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4.1 Introduction

The last chapter introduced a background of China’s accounting development. This chapter will conduct a case study from the macro level, to display the detailed process of China’s accounting development since 1949, and make a comprehensive analysis on the reasons of why China’s accounting has developed in its own way. China’s political and economic development process will be the main clues to trace China’s accounting development in this chapter.

The chapter will be divided into nine sections. Section One is the introduction; Section Two will make an explanation on the reasons of why the whole process of China’s political and accounting development is divided; Section Three to Eight will present a detailed process of China’s political, economic and accounting development, and further analysis will be made after each section; and finally, the last section will make a comprehensive analysis of each environmental factor’s influence on China’s accounting development, and conclusions will be drawn. 

4.2 The Division of China’s Accounting Development Periods and Key Features of the Case Study

• The Division of the Period

China’s politics and economy experienced a complicated development process since the foundation of the PRC in 1949. Yabuki (1999:25), according to CCP leaders, divided the history of the PRC into the Mao Zedong era (1949-1976), and the Deng Xiaoping era (1979-1997), with the Hua Guofeng regime briefly sandwiched between the two. In fact due to Deng Xiaoping’s weakening health, the period after 1994 is actually referred to as the Jiang Zeming era.  

Considering the historical periods of China’s political development process as well as its economic development, and also considering the features of China’s accounting development, the author thinks it will be more appropriate to divide Chinese accounting development according to CCP leaders and the most important political and economic events. China’s history since 1949 can be divided into six distinct periods with the different emphasis of the Party’s work, which is also reflected in China’s accounting work:
Mao’s era (1949-1976) can be said to be a period of class struggles, which can be divided into four phases according to the distinct political and economic events. Phase One, 1949-1957, is recovery and agricultural collectivization period; Phase Two, 1958-1961, is the Great Leap Forward campaign period; Phase Three, 1962-1966, is the period of readjustment; and Phase Four, 1966-1976, is the Great Proletarian Cultural Revolution period. The Hua Guofeng period, 1976-1978, is the post-Mao Zedong period, which can be merged into Phase Four, as Hua is Mao’s successor. There are not many changes, either political or economic, during his short term of office.
Deng Xiaoping’s and Jian Zeming’s era can be said to be a reforming, opening and developing period, which can be divided into two phases. Continuing the sequence made above, Phase Five, 1979-1992, is commodity economy period, and Phase Six, 1992-present, is a market economy period. The later two phases are divided according to the basis of China’s most important economic events. Since 1979 the Party has changed its working emphasis from class struggle to economic construction. During this period, the most important thing in China was economic system reform and socialist market economy construction and perfection.
These six periods will be the main clue to trace the path of China’s political and economic development, and the case of China’s accounting development will also be presented and analyzed.
• Sources of Evidence
Evidence will come from national and international historical documents, archival records, literature, and internet sources. The data will cover both China’s most important political and economic events and accounting events.

The study will be conducted by integrating data collection, summarization and analysis. The data collection and its analysis will follow the history of China’s political and economic development. 

4.3 Phase One: 1949-1957
4.3.1 Features of China’s Politics and Economy: Recovery and Agricultural Collectivisation 

After the creation of the PRC in 1949, under the leadership of Mao, the main task of the CCP was socialist construction and remodeling. There were two objectives during this stage: one was to turn private-owned enterprises into state owned ones, and the other was to hasten the recovery of the national economy. The social structure changed thoroughly from ideology to economics. During this period, Sino-Soviet relationships were developed, and a Soviet-style socialist state, whose economy was highly centralized and planned, was established.

The main political and economic events during this period included:
Land Reform 
An agriculture collectivization campaign was launched during the mid 1950’s. Individual farms were reorganized into low-level cooperatives, high-level cooperatives, and finally into People’s Communes. Land reform erased the social distinction between landlord and peasant.  
Thought Reform
Believing that the Revolution could not be carried out without reform of people’s thought, the CCP launched a massive campaign to change China's entire philosophy. “In 1949 efforts to remold intellectuals got under way. ‘Revolutionary universities’ were established in many cities. They were institutions providing crash courses in Marxism-Leninism and Mao Zedong Thought. The party conceived of thought remodeling as an ongoing and recurrent process” (Dietrich,1994). 
“The Four Olds campaign was launched to eradicate old ideas, habits, customs, and culture. The Three Anti's movement was directed at officials, with the aim of eliminating corruption, waste, and "bureaucratism." The Five Anti's campaign, targeting the remaining businessmen and bourgeoisie, aimed at against bribery, tax fraud, cheating, and stealing national property and economic information. For Chinese Christians, The Three Selves movement stressed self-government, self-support, and self-propagating, the object is to separate the churches in China from their parent denominations abroad. Leading churchmen were forced into denouncing religion as cultural imperialism. The idea of cultural imperialism was extended to art and literature, which henceforth were to serve the people, the class struggle, and the revolution”
.

Social Reform 
The new marriage law of 1950 and the campaigns of the early 1950s removed distinctions within the family. Women were given full equality with men in matters of marriage, divorce, and ownership of property. Children were encouraged to denounce parents if they failed to support the Communist line.

Economic Planning 
By the end of 1952, the recovery of the national economy had finished and the first Five-year Plan was implemented, which symbolized economic construction had given the first priority in the State’s life. The social structure changed thoroughly from ideology to economics. The economic structure began to follow the Soviet Union’s model together with the introduction of central planning. “The capitalist sector of the economy was gradually replaced by the state sector and worker co-operatives. The state sector was considered the leading force for socialist transformation" (Liu,1995, cited in Kwang 1966: 63). 
General Line 
With consolidation completed in 1953, the Party defined its General Line as “to bring about, step by step, socialist industrialization and to accomplish, step by step, the socialist transformation of agriculture, handicrafts and capitalist industry and commerce over a fairly long period” (Dietrich,1994). In 1955, Mao called for a “High Tide” of socialist transformation in the countryside, a careful and well-planned, but vigorous campaign to complete collectivization. “Land and farm implements were pooled into cooperatives and later into collective farms, which controlled the production, price, and distribution of products. By May 1956, 90 percent of the farmers were members of cooperatives.”
  
Converting the Emphasis of the Party’s Work 
The socialization of industry and commerce was accomplished by the end of 1956. In September 1956, the First Meeting of the Eighth Party Congress made the decision of converting the emphasis of the Party’s work to economic construction, according to the explorative result on the main contradiction under the new situation
. At the same time, some Party members were becoming convinced that the thought remodeling efforts since liberation had brought the intelligentsia around. It was now the time to introduce a more predictable legal system and liberalization in art, literature, the press, and other cultural areas. In the spring of 1956, Mao Zedong raised two slogans. One was, “Let a Hundred Flowers Bloom, Let a Hundred Schools of Thought Contend,” meaning diversity in culture and science should be encouraged. The other was “Long-term Coexistence and Mutual Supervision,” which later became a repressive anti-rightist campaign. 

The political report at the Eighth Party Congress explicitly pointed out that the main task of the Party and the State had changed from liberating productive forces to protecting and developing them. But this, in fact, was not realized until 1978, because in 1958 the Party again emphasized that the struggle of society was between the proletariat and bourgeoisie, and carried out policy with this notion as the key link.
4.3.2 Case: The Infancy Period of China’s Accounting Development
The period of 1949-1957 was the one of socialist construction and remodeling. In such an economy, central government planning was given priority, and accounting practices were developed to enable it to fulfill an administrative role. Accounting systems were based on the traditional Soviet material production system and served for a centrally planned economy. Socialist accounting theory and practice was also established.

● Accounting System
The Establishment of the Ministry of Finance (MOF)

The Ministry of Finance was established within the Central Government in 1949 as the department in charge of accounting affairs, and commenced to unify the variety of accounting systems inherited from the old society. In December of 1949, the accounting department was established within the Ministry of Finance, which was later, in September of 1950, renamed as department of accounting system. 
The Guide of Accounting Work

“In March of 1950, the State Administrative Council (SAC) within the Central People’s Government passed The Decision on Unifying the National Financial and Economic Work, which aimed to unify the national financial income and expenditure, to unify the dispatching of the national materials, and to unify the national cash management. This decision became the essential guiding principle of the financial work of that time”(Xiang, 1999:705).
The Instructions of Drawing Up the Unified Accounting System

“In March of 1950, Financial and Economic Committee (FEC) within the Central Government issued The Instructions of Drawing up the Unified Accounting System, which pointed out that because of the accounting systems within the business entities were very confused at present time,
 which affected the implementation of the economic accounting system, and hindered the plan and administration, so unified accounting system must be implemented”(Xiang, 1999:101).

“According to the demand of the instruction: In April of 1950, the MOF established the Accounting System Examination and Approval Committee (ASEAC), which was composed by related national economic departments, advanced financial and accounting cadres, as well as some eminent scholars from such universities as Tsinghua, Beijing, Yanjing and Furen. From 1950 to the first half of 1951, examined and approved by ASEAC, the Central Financial and Economic Committee or the MOF examined, approved and then issued 13 sectors’
 unified accounting systems” (Xiang, 1999:102). 
These new accounting systems considered both the characteristics of State-operated economy and the demands of the State’s finance and financial management. It was a mixture of scientific methods of contemporary Western accounting theory and Soviet-type accounting.
“At that time, the main tasks of accounting professionals were to remodel the business accounting and accounting system, which were inherited from the old society based on the private ownership and were backward and confused, into the powerful tool served for the recovery and construction of the new China’s economy” (Xiang, 1999:101).
The First Five-Year Plan and Learning From the Soviet Union

As the national economy recovered rapidly, and the financial and economic situation turned better, the Central Party decided to begin the first Five-Year Plan, commencing in 1953.

In March of 1953, Mao Zedong, at the 4th conference of the First National People’s Political Consultative Conference, proposed learning from Soviet Union earnestly and sincerely. He urged a high tide of learning from Soviet Union within the nation-wide. In responding to his remarks, “in October of the same year, the 11th editorial of Industry Accounting, pointed out that new China’s achievements and progress in accounting in recent 3 years were closed related with the help of the experts from Soviet Union. The advanced experiences of learning from Soviet’s accounting should be systematically summarized, so as to further to learn from Soviet Union, and to make great effort to serve for the economic constructions of our great motherland” (Xiang, 1999:133). 
Henceforth, China’s accounting went into a period of continuing revision, implementation, and introduction of the newest achievements of the Soviet’s accounting development.

In 1952, the Unified Accounting Statement and Accounts for State-Operated Enterprises, The Preparation and Sending up Method of the Final Accounts Report for the State-Operated Enterprises, and The Drawing and Paying of the Fund of Depreciation and Accounting Treatment Method for Profit, which were matched to the plan, were implemented. “By the end of 1952, the MOF issued and implemented, in succession, The Accounting Systems for State-operated Industrial Enterprises, State-operated Construction Business and State-operated Contract Enterprises, as well as The Accounting System for State-operated Supply and Marketing Enterprises, Agricultural Business, as well the Enterprises of Commerce, Railway, Transportation etc. These systems changed the situation of different department issuing its affiliated state-operated industry business’ accounting system, and realized the setting up of the unified accounting system by different national economic sectors” (Wang, 2000:49). 

In January of 1954, the MOF issued the Unified Accounts and the Patterns of Accounting Statement for State-Operated Industrial Enterprises and the Simplified Unified Accounts and the Patterns of Accounting Statement for State-Operated Industrial Enterprises to enable different businesses of different levels and sizes to use different accounting systems. This changed the method of every business employing one set of accounting system.

“As the experts from Soviet Union conceived the uniform accounting systems established in 1950 and 1951 exist some fatal shortcoming, they didn’t suit for the supervision over the plan’s accomplishment, and hinder the adoption of Soviet’s advanced experiences” (Yang, 1998). In order to learn from Soviet Union further, the second issue of Industry Accounting in 1955 published an article named “Advanced Accounting Forms of Soviet Union”, which stated that the Soviet’s accounting was the best accounting in the world, and the best example of this was the voucher journal. In 1955, “the MOF modified the accounting system for state-operated industrial enterprises, which was issued in 1952, and began to implement the Standard Accounts Plan for the Basic Transactions of State-Operated Industrial Enterprises and The Unified Accounting Statement for the Basic Transactions of State-Operated Industrial Enterprises in January of 1956”(Wang, 2000:49).

“In 1956, the entire capitalist industry and commerce realized the private and public cooperation. In order to suit for the new situation of the socialist remodeling over the capitalist industry and commerce, in April of 1956, the MOF issued Standard Accounts Plan and the Patterns of Accounting Statement for Basic Transactions of Private and Public Cooperated Industrial Enterprises Belonged to the Central Administrative Department (Draft), which would be implemented in January the first of1957” (Xiang, 2000:15).

As the standard accounts plan and the unified patterns of accounting statement were complete translations of the Soviet Union’s “advanced experiences” without considering China’s situation, it was hard to understand and integrate them when preparing China’s own financial statements. Therefore “in order to meet the demands of small-size local state-operated business accounting, the MOF issued the Simplified Accounting System for the Basic Transactions of Local State-Operated Business and Simplified Standard Accounting System for Local Private and Public Cooperated Industrial Enterprises, in September and December of 1957, respectively” (Xiang, 1999:136). Hence a complete accounting system, from accounts to accounting statement, from forms of accounts to cost accounting, and from accounting archives to contents of the accounting entities, was consistent with the system of a planned economy. This was the result of response to a highly centrally planned national economy, which was modeled after the Soviet Union’s economy system. 
● Accounting Theory

Before 1949, China’s accounting theory and methods were heavily influenced by Western accounting theories. At the beginning of the establishment of PRC, influenced by the political and economic environment of socialist construction and remodeling, Western accounting theory and methods began to be eliminated gradually, the accounting thought, which had been formed in the old society, was criticized and remodeled, the socialist accounting theory and methods were gradually established by learning from the Soviet Union. A rough framework of new China’s accounting theory was built and developed (Chen, 1999:2).

At the beginning of 1950, researchers in China began to discuss how to develop China’s accounting methods system. At the same time, the discussion on the nature of accounting began. Huang (1951), in his article “How to Build up the Basis of New China’s Accounting,” proposed, “The establishment of new China signed the formation of quite a new social economic system, which required to build up a basis of socialist economic theory, which is quite different from the capitalist accounting”. This meant there would be different accounting theories in accordance with different social economic systems, which later evolved into the idea different social classes should have different accounting, or that accounting should possess a social class nature. Experts from the Soviet Union supported this idea. As a result, other points of view, which conceived that accounting possessed a twofold attribute (including social class and technical nature), or that accounting only possessed a technical nature, were refuted. Guided by this thought, Western accounting theory and practice was eliminated, and the Soviet Union’s accounting theory and practice was set up and developed. 
● Accounting Education

With the foundation of the socialist country and thought reform, Western accounting was thought to be capitalistic accounting, which served only capitalists and was not suitable for a socialist country. Only the Soviet style of socialist accounting was allowed for teaching and learning in universities and colleges. 
At the beginning of the 1950s, financial and economic colleges and schools were set up in every big executive district and department. Their teaching plan and the curriculum were copied from Soviet financial and economic colleges. “The main courses, which included principles of accounting, special accounting, analysis on economic activities, and financial management, were formed according to the Soviet Union’s style. The textbooks are mainly from two sources; one from the textbooks used in Shanghai Lixin Accounting School, the other a translation of Soviet textbooks” (Xiang, 1999).

A massive reform of the educational system, which followed the Soviet model, commenced in 1952: Russian experts entered the People's University of China in July 1950, which was the first university focusing on social sciences, established just after the foundation of the new government. “With the help of Russian experts, the Accounting Group in the Department of Finance was set up. Accounting textbooks written by copying Soviet’s models replaced all Western textbooks. The central planning system evolved during this period, accounting education became a part of the national education plan” (Hao, 1999).
At the same time accounting began to be taught in Chinese universities, on-site education for the personnel of accounting companies was also implemented. 
In 1953, some universities began to be entrusted by the professional department to offer special courses or training class. Some universities set up the night school or correspondence class, or the seminar for financial and economic cadres. By the summer of 1956, the adult education had formed two levels of undergraduate courses and specialized subject, and all kinds of forms of education such as night school (Xiang, 2000:549).
Management courses were reduced or cancelled and small colleges offering management education were closed or merged with bigger universities. “Under this new education system, students were taught a very rigid process with a uniform chart of accounts and a prescribed form and pattern of accounting statements, including highly specialized, often industry-oriented, training programs to meet the specialized occupational requirements of a planned economy” (Chan, 1999). 
● Accounting Profession and Practice

As central government planning was given priority, the accounting practice was developed to enable it to fulfill such an administrative role. There was little or no emphasis on management accounting practices that would help the local enterprise. The Ministry of Finance determined accounting principles and practice. Accountants must strictly keep the records according to the unified accounting system in which unified accounts, accounting methods and accounting report for each economic sector were set. 

From the experiences of Soviet Union’s laboring competition, it was encouraged that the workers and staff members take part in the management and accounting work. In responding to the Decisions on Practicing Strict Economy made by the central party in 1955, the “Group Accounting” was developed innovatively, and was introduced in Industry Accounting in September of 1952 for the first time. The accounting in groups was encouraged and managing treasure in democracy was developed. Some businesses even developed it into the second level accounting or the third level accounting
.

Accounting methods were developed due to the results of consolidation and development in economy, as well the policy of "Let Hundred Flowers Bloom, Let a Hundred Schools of Thought Contend". The method for funds management and cost accounting were formulated in the industry department; “Quota Proportion” method for cost accounting was created in machinery manufacturing industry; and the general accountant system was established in the large and medium size state-operated industries and transportation businesses in Northeast districts of China during the first Five-Year Plan.  

During this period, the function of accounting was “a tool to help the government in its economic planning and allocation of funds to different enterprises” (Field and Pendrill, 1998). Its main purposes were assisting with the implementation of state policy and the maintenance of state control over the means of production. It was a macro-oriented system providing statistics for economic planning to the different government ministries and tax authorities. 
The nature of this accounting system is based on recognition of individual lines of business or economic sectors and individual forms of ownership. It is a model that was suitable for a product economy under centralized administration and it played an important role in the Chinese centrally planned economy over a considerable period of time" (Blake and Gao, 1995). 

4.3.3 Analysis and Conclusion
As the findings suggest, this is a revolutionary period both in China’s political system and in economic system. So is China’s accounting system. The establishment of new China in 1949 is the starting point of socialistic political system; as a result high centrally planned economic system was established. Meanwhile, People’s thought was re-modeled according to the Party’s desire to correspond with Marxism-Leninism and Mao Zedong’s thought. The Party had controlled every aspect of China’s social development. 

