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Transnational standard setting
in accounting

Organizing expertise-based self-regulation in
times of crises

Sebastian Botzem
Institute for Intercultural and International Studies (InIIS),

University of Bremen, Bremen, Germany

Abstract

Purpose – The last four decades have seen the rise of the International Accounting Standards Board
(IASB) as the core locus of transnational accounting regulation. Initial steps of associational
cooperation were superseded by establishing a standard setting organization that heavily draws on
consultation procedures. The purpose of this paper is to focus on recent changes in governance and
accountability of IASB in the aftermath of the financial crisis. Emphasis is given to the organizational
configuration, the ambivalence of consultation procedures and reactions to mounting criticism after
the crisis. The paper proposes that IASB is the heart of a new transnational regulatory constellation
in accounting.
Design/methodology/approach – The material and analysis presented in the paper derives from
an extensive review of official reports, consultation documents and related responses and a range of
additional information available on IASB’s web page.
Findings – The paper analyzes how IASB uses legitimation strategies to defend its position as a
transnational standard setter. From analysis of recent changes, the paper reveals a growing reliance
on – and domination through – consultation procedures. The paper also shows the IASB’S swift action
to counter substantial criticism emerging with the financial crisis.
Practical implications – By highlighting developments surrounding IASB, its governance
structure and the emphasis on consultation, the paper establishes the importance for public policy of
further study and debate the operation of IASB. It could also contribute to re-politicize accounting
regulation at the transnational level.
Originality/value – IASB is an integral player in global financial governance processes and is
only recently receiving substantial academic accounting research. This paper seeks to provide an
introduction and critical account of the organization’s development.

Keywords Legitimacy, Financial crisis, Due process, IASB, Transnational regulatory constellation

Paper type Research paper

Introduction: transnational accounting regulation under stress
During the financial crisis, accounting standards have become the object of substantial
criticism. Private and public actors, most notably the G20 leaders, have addressed
shortcomings regarding the content of rules and the governance structures of
transnational accounting regulation. Immediate action was suggested, in particular the
reviewing of standards for securities and of disclosure requirements for off-balance
sheet vehicles. Moreover, the governance arrangements of international accounting
standard-setting were criticized and a lack of transparency and accountability was
lamented (G20, 2008). Up to that point, such overt and substantial critique from the
highest political ranks was unheard of in international accounting.

Accounting and auditing stand out amongst the 12 “Key Standards for Sound
Financial Systems” defined by the Financial Stability Board as international guidelines
to secure financial stability. While all 12 standards are deemed important for “sound,
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stable and well-functioning financial systems” (FSB, 2013), accounting constitutes a
notable exception: it is the only field where standards are set by a private organization.
All other fields, whether macroeconomic policy, data transparency or financial
regulation and supervision, are dominated by international organizations in which
states or public entities are central actors.

However, in accounting things are different: The International Accounting
Standards Board (IASB), a private non-profit organization, is tasked with the exclusive
right to set international standards for financial reporting[1]. The singularity of
accounting standardization raises important questions concerning the institutional
setting of accounting regulation, the involvement of stakeholders and the quest for
authority to issue global rules. In particular, this paper investigates how cross-border
standard-setting in accounting is organized and who is involved in setting de facto
global standards today. The dynamics are explained by analyzing the IASB’s development,
focussing on how the organization draws on professionalism.

Addressing these issues makes it possible to understand the diffusion of International
Financial Reporting Standards (IFRS) that are already mandatory in more than 100
countries. Consequently, the paper takes a historical and organizational perspective
to describe and explain the dynamics surrounding the IASB. Legitimacy is a core
element of explaining the organization’s development and persistence, both empirically
and conceptually. A legitimacy perspective provides insights into the importance
of organizational capacities and actor constellations driving the transnationalization of
accounting regulation. Conceptually, the paper seeks to contribute to discussions
on how and under which conditions private organizations in the field of accounting
effectively manage to become recognized as appropriate entities for standard setting
(cf. Suchman, 1995).

More concretely, the emphasis of this paper lies in unraveling dynamics of acquiring
legitimacy not only through organizational competences and procedural rules, but also
through the inclusion of selected groups of actors. The framing and definition of the
professional knowledge base emerges as a key aspect of social closure. I therefore
propose to conceptualize cross-border accounting regulation and the IASB’s
position as an emergent transnational accounting constellation (cf. Botzem, 2012).
Such a constellation contains actors and institutions which interact in networks of
social relations and unfold in organizational practices. While initially conceptualized
as a field of interactions at the national level (Burchell et al., 1985, p. 400), the
transnational accounting constellation unfolding around IASB is characterized by a
high degree of density of interaction, involving both public and private actors
and a multitude of activities spanning across both national and organizational
boundaries.

The IASB has become the prime organization for the development of standards,
creating and revising IFRS and related authoritative pronouncements. One of the
organization’s main sources of effectiveness and power is its ability to define
the relevant body of knowledge and to translate it into normative prescriptions that
guide both the financial reporting of corporations and the development of accounting
standards at the national level. It does so by drawing on notions of professionalism,
which constitute the claim for a singular position in transnational accounting
standardization. With regard to the organizational set-up, consultation procedures
are particularly relevant as modes of legitimation. At the same time, consultation
remains a powerful tool for exerting control over the definition of standards. Instead of
participation, as sometimes invoked by the IASB, the organization’s due process is
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predominantly an instrument for engaging with certain actors, such as large and
globally active financial services firms.

Given this background, I have organized the paper as follows: First, I provide an
overview of the literature explaining the emergence of the IASB as a global standard-
setter drawing on approaches in accounting studies, political economy and sociology.
Second, I explain the organization’s current structure, the importance of core actor
groups and recent changes in dealing with the interested public. Third, I take an
in-depth look at one of IASB’s consultation procedures as a specific approach to
enhance the organization’s legitimacy, both in practical terms and as a rhetorical
strategy, and thereby shaping accounting professionalism internationally. Fourth,
I discuss the IASB’s reaction to calls for the organization to change course in the
aftermath of the financial crisis. This section shows how the IASB managed to defend
its unique position by renewing organizational structures and including relevant third
parties. A fifth section summarizes and concludes the paper.

The paper makes two principal arguments to explain transnational standard
setting. First, it discusses the importance of legitimation for cross-border private
self-regulation. In particular, the paper shows that global diffusion of standards is not a
function of the normative content of IFRS. Instead, throughput legitimacy represents
the core pillar of international standards-setting in accounting – and a tool for
reconceptualizing professionalism. Second, the paper points at the IASB’s ability
to address legitimacy issues and to uphold self-regulation in the face of criticism.
Notably, the combination of constant organizational adaptation and of framing
activities undertaken by the IASB ensures private self-regulation in times of crises.

