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CHAPTER 6                                              TOWARDS INTERNATIONALISATION


6.1 Introduction 

The last two chapters focused on case studies using China’s accounting system as a particular case. Its accounting environment had been illustrated, and the main environmental influential factors had been recognized and evaluated. Based on these analyses, hypothesis about what the dominant factors are during China’s accounting development have been positively proved on a macro level and on a micro level. Though the micro case study only proved the part of the hypothesis, and one or two cases could be not enough to support every detail of the hypothesis, we have at least confirmed the most important hypothesis, which may well demonstrate the track and dominant factors of China’s accounting development, and may lead to a further prediction of what the future the China’s accounting would be. This is also a realistic and urgent topic on China’s accounting standard setters, and one that is necessary to explore.

This chapter is structured as follows: Section One gives a reason and an outline for the chapter; Section Two will discuss factors needed to be considered first while questing the future of China’s accounting development, and will explore how current international accounting environment will develop; Section Three will analyze China’s current accounting environment, including the incentive factors for, and restrictions on China’s accounting, when moving towards internationalization. The last section, Section Four, will take these accounting environments and their probable future changes into consideration in order to predict what the future of China’s accounting development will be. 

6.2 International Accounting Environment

By looking through China’s accounting environment, we understand the reason why China’s accounting displays different features during different historical periods. This is due to China’s particular political and economic environment, especially the Chinese Communist Party’s role. Though the dominant factors that impact China’s accounting development mostly differ during different historical periods since 1949, there is a common notion that the CCP has been playing the leading role in China’s social and economic development, as well its accounting development. The author attributes this to the political factor’s influence, and proposes that China’s politics decides the direction of China’s economic development, and further decides the direction of China’s accounting development. Together with the deepening of China’s reform and open door policy, though political influence has already faded, its influence still exists, whilst the economic and international influence gains the importance.

Based on this hypothesis, the author conceives that the most important factors that should be considered first are China’s macro economic environment and international environment when trying to determine the future of China’s accounting development. 
6.2.1 Development of International Accounting Environment

International accounting development is triggered by the development of multinational enterprises, the global capital market, and worldwide trade, which in return will facilitate the international economic development. 

Fuelled by, among others, the worldwide wave of the trade liberalization, rapid development of communication and global information networks, and the spread of market-oriented economies, the globalization of the economy is increasingly becoming widespread and pervasive. This revolution in economic environment affects all enterprises in different countries, whether they are catering to only the domestic markets or to international markets. One manifestation of the increasing pace of globalization is the intensification of competition within and across national boundaries. Competition is increasing not only for international and domestic markets of products and services but also for attracting increasingly mobile investments and capital.
Globalization is therefore, “triggering a process of systematic convergence in which all governments face pressures to pursue more or less similar policies to enhance their national (or regional) competitiveness, visa—a—visa other countries, as locations for international production” (Hamdani, 1997: 3). National business boundaries are being erased through international competition, mergers and electronic trading of securities. As a result, high-quality international accounting standards are needed to provide comparable and consistent financial information to assist in capital allocation, and to maximize the efficiency of capital markets throughout the world, which results in a growing importance of financial globalization. In order to achieve this objective, accounting professions have increasingly become aware of the need to establish a single set of accounting standards that would be valid in the international arena.
6.2.2 Efforts on Promoting International Accounting Convergence

Though several international organizations such as the United Nations (UN), the European Unity (EU), and the Organization for Economic Cooperation and Development (OECD), are interested in the harmonization of accounting standards, the most influential organizations are the International Organization of Securities Commissions (IOSCO) and International Accounting Standards Committee (IASC). The later has been the leading standard setter since its establishment in 1973. After a slow and bitter progress, the IASC has gained more and more cooperation from all over the world, especially the cooperation from Western powers.

● IOSCO’s Efforts on International Accounting Disclosure

Increased listing stocks in the capital market across boundaries and international financing promote the capital market to move towards internationalization and globalization. Meanwhile, it also raises questions, especially for the problems of disclosure accounting and financial reports in global capital market. Beginning from 1993, the IOSCO began to pay attention to the setting of international accounting standards, which was conducted by IASC. As a result, the IOSCO and IASC issued an agreement concerning the standards setting and promoting the core standards, in which the IOSCO promised that entire complete core standards will be taken as the necessity of the principles established for transnational listing and issuing stock, so as to standardize the financial disclosure for the companies listed transnational, thus issuing securities across boundaries. 

In 1999, the IASC had finished the setting of its core standards. Later in 2000, it was examined and approved by technical committee operating under the IOSCO, and the IOSCO adopted the standards based on the committee’s findings. It recommended that its members allow foreign-domiciled issuers listed on a member country’s stock exchange to adopt IASC core standards for financial reporting purposes. This enabled a transnational listing company to prepare its financial statement according to either the core standards or its native country’s standards, as long as it was in compliance with the international one, without re-preparing or adjusting its financial statement. Thus the company could decrease the cost of issuing securities and stocks across boundaries, and improve the efficiency of both the security market and the multinational financial information’s transparency and comparability. Meanwhile, these new settings also placed restrictions on the financing capability of the capital market for the countries that did not accept the core standards.

