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Abstract: Along with the economic globalization, the international accounting
regulation bodies faced the need to issue internationally accepted global accounting
standards. The effect was the issuance and the widespread of the International
Financial Reporting Standards (IFRS). At European level, the IFRS gained
legitimacy in 2002, when the European Parliament and Council have decided that
all European publicly traded entities must prepare their consolidated financial
statements in accordance with IFRS starting with January 1*, 2005. The regulation
from 2002 on the application of the international standards in EU summarizes the
benefits emerging from the adoption and use of IFRS, related to: a high degree of
transparency and comparability of financial statements and, as consequence, an
efficient functioning capital market. However, the achievement of these expected
benefits is based on the assumption that the application of these standards
contributes to the increase in the quality of accounting data reported in the
financial statements. In this context, our main objective is to summarize, based on
the research literature, the economic consequences that emerge from the
publication of higher quality accounting data in accordance with IFRS.



Introduction

The contemporary features of the business environment influence the
theory and the method of accountancy. Thereby, the need for worldwide
financial reporting comparability arise in the context of the expansion of
world trade, the spread of multinational corporations, the increasing role of
global capital markets and the enhanced foreign direct investment.

In the past decades, the accounting regulating bodies have made efforts
in order to address these new challenges and to provide accounting
solutions for presenting the accounting information in a common language,
understandable for cross-border investors and other stakeholders.

The application of the IFRS registered a continuous progress, from
being very little used to becoming nowadays widespread at world level.
The number of countries that adopt the international financial reporting
standards is increasing, the national accounting regulators allowing or
mandating the use of these standards for certain types of entities. According
to the information published on the website of IFRS Foundation, today
there are over 130 jurisdictions that use the IFRS.

At European level, IFRS widespread was favoured by the issuance of
Regulation no. 1606/2002 of the European Parliament and of the Council of
19 July 2002 on the application of international accounting standards (EC,
2002). According to this Regulation, for each financial year starting on or
after 1 January 2005, companies governed by the law of a Member State
prepare their consolidated financial statements in conformity with the
international financial reporting standards if, at their balance sheet date,
their securities are admitted to trading on a regulated market of any
Member State. Also, Member States have the possibility to allow or to
require the use of IFRS for other types of entities (for the individual
financial statements of listed entities, for the consolidated and/or individual
financial statements of unlisted entities).

The Regulation no. 1606 from 2002 summarizes the benefits of
adopting and using the international standards in the EU, regarding the fact
that they ensure “a high degree of transparency and comparability of
financial statements and hence an efficient functioning of the Community
capital market and of the Internal Market” (EC, 2002, article 1).

The research literature conducted in the field of IFRS adoption is
generous. Researchers measured the effects of the application of IFRS on
accounting numbers (Neag, 2014, pp. 1787-1790; Hung & Subramanyam,
2007, pp. 623-657; Jaruga et al, 2007, pp. 67-78; Jermakowicz, 2004, pp.
51-70), tested the benefits emerging from the transition to IFRS (Armstrong
et al., 2010, pp. 31-61; Schleicher et al., 2010, pp. 143-168), pointed out the
limits of IFRS implementation (Street & Larson, 2004, pp. 1-29) or



analyzed the impact of IFRS adoption on taxation (Paunescu, 2015, pp. 81-
91). Another valuable stream of research is represented by the analysis of
controlling tasks in the context of IFRS implementation (Roman et al.,
2014, pp. 13-26; Mocanu, 2014, pp. 62-66). Researchers have also
investigated the perception regarding the manifestation of accounting
judgment and ethics in accounting in the process of IFRS application
(Cernugca & Balaciu, 2014, pp. 110-122).

Moreover, we ascertain an emphasis on the research designed to capture
the effects on IFRS adoption on the quality of financial reporting, measured
by means of value relevance (Filip & Raffournier, 2010, pp. 77-103),
earnings management practices (Barth et al., 2008, pp. 467-498; Brad et al.,
2014, pp. 871-876; Nichita, 2014, pp. 674-690) or accounting conservatism
(Andre et al., 2013, pp. 1-43; Masca, 2014, pp. 349-355).

