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IFRS monopoly: the Pied Piper of financial
reporting

SHYAM SUNDER∗

James L. Frank Professor of Accounting, Economics, and Finance, Yale School of Management, Box
208200, New Haven, CT 06520-8200, USA

The links among better financial reporting, better markets, and better economy and society are
arguable, but they remain poorly understood. The addition of IFRS to the set of available
alternatives may improve these linkages, but granting them monopoly status does not.
Claims that the universal adoption of IFRS as a single set of high-quality principles-based
standards will yield global comparability are overblown. Accounting standards operate less
like a uniform system of weights and measures and more like a single currency, in that both
play multiple roles in modern economies. An IFRS monopoly is evolutionarily
disadvantageous in that it eliminates the opportunity to compare alternative practices and
learn from them. It also disallows the tailoring of financial reporting to local variations in
economic, business, commercial, legal, auditing, regulatory and governance conditions
across the globe. Empirical studies of statistical covariation across financial reports produced
by IFRS have yielded mixed results and, in any case, provide little insight as to the merits
of granting IFRS a world monopoly. The vociferous campaign in support of IFRS
monopoly is reminiscent of the 1990s campaign in support of the now-discredited
‘Washington Consensus’. Then, as now, it was a case of promoting theoretical benefits
while obscuring potential costs and risks. This is the familiar story of the Pied Piper leading
his trusting victims to their doom.

Keywords: Accounting; International Financial Reporting Standards; IFRS; monopoly; risks

1. Introduction

How do we create better markets? The question can be narrowed to refer to the creation of better
financial reporting, or expanded to envision the creation of a better economy, or even a better
society. Each specification of the scope of the question raises its own clarifying queries. What
is better financial reporting? How do we find out which system of reporting is better, and for
whom? Shifting attention from these difficult-to-answer questions simply gives rise to others.
What do we mean by better markets? What is the linkage between financial reporting and
markets? Are there characteristics that make for better financial reporting but do not necessarily
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create better markets? We can escape these questions by shifting attention, yet again, from
markets to the economy (or society), where the objective of increasing prosperity might be
easier to agree on. But even here, troublesome questions arise about the distribution of wealth
and about the causal linkage between the choice of financial reporting and the prosperity of
society. We, as accountants, are naturally disposed to believe in the existence of such a
linkage, and many others believe that some yet-to-be-specified system of financial reporting
will generate greater wealth, and perhaps even distribute it more justly among the members of
society. There is little evidence to support or deny such beliefs; perhaps the burden of proof
lies with those who hold them. The desire for and the pursuit of prosperity is understandable;
the hope that International Financial Reporting Standards (IFRS) – especially IFRS as a mon-
opoly – will help us succeed in this endeavour is not. Let us explore why.

It is useful to subdivide the task of addressing the downside of IFRS into two modes of its
adoption – one as the single standard within and across various legal jurisdictions in the
world, and the other as a candidate available, along with other national or international competing
alternatives, for use by companies in jurisdictions which may allow such a choice. I welcome and
support the development of IFRS as a competing alternative that national authorities may make
available to the reporting entities under their jurisdictions (registrants). However, ‘IFRS-as-an-
alternative’ has not been the direction in which the International Accounting Standards Board
(IASB) and its advocates have targeted their efforts. Their focus has been to persuade national
regulators to adopt IFRS as a single set of standards to be enforced on all registrants through
the enactment of local and regional laws and regulations. A large part of my remarks are, there-
fore, directed to the ‘IFRS-as-monopoly’ proposal.

In the popular imagination, accountants are often thought of as the ultimate professionals, but
also as unimaginative robots. Popularity, imagination and creativity are characteristics that take on
unconventional and largely negative connotations when attributed to accountants. As pro-
fessionals, they are expected to stand firm in their judgments when the winds of adverse
opinion buffet others around them; if they cater to popular opinion, they are seen as panderers.
Imagination and creativity, which enable most of us to discover solutions to our intractable pro-
blems, in accountants are perceived as the crafty, opportunistic manipulation of financial reports.
Accountants are simply supposed to be different – vigilant guardians whose job is to save us from
our own weaker selves. They may sometimes be permitted a modest degree of creativity in devis-
ing means of persuasion, but they are rarely expected to be imaginative, and certainly are not sup-
posed to seek popularity.

Over the past decade, the vociferous and well-financed campaign to manufacture and market
IFRS as a single set of high-quality principles-based standards for use by all seems to have been
designed to exploit this aspect of the image of accounting and accountants. I would like to explain
why, given the nature of accountants’ role, the objectives claimed for IFRS are unlikely to be met.
To the extent they manage to succeed, I shall explain why and how the consequences will do more
harm than good with respect to the efficient functioning of organisations and markets. Much has
been made of the presumed empirical evidence that supports the virtues claimed for IFRS over the
alternatives. A review reveals the evidence to be mixed at best, however, and it is often irrelevant
to policy on IFRS.

Many critiques of IFRS have focused on specific accounting standards issued by the IASB.
This paper, instead, analyses the consequences of the process through which IFRS are created
and may be implemented as a monopolistic set of standards for the world. Since the analogy
of uniform weights and measures has been a major part of the argument to promote IFRS mon-
opoly, I examine its problems, and suggest a uniform currency, for example, the euro, as a better
analogy. I use the economics of standardisation to examine which features of financial reporting
may benefit from IFRS. I examine nine bases for deciding for or against IFRS, and find little
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support for adoption of IFRS as a monopoly. I also examine 11 challenges that standard-setters
face. Instead of helping address these challenges, imposition of IFRS may only render them
more intractable.

