，t𝑅𝑖 ,𝑡 + 𝜇2，tSize𝑖,𝑡𝑅𝑖 ,𝑡 + 𝜇3，tM𝐵𝑖,𝑡𝑅𝑖,𝑡 +  𝜇4，tLev𝑖 ,𝑡𝑅𝑖,𝑡 + λ1，t𝑅𝑖 ,𝑡 ×

𝐷𝑅𝑖 ,𝑡 + 𝜆2，tSize𝑖 ,𝑡 × 𝑅𝑖 ,𝑡 × 𝐷𝑅𝑖 ,𝑡 +  𝜆3，tM𝐵𝑖,𝑡 × 𝑅𝑖 ,𝑡 × 𝐷𝑅𝑖 ,𝑡 +  𝜆4，tLev𝑖,𝑡 × 𝑅𝑖 ,𝑡 × 𝐷𝑅𝑖 ,𝑡 + ε𝑖 ,𝑡（2） 

According to model 2，we calculate the coefficient ofλ1，t,𝜆2，t、𝜆3，t、𝜆4，t，then 

substitution (2-3) can calculate the accountant C_Score robustness index, which reflects a "bad 

news" correlation of accountancy surplus and stock price relative to appear "good news" 

(G_Score) increment, the greater the C_Score, shows that accounting conservatism, the 

stronger the definition of the variables as shown in the table 1. 

 

Accounting conservatism and over investment model 

In order to study the governance role of accounting conservatism of excessive investment in 

different ultimate ownership of an enterprise, we put forward the following model: 

OverINV𝑖 ,𝑡 =∝0+∝1 C_Score𝑖 ,𝑡 +∝2 𝑂𝑤𝑛𝑒𝑟𝑖 ,𝑡 + 𝛿𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 +  𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 +  𝑌𝑒𝑎𝑟 + 휀𝑖 ,𝑡    （3） 

Among them, Owner is the nature of the enterprise ultimate ownership， can take the 

central state-owned enterprises, local state-owned enterprises and private owned enterprises. 

Control are the control variables, including reflect the company's operating characteristic (free 

cash flow, financial leverage of 5 variables) and corporate governance (management fee rate, 
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the executive compensation of 4 variables) class two, see table 1.In this paper, the most 

concern is coefficient significantly and the directions of ∝1、∝2、δ, if ∝1>0, indicates that 

robustness is to promote enterprise over investment, otherwise expressed conservatism has 

inhibitory effect on over investment. Through the comparison of ultimate controlling nature of 

equity enterprises coefficient ∝1、∝2、δ, can judge the accounting conservatism of over 

investment in the role of the strength. 

 

Table 1. Variable definitions 

Variable 

Style 

Variable 

symbol 

Variable  

name 
Calculation method 

Test  

Variable 

INV 
New investment 

level  

(construction of fixed assets, intangible assets and other 

long-term assets that pay cash - disposal of fixed assets, 

intangible assets and other long-term assets withdraw cash) 

/ total assets by early year in year t 

C_Score 
Accounting 

conservatism  
According to the obtained by the method of K&W 

OverINV Over investment Model 1 greater than 0 in the regression residuals 

Explanatory 

variables 

Growth Tobin Q value 

[(the market value of outstanding shares and non tradable 

shares to total equity ratio * shareholder equity book value) 

+ book value of total liabilities / assets book value 

Lev Asset-liability ratio debt / total assets of year t-1 

Cash Cash holdings 

The ratio of the company's cash and cash equivalents 

balance at the end of the period and the total assets at the 

end of the year t-1 

 
Size Company scale 

The natural logarithm of total assets of the company of year 

t-1 

R Stock return rate 
considering the cash dividend re investment annual stock 

returns of year t-1 

INV 
New investment of  

year  t-1 

(construction of fixed assets, intangible assets and other 

long-term assets that pay cash - disposal of fixed assets, 

intangible assets and other long-term assets withdraw cash) 

/ total assets by early year in year t-1 

EPS Earnings per share annual earnings per share of year t 

P price per share Price per share by the end of year t 

MB Account rate ratio of company's market value and book value in year t 

Control variable 

(reflect the 

company's 

operating 

characteristics) 

ROA 
Return on total 

assets 
(Net income/average total assets) in year t 

CFO 

Ratio of operating 

cash flow to total 

assets  

(Operating activities cash flows/total assets )of year t 

Age Company age Years from the listed time to the end of year t - 1 

Gross Sales gross margin (operating income - operating cost)/revenue in year t 

Cycle Operating cycle 
Natural logarithm of the sum of the accounts receivable 

turnover and inventory turnover of year t 
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Control 

variables(reflecting 

corporate 

governance) 

ME 
Management fee 

rate 
(Administrative costs / the main business income)of year t 

Idr 
independent 

directors proportion 
(independent directors / board of directors )in year t 

Pay 
Executive 

compensation  

The amount of the top three natural logarithm of the total 

amount of the remuneration of senior executives of  year t 

Tun Shareholders Other receivables/total assets by the end of year t 

Dummy  

Variable 

 

Industry Industry variable 
Remove financial and insurance industries, total 11 

industries. 