The study of the quality of financial reporting subsequent to the
adoption of IFRS is important. The expected benefits of the convergence
process and of the adoption of the international standards are based on the
premises that the application of IFRS contributes to the improvement of the
quality of accounting data reported in the financial statements.

However, testing the effects of IFRS adoption on the quality of
accounting data is necessary, but not enough; knowing whether IFRS
contributed to enhanced accounting quality is not the end of the road.
Further research needs to be done in order to investigate the consequences
of the increased quality of the information presented in the financial
statements (Pascan, 2014).

In this context, the main objective of our paper is to analyze and
summarize, based on the research literature, the economic consequences
that emerge from presenting and publishing qualitative accounting data in
accordance with the international financial reporting standards.

The paper is structured as follows: next paragraph presents the research
methodology; then, we present the pillars of improved accounting quality
after the adoption of IFRS and discuss the main economic consequences of
using the information in the financial reporting prepared in accordance with
IFRS. Concluding remarks are presented at the end of the paper.

Methodology of the research

In order to answer to our stated objective, the research methodology
employed in this study is mainly qualitative, based on bibliographic
documentation. In order to identify and analyze the economic consequences
that emerge from the improved quality of accounting data in the context of
IFRS adoption, we have examined the databases containing research
literature in the field of accountancy (such as Science Direct, JSTOR, Web



of Science), using terms such as ,economic consequences”, ,JIFRS
adoption”, ,,accounting quality”; we have selected the papers that we
consider to be relevant for the purpose of our study and formed a database
containing theoretical and empirical papers that analyze the economic
consequences of IFRS adoption. Aiming not to leave out valuable papers
published in this area, we have analyzed the references of certain papers
and searched for the papers that we considered fundamental for our field of
interest (we have also considered the number of citations associated to the
selected papers). Next, we have reviewed the selected papers and
summarized the economic consequences of IFRS adoption. We outline a
typology of this economic consequences, according to the context of the
adoption of IFRS (mandatory of voluntary) and to the category of
stakeholders that benefit from analyzing qualitative accounting information
prepared in accordance with the international financial reporting standards.

The economic consequences of the adoption of the International
Financial Reporting Standards - a literature review

Some features associated to the international financial reporting
standards could determine the enhancement of the accounting quality after
the application of these standards and regardless of the incidence of
country-specific institutional factors. We present the pillars of improved
accounting quality after the adoption of IFRS, in order to explain why we
could expect higher-quality accounting information in the context of the
application of these standards.

The IFRSs are principle-based standards

It is the objective of IFRS Foundation to develop a single set of high
quality, understandable, enforceable and globally accepted financial
reporting standards based upon clearly articulated principles.

With fewer pages and less detail compared to the rules-based standards
(for example, the United States Generally Accepted Accounting
Principles), the IFRSs still address all major accounting issues, from
financial statement presentation to business combinations.

The IFRSs are referred as being principle-based standards because they
provide general guidance for recognizing, measuring and presenting the
elements in the financial statements. The accountants rely on the general
principles stated in the IFRSs in order to guide their professional judgment.

The well-known scandals (Enron, WorldCom) could represent an
example on how rigid rules can be manipulated in order to produce
concealed accounting information. Being principle-based standards, the
IFRSs could improve the quality of accounting information because they
are more difficult to circumvent.



Also, relying on principles instead of rules, the IFRSs offer the
opportunity to appeal to the professional judgment in order to properly
reflect the economic reality, instead of struggling for achieving the
compliance with the imposed rules.

The IFRSs allow evaluation methods that better reflect the financial
position and performance

For example, the use of fair value could contribute to a more appropriate
representation of the economic reality, compared to national accounting
regulations. Accounting amounts reported using fair value measurement
could improve the quality of accounting data since they are more useful to
investors in making their investing decisions.