2. Weights-and-measures analogy

The specification and enforcement of a uniform scheme of weights and measures is one of the
earliest functions of even primitive governments in human history. Not surprisingly, the
analogy of IFRS as a scheme of uniform weights and measures in the domain of financial report-
ing for the whole world has been used to sell the idea to lay audiences as well as professionals. If
the universal use of the metric system helps improve efficiency, so will the universal adoption of
IFRS, or so the argument goes.

The problem is that IFRS have less in common with the metric system, and more in common
with the euro. Once the significant costs of transition to a single system of weights and measures
have been incurred, there is little doubt that a uniform system yields continuing efficiencies which
may justify the capital cost of its adoption. The scheme of weights and measures, once chosen,
implemented and enforced, is invariant with respect to the decisions and choices made by
parties to the transactions.

Government-issued fiat money, on the other hand, is used not only for facilitating exchange,
but also for managing such aspects of the macroeconomy as credit, income, inflation,
employment, trade and growth. Whether the advantages accruing to a multitude of polities of
using a single currency – not having to visit currency exchanges at airports, for example – out-
weigh the disadvantages of losing control of money as an instrument of fiscal, monetary and
trade policy in all participating countries is a more complex question. It cannot be addressed
by simply claiming that a single currency is necessarily preferable to local currencies as a
single standard of value across Greece, Portugal and France. And yet, this is what the
weights-and-measures analogy implies, and what the advocates of universal adoption of
IFRS seek to do.

Corporate financial reporting has functions that extend well beyond those analogous to the
weights-and-measures situation, such as enabling income comparisons, measuring profitability
or determining the value of corporations.1 As history shows, national governments use corporate
financial reporting as instruments of policy on taxation, economic stimulus, compensation and the
regulation of financial systems. Whether governments should do so is not the issue on the table at
present, however. The question of whether a single currency or a single set of accounting stan-
dards should be used in all countries of the European Union (or the world, for that matter)
cannot be settled by endlessly repeating the ‘comparable weights-and-measures’ exhortation;
such decisions call for a more careful analysis of the consequences.

3. Which things/practices are best standardised; which are not?

Standards have played a critical role in the development of human civilisation by promoting
quality or coordination, or both (Sunder 1988, Jamal et al. 2003, 2005, Jamal and Sunder
2007a, 2007b). Absent standardisation, a great deal of our prosperity and comfort would
not be achievable. For example, quality and coordination standards for food and
hygiene allow us to safely eat food prepared by strangers, and standards for electric current
and wireless protocols allow us to recharge our cell phones and communicate with others
around the globe.

The question is not whether standards in general are good or bad for us. Instead, we need to
reflect on (1) which aspects of our lives could benefit from either quality or coordination
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standards; and (2) in those cases where standards can be beneficial, what is an efficient process for
identifying and developing effective and desirable standards.

We benefit from standards when we are reasonably confident that a solution or design has
been found which is so efficient that it is unlikely to be worth the effort to continue a further
search for even better solutions; or alternatively, when further search for better solutions can con-
tinue, largely unhindered, even as we standardise what we believe to be an efficient interim
solution.

To what extent, and in which respects, can we benefit from standardisation of financial report-
ing? Standards to require disclosure of specific items are a form of quality standards for financial
reports. On the other hand, standards requiring financial reports to follow specific formatting are a
form of coordination standards, because their value arises from a commonality of usage, similar to
rules requiring us to drive on one or the other side of the road (see Baxter 1953). However,
measurement standards, which constitute the vast majority of what the IASB and other boards
require, combine elements of quality as well as coordination, in varying degrees.

Whether meant to improve quality or coordination, there is always a possibility that the stan-
dards chosen could be either good or bad, and therefore may bring benefits or harm. The standard-
isation of weights and measures has brought much prosperity to society; the standardisation of the
QWERTY keyboard, in spite of its early efficiency (in slowing down typists so the type bars on
mechanical typewriters would not jam), continues because of the investment of time in develop-
ing a traditional typist’s skills, in spite of the demonstrated superiority of alternatives such as the
Dvorak keyboard. Inertia, too, plays a role in its continued usage. It is therefore important that, in
financial reporting also, we take care to select those aspects of financial reporting that would best
profit from standardisation, and devise a reliable process to choose the standards that are put into
practice.

In a world dominated by electronic data processing, the establishment of formatting standards
for financial reporting is necessary, but the specific choice of the format is largely a technical
matter that need not be of much concern in our present discussion. Further, with changes in tech-
nology, these standards can be allowed to co-evolve without much active intervention by account-
ing regulators.

4. Bases for deciding for or against IFRS

On what bases, then, can we assess whether an IFRS monopoly will contribute to better markets
and better economy? These bases should include a consideration of their contribution to the pros-
perity and wealth of society, their inclusion of relevant information from all parts of the economy,
their stability over time, their adaptability to changes in economic environment, their robustness
against manipulation and their resistance to capture by narrow interest groups. On the flip side,
covariation between accounting and stock market data, the promotion of IFRS monopoly by
firms and groups whose interests they may serve, and the number of jurisdictions in which reg-
ulators may claim to have adopted IFRS in expectation of attracting investment capital from
abroad or loans from the World Bank, should not be the bases for deciding on IFRS. Let us
take each of these considerations in turn.