Year Annual variable The sample period is 2007-2013 

DR 
Income dummy 

variable 
When R≤0,it equal to 1,or 0 

Owner 
Ultimate controlling 

ownership property 
Central state-owned, local state-owned, private owned 

 

EMPIRICAL ANALYSIS 

Variable estimation results 

Estimation of over investment 

Results descriptive statistics table 3 lists the main variables. According to the Richardson model 

to estimate the actual investment and the expected investment difference is greater than zero, 

the residual sample is indicated when the enterprises took place over investment behavior, 

denoted by OverINV. In the final 2632 research samples, over investment samples are 1039 

(accounting for 39.2%), indicating that the overall level of China's listing Corporation, over 

investment level is relatively large. The mean local state-owned enterprises OverINV (0.0412) 

which is greater than the central enterprises (0.0374), indicating excessive levels of investment 

of the local state-owned enterprises above the central state-owned enterprises. However, the 

private sector over investment mean (0.0414) is higher than the local state-owned enterprises, 

are not completely consistent with the hypothesis 1 conjecture. Therefore, ultimate control right 

angle, over investment from strong to weak is private owned enterprises, local state-owned 

enterprises, the central state-owned enterprises. Although the theoretical analysis of controlled 

by the government, state-owned enterprises should show more overinvestment tendency in the 

government intervention and promotion of officials under the pressure, but private enterprises in 

our country mostly in the Pyramid ownership structure, ultimate controlling shareholders with 

less cash flow to gain control of the excess, flow separation conditions in control right and cash 

next, provides convenience for the controlling shareholder to implement tunnel digging, so that 

the actual capital market, private enterprises than local state-owned enterprises are more prone 

to over investment behavior. 
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Estimation of  Accounting conservatism  

According to annual Kahn-Watts model the regression results, we calculate the each year 

accounting conservatism index of  2010-2013 sample enterprise(shows as the Table 2) , the two 

coefficient is greater than 0 except that the mean and median C_Score in 2011 than in other 

years is negative ,which indicates  the overall level of China's listing Corporation, conservative 

accounting policies.  

According to statistics of ultimate controlling nature of equity, private C_Score mean 

(0.0233) is slightly larger than the central enterprises (0.0229), and the central enterprises 

significantly larger than the local state-owned enterprises (0.0026), verified the hypothesis 2, 

that the three kinds of accounting conservatism from strong to weak were private owned 

enterprises, central state-owned enterprises, local state-owned enterprises. 

 

Table 2. The main variable statistical results description 

       

  Variable Mean Standard Minimum Maximum Median N 

Over- 

investment 

model 

INVt 0.0559  0.0735  -0.8116  1.0258  0.0386  2632 

Qt-1 2.1246  1.4472  0.6837  22.0976  1.6766  2632 

Levt-1 0.5295  0.2058  0.0291  2.9918  0.5370  2632 

Casht-1 0.1458  0.1101  -0.0233  0.7768  0.1178  2632 

Aget-1 2.4300  0.3317  1.0986  3.0910  2.4849  2632 

Sizet-1 22.0415  1.1969  18.2906  26.9739  21.9242  2632 

Rt-1 0.3418  0.8440  -0.6208  6.2562  0.0399  2632 

Accounting 

conservatism 

model 

 

