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Local Government Debt Risk and Accounting Conservatism

TANG Yun-feng', SUN Yu-peng’

(1. School of International Business, Zhejiang Yuexiu University, Shaoxing 312000, China;

2. School of Accountancy, Central University of Finance and Economics, Beijing 100081, China)

Summary: Since the financial crisis in 2008, the scale of local government debt has expanded rapidly, from CNY 3.2
trillion in 2008 to CNY 18 trillion in 2018. The privileges of local governments in the capital market have worsened the
efficiency of the capital market. Most credit resources flow to state—owned and inefficient enterprises, and negatively
affect corporate investment and suppress corporate innovation. It can be seen that local government debt risks will affect the
capital market and even corporate behavior.

This article, based on the Finance Yearbook of China, China Land and Resources Statistical Yearbook and Wind
database, empirically investigates the influence of local government debt risk on corporate accounting conservatism. The
results are as follows. First of all, there is a significant positive correlation between local government debt risk and
corporate accounting conservatism; secondly, financial pressure and promotion incentives will promote the positive
correlation; thirdly, the relationship between local government debt risk and accounting conservatism has heterogeneity
in property rights; then, in terms of the positive correlation, the eastern region is significantly affected by the
enterprise’s own characteristics, and the central and western regions are significantly affected by external political and
economic factors; finally, the mechanism test shows that local government debt risk has a"crowd-out"effect on the
corporate credit scale, and enterprises with high accounting conservatism can effectively alleviate this effect. The results
still hold after changing measurement methods of explained variables and explanatory variables, and conducting sub—
sample tests and robustness tests considering the lag of risk effects.

Compared with previous literature, this article makes contributions in the following three aspects. First, it enriches
the research on the economic consequences of local government debt risks and the prevention and control policies.
However, most of the studies focus on the direct risks of local government debt, paying less attention to the long—term
and gradual distortion effects generated by local government debt. Second, it extents the research on the influencing
factors of accounting conservatism. From the perspective of combining macro and micro factors, it conducts research on
the influencing factors of accounting conservatism, avoiding the endogenous problem of interaction between internal
factors of enterprises and accounting conservatism, and reveals the influence process of "macro policies — micro enterprise
behaviors. " Third, this article studies the impact of local government debt risks on accounting conservatism and its
internal mechanism, and attempts to unveil the mechanism and logic of the interaction between local government debt
risks and accounting conservatism from the perspectives of financial pressure and promotion incentives.

This article reveals to a certain extent the impact of local government debt risks on accounting conservatism,
providing a new perspective for in—depth understanding of the government—enterprise relationship, and direct evidence for
the influence of local government behaviors on the accounting policy selection, which helps to prevent and resolve local
government debt risks.

Key words: local government debt risk; accounting conservatism; financial pressure; promotion incentive
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