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Part 1

Introduction

Many people believe that financial reporting is a merely technical matter,
something discussed among professional circles but of only minor impor-
tance for the state, for society or for the economy as a whole. However, a
closer look reveals how important financial reporting and its regulation are
for the functioning of businesses and markets. Financial accounting makes
an important contribution to general welfare, and consequently nation
states have often intervened in accounting regulation. Traditionally, regu-
lation has varied from country to country. Continental European countries
have tended to rely more strongly on extensive legal and hierarchical regula-
tion than have Anglo-Saxon ones, which have generally demonstrated more
collaborative governance modes: i.e., types of regulation in which private
actors — most prominently private standard-setters and other professional
organisations — have been embedded within regulatory frameworks. Never-
theless, the different solutions have shared one common feature: they have
all been rooted in the nation states in which they operated. However, in an
increasingly globalised world, these national solutions have become more
and more inefficient and ineffective.

As a consequence, a new constellation of accounting regulation has
emerged since the 1990s. The most distinctive feature of this new con-
stellation is the presence of a transnational standard-setter that produces
financial reporting rules with global outreach: the International Account-
ing Standards Board (IASB). Many countries require these rules to be applied
when supplying information about the financial position of economic enti-
ties or, more technically speaking, for consolidated financial reports.' This
development marks a vast formal convergence of regulation, both in terms
of applicable accounting rules and in accounting governance. However,
traditional national accounting rules persist in some, mostly continental,
European countries, where they remain applicable when preparing finan-
cial statements of private (i.e., unlisted) firms and unconsolidated accounts.
This hybridisation has hardly been addressed in the literature, leaving two
important questions unanswered. First, what are the underlying causes of
the observed changes? And second, are these observable changes indicative



2 Introduction

of an overall transformation of the state? Chapter 1 aims at laying down
some theoretical foundations that will help us to answer both questions
in the course of this book. This explanatory framework is based on evolu-
tionary economics. It argues that the recent changes to accounting systems
can be explained as reactions of economic agents to exogenous ‘shocks’
such as globalisation. This has led to changes in national accounting sys-
tems. Bounded rationality suggests that these changes should in general
lead to a convergence of accounting systems worldwide, due to mimick-
ing, normative pressure or coercion. In the process of change, existing
national institutions matter as they have a bearing on the decisions that
are made. Thus, different paths and paces of change are likely to emerge.
Empirical evidence taken from studies of six countries helps to validate the
outlined case.

Chapter 1, which is setting the scene, is organised as follows: first
we summarise the evidence relating to changes in accounting regulation
(Section 1.1); then in sections 1.2 and 1.3 we develop a general framework
that helps explain why some elements of accounting regulation are becom-
ing more similar while others continue to vary from country to country.
We argue that evolutionary economics, in particular, combined with neo-
institutional thinking provides a comprehensive framework to explain the
observed changes.



