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1.  Introduction 

From 2005 more than seven thousand firms EU firms have been required to produce 

consolidated financial statements prepared under International Financial Reporting 

Standards (IFRS) (CESR, 2007). Some 5,323 of these firms are equity issuers, and EU 

Regulation 1606/2002 requires that all listed European Union companies should report 

consolidated financial statements for fiscal periods ending in or after December 2005 using 

IFRS.  As is the case in many regulatory initiatives involving radical change, the European 

Union proposal to harmonize financial reporting based on IFRS was developed normatively, 

based on well-argued principles suggesting significant potential economic benefits. 

However, the enabling regulation was put in place without the benefit of the empirical 

support based on prior experience that would have allowed the expected benefits of the 

switch to IFRS to be estimated and evaluated against estimated costs. Anecdotal evidence 

(and limited formal evidence) suggests that the switch from local GAAP to IFRS has imposed 

significant direct and indirect costs on corporate Europe, although the costs are likely 

distributed unevenly and depended on the “distance” from local GAAP to IFRS together with 

the implementation effort expended by firms and auditors, and corporate characteristics 

such as size and complexity. Evidence is now starting to accumulate showing that positive 

capital market benefits can arise as a result of IFRS adoption, although the institutional 

setting in which financial reporting occurs seems to be critically important for such benefits 

to accrue.  

 In this paper we provide an academic perspective on what the IASB seeks to achieve 

through IFRS and on how the objectives of European harmonisation based on IFRS articulate 

conceptually with the IASB’s agenda and the IFRS system. We then consider the need for 

systematic evidence on the costs and benefits of IFRS adoption in Europe and identify some 
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of the main methodological challenges that must be addressed for research to be policy 

relevant. We then review some of the recent early evidence on the IFRS experiment in 

Europe, with particular reference to the EC-funded INTACCT project, and consider the 

extent to which the accumulating academic evidence might be used to enhance financial 

reporting processes and the institutions that are important to financial reporting quality.  

 In the context of this Information for Better Markets Conference, we should first 

outline how this paper fits alongside the other Conference contributions. First, what are we 

NOT trying to achieve? Our objective in this paper is NOT to present a comprehensive 

review of the academic literature relating to IFRS adoption – to some extent that objective 

will be met by the consolidation of the individual perspectives presented in the four papers 

of the conference. There are also several other important and extremely useful reviews of 

the recent literature that are already published. Rather we refer to the academic and 

professional publications that are relevant to the limited range of issues we wish to 

emphasise. These are defined bearing in mind the other presentations at the Conference 

that focus on the benefits of IFRS, the risks and costs of IFRS and the links between 

institutions and IFRS implementation.  There are inevitably points of overlap between this 

overview paper and the more tightly focused papers by Brown (2011), Sunder (2011) and 

Wysocki (2011) and accordingly we recommend the reader to consider our comments 

alongside these other papers.   

 Our main objectives in this paper are as follows. First, we seek to describe the 

background to the development of the EU’s harmonisation project based on IFRS. We briefly 

review the historical development of the IASB and the EU policy debate on harmonisation of 

accounting standards. Second, we discuss the implementation framework for IFRS that has 
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been applied in Europe. Central to this evaluation is an apparent fault line centred on the 

effectiveness and transparency of the enforcement framework. Third, we discuss why 

research is an important part of the ongoing development of financial reporting regulation 

in Europe. We also identity some challenges facing researchers wishing to conduct policy-

relevant research on the costs and benefits of IFRS adoption. Fourth, we review some of the 

main lessons to be learned from the research programme on EU IFRS implementation 

conducted within the INTACCT network. A major pattern to these results is that accounting 

qualities often associated with user needs may have changed as a consequence of the 

introduction of IFRS, but the results are far from uniform across Europe. Results depend on 

factors thought to reflect preparer incentives and the effectiveness of enforcement in 

different countries. The results on accounting properties are subsequently reflected in 

financial statement user decisions and economic outcomes in financial markets. Benefits 

from increased transparency appear to be realised, but not on a uniform basis because of 

heterogeneous preparer incentives and enforcement mechanisms across countries. In 

concluding, we suggest some directions for future research and outline a possible 

alternative proposal for the organisation and development of enforcement activities in 

Europe. 

2.  Background 

Academic research can provide useful feedback to accounting regulators (e.g. the IASB) and 

policy makers (e.g. the European Commission) on the accounting and economic 

consequences of regulatory change. However, in the context of the European IFRS 

experiment, it is first helpful to consider the objectives of the IASB and of the EC regulators. 

It is also instructive to be clear about the mechanisms on which regulatory change in Europe 
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relies. In this section we review the context of IAS/IFRS and the way in which they have been 

introduced in Europe. This discussion then provides a backdrop for assessing the potential 

for academic research to contribute to ongoing policy discussions.     

2.1 The Objectives of the IASB  

The IASB evolved from the International Accounting Standards Committee (IASC), the origins 

of which can in turn be traced back to the Accountants’ International Study Group formed in 

1966 by professional accounting bodies from Canada, UK and US (Street and Shaughnessy, 

1998).  The IASC was formed in 1973 and comprised accounting standard setters from 

Australia, Canada, France, Germany, Japan, Mexico, Netherlands, UK, Ireland and US. From 

1992 to 2001 a working group reflecting Anglo-American perspectives co-existed alongside 

the IASC, known as the G4, comprising the standard setters from Australia, Canada, New 

Zealand, UK and US. The IASC had observer status at G4 meetings – hence the group 

became known as the G4+1, This body played an important role in triggering the formation 

of the IASC’s Strategy Working Party in 1997, and eventually recommended the 

restructuring and replacement of the IASC by the IASB, an event that finally took place in 

April 2001.  

 It is instructive to consider how the focus and objectives of the bodies promoting 

international accounting standards have changed over time. Doing so helps point to an 

important fault line that has emerged in the regulatory framework for financial reporting, at 

least in Europe. Street and Shaughnessy (1998) claim that the IASC was founded with the 

following objectives: 
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1. To formulate and publish in the public interest accounting standards to be observed in 

the presentation of financial statements and to promote their worldwide acceptance 

and observance; and 

2. To work generally for the improvement and harmonization of regulations, accounting 

standards, and procedures relating to the presentation of financial statements. 

We note that the IASC’s remit explicitly included the promotion of worldwide observance of 

international accounting standards, as well as their acceptance. It also aimed to work for the 

improvement and harmonization of regulations and procedures relevant to financial 

reporting, as well as the standards themselves. Therefore the IASC at least implicitly 

recognized that successful harmonization of financial reporting could not be achieved solely 

through the development and promotion of harmonised accounting standards. The 

regulatory environment of financial reporting was also being acknowledged as important.  

 Under Article 2 of the IFRS Foundation Constitution, the objectives of the IASB are 

defined as follows: 

 To develop, in the public interest, a single set of high quality, understandable and 

enforceable global accounting standards that require high quality, transparent and 

comparable information in financial statements and other financial reporting to help 

participants in the world's capital markets and other users make economic decisions;  

 To promote the use and rigorous application of those standards;  

http://www.iasplus.com/restruct/restruct.htm#const
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 To bring about convergence of national accounting standards and International 

Accounting Standards and International Financial Reporting Standards to high quality 

solutions.1  

It is interesting that there seems to be a subtle shift away from the IASC’s emphasis on 

broader harmonization of regulations and procedures relating to financial reporting. In 

contrast, the IASB remit aims to produce enforceable standards but sidesteps the issue of 

how enforcement will arise by referring only to the promotion of “...the rigorous use of 

those standards” (para.b). The standards need to be enforceable, but it is not the IASB’s 

problem if their standards are not enforced effectively. Some of those connected with the 

IASB have sometimes been heard to argue the importance of global consistency in 

application and enforcement. However, this is in a sense “cheap talk”. We argue that 

despite accumulating evidence that the quality of application of IFRS and IAS is inconsistent 

across countries, the IASB has been remarkably silent on the possible dangers of low quality 

adoption. Low quality adoption could occur as a result not only of a lack of accounting 

expertise on the part of preparers or auditors, but also from “pseudo-adoption” where 

firms’ managers claim to be complying with IFRS while doing something different, perhaps 

for private rent-seeking reasons or to privilege one group of corporate stakeholders (e.g. 

family block-holders) at the expense of another stakeholder group (e.g. creditors).2 

Whatever the cause might be, inconsistent application of IFRS will follow when enforcement 

is not as rigorous in some countries as in others. Unfortunately, a common claim from those 

connected to the IASB is that enforcement is not the IASB’s concern, despite the fact that 

                                                           
1
 Note that the revision to the Constitution implemented in 2005 added a further objective: “in fulfilling the 

objectives associated with (a) and (b), to take account of, as appropriate, the special needs of small and 
medium-sized entities and emerging economies” 

2
 Daske et al.  (2009) use the term “label adoption” when describing low quality adoption of IFRS. 
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promotion of consistency in applications and enforcement is, in principle, an IASB objective. 

It is far from clear that under such circumstances the benefits predicted to follow from 

harmonization based on IFRS will necessarily follow. We will discuss this issue further below. 

It will also likely be a recurring theme in this conference more generally, and especially in 

Peter Wysocki’s contribution to this Conference. 

2.2 The Objectives of IFRS 

As is made clear in the first of the IASB objectives spelled out in the previous sub-section, 

the IASB’s intention is that IFRS (and IAS) should be relevant to the economic decisions of 

capital market participants and other, unspecified, user groups.  The criteria that should 

determine relevance to users, and who those users are, are not spelled out in the IASB 

Constitution. Until recently the IASB has relied on the Framework for the Preparation and 

Presentation of Financial Statements published by its predecessor the IASC to provide the 

conceptual basis for its standards, including the identification of user needs. However, the 

IASB has made progress recently in revising parts of the Framework in the first steps 

towards defining its own Conceptual Framework to underpin its principles-based approach 

to standard setting. The publication in September 2010 of Chapters 1 and 3 of the 

Conceptual Framework provide a clear indication of the IASBs current perspective on the 

objectives of financial statements and the characteristics that determine the usefulness of 

financial statement information.  

 According to Chapter 1 of the Conceptual Framework, (general purpose) financial 

statements should be oriented towards primary users who include existing and potential 

investors, lenders and other creditors who provide resources to the entity and who do not 

have contractual rights to demand information direct from reporting entities. Contractual 
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rights to demand information depend on the nature of a user’s claim and will dictate 

reliance on general purpose financial statements. For example, a bank has a right to demand 

private information in loan contracting but holders of public bond issues do not. 

Accordingly, the IASB considers investors and creditors who rely on published financial 

statements as the primary users towards whose needs IFRS should be oriented.  

 Chapter 1 of the Conceptual Framework then continues to identify the nature of the 

information that financial statements should contain. Essentially this reduces to information 

on the entity’s economic resources and claims, a stock concept, and changes in those 

economic resources and claims, a flow concept. The IASB maintains that a combination of 

the stock and flow of economic resources and claims will broadly satisfy the varied 

information needs of the range of primary users considered to be the focus of financial 

reporting. Notably, whilst the IASB partly acknowledges the stewardship role of financial 

statements and suggests that in focussing on resource allocation decisions the Conceptual 

Framework captures this role, the term “stewardship” is not used explicitly. The IASB also 

highlights the complementary roles of accrual information and cash flow information in 

helping users to estimate an entity’s future cash flows. But what specific properties of 

financial statements and the numbers they contain are believed to be important?  