Learning to Soviet Union was another distinct feature of this period. As Soviet’s economic system and accounting system became the model of learning, Soviet-style accounting system was established to serve for the need of centrally planned economy. Soviet also exerted a dominant influence on accounting system, which resulted in the revision of this newly established system.
The environmental factor’s influence on China’s accounting during this period could be summarized and analyzed as table 4-1.

Table 4-1 Causal Relationships Between Environmental Factors and China’s Accounting Development (1949-1957)

	Environmental Factors
	Examples
	Causal Analysis
	Effects on Accounting

	Political


	The establishment of the Ministry of Finance

13 sectors’ unified accounting systems, were issued;

Western accounting theory and practice was eliminated. Only the Soviet style of socialist accounting was allowed for teaching and learning in universities and colleges; 

In 1955, the MOF modified the accounting system for state-operated industrial enterprises according to Soviet’s style; Management courses were reduced or cancelled.
	The foundation of the PRC.

The instructions of drawing up the uniformed accounting system issued by Financial and Economic Committee (FEC) within the Central Government.
Learning from Soviet Union;

The setting up of socialist system and thought reform; Western accounting was thought to be capitalistic accounting, which served only capitalists and was not suitable for a socialist country.
	The direction of accounting development should serve for the socialist planned economy.

	International
	The object of accounting report is the state’s plan department.

	The implementation of the first five-year plan.
	Accounting

Style and practice

	Environmental Factors
	Examples
	Causal Analysis
	Effects on Accounting

	Economic
	The issuing of Standard Accounts Plan and the Patterns of Accounting Statement for Basic Transactions of Private and Public Cooperated Industrial Enterprises Belonged to the Central Administrative Department (Draft).
	To respond the realization of the private and public cooperation in 1956.
	The contents of accounting system and accounting method 

	Culture
	Experience of China’s accounting and the thought of Soviet accounting were integrated into the newly established accounting system.
	Part of accounting methods were inherited from the old society 
	Accounting

Method

	Legal 
	No legislature
	
	

	Educational
	Students were taught a very rigid process copies from Soviet and training programs to meet the specialized occupational requirements of a planned economy 
	Learn for Soviet Union
	Accounting

Theory and

practice

	Professional 
	No professional body
	
	


This is a Sovietization period from the whole with a typical compulsory system transition feature. Central Government was the main promoter of the accounting system.

As discussed in Chapter Two, a country’s political system can determine its economic system and hence determine its accounting patterns. This is true in China’s case. The establishment of China’s socialist political system in 1949 decided that its economic system should be a socialist one with a centrally planned economy feature. Accordingly, China’s accounting system would also be a highly unified one, serving for the centrally planned economy. 

Evidences can be found from the process of this period’s accounting development. For example, China’s new accounting system, which was formed in 1952, was the result of the Financial and Economic Committee (FEC)’s instruction of Drawing Up the Unified Accounting System so as to meet the demand of unifying national financial income and expenditure. The theoretical basis of this newly established accounting system not only included Western accounting theory, but also included Soviet accounting theory, and Chinese traditional accounting theory. Later this accounting system was completely modified and changed into a Soviet-style accounting system due to implementing a centrally planned economy and learning from the Soviet Union. The theoretical basis of accounting was also converted into that of Soviet accounting theory. This demonstrates that the Party’s instruction played a leading role in the direction of China’s accounting development and the international factor exerted a strong influence on China’s accounting development. 

Another example is the nature of accounting. As socialist remodeling and thought remodeling was conceived to be the most important aspects by the Party, accounting was also supposed to possess a social class nature. Socialist accounting was to serve for the socialist economy, thus Western accounting, which was conceived as serving for the capitalist economy, was refuted and eliminated. As a result, accounting textbooks were written by copying Soviet models, and the curriculum of accounting was set up according to the Soviet Union’s style. The party’s Decision on Practicing Strict Economy promoted the development of such accounting methods as “Group Accounting”, “Funds Accounting,” and “Quota Proportion Method of Cost Accounting.” Accounting became a tool of the government in both its economic planning and its distribution of funds to different enterprises. This shows that the nature, theory, education and methods of China’s accounting reflected the need of the state’s politics and its economic development. As a matter of fact, because of the remodeling of people’s thought and the political overwhelming influence, other factors influence on accounting first subjected to Chinese politics.

For example, the Party’s decision of learning from Soviet Union led to the establishment of Soviet-style accounting system; As the Party urged the high tide to learn from Soviet, accounting system was constantly revised according to the updated Soviet experiences. This illustrates that international factor’s strong influence on Chinese accounting development mainly came from the political direction of the party;

The economic influence on accounting was also under the guidance of China politics. When the party emphasized the economy, all kinds of accounting method were created and economic factor could exert influence on accounting system and accounting methods. For example, the “Group Accounting” method was created due to the party’s Decision on Practicing Strict Economy. The establishment of unified accounting system was served for centrally planned economy. 

Chinese traditional culture had been remodeled according to the political need; culture’s influence was very weak. Only a few traditional accounting method, such as increase/decrease bookkeeping method could be found in newly established accounting system.
Accounting Education also served for the political requirement. As the Western accounting theory was conceived to be the capitalist one, only Soviet Union’s accounting theory was allowed for learning and teaching in the universities and colleges, thus the accountants were trained to strictly follow the unified accounts and accounting procedures.

These evidences show that during the process of China’s political and economic development, as well as the accounting development within this period, political influence on China’s accounting is very obvious. The Party’s political decisions decided the direction of both China’s economic and accounting development, under which international and economic factors also exerted strong influence on China’s accounting development, but the cultural influence was minimal, as were other factors.
4.4 Phase Two: 1958-1961

4.4.1 Features of China’s Politics and Economy: The Great Leap Forward Campaign
The Great Leap Forward was designed to overcome the stagnation in China's economy, industry, and technology during this period. Class struggle was re-emphasized as the main aim of society by the Party.
Before the Great Leap Forward
The success of the First Five-year Plan made many leaders think it would be possible to construct a socialist economy with much greater speed than the first Five-year Plan. Under the influence of International Communist Movement, in November of 1957, Mao, at the Communist Party and Workers Party Congress of various countries held in Moscow, proposed the objective of overtaking and surpassing Britain in the production of steel and iron, and the other important products of industry within 15 years, which later became the party’s creed.
 During this time, in 1957, a new movement of rectification
 and criticism of Party thought had begun.
 This, along with a surge in the production of winter crops would ultimately lead to the Great Leap Forward. 

The General Line of the Party 
In May of 1958 the Second Plenary Session of the Eighth Congress of the Party
 proposed the General Line of the party, which should be, “go all out, strive for the vest, build socialist country with greater, faster, better and more economical results”(Dietrich, 1994). Mao proposed the slogan of “overtaking the British within seven years, and overtaking America in another eight or ten years” at the meeting (Bo, 1993: 696). The speed was conceived as the soul of the General Line. “Soon it was conceived it only needs two or three years to overtake the British” (Bo, 1993:699), this led the strategy of overtaking and surpassing to the extreme. The second Five-Year Plan was implemented under this circumstance. This meeting also changed the analysis made at the first meeting of the Eighth Congress of the Party and conceived the main contradictions at present time of the state which were the ones between proletariat and bourgeoisie, and between the socialist road and the capitalist road. After the meeting, the Great Leap Forward began in many areas.
“Walk on Two Legs” Policy
In 1958, Mao put forward ‘walk on two legs’ policy. China must Walk with Two Legs which meant building a capital-intensive modern sector while relying on less sophisticated technology in agriculture and small-scale manufacturing. At the same time, the social revolution must continue: the economic and social gap between village and city, between mental and manual labor, between bosses and workers and between school and production must be closed. Everyone was urged to produce “more, faster, better, and more economically”. In the summer and fall of 1958, the ‘Three Banners’ (the General Line, the Great Leap Forward, and the People’s Communes) were being carried by the masses toward a great victory (Dietrich, 1994).
Delegating Power to Lower Levels 
Under the influence of a strong Communist philosophy and the leadership of Chairmen Mao, it was felt that the key to economic growth was the enthusiasm of the workforce, and this could be released by delegating power to lower levels.
In September of 1958, the Central Party determined, in The Prescriptions on Improving the Planned Administration System, to (1) devolve the jurisdiction over the state-owned enterprises; (2) devolve the jurisdiction over the planning management; (3) devolve the jurisdiction over the examination and approval, investment and credit management of the basic construction; (4) devolve the jurisdiction over the finance and taxation; (5) devolve the jurisdiction over the labor management”
. 

It was decided that every locality should establish its own financial resources and local labor power. The use of both large-scale and small-scale technologies was called Walk on Two Legs. An attempt to significantly boost the output of the nation's industries was instituted. The slogan, The More Courage the People Have, the More Output the Land Will Produce
 was introduced.

The People’s Commune
Under the guidance of Mobilize the Rural Labor Force to Achieve Many Things at Once, Bumper harvests were expected while at the same time a variety of other enterprises went rapidly forward. Walking on two legs, the peasants were organized to join the People’s commune. These new units attempted to build backyard furnaces to make iron and steel in the belief that production of these basic industrial materials could be increased by adding thousands of simpler local operations to China’s modern mills and foundries (Dietrich, 1994).
As a part of this socio-economic development, all administrative work was given a much lower priority than the practical, productive work that Mao considered would boost the economy. Concurrently, there was a movement to revolutionize industrial relations and management, the party began to attack the worship of technicians and experts and social gulf between managers and workers. Cadres were expected to join in production work, and laborers were supposed to participate in management. This downgrading of unproductive labor included the effective suspension of accounting (Lawrence, 1997).

The massive reallocation of labor and resources during this period ranks as one of the largest peacetime disturbances ever, and caused massive disruptions in the economic system. “The relations between China and the Soviet Union deteriorated during this period and, together with the economic disaster that was the Great Leap Forward, China as a nation was very nearly ruined”(Lawrence, 1997).

Eight Word Policy 

Until 1961 when the Ninth Plenum of the Eighth Congress of the Party was convened, the Eight Word Policy “Adjustment, Consolidation, Enrichment, and Enhancement” was passed at the meeting, and the national economy was adjusted from the whole, which declared the end of the Great Leap Forward. 
4.4.2 Case: The Suspended Period of Accounting
• Accounting System
In order to spur new economic development, the Party’s had to make serious decisions on searching for a proper socialist avenue
 which would be suitable for China’s characteristics. Accounting reform whose main content was devolving authority and simplification began. “Emphasis was placed on simplified working practices and, consistent with this, the MOF introduced simplified rules for accounting systems and `reporting to enable the average peasant, worker to understand all aspects of an organization’s activities” (Liu and Turley, 1995:205).

In response to the Great Leap Forward, in 1958 the third issue of Industry Accounting published an editorial called “Go All Out, Do Away With the Rule, to Achieve the Great Leap Forward in Accounting Work,” The editorial proposed two tasks, to guard against waste and against conservatism. It stressed that accounting regulations and systems must be deeply reformed. The editorial in the next issue, named “Arouse the Masses to Smash Every Unreasonable Regulations and Systems,” proposed that in the spirit of the Great Leap Forward, existing systems and regulations had to be reformed. In the sixth issue in 1958, “Holding High the Red Flag of the General Line, Push the Great Leap Forward to the Upsurge” proposed that accounting work should be in the political command and go along with the masses. It proposed to “do away with the superstition, liberating the thought”, and claimed “the superstition of the accountants is very much and very deep. They have blind faith in foreign countries, books, and systems”. Only after these superstitions were eliminated could thought be liberated. Under the influence of this left thought, the reform of the accounting system implemented the policy of “devolving the power to the lower level thoroughly, and simplifying the accounting system at most” (Xiang, 2000:20). 

In June of 1958, the MOF issued The Announcement of Reforming Methods on Accounting System for Enterprises, and The Announcement of Devolving the Authority of Formulating Enterprises Accounting System to the Local. Some of the accounting systems, which had been formulated and implemented before, were abolished, and some of them were transferred to the local level, which resulted in chaos for accounting work. There was no regulation to follow, and even if there did exist some regulation, they were not being followed.
• Accounting Theory, Accounting Education, Accounting Profession and Practice   

Being influenced by the “Great Leap Forward,” which created a stance against “the rightism” and conservatism in politics, accounting was simplified and accounting regulations were done away with. Accounting without books, which were substituted with statements, were carried out.
“The Accounting Department was merged in many enterprises, and the accountants were supposed to work with the workers in the workshop, accounting system became an ornament with no means for its existence. Under such circumstance there were no basis to foster accounting theory and accounting research” (Tang and Xue, 1998). 
Though the framework still followed the Soviet Union's theory of financial management, some new ideas were introduced. These included relying on the masses and enlarging the financial rights of the enterprises，which incentive the enthusiasm of the enterprises and workers to take part in financial management.
According to the Central Party’s direction, authority in education administration also devolved to the lower government. Universities and colleges as well as professional technique schools directly led by the related ministries of the State Council were devolved to the local government. Students in universities decreased rapidly. Accounting departments in some universities were merged or cancelled. 

4.4.3 Analysis and Conclusion

This was a period of extreme movement and reform for China’s economy. The Party is the baton of China’s social and economic life. The Party’s objectives of overtaking both Britain and the United States in such a short time made them ignore the laws of economic development, which resulted the rash advance of the economy and the disorder in management, as a result the economy collapsed cosmically.

Meanwhile, the main struggles of society were refocused on the ones between the proletariat and bourgeoisie, and between the socialist road and the capitalist road. All administrative work was given a much lower priority than the practical, productive work under the influence of a strong Communist philosophy and under the leadership of Chairman Mao. In order to erase the social difference, a movement to revolutionize industrial relations and management began, and the party began to attack the worship of technicians, experts and social gulf between managers and workers. Power was devolved to the lower levels. During this period, the CCP handled and controlled all aspects of China’s political, economic, and thought fields, everything should be done according to the Party’s decision, any activities opposing or questioning the Party’s decision would be criticized thoroughly. From this we can see the political influence on all aspects of China’s social life.
The environmental factors influence on accounting during this period could be shown in table 4-2 (page 89).
China’s accounting, during this period, mirrors compulsory system transition feature. Central government was the only promoter in decentralizing the accounting system. Every change in accounting was tightly controlled by the Party. 
For example, the Party’s decision of devolving the power to the lower level resulted in the simplifying of agencies and the abolition of newly established accounting regulations and systems. Simplified rules for accounting systems and reporting were introduced so as to enable the average peasant and worker to understand all aspects of an organization’s activities. The power in setting up the accounting system was devolving to the local authorities, and the accounting departments in businesses were merged. Accountants were sent to the workshop to work together with workers. Accounting without books was created; accounting regulations were done away with; the students in universities and colleges decreased; accounting magazine became the battlefield of propagating the Party’s lines, policies and decisions. An accounting magazine, Industry Accounting, issued several editorials urging accounting professionals to respond to the Party’s call of the Great Leap Forward. 

Table 4-2 The Causal Relationship Between Environmental Factors and China’s Accounting Development （1957-1961）
	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Political
	The third issue of Industry Accounting published an editorial called “Go All Out, Do Away With the Rule, to Achieve the Great Leap Forward in Accounting Work” and “Arouse the Masses to Smash Every Unreasonable Regulations and Systems,” in 1958;
MOF issued The Announcement of Reforming Methods on Accounting System for Enterprises, and The Announcement of Devolving the Authority of Formulating Enterprises Accounting System to the Local;

 The Accounting Department was merged in many enterprises, and the accountants were supposed to work with the workers in the workshop; 

Accounting departments in some universities were merged or cancelled; 

The Party began to attack the worship of technicians, experts and social gulf between managers and workers; 
Accounting without books, which were substituted with statements, were carried out.
	Great Leap Forward;

Power was devolved to lower levels;
The main struggles of society were refocused on the ones between the proletariat and bourgeoisie, and between the socialist road and the capitalist road.
	Accounting system, accounting practice, accounting theory and accounting

Education

	Economic
	Could not find
	
	

	International
	Could not find 
	
	

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Cultural
	Could not find 
	
	

	Legal
	Could not find
	
	

	Educational
	Could not find
	
	

	Professional 
	Could not find
	
	


During this period, within the intense political movement, China’s accounting system, accounting practice, accounting research, accounting education and professions were totally changed according to the Party’s decisions. All work was done according to the Party’s instruction. Strong political influence on accounting was recognized during this period, and the other factors’ influence can hardly be found.
4.5 Phase Three: 1961-1966

4.5.1 Features of China’s Politics and Economy: Period of Readjustment 
During this period, the Chinese economy experienced serious difficulties and the Soviet Union withdrew much of its support. The Central Committee of the Party proposed a self-reliance policy and introduced the Eight Words policy of Adjustment, Consolidation, Replenishment, and Enhancement in January 1961. The government was forced to consider adjusting the national economic plan and great effort was made during this period to recover from the debacle of the previous four years. Readjustment policies were implemented in response to the food and economic crises. “Deng Xiaoping’s famous ‘White Cat, Black Cat’ doctrine
 expressed in vivid terms the essence of the readjustment policies”(Yabuki, 1999: 28).
Re-centralizing Economic Administrative Jurisdictions 
Following the proposition of the Eight Words Policy of the Party, the same year: The Central Party made A Number of Temporary Prescriptions on Adjusting the administration system and decided to centralize the economic administrative jurisdictions over three levels, which include the level of central, central bureaus and provinces, cities and autonomous zones. “It was required that all the works and tasks of production, construction, purchasing, financial, cultural and education, and labor and so forth should imply one board of chess policy from the national wide, and one account book from the higher and lower level” (Xiang, 2000:24).
Adjustment of the Plan 
In 1962, the Standing Committee adopted The Report Concerning the Adjustment of the Plan drafted by the Central Financial Group. The main text of the report included: 
First, cut down the workers and staff members greatly, and reduce the citizens in city. Second, compress the scale of the capital construction, stop or suspend a large number of capital construction projects. Third, reduce the industry battle line by the way of closing, discontinuing, merging, or transforming. Fourth, further support agriculture battle line from all aspects such as human resources, material resources, and financial resources, and strengthen the local leader’s power.
 