4.1. Contribution to the prosperity and wealth of society

Contribution to the welfare of society is the ultimate criterion for judging the adoption of a public
policy proposal. However, it is also the most difficult to apply. On occasion, we may be able to
find reasonable arguments or evidence on costs and benefits, but a comprehensive analysis of
specific, identifiable cost-and-benefit consequences is out of our reach in practical terms.
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Perhaps the best we can do is to draw parallels between the processes used in financial reporting
and in other comparable domains. This I shall do in a later section.

4.2. Inclusion of relevant information from all parts of the economy

Decisions on standards, whether they relate to the choice of (1) specific standards, (2) institutional
structure and process of writing standards, or (3) the scope of standardisation, affect most, if not
all, members of society (Sunder 1997, Chapter 11). The information needed for making such
choices is dispersed among a very large number of people and institutions. For the chosen
policy to have desirable properties, that policy is best determined on the basis of as much of
this information as can be gathered and incorporated into it. Organisations such as the IASB,
staffed with a small number of subject matter experts, do not know important pieces of infor-
mation, such as constituent preferences, available alternatives and new strategies that might be
devised in response to the chosen standards. Attempts by standards boards to elicit constituent
preferences may garner biased responses from the better-organised parts of their audiences.
Even those audiences may not know which of the proposals on the table would best serve
their interests if they lack prior experience of them. Despite following due process, standards
boards can make only an approximate assessment of the consequences of proposals, unless
those proposals have already been put in practice. To include as much information as possible
on decisions about standards, therefore, it is better to select from options for which experience
from the field is already established. Unfortunately, neither the IASB nor the Financial Account-
ing Standards Board (FASB) has imposed this constraint on their choices in the past, often gen-
erating unanticipated consequences after the implementation of their innovative proposals.

4.3. Stability over time

Like other bodies of law, rules and regulations, financial reporting standards also change the oper-
ating environment (pay-offs, constraints, strategy sets, players) of the participants. Therefore, as a
general rule, we should expect various participants to re-evaluate their strategies, and potentially
alter their behaviour, based on their post-adoption environment. Since participants constitute an
important aspect of the broader environment, changes in behaviour by some potentially require
changes in the behaviour of others. Over time, this action–reaction dyad may or may not settle
down into a stable pattern of behaviour. The point is that each change in financial reporting stan-
dards is a source of new strategic uncertainty, and therefore requires that the participants make
appropriate adjustments to each change. To the extent that stability and the reduction of uncer-
tainty are goals of the standard-setters, those authorities should be biased in favour of a stable
set of standards. This would mean that they would introduce new standards only after they
have considered the additional ‘cost’ of creating new turbulence in the financial reporting
system by introducing changes.

If IFRS are promulgated by a permanent board with a permanent establishment, there is a
natural inclination in the organisation to keep a full docket, and to publish new standards as evi-
dence of its productivity and value for the resources spent on it. While some new standards may
be well justified, excessive standard-setting that continually introduces new perturbations in the
reporting environment is an inevitable consequence of permanent institutions like the IASB or the
FASB (Sunder 1981, 1997). In deciding on IFRS-as-monopoly, this tendency of the standard-
writing institution should be kept in mind. IFRS have been promoted on the grounds that they
are principles based, because the IFRS rulebook comprises a mere 2700 pages, as compared to
the 15,000-plus pages of the US Financial Accounting Standards (FAS). Is it not possible that
the IFRS rulebook is so much thinner only because the IASB started later and had fewer
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resources? Given time and staff, it will likely catch up with the FAS rulebook. After all, similar
structures can be expected to yield similar outcomes. In any case, even 2700 pages are a lot of
‘principles’ for any learned profession (Sunder 2009).

4.4. Adaptability to changes in economic environment

The environment of financial reporting is in flux, due to myriad events in the economy, markets
and organisations. Even an organisation which is fully aware of the need for stability must
respond to some changes in the environment by issuing new standards, or by modifying the exist-
ing ones. The IASB, like the FASB and many other national boards, is designed to respond to calls
for action from regulators and constituents. However, the IASB has no advantage over other
boards with respect to responsiveness. If anything, its ability to respond is attenuated by its
global composition and the necessity that it cover the divergent conditions prevailing in
various parts of the world. It cannot adapt its standards to changes in a constrained or limited
portion of the global economic environment.

4.5. Robustness against manipulation

There are several ways that threats to manipulate the IFRS can arise. The undue influence of a
single country in the development of standards can be controlled by constituting the IASB
with members from diverse economies of the world. However, it is possible that most of these
countries may choose a professional accountant to represent them, thus creating an aggregate
imbalance among various constituencies in the Board. A third kind of manipulative threat
arises in the form of existential challenges to the organisation itself by powerful lobbies and poli-
ticians. A corporate body, especially one endowed with monopoly powers, is more vulnerable to
such challenges. In comparison, when multiple standard-setting bodies coexist with one another
and with social norms, their power to hold their ground against political and interest group press-
ures increases. In such circumstances, these bodies can tell their challengers to use the alternatives
available from other sources.

