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Abstract

Taxation plays an important role in modern market economy, and to some extent,
tax burden influences and restricts economic behavior of enterprises. Providing
financial report to decrease information asymmetry and agency costs, as an important
aspect of economic behavior, of course, is affected by tax burden. This dissertation
starts with the unique viewpoint of macro tax burden, selects accounting conservatism
as a typical aspect of financial reporting, and uses data from China’s A-Share capital
markets to empirically test the relation between tax burdens and accounting
conservatism. Based on the test above, using compensation contracts as pointcut and
dynamic adjustment of sensitivity between compensation and earnings as link, this
dissertation analyzes the economic consequence of tax burden.

This dissertation consists of six chapters, major contents of each chapter are
outlined as follow:

Chapter1 is introduction, which briefly introduces the background, motivation,
framework, main contents and possible innovation of the research. Above all,
introduction is a preliminary summary of the dissertation.

Chapter2 is a literature review of related domestic and foreign research, which
mainly contains those two topics: accounting conservatism and compensation
contracts. The purpose of literature review is to further understand the necessity and
sense of this study.

Chapter3 describes the historical background and experience of China’s tax
reform, basing on this description, the dissertation presents the main test variables and
analyzes the difference of tax burden among different areas.

Chapter4 is the empirical result of relation between tax burden and accounting
conservatism. Using Basu (1997) model, this chapter tests the influence of tax burden
and excess tax burden on conservatism.

Chapter5 analyzes the accounting information, especially accounting earnings’
function in the pricing of top executives market, which is mainly about influence of
tax burden on compensation-performance sensitivity. This chapter can help us
understand the pricing function of accounting information and the efficiency of
China’s capital markets.

Chapter6 summaries the dissertation, it consists of the findings of the study, the
lessons we learn, and the caveats of research. At last, we point out the directions for
future research.

The dissertation has reached the following conclusions:



First, tax burden is one of important factors affecting accounting conservatism.
This dissertation shows that tax burden increases accounting conservatism
significantly, those results support tax hypothesis of accouting conservatism.

Secondly, accounting earnings has a dynamic adjustment process in the pricing
of top executive compensation (only in profit-making enterprise). In the same words,
tax burden decreases accounting earnings by accounting conservatism, when pricing
the top executive compensation in accordance with accounting earnings, there is a
positive adjustment of accounting earnings. Empirical results show that tax burden
increases the compensation-earnings sensitivity significantly.

This study is exploratory in nature, major improvements and innovations are
evident in the following aspects:

1. This dissertation researches on the relation between tax burden and accounting
conservatism, these findings can help us understand economic consequence of tax
burden, particularly about financial reporting behavior. There is little prior literature
(especially in China) on the relation between tax burden and conservatism, so this
study provides incremental evidence.

2. Prior researches mainly use ERT (efficient rates of tax) as proxy variable of tax
burden, which may lead to endogeneity. In this dissertation, we use (excess) macro tax
burden to reduce endogeneity problem, so the results are more reliable.

3. This dissertation studies on whether accounting earnings which are affected by
tax burden adjust in the pricing of top executive compensation, so it provides
empirical evidence on the pricing function of accounting information, additionally, it
help us understand the efficiency of China’s capital markets. Prior researches on
efficiency of capital markets mainly focus on the pricing of share, so this study
provides new perspective.

4. China has launched a new tax reform from 2004, and the economic
consequence of the reform has drawn attentions from scholars, governments and other
people. This study provides new evidence on the above issue from accounting (micro)
perspective. The evidence that difference of tax burden among areas leads to different
economic consequence provides more profound understanding of “institution is

important”.

Keywords: Tax Burden; Accounting Conservatism; Compensation Contracts
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