 The objectives laid out in the IASB Constitution refer only to general macro-level 

properties that should apply to international accounting standards. There should be a single 

set; and they should be high quality, understandable and enforceable. The financial 

statements that results should be transparent and comparable. The definition of “high 

quality” could be traced to the IASC’s 1989 Framework for the Preparation and Presentation 

of Financial Statements, which was adopted by the IASB in 2001 as its own framework 
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guiding the development of IFRS. The Framework refers to four principal qualitative 

characteristics of financial statements, namely understandability, relevance, reliability and 

comparability. The Chapter 3 of the IASB’s new Conceptual Framework refines the definition 

of desirable qualitative characteristics by defining two fundamental qualitative 

characteristics that financial statements should satisfy to meet user needs, namely (i) 

relevance and (ii) faithful representation. It further defines four “enhancing” qualitative 

characteristics affecting the usefulness of information that is both relevant and faithfully 

represented: (i) comparability, (ii) verifiability, (iii) timeliness and (iv) understandability. We 

will discuss below the extent to which academic research can shed light on whether IFRS has 

enhanced the usefulness of financial statements in relation to these characteristics.  

2.3 The Demand Side of IAS/IFRS 

As noted above, international harmonization of financial reporting was explicitly 

acknowledged as central to the original mandate of the IASC when it was formed in 1973 by 

collaborating national accounting standard setters. However, the IASC was not an initiative 

triggered by the supply side of financial reporting regulation in isolation. On the demand 

side, international audit firms and multinational preparers were also active in promoting the 

IASC as a common financial reporting framework (Whittington, 2005). There was also 

demand for international standards from countries lacking capacity or expertise to set their 

own local standards. In the 1990s, international security regulators formally recognised the 

advantages of international harmonisation of financial reporting for international capital 

markets, culminating in the endorsement of IAS by IOSCO.  

 The European Union is perhaps the most important international organisation to 

emerge as a source of demand for international harmonisation based on IAS. The principles 
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underpinning this demand originate in the objectives of the former European Economic 

Community (EEC). The Treaty of Rome (1957) had defined the objectives of the EEC to 

include the free movement of capital, and this led to attempts to harmonise company law in 

member states using Directives.4 These require national laws to comply with principles and 

criteria stated in the Directives. The initial approach taken by the European Commission to 

harmonise financial reporting across Europe was through the Fourth and Seventh Directives, 

issued in 1978 and 1983 respectively. Although the Commission’s original intention had 

been to develop a comprehensive European accounting system based on the French ‘plan 

comptable’, the expansion of the EEC to include UK, Ireland and Denmark made consensus 

impossible (Roberts et al., 1996). Thus the Directives focused on providing broad guidelines 

on the content and form of accounts, audit requirements, and accounting measurement 

principles, and allowed various options reflecting the diversity of practice across Europe at 

the time in order to achieve agreement across member states (Thorell and Whittington, 

1994).5  The result was that the Directives were largely ineffective in promoting any 

significant convergence of financial reporting practices across Europe. Member states 

tended to retain their own national GAAP systems. For example, the UK retained its own 

Accounting Standards Committee (subsequently renamed the Accounting Standards Board) 

to promulgate accounting standards to be used by UK companies. The European 

Commission seriously considered proposals to establish an EU accounting standard-setter to 

supersede national standard-setters, but this proposal met with strong objections, partly 

because it was seen as a possible obstacle to wider international harmonisation.  

                                                           
4 The EEC objectives also included the free movement of persons, and goods and services.  
5
 For example, the Seventh Directive on Group Accounts provides options in the treatment of the definition of 

a subsidiary; exemptions from consolidations for parents that are not limited companies; exemptions where 
the ultimate parent is a non-EU company; exemptions for financial holding companies; the use of different 
valuation methods across the group; the use of proportional consolidation and; the immediate write-off of 
goodwill to reserves. See Roberts et al. (1996). 
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 Rather than seeking to develop EU-specific accounting standards, in 2002 the 

European Commission finally decided to adopt International Accounting Standards. This 

followed the emphasis placed in the Lisbon European Council Conclusions (2000) on 

creating a single financial market to contribute to EU growth and employment 

opportunities.6  In turn, deep, liquid securities markets were viewed as being beneficial to 

both issuers and investors (EC, 2000, para.1), although the economic mechanisms leading to 

benefits were not articulated. Comparability of financial statements through common 

reporting standards was considered by the Commission to be a priority in achieving the aim 

of the single financial market. Further, the reporting standards should be transparent, fully 

understood, properly audited and effectively enforced (EC, 2000, para.2).  The Commission 

also defines qualities of financial reporting information that it regards as important, 

including relevance, timeliness, reliability and comparability (EC, 2000, para.8). Article 3.2 of 

Regulation 1606/2002, the EC instrument that mandates IAS/IFRS in the EU, reiterates that 

financial information needed for making economic decisions and assessing the stewardship 

of management should satisfy the criteria of understandability, relevance, reliability and 

comparability. The Commission’s perspective on financial reporting quality is clearly closely 

associated with the principles underlying the IASB agenda. As we have seen above, the IASB 

identifies three of the four characteristics as fundamental (relevance) or enhancing 

(timeliness and comparability) qualitative characteristics in its Conceptual Framework, 

although it now prefers to refer to the concept of faithful representation to capture ideas 

traditionally associated with reliability.  

                                                           
6 Pre-dating the Lisbon Conclusions, the Financial Services Action Plan and the Commission’s Communications 

on Financial Services and Risk Capital had both called for the development of deep and liquid European capital 
markets to benefit both issuers and investors. 
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 Given the objectives for financial statements that it had defined, it is no surprise that 

the Commission recommended adoption of IAS. This solution had the advantages of 

achieving harmonisation within Europe as part of a broader initiative towards international 

harmonisation, but in a way that did not involve adopting US GAAP. EU listed companies 

were increasingly adopting US GAAP by the late 1990s on a voluntary basis, and while this 

provided the most credible alternative to IAS as a way of achieving international 

standardisation, political objections to further harmonisation of the regulatory framework 

for accounting in Europe on the basis of US GAAP were almost inevitable.  However, in its 

justification for proposing adoption of IAS, the European Commission argued that IAS is 

preferable primarily because it is oriented towards the needs of international business and 

is not tailored to the US business environment, like US GAAP. It further argued that 

implementation of IAS would be less costly than US GAAP, essentially because of the 

voluminous rules-based content of US GAAP. By adopting IAS/IFRS for financial reporting by 

companies with securities listed on EU-regulated markets, the Commission considerably 

enhanced the international credibility of the IASB project.  

 While the original intention was to harmonise financial reporting for all companies, 

the EU decision to require only listed companies to report under IFRS explicitly recognises 

that such companies are most heavily dependent on general purpose financial reporting 

quality because they raise capital from public markets. In contrast, privately held companies 

can more easily inform investors via private communication channels, where the financing 

relationships that involve private equity investors and bank lenders can be structured as 

private contracts specifying information disclosure and performance obligations aimed at 

protecting such investors and creditors. Therefore, the European Commission’s ultimate 

objectives for the IFRS project appear to have been market outcomes. The justification (or 
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at least some of the rhetoric) surrounding the proposals for harmonisation based on IFRS 

referred to economic growth and employment opportunities, and therefore it seems that 

there was a belief that accounting harmonisation would have favourable consequences for 

product and labour markets. However, it is evident that the main focus in the case for IFRS-

based harmonisation has centred on potential beneficial capital market consequences.   

 While positive capital market consequences may have been hoped for at the time, 

the Commission’s Strategy document (EC, 2000) was remarkably imprecise about the 

potential benefits, restricting itself to quite vague predictions that harmonisation of 

financial reporting would assist the development of deep and liquid European capital 

markets that would benefit both issuers and investors, without specifying how these 

benefits would accrue (EC, 2000, para.1). It went on to argue that periodic financial 

reporting can “...ensure transparency, provide safeguards for investors and contribute to 

the overall stability of markets” (EC, 2000, para.3). Regulation 1606/2002 goes a little 

further, justifying itself as promoting the efficient and cost-effective functioning of the 

capital market, the protection of investors and the maintenance of confidence in the 

financial markets (EC, 2000, para.4). Regulation 1606/2002 also claims that it will reinforce 

the freedom of movement of capital in the internal market and helps to enable European 

companies to compete on an equal footing for financial resources available in European 

capital markets, as well as in world capital markets (paras.4, 5).  

 It is interesting nevertheless that the official EC documents promoting the adoption 

of IAS/IFRS were quite careful to avoid claiming that IFRS introduction would, de facto, lead 

to a reduction in the cost of capital. However, European Commissioner McCreevy 

responsible for the Internal Market and Services (2004-2010) did venture to state in 2005:  
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“As users become more familiar and confident with IFRS, the cost of capital for 

companies using IFRS should fall. It should lead to more efficient capital allocation 

and greater cross-border investment, thereby promoting growth and employment in 

Europe.”  (McCreevy, 2005, emphasis added) 

Chairman of the IASB, Sir David Tweedie, is also quoted as saying in 2005: "It (IFRS adoption) 

will save companies a huge amount of cash because it is going to reduce the cost of capital, 

and that makes it much easier to invest ... It will reduce many of the risk pressures that stop 

a lot of investment".7 This belief is now explicitly captured in the IASB’s emerging 

Conceptual Framework. In providing relevant and faithfully representative financial 

information to users, the IASB states that IFRS will “...help users to make decisions with 

more confidence. This results in more efficient functioning of capital markets and a lower 

cost of capital for the economy as a whole” (IASB, 2010, QC37). This is a bold claim for many 

reasons, but especially because it neglects the issue of the quality of enforcement. 

3.  The Implementation Framework 

3.1 Endorsement of IFRS 

Regulation 1606/2002 not only mandates financial reporting under IFRS for European listed 

firms, it also lays out the regulatory framework within which IFRS are to be endorsed and 

enforced. It does not unconditionally require the specific application of ‘IAS/IFRS’, but rather 

that ‘international standards’ will only be endorsed for adoption if they are judged by the 

European Commission to meet certain required criteria defining their technical quality. 

Regulation 1606/2002 requires the formation of a technical committee to provide advice 

                                                           
7
 See Finance Director Europe, 1 September 2005 
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prior to such endorsement, a role that is fulfilled by the European Financial Reporting 

Advisory Group (EFRAG). Its formal role is to provide advice to the Commission on all issues 

relating to the application of IFRS in the EU. EFRAG itself operates through a Technical 

Expert Group comprising eleven voting members, and various working groups examining 

different areas relevant to financial reporting policy debate. EFRAG has an important role in 

commenting on IASB policy papers and exposure drafts and EFRAG representatives also 

attend IASB Working Group meetings as observers.   

 The European Commission also consults with the member states of the EU prior to 

endorsing international standards. This political-level consultation occurs through the 

Accounting Regulatory Committee (ARC). EFRAG also participates in ARC meetings in the 

role of official adviser. The role of the ARC is to provide opinion on Commission proposals to 

adopt and endorse international standards and amendments to standards as they become 

available from the IASB. The area of Figure 1 above and to the left of the wavy green line 

attempts to summarise diagrammatically the main bodies involved in the international 

standards endorsement process within the EU.  