EPS/Pt-1 0.0284  0.0496  -0.4429  0.4798  0.0239  2632 

Rt 0.0065  0.3832  -0.6208  3.7639  -0.0585  2632 

MBt 1.9611  1.3863  0.6837  22.0975  1.5244  2632 

Sizet 22.1796  1.2172  18.2906  26.9987  22.0338  2632 

Levt 0.5303  0.2030  0.0291  2.9918  0.5409  2632 

Central 

state-owned 

OverINV 0.0374  0.0403  0.0002  0.1941  0.0241  168 

C_Score 0.0229  0.1279  -0.4635  0.3097  0.0078  416 

Local 

state-owned 

OverINV 0.0412  0.0498  0.0001  0.3301  0.0240  462 

C_Score 0.0026  0.1209  -0.4422  0.3675  0.0210  1208 

Private 

Owend 

OverINV 0.0414  0.0522  0.0002  0.3402  0.0233  409 

C_Score 0.0233  0.1326  -0.4753  0.3310  0.0010  1008 

2010  C_Score 0.0437  0.0609  -0.1367  0.2799  0.0424  658 

2011  C_Score -0.0403  0.1210  -0.4753  0.3355  -0.0362  658 

2012  C_Score 0.0096  0.1089  -0.4422  0.3675  0.0135  658 

2013 C_Score 0.0414  0.1081  -0.3495  0.3494  0.0500  658 
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Regression analysis 

In order to test the influence of enterprise accounting policy steady to over investment, we 

screened the simultaneous occurrence of over investment and implementation of conservative 

accounting policies of the sample, entered the final model samples a total of 547, the 79 central 

enterprises, local state-owned enterprises, private enterprises 257 210. Because the sample is 

the use of panel data, doing accounting conservatism on the regression of excessive investment 

front, this paper firstly were judged on the form of the model. In choosing between the fixed 

effects model and a hybrid method of least squares, F test value is 1.26, which is statistically 

significant at the 5% level, should be preferred to the fixed effect model. In choosing between 

the fixed effect model and random effect model, Hausman test and P value was 0.6484, that in 

10% levels are not significant, so the advantages and the random effect model. Integrated F 

test, Hausman test, the regression model with random effects model. 

From the full sample (Table 3, second column) in not enterprise ultimate controlling 

equity nature conditions, accounting conservatism (C_Score) and over investment (OI) and the 

correlation coefficient is -0.0226, and statistically significant at the 1% level, that on the whole, 

accounting conservatism level and enterprise level significantly over investment a negative 

correlation between accounting conservatism, which means the enhancement on the excessive 

investment plays an inhibitory role, this result also with Liu Hongxia and SuoLingling (2011) 

conclusion is consistent, which verifies the hypothesis 3. 

In order to accounting conservatism test different ultimate controlling ownership property 

under the condition of excessive investment in the role of the enterprise, we adopt the grouping 

method to test the relationship between the two. As shown in Table 4, third column, fourth 

column, fifth column. The accounting conservatism of the central enterprises and local state-

owned enterprises to the coefficient of excessive investment model are respectively -0.0351 and 

-0.0300（∣-0.0351∣>∣-0.0300∣>0, from the point of view of the former single coefficient shows 

robustness to over investment inhibited slightly to the latter, but the results did not pass the 

significance test 10%, shows no significant difference inhibitory effect of accounting 

conservatism of central enterprises and state-owned enterprise over investment of enterprises.  

The private enterprise group model both in the coefficient size of -0.1318, and 

statistically significant at the 5% level, that of private enterprises, the more conservative 

accounting policy implementation inhibit the excessive investment on the enterprise is more 

strong, and in front of the two groups compared, whether large or small coefficients of the model 

coefficients are significant level, show that the effect of private enterprise accounting 

conservatism on over investment is stronger, thus Hypothesis 4 is not completely confirmed. 
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Table 3. The regression results of accounting conservatism and over investment model 

Explained 

Variable 
Full sample 

Central 

State-owned 

Local 

State-

owned 

Private 

owned 

intercept 
0.1318** 

（2.21） 

0.2385* 

（1.98） 

0.1653* 

（1.79） 

0.1134* 

（1．75） 

C_Score 
-0.0226*** 

（-2.69） 

-0.0351 

(-0.53) 

-0.0300 

(-0.58) 

-0.1318** 

（-2.75） 

ROA 
0.0346* 

（1.64） 

0.1240* 

(1.87) 

0.0931** 

（2．12） 

0.0568 

（1.63） 

CFO 
0.0064 * 

（-1.19） 

0.0923*** 

（3.86） 

0.0071*** 

（3.54） 

0.0367*** 

（2.75） 

Age 
-0.0116* 

（-1.47） 

-0.0141* 

(-1.71) 

-0.0203* 

(-1.73) 

-0.0139* 

(-1.63) 

Gross 
0.0596*** 

（3.13） 

0.1320* 

(1.91) 

0.075** 

(2.46) 

0.0395 

(1.12) 

Cycle 
0.0022 

（1.47） 

0.0010 

(0.25) 

0.0028* 

(1.45) 

