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The paper explores the variability of IFRS adoption in Latin America, attempts to
identify regional implementation challenges, and provides suggestions for future
research. It is unique in focusing on the IFRS experience of developing countries,
specifically Latin America, and employs a multi-method approach to analyze the quality
of IFRS adoption policies vis-a-vis the potential effects on the comparability of financial
information. Moreover, case studies are used to study IFRS adoption and implementation
in countries with varying macroeconomic and political climates. The paper suggests IFRS
adoption policy quality may be affected by the national political climate, the depth of
global economic integration—through international exposure of domestic financial
markets and openness of domestic economies—and a country’s ability to control
inflation. The methodological limitations of these findings are noted and future research
is recommended to test these potential relationships. The paper concludes with an
assessment of the challenges facing successful IFRS implementation in Latin America

specifically, and developing countries, broadly, also noting areas for further research.
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Chapter 1: Introduction

In a 2011 speech in Sao Paolo, Hans Hoogersvort, Chair of the International Accounting
Standards Board (IASB), an international accounting standard setter, hailed Brazil as a
model adopter of International Financial Reporting Standards (IFRS), the globally
recognized standards issued by the private rule maker. Indeed, Brazil’s adoption was the
result of a serious and methodical project that resulted in domestic standards substantially
converged with IFRS, a notable accomplishment by an important developing country.

As for the rest of Latin America, progress on IFRS adoption has also been
impressive, and happened at a very rapid pace. According to the IFRS Foundation, nearly
all countries in Latin America permit or require some version of IFRS for statutory
reporting by domestic companies. Only Bolivia prohibits IFRS usage for domestic
financial reporting. Around the world, 120 countries now permit or require the standards
for reporting by domestic publicly listed companies (Pacter, 2015). Even the United
States has embarked on a project to converge its generally accepted accounting principles
(US GAAP) with IFRS, and the US Securities and Exchange Commission (SEC),
securities regulator, now allows foreign companies listed on US exchanges to fulfill
financial reporting requirements using IFRS without reconciling to US GAAP.

Financial reporting (a verb) refers to the provision of accurate, recurring,
historical information on an entity’s economic condition for specific time periods to its
various internal and external stakeholders for timely and informed decision-making.
Financial reporting information (a noun) is the product resulting from financial reporting
and takes the form of a common set of four financial statements—Income Statement

(reports revenues and expenses, profit or loss, for a given time period), Balance Sheet



(reports a firm’s financial position—assets, liabilities, and net worth—at a given time),
Cash Flow Statement (reports changes in a firm’s cash balances), and Statement of
Retained Earnings (reports the profits and capital retained in a firm or distributed to
shareholders). While the presentation of financial statements may differ based on a
jurisdiction’s accounting rules and customs (national GAAP, discussed shortly), these
four statements are almost universally understood to provide the financial information
necessary to evaluate the economic condition of a firm.

Executives, managers, and employees in firms use financial reporting information
internally to make important business decisions (e.g. evaluate capital investments,
determine executive and/or employee bonus compensation) and to properly monitor and
manage a firm’s economic activities. External users of financial reporting information
include regulators, tax authorities, creditors, investors, shareholders, and independent
board directors. They might use this information to evaluate various business issues (e.g.
whether a firm can properly repay its debts or a business makes an attractive investment
opportunity, management efficiency, compliance with legal covenants or regulatory
requirements). The importance of the quality of financial reporting (verb) and financial
reporting information (noun) cannot be understated, as both serve as the common
business language used to communicate a firm’s economic condition.

In order to be useful to stakeholders, financial reporting information should be
accurate, reliable, and recorded and presented consistently. Moreover, the information
should be comparable to its own historical reporting and also comparable to that reported

by similar entities. This paper is focused primarily on the financial reporting needs of



corporate stakeholders engaged in profit-driven commercial activities. ' Financial
reporting information is considered reliable and comparable if it is prepared in
compliance with generally accepted accounting principles (GAAP).

GAAP refers to a common set of principles, standards, and procedures for the
consistent presentation of financial reporting information, acceptable for financial
reporting in a particular jurisdiction. A public or private entity may develop GAAP for a
particular jurisdiction taking into consideration many factors (e.g. business culture and
best practices, economic conditions, statutory requirements, regulatory environment,
etc.). For example, in the United States, US GAAP are established by the Financial
Accounting Standards Board (FASB), a private entity designated by the SEC to serve as
the country’s accounting rule maker. Given countries and jurisdictions develop GAAP
endogenously, based on individual circumstances, the resulting differences in national
GAAPs leads to financial reporting information that is not comparable across
international borders, hence the need for international harmonization of accounting
standards.