3.2 Enforcement 

The area of Figure 1 to the right and below the wavy green line seeks to summarise the 

enforcement side of the European IFRS experiment. The enforcement regime is an 

important, and often seriously neglected, aspect of the experiment. The need for an 

effective enforcement infrastructure is explicitly recognised as important in the 

Commission’s Strategy document of 2000, which states that enforcement necessitates clear 

accounting standards, timely interpretations and implementation guidance, statutory audit, 

monitoring by supervisors and effective sanctions. With regards to the supervisory role and 
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effective sanctions, the Commission’s stance has consistently been to delegate the 

enforcement process to domestic securities market regulators.  

 Regulation 1606/2002 charges the Committee of European Securities Regulators 

(CESR) with the task of developing a common approach to enforcement (para.16). The 

expectation was that CESR would establish a uniform system of monitoring (Whittington, 

2005). However, under Article 10 of the Treaty of Rome, the legal responsibility for 

enforcement rests with National Regulators working within the framework established by 

CESR. This framework is founded on two Standards defining the criteria thought necessary 

to ensure effective enforcement of compliance with IFRS. CESR’s “Standard No. 1 on 

Financial Information: Enforcement of Standards on Financial Information in Europe” 

establishes the minimum criteria that each member state should satisfy in order to meet the 

obligation to ensure effective enforcement mechanisms. For example, enforcement reviews 

should be carried out by independent and competent authorities or other bodies, and 

should be based on cases selected by a combination of risk-based assessment and a rotation 

or sampling approach. When material non-compliance or misstatements are uncovered, 

enforcers are required to take appropriate actions in a timely and consistent fashion. In 

practice, differences in national laws have led to a variety of definition of “appropriate 

actions”. For example, some member states such as Germany and Denmark follow a “name 

and shame” approach aimed at creating incentives for firms to comply to avoid capital 

market consequences from adverse publicity, whereas other member states are apparently 

prevented from following such a strategy due to privacy and other laws. The consistency 

and speed of adoption of the principles in CESR Standard 1 by different EU member states 

appears to have been mixed (Brown and Tarca, 2005; CESR, 2007).  
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 CESR’s “Standard No. 2 on Financial Information: Coordination of Enforcement 

Activities” establishes a database of enforcement cases and decisions, and a bi-monthly 

forum for dialogue between National Enforcers – the European Enforcers Coordination 

Sessions (EECS).  CESR periodically publishes anonymised extracts from the database, but 

the database is neither comprehensive, because cases are added on a discretionary basis 

when they contain new insights, nor are the contents of the database publicly available. 

CESR itself reports that only 9 of the 29 member states fully comply with the principles in 

Standard No.2 (CESR, 2009a). It is an empirical matter whether or not different National 

Enforcers are equally effective in practice, even in the presence of a uniform enforcement 

framework. However, in light of the incomplete adoption of the enforcement framework 

established by CESR, it would be no great surprise to find evidence of lack of uniformity 

across Europe in compliance with IFRS. If this were to be the case, the predicted benefits 

associated with IFRS adoption might also be slow in being realised (Ball, 2006).   

4.  The Potential Contribution of Academic Research  

4.1  The Need for Research 

Regulators do not have the luxury of being able to conduct controlled and realistic 

experiments that allow regulation to be honed and refined before it is implemented. It can 

be argued that regulators were influenced by the perceived relative success of Anglo-

American capital markets in developing arguments for IFRS-based financial reporting 

harmonisation. However, the extension of the Anglo-American financial reporting model to 

continental Europe was indeed experimental and is based on a number of important “leaps 

of faith” that have been made by both the accounting regulators (the IASC and the IASB) 

and by EU policy makers. In particular, the IASC and IASB have based their accounting 
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standards on assumed user (investor) information needs plus other sources of information 

on what constitutes high quality information, such as feedback from preparers and users as 

well as some extant academic research. Similarly the EU has assumed that the body of 

IAS/IFRS standards it adopted meets user decision needs. More importantly, the EU has 

placed considerable trust in the ability of the primary system of devolved enforcement to 

deliver uniformly consistent high quality financial reporting. Generally, the key players in the 

regulatory framework have been forced to speculate on the regulatory system, and perhaps 

ex post will discover mistakes that can be corrected. 

 Academic research can inform and provide feedback into a dynamic regulatory 

process in several ways. First, theoretical analysis can help clarify the links between financial 

reporting information and capital market outcomes, and perhaps other economic and social 

outcomes. For example, by what mechanisms might the introduction of an IFRS-based 

financial reporting system reduce the cost of capital for firms? Second, empirical research 

based on the actual experience of the markets in using IFRS-based financial statements can 

assess the impact of the accounting regime change on the quality of financial reporting and 

on market outcomes. To the extent that outcomes vary by country or across firms, research 

can also provide insights into the important factors that influence outcomes. Such insights 

are potentially important for regulators in countries preparing to change their financial 

reporting regime, and for regulators in Europe and elsewhere considering ways of improving 

the implementation of IFRS. In short, research is capable of providing insights that will be 

useful in assessing the successes and failures, and the costs and benefits of IFRS adoption. 

Such insights should be taken into account by policy makers interested in improving the 

information environment of financial markets in Europe and elsewhere. 

4.2  The potential scope of relevant empirical research 
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Academic researchers have available a range of empirical research methodologies, including 

qualitative methods such as case studies and survey-based research directly documenting 

user or preparer opinions; and quantitative, econometric research based on archival 

databases containing information on market outcome variables, e.g. market values, stock 

returns, liquidity proxies, and financial statement information. In this paper we limit our 

focus to the second class of research, i.e. archival analysis. This should not be interpreted as 

suggesting that qualitative research methods cannot contribute to the discussion. Clearly 

they can and several studies provide useful and important early insights into user and 

preparer opinions on the IFRS experiment. 

 As we discuss later, theory suggests that the relations between market outcomes, 

accounting outcomes and the financial reporting regime are potentially complex. We focus 

on research aimed at uncovering deeper insights into these relations, which necessitates 

multivariate econometric analysis of the data based on archival data. Examples of research 

themes that might be addressed using this general research methodology and which could 

contribute to an understanding of the successes or failures of the EU’s IFRS experiment 

include: 

A. Studies of compliance and enforcement 

Accounting regulation is not always effective. Compliance with the intended substance of 

regulations such as IFRS is an outcome that will vary both within and across countries 

depending on incentives and demand. Examples of possible research questions that focus 

on compliance and enforcement include how economic and political factors shape IFRS 

financial reporting rules; how IFRS compliance and enforcement varies across countries; 

which factors explain compliance/enforcement differences; why some firms voluntarily 
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adopt IFRS before they were mandated; whether private firms voluntarily adopt IFRS, and if 

so why?; and whether audit quality differs across Europe, and if so why? 

B. Comparative analysis of IFRS-related accounting quality changes 

Such research can aim to produce scientific assessment that quantifies and enhances 

understanding of the impact of the switch to IFRS on dimensions of accounting quality 

related to regulator, policy and user objectives for financial reporting. For example, research 

could address how accounting quality has changed after IFRS implementation; whether 

changes in levels of accounting quality are related to country-level legal, institutional, or 

governance factors; and whether accounting quality differs between private and public 

firms, and if so why?  

C. Economic consequences of IFRS adoption 

Research on economic consequences recognises that financial reporting is not neutral. This, 

of course, is a central presumption of the EU policy initiative. Financial reporting has real 

economic consequences in various areas of business activity. Examples of research 

questions on economic consequences could include whether the relevance of accounting 

numbers to the valuation decision is higher after IFRS adoption; whether IFRS adoption led 

to reductions in the cost of debt and equity capital; how investment analysts have 

accommodated IFRS in their decision-making processes; whether IFRS adoption has led to 

changes in corporate financing patterns; whether IFRS introduction been associated with 

firms going private,  delisting, changing domicile or taking other steps to avoid the higher 

transparency associated with IFRS; whether IFRS adoption is associated with changes in 

corporate decisions linked to controversial accounting issues such as financial risk hedging, 

defined benefit pension plans, asset leases, and share option-based compensation; whether 
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the pattern of share ownership in listed firms has changed; whether IFRS implementation 

has affected business structures, e.g. mergers and acquisitions, business segments, joint 

ventures; and how national governments have reconciled tax accounting with IFRS. 

4.3 Challenges facing empirical researchers  

In this section we consider some of the challenges facing academic researchers in 

contributing towards an evaluation of the first five years’ experience of the European IFRS 

experiment.  

4.3.1 Measuring relevant outcomes 

The broad qualitative characteristics or financial statements that standard setters (the IASB) 

and market regulators (the EU) have defined for the IFRS project in Europe are outlined 

above.  The first challenge for researchers is to map the broad objectives and financial 

reporting qualitative characteristics onto measurable outcomes that can be analysed by the 

research. Financial statements are not like food products: they do not come with analysis of 

how the product “scores” according to various dimensions considered important by 

regulators. While we can see the fat, carbohydrate, protein, vitamin content and so on for 

the packaged food we purchase, users and researchers cannot look up at the back of annual 

reports how the financial statements score on things that are believed to be good for users, 

e.g. relevance, faithful representation, comparability, verifiability, timeliness and 

understandability.    

 The job of investment analysts is to interpret the data contained in financial 

statements at the level of the individual firm, probably in the context of similar firms in the 

same industry or sector. Part of the job of analysts is to understand the context of individual 

firms’ financial statements in order to draw inferences from the data. Effectively, analysts 
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often try to understand what the ingredients label attached to the financial statements of 

individual firms would say, if it existed.  In contrast academic researchers attempt to 

establish general patterns of financial statement qualities. Extending the analogy, academic 

researchers are more interested in studying the average quality of the diet in a country or 

region, rather than what any specific individuals eat or drink.   

 Academic accounting research has a long history of empirically examining various 

aspects of the usefulness of accounting numbers. Research can broadly be classified in two 

categories: (i) research that examines properties of accounting numbers that arguably are 

associated with decision usefulness; and (ii) research that examines proxies for decision 

usefulness based on observable decision outcomes.  

 Research in category (i) has focused on various properties believed to be useful in 

different decision contexts, including earnings persistence, earnings predictability, earnings 

timeliness, asymmetric persistence and asymmetric timeliness (also referred to as timely 

loss recognition or conditional conservatism). These properties are predicted to be useful to 

decision makers in different decision settings, but they are not necessarily mutually 

consistent with the IASB’s conceptual emphasis on usefulness for resource allocation 

decisions. For example, asymmetric persistence and asymmetric timeliness are most closely 

associated with contracting or stewardship demands for useful, incentive compatible 

performance measurement (see, Basu, 1997; Watts, 2003) rather than with the information 

need of those who rely on general purpose financial statements to inform their investment 

decisions. Other studies examine accounting numbers for evidence of managerial 

manipulation, for example by considering accruals quality, the incidence of small gains 

versus small losses as a proxy for earnings management, the incidence of accounting fraud, 
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and SEC enforcement actions. These studies typically shed light as much on the incentives 

facing managers to exploit or abuse discretion in GAAP as on the properties of GAAP per se. 