Thus the national economy began to recover gradually. 
Production Responsibility in the Countryside 
In the countryside more than 20% of People’s Communes began to put various forms of “production responsibility to family” into practice, and this achieved better results. But in the late 1962, at the Tenth Plenum of the Central Committee, Mao insisted that the relaxation of regulations had gone too far and pushed for steps to revitalize the revolution. He coined another of his slogans: Never Forget Class Struggle, and Once We Grasp Class Struggle, Miracles are Possible.
 The Tenth Plenum launched the new Socialist Education in Agriculture program. 

The Proposition of the Four Modernizations
At the end of 1964 and the beginning of 1965, at the first meeting of the Third People’s Congress, premier Zhou declared: our country’s national economy would step into a new developing period; the Third Five-year Plan would be carried out in 1966; the people of the nation wide should make an effort to build up our country to a socialist powerful one with modern agriculture, modern industry, modern national defense and modern science and technology (the four modernization) gradually. This was the first time to propose seriously the task of the Four Modernization to the people of the whole country. But this magnificent task did not become implemented according to the plan because of the Cultural Revolution.

4.5.2 Case: Recovery Period of Accounting
● Accounting System


In order to recover and rectify the order of financial work, the Central Committee ratified and transmitted The Report on Improving the Financial System and Strengthening Financial Management in January of 1961. In February, the MOF and the State Planning and Developing Committee issued The Co-announcement on Strengthening the Cost Management of the State Operated Enterprises, and the People’s Daily published the editorial “Responsibility Systems Should be Established and Perfected in Every Business.” The power of formulating the accounting system, which had been devolved to the lower level in 1958, was recovered to the MOF. In November of 1961, the State Council approved and transmitted The Working Rules of Business Accounting for State Operated Enterprises drafted by the MOF, which stipulated the procedures, rules, and disciplines of accounting work in detail.
These Working Rules, together with The Applying Method of Accounting Documents, the Patterns of Accounting Books for State Operated Enterprises issued by the MOF in January of 1962, as well as The Accounting System for Industrial Enterprises and Accounting System for Construction Units, and the other methods and systems provided the basis and standards for the rectifying and recovering the financial work to the ordinary order (Xiang, 2000:24). 

At the end of 1961 and at the beginning of 1962, the MOF issued The Accounts for State Operated Industry Business and Explanations for its Applying, The Accounting Statement Patterns for State Operated Industrial Enterprises and its Preparing Explanations, and The Formats of Accounting Documents and Accounting Books for State-operated Industrial Enterprises and its Applying Method.
The implementation of the Eighth Word Policy enabled the Chinese economy to prosper again, which proposed higher requirements for accounting work. In October of 1964, the MOF drafted The Reform Sketch of the Business Accounting, which aimed at simplifying the accounting system: 
“The class and class struggle was conceived to be the starting point of the accounting reform. It should be considered if it benefits to the consolidation and development of the socialist system when designing the accounting system, accounting procedure, auditing the expenditures and keeping and calculating the accounts” (Xiang, 2000:28). 
In December of 1965, the Ministry of Commerce issued The First Step of the Plan for Financial Accounting Reform, and announced that the MOF agreed to use the increase and decrease method in all the businesses and entities that were affiliated to the system of Commercial Ministry.
● Accounting Theory and Education
Under the guidance of the Party’s Let a Hundred Flowers Bloom, Let a Hundred Schools of Thought Contend policy, there were many breakthroughs. In response to the Party’s decision of exploring economic system reform with Chinese characteristics, the second accounting system reform began in 1965. Accounting theory was rebuilt from the beginning up. The framework of the Soviet Union's accounting theory, which was the theory of monetary relationship, was dropped. And an accounting theoretical system based on the “funds movement” was established. 

Concerning accounting attribution, some researchers proposed that accounting possessed twofold characteristics including social class and technique, which in the 1950s led to the conclusion that accounting only possessed the feature of social class. Planned management and mass management were increased largely. The first accountant meeting was held in Beijing in 1962, the aim of which was to discuss accounting practice and theory. Some Chinese accounting experts continued to advocate the use of the traditional Chinese accounting system, and to set up an increase/decrease double entry bookkeeping system. The concept of accounting within a socialist economy was defined.

According to the Central Government’s instruction, “To develop an economy one cannot leave accounting; the more the economy is developed, and the more important accounting will be” (Xiang, 2000:552). Thus accounting education was recovered. The recruitment scale in universities and colleges that offered a major in accounting was enlarged, and new financial accounting schools were established. New courses were introduced and Chinese-authored textbooks were taught in many universities. Many accountants were trained in special accounting schools, colleges and universities.
● Accounting Profession and Practice
In February of 1962, the Central Committee issued an urgent announcement, which established the Accounting Department, replenished accounting personnel in all districts, and improved the situation of the accounting system, which was largely weakened. The Central Committee and State Council took significant procedures in financial and economic work, such as The Urgent Stipulations of Practice Strict Economy and The Decisions on Controlling Financial Management Strictly. Accounting regulations for each department of the government were reestablished. In January of 1963, the State Council issued and implemented The Trial Regulations on the Rights and Duties of Accounting Personnel.

The People’s Daily published the editorial of “Doing Accounting Work Well to Promote the Production and Economy” in March of 1963, which was in response to The Instruction of the Movement of Practice Strict Economy and Against Corruption and Stealing, Against Speculation and Profiteering, Against Extravagance and Waste, Against Decentralization, and Against Bureaucracy, issued by the Central Committee in 1963 (Xiang, 2000:26). 
In 1963, the State Council approved and issued Several Prescriptions on Setting up the General Accountant in a State Operated Transportation Industry, which was drafted by the Financial and Economic Committee and the MOF. 

The method of “Group Accounting” and “Managing Treasure in Democracy”, which was created in the 1950s, was reintroduced. 
Of special interest in these recovery years, was the development of various methods of bookkeeping. In addition to the usual debit/credit double-entry bookkeeping system, a form of increase/ decrease system developed for government bodies and then spread to use in small and medium sized industrial enterprises. At the same time, a system of receipt/disbursement was in use by banks and some government agencies. Thus accounting was given a significant role to play in the planning and control of enterprises as part of the national economic recovery, but the methods of accounting became quite diverse, making it very difficult to amalgamate financial results or compare financial performance (Lawrence, 1997).
4.5.3 Analysis and Conclusions
This was a recovery period in all aspects of Chinese society. The implementation of the CCP’s new self-reliance policy and the Eight Words Policy enabled China’s economy to be recovered from the edge of collapse and to get rid of the impact of Soviet’s drawing back of its support. Higher objectives of national economic development were proposed at the end of this period. During this time, the Party reemphasized economic construction. Economic management became its main task. These results were all closely related to the Party’s decisions, which explicitly present the Party’s strong influence on China’s economy.

The environmental factors influence on accounting during this period could be shown in table 4-3.

Table 4-3 The Causal Relationship Between Environmental Factors and China’s Accounting Development (1961-1966)

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Political
	The power of formulating the accounting system, which had been devolved to the lower level in 1958, was recovered to the MOF;

The State Council approved and
	The Central Party made A Number of Temporary Prescriptions on Adjusting the administration system and decided to centralize the economic administrative
	Accounting system,

Accounting practice, 

	Environmental Factors
	Examples
	Causal Analysis
	Effects on Accounting

	
	transmitted The Working Rules of Business Accounting for State Operated Enterprises drafted by the MOF, which stipulated the procedures, rules, and disciplines of accounting work in detail.
	jurisdictions over three levels. The Central Committee ratified and transmitted The Report on Improving the Financial System and Strengthening Financial Management
	accounting theory and accounting education

	
	Class and class struggle is conceived to be the starting point of accounting reform. 
	Mao proposed “Never forget class struggle”
	

	
	Accounting education was recovered. The recruitment scale in universities and colleges that offered a major in accounting was enlarged, and new financial accounting schools were established.
	The Central Government’s instruction, “To develop an economy one cannot leave accounting; the more the economy is developed, and the more important accounting will be”
	

	
	Accounting theory was rebuilt from the beginning up. The framework of the Soviet Union's accounting theory, which was the theory of monetary relationship, was dropped. And an accounting theoretical system based on the “funds movement” was established.
	Party’s Let a Hundred Flowers Bloom, Let a Hundred Schools of Thought Contend policy;

The breach of Sino-Soviet friendly relationship.
	

	Economic
	The MOF drafted The Reform Sketch of the Business Accounting, which aimed at simplifying the accounting system: The method of “Group Accounting” and “Managing Treasure in Democracy” created in the 1950s, was reintroduced. Various bookkeeping methods were employed in different economic sectors.
	The implementation of the Eighth Word Policy enabled the economy to be recovered and prosperous.


	The contents of accounting practice, accounting regulation

	
	The State Council issued and implemented The Trial Regulations on the Rights and Duties of Accounting Personnel;

Accounting regulations for each department of the government were re-established
	The Central Committee and State Council’s announcement, such as The Urgent 
Stipulations of Practice Strict Economy and The Decisions on Controlling Financial Management Strictly.
	

	
	
	
	

	International
	Could not find
	
	

	Cultural
	Increase/decrease double entry bookkeeping system was employed.
	The Ministry of Commerce issued The First Step of the Plan for Financial Accounting Reform；  
	Accounting method

	Environmental Factors
	Examples
	Causal Analysis
	Effects on Accounting

	
	
	Traditional Chinese accounting system was promoted.
	

	Legal
	Could not find
	
	

	Educational
	New courses were introduced and Chinese-authored textbooks were taught in many universities. Many accountants were trained in special accounting schools, colleges and universities
	The recovery of accounting education; Soviet’s drawing back of its support; 
	Accounting

theory and accounting practice

	Professional 
	Could not find
	
	


Compulsory system transition feature also could be found very clearly during this period. Central Government was the main promoter of the newly recovered accounting system. The change of accounting not only reflected the needs of Chinese politics, but also met the needs of Chinese economic construction. 
For example, the rebuilding up of Chinese accounting theory from the ground up without following the Soviet Union's accounting theory, and the establishment of an accounting theoretical system based on the “funds movement” were resulted from the splitting of the Sino-Soviet friendly relationship and the Party reemphasized economic construction and economic management. The central government’s instruction To Develop Economy could not Leave Accounting enabled accounting to be given priority again. The MOF was again given power to formulate accounting regulation, and the accounting department and accounting system were both established again. 
Although all these changes happened, during this period, class and class struggle were still conceived to be the starting point of accounting reform. Class and class struggle was to be considered first in the consolidation and development of the socialist system, and so in designing the accounting system, accounting procedure, auditing expenditures, and keeping and calculating accounts. Simplified accounting system became the main target of the accounting reform so as to serve for the masses. All work was supposed to imply a “one board of chess，and one account book from both a higher and lower level” policy, which was set by the Party. The contents of accounting reform had to meet the demands of Chinese political aim first and the demand of economic development second. These changes in the economy and in accounting were all closely related to the Party’s policies and decisions, which just like a mirror, reflect the politics’ influence on China’s accounting development very clearly.
The development of Chinese accounting method, such as the increase/decrease bookkeeping method, Group Accounting and Managing Treasure in Democracy show the requirement of economic development, and also implies that culture’s influence on accounting had merged again. 

The recovering and developing of accounting education is not only the reflection for Chinese politics, but more important is the reflection for the need of Chinese economic development. Universities and colleges offering majors in accounting were enlarged, and new financial accounting schools were established. New courses were introduced, and Chinese authored textbooks were taught in universities. Many accountants were trained in special accounting schools, colleges and universities. All these evidence shows that at the same time of meet the demands of China’s politics, China’s accounting also need to meet the demands of its economic development, and it is because of the need of Chinese economic development that China’s accounting education began to be developed and prosperous.

As there were no accounting professional societies and no legal system in China during this period, the author did find the professional and legal factors’ influence on accounting within the data collected.
The evidence suggests that three important factors, including politics, economy, and culture have exerted influence on China’s accounting development during this period, but economic and culture’s influence on China’s accounting was still subject to China’s politics. Still we can see that the Party’s political direction decided the direction of Chinese economic development, and further decided the direction of Chinese accounting development. Only when economic development was given the priority could accounting being developed. 

4.6 Phase Four: 1966-1978

4.6.1 Features of China’s Politics and Economy: The Great Proletarian Cultural Revolution and Transition Period

“The Great Proletarian Cultural Revolution was a radical movement that closed schools, slowed production, and virtually severed China's relations with the outside world. It was proletarian because it was a revolution of the workers against party officials. It was cultural because it meant to alter the values of society in the Communist sense. It was great, because it was on a mammoth scale. It lasted for two years in its intense form, lingered on for another year and a half, and was not officially declared over until 1977”
. 
The essence of the Cultural Revolution was Political Revolution. During the ten years of the Great Proletariat Culture Revolution from 1966 to 1976, China's political, economic and cultural life was highly politicized and unpredictable.
Sixteen Points 
In 1966, the central committee issued a directive for promoting the Cultural Revolution called the “Sixteen Points”, which pointed out:

The aim of the revolution is to fight with the power holders who are walking along the road of capitalist, to criticize the capitalist reactionary academic authorities, the ideologies of bourgeoisie and exploiting class, and to reform the system of education, literature and art, as well as any superstructure which is not fit to the socialist economic basis, so as to consolidate and develop the socialist system.
 

Reform Education System
The Cultural Revolutionary Group, Cultural Revolutionary Committee, and Cultural Revolutionary Representative Congress were established in universities, colleges, schools and other units. Reforming the old education system, the old education policies and old methods became one of the most important tasks of the revolution. The educational system was shortened, the courses were retrenched, and the textbooks were reformed thoroughly. The students not only had to study the arts but also learned from the workers, peasants, and the PLA men, and took part in the revolutionary struggle of criticizing the bourgeoisies at any time. Mao Zedong’s thought was the guide of the proletariat cultural revolution
.
Intelligentsia Disregarded 
The slogan “Rebellion Is Justified” was popularized, and the “Four Olds” (old thought, old culture, old customs, old habits) were destroyed. The Red Guards descended on the intelligentsia: “Thousands of intellectuals, professionals, and officials were denounced in public meetings, fired from their jobs, and imprisoned. Ordinary citizens had to worry about being criticized by their coworkers and neighbors" (Shirk, 1993).

Class Struggle
“Pure socialism, involving theories of class struggle and priority of productive relations, was pursued by Mao’s adherents as a counterattack against revisionism; the ensuing turmoil and the extremes that were reached greatly impeded economic development”(Yabuki, 1999:29). Under the influence of Stop Class to Involve Revolution and Stop Work to Involve Revolution, the entire society fell to disorder. Everything stopped except class struggle; the economy and living standard stagnated, and foreign trade declined. Though some efforts were made, few results were achieved. Yet Mao conceived that class struggle was the key link, and everything else hinged on it. This term key link became a constantly repeating theme. 

Mao’s Successor
On September 9th 1976, in parallel with Mao Zedong’s death, the moderate faction of Hua Guofeng enlisted the support of the faction of former actual power holders, including Ye Jianying, to arrest the “Gang of Four”, including Mao’s wife, Jiang Qing. Thus the extreme leftist faction was defeated. Hua Guofeng avowed The Two Alls (i.e. respecting Mao Zendong’s decisions in all matters) and advocated continuation of the Mao Zedong line, but the rehabilitation of Deng Xiaoping was only a matter of time. Rehabilitation occurred in July 1977, and by December 1978 Deng was leading the dominant faction (Yabuki, 1999:29).
4.6.2 Case: 1966-1978, The Catastrophe Period, and 1976-1978, The Transition Period

● Accounting System

During the Cultural Revolution, the criticisms leveled at accounting were that it represented vestiges of capitalism that should be eradicated, and the newly established accounting system was attacked. Accounting as a business function and accounting as a profession suffered severe setbacks.
● Accounting Theory and Education
During this period, there was much political struggle and turmoil. Accounting stagnated and became distorted. Accounting magazines stopped circulating. This period is referred to as the “non-research” phase that represented the last ten years of accounting research. 
Education and business practice was changed as part of the ideal of benefits of the proletariat. It was announced that college admissions were to be determined by political criteria rather than by entrance examinations and students in higher education would be selected by their fellow workers and their revolutionary committees. Accounting education in colleges and universities was severely curtailed. 

Accounting was required to be simply and easily understood by everyone. Less emphasis was placed on academics, in order to stress practice and production. This meant that regular participation in productive labor would be required, with no exam, and no grade. The entire educational process came to a halt because of radical views toward management education and toward the intellectual class in general. Finance and accounting courses were cancelled; accounting faculties in many universities and colleges were replaced by political departments, or closed. All accounting and finance programs were discontinued. 
Intellectuals had become one of the primary targets for revolutionary charges of elitism. Most academicians were humiliated and branded as reactionary academic authorities because of their “inappropriate thinking” and “bourgeois attitudes”. Intellectuals came to be known as the “stinking ninth category” of “class enemies” (Watne and Baldwin, 1988:141). 
Many accounting professors were sent to be reeducated in rural areas, or were forced to change their fields. Millions of students were persuaded and coerced to go down to villages to listen to peasants’ reeducation plans, and to develop their talents in the vast rural areas.
● Accounting Practice and Profession

“During the Cultural Revolution (1966-1976), all decisions were supposedly taken only after a detailed consideration of the relevant doctrinal principles. This led to the replacement of debit credit bookkeeping, which was seen to relate to capitalism, with a self-created bookkeeping concentration on the State” (Ren, et al, 1994:250). Although accounting continued, accounting records were very weak. Accounting played no role in the planning and control of economic activities.

4.6.3 Analysis and Conclusion 
This was a period of turmoil, in which class struggle was conceived to be the key link. Every activity should be linked with the class struggle. Under the direction of this key link, China’s economy, culture and education and so on were almost ruined. 

The environmental factors influence on accounting during this period could be shown in table 4-4 (page 101).
Because of the Cultural Revolution, China’s accounting reflects compulsory and inducement system transition feature. Central Government was the only promoter of the ruined accounting system. Chinese accounting was nonexistent.

As a result of Stop Class to Involve Revolution and Stop Working to Involve Revolution, the accounting system was eliminated, and accounting education stopped. Accounting faculties were replaced by political departments, or closed. All decisions were supposedly taken only after a detailed consideration of the relevant doctrinal principles. Although some accounting continued, accounting records were very weak. Accounting played no role in the planning and control of economic activities. All These evidence implies that politics has decided every aspect of China’s social life, the political influence on accounting is absolutely, and because of this definitely political influence, other factors could not exert any influence on China’s accounting during this extensive and intense political movement period. 