Theoretical approaches to transnational standard setting and voids of
legitimacy
Cross-border accounting standardization is receiving increasing attention, both by
accounting academics and neighboring disciplines. In part, this echoes the IASB’s
central position in financial governance and underlines the importance of financial
reporting as a core aspect of cross-border institution-building. In this review I consider
different approaches explaining the IASB’s development in accounting studies,
political science and sociology all of which contribute insights to understanding
transnational standards-setting in accounting.

While accounting studies’ engagement with the normative content of national and
transnational standards is almost limitless, in-depth analysis of rule-setting procedures
is comparatively rare. Positivist approaches often derive a need for standardization
from cross border cooperation while functionalist views mainly suggest interpreting
standards as tools for the reduction of transaction and agency costs (cf. Cooper and
Robson, 2006, p. 429). In much of the institutional economics literature, processes of
standardization take a back seat to the discussion of authoritative rules themselves (see
Baker and Barbu, 2007 for an overview). When discussing international harmonization,
the IASB and its standards-setting procedures have for a long time only played a
marginal role (see, e.g. Nobes and Parker, 2004). More recently, however, the debate
has been enriched by contributions that have described the historical developments of
international standardization and which have focussed on the IASB and its predecessor,
the International Accounting Standards Committee (IASC) (see, e.g. Biondi and Suzuki,
2007; Kirsch, 2007; Camfferman and Zeff, 2007).

Initially, international standards were often discussed as a tool for bridging national
differences and thereby overcoming variation between different accounting systems.
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However, national comparison has been criticized early on as an overly simplified
heuristic of stable and somewhat artificial accounting systems (Hopwood, 1987).
Nevertheless, even critical accounting studies have turned to transnational actors and
institutions of rule development rather late. While emphasizing the social practices of
bookkeeping and reporting (Hopwood and Miller, 1994; Vollmer, 2007; Chapman et al.,
2009), transnational standardization has only recently become an object of intensified
study. One point of departure has been offered by studies of national interest-group
politics (Larson, 1997; McLeay et al., 2000). Nevertheless, as early as 1997 Anthony
Hopwood criticized in an editorial that accounting research tended to focus on
national context while “accounting in action” was already embedded in multi-national
enterprises and global auditing firms, and increasingly influenced by transnational
regulation (Hopwood, 1997, p. iii).

The political nature of standard setting is also reflected upon in accounting studies
where the attention the IASB is enjoying has largely been due to the global diffusion of
its standards (Gallhofer and Haslam, 2006; Cooper and Robson, 2006; Power, 2009).
This has sparked interest in understanding its organizational and procedural
characteristics (Gallhofer and Haslam, 2007; Suddaby et al., 2007). More generally,
accounting standardization is seen as a multilevel activity with distributed
agency (Cooper and Robson, 2006, p. 431). Such a perspective relates to older
work that conceptualized practices of accounting as embedded in a social and
organizational space equally considering actors, rules and institutions. As early as
1985, Burchell, Clubb and Hopwood proposed the concept of an “accounting
constellation” which is comprised of a particular field of relations existing “between
certain institutions, economic and administrative processes, bodies of knowledge,
systems of norms and measurement, and classification techniques” (Burchell et al.,
1985, p. 400).

Regarding the content of IFRS, discussions of fair value accounting (FVA) play an
important role when considering IASB’s output and epitomize the perhaps single most
important feature of current accounting regulation. In essence, FVA moves the
information needs of capital market actors to the center, subjecting other addressees of
financial statements to a logic of decision-usefulness attributed to financial investors.
At the same time, historically informed work shows that the institutionalization of fair
value has a long history, albeit always having been contested (Georgiou and Jack,
2011). A stakeholder perspective indicates that FVA strongly affects the rights of
societal stakeholders, such as creditors, tax authorities, employees. Specifically,
continental European actors seem to be more directly affected by FVA than interests
represented in the Anglo-American part of the world (cf. Boyer, 2007). While initially
FVA was mainly an accounting measuring practice primarily directed at providing
more timely information to indicate a firm’s current market value, today it has become
– in part thanks to the IASB – a universally recognized principle allowing to account
for projected profits that have not yet been realized (cf. Bromwich, 2007). This does not
mean, however, that academic debates on fair value have been settled. In fact, many
issues are still under discussion (Walton, 2004; Power, 2010) and the complexity of fair
value provisions are recognized even by its proponents (Financial Crisis Advisory
Group (FCAG, 2009). FVA remains controversial and has not led to the elimination of
all other accounting principles. However, FVA is a firmly established accounting
principle, particularly for financial instruments, and contributes to a reconfiguration of
actor constellations by favoring the information needs of capital market actors.
However, in the aftermath of the financial crisis, FVA has become a battleground and
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the IASB needed to defend its legitimacy, an issue intensely debated in the field of
International Political Economy.

For political economists, much of the fascination with transnational accounting
standardization lies in the IASB’s capacity to establish effective and long-lasting
rule-setting capacity. The successful effort to acquire authority to publish de facto
binding standards has made accounting a favorite example of private cross-border
regulation. IASB’s autonomy and the strong position of experts, professions and
commercial actors challenge approaches that emphasize the role of public actors and
national politics in accounting regulation (De Lange and Howieson, 2006; Posner, 2009).
Work that has centered on private authority has highlighted the role of expertise in
re-establishing and defending “technical” authority (Porter, 2005). Büthe and Mattli
(2011) explicitly refer to professional associations and their organizational capacity in
explaining the IASB’s role. However, the influence of private business, most notably
that of globally active auditing firms, is viewed critically as these actors cater
predominantly for the needs of preparers and users of financial statements (Perry and
Nölke, 2005, 2006; Botzem, 2008). Furthermore, the IASB is considered a driver of
the financialization of the global economy, with FVA acting not only as an indicator
of financialized global capitalism, but as a mechanism for redirecting corporate
surplus toward the financial sector (Perry and Nölke, 2006; Nölke, 2009).

Scholars have also taken an interest in analyzing actor constellations and
institutional linkages. Historical explanations focus on sequential developments in
international accounting regulation between the USA and the EU, essentially interpreting
accounting regulation as an aspect of transatlantic relations (Posner, 2010).
Organizational approaches unravel the capacity built up around the IASB over more
than four decades. The complementarity of rules, procedures and actor-constellations is
seen as a case of effective transnational institution-building, allowing the IASB to
establish itself as an independent standards-setter of quasi-binding rules (Botzem, 2012).
Richardson and Eberlein (2011) focus specifically on consultation procedures used by the
IASB to fend off criticism of weak accountability, whereas concerns with the body’s
legitimacy are also addressed in sociological works that discuss cross-border accounting
regulation.