● IASC’s Efforts on Setting International Accounting Standards 

Since its formation in 1973, the IASC has been trying to improve its body of accounting standards with a view towards promoting the use of the IAS internationally. The IASC’s development could be classified into three stages, according to Atreet’s (2002) study: Phase One, from 1973-1985, is the creation period, in which the IASC issued 26 generic standards, allowing multiple options and prescribing only minimal disclosures; Phase Two, from 1985 to 1995, is the improvement period. In this phase the IASC published the Comparability/Improvements Project (IASC, 1990) and a Frame Work for the Preparation and Presentation of Financial Statements (IASC, 1989), in which 21 options were eliminated in 10 standards; Phase Three, from 1995 to present, is the endorsed period. The IOSCO agreed to endorse the IAS. The IASC completed a core set of standards by mid-1999, in which the IASC had made additional improvements, further reducing the allowed options. Additionally, great attention had been paid to increasing the levels of disclosure, as well as to a rigorous compliance with the IAS (Street, 2002).

At the beginning period of the IASC, the IAS was not widely accepted because it worked independently without sufficiently considering the differences between countries and comparability of the IAS: “In order to reach consensus, many of these international accounting standards (IAS) were made extremely flexible and general, incorporating as alternatives most of the standards already in effect in the major member nations, particularly the U.S. and the U.K. National standards can thus be in almost total conformity with an IAS without any actual change in practice or any real improvement in financial statements comparability” (Sutton, 1993).
The initial efforts to facilitate the harmonization of international accounting standards began after 1990, when the IASC began “to work towards greater compatibility between national accounting requirements and the removal of differences between national requirements and IASs. Among the most likely candidates to work with the IASC were standard setters from the US, UK, Australia, and Canada, especially in view of each entity’s commitment towards harmonizing standards and their strikingly similar conceptual frameworks” (Street, 1998). “Based on the IASC’s revised philosophy for the 1990s，a cooperative effort of the IASC and those organized national standard setters whose standards were universally recognized was initiated to facilitate harmonization ”(Carsberg, 1996).
“In 1993, the Australian Accounting Standards Board (AASB), Canadian Accounting Standards Board (CASB), Financial Accounting Standards Board (FASB), and UK Accounting Standards Board (ASB) began work on a project with the IASC. Together, this Group of 4+1 (G4+1) produced Future Events: A Conceptual Study of Their Significance for Recognition and Measurement” (Johnson, 1994). As a result of this successful endeavor, the IASC desired to continue to coordinate agendas with the G4. “By formulating a consensus view, the G4+1 arrived at a basis upon which each standard setter could write its own individual standard. Working together on common problems allowed the G4+1 to achieve its goal of harmonizing the members’ individual standards” (Carsberg, 1996).
Debate about the quality of the IAS led the IASC to undertake its comparability project. In 1995, the IASC and the IOSCO agreed to develop and promote a single set of accounting standards. This would allow large companies to obtain financial resources in the most developed capital markets without having to prepare reconciliation to other national accounting standards or disclose new information. Subsequently, a core set of thirty standards was submitted to the IOSCO for endorsement. 

On April 1, 2001, the IASC was restructured, and the International Accounting Standards Board (IASB), appointed by newly established IASB trustees, took over responsibility for standards setting from the board of the IASC
. The significance of this structural change is reinforced by the decision of the G4+1 group of standards setters (from Australia, Canada, New Zealand, the U.K., the United States, and the IASC) in January 2001 to disband because its goals were redundant and would divert resources from the new board
. The restructured IASB was given a strong mandate, by the major constituents of the world’s capital markets, to realize the goal of developing a single set of high-quality accounting standards. 

● Other Countries’ Efforts in Harmonizing International Accounting Standards
The approval of the core standards and the recommendation for wide use in the international capital market by the IOSCO enabled the IASC to widely gain acceptance from the international capital market, as well as from countries around the world.

Countries’ Survey Results

According to a recent survey made by IFAD, among 59 countries surveyed, over 90 percent intend to converge with IFRS; the majority of the surveyed countries currently have formally stated their intention to converge. Typically, this intention takes the form of a governmental or other regulatory requirement, or a policy announced by the national accounting standard setting body. In other countries, national standard setters have agendas designed to remove existing differences between IFRS and their national GAAP, covering listed and unlisted companies. Some countries are pursuing a combination of these two strategies
.
The USA

Major changes, potentially very significant, are taking place in the USA. The collapse of Enron and the subsequent further financial scandals have shaken the complacency of American regulation to the core. Early accusations against Enron did not accuse the company of not following US GAAP, merely of following it in an inappropriate manner. This has led to the suggestion that the US desires detailed standards demonstrated to be unhelpful. Rather, standards based on general principles, such as international standards, would perhaps be more effective.  