 Research in category (ii) has examined criteria related to various market outcomes, 

including the ability of the accounting number(s) to explain market values or stock returns 

(valuation relevance), the relations between accounting numbers and the estimated costs of 

equity or debt capital, as well as the links between directly observable market outcomes 

(such as bid-ask spreads) that in turn are conjectured to affect the efficiency of market 

resource allocation decisions. Researchers also study properties of other user decision 

outcomes such as analyst forecasts and recommendations, institutional investment, 

investment by individuals, and credit ratings. They have also studied decisions on which 

financial reporting outcomes are expected to depend and therefore where the accounting is 

expected to affect stakeholder outcomes. An example of studies in this latter category 

include the association of changes to defined benefits pension plans with changes in 

pension accounting recognition requirements. 

 The outcomes that researchers focus upon are, by definition, those outcomes that 

can be observed based on available data. Generally they map only incompletely onto the 

users and their decision needs, and the desirable qualitative characteristics of financial 

statements identified by the IASB and the EU. For example, arguably it is impossible to 

measure representational faithfulness at the firm level, and therefore we cannot test 

questions such as whether the representational faithfulness of financial statements in a 

country is higher after IFRS adoption than before. Faced with this dilemma, the research 

might have to choose to focus on a proxy outcome variable that is associated with lack of 

representational faithfulness. For example, it may be conjectured that changes in the 

incidence of accounting fraud are informative about changes in representational 
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faithfulness, assuming that other determinants of accounting fraud and its detection are 

held constant or controlled for adequately.  

4.3.2  The identification problem 

Accounting researchers face certain problems in common with policy makers. They cannot 

conduct controlled experiments where the only factor changed is the financial reporting 

regime.8 Rather, researchers have available blocks of data for countries that have adopted 

IFRS at some point in the database’s memory (the “treatment” sample), and for other 

countries that have never adopted IFRS but have reported under a non-IFRS (e.g. US GAAP) 

regime (the “benchmark” sample). Capital market outcomes such as market liquidity, 

turnover, ownership, estimated cost of equity, cost of debt, security issuance etc., can be 

observed for both treatment and benchmark samples in both the pre-IFRS adoption period 

and the post-IFRS adoption period. The challenge for empirical researchers is to attribute 

any observable changes in market outcomes for the treatment sample to the introduction of 

IFRS. Figure 2 illustrates the experimental setup. 

 A major problem facing the researcher is that the experiment does not hold other 

potentially relevant factors constant. This simply demonstrating that there are differences in 

market outcomes for the treatment sample between the pre- and post-IFRS periods does 

not provide convincing evidence on the presence or absence of an IFRS effect. Since other 

factors determining market outcomes can vary over time, any result is possible. In terms of 

changes in market outcomes, it could appear that IFRS adoption is associated with positive, 

zero or negative market outcome effects on average. For example, studies of market 

liquidity will almost certainly find that common measures of stock-level liquidity (e.g. bid-

                                                           
8
 This ignores the possibility of conducting “laboratory” experiments based on simulated market environments. 

Such experiments, while potentially insightful about aspects of human decision making, are severely limited in 
their ability to capture the complexity of real financial markets comprising multiple interacting economic and 
legal institutions. 
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ask spreads or trading volume) are on average lower in the post-IFRS periods spanning the 

2007-2009 liquidity crisis and credit crunch periods than in the comparatively benign pre-

IFRS periods spanning 2003-2004. But this would not mean that IFRS caused an adverse 

change in liquidity. The problem is that by examining only the treatment sample we do not 

know what would have happened in the IFRS-adopting region had firms not adopted IFRS. 

When IFRS are mandated, all firms must adopt IFRS and we can never know the capital 

market outcomes for firms in the same time period in the same countries had IFRS not been 

implemented. Similar concerns exist even if changes in market outcomes are observed that 

are consistent with IFRS improving the information environment. Unless we can rule out 

changes in other important determinants of the market outcome, it is difficult to 

convincingly attribute the observed effect to the introduction of IFRS-based reporting. 

 On the other hand, when IFRS adoption is voluntary there is a different problem – it 

is likely that firms that voluntarily adopt IFRS are different in some important ways from 

firms that do not voluntarily adopt IFRS. If the characteristics on which voluntarily adopting 

firms differ are correlated with market outcomes in some way, then again incorrect 

inferences about the effects of IFRS might be reached because of a potential selection bias 

problem. For example, firms that cross-list have often adopted IFRS (or US GAAP) and the 

two events frequently coincide. If liquidity changes occur around these two coincident 

events, it is difficult to establish whether the change in liquidity is due to cross-listing or to 

the change in financial reporting regime. 

 These problems are examples of what is known in econometrics as the identification 

problem. How do we know that a statistical outcome consistent with theoretical predictions 

is indeed driven by the causal factor under investigation (i.e. the accounting regime) and not 

by another un-modelled causal factor (e.g. general changes in market liquidity caused by 
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economic crisis)? How can the design of the researcher’s experiment test for an IFRS-related 

effect? Figure 2 illustrates the problem.  

 Suppose that an outcome variable of interest is monitored over time for a panel of 

firms in IFRS adopting countries (the IFRS sample). For example, the outcome variable might 

be the estimated cost of equity capital. If IFRS adoption on average has a beneficial impact 

then we would see a reduction in the average estimated cost of capital coinciding with, or 

possibly following, IFRS adoption. The researcher could measure the average value of the 

cost of equity before and after IFRS adoption and test whether the difference between the 

mean cost of equity in the two sub-periods, the value a in Figure 2, is significantly different 

from zero. This test could be conducted within a statistical regression framework to allow 

the researcher to control for changes in firm-level determinants of the cost of equity that 

occur over time. In this case the coefficient on an indicator variable capturing whether 

financial reporting is under IFRS or not reflects changes in the conditional mean of the cost 

of equity. 

 Considering how outcome variables change over time for a sample of IFRS firms can 

be informative as long as the researcher can be confident that changes in other 

determinants of the outcome variable are taken into account. To some extent, firm-level 

determinants of outcome variables are controlled for if they do not change – the presence 

of the firm in the pre-IFRS period means that the firm acts as its own control. But in practice 

researchers are dealing with outcomes that are the result of complex interactions between 

firm characteristics and country institutional features, some of which cannot even be 

observed, or perhaps are not even fully understood. Therefore, the likelihood is that there 

are changes in unmodelled factors that could account for at least some of the observed 

changes in outcomes, creating doubt that observed outcome changes can safely be 
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attributed to the introduction of IFRS. If we want to rebut the argument that an observed 

change could have happened anyway, independent of whether IFRS were introduced, we 

need to find a more convincing research design that reduces the possibility that other 

factors are responsible for changes in outcomes. We note, in passing, that while elimination 

of this ambiguity is a considerable challenge to researchers, the existence of this ambiguity 

works in the favour of policy makers who might be able to claim credit for outcomes that 

would have occurred anyway!  

 The most common research design employed to address this type of identification 

problem is to exploit information in a benchmark sample data, e.g. firms that are known not 

to have changed their financial reporting regime. To the extent that the un-modelled causal 

factors affect firms in both the treatment sample and the benchmark sample similarly, we 

can model the accounting regime change effect in the treatment sample market outcome 

directly, after controlling for common effects in the market outcome affecting both 

treatment and benchmark samples. In terms of Figure 2, this is equivalent to testing 

whether the change for the IFRS sample, a, is statistically greater than the change for the 

benchmark sample, b. This approach is often referred to as a difference-in-differences 

research design. Again, the test can be conducted in a regression framework where other 

determinants are controlled for as right hand side variables. 

 The difference-in-differences design does not eliminate entirely the uncertainty 

associated with attributing an observed effect in the market outcome to the accounting 

regime change. To the extent that other causal factors may change in the treatment sample 

countries and not in the benchmark sample countries, it is possible that market outcomes 

could be incorrectly attributed to the financial reporting change. Similarly, to the extent that 

other causal factors change in the benchmark sample countries and not in the treatment 
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sample countries, incorrect attribution of effects to the financial reporting change is still 

possible. As pointed out by Leuz and Wysocki (2009), many institutional changes occurred in 

securities markets around the period of IFRS introduction in Europe, and some could have 

affected the market outcomes that researchers study. For example, the Markets in Financial 

Instruments Directive was introduced in 2007. Its objective is to enhance market liquidity 

and the quality of trade execution in European securities markets and therefore could 

represent an alternative institutional factor that triggers predicted market outcomes. The 

challenge to researchers is therefore to find ways of more directly associating market 

outcomes with financial reporting, for example by developing evidence showing that market 

outcomes are stronger for benchmark firms where the financial reporting regime change 

has had most impact, or where general purpose financial reports are more important to 

market participants. 

4.3.3 Systematic effects or conditional effects? 

As mentioned above, regulators have expressed the view that harmonisation of financial 

reporting based on IFRS will lead to a reduction of the cost of capital, and hence to wider 

positive economic effects. If interpreted literally as predicting that the cost of capital will fall 

for all firms in a country or region, the claims cited by regulators are simplistic at best. As 

discussed in more detail below, there are good reasons to predict that benefits will only 

follow if implementation and enforcement are high quality. To be fair to regulators, 

elsewhere they have acknowledged the importance of an effective enforcement framework. 

Therefore, in analysing the data for evidence of IFRS effects, researchers need to find valid 

ways of adequately characterising the financial reporting environments within which firms 

operate. However, this is potentially a complex task. 
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 Figure 2 illustrates one way of thinking about the dependence of financial reporting 

quality on legal, economic and social aspects of the financial reporting environment. It 

reflects the view that financial reporting outcomes depend not only the financial reporting 

standards in place, but also on the incentives and constraints facing preparers to comply 

with those standards, and the effectiveness of the external enforcement framework 

overseeing financial reporting outcomes. The incentives for preparers to produce high 

quality financial statements within the framework provided by the GAAP regime, and the 

constraints that are placed on them, will generally depend on both firm-level corporate 

governance arrangements and on the country-level enforcement framework to which a firm 

is subject. The balance in the importance of firm-level and country-level incentives and 

constraints can be expected to vary. Where the country-level enforcement framework is 

weak, firm-level governance mechanisms can be expected to have potentially large effects 

on preparers’ incentives to comply. In contrast, where the country level-enforcement 

framework is strong, firm-level governance mechanisms can be expected to be less 

important and intra-country variation in compliance should be lower. In this context, 

Wysocki (2011) analyses the role of the regulatory framework in shaping financial reporting 

practice in much greater detail. 

 Researchers face challenges in modelling compliance incentives. The first difficulty is 

that high quality firm-level governance data is not available for comprehensive samples of 

international firms. To date, most research has focussed on the role of country-level 

incentives originating in enforcement frameworks. Here again there are data availability 

constraints. We do not have measures of the effectiveness of enforcement mechanisms in 

different countries. Conceptually we would want to know the likelihood that a specific type 

of misstatement or compliance violation would be identified and a correction required by 
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each National Enforcer. However, the data available to researchers makes it impossible to 

evaluate the quality of the work done by enforcement agencies in different countries. Even 

the better developed enforcement infrastructures such the UK’s Financial Reporting Review 

Panel are quite opaque, relative to the US Securities and Exchange Commission, in the 

information they provide about enforcement activities and specific actions brought against 

companies.9   

 In the absence of clear measures of the quality of national financial reporting 

enforcement frameworks, financial statement users and researchers face similar problems. 

Should they assume that enforcement quality is uniform, or should they assume that 

enforcement differences predicted from observable proxies are believed to contain 

information about cross-country variation in the quality of the enforcement effort? 