The sociology of professions has devoted much attention to accounting and
auditing, in particular to professional associations and accounting firms. One of the
core findings of this stream of literature is the practitioners’ emphasis on self-
regulation and organizational capacity, which are deemed central in determining a
professional knowledge base (Reed, 1996). Knowledge systems are a core element and
power resource of professional influence even though organizational expressions of
professionalism in accounting are changing. Initially, social closure was predominantly
organized at the level of national professional associations setting rules for individuals,
providing training and granting certificates (Macdonald, 1995; Sugarman, 1995;
Covaleski et al., 2003). In accounting, influential communities might be small, but they
are able to diffuse ideas globally (Christensen et al., 2010). In fact, professionals work
strategically at establishing and reconfigurating rules using their expertise to
challenge an existing order (Suddaby and Viale, 2011).

Today’s knowledge base is substantially influenced by large auditing firms.
The internationalization of audit firms and the concentration of auditing markets have
given rise to a small group of large professional services firms. The Big Four auditing
firms (PwC, Deloitte, KPMG and Ernst & Young) offer a wide array of services,
including audit, tax, consulting, advisory, actuarial, corporate finance and legal services.
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This puts them in a strong position to have an impact on knowledge systems that are
becoming more international (Reed, 1996; Suddaby et al., 2007). Initial differences in the
structure of auditing markets in Europe and North American have largely disappeared
(Ramirez, 2007), and today’s globally operating accounting firms make up an oligopoly
of just four firms. The multitude of services and the complexity resulting from cross-
border business activities lead to the emergence of internationalized and heterogeneous
enterprises (Suddaby et al., 2007, p. 339). Professional service-firms are therefore
characterized by competing rationalities with regard to the distribution of fees and
payment systems. Coordination across borders remains crucial to manage and exchange
knowledge even within the networks of the Big Four (cf. Boussebaa, 2009). Their
manifold activities equip the big firms with substantial “technical” knowledge within
their networks making them central players in standards-setting and for involvement
with the IASB. When considering representation patterns of the wider IASB ambit, the
Big Four make up the very core of the global standards-setting network (Botzem, 2012,
p. 150ff ).

The firms’ in-depth knowledge of accounting practices in various jurisdictions also
makes them attractive for well-qualified individuals pursuing their career in auditing.
The Big Four are excellent training grounds as they facilitate the gathering of
experiences, soft skills and “technical” knowledge that are difficult to acquire
elsewhere. Working for a big firm delivers practical insights, providing individuals
with high social status (cf. Ramirez, 2010). In addition, much of the firms’ influence in
accounting standardization is attributed to the substantial material resources they
control (Cooper and Robson, 2006, p. 431). For years, the four firms contributed a third of
the IASB’s budget (Botzem, 2012, p. 147). However, the degree of internal coordination
within the Big Four remains unclear. Further research is needed to determine the
degree to which the Big Four have concentrated technical staff in London alongside
the IASB, and to assess the strategic impulse with which they engage in standards-
setting practices.

The rise of the Big Four – together with the emergence of the IASB as global
standards-setter – challenges national professions as loci of expertise in accountancy.
While firms assemble much of the practical expertise, the IASB has built-up
substantial standards-setting abilities, mainly through its staff. Therefore, big firms
and the IASB challenge national professional associations as loci of accounting
knowledge (Suddaby et al., 2007). For Canada, Greenwood et al. (2002) have shown how
big auditing firms are increasingly dominating the national context of professional
self-organization, in particular with regard to the practical expertise of accounting and
auditing.

Well-versed individuals who engage in commercial services, professional activities
and standard setting take on very different roles in these activities. While they
often interpret standard setting as an a-political activity searching for and developing
best-practice solutions, conflicts are evident. In part, such conflict of interest is a
core element of expertise-based rule-setting. Previous research has shown the
complexities of transnational standards-setting for the individuals involved
(Tamm Hallström, 2004). However, conflict is not only a matter of identity or
conviction. More fundamentally, contestation of rules and procedures is a core element
of standardization, as it implies the submission of diverse actors (Timmermans and
Epstein, 2010, p. 84). Conflicts unfold over relevant expertise, definition of regulatory
content and recognition of appropriate procedures where the IASB appears as an arena
as well as an actor. To ease conflict and mediate between different agendas and
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viewpoints, the IASB emphasizes transparency and orderly procedures of standard
setting. Over time, the IASB’s consultative mechanism, called “due process,” has
developed into a “commonly accepted procedural framework” both to incorporate
varying ideas and to mediate conflict (Botzem and Quack, 2006, p. 268).

At the more abstract level, the IASB seeks to ensure that the organization and
its standards are deemed to be desirable, proper and appropriate (cf. Suchman, 1995,
p. 574). At the transnational level, such attempts to establish legitimacy are even
more challenging than for national organizations, as the IASB needs to acquire
“the rightfulness and appropriateness of authority” (Quack, 2010, p. 8) to issue global
standards in accounting. The IASB therefore seeks legitimacy from various sources,
seeking “input,” “throughput” and “output” legitimacy (Tamm Hallström and Boström,
2010; Botzem and Dobusch, 2012).

Input legitimacy aims at including stakeholders and third parties that have
an interest in the setting of standards. Throughput or procedural legitimacy seeks
acceptance for the organization’s activities through transparent and reliable procedures
of consultation. Output legitimacy, which is acknowledged as particularly important in
expertise-based rule-setting, concerns the adoption and diffusion of IFRS by preparers,
auditors and regulators. Particularly strong sources of output legitimacy are contractual
recognition by third parties and legal recognition through law.

As the IASB is embedded in a wider field of social relations, attempts to attain
legitimacy are also contested. A dynamic perspective therefore considers different
historical phases in which different forms of legitimacy are established and drawn
upon. This points to the strategic dimension of legitimation (Suchman, 1995), but indicates
also the complex relation of input, throughput and output legitimacy in transnational
accounting regulation (Botzem and Dobusch, 2012). Strategies of legitimation refer both to
the practices of standard setting but also to the rhetorical engagement of individuals and
organizations (cf. Suddaby and Greenwood, 2005; Halliday et al., 2010). Strategies of
legitimation surrounding the IASB are a central aspect of understanding the emergence
of a private self-regulatory arrangement in transnational accounting that have not yet
received much attention in interdisciplinary accounting research.

Organizing legitimacy in transnational accounting standardization:
structural reform
An organizational perspective on transnational standard setting allows for an
analytical perspective that equally considers institutional aspects as well as activities
of actors involved. The most notable change has been a transformation of the
standards-setting organization from a federation of national professional associations
to a free-floating self-regulated standards-setting organization (Camfferman and Zeff,
2007; Botzem, 2012). An organizational perspective includes formal sets of rules and
rhetorical strategies. Combining the analysis of organizational elements with the
construction of legitimacy makes it possible to study the emerging field of transnational
accounting regulation, in particular its demarcations, meaning, identity and power
(Suddaby et al., 2007, p. 355). Linking organizational dynamics with professionalism
unravels the significance of knowledge and expertise as core elements for securing
legitimacy with respect to organizational activity and rhetorical skills.

