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Internal Control Quality and Banks’ Risk-taking
Evidence from Chinese listed banks

Yang Zengsheng Yang Daoguang

Abstract: Our existing literature on the economical consequences of internal control routinely follows the research
paradigm adopted by accounting researchers in U.S.“Internal control — Accounting information environment-
— Consequences derived from accounting information”, while its direct roles in operation and management
are highly unexplored. Although a few papers have involved do it, they’ve excluded banks from their samples.
Consequently, it’s unclear how internal control affects operation and management in banking industry that pays
more attention on risk management. Sampling from the listed banks in China over a the period from 2007 to 2014,
this study paper has investigated this issue from the perspective of risk-taking. Empirical results show that high-
quality internal control can reduce banks’ risk-taking, and this reduction effect of internal control on banks’ risk-
taking is more pronounced in stated-owned banks and the banks of lower charter value. Besides the theoretical
contribution, our findings have material implication for banks’ risk management and banking regulation.

Key words: internal control, commercial bank, risk-taking
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Political Connection, Accounting Firm Background and Earnings Management

—— Empirical evidence from the perspective of independent director

Zhou Zejiang Xu Shuo Ma Jing

Abstract: Whether independent directors can really restrain earnings management and protect investor’s interests
is a controversial issue in China’s capital market. Using A-share listed companies from 2008 to 2014 as a sample,
this article examines how political connection and accounting firm background of independent directors affect
corporate earnings management activities. Empirical evidence shows: political connection of independent
directors increases real transaction-based earnings management (REM) significantly, but it has no significant
relation with accrual-based earnings management; political connection of independent directors promotes REM
more significantly when independent directors have accounting firm background; supplementary test suggests
REM plays a mediation role between independent directors’ political connection and turning losses into gains.
This article contributes to the literature on political connection, and is helpful for understanding and evaluating
how different background characteristics exert influence on effectiveness of independent director system.

Key words: independent director, political connection, accounting firm background, earnings management,
turning losses into gains
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