Researchers have so far elected to follow the latter approach to model cross-country 

enforcement differences. To the extent that market outcomes appear to depend on 

estimated enforcement framework differences, it also appears that the markets do not 

assume that enforcement is uniform (even if it really is uniform!).  Researchers have 

employed various proxies for the quality of the information environment, investor 

protection and the legal system as proxies for enforcement quality. For example, Daske et 

al. (2008) allow the impact of mandatory IFRS to depend on Rule of Law as measured by 

                                                           
9
 Prior to 2007 the FRRP published press notices and summarised in its annual report any rulings indicating 

that a review had revealed defective financial statements or disclosures. However, in recent years the practice 
of “naming and shaming” through public disclosure of adverse rulings has been revised. Now only in extreme 
cases where companies are required to restate their accounts because they are not compliant with the legal 
requirements of the Companies Act are press notices released. There have been just four such notices since 
2007. Where companies are asked or encouraged to make prior year corrections following a Panel enquiry, the 
Panel sometimes asks for a reference in the note explaining the correction and mentioning the discussions 
with the FRRP. As a result of the less consistent issuance of press notices in recent years, the influence of the 
FRRP on UK financial reporting is now less transparent, at least to the researchers. Even before 2007 
researchers were handicapped in being unable to identify the full set of firms that were subject to FRRP 
investigations, from which the set of known adverse rulings were drawn. See, for example, Peasnell et al 
(2002). 
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Kaufmann et al. (2008) and the Aggregate Earnings Management index of Leuz et al. (2003). 

Florou and Pope (2010) also employ the Control of Corruption index as defined by Kaufmann 

et al. (2008) as a further proxy variable for the quality of the compliance framework. To the 

extent that selected proxies do not fully capture the real differences in enforcement across 

countries, studies will underestimate the effects that IFRS adoption can have on outcome 

variables in a supportive institutional environment with strong enforcement.  

4.3.4 Financial reporting differences and the potential impact of regime change 

When conducting analysis of the impact of financial reporting regime change, researchers 

are often interested in establishing whether changes in accounting or market outcomes are 

more likely to occur where the differences between local GAAP and IFRS are large. 

Intuitively, if the local GAAP that IFRS replace are close to IFRS then we might not expect 

major IFRS-related effects on outcome variables of interest. One way of designing the 

research to allow for GAAP differences is to allow estimated IFRS effects to vary with 

measures of GAAP difference or distance.  

 The currently available research on GAAP differences is restricted to two main 

papers, namely Bae et al. (2008) and Ding et al. (2007). Bae et al. (2008) examine a set of 21 

accounting items that have been the subject of prior research.10 Based on the PWC Survey 

they document for each country whether a prescribed treatment is absent from local GAAP 

(Absence) and whether, when it exists, the local GAAP treatment differs from IAS/IFRS 

(Difference). Their overall measure of GAAP difference is a composite of Absence and 

Difference scores for each country obtained by pair-wise comparisons with all other 

                                                           
10

 They also consider a broader set of accounting items that involves less subjectivity in the choice of items 
included in the estimation of GAAP differences; the measures they derive are similar under both approaches. 
Another approach can be found in Qu and Zhang (2010), who explore the use of fuzzy clustering analysis based 
on a broad set of accounting items to characterise the degree of convergence between national (Chinese) 
GAAP and IFRS.  
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countries in the sample. In contrast, the Ding et al. (2007) Divergence measure is developed 

using the same data source as Bae et al. (2008) but is based on differences in rules between 

domestic GAAP and IFRS over 111 accounting items. Examples of different classifications 

include Ireland and the UK, which score 11.7 (the highest) and 11.4 (the second highest) 

respectively under the Divergence measure; yet, they receive a score of -3.3 and -3.4 

respectively (both among the lowest) under the Bae et al. (2008) Difference measure. Part 

of the dilemma here is how to weight differences over a large set of accounting treatments 

when some countries do not have local standards in respect of many accounting items (i.e. 

Absence is high) while other countries such as the UK do have broad coverage in local 

standards (i.e. Absence is low) but there are numerous, but often small, differences 

between these local standards and IFRS. Overall, the rank correlation between the Bae et al. 

(2008) Difference measure and the Ding et al. (2007) Divergence measure is 0.38, indicating 

a very different classification of countries under the two measures.  

4.3.5 Evaluating the quality of compliance 

The degree of compliance with IFRS depends on preparers’ incentives, which in part depend 

on the quality of enforcement. However, since IFRS are principles-based standards, whether 

specific accounting treatments are appropriate may depend on detailed circumstances 

surrounding transactions and assumptions and judgements made by preparers, many of 

which are often not publicly available. Thus auditors and National Enforcers, having access 

to private information, might reach different conclusions on appropriate accounting 

treatments in cases which appear similar based on public information. This lack of complete 

information limits the ability of researchers to conduct conclusive assessment of compliance 

quality. Nevertheless, researchers are able to document abnormal accounting policy choices 
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that are apparently inconsistent with IFRS. They are also able to identify non-compliance 

with disclosure requirements where there is clear evidence of activity that would be 

expected to generate disclosure under IFRS.11  

5. What does INTACCT research tell us about the European IFRS experiment?  

This section introduces some of the main insights contributed by mainly empirical research 

emerging from the INTACCT research network. Our intention here is to “set the scene”, 

based on quite recent research from the INTACCT research programme. Brown (2011), 

Sunder (2011) and Wysocki (2011) will expand on several of the research themes we 

mention and broaden the discussion to the wider academic research literature. Several of 

the papers that we mention here will be discussed in more detail at the INTACCT 

Symposium that follows this Conference. We concentrate on selected INTACCT empirical 

research relating to the first three main research themes described above.12 

5.1 Studies of compliance and enforcement 

Early evidence on the quality of first-time implementation and degree of compliance with 

IFRS in Europe in the period immediately after 2005 presents a fairly optimistic picture. For 

example, ICAEW (2007) documents a high level of self-reported compliance with IFRS. Only 

two companies in a sample of 200 companies disclosed lack of full compliance with IFRS, 

with clean audit reports supporting the claim of compliance by the other 198 companies. 

CESR (2007), based on the views of European enforcer bodies, also presents a fairly 

optimistic evaluation of the first year IFRS implementation effort, although it does identify 

                                                           
11

 Private sector analysis such as Company Reporting also document evidence on apparent non-compliance 
based on public information on a case-by-case basis. 
12

 Given space constraints, the discussion is far from a comprehensive review of INTACCT research output. 
Further information on published INTACCT research and working papers can be found at www.intacct-
research.org.  

http://www.intacct-research.org/
http://www.intacct-research.org/
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several technical accounting areas where significant implementation problems were 

encountered, as well as the need to further develop enforcement mechanisms in several 

countries. In subsequent reviews, CESR has identified some causes for concern about the 

degree of compliance with certain aspects of IFRS, especially in relation to financial 

instruments accounting and disclosure by financial institutions (CESR, 2009b). Recently in its 

first annual report, CESR (2010) also reports a significant increase in enforcement actions of 

various types across Europe, with approximately 900 actions being taken in 2009. 

Unfortunately, CESR does not identify the distribution of such actions across countries, and 

therefore we have no way of knowing how uniform regulatory scrutiny really is across 

Europe. Overall, the evidence to date suggests that IFRS compliance is far from perfect.  

 Against this background of compliance and enforcement review by regulators, 

INTACCT researchers have examined a number of specific areas of IFRS enforcement, 

especially related to first time adoption and the problematic cases of fair value accounting, 

accounting for financial instruments and accounting by financial institutions. Goh et al. 

(2010) document considerable variation in compliance with disclosure requirements on 

executive stock options under IFRS 2 in a sample of French firms. In particular, they focus on 

required disclosures of assumptions made in model-based option valuations. They find that 

the quality of disclosures increases with analyst following, the importance of stock options 

in CEO compensation, US and UK institutional ownership, board size and the use of English 

in financial statements, and decreases with CEO stock ownership.  The overall level of 

disclosure quality is associated with factors relating to the benefits of disclosure, and 

decreases when the benefits to public disclosure are likely to be lower, e.g. when large 

ownership stakes are held by the CEO and family blocks. The evidence suggests that 
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disclosure compliance reflects managerial incentives, and that compliance in this politically 

sensitive area cannot be taken for granted.  

 Ernstberger et al. (2010) examine the announcements of adverse findings of 

accounting errors announced by the German regulator, BaFin, following reviews carried out 

by the responsible body DPR. Their sample comprises German firms over the period 2005-

2009. Ernstberger et al. (2010) identify 165 reported IFRS recognition errors for 137 firms, 

and 261 IFRS disclosure errors for 186 firms over the five year period, suggesting that the 

German enforcement system is effective in identifying compliance failures, which are 

material in number. Firms are more likely to be censured if they are small, have higher 

leverage, more segments, higher systematic risk and weaker corporate governance. This is 

consistent with non-compliance being related to plausible risk factors, and/or the 

methodology used to select firms for review being risk-based.  

 Bischof et al. (2010) analyse a comprehensive global sample of 302 banks reporting 

under IFRS. They focus on the IASB’s October 2008 amendment to IAS 39 granting the 

option to relax fair value accounting by reclassifying financial assets into categories that 

require measurement at amortized cost. Over one third of the Bischof et al. (2010) sample, 

124 banks, chose to reclassify assets. In doing so, they often avoided substantial write-

downs of financial assets, especially illiquid assets that had been particularly affected in the 

financial crisis. In doing so, these banks increased reported profits by an estimated 

aggregate of Euro 22.7 billion. The results show that banks were more likely to reclassify 

impaired assets when capital ratios were close to the locally required regulatory capital 

adequacy ratios and when the country-specific discount on fair value gains was small. In 

other words, firms at risk of supervisory intervention were more likely to take advantage of 



36 
 

the reclassification option. As a measure of the disclosure quality associated with the asset 

reclassifications, Bischof et al. (2010) assess accompanying disclosures against the 

quantitative disclosure requirements subsequently introduced in IFRS 7 in an effort to 

mitigate the informational effects of reclassification. Only 42 of the 124 reclassifying banks 

complied fully with the IFRS 7 disclosure requirements, indicating a general tendency for the 

reclassifications to be carried out with low transparency.  

 These studies document uneven compliance with IFRS in Europe, and further afield. 

Moreover they confirm theoretical predictions that non-compliance is associated with the 

economic incentives of preparers. Further papers discussed in the next two research 

categories examining accounting and economic outcomes also provide indirect evidence on 

compliance and enforcement being uneven and associated with economic incentives. 

5.2 Comparative analysis of IFRS-related accounting quality changes 

If IFRS adoption is to have the economic consequences that policy-makers desire, then a 

necessary condition is that the information available to financial statement users should 

improve. This may occur as a result of improved disclosure, or if some of the properties of 

accounting numbers relevant to financial statement users change positively as a result of 

the accounting regime change. Accounting number properties will change if measurement 

and recognition rules under IFRS lead to improvements relative to local GAAP, and if IFRS 

are effectively enforced.13  

 INTACCT researchers have examined the effects of IFRS introduction on a wide range 

of accounting attributes for different samples. Table 1 summarises much of this research. 

Individual papers have considered the impact of IFRS on disclosure quality, valuation and 

                                                           
13

 Ding et al. (2007 and 2009) discuss the identification of IFRS-local GAAP differences and document 
considerable country-level variation in differences. 
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other accounting ratios, accounting choices made within the framework of IFRS, and various 

properties associated with accounting quality,  including earnings management proxies, 

conditional conservatism and the timeliness of impairment write-offs, persistence, 

asymmetric persistence, earnings forecast accuracy and dispersion, timeliness and 

comparability.  