For the better part of its 40-year history, accounting regulation under the IASB had
been the business of practitioners and experts[2]. In 1973, the IASB’s predecessor
started as a federation of national professional associations with minimal
administrative support from the small London office. In contrast, today the IASB is
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a well-established and widely recognized private standards-setting body with more
than 120 employees and an annual budget of around £20 million sterling. Half of its
staff is exclusively dedicated to the development of standards (IFRS Foundation, 2012).

Standards-setting activity rests with the organization’s board, a body currently
comprising 14 men and two women from all continents. Members are selected on the
basis of professional competence and practical experience (IFRS Foundation, 2013a,
section 25). The board meets monthly and has complete responsibility for all matters
concerning the preparation and issuing of standards (IFRS Foundation, 2013a, section
37a). A community of “accounting policy bureaucrats” (Power, 2009, p. 329) has
emerged and fends off unwanted outsiders, namely national governments, by explicitly
referring to a professional knowledge base. The board’s independence is considered
vital to preserve expertise-based global standard setting. The IASB epitomizes an
anti-statist understanding of professional identity particularly pronounced in many
Anglo-American countries and engages is defining the relevant body of knowledge
in this way.

During its 40-year history, IASB has undergone many changes and has substantially
altered its normative rules and its governance. The most radical organizational change
took place in 2001, when the organizational structure was transformed from a loosely
knit federation of national professional associations into an increasingly complex
standards-setting organization – operating independently from public oversight and with
no statutory organizational membership (Botzem, 2012, p. 95). Over the years, an array of
advisory groups has been established to tie in organizations relevant for the adoption and
diffusion of IFRS. Predominantly, these are private organizations (users and preparers
of financial statements) and some public organizations. The advisory bodies set up by the
IASB include the IFRS Advisory Council, the Capital Markets Advisory Committee
(CMAC), the Emerging Economies Group, the Global Preparers Forum and the SME
Implementation Group. After the financial crisis, IASB and the US-American standard
setter Financial Accounting Standards Board (FASB) commonly established the
Financial Crisis Advisory Group (FCAG) (which has concluded its work in the meantime
(IFRS, 2013a)).

Attempts to increase linkages to public organizations has also intensified.
Most recently the Accounting Standards Advisory Forum has been added, to which
the foundation’s Trustees have named 12 national standards-setters including the EU.
With this reform the IASB has sought to replace a number of memoranda of
understanding it had signed with various national standard setters (IFRS, 2013b). With
its new advisory forum the IASB is also aspiring to coordinate more closely with
national standards-setters with a view to increase their commitment toward IFRS and
their global diffusion. The IASB’s intensification of direct cooperation with standards-
setters sends a clear signal that the organization is not simply developing best-practice
standards, but is eager to ensure one set of globally harmonized de facto binding
standards. This allows the IASB to frame and co-define the relevant expertise for
international standard setting.

Organizationally, today’s IASB resembles the principles of US-American standard
setting, giving much leeway to practical expertise and professional knowledge
(Botzem, 2012, p. 96ff ). This was a condition imposed by the SEC during the 2000
constitutional change (Camfferman and Zeff, 2007). But while the US-American
standard setter FASB is accountable to the Securities and Exchange Commission and
ultimately to Congress, IASB is not subordinated to any external authority. No formal
accountability relations have been established so far. Only more recently have the
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activities of Trustees been somewhat scrutinized by international organizations
and national standards-setters through the establishing of a Monitoring Board; the
Trustees’ most important task continues to be the recruitment of board members.
The Monitoring Board represents both national and international regulatory bodies,
but so far it has exercised predominantly a ceremonial oversight (Botzem, 2013).
Figure 1 gives an overview of IASB’s organigram including the core bodies.

The IASB’s board is the organization’s core decision-making body. It has been
slightly expanded from 14 to 16 current members, three of which might be part-time.
In 2010 the IASB introduced geographical criteria to ensure equal representation
of world regions in the board (four members from North America, four from
Europe and four from Asia/Oceania, one from South America, one from Africa and
two from any of these areas) (IFRS Foundation, 2013a, section 26). Formalizing
geographical representation is an indication of IASB’s desire to promote IFRS outside
advanced industrialized economies. The subtle shift toward newly industrialized
countries, in particular in Asia, also shows in the biographies of today’s board
members.

While trained accountants remain important for board composition, three
characteristics of change are noteworthy. Over time, the IASB intensified efforts to
integrate individuals with more specific knowledge about the information needs of the
users of financial statements, such as analysts and investors (Botzem, 2012, p. 136ff ).
More recently, individuals with a personal background from emerging markets,
namely China, India and Brazil, have been added to the board (Zeff, 2012). Finally, the
dominance of well-networked Anglo-American men with auditing experience is
somewhat decreasing. Many of the initial board members have spent years in national
and international standardization activities effectively constituting the core of the
standards-setting activities (Street, 2006). An era came to an end in 2011 when both
the long-serving Chairman, Sir David Tweedie and Vice Chairman, Thomas Jones,

Monitoring Board
of public capital market authorities

IFRS Foundation Trustees

IFRS Advisory Council Standard-setting

IFRS Interpretations Committee

appoint

appoints, monitors report to

oversee, review effectiveness,
appoint and finance 

provides
strategic advice 

informs informs

International Accounting Standards Board (IASB) 

Source: Adapted from IFRS Foundation (2013b, p.3)

Figure 1.
IASB’s organizational

structure as of 2013
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ended their term in office after ten years of heading the IASB. Due to the retirement of
other long-serving members, average tenure of board members declined from roughly
ten years to less than four years, indicating a major generational shift (Botzem, 2013).
The old guard’s last achievement was to steer IASB through dire straits immediately
after the financial crisis (Lagneau-Ymonet and Quack, 2012; Bengtsson, 2011).

Throughout history, the IASB has experienced substantial organizational
growth and diversification firmly embedding expertise-based self-regulation in the
Anglo-American tradition. The most recent change has been the establishment of
the Monitoring Board scrutinizing the recruitment of Trustees. In addition to formal
advisory and oversight bodies, the IASB has been seeking the involvement of an
increasing number of temporary and informal consultative and advisory committees.
One such case is the Analysts Representatives Group founded in 2003, whose mission
has been to fill the “representational gap and advance the integration of users, i.e.
financial analysts and investor representatives in particular” (Botzem, 2012, p. 162).
Renamed the CMAC, the group continues to maintain close contact with the
community of users of financial statements. CMAC continues to provide exclusive
access to the IASB board even though meetings’ material is publicly available today
(IFRS, 2013c).