4.6. Resistance to capture by narrow interest groups

In his seminal work, Stigler (1971) pointed out the ever-present threat of regulators being captured
by the parties they seek to regulate. Capturing parties have to have an interest, power and concen-
tration to succeed. Professional accountants as well as business corporations, especially in the
financial industry, both seem to satisfy these conditions. The dependence of the IASB on these
groups for funding its operations increases the risk of capture. In recent years, taxation of
public corporations has been proposed (and implemented, in case of the FASB) as a solution
to this risk. Since taxation deprives the monopoly standard-setters of information feedback, I
suggest that a better solution is to gather royalties from reporting entities that may choose to
report on the basis of a competing set of standards (Sunder 2010). Any tendency of corporate
managers to choose ‘cheap’ standards for their reporting would be counterbalanced by the vigi-
lance of the investment community, which can use such management behaviour as a signal about
managers’ competence and confidence (see Dye 1985, Levine 1996). Further, regulators who
choose to permit certain sets of standards to compete in their jurisdiction can sanction flagrant
violators of the threshold of acceptability in their society.

The above six factors have a reasonable claim to be considered in assessing whether or not to
adopt IFRS-as-monopoly. There are also several other considerations often mentioned in the lit-
erature as bases for this assessment. The following paragraphs examine these arguments.
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4.7. Correlation between accounting and stock market data

A large amount of research effort on the objective assessment of IFRS has been devoted to esti-
mating the statistical relationships between stock prices on the one hand, and accounting data gen-
erated under IFRS and other accounting regimes on the other. A higher correlation between stock
prices and the accounting data generated by IFRS as compared to the data generated by, say, the
US FAS would supply objective evidence that the stock markets find the IFRS more informative
than the FAS. According to this well-meaning argument, since neither the data nor the statistical
estimates are influenced by the identity of the researcher, such analyses provide an objective basis
for assessing alternative standard sets.

This argument has two weaknesses. First, it assumes that the stock market is the critical if not
the sole criterion for selecting a financial reporting regime. If, as mentioned above, the choice of
financial reporting is to be based on enhancing the welfare and prosperity of society, the stock
market is not sufficient for this purpose, unless the welfare of all others were invariant with
respect to the choice. There are other markets, including bond markets, markets for managerial
and other labour, and markets for various goods and services that constitute the economy. Finan-
cial reporting plays various but important roles in them all. An argument that justifies choosing an
accounting regime solely on the basis of a better functioning stock market is not defensible.

Even if one were to concede to the stock market complete sovereignty over all matters of
financial reporting, the statistical method does not deliver the promised goods. Consider a
simple illustration. Attempts to produce policy-relevant empirical research often take the follow-
ing form: let us posit Financial Reporting System A as the status quo that generates Price System
A through a causal impact of accounting on markets:

Financial Reporting System A� Price System A. (1)

Since it is the status quo, the policymakers (and the researchers who may be engaged to assist
them) have available to them data on financial reports as well as the stock market (prices,
volume, etc.) generated under System A. They can use research tools to estimate the statistical
relationship, such as a correlation between the accounting and the market data. Let us denote
this estimated statistical relationship by R(A). Note that the estimated statistical relationship
has no directionality:

Financial Reporting System A��R(A)
Price System A. (2)

Now suppose that the policymaker considers an alternative financial reporting system B, which
will change the status quo to a different reporting standard. Again, under the maintained hypoth-
esis of causal impact of the changes in financial reporting on the stock market, we admit to the
possibility that it could generate a different Price System B:

Financial Reporting System B� Price System B. (3)

Note that if we do not even admit to the possibility of a change in financial reporting causing a
change in the price system, we would reject, ex ante, any relevance financial reporting might have
for stock markets. Before changing the financial reporting from its status quo, the policymaker
may want to know its consequences for stock prices. Let us suppose for now (we shall relax
this assumption shortly) that we are able to observe both the financial reporting as well as
stock market data under System B, and use this data to estimate the statistical relationship,
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denoted by R(B), between financing reporting and the stock market under the proposed system:

Financial Reporting System B��R(B)
Price System B. (4)

The first question we ask is: What inferences about the relative desirability of systems A and B
can we draw on the basis of comparing R(A) and R(B)? Suppose R(.) is a linear correlation or the
coefficient of determination of a linear regression, or some such measure of statistical proximity
of the financial reports and the resultant stock prices. It is tempting, at first glance, to say that a
financial reporting system that has greater statistical proximity to the corresponding stock prices
should be preferred. Indeed, that is the so-called ‘information content’ criterion which has been,
and continues to be, used extensively in the accounting literature of the past four decades.