Disclosure 

In relation to IFRS-related disclosure changes, Atanassova (2008) reports that financial 

disclosure quality of Bulgarian banks improves significantly after the switch to IFRS. For a 

broader EU sample, Verriest et al. (2010) use hand-collected disclosure data to investigate 

the quality of IFRS adoption disclosures relating to the prior year reconciliations from local 

GAAP to IFRS, and more general IFRS disclosure and recognition choices. With regards to 

first-time adoption, they find that disclosures are of higher quality when firms have strong 

corporate governance. They also find that while disclosure levels improve generally on 

average with the introduction of IFRS, firms with higher quality governance make more 

extensive disclosures on the financial statement effects of specific IFRS accounting 

standards. The results of Verriest et al. (2010) show that, even after controlling for country-

level institutional factors, the firm-level corporate governance context can be an important 

determinant of financial disclosure quality. 

Earnings timeliness and timely loss recognition 

A further accounting attribute underpinned by conservatism is the timeliness with which 

losses are reported. Although the IASB does not recognise accounting conservatism as a 

desirable accounting property, there is nevertheless an extensive accounting literature 

suggesting that attributes associated with conservative recognition rules are deemed useful 
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by at least some groups of users, e.g. creditors. Flexibility within IFRS does exist and 

provides preparers with timing options, for example with regards to the implementation of 

fair value accounting under IAS 39. Verriest et al. (2010), discussed above, also show that 

firms with stronger corporate governance make more conservative adoption timing choices 

with respect to the implementation of IAS 39. 

 Asymmetric, more timely, loss recognition implies that accounting accruals recognise 

bad news faster than good news and that the negative correlation between accruals and 

cash flow depends on the sign of cash flows (Ball and Shivakumar; 2005, 2006). Under the 

alternative hypothesis, the accruals-cash flow relation is linear and accruals serve to smooth 

reported income. Beuselinck et al. (2008) show that while the negative relation between 

accruals and cash flows converged over a 15 year period, nevertheless it still depends on the 

stage of the business cycle and reporting incentives related to capital market pressure, 

leverage and labour intensity.  Based on the first year of IFRS implementation they show 

that the switch to IFRS did not enhance the comparability of accounting earnings and 

accruals. Incentives still appear important in the first year of mandated IFRS reporting in 

Europe.   

 Gebhardt and Novotny-Farkas (2010) also investigate aspects of income smoothing 

and earnings timeliness, but in the specific context of loan-loss provisions recognised by EU 

banks.14 If changes in loan-loss provisions are recognised in a timely fashion, they will 

predict future recognised loan impairments. IFRS restrict loan loss provisions to reflect only 

incurred losses. The authors report evidence confirming that IFRS restrict the ability of 

banks to smooth income and to recognise losses in a timely fashion. However, the effects of 

IFRS in this regard are weaker in countries with widely dispersed share ownership and strict 
                                                           
14

 Ali et al. (2010) also examine loan loss provisioning behaviour for a sample of Bulgarian banks.  
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banking supervision, providing more support for the notion that the institutional context of 

financial reporting is at least as important as the accounting standards themselves.  

Earnings management 

Income smoothing based on private information held by management is one motivation for 

earnings management. It aims at providing “permanent” earnings numbers that are more 

representative as a basis for valuation and dividend distribution decisions. However, 

earnings management might also be attempted for less benign reasons such as influencing 

outcomes in debt contracts, management compensation, wage bargaining and government 

regulation. Earnings management might also be attempted to meet market expectations 

and influence securities prices. Earnings management aimed at obscuring the true economic 

reality of a firm is often termed opportunistic, and as such is a negative indicator of 

accounting quality. Several INTACCT research papers have assessed the impact of IFRS 

adoption on estimated earnings management.  

 Earnings management requires accounting choices, which might arise as a result of 

the flexibility provided within IFRS, or they might be due to assumptions and judgements 

made in accounting estimates that are inconsistent with underlying recognition and 

measurement principles. As mentioned above, Bischof et al. (2010) study one example of 

accounting choice in IFRS that effectively obscures the economic reality, with respect to the 

reclassification of impaired financial assets under amended IAS 39. They show highly 

economically significant earnings management by European banks during the financial crisis. 

 Capcun et al. (2010) examine the financial statement effects of IFRS form a broader 

accruals-based earnings management perspective using a sample of 1,772 EU firms over the 

mandatory IFRS transition period 2004-2005. Capcun et al. (2010) find that return on assets 
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(ROA) is significantly higher under IFRS. They find evidence that the greatest increase in ROA 

is for firms with lower levels of ROA under Local GAAP, and attribute this result to earnings 

management during the transition that is present in all countries, but is highest in countries 

where legal institutions are weak and pre-transition earnings management is high. These 

results are consistent with firms using the IFRS transition period to increase their reported 

earnings and ROA.  

 Garcia-Osma and Pope (2010) also examine earnings management behaviour for a 

large sample of 3,570 non-financial firms in twenty countries that mandated IFRS in 2005. 

They examine as-reported financial statement data to assess changes in four country-level 

earnings management proxies based on Leuz et al. (2003). The earnings management 

proxies include the volatility of earnings relative to the volatility of cash flow, the correlation 

between changes in accruals and changes in cash flow, the absolute value of accruals 

relative to the absolute value of cash flow, and the ratio of small gains-to-small losses. 

Country-level analysis reveals that relative levels of earnings management, based on each of 

the four earnings management proxies and on the aggregate earnings opacity score, are 

highly persistent between the pre- and post-IFRS periods. Countries where earnings 

management is high (low) pre-IFRS tend to have relatively high (low) levels of earnings 

management post-IFRS.  Only in the case of income smoothing is there any evidence of 

reduced earnings management in the post-IFRS period, consistent with IFRS reducing 

income smoothing opportunities for firms.  

 An important aspect of the switch to IFRS is that is involves moving from one set of 

measurement and recognition standards to another. Effectively, at the beginning of the 

transition year, the balance sheet must be restated under IFRS. However, despite the 
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emphasis placed by the IASB on the principle of faithful representation, IFRS 1 - First-time 

Adoption of IFRS - provides considerable discretion to management to manipulate the 

opening IFRS balance sheet. In particular, as transition management has the ability to 

eliminate balance sheet bloat and derecognise and impair various asset classes so as to 

increase the likelihood of being able to report earnings increases and manage earnings 

upwards in the early years after IFRS adoption. Garcia-Osma and Pope (2010) develop an 

empirical proxy for abnormal balance sheet adjustments on transition and show for a 

sample of European companies that subsequent earnings management (as well as 

asymmetric persistence and the value relevance of net income and book value) is 

significantly associated with abnormal transition adjustments. They also find that earnings 

management depends on country-level incentives related to the strength of enforcement 

and legal institutions.  Cazavan-Jeny and Jeanjean (2009) develop complementary evidence 

to Garcia-Osma and Pope (2010) for a sample of French firms. They show that key 

accounting ratios are relatively stable across the IFRS transition. This stability is apparently 

due to firms’ accounting choices and, in particular, the use of IFRS 1 options to offset the 

effects of mandatory balance sheet adjustments. Taken together, the studies of Garcia-

Osma and Pope (2010) and Cazavan-Jeny and Jeanjean (2009) emphasise the importance of 

the transition year accounting choices in determining post-IFRS accounting quality. They 

point to an inherent weakness in IFRS 1 compromising the principle of faithful 

representation, especially in the context of implementation in regimes where enforcement 

quality is potentially low. 

Predictability 
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Another accounting attribute often considered by researchers as an indicator of usefulness 

to financial statement users is the degree of predictability of accounting earnings. The 

accounting system can contribute to forecast ability through measurement and recognition 

rules that improve predictability, and by enhancing disclosure of forward looking 

information that helps in the prediction of future earnings. Thus, researchers often examine 

the accuracy of analysts’ earnings forecasts and the dispersion of analysts’ forecasts as 

indicators of predictability. Choi et al. (2010) consider the accuracy and dispersion of 

analysts’ earnings forecasts for a sample of UK firms for periods before and after the 

introduction of IFRS. They find that forecast accuracy increases and forecast dispersion 

across analysts reduces, suggesting that the switch to IFRS could have contributed to 

earnings being more easily forecasted. Beuselinck et al. (2010a) employ a novel research 

design to estimate the properties of the information contained in analysts’ earnings 

forecasts for mandatory IFRS adopters in Europe for the period 2003-07. They estimate the 

public and private information components of analyst forecasts. Their results suggest that 

both public and private information increases post-IFRS adoption. Further analysis suggests 

that analysts who follow firms in more than one European country experience the largest 

post-IFRS improvement in private information precision. This suggests that cross-border 

accounting comparability increases as a result of IFRS adoption.  

Summary 

Overall, evidence suggests that IFRS adoption does not lead to automatic improvements in 

accounting quality, when this is assessed using common measures of financial reporting 

quality from the accounting research literature. The overwhelming pattern that emerges in 

the results is that accounting quality in both the pre- and the post-IFRS periods is context-
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specific. Important determinants of accounting quality are the incentives and constraints 

facing preparers. In turn, incentives depend on both firm-level governance arrangements 

and country-level enforcement quality and incentives. IFRS appear not to have been the 

panacea some policy makers might have hoped for. In fact, it is possible that the flexibility 

offered by IFRS, especially in first-time implementation choices, might have reduced 

transparency in some firms.  In such circumstances, it would be surprising to find uniform 

systematic beneficial economic consequences resulting from the IFRS experiment.  

5.3 Economic consequences of IFRS adoption 

Equity markets evidence 

The identification of potential economic consequences arising from IFRS adoption lies at has 

been the subject of considerable academic research effort in the last five years. A significant 

proportion of this research is associated with the INTACCT programme. The seminal analysis 

that has guided the research design in much research that has followed is Daske et al. 

(2008). They examine a large global sample comprising both voluntary and mandatory IFRS 

adopters as well as benchmark firms that use local GAAP (often US firms using US GAAP) 

throughout the period. Their evidence reveals that market liquidity (measured in terms of 

bid-ask spreads and trading volume) and valuation ratios have improved as a result of 

mandatory IFRS adoption. Country-month analysis helps alleviate concerns about the 

identification problem, confirming that monthly changes in the rate of adoption of IFRS 

within a country are associated with changes in market outcomes. Results relating to the 

effects of IFRS on estimated (reverse-engineered) cost of equity are more mixed than for 

the other market outcomes considered and appear to be particularly sensitive to the 
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definition of the benchmark sample. This is a research design issue that several other 

studies seek to consider. 

 An important aspect of the Daske et al. (2008) paper is their results conditioning 

market outcomes on country-level institutions. They report that the estimated effects of 

IFRS on market outcomes are significant only for countries where reporting incentives and 

the strength of enforcement are classified as being high. There is no evidence of IFRS-

related benefits where institutions underpinning enforcement and preparer incentives are 

weak. This result is consistent with enforcement in countries with relatively weak 

institutions being ineffective, resulting in loss of confidence in financial reporting in these 

countries. However, because actual enforcement quality is unobservable, the result is also 

possible that, while enforcement quality in such countries is in fact high, the market 

consensus is in disagreement. In other words, market expectations about enforcement 

quality in weak institution countries might be wrong. But even if expectations are incorrect, 

they do matter for market outcomes! 