By trying to become a globally accepted standards-setter issuing de facto binding
rules free from public oversight, the IASB effectively attempts to square the circle.
It claims to act in the public interest, issuing rules of quasi-public nature, but insist to
so autonomously by shielding itself from any external influence not deemed
appropriate. This leads to an exclusion of civil society and national governments alike
and protects the expertise-based self-regulatory regime. By evoking the notion of
issuing a-political, problem-oriented and practical solutions for cross-border
investment, the IASB strengthens its role as the prime site for defining practical and
professional expertise. Accordingly, outreach to relevant stakeholders is carefully
administered by the IASB through inclusion and cooptation, and through consultation
procedures that are used to counter criticism of insufficient accountability. Therefore,
throughput legitimacy has become a key source of legitimizing transnational
accounting standardization (Richardson and Eberlein, 2011).

Throughput legitimacy rescuing expertise-based standards-setting
through consultation
The IASB is unique amongst global core standards-setters, not only because of its
private nature, but also because of its sophisticated consultation procedures which are
a core aspect of ensuring its legitimacy. The organization’s due process is key to
acquiring credibility and preserving self-regulation in accounting. Consultation has
proven vital to maintaining expertise-based standards-setting as it complements
self-regulation without weakening it. In the IASB’s constitutional revision of
2005, “technical expertise” was defined as the single most important recruitment
characteristic for board membership (Botzem, 2012, p. 103). By maintaining such
an image of engineers trying to optimize pipes and tubes, rather than deciding over the
authoritative rules for corporate surplus distribution, consultation has ensured that
information flows to standards-setters free from outsiders’ interference. Expertise
therefore remains a prime source of the IASB’s authority when developing and setting
accounting standards. Such an orientation echoes anti-statist rhetoric and a
strong belief in laissez-faire approaches advocating professional self-regulation
(Willmott, 2000).
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According to the IASB, it considers consulting with the interested public “essential
to developing high quality IFRSs that serve investors and other users of financial
information” (IFRS Foundation, 2013c, section 1.2). Interestingly, this rhetorical claim
of the IASB in its Due Process Handbook is not reflected in the organization’s
constitution: Section 37 clearly states that the board “shall have full discretion in
developing and pursuing its technical agenda” subject to establishing “procedures for
reviewing comments made within a reasonable period on documents published for
comment” (IFRS Foundation, 2013a, section 37). While the IASB characterizes its due
process as a tool to ensure “independent decision-making,” in its constitution, the
assigned purpose is more modest: “The IASB uses these procedures to gain a better
understanding of different accounting alternatives and the potential effect of the
proposals on affected parties” (IFRS Foundation, 2013a, section 1.2). Subsequently, on
its web site the due process listed as just one of four cornerstones of public
accountability (IFRS, 2013e).

The mismatch between the due process relevance for the board in setting
standards on the one hand, and the rhetorical display of the process’s role on the
other, indicate the delicate balance the IASB needs to strike between opening up
to the outside and maintaining social closure. As the term due process is borrowed
from judicial review procedures, it raises the questions of procedural rights
attached to taking part in consultation – and it merits a closer look at the historical
attempts to organize consultation in accounting standardization. Refined
rhetorical strategies are employed to vest the due process with a greater
contribution to the organization’s accountability than is actually the case (cf.
Suddaby and Viale, 2011).

During its first 25 years, the IASC relied substantially on national professions as
well as on individuals willing to engage in standardization activities to develop
International Accounting Standards (IAS). National professions were the formal
founding organizations of the IASC back in 1973, but from the beginning auditing
firms provided substantial material and intellectual resources (Botzem and Quack,
2009, p. 995). After transforming the IASC in 2000 and ridding the organization of all
its formal members, which caused it to lose its input legitimacy, new means of
legitimacy were sought. To close accountability gaps, the IASB strongly emphasized
the role of transparent, orderly and documented procedures of standard setting. The
IASB’s due process became the cornerstone of the organization’s strategy both to fend
off stakeholder requests – deemed partisan and inappropriate by powerful insiders –
and to legitimize private expertise-based standards-setting (cf. Reed, 1996). To acquire
accountability as the world’s global standards’ setter, throughput legitimacy grew in
importance (Richardson and Eberlein, 2011), appealing to more general notions of
transparent and proper decision making.

In contrast, output legitimacy is more closely tied to the idea of professionalism.
Recognition of IFRS by the users, preparers and auditors is an important element of
output legitimacy. Their diffusion and adoption is vital, as formal recognition of IFRS
by regulators and overseers becomes increasingly important to the organization. This
is reflected in the cooptation between national and international standard setters in
different IASB bodies (Botzem, 2012, p. 153). The IASB uses its core position and its
framing capacities to influence accounting professionalism at the international level.
Its power derives from combining the expertise assembled internally with an ideology
of self-regulation making the IASB successful in developing rules with the potential
of global diffusion (Suddaby and Viale, 2011).
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The broader inclusion of participants (input legitimacy) into the IASB’s advisory
bodies fortifies the status quo of accounting standardization with private business
(users, preparers, auditors), academics and selected regulators making up the
organization’s core interest groups. Other societal stakeholders, such as NGOs, trade
unions and also governments or parliaments, only rarely appear among the IASB’s
inner circles. This reflects the main challenge of transnational non-state standards-
setters that seek not only to define standards, but also the relevant constituents
(Richardson and Eberlein, 2011, p. 223). Private transnational standard setters need to
establish additional sources of legitimacy if they want to enjoy public recognition
without needing to be accountable to public authorities. Consequently, procedural
legitimacy becomes central to bridging this divide, both formally and rhetorically, by
using specific institutional vocabulary (Suddaby and Greenwood, 2005).

One indicative example of outside recognition is the 2007 Global Accountability
Report. The report is issued by One World Trust, an NGO and UK-registered charity
seeking to promote advances in the accountability of globally operating institutions.
The NGO saw the IASB among the high-performers in transparency and participation
(One World Trust, 2008, p. 18). Specifically, it hailed the IASB’s due process as exemplary,
emphasizing the high degree of external stakeholder engagement (One World Trust,
2008, p. 37). In its press statement, after the report was issued, the Chairman of the IASC
Foundation took the opportunity to reaffirm the NGO’s favorable interpretation of the due
process. As he put it:

Transparency and accountability have been cornerstones of the standard-setting process
since we started in 2001 and recent enhancements to our due process have further strengthened
this commitment. We welcome this independent assessment of our progress to date (IFRS, 2007).

One World Trust’s positive assessment of the IASB’s consultation process reflects the
effectiveness of the IASB organizational rhetoric of inclusion and engagement. The
report’s conclusion that, the “Trustees have consistently emphasized accountability as
a central value of the organization that is crucial to the organization’s success as a
standard setter” (One World Trust, 2008, p. 64), recognizes the IASB’s intentions to
make standard setting accessible. Much more problematic is of course that One World
Trust deems it sufficient to have a transparent outreach mechanism in a case where the
distribution of corporate surplus is codetermined. These are fundamental issues of
societal concern, but the NGO takes a rather narrow, functionalist approach and
legitimizes global expertise-based self-regulation. It can only be speculated if the
downgrading of representation of stakeholder interests based on democratic reasoning
is intentional or unintentional. Either way, the IASB took the opportunity to congratulate
itself with taking accountability seriously, even though in its official documents it has
assigned a much more modest role to its due process.