As mentioned previously, financial reporting is the language of business. If we
think of financial reporting as the ability to communicate in a particular language, say
Spanish, then GAAP would be Spanish, which is effectively communicated using the
official edicts governing proper word usage, syntax, style, and grammar issued by the
Real Academia Espariola. These rules are decreed by an independent entity run by
technical experts in the language, i.e. standard setters. Analogously, in the US, financial

reporting information (i.e. financial statements) are texts written (presented) using the

" Other entities with financial reporting needs include, but not limited to, individuals, cooperative
associations, governments, non-governmental organizations (NGOs), public and private foundations, and
non-profits.



official syntax, grammar, and style of US GAAP developed by the Financial Accounting
Standards Board (FASB), the US standard setter. International differences in GAAPs
develop similarly to the way languages evolve, resulting from many factors, mostly
environmental, intended to effectively communicate ideas. However, as with all
languages, unfamiliarity with another GAAP leads to misunderstanding and inability to
communicate.

Comparability, then, refers to the ability to easily translate and accurately
understand financial reporting information (texts) prepared (written) using a particular
GAAP (language). A literature analyst might compare and analyze similar texts by the
same author (an early Shakespearean play to one of the bard’s later works) or by authors
of the same genre or time period (poems by Robert Frost and Walt Whitman, two
twentieth century American poets). Similarly, financial reporting information (texts)
needs to be comparable to itself (to evaluate changes in a firm’s economic performance
over time) and comparable to other companies in its industry (compare Coca-Cola to its
closest beverage-making competitor, PepsiCo). It also needs to be comparable across
international borders.

A monolingual Spanish scholar could possibly analyze a text from her genre of
expertise written in Brazilian Portuguese. Given the similarities between the two
languages, the scholar’s familiarity with the genre, and her knowledge of the context of
the texts, she could possibly generate a meaningful analysis on the text written in a
similar, albeit categorically different language. However, without first obtaining a
reliable Spanish translation or learning Brazilian Portuguese, there also exists the very

real possibility that she could miss something materially important rendering her



conclusions invalid. Much like the Spanish scholar interpreting a Portuguese text,” users
relying on financial reporting information prepared under foreign GAAP to make
decisions run very high risks of making misguided and costly mistakes due to their
unfamiliarity with the conventions used in preparing the foreign financial information.

As a result of increasing global economic integration, much like developing
countries might mandate English courses to encourage international competitiveness,
some countries may rely on high quality GAAP developed elsewhere for domestic
financial reporting to facilitate financial statement comparability. International companies
based in non-US jurisdictions may report financial information using US GAAP (rather
than or in addition to local GAAP) to facilitate cross listing on US markets and access
international capital. Given the importance and the integration of US capital markets, like
English, US GAAP often served as the de facto international GAAP, as investors and
creditors around the world are usually familiar with US GAAP.

However, US accounting standards were never meant to be universally accepted
global standards. US GAAP developed to support American corporate reporting needs,
based on the US business, legal, regulatory, and tax environment, which developed
pursuant to the needs of American internal and external stakeholders. Some of these
stakeholders include the domestic accounting profession, corporate managers,
shareholders, creditors, investors, journalists, analysts, tax authorities, and regulators at

various levels of government.

? Indulging the language analogy further, it can be helpful to think of US GAAP and IFRS like Spanish and
Portuguese. Both are so similar that anyone can meaningfully understand texts prepared in one knowing the
other, but the differences are materially important, and failure to consider these differences can result in
mistaken conclusions, unrealistic expectations, and unintended consequences.



As the process of globalization continues, the need for an international GAAP
becomes apparent. Multinational companies operating in many countries with different
accounting rules benefit from common global standards. Relatively large companies in
developing countries with limited sources of domestic financing cannot easily access
international capital using local GAAP because developed market analysts are unfamiliar
with foreign accounting conventions. International Financial Reporting Standards, or
IFRS, are explicitly developed to be universally accepted, principles-based accounting
standards to meet the financial reporting needs of stakeholders in an international setting.

A notable distinction exists between the primarily rules-based US GAAP system
and the principles-based IFRS. In theory, both systems are based on a set of conceptual
objectives for the accurate presentation of financial information. In practice, a rules-based
system requires compliance with specific and detailed rules to present financial
information consistent with the system’s objectives, while a principles-based system
provides general objectives and limited guidance, relying on the judgment of managers
and the accounting profession to report financial information consistent with its
conceptual framework. Each system has its advantages and disadvantages.