However, if the desirability of a financial reporting system were to be judged by the statistical
proximity of the relevant accounting and market data, it is trivially simple to achieve the financial
reporting nirvana. All one has to do is to use the market data to prepare the financial reports. For
example, if the change in market capitalisation over the year were reported as the income of the
firm for that year, accounting and market data would be not merely proximate statistically, but will
be identical. Simply feeding the market data back to the markets through financial reports would
be silly, because such reports will be worthless in providing any information to the market. In such
a world, having turned financial reporting for the markets on its head, we shall have financial
reporting from the markets. Absent other sources of information, prices in an economy with
‘market-based’ reports would be indeterminate and therefore inefficient. Consequently, one
cannot usefully assess the relative desirability of alternative financial reporting systems on the
basis of the statistical correlation between the respective sets of accounting and market data.2

The above analysis is based on the assumption that the data from System B, the alternative to
the status quo System A, are available to estimate R(B). For many accounting policy problems, it
is possible to estimate hypothetical accounting numbers that would be reported under the policy
alternative, provided that the real decisions of the managers (e.g. research and development,
investment, etc.) would not be influenced by a switch to the alternative reporting regime, and
that sufficient information on the parameters of the firm were available to the analyst.
However, stock market data under the alternative regime cannot be available before it is
implemented, nor can it be constructed through either contemplation or analysis. What can one
do to estimate R(B) in (4) above, assuming that would be useful in some way?

This additional difficulty has led many analysts to simply replace Price System B by
Price System A, and to estimate the statistical proximity R∗(B) of accounting data B with
market data A, and then to draw an inference about the desirability of financial reporting
systems on the basis of comparing R(A) with R∗(B), instead of R(B) which is unavailable, as
shown below:

Doubtful as it is to assess the relative desirability of A vs. B on the basis of comparing R(A) and
R(B), doing so on the basis of comparing R(A) to R∗(B) is even more difficult to defend. What is
the meaning and significance of R∗(B), and what can its comparison to R(A) possibly tell the
policymakers about the relative merits of these reporting regimes? One could defend the use of
R∗(B) on the basis of the assumption that it is reasonable to replace the unobservable Price
System B by Price System A, because the contemplated change in financial reporting regime
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has no consequences for the price system. But such an assumption strikes at the very roots of the
whole approach: why compare the relationship between accounting and stock price data if the
former have no effect on the later.

There have been many studies that evaluate IFRS on the basis of this method of analysis. The
results have been mixed (see the full working paper version noted in the acknowledgments for a
summary of these and other empirical studies). Unfortunately, the empirical studies of covariation
of financial reporting and stock price data are essentially irrelevant to the problem of whether
companies, countries or the whole world should choose IFRS monopoly for financial reporting.

4.8. Promotion of IFRS by various firms and groups

The past decade-and-a-half has seen a concerted effort to promote and market IFRS to investors,
regulators, companies, teachers and the general public in many parts of the world. IASB has an
obvious interest in promoting acceptance of IFRS. Four major audit firms and their international
networks appear to have made a policy decision to promote a monopoly status for IFRS, and have
used their considerable resources for this purpose (Harris 2008). These firms repeat verbatim the
language used by the IASB (e.g. a single set of high-quality, principles-based financial reporting
standards to promote comparability across the world) without giving specific reasons why they
have taken this position in the policy domain. It has been suggested that the large audit firms
see international standards as a strategy to take a larger share of the audit market from small
and local firms. However, there has been so little public discourse on these matters that it is dif-
ficult to know for sure.

4.9. One hundred and twenty countries can’t be wrong

Public officials in many countries, eager to attract foreign investment capital for their develop-
ment, have been led to believe that the adoption of IFRS will help them. Consequently, many
have or claim to have adopted IFRS. Given the difficulties of translation, and implementation
of IFRS in variable local environments, whether the claims of its adoption can be meaningfully
translated into more comparable financial reports across nations and continents remains to be
seen. As in other aspects of our lives, following the crowd is a questionable approach to deciding
whether or not to adopt IFRS.

5. Challenges of setting standards

5.1. How do we learn what is better?

What are our sources of learning, and means of discovering, what good financial reporting is, in
the sense of making markets better or generating more wealth and prosperity for society? First,
there are some a priori beliefs that we carry from our understanding of the broader world in rel-
evant contexts and from past experience. For example, these may include truthfulness (represen-
tative faithfulness), relevance, timeliness, unbiasedness or the like. These are regarded as
maintained hypotheses in most analyses, because subjecting them to further questioning does
not appear to be a fruitful endeavour. There is no reason to think that the a priori assumptions
underlying IFRS are any better or worse than those underlying alternative standards. In any
case, there is no evidence to the contrary.

A second approach to learning is the systematic analysis of the problem on the basis of known
first principles. For example, on the basis of known laws of physics, an engineer may be able to
form a reasonable assessment of how a newly designed electrical circuit will function. On the
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basis of known laws of supply and demand, and the estimated parameters of the problem, a busi-
nessman may form a reasonable assessment of the product price that will yield maximum profits
for him. In financial reporting, we do not seem to have identified yet such first principles on which
we have broad agreement. Without such principles, our ability to form a reasonable assessment of
the consequences of any changes we engineer in the system of financial reporting is severely cir-
cumscribed. I am not aware of any current work to take us in that direction. Neither the IASB nor
other standard-setting organisations in various parts of the world have any advantage over one
another in forming better standards for better markets.

A third approach to learning is to conduct systematic experiments in controlled environments
to examine the properties of alternative financial reporting regimes. In social domains where
such experiments can have major unanticipated consequences for the participants, there is under-
standable reluctance to conduct them. For these reasons, when such experiments are undertaken,
they allow voluntary participation. Since the decision to participate may itself differentiate the
participants from non-participants in important and relevant respects, the usefulness of such
experiments is limited. On occasion, historical accidents may create situations that can be
regarded, ex post, as experiments, and data gathered from them analysed to gain useful insights.
However, such events are too rare to serve as a reliable basis of learning about financial reporting
alternatives.