Reforming consultation procedures is an ongoing process. Over the years, the IASB
has refined its due process and turned it into a continuing endeavor now overseen by a
standing committee of Trustees (Due Process Oversight Committee, DPOC). The most
recent modification in 2013 has combined previously coexisting due processes for the
IASB board and the IFRS Interpretations Committee. Furthermore, the DPOC is tasked
both with reviewing the composition of the IASB’s consultative groups and with
ensuring more extensive discussion of the effects of new standards (IFRS Foundation,
2013c, p. 47).

In addition, guiding the IASB’s procedures are said to be three underlying principles
of consultation (transparency, full and fair consultation and accountability). The earlier
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version of the due process handbook included a list of concrete steps to be followed:
agenda setting, project planning, publication of discussion papers (voluntary round of
initial public comment), publication of exposure draft (mandatory round of public
comment), standard development and publication, and post standardization follow up
(Botzem, 2012, p. 118). Today’s handbook does not explicitly refer to these individual
steps anymore but continues in this spirit. In the consultation procedures written
comments remain the cornerstone of consultation: “Comment letters play a pivotal role
in the deliberations process of both the IASB and its Interpretations Committee,
because they provide considered and public responses to a formal consultation” (IFRS
Foundation, 2013c, section 3.64).

Written interaction with the interested public is at the heart of the due process.
Drafts are issued by the IASB and responses are invited to specific discussion papers
or exposure drafts. Such drafts include newly formulated (or revised) wording and
invites comments upon the precise suggestions proposed by the IASB. A period for
public comment normally lasts 120 days and comment letters are subsequently
published on the organization’s web site along with the drafts. Within the realm of
these provisions, the constitution makes clear that the board of the IASB has “complete
responsibility for all IASB technical matters including the preparation and issuing of
IFRSs (other than interpretations) and exposure drafts, each of which shall include any
dissenting opinions” (IFRS Foundation, 2013a, section 37).

The due process is a key tool for the IASB to proceed with standard setting and
is referred to frequently as crucial for the organization’s accountability, both as a
prescription of procedures and as an image of independence. The FCAG – established
by the IASB Foundation and the FASB’s Foundation to coordinate global accounting
standardization after the crisis, and to counter criticism of neglect of procedures in the
fall of 2008 – reaffirmed the importance of consultation for the overall credibility
of standard setting: “We believe it is important to recognize that the truncating
of due process, whether in fact or appearance, undermines public confidence in the
integrity of the standard-setting process and therefore hinders broad acceptance
of the standards themselves” (FCAG, 2009, p. 15). At the same time, the two
foundations are concerned about improper interference with standard setting
procedures. They claim:

To develop standards that are high quality and unbiased, accounting standard setters must
enjoy a high degree of independence from undue commercial and political pressures, but they
must also have a high degree of accountability through appropriate due process, including
wide engagement with stakeholders and oversight conducted in the public interest (FCAG,
2009, p. 2).

Part of the problem rests with the timing of consultation in standards-setting
procedures more generally. Issuing drafts and asking for written responses comes in at
a rather late stage of developing a standard, when the board has already reviewed
much of the evidence on the issue debated. As a “technical body,” the board does not
seek opinion on how a standard should be written; rather it seeks evidence on which
to base its decisions (Botzem, 2012, p. 121). Given continuous discussions and a well-
versed staff preparing the board’s decisions, it is unlikely that entirely new evidence
reaches the board through the due process. Instead, it becomes clear that consultation
represents a crucial element in the IASB’s legitimation strategy rather than a mode of
participation. The more recent trend to establish procedures to address potential
breaches of the process can be seen as just one more indication of this.
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Outreach to the interested public needs to be prepared and administered.
This makes the IASB’s staff not only a core resource in standards-setting but has led
to the creation of a new power-base that derives its influence from practical expertise
and knowledge assembled within the IASB. Currently, around 60 staff members are
working on standards-setting activities, working with and for the board. The practical
involvement of staff members familiarizes them with the details of any subject matter.
The staff carries out the research, draft suggestions, reports to the board and consults
with the staff of other standards-setting bodies, most importantly the FASB. Its “high
level of expertise and close cooperation with the decision makers make the IASB
employees an important factor in transnational standard setting – albeit one that has
received little attention so far” (Botzem, 2012, p. 121)[3]. Staff is a core resource that
enables the IASB to engage in the framing of the knowledge base that is only shared
with the big firms.

Insisting on thorough application of all provisions of the due process might be a
necessary condition to secure accountability, but it does not suffice. Legitimacy
problems with consultation procedures run deeper, most importantly for two reasons.
First, a proper application of the due process might help to counter one-sided influence,
but offers no certainty against it. Direct evidence is hard to trace, but empirical findings
of who actually participates in the IASB’s consultations underscores the constant
interest and engagement of the financial industry and big auditing firms in particular
(Perry and Nölke, 2005; Bengtsson, 2011). The recently reiterated claim that the due
process is a central tool to ensure the standard setters “independence from undue
commercial and political pressures” (FCAG, 2009, p. 20) signals awareness about an
already tilted consultation procedure favoring those with ample material resources
at their disposal. Furthermore, it can be assumed that any actors with material interest
in the setting of standards, be it preparers, users or auditors, continue to use manifold
ways of influencing the IASB, “striving to ensure that their interests are given due
regard in standards development” (Botzem, 2012, p. 121).

A more subtle (although perhaps equally problematic) aspect about consultation
procedures is their multiplication. They have become something like the “gold
standard” of private standards-setting, which is hard to argue against since they speak
to more general notions of transparency and orderly procedures. Not least, labeling
consultation procedures as “due process” evokes images of judicial review ensuring
a just decision-making process. With regard to accounting standardization, the almost
universal diffusion of due processes comes in the form of a multiplication of entry
points for the interested public. This is particularly visible in Europe, where the
regional advisory body to the European Commission, the European Financial
Accounting Advisory Groups, republishes all of IASB drafts and also invites comment
letters. Additionally, national standard setters are also engaged in gathering
information and drafting position papers. Moreover, national industry associations
may seek their members’ input to take position toward particular suggestions brought
forth by the IASB.

This multiplicity of venues and consultation procedures makes it difficult for
interested parties to identify the most relevant forum to engage. Large and well-versed
actors may do so at all levels throughout the entire period, and they might even
be able to use direct channels with the IASB. Less resourceful actors run the risk
of participating in less relevant consultation procedures effectively betting on the
wrong horse despite adhering closely to the formal requirements of consultation.
More research is required to assess the consequences of these interlinked formalized
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consultations. One effect, however, can be asserted quite clearly: the global, multilevel
diffusion of the IASB’s discussion papers and exposure drafts ensures that the
standards-setter’s ideas and arguments are distributed fast and wide. The rather
hermetic nature of the documents (no open questions, but comments invited to relate
to precise formulations) contributes to spreading the IASB’s suggestions globally and
reaffirming them at an early stage in the development of standards.