Table 4-4 The Causal Relationship Between Environmental Factors and China’s Accounting Development (1966-1978)

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Political
	Accounting represented vestiges of capitalism and should be eradicated; 

The accounting system was eliminated; Accounting magazines stopped circulating; 

No accounting existed. Only class struggle College admissions were to be determined by political criteria rather than by entrance
examinations and students in higher 
	Great Proletarian Cultural Revolution started;
Reforming the old education system, the old education policies and methods became one of the most important tasks of the revolution;
The Cultural Revolutionary Group, Cultural Revolutionary Committee, and Cultural
	Accounting system,

Accounting practice, accounting theory and accounting education

	
	education would be selected by their fellow workers and their revolutionary committees; 
Finance and accounting courses were cancelled; accounting faculties in many universities and colleges were replaced by political departments, or closed; All accounting and finance programs were discontinued;
	Revolutionary Representative Congress was established in universities, colleges, schools and other units;
Class struggle was the key link;
Stop Class to Involve Revolution and Stop Work to Involve Revolution.
	

	Economic
	Could not find
	
	

	International
	Could not find 
	
	

	Cultural
	Could not find
	 
	 

	Legal
	Could not find
	
	

	Educational
	Could not find
	
	 

	Professional 
	Could not find
	
	


4.7 Phase Five: 1978-1992

4.7.1 Features of China’s Politics and Economy: Transition Period

In this period China adopted its reform and open door policy, and developed a planned commodity economy. “It is possible to characterize the Deng Xiaoping generation as one that renounced the Cultural Revolution and launched reform and liberalization” (Yabuki, 1999:30).
Deng Xiaoping assumed leadership of the dominant faction at the Third Plenum of the Eleventh Party Congress Central Committee in December 8-22, 1978. He directly orchestrated political and economic affairs until the Southern Excursion Talks during the spring of 1992, after which he gradually withdrew from the political scene, but continued to have a strong influence on affairs. Jiang Zemin continued until the Fourth Plenum of the Fourteenth Party Congress Central Committee in September 1994 to seek Deng’s approval on the major important policy decisions (Yabuki, 1999:29).

The Shift of the Party’s Work 
The Third Plenary Session of the Eleventh Central Committee decided to shift the work of the entire party to economic construction from1979, and the open door policy was created. The Third Plenum declared that there would be no more mass movements and class struggles. “Readjustment, Restructuring, Consolidation, and Improvement” was identified as the Party’s economic policy. The program of reform involved the Four Modernizations as well as the recognition and practice of the planned commodity economy
. Furthermore, a Sino-America diplomatic relationship was established on January 1, 1979.
Reform in the Political System  
At the same time of reforming the economic system, the Party proposed the task of reforming the political system. Deng Xiaoping, at the Central Party’s Working Conference of December 1978, proposed the tasks of strengthening the legal system so as to guarantee the people’s democracy. The system of the People’s Congress was recovered and developed. The range of direct election of the People’s Representatives had been enlarged to the county level, which also established its standing committee. It had become a system where people from all levels could listen to reports from the government, the Court of Justice, and Court of Inspection.
Recovery of the Legal System  
The agencies of Public Security, Inspection, and Justice were recovered and rebuilt in 1978. In 1979, the second meeting of the fifth National People’s Congress formulated the Criminal Law, Criminal Procedural Law, Election Law, Local Organizational Law, etc., which represented the recovery and beginning of the legislation work after a silence for more than 20 years. The NPC was given the right of legislation again since 1979, and issued, successively, the Organizational Law for the Court of People’s Justice, and for the Court of People’s Inspection, which allowed the judiciary to apply the right of justice and inspection independently and fairly.
   

Recovery of the Education System 
The Central Party reversed the decision of Summary on the National Education Conference
, which was proposed by the Gang of Four, and overturned the Two Estimations. In November of 1978, the Central Organizing Department issued Several Opinions on Fulfilling the Party’s Policy on Intelligentsias, which emphasized to reevaluate the status of intelligentsias, and gave the full trust to them. As a result, there was an improvement in the working and living condition of intellectuals. The entrance examination system was recovered in 1977. The promotion of the teacher’s title, which had been formed before the Cultural Revolution and which had consisted of professor, assistant professor, lecturer, and assistant lecturer, was recovered again. The People’s Congress issued Regulations on the Academic Degree of the People’s Republic of China in 1980. The categories of the specialized subjects of the high education were revised in 1984, and the system of the academic degree was built up.

In 1985 the CCP Central Committee issued The Decision on Reforming the System of Science and Technology, and stressed that the evolution of science and technology must be respected, and that the system of science and technology must be reformed firmly and steadily according to real situations. The strategic policy of this economic reconstruction was to rely on the progress of science and technology. The same year, the Central Party issued The Decision to Reform the Education System, which pointed out that the essential aim of reform was to improve the national quality, and to produce people who had more qualified abilities. This decision opened the prologue of exploring education system reform, and settled the strategy of high education reform and development.
The Four Fundamental Principles 

Even though the Party's working focus had changed from class struggle to economic construction, there still existed some conflict concerning the direction of the Party's work. In March of 1979, at a conference discussing the Party’s theoretical work, Deng Xiaoping announced the Four Fundamental Principles of the Party, which included Persist in the Leadership of the Communist Party; Persist in the People's Democratic Dictatorship; Persist in the Socialist Road; Persist in Marxism-Leninism and Mao Zedong Thought
. These Four Fundamental Principles were later recorded into the general program of the Party’s Constitution, which was passed by the Twelfth Congress of the Party in 1982, and in the preface of the new PRC Constitution, which was passed by the Fifth meeting of the Fifth National People’s Congress held in 1982. The Four Fundamental Principles had been conceived to be a precursor to the Four Modernizations. It was embedded into the Party’s Constitution, which was revised by the Fourteenth Congress of the Party held in 1992, and has ever since been a part of the basic principles of Chinese society.
Establishment of the Four Special Economic Zones 
Four special economic zones were established in China in 1980. These were located in Shenzhen, Zhuhai, Shandou, and Xiamen. Their purposes were to promote exports by providing enclaves and incentives for foreign investment through joint ventures, and were pushed through by the Central Party’s Committee and the State Council.

Test Reform of Enterprises 
In September of 1980, the State Council approved and issued The Report on the Working Situation of Trying to Broaden the Enterprises’ Sovereignty and Suggestions for the Future，which was drafted by the State Economic Committee. The report pointed out that there had been more than 6600 enterprises that had tried to broaden their sovereignty. The committee agreed to spread out the work of broadening the sovereignty to state owned enterprises, beginning in 1981.
Reform in the Countryside
The Third Plenum resulted in paying closer attention to solving the problems of balancing the national economy, and thus came the decision to speed up the development of agricultural areas. As a result The Central Party’s Decision on Several Questions on Speeding up the Development of Agriculture, and The Working Regulations of the People’s Commune in the Countryside were issued to provinces, autonomies, and cities for discussion and implementation. In 1982, the Central Party’s Committee approved and issued The Summary of the Meeting about the Work in Rural Area, which pointed out that the responsibilities that lie in the countryside were the production responsibilities of a socialist collective economy. During the first half of the 1980s, a reform effort, which issued rewards based on the production base on an agricultural family, was carried out. In October 1983, the Central Party’s Committee, State Council issued The Announcement about Applying the Separating the Government from the Commune, and Setting up the Villages Administration Group, which aimed to complete its objectives by the end of 1984.

Beginning in 1985, the system of unified purchase and the sale of agricultural products was eliminated and reformed. The market began to play a very important part in adjusting the supply and demand of agricultural products and in distributing resources. The peasants’ enthusiasm in production was inspired due to getting rid of the fetter of the planned economy. As a result, the commercial production and circulation in the countryside was developed at unprecedented scale and speed.

Against “Spiritual Pollution” 
In October 1983, after the Second Plenum of the Twelfth Party Congress Central Committee, the Central Committee launched the campaign against Spiritual Pollution, aimed at capitalist liberalization. In September 1986, the Central Party made the Resolution Concerning the Guiding Policy on the Construction of the Socialist Spiritual Civilization, in which the content of opposing the capitalist liberalization was included according to Deng Xiaoping’s suggestion. At the end of 1986, facing student demonstrations in some cities, Deng Xiaoping made a speech “Against Capitalist Liberalization by Standing Distinctively,” and proposed to “Insist on the Four Fundamental Principles. 
The Recognition of Commodity Economy 

The Third Plenum of the Twelfth Congress of the Party passed The CCP Central Committee’s Decision on Reforming the Economic System in October 1984, which, for the first time, proposed that the socialist economy was a planned commodity economy based on the public ownership. This contradicted traditional concepts that saw the planned economy and commercial economy as the opposite, and required the development of a socialist commodity economy by establishing the planned system which voluntarily employed the Law of Value.
 
Reform the Economic System From the Beginning 

This “Decision” identified the main problems that needed to be solved, so as to build up the socialist economic system. These problems included: increasing and strengthening the energy of enterprises; employing the Law of Value voluntarily; building up a reasonable price system; separating the business and the executive sections; setting up various economic responsibility systems; broadening the economic and technical exchange with the outside world; training large economic administrative cadres; and strengthening the leadership of the Party so as to guarantee the successful progress of the reform
. Directed by this “Decision”, economic system reform began across the country in 1985.
Reforming State Owned Enterprises Across the Country

During China’s reform period, state owned enterprises were given autonomy in their operational and financing activities. A new Contract Responsibility system was introduced, in which tax replaced profit in terms of what was to be turned over to government authorities. Corporations were introduced to rejuvenate the SOEs. In 1984, the State Council issued Temporary Prescriptions About Further Broadening State-owned Enterprises’ Sovereignty, which proposed to broaden the state-owned enterprise’s sovereignty in its operating plan, sale and price of its products, etc. 
Various forms of business combinations with joint ownership emerged. The state was no longer the sole investor and owner of enterprises. The capital structure of the enterprises had developed into a more diversified ownership. Private enterprises as well as foreign investment enterprises were allowed to operate and compete with state owned ones. But from standpoint of the whole, this kind of reform did not change the basic traditional framework of the business environment. Contradictions such as no difference between administration and operation could not be solved, and low efficiency and profit became a fatal weakness because of that the state-owned enterprises’ lack of vitality in a market competition. 
Broadening the Open Door Policy to Attract Foreign Capital

In 1984, the Party Central and the State Council decided to open fourteen coastal cities to foreign investment. Foreign capital was introduced through the establishment of foreign-invested enterprises (FIEs), principally in the coastal region. “A large volume of capital was received from Hong Kong, the United States, Japan, and other sources. This funded the production of high-quality goods that were exported in exchange for foreign currency, and also satisfied a certain volume of domestic demand”(Yabuki, 1999:30). With the introduction of foreign capital, the related agency responsibility for Foreign Investment Affairs was established, and laws concerning foreign-investment were issued. In April 1986, the Fourth Session of the Sixth National People’s Congress adopted the PRC Foreign-Invested Enterprise Law, and the First session of the Seventh National People’s Congress adopted the PRC Sino-Foreign Joint Venture Law. In July of the same year, the State Council Leading Group on Foreign Capital Work was established.  
The Establishment of the Security Market

The first official stock exchange in China opened in Shanghai in December 1990 followed by the Shenzhen Stock Exchange in April 1991. Several large high profile Chinese companies also have listed on the Hong Kong and New York Stock Exchanges since then. 
4.7.2 Case: The Recovery and Remodelling Period 
During this period China’s accounting department, accounting system and accounting work were recovered. Together with China’s economic recovery and development, its accounting began to prosper. Though much improved, the accounting model, during this period, was still one that served for the planned economy.

• Accounting System
Rebuilding the Old Accounting System 

At the start of the economic reforms in 1978, Chinese accounting was geared only toward central-planning purposes and was not conductive to the development of a more market-based economy, since accounting systems did not focus on the individual enterprise. The accounting system used in 1960s was re-built according to the economic sectors (industries and departments). “They were simple and highly centralized, designed only to serve the purpose of national economic planning and control” (Chan and Rotenberg, 1999:38).

In January 1979, approved by the State Council, the MOF reestablished the Accounting System Department. An accounting administrative network was formed during the mid 1980s, within which administration mechanisms for accounting work were established in the Financial Departments of provinces, autonomous regions, and municipalities directed by Central Government. 

In September 1980, the Accounting System for State Operated Industrial Enterprises-Accounts and Accounting Statement was revised and implemented. From August to October of 1981, accounting systems, which served for state-operated supply and marketing businesses, and state-operated units in charge of construction, were formulated and engaged in succession. At the same time, the central management departments of Commerce, Railway, Transportation, Post and Telecommunications, Finance, Agriculture, etc, formulated and issued their related professional accounting systems, which were examined by the MOF or jointly issued with the MOF.
First Attempt to Establish Accounting System for Foreign Investment Enterprises

In order to meet the demands of the open door policy, and to attract more foreign investments, in August 1982, the MOF proposed Investment and Income Summary Sheet for Chinese Sino-Foreign Investment Enterprises and issued Exemplary Accounting Regulations for State Operated Contract Enterprises with Foreign Companies-Accounts and Accounting Statements. In April 1984, the MOF formulated and issued Accounting System for Sino-Foreign Joint Venture Enterprises and Accounts and Accounting Statements for Sino-Foreign Joint Venture Industrial Enterprises. These regulations represented a first attempt at something that could provide a basis for unified accounting standards, and joint ventures changed the traditional manner of accounting away from the Soviet Union model.
Perfecting the Accounting System to Meet the Demands of Reform and Development

In order to adapt to the needs of production responsibility in the countryside, and the development of township enterprises, as well as the market operation mechanism, the MOF, the Ministry of Agriculture, Stock Raising and Fishing, together with the Agriculture Bank of China issued Accounting Systems for Village, Commune and Production Teams in August 1982, and Accounting System for Co-operative Economic Organizations in 1988.

In order to adapt and support the reform of financial, finance and taxation systems, and to strengthen budget management, Accounting System for Budgeting was revised in 1983 and 1988.  
Constructing Chinese Legalized Accounting Regulations

In 1985 the National People’s Congress (NPC) enacted the People’s Republic of China Accounting Law, which was revised twice in 1993 and 1999. This was a sign of China’s accounting system’s legalized construction. In 1986 the State Council issued Regulations on Certified Public Accountants, which was a significant landmark in the reform of the accounting system. 
The First Step to Adapt Market Economy and to Accounting System Reform

In 1992, the MOF and the State System Reform Committee issued Accounting System for Experimental Shareholding Corporations, which was a response to the reform of state-owned enterprises, and was effective for all corporations operating in China. Together with the economy, China’s accounting system had also begun to develop at a fast rate.
● Accounting Theory

1977-1987 was a recovery period, and 1987 to the present was the one of high development, during which accounting theory and practice underlining the socialist market economy grew. All manner of accounting magazines restarted circulation in 1979, among them, Finance and Accounting, which was published in January 1979, and Accounting Research, which was published in January 1980. The Accounting Society of China was reorganized in 1980, and its main purpose was to foster research on accounting theory, practice and education.

“Research was professionalized and somewhat freed from politics. Professional societies began to interact with their international counterparts, and some scholars and students were allowed to seek training abroad” (Dietrich, 1994). “These scholars have undertaken many joint research projects with foreign scholars on Chinese accounting issues, and the number of articles on Chinese accounting published in English has increased steadily” (Ji, 2000:41). 

To adapt the shifting work of the entire party to economic reconstruction, the second discussion about the nature of bookkeeping began in 1978. Two distinctive standpoints formed. One perspective conceived the bookkeeping method had class character and the opposite conceived accounting had no such character. Most of the researchers inclined the point of view of the latter. Later the discussion converted to the nature of accounting, and ended with the conclusion that as a technique method, accounting again had no class character. This formed the theoretical basis for the promulgation of the Accounting Standard for Enterprises in 1992, as well as the Detailed Accounting Standard afterwards. The aim of the first discussion about accounting nature was to negate western accounting and the second was to learn the scientific method from foreign countries. 

At the beginning of the 1980s, theoretical research mainly concentrated on continuing education, on studying the socialist accounting introduced from ex-Soviet Union, and on recovering and perfecting the accounting theory and methods formed before the “Cultural Revolution.” In the mid 1980s, Western accounting was introduced and adapted for China and has since become the main line of China’s accounting reform. Due to this China’s accounting has developed more and more towards international standards.
The content of accounting research had also changed from pure theoretical research to applied research. By 1990 applied research had gained considerable respectability. The shift from purely state-owned enterprises to shareholding companies made it essential to establish new accounting methods. As a result, the Accounting Systems for Joint Stock Enterprises was issued in 1992. From 1987 to present, the discussion and formation of accounting standards had been a central topic to a majority of leading Chinese researchers. “Truth in accounting information had become a major concern across the entire country. In addition, issues such as changing prices, management models, and foreign currency translation had become hotly debated” (Carroll, 1995).
● Accounting Education

Accounting education, which was subject to stagnation in the 1970s, has received wide attention in China. Radical changes have occurred in the teaching methodology and coverage of accounting. Students were admitted through competitive exams since 1978. Teaching accounting as a business discipline is found in all major universities and colleges in China. “By the mid to late 1980s, much progress had been made in rebuilding the higher education system, and ‘key’ universities, including Shanghai University of Finance and Economics (SUFE) and Xiamen University, were designated as elite schools with special funding and staff (Dietrich, 1994). 
An accounting curriculum was introduced in the 1950s, whose major courses included Accounting Principles, Department Accounting (according to national economy sectors), Financial Management, and Analysis on Economic Activities.  These courses were reintroduced in late 1970s and early 1980s, following the Cultural Revolution. Later the Shanghai University of Finance and Economy began to reform its teaching curriculum and teaching system, where a three-tier system of accounting curriculum was introduced, which included a core of special courses, general special courses, and elective special courses. Other universities and colleges also began to reform their teaching curriculum. By the mid 1980s, two distinct credit system models, which mainly consisted of a core course, were formed. One is SUFE’s model, and the other is the South China University of Finance and Economy’s model, in which Cost Accounting and Auditing was added. This model was conceived to replace the framework carried on before. By the end of the 1980s, the State Education Committee proposed the suggestion that 11 core courses exhibiting Chinese characteristics should be included in accounting special courses, so as to establish a basic frame for the curriculum deemed acceptable by most universities. 

The programs in regular colleges and universities were absorbed into the undergraduate program and the graduate program, which included both Masters and Doctoral programs. The professional training program was divided into an evening college program, a correspondence college program, television college program, vocational college program, and other on-job training. Accounting curriculum and textbooks were updated, and many included references to foreign texts or involved translation. In some postgraduate programs, textbooks in English were employed.