In October 2002, the FASB and IASB issued a memorandum of understanding, marking a significant step toward formalizing their commitment to the convergence of US and international accounting standards: 

The agreement follows the decisions recently reached by both Boards to add a joint short-term convergence project to their active agendas. Working within each Board's due to process procedures, the FASB and IASB expect to issue an Exposure Draft to address some, and perhaps all, of those identified differences by the latter part of 2003. The elimination of those differences, together with the commitment by both Boards to eliminate or reduce remaining differences through continued progress on joint projects and coordination of future work programs, will improve comparability of financial statements across national jurisdictions

In addition to the short-term international convergence project that is currently on the Board’s major project agenda, the FASB has authorized the staff to conduct a research project on international convergence with the following three objectives:   

Identify all existing differences between U.S. GAAP and IFRS; Categorize differences based on the most effective strategy for resolving them; Provide input to the FASB’s agenda-setting process as needed to further the goal of convergence.   

The first objective has already been done much of its work; The second one has been categorized by the FASB staff; and the third one has been agreed by the FASB and the IASB to coordinate their agendas when possible. The research project will provide the FASB with the necessary information about the effect of current and future agenda projects on convergence to enable the FASB to make informed agenda decisions that ultimately will lead to greater compatibility between U.S. GAAP and IFRS.

As, Sir David Tweedie, Chairman of the IASB, remarked: 
This underscores another significant step in our partnership with national standard setters to reach a truly global set of accounting standards. While we recognize that there are many challenges ahead, I am extremely confident now that we can eliminate major differences between national and international standards, and by drawing on the best of U.S. GAAP, IFRSs and other national standards, the world’s capital markets will have a set of global accounting standards that investors can trust. 
The EU

Early in 1960s, the EU commenced a program to harmonize company law. “It issued regulations and directives, but a consensus among member states has been difficult to reach” (Roberts et al, 1996). Though the EU harmonization effort succeeded in raising the level of information disclosure, until the recent period, it did little to remove differences in accounting measurement practices. In June 2002, the EU finally adopted the IAS Regulation and required EU companies, which listed on a regulated market, to prepare their consolidated accounts in accordance with the IAS from 2005 onwards
.  

The EC is expected to adopt all current IASs, as well as to proposed changes to those standards and the forthcoming IFRSs on the first-time adoption of IAS/IFRS. Member states have the option of extending the application of the regulation to unlisted Directives and, in particular, to make them more receptive to international standards.

The UK

Implementation of the IAS will have major practical implications for all UK listed companies. UK GAAP is closer to IAS than GAAP in some other European jurisdictions. IAS-compliant consolidated financial statements are required for UK companies for accounting periods commencing from January 1, 2005 onwards. Member states are empowered to defer this until 2007 for the companies that issue listed debt securities only. 
The IASC has produced a comprehensive set of accounting standards for use by all types of entity, irrespective of their country of origin, size or business activity. “Although the IASC’s accounting standards (IASs) have been widely used in the development of national standards, few countries have undertaken ‘wholesale adoption’. However, foreign-domiciled companies on several national stock exchanges accept IASs for use, including London, Frankfurt, Singapore and Australia” (Brown, 2001).

A significant consideration for governments in different countries has been to harmonize international accounting; this includes increasing native capital market’s financing capability, listing across boundaries, and decreasing a company’s cost while increasing financing efficiency when accessing the international capital market, done by issuing securities. It has become an important aspect for different countries to strengthen the understanding, communication, and exchange of accounting information.    
6.3 Incentive Factors of China’s Accounting Going Towards Internationalisation

China’s reform and open door policy have powerfully facilitated China’s economic development and restructured China’s economy gradually. Since1979, there has been a remarkable growth in GDP to the order of 9.5% per year on average. China’s economic structure is moving towards privatization and corporation. According to the Chinese Statistics Bulletin, over the past 5 years the number of private enterprises has been increasing. The employed number in private companies and foreign direct investment companies has increased at the average rate of 16.35% and 5.6% per year, respectively; conversely, employment in state-owned and collective enterprises has decreased 4.4% and 2.3% per year on average, respectively. Taking Shanghai as an example, private companies in Shanghai have constituted 6.1% of Shanghai’s total GDP in 2001, and it will increase at the rate of 15% per year in the following year. It is predicted to grow to 20% by the year of 2005
. 

The implementation of a strategic adjustment of structure on Chinese state-owned enterprises has achieved obvious results; the proportion of the output value of state-controlled enterprises has decreased from 65% in 1991 to 42% in 2000, while the quality of the state-own economy has improved greatly. Furthermore, realized profit has increased nearly five times as of 1991.
  