The due process is a cornerstone for the IASB’s legitimacy strategy. The appreciation
for transparency and administered outreach have turned the due process into a powerful
tool for the IASB to make up for its deficiencies in input legitimacy, while being able to
preserve global expertise-based self-regulation. It becomes clear that consultation is not
so much a mode of organizing inclusion and participation; instead, it serves the purpose
of channeling evidence upward to the board while disseminating the IASB’s viewpoints
widely through discussion papers and exposure drafts. It continues to mediate conflict
between established interests by requiring them to agree on a close-knit format to
exchange ideas, and it provides the board with substantial flexibility in running its
affairs. Most importantly, the due process allows rejecting public oversight whilst still
addressing criticism concerning the organization’s persisting accountability deficit.

IASB’s reaction to the financial crisis
In many aspects, the financial crisis of 2007-2009 was also a crisis of global accounting
standard setting. Political criticism emerged quickly and addressed fundamental
issues, such as the procylicality of IFRS due to its fair value orientation, the IASB’s
lack of accountability to public authority, the lack of sufficient procedures for
setting standards, but also the content of standards – most notably off-balance sheet
provisions, particularly in the USA (G20, 2008; FCAG, 2009). The immediate and
straight-forward criticism can be taken as an indicator for the IASB’s high degree of
vulnerability during the winter of 2008/2009. Conversely, the IASB’s persistence can
also be interpreted as successfully maneuvering the organization through dire straits.
In the fall of 2008 substantial challenges emerged concerning all aspects of the
organization. In fact, criticism that had been voiced before the crisis, namely weak
accountability regarding the composition of the Board of Trustees (Ver�on, 2007), was
echoed and reinforced. The majority of the IASB’s critics came from Europe and
expressed uneasiness with the free-floating nature of the IASB and its domination by
“technical expertise.” Before the Lehman collapse in April 2008, the European
Parliament adopted a motion to correct the IASB’s accountability deficit:

Democratic legitimacy must ensure that the interests of all those affected are suitably
represented and balanced in a transparent procedure using fair rules. Up to now, these
requirements are not adequately met in the system of the IASCF. The organisation’s highest
decision-making body, the Board of Trustees, shows particular shortcomings: the trustees are
selected mainly on the basis of a criterion designed to ensure proportionate representation for
the regions, so that no account is taken of other key interests (such as different sectors of the
economy, forms of undertaking, the interests of employees and employers and, in particular,
of political leaders) (Radwan, 2008, p. 14).

Although European governments initially supported the IASB, given its objective of
harmonizing standards internationally in line with the EU’s internal market project, as
early as 2006 they begun to doubt about the organization’s independence. In particular,
they took issue with the “short-term and insufficient funding arrangements that
threatened to undermine the IASB’s credibility” (see ECOFIN, 2006, p. 11).
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The most controversial consequence drawn from the collapse of Lehman Brother’s
and the subsequent shock to the financial system was to retroactively change
accounting provisions for financial instruments. Both the FASB and, shortly after, the
IASB opted to depart form the principles of FVA. In practice, breaking with FVA was
justified by the rare circumstances of the crisis. Technically, it was achieved by issuing
guidance on how to reclassify assets held by financial institutions from the trading
book to the banking book. In the USA, banks in particular were pressuring heavily to
be granted the option of holding assets not for trading at their respective fair value,
but “for maturity,” which exempts them from applying FVAs to their assets.
The IASB followed suit to ensure that such accounting rules would apply both in the
USA and in Europe, the single largest jurisdiction applying IFRS.

The temporary reclassification of assets – which essentially suspended their
accounting at fair value – was intended to end the downward, pro-cyclical dynamic
inherent to FVA, although deemed a controversial move in the accounting world
(FCAG, 2009). Behind this seemingly “technical” reclassification unfolded complex
interactions of political bargaining in which standards-setters, banks, supervisory
bodies and regulators were all involved (Lagneau-Ymonet and Quack, 2012; Zeff, 2012).
The European Commission became an advocate of changes in IAS 39 and IFRS 7
(including additional disclosure requirements) to cushion the effects of the financial
crisis. To sum up, while the IASB broke its principles by allowing an unwanted
reclassification – essentially departing from FVA in crucial matters – the organization
showed to be adaptive to overwhelming commercial and political pressures, thereby
preserving FVA in the long run (Botzem, 2013). Had the IASB simply adhered to its
normative fundamentals, it might have put the entire private standards-setting regime
in danger. A trap the IASB was smart enough to avoid.

Perhaps equally important, the IASB together with the FASB quickly assembled
a high-ranking ad hoc advisory group, the aforementioned FCAG (IFRS, 2013d).
The FCAG was tasked with considering improvements in financial reporting to
reinstate investor confidence in financial markets and, more importantly, to help the
IASB reposition itself after the crisis. By assembling an impressive list of high-ranking
business figures and public servants, the FCAG effectively took on some criticism but
fended off fundamental opposition to the IASB, allowing it to introduce organizational
modifications without compromising its expertise-based mode of governance. One way
of doing this was to frequently write letters to the G20 outlining the group’s position on
policy proposals and explaining reforms regarding accounting standardization.

With regard to the organizational set-up, the introduction of the Monitoring Board
was also framed as a reaction to the financial crisis, despite plans to form the board
preceded the crisis. Formally, it appeared as if an additional supervisory body had
been created, although a closer look reveals that the Monitoring Board is missing teeth.
It is comprised of national regulators from the USA, Japan and the EU and some
international organizations. Its main task is supervising the recruitment of Trustees,
but the requirement to take decisions unanimously is a substantial impediment for
oversight (Botzem, 2013). For the time being, the Monitoring Board seems to be a
compromise most are happy with: while critics hope for a closer integration of public
authority into the world of accounting regulation, the IASB’s board continues to set
standards independently.

Given the sudden and heavy surge of criticism of the IASB’s structure and the pro-
cyclical content of its standards, the organization managed to demonstrate swift
reaction preserving expertise-based, private accounting standardization. During the
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crisis, the IASB acted strategically in avoiding a confrontation on principles of FVA.
For a short period, and under “rare circumstances,” the IASB abandoned its normative
grounds to ensure the organization’s long-term survival. In addition, in establishing
the Monitoring Board, the IASB managed to appease some critics by putting more
emphasis on formal oversight without conceding substantial influence (Botzem, 2013).

