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Abstract

This article examines the relationship between accounting conservatism and annual
compensation of non-officer employees based on agency theory and equity theory. Research
results find that conditional conservatism is negatively related to employees’ compensation.
Further, the negative relation is intensified along with better profitability and is weakened along
with higher education level of employees. Overall, firm’s conservatism level reveals strategical
saving of personnel expenditure. Additional tests show that conservatism leads to lower
subsequent employee turnover, supporting that conservatism can fortify a company’s viability
and lower job transfer costs bear by employees. But, the negative association between
conservatism and employee turnover is weakening for firms with employees of higher
education, indicating that compensation-saving effect of conservatism makes a company less

attractive for more talented employees with lower cost on job transfer.
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