Auditing was also recovered and rebuilt during this period. In the late 1980s, a specialized subject of Auditing was established in some universities and colleges. Auditing magazines were instated, balanced out with accounting magazines.
• Accounting Practice and Profession

From 1978-1992, the uniform accounting system was used. Shifting the work of the entire party to economic reconstruction, accounting departments or units in all enterprises were restarted and strengthened. Regulations concerning the rights and duties of accounting personnel; requirements and examination systems for accountants at various levels; appointment of controllers and their status, function, and role in a business; and cost accounting and control standards were issued.
Concerning accounting work, the State Council approved and issued Temporary Prescriptions of Technical Titles for Accounting Cadres in March 1981, which was formulated by the MOF and the State Human Affairs Bureau. In 1986, the MOF proposed Trial Regulations of Professional Accounting Work Duties according to the demand of the state professional job title reform, which established a ratings system applicable to salaried accountants in governmental organizations, non-profit institutions and state-owned enterprises. The range of professional titles was divided into four tiers: senior accountant, accountant, assistant accountant and junior accountant. In April 1988, the MOF issued Accounting Personnel Working Regulations so as to standardize accounting personnel behaviors and duties when handling accounting transactions. In June 1988, the MOF issued Trial Method of Reaching a Standard and Upgrading Accounting Work, aimed at stimulating the base units at various levels to improve their accounting work. In March 1990, the MOF issued Administration of Accountancy Certification, which established the Accountant Certificate (AC) as the basic qualification for those seeking accounting posts in those organizations. Accountants had to take part in the examination in order to acquire the qualified certification beginning in 1992. In December, the State Council examined and approved the Regulations of General Accountants. The issuing and implementation of these regulations formed a relatively complete regulation system for accounting work.
The CPA title and the system of CPA was recovered and developed during this period, which was the result of adapting to the needs of foreign investment. The first executive regulation concerning CPAs, Temporary Regulations on Establishing Accounting Consultant Departments was issued in December 1980 by the MOF. Thereafter, accounting firms were developed very quickly.
In July 1986 the Regulations of the People’s Republic of China on Certified Public Accountants was issued. This was the first legal framework covering the issues such as national examinations, education and experience requirements, working rules, and required affiliation to a public accounting firm and initiated the first professional accountancy body in China (Mo, et al 1995:288).
In November 1988 the Chinese Institute of Certified Public Accountants (CICPA), which was currently under the jurisdiction of the Ministry of Finance, was established. The CICPA was recognized as the body in charge of all affairs relating to CPAs and acted as a liaison between CPAs and government agencies. The setting up of the CICPA was a landmark event in the development of the CPA profession status. A lot of public accounting firms were established following this event. At first they were affiliated with an administering agency, but by 1998, all public accounting firms were separated from administrations according to the CICPA. This marked the convergence of China's CPA with the international CPA profession.  

Management accounting, which was introduced into China in the early 1980s, was also widely used by enterprises in 1990. Responsibility in accounting was established and developed by combining traditional Chinese accounting and Western accounting in the late 1980s, which was a response to the Contract Operating Responsibility system. Concurrently the inner bank, which was a part of responsibility accounting created by Chinese scholars, was established in many enterprises.
4.7.3 Analysis and Conclusion
This was a recovery and reform period for China. The party changed its work from class struggle to economic construction. Therefore there would be no more class struggle and no more mass demonstration. Reform and open door policy enabled China’s economy to recover and flourish again, and the social order was rebuilt entirely. At the same time of economic system reform and opening up to the outside, a serious reform in political system, legal system, and education system began.

A commodity economy was recognized as a necessary part of socialist economic development, and would last for the time being; All kinds of economic elements, including private company, foreign invested company, corporation and so on, emerged and co-existed with the state-owned enterprises; More and more foreign investment was attracted into China; Chinese Security market also began to operate; The political system reform endowed the NPC the right of legislation again, and the Chinese legal system was recovered; Education was also recovered and given much more attention by the government, and the reputation of intellectuals was recovered; Science and technology was conceived to be the first productive force. But all these reforms and changes were under the guidance of the CCP, and the Four Fundamental Principles had become the basic principles that ran a great deal of China’s society. 

These changes in politics and the economy in China show that the political system has more or less turned towards a modernizing oligarchy system, with more freedom being given to the public. Although relative freedom in all aspects of China’s social and economic life were visible, the CCP still set the leading line and controlled the development of China’s politics and economy, and therefore controlled the people’s thought.
The environmental factors influence on accounting during this period could be shown in table 4-5.

Table 4-5 The Causal Relationship Between Environmental Factors and China’s Accounting Development (1978-1992)
	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Political
	The MOF recovered the Accounting System Department; 
Chinese Accounting Society was established at the end of 1979; Accounting administrative network was formed; 

All manner of accounting magazines restarted circulation; Accounting department in enterprises was recovered;
The discussion on accounting’s feature ended with the conclusion that accounting only possesses technical feature Accounting legislature system began to form
fundamentally.
	Shifting the work of the entire Party to economic reconstruction and open door policy;
No more mass movements and class struggles.
Reform in the political system recovered the National People’s Congress system and gave the NPC the right of legislation.
	The direction of  Accounting system,

Accounting practice, accounting theory and accounting education

	
	Students were admitted through competitive exams; 

Teaching accounting as a business discipline is found in all major universities and colleges;

	The recovery of education system; the Central Organizing Department issued Several Opinions on Fulfilling the Party’s Policy on Intelligentsias, which emphasized to re-evaluate the status of intelligentsias.
	

	Economic
	The first Attempt to Establish Accounting System for Foreign Investment Enterprises; 

The earliest accounting firm was set up in Lanzhou; 
The issuing and implementation of Accounting Systems for Village, Commune and Production Teams.
	Establishment of the Four Special Economic Zones provides enclaves and incentives for foreign investment through joint ventures.
Reform in the Countryside

promoted the implementation of production responsibilities in the rural areas.
	The contents of accounting system and accounting methods

	
	The issuing of Accounting System for Experimental Shareholding Corporations.
	Test reform in enterprises and the first step to adapt market economy.
	

	International
	Scholars and students were allowed to seek training abroad;

Joint research projects with foreign scholars on Chinese accounting issues were conducted; 

Western accounting was introduced and adapted for China and has since become the main line of China’s accounting reform.


	Professional societies began to interact with their international counterparts, Chinese representatives began to take part in the international conference of special groups between the member governments in international accounting and reporting
	Accounting education and theory and accounting research

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Cultural
	Increase/decrease, debit/credit, receipt/payout bookkeeping method were employed at the same time.
	
	Accounting method

	Legal
	The issuing of The PRC accounting law and Regulations on Certified Public Accountants
	Recovery of the legal system;

The system of the People’s Congress was recovered and developed
	Accounting systems and accounting practice

	Educational
	Accounting curriculum with Chinese characteristics was established; 

Formal and vocational accounting education was emphasized. Western accounting was taught in the universities and colleges.
	The Central Party issued The Decision to Reform the Education System
	Accounting theory and accounting practice

	Professional
	The Chinese Institute of Certified Public Accountants (CICPA) was established in charge of all affairs relating to CPAS. Public accounting firms became independent entities. 
	CPA title and the system of CPA was recovered and developed.
	Accounting practice


Different from the periods mentioned before, during this period economic and political, as the main factors, induced the transition of the accounting system, while the government compulsory arranged the accounting system from the form. Still, the central government was the only promoter to the newly recovered accounting system.
The essential reason for the changes in accounting was the Party’s decision of shifting the work of the entire party to economic reconstruction. The Party’s declaration of no more mass demonstrations and class struggles liberalized accounting thought. As a result, the Accounting System Department within the MOF was recovered, and the accounting system used in the 1960s was rebuilt according to the needs of economic sectors (industries and departments), which was designed only to serve the purposes of national economic planning and control. Accounting was conceived as only possessing the technique trait, which set the basic tone of China’s accounting reform. These evidences are the obvious reflection that China’s politics exerts strong influence on its accounting development, and decides its accounting direction. The tone of accounting’s technique trait paved the way to absorb Western accounting methods in subsequent accounting reform.

Culture’s influence on accounting methods was inherent but not obvious in this newly recovered accounting system. For example, the increase/decrease bookkeeping method, receipt/payment bookkeeping method, and the debit/credit bookkeeping method were still employed by different industries. Besides, all these accounting method were employed in the old accounting system, there was not anything new in this newly recovered accounting system. 

The economic influence on accounting development is distinct during this period. China’s economy was under the recovery and exploration period, in response to economic development. China’s accounting system was also under a period of recovery and exploration. Every step forward of China’s economic development gave rise to a new demand on accounting development; for example, the production responsibility in the countryside resulted in the issuing of Accounting System for Village, Commune and Production Teams, and the SOE’s reform and corporate required Accounting System for Experimental Shareholding Corporations to be enacted, in order corporations to be effective. The introduction to foreign investment and Sino-joint ventures resulted in the formulation of Accounting System for Sino-Foreign Joint Ventures and Chinese CPA’s recovery and development. Joint ventures changed the traditional manner of accounting away from the Soviet Union model. This clearly demonstrates international influence on China’s accounting development as well. These evidences show not only the economic influence on China’s accounting development, but also the international influence on China’s acc``ounting development.
The recovery and development China’s legal system also began to exert influence on China’s accounting s recovery and perfection. For example, issuing PRC Accounting Law formed the foundation of China’s accounting legal system, thereafter China’s accounting legal system began to gradually be perfected. 

Though quite a few environment factors, including politics, economy, culture, legal and international factors, began to influence China’s accounting development simultaneously, the extent was quite different. As the Chinese economy was still in a stage of a planned commodity economy, the entire accounting system was recovered and developed based on that planned economy, and the essential change had not yet happened. However the strong economic influence on accounting had already been clearly recognized, and Western accounting theory began to exert influence on China’s accounting thought. Due to the open door policy, mostly because of the introduction of foreign capital, it also paved the way for further accounting system reforms later in 1992.  

The analysis made above suggests that China’s politics decided the direction of China’s economic development and accounting. China’s accounting during this period was still influenced by its politics, but the strength of this influence had gradually faded, while economic influence had gained the importance. Meanwhile, other factors, such international, legal and cultural factor also exerted influence on accounting.

4.8 Phase Six: 1992-to Present

4.8.1 Features of China’s Politics and Economy: Socialist Market Economy Period
It was during the high continuous growth of the first half of the 1990s when the Chinese Communist Party adopted the Decision on some Issues Concerning the Establishment of a Socialist Market Economic System (Fifty Articles) at the Third Plenary Session of the Fourteenth Party’s Central Committee, convened in Beijing from November 11-14, 1993. Thus began a series of reforms, which included the reform of state-owned enterprises, financial systems, investment systems, and trade systems, among others. From 1994 through 1997, proceeding along lines of the Fifty Articles
 program, China took great strides in realizing a more market-oriented economy. 
The Definition of the Reform Destination 
In 1992 the Fourteenth Party Congress identified the position of Deng Xiaoping’s theory on building up socialist theory with Chinese characteristics in China, and emphasized that the destination of Chinese economic reform was to build up the socialist market economy system. One of changes included deepening the reform from the whole, taking a series of adjusting and controlling measures from the macro level, establishing a basic economic system within which public ownership of economy would be the principal part, and where multiple ownership of the economy would be developed together. State-owned enterprise reform would be changed from broadening the enterprise’s operational sovereignty, and thus would promote the contract responsibility system to convert the operating mechanism. 
Establishing the modern enterprise system was seen as suitable to the needs of the market economy, with distinct property rights; explicit rights and responsibilities; separated administration from operation; and scientific management methods. It was conceived to be important to set up unified and open market systems within the nation, and realizing the closely combination between city and countryside market, so was linking the inner and international markets and facilitating an optimized disposal of the resources. Converting governmental management functions on economy was needed to build a perfected macro, mainly indirect, adjusting and controlling system, and building an income apportioning system, in which apportioning the income was done in accordance to the extent to which the contribution helped facilitate a healthy and quickly developing economy, as did the reformation of social security. 
Deepening Reform to State Owned Enterprises
According to the Party’s decision state-owned enterprises were converted into corporate form by separating property rights from operation rights. Several types of companies were recognized, such as wholly owned companies, limited liability companies, and limited stock corporations. National-scale holding companies were organized; they brought different ownership and operational forms of enterprises into a group. Where state ownership was in a controlling position to develop large-scale enterprises across territorial and product sector lines, these companies introduced advanced technology, created new products, and worked towards achieving international competitiveness. 
Operation of small-scale SOEs were taken over by private interests on a fixed-return basis, or leased out, or they were restructured into a cooperative shareholding system whereby employees became the shareholders. It was also acceptable to sell them to collectives or private individuals. A modern enterprise system was established, within which ownership was separated from operation rights, the leader system and management system was reformed and perfected, and the factory directors were given the full responsibility for the operations of the factories.

Market System Nurtured and Developed
As a part of market system reform, the China property market was established in May 1994, and three years later a law governing urban real estate management was implemented. Price reform was deepened, the reform of the commodity distribution system was implemented, financial, labor, real estate, technology, and information markets were nurtured further, market mediation organizations were developed, and management and supervision of markets were strengthened and improved. 
In 1997, the Fifteenth Party’s congress proposed that the non public-ownership economy had become an important part of the Chinese socialist economy. Such production elements as capital and technology were encouraged to take part in the allocations of profit, which enabled Chinese economic reform to stride a bigger step. 

Government Functions Converted, Macro Adjustment and Control System Established 
The reform of the governmental agencies separated the governmental functions from the enterprises’ operation and management. The macro adjustment and control was performed by reforming the system of finance and taxation, banking, investment and planned system.  

Reform in Banking System
In 1994, the State Council made a decision on reforming the banking system, which converted the People’s Bank of China (PBOC) into a functioning Central bank. Separation of policy banks, whose main function was to adjust a primary rate according to demand and supply of funds, and commercial banks, which were permitted to raise or lower lending rates within a regulated range, were advocated. A floating exchange rate system based upon market forces was established and the foreign exchange market was unified. In tandem with building the banking systems, electronic and telecommunications infrastructure, credit card settlement systems were introduced, hence facilitating a reduction in the amount of currency in circulation.
Reform in Fiscal System
In 1994, the State Council made a decision on reforming the fiscal system, which introduced the dual tax system, by which central and local taxes were separated. The reform of the tax system included introducing the value-added tax, unifying and standardizing enterprises and personal income taxes. Together with the establishment of a governmental public works budget and a state-owned assets operations budget, social welfare and other budgets were drafted. 
Personal Income and Distribution, Social Security System Established

The salary system suitable to the related characteristics of enterprises, utilities and executive departments, and the normal salaries increasing mechanism was established. Social security management institutions were established. Elderly care, unemployment, and medical insurance were provided by the social securities. 

Reforms in the housing and medical care insurance systems appeared publicly in 1999, and reform in the investment and financing system, as well as reform in the finance and taxation system also begun and are ongoing

Deepening Reform in the Countryside
Economic development in the countryside began to step into a new stage of adjustment in terms of structure and improving benefits. A family based production responsibility system was introduced as the fundamental economic system. A socialized service system for rural areas was developed, and village and township enterprises became the backbone of the countryside economy. These village and township enterprises’ energy was strengthened through innovating their ownership and operation right systems, management manner, contracting operation responsibility, and developing co-operation by shares.
Deepening Reform of Economic Systems to the Outside World 

Concerning foreign economic affairs, comprehensive opening to the outside world was further implemented. A trade system compatible with international rules was constructed. Foreign capital, technology, people and management know-how was introduced. With China joining WTO in 2001, it had achieved great success on its way to adopting the market economic system.
Strengthening the Socialist Spirit Civilization 
In October 1996, the Sixth Plenary of the Fourteenth Party’s Congress adopted The Central Party’s Suggestion on Important Problems of Strengthening the Socialist Spirit Civilization, which pointed out that a socialist country was a full-scale development and progressing country, and that the undertaking of socialist modernization was one that material civilization and spirit civilization coordinated together. It also pointed out that the socialist spirit civilization must take Marxism-Leninism, Maoist and Deng Xiaoping’s theory as its guidance.
Affirming Deng’s Theory  

In September 1997 the report in the Fifteenth National Delegation Congress of the CCP elaborated emphatically the historic position and guiding significance of Deng Xiaoping’s theory, and conceived Deng’s theory as the temporary Chinese Marxism, the new developing stage of Marxism in China. The Congress passed the decision on The Proposal of Revising the Chinese Communist Party’s Constitution, which identified Deng’s theory as the guidance of the Party and recorded it into the Party’s constitution. It clearly formulated that the Chinese Communist Party should take Marxism-Leninism, Maoist, and Deng Xiaoping’s theory as its guidance of action. 
Affirming Three Represents and Constructing Comfort

The Sixteenth National Representative Congress of the CCP convened in November 2002 in Beijing. The congress deliberated and unanimously passed the Chinese Communist Party Constitution proposed by the fifteenth CCP’s Central Committee, which determined that the CCP was the Chinese worker’s vanguard, and at the same time was also the Chinese people’s and nation’s vanguard, and the core of Chinese socialist undertaking, which was with Chinese characteristics. The CCP represented the developing requirement of Chinese advanced productive force, the forward direction of Chinese advanced culture, and the essential benefit of the vast people in China, the Three Represents. 

The Congress firmly decided that its striving objective was to construct a relatively comfortable life for its communities, which was also written in the constitution.

The party strengthened that its guidebook of action is Marxist, Leninist, and Maoist thought, Deng Xiaoping's theory and the Three Representatives. These significant ideas are the guiding ideology that the political party has to uphold over a long period of time.

4.8.2 Case: Towards Market Economy and Internationalisation Period
During this period China’s accounting system was completely reformed. New accounting models served for the socialist market economy being established. Legalized accounting was constructed and perfected. Though still under the guidance of the CCP, the Chinese political system reform offered accounting more space and freedom to develop. Besides, China had already placed itself into the international competition environment, and as a result, China’s accounting had begun to move towards internationalization.