 Building on the approach of Daske et al. (2008), other papers have examined market 

outcomes associated with IFRS adoption for different outcomes and different samples. 

Daske et al. (2009) consider the effects of voluntary IFRS adoption prior to mandated 

adoption on liquidity and estimated cost of equity. They again find evidence consistent with 

benefits being realised only when reporting incentives are high. Thus, they distinguish 

between “serious” adopters, who expect to gain from the greater financial transparency 

offered by IFRS, and “label” adopters who are conjectured to not apply IFRS rigorously 

because they have little or nothing to gain.  
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 If IFRS financial statements are more relevant to decision makers than local GAAP 

financial statements then this should be reflected in directly observable outcomes of user 

decisions.  Florou and Pope (2010) examine outcomes from investment decisions taken by 

institutional investors. Institutional investors are usually characterised as relatively 

sophisticated and informed. If IFRS adoption has an effect on institutional investor decisions 

there should be a footprint left in changes in the investment holdings of these investors. 

They test this conjecture for a large global sample of firms where institutional holdings are 

captured in the Thomson Reuters ownership database. After controlling for other 

determinants of institutional ownership, they find changes in the percentage ownership of 

institutional investors and changes in the number of investors owning stock in a company 

are positive following IFRS adoption. Florou and Pope (2010) mitigate concerns that the 

driver of ownership changes might be unrelated to financial reporting in two ways. First, 

they show that the documented ownership changes are largely confined to active investors 

and those whose investment styles are described as value and growth investment. Such 

investors are more likely to rely on financial statements in their decision processes than 

passive investors and income investors. Second, following the country-month analysis 

approach of Daske et al. (2008), country-level quarterly changes in ownership are seen to 

correspond closely to changes in the actual rate of IFRS reporting in each country. Finally, 

consistent with Daske et al. (2008), Florou and Pope (2010) find that the effects of IFRS 

adoption on institutional ownership are confined to issuer countries where institutions, 

preparer incentives and enforcement mechanisms are strong.    

 While Florou and Pope (2010) focus on institutional investors, Bruggemann et al. 

(2010) exploit a unique dataset capturing trading by individual investors in the German 

Open Market at the Frankfurt Stock Exchange. German individual investors can trade a large 
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selection of foreign stocks on the Open Market. Using a sample of 4,869 firms from 31 

countries around the world, Bruggemann et al. (2010) find that stocks experience an 

economically and statistically significant increase in Open Market trading activity following 

mandatory adoption of IFRS. Over the sample period there appears to be a substitution out 

of US equities and into European equities that coincides with IFRS adoption. Observed IFRS-

related effects are again concentrated in countries with strong reporting incentives and 

strong enforcement. The results suggest that IFRS adoption also has the potential to 

encourage investments by German individual investors in foreign equities. 

 Market-level evidence on the role of IFRS financial statement information for equity 

market participants is found in studies of the impact of IFRS adoption on equity markets. At 

the macro-level, Joos and Leung (2010) follow a similar approach to Armstrong et al. (2009) 

in examining the impact on equity prices of policy announcements indicating an increased 

likelihood of IFRS adoption. Their sample comprises US policy announcements affecting the 

perceived likelihood of IFRS being accepted in the US. They find positive stock price effects 

for firms where IFRS adoption is expected to increase global reporting comparability. 

However, market reaction is weaker for firms with higher litigation risk, suggesting lack of 

agreement on the benefits of IFRS at least for some firms.    

 Young and Zeng (2010) explicitly attempt to model comparability effects associated 

with equity market valuation at the firm level.  They examine the practical problem of 

multiples-based equity valuation in the international context by considering whether the 

use of international peer group data leads to more accurate valuation estimates compared 

to valuation estimates based only on domestic peer group information. They find evidence 

that the use of international peer group information leads to more accurate value estimates 
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for firms with high global exposure. Moreover, the absolute valuation errors based on 

international peer group data are significantly lower than for valuations based on domestic 

peer groups in the post-IFRS adoption period. The findings of Young and Zeng (2010) suggest 

that mandatory adoption of IFRS increases cross-country accounting comparability and 

produces benefits in terms of more precise financial statement-based valuation estimates.  

 More general firm-level evidence on the valuation relevance of IFRS is provided by 

several INTACCT papers. Beuselinck et al. (2010b) examine whether mandatory IFRS 

adoption reduces firm opacity and contributes to stock price informativeness, based on the 

stock return synchronicity criterion. They document a V-shaped pattern in stock return 

synchronicity around IFRS adoption, suggesting that IFRS disclosures reveal new firm-

specific information in the adoption period and subsequently lower future disclosure 

surprises. Beuselinck et al. (2010a) also find that analysts better incorporate industry-level 

information into stock prices; and that the IFRS reporting mitigates the private information 

advantage enjoyed by institutional owners. Again, the results in this study are largely related 

to firms in strong enforcement countries. 

 Bischof et al. (2010) find that the reclassifying banks they identified with inadequate 

disclosure notes suffer a long-term increase in investor information asymmetry and a 

reduction in liquidity, captured by the bid-ask spread, and negative market-adjusted 

returns. Thus, the evidence reaffirms that lack of transparency is penalised by the market.   

Other studies have examined the relation between equity market values and IFRS financial 

statement numbers – so-called value-relevance studies – in a single country context.   

 Single country studies have the advantage of holding country-level institutional 

characteristics constant. The cost is that they are unable to provide generalisable results 



48 
 

across institutional settings. For example, Choi et al. (2010) show that for UK firms the value 

relevance of published earnings increased and the information added by analysis in 

forecasting future earnings reduced with the implementation of IFRS. Morricone et al. 

(2010) report evidence that the value relevance of intangible asset disclosures by Italian 

firms does not increase in the post-IFRS period.  Based on a sample of French firms Goh et 

al. (2010) report that the value-relevance of executive stock option expense disclosures 

depends on the quality of disclosures relating to the valuation assumptions.  Ernstberger et 

al. (2010) find that the market penalizes firms that are subject to enforcement sanctions in 

Germany, suggesting that the market views deviations from IFRS as a negative signal.  

Sources of value impact 

 

Lambert et al. (2009) show using a theoretical model how improved financial transparency 

can affect security values and the cost of capital. Essentially financial disclosure can have 

direct and indirect effects. Direct effects are associated with improved estimates of firms’ 

risk premia (equal to risk exposure, or beta, and the expected return on the market). 

Estimates depend negatively on the precision of the information provided by the firm.  

Additionally there might be indirect effects on firm value via cash flow expectations formed 

on the basis of enhanced financial disclosure.  If cash flow expectations do not change 

proportionally to covariance estimates, firm value might change even if the cost of capital 

does not change. Thus, for example, if IFRS reporting enhances transparency and reduces 

misappropriation by managers and controlling shareholders, the resulting reduction in 

agency costs will enhance firm value even if the cost of capital does not decrease.  

 In light of the Lambert et al. (2009) analysis, it is therefore interesting that Botma 

and Joos (2010) find evidence that expropriation risk facing institutional shareholders falls 
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because IFRS adoption under strong enforcement changes the relation between 

family/management and institutional owners.  

 Karamanou et al. (2010) examine a different form of informational risk faced by 

outside stockholders, namely the risk of trading with informed investors. This information 

asymmetry increases trading costs and reduces market liquidity, especially around 

information events such as earnings announcements. Karamanou et al. (2010) find evidence 

that, after the implementation of IFRS reporting, event period abnormal returns are less 

pronounced than previously, suggesting that the market experiences fewer large surprises. 

Further the estimated abnormal returns that could be earned by insiders appear smaller 

post-IFRS. 

Debt market evidence 

A number of INTACCT papers have considered the wider impact of IFRS on decisions and 

decision makers in the debt markets. Florou and Kosi (2010) and Florou et al. (2010) 

examine the relevance of IFRS financial statements for debt markets. Florou and Kosi (2010) 

find that mandated IFRS adoption is associated with an increase in the issuance of public 

debt (but not private bank loans) and with a reduction in the cost of debt on issuance, after 

controlling for other determinants of the cost of debt. Their results are consistent with the 

risk premium on corporate debt falling for mandatory IFRS adopters and with the supply of 

debt finance increasing. Further evidence that the supply of capital from debt markets 

depends on IFRS reporting is provided by Kalogirou et al. (2010). They show for a sample of 

French firms that leverage ratios (excluding pension obligations) fall for firms when they 

disclose unfunded pension obligations for the first time under IAS19.  
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 Florou et al. (2010) provide one potential explanation for the mechanism by which 

IFRS adoption affects the cost of debt. They show that issuer credit ratings from Standard 

and Poors are better explained by financial statement information in the post-IFRS period. 

In other words, published financial statement numbers map onto credit ratings better when 

they are based on IFRS. This in turn suggests that credit analysts make fewer adjustments to 

published IFRS financial statement numbers. If analysts’ adjustments represent a source of 

information risk, this could underpin an IFRS-related reduction in the credit risk premium.   

 Further evidence in support of the conjecture that IFRS reporting facilitates credit 

analysis is provided in Charitou et al. (2010), who examine changes in default risk around 

the mandatory IFRS adoption. Credit risk is estimated from a structural credit model. Ceteris 

paribus, estimated default risk changes when IFRS adoption leads to changes in recognized 

debt and lower future cash flow expectations. Default risk captures an element of 

uncertainty that is potentially reduced through the improved disclosure and transparency 

associated with IFRS. Results suggest that IFRS-based reporting reduces the likelihood that 

financially weak firms are able to conceal their weak status, especially where enforcement is 

strong. However, there is some evidence that firms for which default risk increases do 

attempt to engage in income increasing earnings management to mitigate the adverse 

effects of increased transparency due to IFRS.  

Summary 

The literature on the links between security (especially share) prices and financial statement 

information has a long history, dating back more than forty years when a much more 

distinguished speaker at this conference, Philip Brown, published his seminal paper with Ray 

Ball. Yet despite its long history there is still much we do not know, partly because the 
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technology we have developed in our research toolkit and the data we have access to limit 

the questions we can ask of the data. Thus, for example, even though we know from papers 

such as Leuz et al. (2009) that financial disclosure plays a theoretical role in estimating risk 

premia, we know surprisingly little about this role empirically (see Pope, 2010, for more 

extensive discussion). Hence there is much more work yet to be done that could shed more 

light on the roles played by financial statement data prepared under IFRS and other 

reporting standards.  

 However, the general message coming through for the INTACCT research 

programme and other contemporaneous research being conducted elsewhere (much of 

which you will hear about in this Conference) is that IFRS adoption in Europe appears to 

have coincided with a variety of positive market outcomes. The byline to this headline is 

that it all depends on factors that plausibly capture preparer incentives and the quality of 

the enforcement regime in a firm’s country. 

6.  Discussion and Conclusions 

6.1  The need for (yet) more research 

Some commentators express doubts that some of the observed market outcome effects 

documented in research to date are caused by the financial reporting regime change per se. 