These difficulties lead us to conduct small-scale laboratory experiments on students or pro-
fessionals, either by paying cash to them or by relying on the assumption that their behaviour
will remain unaffected by the hypothetical nature of the experimental tasks they are asked to
perform. Further, institutional interactions and their complexities in financial reporting are diffi-
cult to capture in hypothetical laboratory tasks. Understanding and choosing institutional relation-
ships require experience and a time-scale much longer than what is typically available, and can be
available, in experimental settings. Neither the IASB nor the other regulators have relied on
experimental method to learn about the potential consequences of the financial reporting interven-
tions they contemplate.

A fourth, and most commonly used, approach to systematic learning is to analyse obser-
vations from the past about changes over time in a given place, or variations across places at
a given time, or both. We may, for example, assess from past data how changes over the
years in accounting for bank loans gone bad in the USA may be systematically related to the
observable behaviour of bankers, borrowers and investors. Or we may enquire into how the
choice of financial reporting standards allowed in Switzerland might have influenced their
markets, as compared to most other domains where such choice was not permitted. Rooted
in actual facts of the past, this approach to documented learning has obvious appeal. Unfortu-
nately it, too, has severe limitations. The observable behaviour available for analysis leaves out
critical unobservable variables, such as expectations and private information on which the be-
haviour of various agents is dependent. Equally important, statistical analysis of past data
allows us to establish covariation but rarely causation. Policymaking requires the latter and
has little use for the former. Third, any data from the field are susceptible to self-selection
and endogeneity.

What would the introduction of a world monopoly of IFRS (even if it were confined to the
major economies) do to our ability to become better informed about potential improvements in
financial reporting and create better markets? Of the four methods of learning mentioned
above, the IFRS-as-monopoly would have no advantage over its alternatives in the first
three. With respect to the fourth approach, the monopoly would make it virtually impossible
to make cross-sectional comparisons of alternative accounting regimes and of their
consequences on the basis of field data, because no such data would be available in a universal
IFRS regime.

300 S. Sunder

D
ow

nl
oa

de
d 

by
 [

Y
al

e 
U

ni
ve

rs
ity

],
 [

Sh
ya

m
 S

un
de

r]
 a

t 0
8:

23
 0

1 
A

ug
us

t 2
01

1 



5.2. Standards and alternatives

Written standards enforced by authority are an important but not the only instrument for improv-
ing quality and coordination in society. Order in many if not most aspects of our lives is attained
by shared expectations, social norms and exchange (Sunder 2005a, 2005b). For example, beyond
hygiene and safety, there are few written standards for food served in restaurants. Yet, these estab-
lishments create, maintain and deliver myriad preparations to satisfy the diverse tastes of their
customers on a consistent basis. The same is true of colleges, cars and clothing. If the arguments
offered to promote IFRS-as-monopoly are to be believed, the world would be a better place if a
single body specified a uniform cuisine, cars, clothes and curriculum, as well as uniform laws and
a single language for everyone in the world.

5.3. Principles vs. uniformity

Promoters of the IFRS endlessly repeat that a ‘single set of principles-based standards . . . promote
comparability’. In spite of its apparent appeal, a fundamental contradiction is hidden within this
claim. Any body of principles, which are more general and less specific than rules, must also
permit greater room for individual judgment in their application. Individual judgment means
diversity of interpretation, and consequently less uniformity and comparability. The problem
with the rhetoric used to market the IFRS was pointed out early: ‘Common global standards, if
read to mean identical, is an illusory and unobtainable goal’ (Breeden, former chair of the US
Securities and Exchange Commission) and ‘a uniform classification of transactions that occur
in diverse environments is logically impossible’ (Fearnley and Sunder 2005, 2007a, 2007b).
Since no two transactions or events are identical in all respects, does uniformity mean any two
transactions with any similarity must be treated alike, or that any two transactions with any dis-
similarity must be treated differently (Sunder 1984, 1997)? The two answers to this question yield
radically different solutions. This problem and the foundational ambiguity of the concept of uni-
formity were ignored, and have inevitably arisen in empirical studies of application of IFRS in
practice (Rezaee et al. 2010).

5.4. Language and translation

The rhetoric of IFRS often draws on the metaphor of accounting as the language of business and
cites the benefits of using a single accounting language across the world. The presumption is that
the single precise meaning of accounting terms, specified by a central authority and enforced
under the law, will improve communication between reporting entities and their constituents.
However,

Consider the failed utopian vision of Esperanto. It was proposed in 1887 as an artificially constructed
global language to eliminate the difficulties of communicating across the world. Languages are alive
with words with their multiple and ambiguous meanings continually entering, evolving and becoming
obsolete. This development is bottom-up, driven by users of language, not top-down, controlled by
lexicographers. Esperanto failed because its promoters ignored the fundamental nature of language
in their search for uniformity. (Fearnley and Sunder 2006, p. 26)

Ambiguity of meaning is necessary for communication and its evolution (Kitchen 1954). If the
meaning of ‘shirt’ were to cover every detail of the garment, either all shirts will have to be iden-
tical or every shirt would need a different word to describe it.