0.0036* 

(3.37) 

ME 
0.0488* 

（2.24） 

0.1487** 

(4．67) 

0.0448* 

(0.64) 

0.0958* 

（3.60） 

Idr 
-0.0457* 

（-1.08） 

-.1326* 

（-1.74） 

-.0694* 

（-1.37） 

-.1775* 

（-1.93） 

Pay 
-0.0019* 

(-1.59) 

-0.0012** 

（-2.34） 

-0.0017** 

(-2.45) 

-0.0033** 

(-3.64) 

Tun 
-0.1331 

(-1.56) 

-.6554** 

（-2.34） 

-.094（-

0.63） 

-.1284* 

（-0.97） 

Year &Industry controlled controlled controlled controlled 

N 547 79 258 210 

R-sq overall 0.1194 0.4515 0.1727 0.1666 

Chi-square value 65.68 46.10 43.83 32.30 

 

In addition, from the view of the control variable, reflecting coefficient of four control variables 

the operating characteristics of the most positive, showed that excessive investment and the 

management of the enterprise have a positive relationship, where the free cash three kinds of 

enterprises with total assets of more than CFO regression coefficient is positive, and by 1% flat 

significantly, illustrate the possibility of freedom cash flow more rich corporate over investment is 

greater, it is also verified that the Richardson (2006) conclusion, namely, over investment of free 

cash flow occurred in those with high levels of enterprise. The regression coefficients reflect the 

characteristics of corporate governance of executive compensation Pay is negative, and 
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statistically significant at the 5% level, indicating when the management work effort and 

management would be unable to obtain compensation and incentive from salary, so managers 

may be motivated by self-interest, cause over investment behavior. The management fee rate of 

ME to promote the excessive investment in the 10% level, and management costs can reflect 

management's on-the-job consumption, that on-the-job consumption will worsen over the 

degree of investment enterprises. And independent directors proportion Idr regression 

coefficient is negative, that external supervision mechanism of excessive investment have 

played an important role in inhibition. 

 

CONCLUSION 

In this paper, the samples are from Shanghai and Shenzhen stock exchange markets listing 

Corporations of China during 2010 to 2013,after implementation of new accounting standards 

and financial crisis . with the ultimate holding equity nature as the angle of view, using the 

Richardson investment model, exponential model and Kahn &Watts accounting conservatism of 

accounting conservatism and over investment model, respectively study the central state-

owned, the local state-owned and private enterprises of the three types of listing Corporation 

accounting conservatism, over-investment level differences and differences of accounting 

conservatism on the excessive investment effect difference, thus from inspection of accounting 

sound corporate governance value. The empirical results show that three kinds of corporate 

over investment level and accounting conservatism have shown great differences, in which over 

investment levels from strong to weak respectively for private owned enterprises, local state-

owned enterprises, the central state-owned enterprises; accounting conservatism is higher than 

that of the central enterprises, private enterprise central enterprise is higher than the local state-

owned enterprises. On the whole, the prudent accounting policies that alleviate excessive levels 

of investment enterprises, compared with the state-owned enterprises, private enterprises 

accounting conservatism is very good to improve the over investment, and illustrates the 

accounting conservatism has played the very good corporate governance function, but it is not 

significantly inhibited by the local state-owned enterprises and state-owned enterprise, that is to 

say there is no difference between the effect of accounting conservatism on the local state-

owned enterprises and the central enterprises. 

 

LIMITATIONS & FURTHER RESEARCH 

In this paper, with the ultimate controlling shareholder as a point of view, we study the 

relationship between accounting conservatism and over investment. Because of collecting data, 

time and the author's own restrictions on the level of research, this study has certain limitations. 
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Firstly, the model may exist deviation measurement. In this paper, with reference to the 

Richardson (2006) study, we use new investment model to estimate the rational investment 

expenditure and over -investment, for some indicators in the model selection exist many 

differences, such as the growth index. This paper considers the influence on a period of growth 

ability of this period, but the period of investment in reality is not always confined to such one or 

two years, some is long, therefore leads to deviation of estimation of the rationality of the model, 

setting, selection of indicators still need further validation in future studies. 

Secondly, effect of different methods of the ultimate nature of the controlling shareholder 

of over investment in listed Corporation is complex, according to the classification of listing 

Corporation of ultimate controlling shareholders may not be careful not comprehensive enough, 

influences may also confuse the ultimate holding. Therefore, in future studies, research ideas 

how to more scientific and effective classification of listing Corporation can also expand. 
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