• Accounting System
The Establishment of a New Accounting System Suitable for a Socialist Market Economy

The Fourteenth Congress of the Party proposed that the objective of economic system reform was to establish a market economy system. In response to the Party's policy of deepening economic reform of state-owned enterprises, and developing a socialist market economy, China’s accounting system was reformed thoroughly. Accounting Standards for Business Enterprises, whose theoretical basis was Western accounting theory and main purpose was to serve for the market orientated economic system, was issued by the MOF on November 30, 1992. This was implemented in all enterprises established in the PRC beginning in July 1993. This indicated that China’s accounting had gone out of the shadows of a planned economy, and had gradually developed towards western and international accounting. 
“Three groups of users were identified in the basic accounting standard: the government; investors, creditors, and other relevant parties outside the enterprises; and management. And accounting standards must serve all three groups” (Tang 2000:95). This was a little different from western accounting, as the government was still the user of the enterprises’ accounting reports, which showed that the government still exercised authority in supervising the enterprises’ operations.

In order to guarantee the new accounting standard to be implemented successfully, thirteen industrial accounting systems were issued successively at the end of 1992, and were implemented at the beginning of 1993:

1. Accounting Systems for Industrial Enterprises; 

2. Accounting Systems for Agricultural Businesses; 

3. Accounting Systems for Tourism and Catering Trade Businesses;

4. Accounting Systems for Merchandising and Logistics Enterprises;

5. Accounting Systems for Real Estate Development; 
6. Accounting Systems for Units in Charge of Construction; 

7. Accounting Systems for Transportation Enterprises; 

8.Accounting Systems for Economic Cooperative Enterprises to Foreign Countries;

9. Accounting Systems for Insurance Companies;

10. Accounting Systems for Railway Transportation;

11. Accounting Systems for Financial Enterprises;

12. Accounting Systems for Postal Enterprises; 

13. Accounting Systems for Civilian Aviation Transportation;

China’s own accounting system had basically formed, which consisted of Accounting Systems for Experimental Shareholding Corporations (1992), Accounting Systems for Foreign Investment Enterprises (revised in 1992), Accounting Systems for State Owned Enterprises (1992), and the Accounting Standard for Business Enterprises, “A Chinese enterprise may employ any of three accounting procedures depending on whether it is state-owned, a foreign joint venture, or shareholder-owned” (Adhikari, et al 1995).This Chinese accounting model was conceived to be suitable for the demands of a socialist market economy.

In order to further standardize and internationalize China’s accounting, further reform had taken place. In 1993 the MOF signed a treaty with Deloitte & Touche international accounting company in Beijing, who would offer consult and help the Chinese government establish its accounting standards in the following three years. The World Bank offered more than 3 million US dollars in donations and loans to help develop Chinese accounting standards.
Beginning in 1997 lasting until the end of 2003, sixteen detailed accounting standards had been issued successively. See table 4-6. 

Table 4-6: Detailed Accounting Standards Until the End of 2003

	
	Accounting Standards
	Issue Date
	Effective Date
	Applies to

	1
	Disclosure of Related Party Relationships and Transactions
	2/5/1997
	1/1/1997
	Listed

	
	Accounting Standards
	Issue Date
	Effective Date
	Applies to

	2
	Cash Flow Statements
	20/3/ 1998
(Rev.1/ 2001)
	1 /1/ 1998
(Rev. 1/1/ 2001)
	All

	3
	Events Occurring After the Balance Sheet Date
	12/5/1998
(Rev. 2003)
	1/1/1998 (Rev. 2003)
	All who follow ASBE (starting 2003)

	4
	Debt Restructuring
	12 /6/ 1998
(Rev. 1/2001)
	1/1/1999
(Rev. 1/1/ 2001)
	All

	5
	Revenue
	20/6/1998
	1 /1/1999
	Listed

	6
	Investments
	24/6/1998
(Rev.1/ 2001)
	1/1/1999
(Rev. 1/1/ 2001)
	Joint Stock Limited Enterprises

	7
	Construction Contracts
	25/6/1998
	1/1/1999
	Listed

	8
	Changes in Accounting Policies and Estimates and Corrections of Accounting Errors
	25/6/1998
(Rev.1/ 2001)
	1/1/1999
(Rev. 1/1/ 2001)
	All (starting 2001)

	9
	Non-monetary Transactions
	28 /6/1999
(Rev.1/2001)
	1/1/ 2000
(Rev. 1/1/ 2001)
	All

	10
	Contingencies
	27/4/2000
	1/7/2000
	All

	11
	Intangible Assets
	18/1/2001
	1/1/2001
	Joint Stock Limited Enterprises

	12
	Borrowing Costs
	18/1/2001
	1/1/2001
	All

	13
	Leases
	18/1/2001
	1/1/2001
	All

	14
	Interim Reporting
	9/11/2001
	1/1/2002
	Listed

	15
	Inventories
	9 /9/ 2001
	1 /1/ 2002
	All who follow ASBE (starting 2003)

	16
	Fixed Assets
	9/9/2001
	1/1/2002
	All who follow ASBE (starting 2003)


Though some detailed accounting standards were still in discussion, China’s accounting standard system has basically formed.

Perfecting Accounting Legal System

The PRC Accounting Law was revised in 1993. By this time, the Chinese Accounting Legal System, which included Accounting Law, Accounting Standards for Business Enterprises, and Accounting System the three-tiered accounting legal system, was established.

Together with the construction of China’s accounting standards, other laws and regulations related to accounting work were also established and perfected:

In order to bring Chinese CPAs into play, and to strengthen the management over the CPA field, the NPC announced the Certified Public Accountants Law in 1993, which changed the history of China’s CPA program (being as how previously there was no law to follow), and enabled the construction of the Chinese CPA system to go towards a legalized track.

By far, the structure of the accounting legislation system had been built up, which included PRC Accounting Law (Issued in1985, and revised in 1993 and 1999), PRC Certified Public Accountants Law (Issued in 1993 and revised in 1999), PRC Budgeting Law (1994), PRC Auditing Law (1994), and related legislation such as PRC Company Law (1993), PRC Notes Law (1995), and PRC Bankruptcy Law, PRC Economic Contract Law, and PRC Tax Law.
Perfecting Accounting Methods to Coordinate with the Market Economy System

The CCPCC’s Decision on Several Problems of Constructing Socialist Economic Systems, made in 3rd Plenum of 14th CCP congress in 1993, promoted the deepening reform of state-owned enterprises, and modern enterprises’ systems were built up gradually.

Adapting to the needs of modern enterprises systems, in 1995, the MOF issued Temporary Regulations on Consolidating Accounting Statements, and Consolidating Accounting Statement Formats for Experimental Joint Stock Enterprises to respond to the emergence of enterprises. In 1997, the MOF issued a series regulations including Temporary Prescriptions on Accounting for the Bankruptcy of State Owned Enterprises, Temporary Prescriptions on Accounting for Mergers and Acquisitions, and Prescriptions on Strengthening Financial Supervision to State Owned Enterprises. 
Deepening Economic reform in the countryside enabled township and village cooperative enterprises to prosper. To adapt to this new economic phenomenon, the MOF issued Financial Systems for Village Cooperative Organizations, and Accounting Systems for Cooperative Village Organizations in 1996.
Coordinating with tax system reform, the MOF issued Regulations on the Treatment of Value Added Tax Accounting, Regulations on the Treatment of Consumption Tax Accounting, Regulations on the Treatment of Business Tax Accounting, and Regulations on the Treatment of Resource Tax Accounting in 1993 and 1994. In 1997, the MOF and State Taxation Bureau co-issued Accounting System for Single Industrial and Commercial Units, which made detailed rules on accounting for the activities of single industrial and commercial units.
The fiscal system’s reform broke the planned economic system’s restrain on governmental budgeting. The governmental public works budget and state-owned assets operations budget were established, and social welfare budgets and other budgets were drafted. In response to the fiscal system’s reform, the reform of budgeting accounting system began in 1997, Accounting Standards for Utility Entities, Accounting Regulations for Utility Entities, Accounting System for Financial General Budgeting, and Accounting System for Executive Entities were issued by the MOF in March, July, and June of 1997, and February of 1998, respectively. Other systems and regulations were also issued by the MOF. 

In 1997, the MOF issued Accounting Standards for Undertaking Units, and Accounting Systems for Undertaking Units to respond to the reform in China’s budget system.

In order to strengthen the accounting work in shareholding companies and defend the legality benefit of the investors and creditors, the MOF issued Accounting Systems of Shareholding Companies in 1998, which substituted for Accounting Systems for Experimental Shareholding Corporations issued in 1992.  

In response to education system reform, The MOF and Ministry of Education issued Accounting Systems for High Schools and Accounting Systems for Middle and Elementary Schools in 1988.

In accordance with the reform in medical care and insurance system, the MOF and Ministry of Public Health issued Accounting Systems for Health Service in 1998, and the MOF issued Accounting Systems for Insurance Companies the same year.

Together with the deepening of the social economic reform, China’s accounting system reform also deepened and became more comprehensive. 

Further Reform in Accounting System

Further steps in reform had been taken so as to bring China’s accounting more in line with international standards, while at the same time ensuring that its own characteristics would be kept. 

In 1998, PRC Accounting Law was revised again. New revised accounting laws regulated that unified accounting systems would be exercised across the country, and the chief officer of any accounting entity would be responsible for the truthfulness and legitimacy of its financial statements.

In 2000, the State Council issued Rules on Enterprises’ Financial Accounting Report, whose aim was to coordinate the implementation of the newly revised PRC Accounting Law, and to standardize an enterprise’s financial accounting report，so as to guarantee the truthfulness and entirety of the accounting report. These rules made a strict definition on accounting elements, and regulated the operation of departments and agencies that employed the financial reports. They clearly proposed the requirements of such activities as significant accounting policies, contingent transactions, transactions between related parties, merger and separation of the enterprises, and significant investments and financing.
The issue and implementation of these rules required revision of the enterprise’s accounting system from the beginning, as it could not meet the requirements of full and accurate disclosure in its present state. In 2000, the MOF issued Accounting Systems for Business Enterprises, which was implemented in shareholding companies first in 2001, and then in Foreign Investment Enterprises (FIE) in 2002, and will be implemented in the other enterprises (except financial) later.

After the adoption of the new system, the difference between FIE’s financial statements under the GAAP of PRC, and those prepared in accordance with international accounting practices was reduced further, thereby enabling foreign investors to assess the performance of their investments more efficiently. Furthermore, since the new system added additional disclosure requirements, the transparency of financial information had improved.

According to the structure designed, three accounting systems, including Accounting Systems for Business Enterprises, Accounting Systems for Finance and Banking Enterprises, and Accounting Systems for Small Businesses, were to cover the entire national economy and all business. Accounting System for Finance and Banking Businesses was issued and implemented in 2001, and Accounting Systems for Small Businesses has been issued in 2004 and will be implemented in 2005. With the implementation of the “three accounting system”, other accounting systems employed would now be abolished. Thus a new accounting system, which served for a socialist market economy and went more towards standardization and internationalization, was formed.

• Accounting Theory and Education

Together with the development of the economy, accounting practice became more diverse. Foreign Investment Accounting, Multinational Enterprise Accounting, Enterprise Accounting, and Accounting for Securities flourished. Advanced international accounting theory was introduced, in which deeper research on accounting theory on a new area of accounting was developed. CPAs and accounting firms were developed very quickly and widely. New accounting research agencies were founded, and publications on accounting research were issued. Accounting theory changed from the traditional to the modern one. Not only the normative research method but also the positive and historic research method was employed in China’s accounting research.
Management accounting research began to be emphasized since 1990. “Some scholars claimed to have established a well-defined field of management accounting with accompanying methodological and theoretical support, which is geared to the environment of China. But there is still a large gap between theory and practice” (Carroll, 1995).

The contact with international accounting organizations began from the early 1980, and increased in the 1990s. Officers and scholars were sent to join in the international accounting conferences. Several international accounting symposiums were hosted by China. 

New accounting curriculum, which was more towards the international accounting system, had formed in universities and colleges beginning in 1993. Elementary Accounting, Financial Accounting, Cost Accounting, Managerial Accounting, Computerized Accounting, and Advanced Accounting Theory were defined to be the trunk courses of accounting. Special course direction of CPAs was set up in some universities under the guidance of the State Education Committee and MOF. Accounting textbooks were updated, and many included references to foreign texts or involved translation. Textbooks in English were used in some postgraduate programs.
Cooperative training classes were held both in China and abroad. The MOF, along with accounting professional organizations and some universities cooperated with international accounting companies such as Pricewaterhouse Coopers, and professional accounting organizations such as ACCA, and CGA to hold training classes or master classes so as to meet the needs of international accounting talent in China.

Large international accounting firms also are playing a part in training Chinese CPAs. They are helping to improve Chinese universities accounting programs by assisting in the development of core curricula; funding both scholarships and professorial chairs in accounting and auditing; and providing computers, textbooks, and other technical training material. In addition, these firms are training post-graduate students who work in their PRC offices and in other Chinese CPA firms. This training includes formal classroom and on-the-job training as well as overseas study in countries that have more developed accounting and auditing systems, including Australia, the United Kingdom, and the United States (Foley, 1998:22).
Accounting education was valued across the country. Accounting courses could be found in almost every university. On site training became regular. National accounting schools, whose aim was to offer advanced training for officers, directors and advanced accountants in macro economic management agencies, large and medium sized state-owned enterprises, and finance and banking agencies, were established in Beijing first in 1998, and then in Shanghai in 2000, in Xiamen in 2003.

• Accounting Practice and Profession 

Since 1993, after the announcement of Accounting Standard for Enterprises, accountants began to study and implement new accounting systems, whose basic theories were based on Western accounting theories.

Sino-foreign accounting firms were allowed to being set up in China in 1992. The Regulations on Certified Public Accountants of the People’s Republic of China was updated in 1993 to bring the CICPA qualification closer to its international equivalents, and to allow foreign CPAs to enter the Chinese accounting market. The MOF issued Temporary Methods of Administration on Sino Foreign Accounting Firms in March 1996, and allowed international accounting firms to develop membership accounting firms in China. “CICPA has been making great efforts to bring Chinese accounting into line with international practices and has recently joined the Confederation of Asian and Pacific Accountants, as well as forming close links with western accountancy bodies”(Lawrence，1997). 

In 1996 a revised “Administration of Accountancy Certification” extended the AC system to all organizations, including enterprises with foreign investment. “The Ministry of Finance is responsible for designing and printing the AC and local or industrial financial bureaus are responsible for its issuance and administration” (Hao，1999).

In 1997 China’s accounting firms were put in order and ratified by the MOF, which brought accounting firms further in line with international standards.

Computerized accounting has been developing quickly. Markets in accounting software have formed in China, and accounting software has developed from accounting patterns to management patterns.

The accounting delegation system was tested in some state-owned enterprises and state-holding company in 1998. Internal control was strengthened by a series of methods such as establishment of internal financial regulations, the operational mechanism of the financial work, and internal financial monitoring.

The mechanism of the accounting and management in basic units was gradually formed to adapt to the demands of the market economy. Responsibility accounting systems with Chinese traits were established in enterprises.
4.8.3 Analysis and Conclusion

This was a period of the construction of a market system in China. From the macro to micro level, the market mechanism was introduced and set up. In accordance with the development of its economy, China’s accounting had stepped onto the stage that served for a market economy and moved toward internationalization. The Party’s decision of deepening the economic system reform motivated China’s economy to develop towards internationalization and standardization. A legalized social order was established, as had a new accounting system suitable to the market economy. Accounting profession and accounting work was also being developed towards standardization and legalization. Accounting regulation systems had been built up. The contents of accounting both in theory and practice had developed towards internationalization. All these changes were all closely related with the Party’s policy of deepening the reform and opening up to the outside world. As the Party has applied more flexible policies to all aspects of China’s economic and social life, China’s economy developing towards globalization, and as a result, China’s accounting had already taken a place in the environment of the global economy. 
The environmental factors influence on accounting during this period could be shown in table 4-7.

Table 4-7 The Causal Relationship Between Environmental Factors and China’s Accounting Development (1992-present)

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	Political
	Deng Xiaoping’s theory should be the basis of China’s accounting theory.
The issuing of Accounting Standards for

Enterprises and Financial Regulations
	Identifying Deng Xiaoping’s theory to be the guidance of the Party and record it into the Party’s constitution.
	The direction of  Accounting system,

	
	for Enterprises;
the establishment of industrial accounting systems;

Unified national accounting system is exercised.
	The Party defined that the destination of Chinese economic reform is to build up the socialist market economy system;  The MOF 
is and will be in charge of the national accounting work.
	accounting theory and accounting education

	Economic
	Accounting System for Experimental Shareholding Corporations; Accounting System for Foreign Investment Enterprises; 

Accounting System for State-owned Enterprises; 
Temporary Methods of Administration on Sino-Foreign Accounting Firms
	Deepening reform of State-owned enterprises; Sino-foreign accounting firms were allowed to set up in China.
	The contents of accounting system and accounting methods

	
	The issuing of Financial Systems for Village Cooperative Organizations, and Accounting Systems for Cooperative Village Organization 

Temporary Regulations on Bankruptcy
	Economic system reform in the countryside. 

The establishment of
	

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	
	Accounting of State-owned Enterprises, and Temporary Regulations on Mergers and Acquisition Accounting etc.
	modern business system
	

	
	The issuing of Regulations on the Treatment of Value Added Tax Accounting, and Regulations on the Treatment of Business Tax Accounting.
	Tax system reform 

	

	
	The issuing of Accounting Standards for Utility Entities, Accounting Regulations for Utilities Entities, Accounting System for Financial General Budgeting etc. 
	Fiscal system reform 
	

	
	The issuing of Accounting System for Medical Care Agencies and Accounting System for Insurance Companies.
	Medical care and insurance system reform 
	

	International
	The research and the issuing of detailed accounting standards; The emerging of foreign investment accounting, and multinational business accounting; 

The employment of positive accounting research method; The government officers are sent to participate the international accounting conference; The joint training program held in China and overseas; References to foreign text or involved translation;

ACCA and CGA certificate training class were held in China.
	Sponsored by the World Bank, the MOF signed a treaty with Deloitte & Touché international accounting company in Beijing, who would offer consult and help Chinese government to establish its accounting standard in the following three years later.
	Accounting education and theory and accounting research

	Cultural
	The use of prudent principle
	
	Accounting method

	Legal
	The formation of accounting legislature system; The issuing of Certified Public Accountants Law, the Company Law, and the Bankruptcy Law etc.
	The perfect and development of legal system
	Accounting legislature system

	
	Rules on Enterprises’ Financial Accounting Report; the revision of accounting standards. 
	The revision of Accounting Law
	

	Educational
	New accounting curriculum has formed in universities and colleges, which is more towards international accounting system; Cooperative training class were held both in China and abroad; 

On site training become regular; National accounting colleges were established to offer advanced training for managerial talents.
	Reform of the education system.