Since IFRS documents are written in English, they must be translated into the various natural
languages of the world. Each natural language has vocabulary and character of its own, and it is
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not possible to find words and phrases to create the exact translation of the English originals.
Anecdotal stories of how Turkish or Japanese translations deviate from the intent of the original
are heard but difficult to evaluate in the absence of unanimity behind bilingual authoritative
voices. How shall one know if the financial reports putatively prepared under IFRS are indeed
comparable across borders, except to rely on the assurances offered by those who claim to
know those languages?

5.5. Discovery and evolution

Financial reporting is a particularly complex example of a social system in which a large number of
individuals and groups, each with their own unique interests, information and opportunity sets, act
and interact dynamically. Past decades of efforts at shaping the financial reporting regime through
top-down regulation suggest that our ability to design financial reporting standards to attain a given
set of outcomes, or to predict the response of this complex system when a given set of standards are
promulgated, is limited at best. Yet, financial reporting does require some rules. In broader socio-
economic contexts, Hayek (1988) called it our fatal conceit: ‘Since people had been able to generate
some system of rules coordinating their efforts, they must also be able to design an even better and
gratifying system’ (p. 7). But social systems have little to do with design. They are the result of evol-
ution through trial and error and selection. What can we do?

An alternative to the top-down design approach, which has dominated the accounting dis-
course of the recent decades, is to place greater reliance on the bottom-up evolution of financial
reporting practices. Allowing deliberate room for experimentation will facilitate experience with
newer methods, and help us discover some that might work better by satisfying various constitu-
ents (Dye and Sunder 2001). This would be the social equivalent of Darwinian evolution in
biology and the accounting equivalent of Herbert Spencer’s social evolution. A process that
allows and encourages the discovery and evolution of better financial reporting in the context
of experimentation in real markets admittedly will be slow, but it has a better chance of improving
the regime. Granting a monopoly to the IASB, or to any other corporate body, will take us in the
opposite direction.

5.6. Fit in the legal, economic and business system

The uniformity and comparability argument in favour of IFRS ignores the interrelationships
among the economic, business and legal institutions of society and the corresponding regimes
of financial reporting and auditing. One cannot impose an externally devised set of financial
reporting standards on economies with diverse legal, corporate governance, and auditing and
commercial codes, and expect comparable results simply because they share a set of financial
reporting standards (see Ball 1995, 2006, Sunder 2002). After years of denial by the promoters
of IFRS, recent announcements and studies are beginning to reveal that the application of
IFRS across national jurisdictions has not been, and is unlikely to be, uniform, nor is it likely
to generate comparability (see, for example, KPMG 2006, 2007, Lang et al. 2006, Leuz 2006,
E&Y 2007a, 2007b, Smith 2008).

5.7. Criteria for choice of standards

Top-down standard-setting needs criteria for deciding which financial reporting practices are
better. As mentioned earlier, representational faithfulness, neutrality, timeliness, relevance and
reliability are among the characteristics that might provide answers to this problem. However,
it is rare to see either the IASB or the FASB use such criteria to defend their specific proposals
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over alternatives on a consistent basis. In the academic literature, lowering the cost of equity
capital often appears as a criterion for improving financial reporting. However, the cost of
equity capital is simply a price at which capital is rented from one party to the other. In any
market transaction, what is cost to one side is revenue to the other. Would the world be a
better place if the price of capital, or potatoes for that matter, were lowered, ceteris paribus? Con-
sumers could buy more for the same amount of money, but the farmers will get less for the same
truck load of their produce. Without placing some additional conditions, how can one say that it is
socially desirable to lower the price of potatoes, or capital? I have not yet seen an answer to this
simple question.

Fortunately, letting the financial reporting practice evolve through experimentation and
experience under light and benign regulatory oversight does not require us to choose such criteria.
Instead, the supervisor can move to a higher level criterion such as investment, growth and gross
national product as a measure of how well the economy is doing under the regime. If, looking
across the borders, the supervisor finds other economies are doing better under an alternative
regime, he may nudge the locals to experiment with imitation. Indeed, the appeal during the
decades of the mid-twentieth century, and the recent criticisms of the US system of financial
reporting, appear to be linked to the performance of the US economy.

5.8. Fractal structure of reality

In his seminal work Benoit Mandelbrot (1977) proposed ‘fractal geometry’ as the label for math-
ematical structures that are infinitely detailed. There is no limit to how far you can zoom in and
find additional features without ever seeing a repetition. He went on to apply his mathematics to
physical phenomena such as the shapes of mountains, coastlines, snowflakes, trees, etc., and to
stock markets. Socio-economic phenomena, too, have no natural limit in their detail. This is
also applicable to financial reporting and the standards written to govern them.

There is no natural limit to the amount of detail in standards and rules. It is always possible to
ask for further clarification, on the grounds that the rule is not clear enough. Rulebooks get thicker
over time through this process of endless demands for clarification, and not, as the promoters of
IFRS might have us believe, because their writers do not believe in principles. The reason the
IFRS rulebook is thinner than the FAS is not because one believes in principles and the other
in rules; it is simply that IASB has not been around for as long as the FASB has been. Their pro-
cesses are similar, and so will be the nature of their rules.