The limitation of allowable accounting options

In order to faithfully reflect the financial position and performance of an
entity, since 2001 the International Accounting Standards Board (IASB)
aims to eliminate allowable accounting alternatives. Such an endeavour,
directed toward reducing the number of allowed accounting options,
represents a premise for improving the quality of accounting data following
IFRS adoption, because it limits the earnings management practices, for
example by restricting the possibilities to manipulate the earnings.

Ewert & Wagenhofer (2005) cited in Barth et al. (2008, pp. 467-498)
find that accounting standards that limit the management opportunistic
behaviour allow the determination of accounting income which better
reflect the economic reality and, accordingly, are more qualitative.

Moreover, the quality of accounting data could be improved if,
simultaneously with IFRS adoption, there would be changes in the financial
reporting system, for example, a more rigorous enforcement (Barth et al.,
2008, p. 468).

However, the research literature provides mixed evidence on the effects
of IFRS on the quality of accounting data. The results of the research
conducted in this field do not fully sustain the assumption that IFRS
adoption determines the publication of more transparent, more comparable
and, therefore, more qualitative financial reporting.

And, even if financial reporting practices of entities would become
more transparent or more comparable following IFRS application, the
economic consequences of such an improvement of accounting quality
cannot be forehand known, nor is there any guarantee that favourable
economic consequences will be recorded.

We argue that only knowing the economic consequences arising from
the adoption of IFRS, analyzed according to different categories of users of
financial reporting, could provide a fully understanding of the effects of
international accounting convergence process.



The economic consequences are defined in the research literature as
“effects of financial reporting on firm values and on the wealth of those
who make or are affected by decisions based on accounting information” or
»the impact of accounting reports on the decision-making behaviour of
firms and their stakeholders™ (Zeff, 1978 cited in Briiggemann et al., 2013,
pp- 1-37).

Next, based on the study of the accounting literature, we analyze the
economic consequences of increased quality of accounting data following
IFRS adoption.

Briiggemann et al. (2013) have classified the economic consequences
that emerge from the mandatory adoption of IFRS in relation with the
stated objectives from EU Regulation from 2002 on the application of
international accounting standards, as follows:

a) financial reporting effects, regarding:

*  compliance with IFRS requirements and accounting choices under
IFRS.

In our opinion, it is important to test these consequences, because they
offer insight into the extent to which the adoption of IFRS facilitates the
comparability of financial statements between countries.

* accounting properties, such as earnings quality (expressed by
means of earnings smoothing, conditional conservatism, discretionary
accruals).

Studying accounting properties has, among others, the role of indicating
whether the objective regarding financial statement transparency is fulfilled
after mandatory IFRS adoption.

*  value relevance, referring to the ability of information presented in
the financial statements prepared in accordance to IFRS to capture the
value of an entity;

b) capital market effects, which could consist in:

* increasing the liquidity of stock market;

*  decreasing the bid-ask spread;

*  decreasing the cost of equity capital;

* increasing the equity investments by institutional investors;

*  decreasing the cost of public debt;

* increasing the firm-level capital investment efficiency;

* increasing the content of earnings announcements;

* enhancing the quality of analysts’ information environment;
¢) macroeconomic effects, such as the increase of foreign direct investment.

Ahmed et al. (2013, p. 1346) present the favourable economic
consequences associated with mandatory IFRS adoption documented in the
research literature, related to the improvements in analyst forecast
accuracy, reduction in the cost of equity capital and positive price reactions



to events suggesting an increase in the likelihood of mandatory IFRS
adoption. But, contrasting with these findings, in the context of an
empirical research conducted on 20 countries that adopted IFRS in 2005
relative to a benchmark group of firms from countries that did not adopt
IFRS, Ahmed ef al. (2013) state that “improved accounting quality is
unlikely to be an explanation for these favourable economic
consequences”.

Aiming to test whether higher corporate performance is a consequence
of better quality of financial information, (Martinez-Ferrero, 2014, pp. 49-
88) also find that the increased quality of accounting information facilitates
transparency, which in turn reduces the informational asymmetry and
satisfies the information needs of investors and other stakeholders.