	Accounting theory and accounting practice

	Professional
	CPA’s audit for the business’ annual report
	The MOF requires that the annual reports of state-owned
	Accounting

practice

	Environmental Factors
	Examples
	Causal Analysis
	Effect on Accounting

	
	
	enterprises should be audited by CPA.
	


Similar to the last period, China’s accounting system development, during this period, presents compulsory system transition feature, which is arranged by the government, and induced by international and economic development. Traditional government policy has been changed to the reform and open door. Central Government was no longer the only promoter of the accounting system.

China’s economic environment had begun to show many similarities to the international economic environment. The Party relaxed its tight control on China’s economic development and all the other aspects of China’s social life. Instead, market elements played a more important part, and as a result, not only did political and economic factors exert their influence on China’s accounting development, but other factors such as international, culture, and legal factors did so as well.
Economic influence on China’s accounting mainly concentrated on accounting techniques and methods. For example, the setting up of Accounting Regulations for Experimental Shareholding Corporations was to meet the demands of the development of corporations; the establishment of Accounting System for State-owned Enterprises was to adapt to the needs of state-owned enterprise reform; and issuing of Accounting Regulations for Foreign Investment Enterprise was to meet the demands of attracting foreign investment to China. Later in the 1990s, when China’s economy began to shift towards internationalization, Accounting System for Enterprise, Accounting System for Financial and Banking Enterprise, and Accounting System for Small Business substituted those three accounting systems. This newly established accounting system had considered both international and Chinese factors, and was applied in different sizes and different enterprises with different forms of ownership (see table 4-7).

Though the economic factors played an actively role in China’s accounting development, “the basis of China’s accounting theory had been defined to be the theory of Deng Xiaoping, its political direction is the socialism, its accounting system must be centralized, its accounting work must be continuously controlled by the Ministry department of State Council, and its unity of state accounting will be realized by constrain of law and regulation as well as ethic system and norm of socialist ideology” (Zhu, 2000). This explicitly shows that though the political influence on accounting has already faded and economic influence gained the importance, but it still decides the direction of China’s accounting development.

Similar with the first stage when China’s new accounting system that served for the centrally planned economy was establish, international factor exerted strong influence on China’s accounting, in the last stage when the new accounting system that served for the market economy was established, international factor exerted strong influence either. In fact, these two periods all embodied revolutionary feature, which overthrew the old accounting system and theory from the basis, and established an entirely new one. And they were all under the guidance of the Party and were the result of the Party’s political decisions. 

Legal factor’s influence on accounting became stronger ever than before. The revision of PRC Accounting Law in 1999 urged a serious revision and issuing of accounting regulations and accounting systems afterwards. For example, the issuing of Rules on Enterprises’ Financial Accounting Report and the revision of accounting standards were all on the request of the newly revised Accounting Law. This demonstrates that the legal influence has become stronger than before.

Cultural influence on accounting also became visible in accounting standards, for example, the use of prudent principle. The accounting and accountants status gained significance due to the economy was emphasized and the Party paid more attention on economic administration. But the cultural influence was very weak compared with the economic and international factors. 

Education became a tool to propagandize the newly reformed accounting system and to train the students and accountants to adapt for updated the accounting standards and accounting systems. This facilitated and guaranteed the implementation of the new accounting system and demonstrated that accounting education not only met the demand of political and economic development, but also facilitated the development of accounting, thus rendered its influence on accounting development.

Professional factor also exerted influence on accounting through its practice and its professional standards. By learning from international accounting practices and accounting theories, the professional bodies, such CICPA and Chinese Accounting Society promoted the improvement of accounting practice standards, and the updating of accounting theory according to the practical needs. This led to China’s accounting practice more towards international one. 

China’s accounting during this period was influenced by many factors, but the evidence explicitly reveals that the Party’s policy decided the direction of accounting development; economic and international factors decided the contents and complexity of China’s accounting system and practice. Besides, culture influenced the details of China’s accounting standards; profession promoted China’s accounting practice and theory standardized and internationalized; Education facilitated the implementation of the accounting system; with the accounting regulation system gradually being legalized, the legal factor also had more influence on China’s accounting practice.
4.9 Summary and Conclusion
As analyzed in Chapter 2, many environmental factors exerted influences on China’s accounting. Different factors affected different aspects of accounting’s development, and the extent of each factor’s influence varied. This again suits China’s case.
The environmental factors influence on China’s accounting development during different period could be summarized in table 4-8.

Table 4-8 The Relationship Between Environmental Factors and China’s Accounting Development Since 1949

	Environmental factors

Period 
	Political
	Economic
	Legal
	International
	Cultural 
	Educational
	Professional 

	1949-1957
	▲
	▲
	
	▲
	▲
	▲
	

	1957-1961
	▲
	
	
	▲
	
	
	

	1961-1966
	▲
	▲
	
	
	▲
	▲
	

	1966-1978
	▲
	
	
	
	
	
	

	1979-1992
	▲
	▲
	▲
	▲
	▲
	▲
	▲

	1992-present
	▲
	▲
	▲
	▲
	▲
	▲
	▲


Note: ▲represent the environmental factors exert influence on accounting

4.9.1 Evaluation on Political Factor’s Influence on China’s Accounting Development

The political factor’s influence on China can be seen from the entire process of China’s accounting development as shown in table 4-8. It has already been discussed in Chapter 2 that the political system can determine one country’s economic system and hence determine its accounting patterns. 
As a socialist country, China’s political system embodies the Totalitarian Oligarchy feature, (see Exhibit 2.1, in Chapter 2), and since 1979 it has gone more or less towards a Modernizing Oligarchy system because of the political and economic system reform and open door policy. China’s political system decides China’s economic system, and hence decides China’s accounting pattern. A centrally controlled economy resulted in a unified accounting system in China before 1979, and a market-oriented economy resulted in a more flexible accounting system since 1979, which was much more towards internationalization.
As already discussed in Chapter 3, China’s political feature of Totalitarian Oligarchy decided the CCP’s leading position in every aspect of China’s political and social life. China’s politics, economics, culture as well as other aspects were all tightly under the control of CCP. So was China’s accounting.

The transition of China’s accounting system, taking state-owned industrial enterprises as an example, shows the compulsory system transition feature, and is closely related to the features of the Chinese political system, and the CCP’’s and Central Government’s political requirements and political movement. The establishment of the PRC in 1949 resulted in the abolition of the old accounting system, and a new accounting system that served the socialist economy beginning in late 1950. Learning techniques from the Soviet Union led to the revision of a newly established accounting system, with further modification in 1955. The Great Leap Forward in 1958 then caused the abolition of this newly established accounting system, with almost no accounting existing afterwards. The CCP’s adjustment policy and the recovery of China’s economy after 1962 allowed China’s accounting to gradually recover, and the severing of ties with the Soviet Union led to new methods of accounting being developed.

The Great Proletarian Cultural Revolution, between 1966 and 1976, again destroyed the newly recovered accounting system, and only class struggle existed. After the Cultural Revolution, the Party shifted its stance towards economic construction and open door policy, and offered accounting space to again recover and redevelop from 1979. However, it still served the Party’s requirements for a socialist planned economy, and was still under the tight control of the government. In many ways China’s new accounting model was a revision of the accounting model copied from the Soviet Union. 
The reform definition to constructing the socialist market economy system, made by the CCP in 1992, forced China’s accounting to thoroughly be reformed, and a quite different accounting system served for the socialist market economy was set up in 1992. Though many factors had an effect on China’s accounting system, the theoretical basis of China’s accounting was still under the guidance of Marxism, Leninism, Maoist thought and Deng Xiaoping theory. Deng Xiaoping’s theory was specially emphasized for accounting reform and future development, and an accounting system with Chinese characteristics had been emphasized at all times by the Party.

The transition of China’s accounting system from its establishment (1950) to its revision (1952,1955), abolition (1958), recovery (1962), destruction (1966), recovery (1979), and reformation (1992) displays many irregular changes. The reasons for these irregular changes are all closely related to and are results of the Party’s decisions and political movements. Thus part of the author’s Hypothesis is verified that the direction and mainline of China’s accounting developments are decided by China’s politics. China’s accounting serves for the Party’s requirement and political movements first. In most cases, only political movement and class struggle existed, therefore accounting has no function at that time. In times of relaxation, accounting has room to develop, and other factors exert their influence.
4.9.2 Evaluation of Legal Factor’s Influence on China’s Accounting Development
Legal factors are concerned with one country’s legal system, taxation as well the accounting legislation (see Chapter 2). Accounting legislation is strongly influenced by the legal system. In countries with legalistic approaches, laws set the details of accounting regulation. Accounting standards possess legal effects, and government mostly decided accounting functions and objectives. China’s situation may not support this statement.

As a socialist country, China’s legal system is quite different from Western ones. It has already been mentioned in Chapter Two that many countries in the world can be put into one of two categories with respect to their main legal system: common law and Roman law or civil law. For China’s legislative feature, it mostly belongs to the latter. Concerning accounting affairs, China belongs to neither the common law system, whose rule seeks to provide an answer to a specific case rather than to formulate a general rule for the future, nor the civil law system in which detailed rules are established in company law or commercial codes. As there were no company law or commercial codes before 1993, the PRC Company Law (issued in 1993 and revised in 1999), only regulated that corporations could establish their financial and accounting system according to executive regulations and rules made by the Financial Administration Department within the State Council, and were to list the financial reports that corporation could present to the public. There were no other detailed rules on accounting in this Law. Another related law was the PRC Security Law (1999), which only required listed companies to disclose their final and mid-term financial reports to the public, while the format and the contents of the financial reports had been regulated in accounting system. From this evidence it can be seen that even the legal system had some effect on China’s accounting after 1993, although its effects seem limited. 

In fact, as mentioned before, China’s legal system was not sturdy and even totally destroyed during the Cultural Revolution. Until 1985, when the People’s Congress enacted the PRC Accounting Law, there was a sign that China’s accounting began to step into the legalization period. Before this time there were only executive rules and regulations, which were formulated and issued by the MOF or State Council, and they were supposed to possess legal effects.

The author may argue then that executive rules and regulations should be taken as legal factors when analyzing the legal factor’s influence on China’s accounting development. From the broad concept of law
, the executive rules and regulations belong to the category of law. The PRC Constitution, which was passed by the PRC People’s Congress in 1982, and the PRC Legislative Law, which was passed by the People’s Congress in 2000, confirmed the State Council’s legislative right on the executive laws and regulations. Though there were still some arguments, the legislative right was still conceived to lie in a very important position in China’s legal system, which lies between Constitution and law, local law and regulations. It thus had a nationwide reach. 

In a country with an imperfect legal system and totalitarian oligarchy, or modernizing oligarchy political features, there was no legislature before 1979. The government delegated that the Party has the power to adopt administrative measures, enact administrative rules and regulations and issued decisions and orders in accordance with the Constitution and the statutes; establish the responsibilities of the ministries and commissions of the State Council, which are charged respectively to direct and administer foreign affairs, national defense, civil affairs, public finance, public security, judicial administration, education, culture, public health, industry, agriculture, forestry, etc., and to exercise unified leadership over the work of the ministries and commissions; to provide unified leadership over the work of local governments at different levels throughout the country; and to draw up and implement the plan for national economic and social development and the state budget (Lou, 1987:2).  

Almost all the executive rules and regulations were formulated and issued by the MOF or the State Council before 1979. Unified accounting systems were set up to guarantee the implementation of the national economic plan. In this circumstance, the party and the government are both the maker and actor of the “law”. In fact, the executive command has substituted the law and regulation. So it is better to attribute the political influence rather than the legal influence on accounting. So in table 4-8 we can see that the legal factor began to exert influence on China’s accounting after 1979. 

Though PRC Accounting Law (1985) was a landmark in that it spurred China’s accounting towards legalization, its function was not brought into play, until recent years, when it was revised in 1999. It proposed the requirement of financial reports to enterprises and urged the issuing of Regulations on Enterprises Financial Report in 2000, and the issuing of Enterprise Accounting Systems in 2000. In fact only Accounting Law set some rules on accounting work and accounting personnel, and was followed by other units when setting accounting regulations or exercising accounting works. Naturally it became the first tier of China’s accounting legislation system, which has been discussed in Chapter 3. It was only after 1979 that China’s legal system was recovered and perfected, especially from the enactment of PRC Accounting Law.  After this, legal factors began to exert some influence on China’s accounting development, especially in accounting practice, and this influence is becoming more stronger than before in recent years, due to the perfecting of China’s legislation system and strengthening of people’s legal sense.

Taxation’s influence on China’s accounting differs in different periods. Taxation rules and regulations, like accounting rules and regulations, are mostly formulated and issued by the MOF and the State Council, and it is a part of executive rules and regulations of China. The Tax Administration was established within of the MOF, and tax authorities in China’s can be shown in Figure 4.2 (cited from Zhou, 1987:76).
The structure changed a little in 1988 when the Tax Administration became a bureau directed by the State Council, and was renamed the State Tax Bureau. However the MOF still exercised management on it, and there was an essential change in 1993 where the State Tax Bureau was renamed the State Tax General Bureau. At the same time it would be directly subordinate to the State Council. 
China’s finance and taxation was not divided clearly before 1984, when the finance and taxation system reform began. The relationship between finance, taxation, and accounting can be shown in Figure 4-3.

Figure 4-2: China’s Tax Authorities (1949-1984)  





Figure 4-3: Relationship of Finance, Taxation, Financial Policy, and Accounting




Note: broken arrow means weak influence    

When China’s Tax Bureau was established within the MOF in 1950, the following issues must be decided by State Council: Changes in tax policy, the promulgation of tax law, changes of tax categories, items and rates and other nationwide tax issues.

 “The Tax Administration in Beijing under the MOF is responsible for implementing and interpreting tax laws, regulations and issues. Tax issues, when limited only to an area, such as a province, municipality or autonomous region, and taxation concerning foreign affairs or investors, are subject to the approval of the MOF. Other issues of taxation are subject to the approval of the local authorities of provinces, municipalities, and autonomous regions, but the policies of imposition, reduction and exemption of duties must be submitted to the General Customs Bureau and the MOF and may be enforced when approved by the State Council” (Zhou, 1987:76). 

Among China’s taxation rules and regulations, the range of cost and expense expenditures were formulated and issued by the MOF or State Council, which was under the strong influence of a planned economy, and the thought that everything served for national finance. There was also no difference between tax accounting and financial accounting before 1992. The MOF or State Council made every detailed rule or regulation on China’s financial and accounting aimed at guaranteeing the enterprise’s profit, and related tax was to be handed in sufficiently. The planned economy was to be implemented on a national basis, and there was no detailed requirement on accounting in China’s taxation rules and regulations. 

Taking the enterprise income tax as an example, before 1980, there was no income tax, and instead the enterprise would hand in its profit (at most 55%, at least 10%) to the national financial departments. This is conceived to be the contribution of the enterprise to the country, as all the enterprises were state-owned. The more profit the enterprise handed in to the state, the more contributions the enterprises made. It also reflected the enterprise director manager’s achievements in running the enterprise. As both the taxation rules and regulations and accounting rules and regulations were formulated and issued by the MOF or the State Council, they were the embodiment of the country’s benefit. The above evidence shows that tax rules and regulations like the other rules and regulations, served for the demand of China’s politics, and all these rules and regulations are formulated and issued by the central government. There is no difference between tax accounting and financial accounting, which implies that tax rules and regulations did not exert any influence on accounting. Again, it is better to attribute this to political influence than the taxation’s influence. 
After the 1980s, business income tax substituted profit, and businesses began to hand in their income tax to the taxation department. After 1992, there began to emerge some differences between financial accounting and tax accounting, because of the difference when estimating income and expenses according to accounting standards. Taking the depreciation method as an example, before accounting reform, only a straight-line method was allowed when calculating depreciation expense for the fixed assets. After 1992, other methods such as the accelerated method were allowed in some enterprises, while the difference would be adjusted when enterprises calculated their taxable profits based on the enterprise’s accounting profit. After the tax system reform of 1994, there emerged new requirements on accounting methods, such as value-added tax, and new subsidiary accounts were established under the Tax Payable account to reflect the payment and the amount payable of the taxes, which shows taxation’s influence on accounting practice. 

For the enterprises, driven by their owned interests, they began to seek reasonable ways to lower their income tax. Of the limited selective accounting methods, they began to choose the most suitable one for their own benefit. For example, an enterprise may choose the accelerated depreciation method or the FIFO method during the inflation period, so as to defer its taxation obligation. This demonstrates that taxation began to exert some influence on an enterprise’s accounting practice. More and more, enterprises have realized the importance of tax projecting. 

From the analysis made above, part of the author’s Hypothesis can be proved to be true that the legal factor’s influence on China’s accounting was very limited. Only after the 1990s did the legal factor begin to gain importance in China’s accounting, especially in accounting practice.

4.9.3 Evaluation of Economic Factor’s Influence on China’s Accounting

China’s Economic environment had a very strong influence on China’s accounting development during the steady period of China’s political movement and class struggle, which can be shown in table 4-8. During the second and fourth periods, there were only political movements, and economic factor had no function during these two periods.

Though the economic factors influence on accounting depends on China’s political decision first, during the steady periods the economic influence on accounting mentioned in Chapter 2 could be shown in the following aspects:

First, China’s economic system is decided by its politics, and it will further decide China’s accounting pattern. As a socialist country China’s entire national economy was under direct or indirect control, and the same can be said about its accounting. 
Second, China’s economy experienced many development stages, and its accounting demonstrated different features in these stages. This can be reflected from four periods:

The first period was at the beginning of new China, during which economic recovery and construction was given the priority. In this time a highly standardized and uniform accounting system was established to facilitate the government’s planning and control function. This coincides with the statement (in Chapter 2) that The types of economic systems may decide one country’s basic orientation of the economic system and the degree of government involvement in the economic sector, and decide the objectives of accounting. Chinese government was the only promoter of its accounting system. 

The second period was recovery period after Great Leap Forward, in which the recovery of the economy required the accounting system to be recovered. Not only were the accounting system recovered, but regulations on accounting personnel and accounting work was also established.