There are other approximately contemporaneous regulatory changes, such as the EU’s 

Market Abuse Directive and the Financial Transparency Directive, which could have similar 

positive effects on markets. However, it should be noted that the timing of effects of these 

other regulatory initiatives might not coincide exactly with IFRS adoption and could vary 

across countries. Furthermore, it is unlikely that non-accounting regulation would have 
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stronger effects on outcomes for selected stocks or users where the accounting is expected 

to matter most. This strategy to solving the identification problem discussed earlier is used 

successfully in several of the INTACCT research papers referred to above.  

 It would be rash to claim that all the effects documented in recent research, some of 

which is described above, are a direct consequence of the introduction of mandated IFRS 

reporting. At the same time, the identification problem critique creates incentives for 

researchers to find ever more imaginative ways to prove that financial reporting is at work 

in explaining certain observable phenomena. The response will be ever more clever 

research designs, exploiting interesting new datasets and drilling down into the accounting 

numbers and financial reporting disclosures in ways that leave no doubt that the researcher 

is uncovering accounting effects. 

6.2 A better enforcement framework? 

If uneven enforcement is an impediment to firms, financial statement users and economies 

realising the potential benefits of IFRS, what can be done to establish better enforcement? 

The problem for firms with incentives to produce high quality financial statements (e.g. 

firms with high growth opportunities and financing needs) but residing in countries with 

weak enforcement is that it is difficult to signal their high quality to the market. They can do 

so by bonding to a higher quality enforcement regime, such as the SEC in the US, by cross-

listing. A major impediment to this mechanism working within Europe is that, under the 

Transparency Directive, the National Enforcer for EU firms is the enforcer in the market 

where a firm has its primary listing, so cross-listing within the EU does not appear to help an 

issuer to bond into higher quality enforcement. In any case, for some firms cross-listing 
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might be viewed as prohibitively costly since these costs are borne entirely by the firm (i.e. 

its shareholders).  

 Alternatively, a firm might consider changing its domicile. Interestingly, this is 

increasingly common for corporate tax arbitrage reasons, so in principle it could also be a 

solution for high quality issuers located in low enforcement countries, as long as tax rates 

are not positively associated with enforcement quality! 

 A further solution, which would require a new regulatory mechanism, is suggested 

by Leuz (2010). His innovative proposal is to establish a global player segment (GPS), where 

firms meeting certain criteria designed to reduce the risk that they are low quality, e.g. 

corporate governance quality and ownership structure, will select to be subject to rigorous 

scrutiny and regulation by a supra-national body, such as IOSCO, managing the GPS. The 

“teeth” of the GPS regulator would essentially lie in the ability to “name and shame” 

transgressors, as well as in placing constraints on other agents important to financial 

reporting quality such as authorised auditors.  

 If the political will existed to create it, the GPS system would almost certainly achieve 

its objective of creating a regulatory environment inspiring market confidence in high 

quality firms, whatever their origin. There are potential downsides, such as the cost and 

financing of the GPS, which Leuz (2010) addresses. However, while it is undoubtedly an 

innovative idea, there are also serious questions about whether EU member states would be 

prepared to cede to a supra-national body their regulatory authority over a group of firms 

that could comprise a very large proportion of the market capitalisation of European stock 

markets.  
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 By comparison with the Leuz (2010) GPS proposal, the current devolved 

enforcement framework in the EU is certainly limited. A constraining characteristic of the 

current EU system that shines through as likely limiting the effectiveness of enforcement is 

the lack of transparency surrounding enforcement actions, especially in comparison to the 

very open approach followed by the US Securities and Exchange Commission. The 

framework set up by CESR emphasises the right to confidentiality, and although National 

Enforcers such as in Ireland do disseminate some information on the cases investigated and 

the decisions reached, there is great diversity of practice across Europe in how much 

information about the enforcement process is made public. We argue that this leads to 

overall loss of confidence in many parts of the European enforcement system.  

 Our alternative proposal to all the above options has the advantage of being based 

on a system of reciprocal cross-border service that already exists within the European 

Union. The closest analogy is the draft Directive on The Application of Patients’ Rights in 

Cross-Border Health Care (2008/0142). At the risk of over-simplifying what seems to be 

developing into a quite complex piece of EU legislation, this Directive, if enacted, will 

require member states to pass legislation to enable foreign EU nationals to access the same 

health care that they would be entitled to in their home country of residence. Home 

countries will be required to reimburse patients for the cost of the same or similar 

treatment conducted in the home country. Setting aside the patient who benefits because 

s/he happens to be unlucky enough to be abroad with no insurance when essential 

treatment is needed, others will potentially benefit because they will have the option to 

travel cross-border within the EU to receive better quality or more timely treatment. This 

right already exists to some extent but the proposed Directive seeks to reinforce and clarify 

the EU citizens’ rights. 
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 Our proposal can be summarised as follows: In place of “health care” substitute 

“financial reporting health check”. If (say) a firm from member state X believes it could 

benefit from better enforcement oversight by opting into member state Y’s financial 

reporting health check system, it could be given a right to do so, with the expected costs 

associated with review and enforcement being paid by the National Enforcer of country X. 

This proposal would have several potential advantages, particularly in creating competition 

between different enforcement agencies to offer higher quality enforcement where it was 

efficient to do so, but to cede regulatory authority to more efficient agencies if local 

inefficiencies and cost disadvantages, e.g. related to the supply of local expertise, could not 

be overcome.  

6.3  Conclusions 

Research suggests that firms and users do benefit from IFRS adoption. But by no means all 

firms or all users benefit. The results from research are typically “on average” results and 

there is much information yet to be discovered by trying to better understand the world 

behind the observed average effects. The insight provided from recent research into the 

roles of legal and economic institutions in determining financial reporting outcomes is only 

one example of how research can help develop better understanding. Future work might 

consider further the importance of firm-level incentives and constraints such as corporate 

governance mechanisms and how they interact with properties of available financial 

reporting systems. It might be that the recognition, measurement and disclosure 

requirements of IFRS are not optimal for all types of firms and all stakeholder groups in all 

countries.   
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Figure 2: The Institutional Context of Financial Reporting 
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 Table 1: INTACCT Research - Accounting Properties  

Paper Sample 
Voluntary/  
Mandatory Accounting property IFRS effect(s) Contingent factors 

Multi-country studies      

Beuselinck, Joos, Van der Meulen 
(2008) 

EU V + M Accruals-cash flow 
association 
Comparability 

? Strength of enforcement 
Business cycles 
Industry type 

Beuselinck, Khurana, Joos, Van der 
Meulen (2010a) 

EU M Earnings forecast 
precision 

+ Analyst characteristics 

Bischof, Bruggemann, Daske 
(2010) 

Global M Accounting choice 
 

 Financial crisis 

Capkun, Cazavan-Jeny, Jeanjean, 
Weiss (2010) 

EU M Earnings 
management 

- 
 

Legal institutions 
Pre-transition earnings 
management 

Ding, Hope, Jeanjean, Stolowy, 
(2007). 

Global  IAS-GAAP 
differences 

  

Ding, Jeanjean, Stolowy (2009)   Global V+M IAS-GAAP 
differences  

  

Garcia-Osma and Pope (2010)  EU M Earnings 
management 
Asymmetric 
persistence 
Gain-loss ratio 

 Enforcement 

Gebhardt, Novotny-Farkas (2010) EU Banks M Income smoothing 
Timeliness 

- 
- 

Ownership structure 
Bank supervision 

Jeanjean, Stolowy (2008)  France, 
UK, 
Australia 

M Meet or beat 
earnings 
management 

No reduction 
in earnings 

management 

 

Verriest, Gaeremynck, Thornton 
(2010)  

EU M First-time adoption  
IAS39 adoption  

+ Corporate governance 
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Single country studies      

Ali, Atanassova and Filipova (2010) Bulgarian 
banks 

M Earnings 
management 
 

+ Bank size 
Ownership structure 
Bank supervision 
Audit  
Bank management 

Atanassova (2008) Bulgarian 
banks 

M Disclosure quality +  

Cazavan-Jeny, Jeanjean (2009)  France M Key ratios Limited First-time adoption choices 
under IFRS1 

Choi, Peasnell, Toniato (2010) UK M Forecast accuracy 
Forecast dispersion 

+ 
+ 

Firm size 
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Table 2: INTACCT Research - Market Outcomes and other Economic Consequences 
 

Paper Sample 
Voluntary/  
Mandatory 
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Beuselinck, Khurana, Joos and Van 
der Meulen (2010b) 

EU M Stock price informativeness + Distance IFRS to local GAAP 
Analyst activity 
Institutional investor ownership 

Bischof, Bruggemann, Daske 
(2010) 

Global M Abnormal returns 
Information asymmetry 

+/- Financial crisis 

Bruggemann, Daske, Homburg 
Pope (2010) 
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border trading 

+ Reporting incentives 
Strength of enforcement  

Botma, Joos (2010) EU M Expropriation risk + Family ownership 

Charitou, Karamanou, Lambertides 
(2010) 

EU M Default Risk + Strength of enforcement 

Daske, Hail, Leuz and Verdi (2008) Global V + M Liquidity  
Valuation  
Cost of equity 

+ 
+ 
? 

Reporting incentives 
Strength of enforcement  

Daske, Hail, Leuz and Verdi (2009) Global V  Liquidity  
Cost of equity 

+ 
+ 

Reporting incentives 
Serious v. Label adopters 
 

Florou and Kosi (2010) Global M Debt issuance 
Cost of debt 
 

+ 
+ 

 

Florou, Kosi and Pope (2010) Global M S&P issuer credit ratings +  

Florou and Pope (2010) 
 
 

 

Global V+M Institutional ownership 
 

+ Investor orientation 
Investor style     
Reporting incentives 
Strength of enforcement 
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Jeanjean, Stolowy, Erkens (2010) Global V+M Bid-ask spread 
Analyst following 
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No impact  

Karamanou, Nishiotis, Petrides 
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Global V+M Insider Trading + Strength of enforcement 
Sign of the surprise 

Müller and Sellhorn (2010) EU 
real 
estate  

M The probability of fair value 
recognition vs. disclosure 
 

? Domestic GAAP 
Liquidity 
Insider ownership 
Commitment to transparent 
reporting 
Fair value gain 

Novotny-Farkas, Toniato (2010) EU Banks M Value-relevance of loan loss 
allowances 

-  

Schleicher, Tahoun, Walker (2010)  EU M Investment Efficiency + Firm size 
Economy type (Insider versus 
Outsider economies) 

Vergauwe, Gaeremynck (2010) EU M Value-relevance of fair value 
estimates 

+ Auditor effort 
Disclosure 

Young , Zeng (2010) EU M Valuation accuracy 
Cross-country accounting 
comparability 

+ Global exposure 
Foreign peers 
Domestic peers 
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Single country studies      

Dionysiou, Valentincic and Zaman 
(2010) 

UK V/M Value relevance + Information environment 

Choi, Peasnell, Toniato (2010) UK M Value relevance +  

Joos and Leung (2010) US Adoption 
probability 

Market reaction on events 
relating to IFRS adoption 

+ Global comparability 
Litigation risk 

Ernstberger, Hitz, Stich (2010) Germany M Returns 
Trading volume  
Bid-ask spread 

-  

Goh, Joos, Soonawalla  (2010) France M Value relevance of option 
expense 
 

+ Disclosure quality 
Strength of enforcement  

Kalogirou, Kiosse and Pope (2010) France M Capital Structure + Net pension deficit 

Morricone, Oriani, Sobrero (2010) Italy M Value relevance - Intangible assets 

 

 