Amiram (2012, pp. 57-81) find that foreign equity portfolio investments
increase in countries that adopt the IFRSs, and Moscariello et al. (2014, pp.
63-82) observe positive consequences of mandatory adoption of IFRS on
the cost of debt.

A valuable research direction was followed by Daske et al. (2013, pp.
495-547), which studied the economic consequences of the adoption of
IFRS, by analyzing the heterogeneity among entities regarding the way of
implementation of new standards. The surveyed entities were classified as
“label adopters” (those which adopted the international standards merely in
name, without making material changes to their reporting policies) and
“serious adopters” (entities that adopted the international standards as part
of a broader strategy to increase their commitment to transparency).
Favourable economic consequences, related to increased liquidity and
decreased cost of capital, were observed only in case on “serious adopters”.

Another research that propose to test the economic consequences of
IFRS adoption in relation to the heterogeneity of analyzed entities was
published by Christensen et al. (2007, pp. 341-379). The authors have
studied the economic consequences of mandatory IFRS adoption in case of
the entities from UK, starting from the premise that these consequences
depend on whether entities perceive (or not) benefits from the process of
IFRS adoption. Thus, mandatory IFRS adoption does not uniformly
produce benefits for all entities, but generates winners and losers; the
obligation to apply IFRS determines net benefits for entities that would
have voluntary decided to switch to IFRS if they would have the chance,
while other entities are forced to comply with the provisions of these
standards against their will. The research analyzed two types of economic
consequences. First, market reaction (measured by share price) to news
regarding the EU decision to mandatory adopt the IFRS was analyzed.
Second, the authors considered the relative change of the cost of equity
between the time when the EU started to consider IFRS adoption and the



time when the decision to adopt IFRS was effectively final and binding on
all member states. The results show that the stock-price reaction of UK
firms to news favorable (unfavorable) to mandatory IFRS adoption is
positively (negatively) related to UK entities' willingness to adopt IFRS;
moreover, the change in the cost of equity is negatively associated to the
variables that express UK entities' willingness to adopt IFRS.

The general conclusion of this study is that mandatory IFRS adoption
generates significant differences among entities, a very important issue
when analyzing the cost and benefits of this process in a certain
community. The authors conclude that ,,implementing mandatory IFRS has
the potential to redistribute wealth among agents in society through changes
to the cost of capital”.

The study of the research literature give us the opportunity to identify
the main economic consequences of improved accounting quality following
IFRS adoption and to differentiate a typology of these consequences; the
economic consequences can be analyzed in the context of voluntary or
mandatory IFRS adoption, according to the measure of achieving the
objectives of the European and international accounting convergence, and
according to the benefits perceived by each category of stakeholders that
uses the information published in the financial reporting prepared in the
spirit of IFRS standards.

Conclusions

Global accounting standards could represent one of the most important
changes of accounting regulation. The decision of the FEuropean
Commission to mandate IFRS adoption for all the entities listed on EU’s
regulated markets, the efforts made by different jurisdictions in order to
achieve the convergence of national accounting regulations with IFRS, and
the recent debates regarding the use of IFRS for US listed entities suggest
that the international financial reporting standards represent a set of high-
quality accounting standards. However, the economic consequences of this
change are still debatable.

The research literature offers mixed evidence on the effects of IFRS
adoption on the quality of accounting data. We consider that the effects of
IFRS adoption on accounting quality must be interpreted in the context of
country-specific factors, as well as entity-specific factors.

Testing the effects of IFRS adoption on accounting quality is an
important endeavour, but not sufficient; such research should also
investigate the economic consequences emerging from the publication of
increased quality accounting data prepared and presented in accordance
with IFRS. The study of the economic consequences of IFRS adoption



must consider, on the one hand, the direct benefits for the entities that
report this information and, on the other hand, the perceived benefits for
different users of accounting data.
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