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6. Conclusions

The objective of this paper is to examine the influence of owner-
ship structure on earnings quality of firms listed on the Chinese
Stock Exchanges, an area in which there has been sparse research.
By empirically testing four contemporary earnings quality measures
for 1438 firms listed on Shenzhen Stock Exchange and Shanghai
Stock Exchange during the period of 1999 to 2006, we find that al-
though state-owned firms, which account for almost three quarters
of the total listed firms in China, are bigger in size and appear more
profitable, private firms, foreign firms and society owned firms out-
perform the state controlled firms in earnings quality as measured
by volatility of earnings, variability of earnings over cash flows, corre-
lations between accruals and cash flows, and discretionary accruals.
This finding is not surprising since the controller of the state owned
firms, State Assets Management Bureau (SAMB), has neither a strong
incentive nor ability to monitor the listed firms whereas the non-
state firms are operated based more on market mechanisms. The re-
sults also indicate that foreign-owned firms have the highest earnings
quality among all types of ownership structure groups, and employee-
owned firms exercise most discretion in earnings management and
rank least in all four earnings quality tests. In addition, although
collectively-owned firms are claimed to be more efficiently operated,
we do not find any significant improvement in their earnings quality,
possibly due to government intervention.
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