5.9. Role of judgment and social norms in professions

Like bicycle training wheels, spoon-feeding and unemployment benefits, written standards of
financial reporting can help us to learn, develop our own ability and judgment, and become
self-sufficient, if they are set aside in a timely fashion. Hang on to them for too long, and they
become permanent props and developmental barriers. When an auditor calls a standards board
for clarification, it is rarely because of the failure of his/her judgment; it is more likely a
failure of nerve to exercise that judgment in the face of pressure from the client. It is not easy
for a corporate body, whose sole function is to issue rules, to say no to such requests, in spite
of the fact that issuing clarifications and so-called guidance relieves the auditors of the opportu-
nity – indeed obligation – to exercise his or her judgment on the way to becoming a professional
cripple, dependent on such guidance.

While the principles-based goal of IFRS is laudable, whether the IASB, operating as a global
monopoly, can withstand the pressure to furnish professionally crippling guidance to accountants
is questionable. Instead, IFRS, coexisting and competing with various national standards, have a

Accounting and Business Research 303

D
ow

nl
oa

de
d 

by
 [

Y
al

e 
U

ni
ve

rs
ity

],
 [

Sh
ya

m
 S

un
de

r]
 a

t 0
8:

23
 0

1 
A

ug
us

t 2
01

1 



much better chance of operating in a world of social norms of financial reporting (see Sunder
2005a, 2005b) formed by this collectivity. In this world, it would be possible for accountants,
investors and academics to compare alternative standards, and entities who choose to use them
in their reports would be able to form their own judgments about the state of the entities, and
motives of their management.

5.10. Financial reporting and financial engineering

The global financial crisis of 2007–10, especially in the financial industry, has made it clear that
accountants are not the only ones who run the world of financial reporting. They share the space
with a rarely acknowledged elephant in the room – the financial engineers. Accountants spend
years discussing and devising their standards, and then the financial engineers take a few hours
or days to design new instruments, transactions or organisations to find their way around the
new standards to serve the reporting goals of their clients. No matter how complicated the
rules the boards write, they cannot place effective constraints on reporting entities as long as
the latter can devise new instruments and transactions.

Will an IFRS monopoly be more effective than a competitive regime of multiple standard-
setters in dealing with financial engineering? In a competitive regime, there will be more exper-
imentation, and there will be a rational basis for comparing how economies or entities under
alternative standards function. By adopting a monopoly regime, accountants would unilaterally
discard the only tool they have for dealing with the scourge of financial engineering.

5.11. Eye-in-the-sky and camera–model interaction

We can think about the relationship of a camera and its subject in two ways. One is as an unob-
trusive eye-in-the-sky that flies high above and beyond the awareness of those being photo-
graphed. The second is the relationship between a model and the photographer. When the
photographer points the camera, the model poses and smiles; when the photographer puts the
camera down, the model relaxes, and may even frown.

We like to think that the accounting camera can operate as an eye-in-the-sky, and capture the
model of the reporting entity the way it is – no posing and no distortions. But that is not possible.
Managers and accountants are fully aware of each other’s intentions and actions. There is little
opportunity for them to surprise each other. Financial reports are always posed, not candid, pic-
tures. People who see the pictures make adjustments for their posed or candid nature. So should
the readers of financial reports. Overestimating their power to enforce their intent, monopolist
standard-setters write rules intended to prevent subjects from posing. These rules fail, however,
as is clear from the history of misstatements and restatements issued by public firms. In a com-
petitive financial reporting world, IASB and its competitors, as well as the reporting entities and
their investors, decide for themselves how long they wish to be led by authority.

6. Concluding remarks

As much as we may dislike it, the fact is that, at least in the USA, the accounting profession has
had little to contribute to the most important policy decisions about the accounting regime that
have been made during this past decade. Perhaps the same holds true, to varying degrees, in
other jurisdictions. Most of the decision-makers – politicians and civil servants – know little
about accounting, and fall prey to the ideas of whoever can ‘whisper in the ears of the
princes’. There is little verified knowledge about accounting regimes available to inform such
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decisions. Besides, policy science has made little progress in researching accounting or its prac-
tice as a profession.

The ancient tale of the Pied Piper has become a metaphor for a leader who entices people to
follow (especially to their doom) by offering the promise of benefits, front and centre, while
hiding the costs and risks behind the fog of time and uncertainty. IFRS-as-monopoly is not the
first example of pied pipers in modern economic and business policy. In the 1990s, the so-
called Washington Consensus on macro-economic policy had the backing of the International
Monetary Fund, the World Bank, and most major economic powers and thinkers in the world.
There were few critics then. Today, the Washington Consensus lies discredited and ignored,
and has no defenders (Naı́m 2000). Similarly, the euro was adopted with much fanfare in
1999, and its benefits were promoted by the powerful and the knowledgeable. Today, the
wisdom of that move is less clear. The IFRS, if allowed to develop by choice of investors and
reporting entities in a competitive environment, is a good idea. If they happen to attain a universal
following through such a market process, so be it. But let us think again about the damage we
could inflict on our markets and economies by granting it a worldwide monopoly through the
edicts of national governments.
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Notes
1. The evidence that adoption of IFRS results in greater comparability of financial reports across national

boundaries, even within the European Union, remains to be adduced; anecdotal evidence in support is
accompanied by similar evidence to the contrary.

2. This is true, even from the point of view of investors. Once we include the points of view of other parties
in the financial reporting system, the justification for statistical correlation weakens further to the point
of disappearance. However, this broader issue is not addressed here. See Beaver and Demski (1974) and
Sunder (1997).
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