The third was the period after 1979, when the party’s work emphasis changed to economic construction and open door policy. Here there was no more class struggle, and China’s economy began to gradually recover and prosper. The diversity of economic forms and the development of the economy proposed new requirements on accounting, and new accounting regulations such as Accounting Systems for Foreign Investment Enterprises emerged. The accounting legal system was established, but as China’s economy was still a socialist planned commodity economy, the system only served planned economy accordingly. Still, accounting methods became prosperous in relation to economic prosperity. This shows that Stages of economic development may decide the complexity of accounting practice and theory (see Chapter 2).

The fourth was the period after 1992 until now, when the establishment of the socialist market economic system required Chinese accounting systems to be reformed thoroughly. Accounting standards and new accounting systems serving the market economy system were established. Together with the deepening of economic system reform and open door policy, as well as China’s economy moving towards internationalization, detailed accounting standards were issued one after another from 1997. For example, the first detailed accounting standard, Accounting Standard for Business Enterprises - Disclosure of Related Party Relationships and Transactions, was set to meet the demands of listed companies that employed related parties to transfer profit. In this case the economic factor’s influence on accounting had gained importance. Moreover, as China’s had stepped into a market economy and a global competition environment, economic influence was seen to become stronger. This again coincides with the statement in Chapter 2 that Source of funds and working capital may be decided by economic systems, and in return they may decide accounting objectives and postulation.
Based on the analysis made above, the Hypothesis could be partly verified. China’s economic orientation is decided by China’s political orientation first, and the economic orientation decides China’s accounting orientation. During the steady period of China’s political movement, economic factors played the most important part in China’s accounting development. Since 1979, the influence of politics has diminished while the economic factor gains the importance.

4.9.4 Evaluation of Cultural factor’s Influence on China’s Accounting Development
As discussed in Chapter 2 that Cultural factors may influence accounting status in the society and the orientation of accounting standards. China could be an exception of this statement. 
China has been influenced by traditional “official culture”, which was formed thousands of years ago, and by “governmental culture”, which was formed in 1949. It can be argued that almost every activity in China relies on government input. As a matter of fact, China’s culture as well as ideology has been remolded and controlled by the CCP since 1949. Since then everything has relied on Marxism, Leninism, Maoist, and Deng Xiaoping’s theory, and should serve for the need of the Party first. The accounting status depends on the Party’s political needs. When economy was emphasized by the party, so was the accounting. For example, during the recovery period after Great Leap Forward, the Party re-emphasized the economy, accounting was emphasized and became prosperous, while during the Cultural Revolution period, there was only class struggle, and accounting was de-emphasized and even no existence. 

The orientation of China’s accounting standards depends on its politics and economy first. In fact there was no accounting standards before 1992. Only unified and rigid accounting system and regulation existed, the accountants had no other options. In this sense even Chinese culture has had some influence on China’s accounting, this influence is very weak, and only impacts the details of China’s accounting methods. Table 4-8 shows that during severe political movement period, culture has no function in China’s accounting development. Only when the steady period, economy was emphasized, could culture influence some details of accounting method. For example, at the beginning of the PRC establishment, traditional Chinese accounting methods were inherited. But only for a short period, and were soon substituted with the Soviet Union’s accounting method. When Sino-Soviet relationships worsened, Chinese accounting method was reevaluated, and new accounting methods were created. During the recovery period in late the 1970s, little of culture’s influence can be seen. After 1992, culture did exert some influence on accounting standards, such as the prudent principle, but it was very limited. These examples demonstrate that in the era of politics prevailing, everything will first serve for the need of politics, so does the culture. Under the shadow of politics, it is hard to find the culture’s influence on accounting. 

Therefore, part of Hypothesis could be proved that culture‘s influence on China’s accounting development is relatively very weak. 
4.9.5 Evaluation of International Factor’s Influence on China’s Accounting Development

As mentioned in Chapter Two, economic ties to, and relationships with, other countries influence a country’s accounting development. This can be seen very clearly in China during the 1950s. After the PRC was established, a Sino-Soviet relationship was established. The Soviet Union offered support to China, and also exerted a strong influence on China’s accounting, including accounting theory, accounting systems, accounting practice, and accounting education. In fact China’s accounting used the Soviet model during that period. This continued, although in a weakened form in the 1950s, until 1992, when a completely new system was established. After 1992, international factors, mostly from the West in the form of globalization and harmonization of markets, began to exert their own influence on China’s accounting. China’s new accounting system was established with the help of international accounting firms and aided by the World Bank, which considered both China’s situation and international accounting tradition. Moreover with international convergence, China’s accounting system has been revised many times to fit international standards. 

Table 4-8 shows that the international factor’s influence on China’s accounting mainly concentrated on two periods when China’s accounting system experienced two times revolutionary transition since 1949. One is at the beginning of the establishment of new China, and another is in 1992. Both of them overturned its original accounting theory and practice thoroughly, and established a pretty new one by learning from foreign experiences. The first time was to learn from Soviet Union and the second time was to learn from Western. Both of them were under the guidance of China’s politics. For example, the first discussion on the features of accounting (1950s) lead to a conclusion that accounting possesses the class feature, as a result, Western accounting methods were abolished downright, and accounting methods copied from Soviet Union, which served for the socialist economy, were established; the second discussion on the features of accounting (1980s) concluded that accounting only possesses the technique feature. This paved the way and theoretical basis to adopt the Western accounting theory and to reform accounting system. It is reasonable to conclude that the international factor’s influence on China’s accounting depends on China’s political orientation. China accepts the international influence selectively according to its political needs. 

The international influence on China’s accounting development can also been found in the case of Deloitte & Touché: 

Since 1993, DTT has cooperated with the MOF on a number of significant projects including the development of accountancy standards and revision of accountancy law. In October 1999, DTT was involved in the latest revision of the PRC Accounting Law enacted by the Twelfth Session of the Standing Committee of the Ninth National People’s Congress. DTT has been engaged by the National Audit Office to review current evaluation practice of projects funded by international financial organizations and, based upon this review, developed the Project Performance Evaluation Handbook as a professional guide for practitioners. In 2002, PRC Ministry of Finance and DTT successfully complete Taxation Policy Analysis Project on Chinese Fiscal and Taxation Reform
. In fact, DTT’s case presents not only the international but also the professional influence on China’s accounting.

The above analysis implies that except for political and economic influences, international factors exert the strongest pressure on China’s accounting development, thus partly justified the Hypothesis. And this influence is under the guidance of China’s politics.

4.9.6 Evaluation of Professional Communities’ Influence on China’s Accounting Development

Table 4-8 shows that professional influence on accounting emerged after 1979. And the analysis make in each period reveals that the professional influence on accounting is very weak. 

There are mainly two accounting professional and theoretical communities in China, one is China’s Accounting Society, established in 1980, and the other is the Chinese CPA Association, established in 1988. Unfortunately, they are all directed under the leadership of the MOF. The main task of the Chinese Accounting Society is conducting theoretical accounting research, though it did try to get involved in Chinese accounting standards formulation. The main task of the Chinese Institute of CPAs (CICPA) is to serve, monitor, manage, and coordinate CPA industrial work. It was and is not directly involved in formulating Chinese accounting standards. Both leaders and main members of the two professional communities are governmental officers within the MOF. The periodicals of these two professional bodies, such as Accounting Research and Chinese CPA reflect the theoretical front line of Chinese accounting research and practice. In reality they are only the tools of government’s propaganda and the mouthpiece of the MOF. This can be evidenced by the main contents of the Accounting Research (see Appendix C). 
The above analysis shows that China’s professional bodies are the ones that are under the leadership of the government. They don’t possess independent status, which demonstrates that China’s politics also influence its accounting professional bodies and accounting research. Although the newly established Accounting Standards Consultant Committee in 2003 has included those experts from professional bodies, academics, practitioners and government officers, the right of formulating accounting standards is still belongs to the MOF.
Although the operation of accounting firm is, in fact, still within the authority of the MOF, the emerge of accounting firm in 1980s, as well as the afterwards rectifying and reforming enable China’s accounting practice going more towards standardization and internationalization, especially during the last stage as analyzed in 4.8.3.

According to the analysis made above, part of the Hypothesis could be confirmed that China’s accounting research and accounting profession are all under the tight control of the Party and the government, and as such their influence on China’s accounting is relatively very weak compared with political and economic factors.

4.9.7 Evaluation of Educational factor’s Influence on China’s Accounting Development

The educational characteristics of a country have a significant effect on accounting practices (see Chapter 2) could be the case in China. But educational influence on China’s accounting has also been affected by China’s politics. 
First China’s political decisions influence China’s educational system, and in return China’s educational system affects China’s accounting education and as such, its accounting practice. When the Party strengthened education, accounting schools were set up and accounting curriculum was established. The contents of accounting education depended on the party’s emphasis. For example, after the PRC was established in 1949, a planned socialist economy was established, and the Party received educational help from the Soviet Union. Financial and economic colleges and schools were set up. Teaching plans, curriculum, and textbooks were copies of the Soviet Union’s financial and economic colleges. Western accounting theory was banned, and night school or correspondence classes as well as special courses or training classes were set up to offer continuing on site education for the personnel of accounting departments. 
During the Great Leap Forward and Cultural Revolution, the education system was destroyed because of political movement and class struggle. As a result, no accounting education existed. This is the most directly political influence on accounting. After 1978, the Party recovered the education system, and teaching accounting as a business discipline was found in all major universities and colleges. Economic system reform and open door policy proposed a higher demand on accounting, and enabled western accounting to be taught again. Especially after 1992, the definition of a socialist market economy and the reform of China’s accounting system, accounting curriculum was totally changed. Western accounting textbooks are taught in universities, and scholars are sent abroad to study western accounting theory and method. The transitional situation of China’s accounting education can be reflected from the case of Shanghai University of Finance, see Appendix D. 
The process of China’s accounting education development demonstrates the political guiding function on China’s accounting education. The development, contents, and methods of China’s accounting education first of all is decided by its politics, then the need of economic development and practice. 

With this information it is reasonable to conclude that Chinese accounting education is decided by and served for China’s politics and accounting system. In return, it promotes the development of China’s accounting theory and practice, as well as the perfection of China’s accounting system, but educational influence on accounting is relative weak compared with political economic and international factors, thus partly confirms the author’s Hypothesis.
From all the factors analyzed above, the Chinese Securities Regulation Commission (CSRC,established in 1993), under the Chinese Securities and Futures Market Monitoring Department parallels the function of the MOF within the State Council. It has exerted a very strong influence on listed companies’ accounting since 1993. A systematic information disclosure system for listed companies has been formed, which includes Temporary Regulations on Stock Issuing and Transaction Management (1993, issued by the CSRC), Standards of Information Disclosure Formats for Listed Companies (1996, issued by the CSRC), PRC Corporation Law (1993, issued by the NPC), and PRC Security Law (1998, issued by the NPC). All listed companies’ accounting work and accounting report should follow the requirements of accounting standards and related accounting systems set by the MOF and disclosure regulations set by the CSC when reporting to the public. 
This shows that the MOF is no longer the only promoter of China’s accounting regulations, and also leads to the problem of how to coordinate the CSRC and the MOF, as they are all departments within the State Council, and they all have the right to set regulations. As a matter of fact PRC Accounting Law only authorizes the MOF the administrative and legislative rights to China’s accounting. In fact, the CSRC has already intervened in listed companies’ information disclosure procedures. The MOF has made some adjustment so as to enable the new accounting standards to be more acceptable, and the second accounting standards committee (organized in 2003) within the MOF has absorbed members including people from related government agencies, theoretical societies, accounting professional communities, intermediary agencies, and businesses. This is a sign that the setting of China’s accounting standards will be more democratic and scientific than in past times.
4.9.8 Conclusions

No matter what the features of China’s political system embodies, whether it is totalitarian oligarchy or modernizing oligarchy, it is easy to recognize that during the entire process of China’s political and economic development of the past 50 years, the CCP and its leaders have exerted a very strong influence on all aspects of China’s political and economic development. The CCP has formal political authority over the government, and the party leaders delegate the formulation and implementation of economic policies to government agencies. The party’s reform policies reflect the preferences of the party and changes in the top leadership of the party. It is the same for China’s accounting development, which has experienced different stages with different emphasis of the Party’s work, during which accounting has possessed different functions and positions. 
All the analysis made, from different aspects and different periods of China’s accounting development, can confirm the author’s Hypothesis that China’s accounting development is strongly influenced by China’s politics first; when China’s politics are steady, other factors，such as culture, legal, professional, ideology and education factors begin to exert influence on accounting. And of all the environmental factors, economic and international factors gain the most importance, and the legal factor will gain more and more importance in the near future, while the other factors become relatively weak. 

This study, from the macro level, analyzes and verifies the various influential factors on Chinese accounting development. Further research could be done to test and refine the hypothesis. And as time progresses, the direction of Chinese accounting development still needs to be investigated and will be verified in the future.
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� Chinese Cultural Studies: Concise Political History of China, Compiled from Compton's Living Encyclopedia on America Online (August 1995), file:///X|/downloaded articles about China/Chinese Cultural Studies concise political history of China.htm.


� Same as 9.


� It was conceived that the contradiction between the proletariat and bourgeoisie had been solved, and the new contradiction was the one between advanced socialist system and the backward productive forces.


� In the new liberated areas, some bureaucratic and comprador’s capital business entities, which were taken over by the People’s government, continued employing the accounting system issued by the Resource Committee of Guomin Party’s government, and some of the others employed the American, English, or Japanese accounting methods. 


� Which included: the ministries of heavy industry, light industry, textile, fuel, railway, transportation, post and telecommunications, trade, agriculture, health sanitation, and people’s bank, the administration department of control cooperation affairs, and the main administration of press. 


� It included the accounting in headquarters, workshops and the groups within an enterprise.


� http://www. cass.net.cn/chinese/y party/yc/yc q/yc q 014a.htm


� Rectification means the whole Party studying Marxism through criticism and self-criticism.  


� The thought of Right Deviation is conceived to be conservative, which suspected and denied the achievement of “Great Leap Forward”, and be afraid of difficulties, lack of enthusiasm, and untrusted the mass’ active and innovative power, dared not going on the “Great Leap Forward”. (Source: http://www.gotobook.net/zl/1959/012.htm) 


� Chronicle of events of the CCP’s history: The proposing of the Constructing Socialist General Line Source: 


http://www.people.com.cn/GB/shizheng/252/5301/5302/20010612/487062.html.


� Wu Jinglian, 50 years of the Republic’s economy. 


http://www6.163.com/economy/item/0,2315,3887,00.html


� People’ s Daily, 27//8/58.


� “In order to explore the socialist road suited to Chinese situations, the report of the Eighth Congress of the Party proposed the problems of transferring the power to lower level and seven related principles, so as to reform the highly centralized financial and economic system. In October of 1957, being discussed at the Third Plenum of the Eighth Congress of the Party, passed by the Plenum of the State Council, and approved by the Standing Committee of the National People’s Congress, <Prescriptions on Improving the Management System of Industry>, and <Prescriptions on Improving the Management System of Business>, <Prescriptions on Improving the Management System of Finance and Economy> were issued. But influenced by the “left thought”, the procedures of devolving the power to the lower level was distorted heavily, and in practice every power was devolved to the lower level”(Xiang, 2000:19).


� It means the cat that can catch a mouse is a good cat; and the method that can raise production is a good method.


� Cited from website, “For the PRC’s Rising Abruptly---celebration the 80 years of the foundation of CCP”, 


Www.cass.net.cn/Chinese/y_party/yc/yc_a/yc_a_002.html.


� Source: Eighty slogans in CCP’s history. 


http://www.people.com.cn/GB/shizheng/252/5303/5304/20010608/484744.html


� Cited from website, “For the PRC’s Rising Abruptly---celebration the 80 years of the 


foundation of CCP”, 


Www.cass.net.cn/Chinese/y_party/yc/yc_a/yc_a_002.htm.


� Chinese Cultural Studies: Concise Political History of China, Compiled from Compton's Living Encyclopedia on America Online (August 1995), file:///X|/downloaded articles about China/Chinese Cultural Studies concise political history of China.htm.


� The decisions about the Proletariat Culture Revolution made by the Central Committee of the CCP (the sixteen points). http://guoweijia.myetang.com/wenxian10.htm.


� Same as 23.


� Brief introduction to the Eleventh Congress of the CCP. Source: http://www.fosu.edu.cn/xiaobao/index.files/ 


� Twenty years’ glorious achievements, � HYPERLINK "mailto:gmdaily@public.bta.net.cn" �gmdaily@public.bta.net.cn�


� This was proposed in 1971 by the “Gang of Four”. The main contents were “two estimations” that thought  the 17 years education before the Cultural Revolution was the “black dictatorship”, which means the bourgeoisie controls the proletariat education; and the view of the world of the intelligentsias were basically bourgeoisie’s and they were the intelligentsias of bourgeoisie’s.


� Eighty significant events in CCP’s history. 


   http://www.people.com.cn/GB/shizheng/252/5301/5302/20010613/488122.html. 


� The glorious twenty years, � HYPERLINK "mailto:gmdaily@public.bta.net.cn" �gmdaily@public.bta.net.cn�.


� <The CCP Central Committee’s decision on reforming the economic system>,


   http://www.cctv.com/specials/80zhounian/sanji/lssk0702_2.html.


� People’s Daily, 21/10/1984.


� Fifty Articles means “Decision on Some Issues Concerning the Establishment of a Socialist Market Economic System” adopted by the Chinese Communist Party at the Third Plenary Session of the Central Committee of the Fourteenth Party Congress, convened in Beijing on November 11-14, 1993. The main contents include: conversion of State-Owned Enterprises into Stock Companies; reform of the financial system; reform of the investment system; reform of fiscal system; and reform of the trade system.


� There are a narrow sense concept and a broad sense concept of law according to Guo Weiji’s definition. The narrow sense law refers to the standard documents passed by the legislative (in China, it is the People’s Congress), sometimes it refers to the common law contrasts to the Constitution; while the broad sense law refers to the laws and regulations and decrees released by the executive agencies. So long as it possesses the following features, which include firstly, it is a norm of behavior used to establish and adjust the social relationship; secondly, it is a norm of behavior formulated or accepted by the state; thirdly, it is a norm of behavior guaranteed by the state’s compelling power for its implementation, it is the law. The force embodies the state’s compelling power includes army, police, court, and jail etc.. The way of the state exercises its compelling power is through the supervision on the law implemented, and the punishment on the behavior violating the implementation of the law. (http://www.boxun.com/hero/guolj/1_1.shtml)


� News release of Deloitte & Touche.
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