Yet China’s capital market is still in its infancy, though it has been developing steadily since its establishment in the early 1990s, and is becoming more and more mature. China has participated in international capital markets by issuing both stocks and bonds overseas. The number of listed companies at home has increased from 752 in 1998 to 1268 in August 2003. At the same time the number of listed companies abroad has increased from 42 in 1998 to 82 in August 2003. Most companies are listed in Hong Kong (66 companies), and there are also some companies listed in the US (1 company) and New Zealand (1 company). There are also companies with simultaneous listings in and Hong Kong and London (3 companies), as well as Hong Kong and the US (12 companies). 

“China's exports today account for over 20% of its GDP, and China has become a true giant in international trade, accounting for over 3% of world exports” (Eglin).    

These changes imply that China’s economic structure and capital structure have changed dramatically, and have gone more and more towards a market economy system. This is further reinforced by China’s joining in the WTO in 2001. As in premier Wen Jiabao’s speech, “WTO accession symbolizes China has entered a new phase of opening up to the outside world, and has turned to a new page of restructuring its economic system”.

6.3.1 International Influence
Like other countries in the world, China’s accounting is more and more influenced by international factors. These international influences mainly come from WTO and the convergence of international accounting.

● WTO Influence
Joining the WTO means China has had to follow the commitment to reform its political, economic and legal system to adapt to the change in environment in order to accept other subsequent potential influences and to compete in the world market. This is the result of the implementation of the CCP’s political and economic policy, and in return it will have an irreversible effect on all aspects of China’s political, economic and social life. 
China’s economy is becoming more adaptable to the international economic environment, which has facilitated China’s accounting market to further open itself to the outside world. This in turn has promoted China’s accounting further internationalization. 

The challenge and opportunity concerning Chinese accounting now is to build up an accounting standard system, including an accounting market system, service system, management system, education system, and theoretical research system, which can both adapt to a Chinese socialist market economy, and harmonize with international tradition. 

China joining the WTO has forced its trade and trade rules to be adjusted to international rules, which in turn have had an impact on the government’s function, especially on macro-management, and also on management behavior in the market. In order to absorb more foreign investment, to finance from international capital market, to invest in international markets and to develop multinational companies, China needs to adjust its accounting standards more in accordance with international traditions, so as to enable outside investors to better understand Chinese enterprises’ financial situations, financial results and potential development capabilities, and also to decrease the company’s (listed abroad) cost for preparing financial statements. 

Great progress has been achieved in harmonization with the international accounting tradition after the accounting system reform in 1992. Accounting Standards for Business Enterprise have been promulgated in 1992; Accounting Systems for Business enterprises, Accounting System for Banking, and Accounting Systems for Small Scaled Business have been promulgated in 1999, 2002 and 2004 separately. In all sixteen detailed accounting standards have been issued, and several detailed accounting standards are pending. These accounting standards have been formulated by the MOF with the consultation of international accounting companies, who may exert a strong influence on China’s standards setting, keeping China’s accounting standards more in accordance with international accounting standards.  

According to China’s WTO commitment, China’s accounting market will further open to the outside world. So far, China has opened up to the international market in the following ways:

● The government has allowed foreign companies to establish representative agencies in China. Eleven international or foreign accounting firms have established seventeen representative agencies in China, scattered across Beijing, Shanghai, Shenzhen, Guangzhou, Dalian, Xiamen, and Tianjin. 

● International accounting companies have been allowed to develop their members in China. Eleven international accounting firms have absorbed and developed 28 member firms in 14 cities across the country. 
● Foreign accounting firms conduct temporary auditing work in China. 

● Foreign personnel has been allowed to take part in Chinese CPA qualification examinations. 

● Foreign CPAs have been permitted to apply for Chinese professional CPA
 status. 

For foreign personnel that have acquired a Chinese CPA professional license, issued by the administrative department of China’s CPA, it is possible to establish professional agencies in China, and foreign accounting firms are allowed to absorb member firms. However one obstacle is that there would be some restrictions for foreigners when they pass through Chinese customs; if these foreigners are taken as natural persons and should acquire living permission if they live in China, other accounting firm’s activities also would be treated as the same as native firms.
The opening up of China’s accounting market, and the entrance of foreign accounting firms to China’s accounting market may on one hand threaten the development of indigenous accounting firms, because these international accounting firm can be seen as superior to Chinese firms in terms of capital, talent, audit measures and management scales. On the other hand, they may also improve Chinese accounting as a whole, and moreover, may entice China’s accounting environment to move towards a more standard and international market.   

Statistical data shows that the international “big five” companies occupy 0.2% of the total amount of Chinese accounting companies in mainland China, while their volume of business and profit occupy 20% and 30% of the total amount, respectively. The audit and assurance business for China’s A share and H share companies, as well as the branches of multinational companies, are almost taken by the “big five”. According to the Chinese Security Regulatory Commission’s regulation, commencing from January 1, 2002, companies, which for the first time publicly issue their stocks and list in the securities market, or re-finance after listing in the securities market, should engage native accounting firms for auditing, and should also engage international accounting firms specially permitted by CSRC and the MOF, to audit its supplemented financial reports.
 

