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Abstract

Based on the trust theory in sociology, this dissertation researches the usefulness
of accounting information. We conduct preliminary demonstrations of the proposition
that “accounting is a trust mechanism” using both normative method and empirical
method. This dissertation is composed of six chapters, and the main contents and
conclusions of each chapter are as follows:

Chapter 1 is an introduction to the dissertation. In the beginning chapter, we
present the main issues that will be researched, and overview the structure and
contributions of this dissertation.

Chapter 2 reviews theories of trust. Trust is the starting point and consistent
thread of this dissertation, so it is necessary to review trust theories comprehensively
and make it the theoretical basis of this research. From a sociological point of view,
this chapter reviews the concept of trust, factors affecting trust and researches on
Chinese trust issues. “Guanxi” is an important factor affecting trust and it is especially
significant for Chinese.

Chapter 3 conducts theoretical research on the usefulness of accounting
information from the perspective of trust. First, we reinterpret the current theory of
accounting information usefulness from the perspective of trust. The background and
premise of accounting information usefulness is that the principal distrust the agent in
the principal-agent relationship, and the usefulness of accounting information is
reflected in solving this problem. Although the current theory doesn’t highlight this
perspective, it implies the proposition that “accounting is a trust mechanism”.

Second, we discuss how accounting plays the role of trust mechanism, and it is
that how accounting solves the problem of distrust between the principal and agent.
Accounting plays this role from two aspects: accounting information (as the result)
and accounting system (as the process). As the result of accounting system,
accounting information helps the principal to forecast the agent’s behavior and

estimate the agent’s ability, and helps the principal to control the agent’s behavior
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effectively. Accounting information can be conducive to the decision-making of the
principal to trust the agent or not ex ante and maintaining the principal’s trust in the
agent ex post. As the process, accounting system — including double-entry
bookkeeping, accounting standards and external auditing etc. — can promote the
principal’s trust in the accounting information which conducted by the agent.
Accounting is a trust mechanism which can run very well itself.

Lastly, trust mechanisms between the principal and the agent are not limited to
accounting. There are some other mechanisms can play similar roles. We attempt to
establish a preliminary framework for these trust mechanisms. In this framework, we
can observe the usefulness of accounting macroscopically and analyze the influences
of other trust mechanisms on accounting. Trust mechanisms include at least four
aspects: environments in which the principal and agent make their decisions
(including culture environment, institutional environment and market environment);
accounting and accounting information; “Guanxi” between the principal and the agent;
and corporate governance. All of these four types of trust mechanisms can solve the
trust problem, so other mechanisms may have influences on the usefulness of
accounting information.

Chapter 3 is a comprehensive demonstration of the proposition that “accounting
i1s a trust mechanism”. Based on this theoretical study, Chapter 4 and Chapter 5
conduct empirical researches from two small perspectives.

The perspective of Chapter 4 is the influences of “Guanxi” on the contractual
usefulness of accounting information. Both of accounting information and “Guanxi”
influence the principal’s trust in the agent, so “Guanxi” may influence accounting
information usefulness naturally. Chapter 4 provides preliminary evidences for these
influences on the background of bank credit. We find that firms who have “Guanxi”
can borrow more funds with worse accounting information. To be brief, Chapter 4 can
be summarized in one word that “Guanxi” makes light work.

The perspective of Chapter 5 is how the level of the principal’s trust in the agent
affects the investing usefulness of accounting information. In the investing decision,
the premise of accounting information usefulness is that investors trust this
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information. If investors distrust accounting information, this information could not
be useful at all. Chapter 5 suggests that the more investors trust accounting
information, the more investing usefulness accounting information has. Additionally,
Chapter 5 explores the path of influences of institutional factors on the investing
usefulness of accounting information. Institutional environment has these influences
because institutional factors promote investors’ trust in accounting information. This
result provides meticulous evidences on influences of institutional factors on
accounting information.

Chapter 6 provides a summary of this dissertation. It includes conclusions,
suggestions, limitations and future researches.

Both of theoretical research and empirical research in this dissertation are
tentative, and it is a preliminary study of trust and accounting information usefulness.
Accordingly, the potential contributions of this dissertation are as follows:

First, following the perspective of Liu (2006, 2009), this dissertation attempts to
conduct a general and in-depth study of the proposition that “accounting is a trust
mechanism”. Bringing the theme of trust into financial accounting research is the first
contribution of this dissertation.

Second, this dissertation introduces sociology as a theoretical basis into financial
accounting. Economics have been the theoretical basis of accounting, and the
integration of economics and sociology is becoming a tendency recently. Economic
action is embedded in structures of social relations, so it is a realistic choice that
considering the integration of economics and sociology as the theoretical basis of
financial accounting.

Third, this dissertation attempts to integrate the normative method and empirical
method of accounting research. In the dissertation, we aim to develop hypotheses
based on theoretical analyses and provide evidences to confirm hypotheses.
“Theories-hypotheses-evidences” are logical processes in the dissertation. This effort
is a potential contribution of this research.

Additionally, we analyze the influences of “Guanxi” on the usefulness of
accounting information, explore the path that how institutional factors affect
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accounting information usefulness, and provide evidences on these two themes. All of

these are complementarities of this dissertation to current empirical researches.

Keywords: Trust; Accounting; Accounting Information.
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