Conclusion: reconfirming transnational accounting self-regulation
The present state of transnational standard setting in accounting cannot be assessed
without understanding the IASB. Over the years, the IASB has substantially changed
its organizational set-up and has grown into an effective and powerful player in cross-
border accounting regulation. Despite explicit criticism after the financial crisis, the
IASB reemerged strengthened and consolidated its position as global standard setter.
Its standards are enjoying almost universal recognition and acceptance – with the USA
currently being a solitaire in not giving clear indications on when to allow its large
corporations the use of IFRS. More importantly, the IASB has managed to reconfirm its
unique position in accounting standardization and thereby maintaining the development
of financial reporting standards under the aegis of a small body of independent experts.
In fact, the IASB has renewed expertise-based self-regulation and successfully continues
to characterize public oversight as an undue infringement of technocratic decision
making.

Professionalism remains a core base for self-regulation but we can observe a
transformation of the configurations of expertise. Historically, the IASB’s predecessor
had assembled professional associations as its main constituents but over time the
federation of national bodies was abandoned. The IASB changed into a self-regulatory
organization that maintains the principles of Anglo-American professionalism while
ridding itself of statutory membership of professional associations. Today’s IASB is
composed of a multitude of advisory and oversight bodies that shield expertise-based
decision making. The IASB’s board is insulated from what it deems undue commercial
or political pressures. It is made up of hand-picked individuals that exercise their
standards-setting authority independently according to the rules set-out in the
organizations’ constitution. While this is formally unproblematic, in practice, standards-
setting continues to be self-administered, drawing on a notion of a-political
professionalism that was successfully upheld even during the financial crisis. One
core resource for acting independently is the organization’s staff which assembles
substantial expertise of transnational accounting regulation. The IASB has become a
central entity – arena and actor – defining the body of knowledge in cross-border
accounting. Its influence is not matched by any other public or regulatory body
including national professional associations. Other substantial influence of defining
knowledge (cf. Reed, 1996) rests with the Big Four auditing firms. Together with big
firms, the IASB makes up one essential locus of expertise in transnational accounting
standardization.

Expertise is shifting away from national professional associations (cf. Greenwood
et al., 2002) but also from national standard setters, perhaps with the exception of
the FASB. In contrast, the IASB has become a central node in transnational accounting
regulation. Thanks to its internal resources, in particular its staff, and to the
organization’s ability to adapt its structures to changing circumstances, the IASB is
well positioned to set global standards. By establishing a new system of rule
development (Suddaby and Viale, 2011) the IASB has contributed to a transformation
of professionalism. Although further research is needed, with regard to the IASB it is
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fair to say that transnational standardization has become a central part of accounting
professionalism. At the same time, the IASB’s persistence and its organizational
adaptability suggests that attempts at standardization exceed a particular professional
project and extends it beyond mere sector self-regulation. The organization’s claim
to issue quasi-public rules denote an expansion of professional activities into the
public arena. Effectively, the IASB’s strong orientation toward investors affects the
distribution of corporate surplus to the benefit of capital providers. The increasing
emphasis on FVA is an embodiment of this trend and underlines the political nature of
accounting standardization notwithstanding the fact that the organization’s core actors
label their approach as “a-political.”

The IASB’s enduring quest for rule-setting authority is an expression of the
organization’s intention to preserve its outstanding position and to counter criticism
of inadequate accountability. It continuously seeks to adapt its organizational set-up
and particularly its consultation procedures. In a time when the diffusion of IFRS is
increasingly global, it becomes clear that output legitimacy alone is insufficient to
acquire accountability. Instead of opening up decision-making to societal stakeholders
and interest representation, the IASB opted for selective inclusion of capital market
actors, notably investors, preparers and some regulators. Such a move, while not
satisfying democratic requirement, showed at least some awareness of weaknesses in
participation and somewhat improved input legitimacy. The partial improvements of
input and output legitimacy were accompanied by moving throughput legitimacy into
the spotlight, with consultation becoming one of the IASB’s core legitimation strategy.

Its due process is a sophisticated tool of stakeholder engagement that plays
a central part in the organization’s rhetoric. Praise by other transnational actors
indicates the IASB’s success in framing consultation as an adequate mode of outreach,
while in practice it serves the organization well by allowing it to manage information
inflow and to filter and reinterpret stakeholder opinions. Without the due process –
despite the limitations of influencing decision-making – the IASB would most likely
have been unable to maintain its core position in transnational accounting regulation.
It provides the board and staff with some sway to mediate conflict and contestation
among the interested public that does participate in consultation procedures.
More importantly, the due process, its rigorous application and the high degree of
transparency, equip the IASB with a valuable tool to fend off criticism. Consultation
procedures speak to more universal values, such as engagement, outreach and
transparency which seems to be an appropriate mode of developing voluntary rules. In
accounting, however, IFRS are quasi-binding rules that in most jurisdictions are
simply transposed into law; here a more demanding approach of stakeholder inclusion
should be aimed at. Rule-making such as setting financial reporting standards should
be subjected to democratic scrutiny and societal participation not just voluntary
consultation. It speaks in favor of the IASB’s strategic abilities that the organization
managed to convince public and private actors that sophisticated consultation suffices
to guard technocratic decision making. From a democratic perspective, the selective
mode of decision making, however, remains worrying. The IASB’s depoliticization of
transnational accounting standardization continues to obtain acceptance thanks to its
effective and rhetorical efforts to defend expertise-based self-regulation.

Today’s transnational accounting standards-setting takes place in a tightly knit
field. Undoubtedly, it centers on the IASB, which has carefully networked for more
than four decades to eventually become the center of gravity. Beyond the nation state,
an accounting constellation (cf. Burchell et al., 1985) has emerged in which global
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norms for financial reporting are being developed. We can therefore speak to a
transnational regulatory constellation in accounting that comprises bodies of knowledge,
systems of norms and classification techniques. Furthermore, it includes a firm
organizational structure that has become home of material, epistemic and discursive
resources impacting accountancy worldwide. In addition to giving room for capital
market interests, the IASB has become a powerful actor itself that plays in concert with
large international organizations by drawing on a notion of professionalism that allows
fending off calls for more direct public oversight. At least for the time being, the IASB is
firmly established and recognized as a standards-setter despite continuing weaknesses in
its democratic accountability.

Notes

1. Auditing is the other case of professional self-regulation but has been somewhat in the
shadow of IASB. Throughout their history, both organizations were close linked, especially
in the early years (Camfferman and Zeff, 2007, p. 61ff ). For more recent developments see
Loft et al. (2005) and Loft et al. (2006).

2. Formally, IASB only refers to the standard setting body which today comprises 16
individuals. The legal entity is now called IFRS Foundation after having been called
International Accounting Standards Committee Foundation (IASCF) between 2001 and 2010
and International Accounting Standards Committee from 1973 until 2000. However,
commonly IASB is used to refer to the entire organization in London which also includes
advisory bodies but not to the organization’s Trustees which oversee standardization
activities. I opt for this use and indicate where only specific bodies are referred to.

3. For a comprehensive list of the staff’s task see Botzem (2012, p. 118).
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