Competition with international accounting firms will facilitate the development of the Chinese accounting service market and the improvement of Chinese accounting professional levels, and will foster the growth of qualified Chinese CPAs. Furthermore, competition will speed up the process of China’s accounting market moving towards internationalization. The entry of foreign accounting companies into China will encourage Chinese CPAs and accounting professionals to learn advanced auditing techniques, training mechanisms, quality control and risk management from these foreign firms and will also help to improve Chinese professional skills. Consequently, international accounting firms will employ a native staff to enlarge their business scope; hence this will indirectly promote Chinese accounting market development.

● The Influence of International Accounting Convergence

The international organization’s effort on the convergence of international accounting development is another factor that has triggered China’s accounting going towards internationalization. The World Bank has offered funds and loans to China’s Ministry of Finance in order to conduct the first project of Chinese accounting standards setting, called the Financial Sector Technical Assistance Project, and begun in 1993. In order to implement this project the MOF engaged an international specialist group formed by Deloitte & Touché. Within 3 years of the project’s inception, the MOF held 6 international accounting forums in which national and international specialists, coming from the USA, UK, France, Germany, Australia, and Canada, among others, and representatives from the IASC, FASB, Accounting Association of France, Canadian CPA Association, and World Bank, as well as the professors and representatives from the world famous universities, international accounting firms, were invited. Within 3 years, China had finished 30 accounting standards exposure drafts, some of which have been issued and implemented (Xiang, 1999). 

In 1999, with funding from the World Bank, China conducted a second accounting project, The Accounting Reform and Development Project, including an accounting standards subproject and training system of Chinese CPAs, and an advanced financial staff subproject, which lasted for 5 years (Xiang, 1999). 

Scholars, students, representatives from government agencies, and researchers in academic institutes were sent abroad, mainly to the USA, UK, Canada, Australia, Japan and Hong Kong to study or to be trained in the “big five” international accounting firms. Specialists were sent to professional organizations of related countries, or international accounting organizations, including the French Accountant Association, Institute of Chartered Accountant of England and Wales (ICAEW), Association of Chartered Certified Accountants (ACCA), Financial Accounting Standards Board (FASB), International Accounting Standards Committee (IASC), and others, for a relatively long-term working or examination period. Abroad and at home training courses were also held to introduce international accounting standards and practices, and to broaden the view of Chinese accounting specialists (Xiang, 1999). 

China has become the member of several international accounting organizations beginning from 1982. China joined The Intergovernmental Working Group of Experts on International Standards of Accounting and Reporting (ISAR) in 1982; the International Accountants Federation Commission (IAFC) in 1997; the International Accounting Standards Committee (IASC) in 1997; the Confederation of Asian and Pacific Accountants (CAPA) in1996; and the World Trade Organization (WTO) in 2001(Xiang, 1999). Through this process, China has come to understand, and has begun to actively participate in, international accounting activities which may further facilitate it to take more consideration in international accounting standards when setting its own accounting standards and to comply with the international rules. 
6.3.2 Economic Influence 
After more than 20 years of reform and open door policy, China’s economy has developed more and more towards a market economic system. As stated above, together with the rapid growth of the economy, the status of the state-owned economy is decreasing, while the private economy, with support from the government, is increasing.   

Ongoing reform of SOE enables the SOEs to operate according to internationally accepted standards and sharpen their competitive edge. Not only the groups of large SOEs are allowed to sell part of their shares overseas, but also the international companies are allowed to own the majority shares of Chinese SOEs. Some of SOE has listed overseas.

Economic activities are becoming more and more complex, and newly emerging economic phenomena such as leasing, mergers, and acquisition, have become more and more popular. These complex economic phenomena call the need to develop proper accounting methods in order to serve these newly emerging economic activities. While there is no ready-made answers in China for this purpose, naturally and reasonably the solution will be found from international accounting standards, as it is the most acceptable standard in the world, and it will be more efficient to adopt an accepted method than for China to research and develop a new one. Besides, it will cost less when preparing financial statements for international investors and for international investments. 
China’s entrance to the WTO has stimulated its economic environment to integrate into the international one, and more or less to keep in line with the international economic activities. As a part of these activities, accounting will have to keep in line with the international standards. 

So far, there are already more than 1,200 listed companies, 174,000 state-owned companies, 82,000 collective companies, 410,000 foreign investment companies, and more than 2,200,000 private companies in China. There will be more and bigger business companies in China based on the existing speed of economic growth
. Such a large accounting market will be very attractive to both world accounting professionals and Chinese accounting professionals. In order to compete with international accounting firms, and to come up with the step of economic development, China has to develop high quality accounting standards, and to improve its service scales. International accounting standards and practices may become the Chinese solution.

6.3.3 Legal Influence

Joining the WTO has meant that China has had to conform to WTO-related regulations. The Chinese-Foreign Equity Joint Ventures Law, the Trademark Law and Copy Right Law were revised in 2001, and the Chinese-Foreign Contractual Joint Ventures Law, the Foreign-Capital Enterprises Law and the Patent Law were revised in 2000
. The revision of the Chinese-Foreign Equity Joint Ventures Law, the Chinese-Foreign Contractual Joint Ventures Law and the Foreign-Capital Enterprises Law massively eliminated the restrictions on foreign-invested enterprises, which was in the spirit of the WTO. These laws were also seen as representing the principles of “national treatment” and “most-favored-nation clauses”. It was quoted that, “In the meantime, this has adapted to the needs of the social-economic development of China itself."

“A comprehensive legal system is the starting point for the breaking up of local barriers”
 and making China integrating itself into the international market. Steps have been taken. Anti-trust Law and rules to control individual and enterprise credit are being drafted, and Against Unfair Competition Law and the Commercial Bank Law need modification. A number of new laws and rules in line with the market economy will be enacted, while those that conflict with market rules will be cancelled or modified.
China will continue to modify its fiscal and tax laws and regulations to harmonize them with the WTO rules. New laws in this regard need to be established to standardize administrative examination and ratification functions. The MOF will publish all future policies and regulations in order to enhance the transparency of fiscal work, which is required by international practice. China will also re-examine and regulate the existing financial preferential and subsidy policies.

China’s legal system is becoming more and more perfect and keeping in the line with the market economy. This may facilitate the development of market economy and foster a more appropriate legal environment for accounting development. Chinese legal sense has been strengthened more than it was done before, as WTO commitments endow China with both responsibilities and rights. Only if China implements its commitments and makes every use of its proper rights it can win in the competition of a market system. Chinese has already learned to follow the game rules, which means that China is ready to perfect and make every use of its legal system to guarantee the running of market mechanism and to protect its own benefit. 

6.3.4 Political Influence

Entering the WTO has posed a major challenge to the government's capability in administrative control, as the new rules differ greatly from the present ones. China’s government has noticed that the government should concentrate more on economic regulation, market supervision and public service, while reducing administrative examination and approval in the economic field. 
Since 1979, China has experienced large-scale reform many times. The function of China’s government agencies has changed from direct intervention to indirect management of the Chinese economy. The function of macro-management has been strengthened, while the function of micro-management has been reduced. The recent reform in 2003 has forced the government to adapt China’s economy to WTO rules. As a result China must honor its commitments to the international community to the fullest extent. 

The aim of the government agencies’ reform in 2003 was to meet the requirements of the WTO and China’s economic development. This included deepening the reform of the management system on state-owned assets and perfecting China’s macro-adjustment and control system. Thus the government needed to build and perfect supervision and management systems on banking, as well as promoting the reform of circulating systems, so as to strengthen the supervision and management of systems such as food security and production safety. 

The State Council has formed a State-Owned Assets Management Commission, responsible for the reform and reorganization of state-owned enterprises. An example is the Chinese Banking Supervision and Management Commission, responsible for regulating the banking industry, which has been established within the State Council. In the last round of government streamlining, the number of ministry-level departments under the State Council was cut to 29 from 40.
 The essence of the government agency’s reform, which also deals with the problems of political system reform, is to realize “the separation of the Party and the Government,” and “the separation of  Executive and Capital;” to build up a government with the features of standard action, coordinate operation, fairness, honesty, and efficiency. The reform of agencies has demarcated the government’s function as owners, supervisors and coordinators of the enterprises, which will largely decrease the procedures of examination and approval, and will facilitate the governmental administration going towards democracy and publicity, which in turn will further promote the political democracy.

Political reform is very important for putting the entire society on track for healthier development, but how to implement and accomplish the reform of the political system remains a very important topic for further research
..
6.3.5 Other Subtle Influence

In addition to the aspects mentioned above, the WTO’s potential impact on China will permeate into every aspect of China’s social and economic life. The WTO’s impact on China’s legislation system improvement and economic system is urgent and evident, and will also exert a subtle influence on China’s culture and ideology in the long run. 

Western culture is also permeating into Chinese life gradually. This mainly comes from the following reasons:

First, the WTO will bring in more foreign investment and more foreign companies. Foreign management and business thought will have a potential impact on the Chinese staff employed by said company;

Second, increased external trade and contact with other countries will enable Chinese awareness and thus there will be a better understanding of foreign culture, as well as their game rules; this may influence the operation of Chinese enterprises;

Third, aspects of foreign culture, such as films, audio and video products, and more importantly, education, are pouring into the Chinese market, which may exert influence on Chinese ideology, especially for the youth. Another point is that an increasing number of Chinese scholars and students go abroad for study, and more and more foreign teachers are invited to China, therefore foreign culture and education may exert an influence on their way of thinking and their ideology. These influences may gradually influence Chinese society, which will be reflected by the behavior of the business and its accountants, thus may impact the accounting practices and the status of accounting profession.

6.4 Internal Restriction Factors

Though the incentive factors are very strong in China’s future accounting development, there are some intrinsic factors that may restrict Chinese accounting from converging with international accounting standards, and thus may form particular characteristics of Chinese accounting. 

6.4.1 Economic System and the Stage of Economic Development

The first factor that may decide China’s special features is the socialist market economic system. Different from the capitalist market economic system, the public economy in China is still dominant in the national economic structure, which decides that the government will still actively control and adjust the macro-economy. As a result, accounting should serve not only for investors and creditors, but for government agencies as well. Serving for this purpose, the State-owned Assets Management Commission was set up in the reorganization of government agencies in 2002. In addition, it was decided that state-owned enterprises would, along with reporting their financial statements according to new accounting standards, report the statement of maintenance and depreciation of state-owned assets to SOAMC.   

The economic development stage may restrict the complexity of China’s accounting development. Transitional economic features determine the change in China’s economy. Some economic activities are still in their early stages, and some prevailing methods in international accounting practice may not be suitable for China’s environment, such as the concept of fair value, which is difficult to understand due to China’s lack of a mature market. 

6.4.2 Political System 

The second factor is the Chinese political system. As stated before, though political influence on China’s accounting has faded, the Party still keeps its control over China with a long leash. As China’s political system reform did not make as much progress, it was conceived to be the biggest constraint China faces in the first decade of the new century
. 

At the 16th plenary session of the CCP, held in Beijing in 2002, the Party re-stressed its guideline that it takes Marxism-Leninism, Maoist and Deng Xiaoping’s theory, and the “Three Represents
” as its operation guidebook, and decided to include that decision into the revised Party’s Constitution. In accordance with the Party’s decision, China’s accounting theoretical basis is defined to be Deng Xiaoping’s theory, and this feature will remain unchanged for a long, though not uncertain, period. 

The government was and is playing the leading role in China’s accounting development, with governmental direction and their macroeconomic policy still having an impact on standards setting. For example, the policy’s encouragement of the progress of business techniques results in the regulation of accounting standards, taken at the expense of research and development. Thus political influence may still decide the direction of China’s accounting development.

6.4.3 Legislation Differences

The third factor is legislation difference. This difference not only includes accounting legislation, but also includes economic legislation. As for accounting legislation, there is still a need to wait to see what may happen in the future, as there exists overlapping in current accounting legislation. Except for accounting standards, there are also unified accounting systems that need to be followed by Chinese companies. This is because at the beginning of accounting system reform, the quality of the accountants was relatively low; they either did not have or did not need to possess professional judgment due to exercising the unified accounting system, and they were not allowed to make any changes to the national accounting system. This has been a key argument for Chinese researchers. The unified accounting systems were supposed to be abolished after detailed accounting standards are fully issued and implemented. But weather or not this proposal will come true still depends on a Chinese accounting professional’s skill level, and it will need time for Chinese accountants to improve their professional level, and to form their own professional judgment. Therefore it is stressed by the MOF that China will insist on implementing a uniform accounting system. So far a unified accounting system has been rudimentarily formed, inclusive of the Business Accounting System (2001), Accounting System for Banking (2002), and Small Scale Business Accounting System (2004). 

The difference between the related economic law and regulations may also result in the difference between China’s accounting standards and international accounting standards. For example, in Chinese Company Law, there is a requirement that the company should retain public welfare funds from its taxed profit for the expenditure of public welfare facilities, so in setting Chinese accounting standards, this factor should be taken into consideration.

Legislation differences may exist for a long period, and may form the differences between China’s accounting practices and international accounting practices. 

6.4.4 System Improvement 
Though a series of legislation has been established, the judicial system still needs to be improved to enhance the coordination of law enforcement. In short, China still has a long way to go, from the establishment of legislation to its proper and efficient implementation. China’s government has been aware that a variety of issues still need to be improved in order to guarantee the operation of a market economy, and is expected to take the necessary measures to improve the related systems gradually. 

The strength of law enforcement in local jurisdictions is expected to be increased so as to cut down local protectionism, which severely disrupts the market system. The regional tax collection system also needs further improvement during the reform of the national fiscal and tax systems, while the restructuring of monopolistic industries such as power, railways, civil aviation, telecommunications and public services will be speeded up so as to form a unified, open and transparent market. Systems, which impose obstacles on the rational flow of the labor force, will be eradicated, and the household registration system, which restricts movement of people, will be further changed to build a unified national labor market and social security system. Administrative examination and approval procedures will be streamlined, with the aim of slashing local government's power to provide protectionism to local firms
.  
6.5 Movement towards Internationalisation
It goes without saying that once China integrates itself into the international market, there will be no other choices. China will have to adjust itself to adapt to the international environment, and to create a more suitable environment for Chinese companies, making its rules and systems more in accordance with the international ones. These environmental changes will further facilitate Chinese accounting towards internationalization and globalization.
While facing the challenges and opportunities to integrate itself towards international economic cooperation and competition, China has made a lot of efforts and will further make more efforts to step up economic restructuring and development: 

● China has done effective work in amending laws, reducing tariffs, enhancing policy transparency and protecting intellectual property rights. China has issued regulations regarding telecommunications, insurance, finance, and audio and video product distribution, according to the minister. China will continue to reduce tariffs and provide accurate and reliable trade policy information for enterprises and individuals 
.
● China will improve its market economic system and legal system in accordance with WTO rules and the nation’s actual conditions, further transforming government functions and standardizing the market order for establishing a unified domestic market for fair competition. 

● Efforts will be made to adjust the industrial structure and introduce foreign capital, technology and management expertise while giving full play to its rich human resources. 

● The Chinese government will continue to encourage and support the development of the private sector, create more jobs and improve the social security system to create a stable environment for economic and social development.

China’s economic environment has exerted a great impact on its accounting development. Since accounting reform in 1992, China has made much effort on regulating its accounting system, auditing standards of formulation, as well as implementing professional training. Great progress has been achieved in accounting and auditing regulations and techniques, which have been increasingly coordinated with the international practice. One basic accounting standard, sixteen detailed accounting standards, one Accounting System for Business Enterprises, one Accounting System for Banking and one Accounting System for Small Scaled Business have been issued and implemented; five batches of Independent auditing standards, three essential standards, twenty-seven detailed standards, ten practice announcements, and four professional norms have been formulated and implemented. These regulations and systems have rudimentarily formed China’s independent auditing system, and have kept China’s auditing in line with the international auditing standards in the most important aspects. 

The quality and age structure of China’s accounting personnel have improved as a result. “The accounting personnel between 26-35 years old occupies about 41% of the total accounting personnel numbers; the proportion with above junior college education background is about 37%, and 5.54% of which have the college education background; by the end of 2001, there are 654 colleges and universities who have set up an accounting special subject, 23 of whom have set up an certified accountant specialization subject” (Feng, 2003). 

Though achievement is great, the gap still exists, and China still has yet to achieve convergence with international accounting traditions.

6.6 Conclusions 

China entering the WTO has already initiated change to its political, economic and legal system. Consequently the WTO’s potential influence may permeate all aspects of China’s social and economic life. 

A series of laws and regulations have be revised or abolished to adapt to the commitment to the WTO; economic markets have been further opened to the outside world; the ongoing SOE reform enabled the SOE to have more vitality and more adaptation to the competition in the market both at home and internationally; the ongoing system improvement and the reform of the government agencies will create more suitable environments for the market’s economic development; and although political system reform has lagged behind economic system reform, it has still gradually progressed; China’s entrance to the WTO, and the development of its market economy, may exert an irreversible impact on its political system. As a result, more democracy and freedom in political environments may be formed in the future; together with the input of foreign culture, and China’s economy integrating into the international one, Chinese ideology, traditions and viewpoints may also be updated. These are all advantageous factors on China’s accounting to converge with the international accounting standards, as the development of the market economy and its progression towards internationalization requires the matched accounting movement to serve for its purposes. Thus naturally it would be an automatic process for China’s accounting to go towards internationalization.

In addition, having since become a member of international accounting organizations, the tendency of international accounting convergence may also be an impetus for China to comply with international accounting standards. The essential momentum of China’s accounting towards internationalization comes mainly from international influence, which may be overwhelmingly stronger than the other factors. 

On the other hand, there also exist some restriction factors for China’s accounting to converge with the international accounting standards. As analyzed above, China’s economic development is still in the transitional period; the economic system is still a socialist market economic system, within which the state-owned economy still occupies a large proportion. The political factor still influences China’s accounting standards setting, and the government has kept a unified control on the management of the country’s accounting practice. China’s accounting legislation still needs to be further perfected, but these factors could be or already have been gradually changed, together with the development of China’s economy, furthering opening the door to internationalization. 

It could be reasonably predicted that in the competition of the international economic market, China’s economy will grow more mature and resemble other countries’. With the increase of foreign investment and the increased proportion of the private economy, China’s economic structure will become more reasonable, and although China’s political system reform has already lagged behind its economic system reform, the appeal to reform the political system in increasing. The reform of government agencies has created and will continue to create a more suitable environment for business to develop. The Chinese government has promised to create a more suitable environment in the future.  

Considering the factors analyzed above, it can be proposed that China’s politics still exert influence on China’s accounting development, but has already faded, while the economic and international factors have gained more and more importance. Though differences may still exist, in the long period to come, the tendency of China’s accounting converging with international accounting is irreversible. 

One cannot create history, but can predict the future. Whether China’s accounting will go as predicted still depends on the stability of China’s politics. More time and further study is needed to prove it.
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