Returning to the language analogy one final time, we can think of financial
reporting information like poetry. If a text is meant to accurately express a poet’s main
idea, a “principles-based” poet would consider form, meter, thyme, and word choice,
among other factors, to best reflect his idea. If more than one “principles-based” poet
wished to express the same idea, it’s possible they could make different stylistic choices
resulting in very different texts attempting to describe the same idea. Alternatively, a

“rules-based” poet would only write haikus to express his ideas. Limited to the strict form



and specific thyme scheme of these, the “rules-based” poet could write a text that
accurately express his ideas, or he could write a text that approximates his ideas using the
limited possible arrangement of words that conform to the strict rules. If more than one
“rules-based” poets wished to express the same idea, given the strict limitations, their
resulting texts likely would not differ much.

A rules-based system can ensure the consistent treatment of accounting
transactions, in turn ensuring the comparability of reported information. However, this
benefit may occur at the expense of accurate presentation, as incentives can encourage
managers to structure transactions around accounting rules. At best, this can result in
economic inefficiency due to the nature of transactions (e.g. contracting a new client in
December to increase reported earnings for the year when the new client cannot
reasonably expect service until after January). However, at worst, such behavior can
mask systemic risk in the global financial system and irreparably tarnish the reputation of
accounting professionals. Enron deceptively used accounting rules allowing it to conceal
loss-generating assets from its balance sheet, which eventually led to its demise and the
collapse of global auditing firm Arthur Andersen. Mark-to-market rules allowed banks to
value illiquid securities with computer models based on faulty economic assumptions and
led to the recent global economic crisis. These examples underscore how managers and
accountants can simultaneously comply with accounting rules and misrepresent a firm’s
economic condition.

On the other hand, a principles-based system like IFRS offers general guidance
using common examples, but achieves fair presentation by largely relying on judgments

by managers and accountants to ensure transactions are recorded in compliance with the



system’s conceptual framework. This system encourages professionals to think critically
about the effects of transactions on the presentation of a firm’s economic position, but in
relying so heavily on individual reasoning, it often results in the inconsistent treatment of
accounting transactions, which can impair financial statement comparability.

Efforts to increase IFRS usage began in the late 1990s after the Asian financial
crisis spread to developed capital markets. Global governance institutions developed a list
of financial regulatory reforms that could potentially prevent another financial crisis.
Harmonized international accounting standards, in the form of IFRS, were among these
prescriptions. IFRS gained additional credibility after a number of significant events,
including an agreement between FASB and the IASB to converge US GAAP with IFRS,
the SEC’s decision allowing foreign firms listed on US exchanges to report using IFRS
without reconciling to US GAAP, and the European Union mandating IFRS reporting for
publicly listed firms.

The task of spreading IFRS to developing countries fell on multilateral financial
institutions, such as the World Bank and the IMF. Through their reports on observance of
standards and codes (ROSCs), these institutions issued country case studies analyzing
adherence to international accounting and auditing standards and invariably
recommended countries adopt IFRS for domestic reporting. The multilaterals also
supported IFRS adoption through grant facilities for technical assistance and capacity
building (Fortin, Barros, & Cutler, 2010).

However, as the multilaterals were engaging developing countries in the relatively
innocuous task of changing their accounting standards, a political phenomenon began

sweeping through parts of the developing world, particularly in Latin America—the



election of leftist governments. These leaders ran on campaign platforms that railed
against the evils of capitalism, globalization, and the neoliberal policy prescriptions of the
multilateral financial institutions. In 2007, Venezuela severed ties with the IMF and
World Bank and Ecuador expelled the World Bank’s representative from the country. In
2013, Argentina was the first country to be censured by the IMF for providing faulty
economic data (Rastello & Katz, 2013). So what explains Latin America’s adoption of
financial norms prescribed by institutions blamed for all that ails the region?

As it turns out, “IFRS adoption™ is a loose term that describes an imprecise
process. The standards were designed for use in a variety legal and business settings and
as a result there is great variability in the way they are adopted and implemented. Some
countries may opt to converge domestic standards to IFRS (Australia, Brazil), while other
countries may replace national GAAP with IFRS and delegate standard setting to the
IASB (Canada, Chile). Some countries may adopt IFRS with an endorsement process for
subsequently issued standards (EU, Argentina), and others may adopt all existing IFRS
without consideration for subsequent standards or amendments (Venezuela). According
to the IFRS Foundation, the aforementioned are all examples of IFRS adoption, yet some
of these methods can subject IFRS to meddling by domestic legislators or national
standard-setters based on local politics, possibly resulting in inconsistent application of
IFRS and reduced comparability of financial information (Zeft, 2007).

This paper studies two aspects of IFRS adoption in developing countries—the
variability in IFRS adoption policy and the challenges of implementing IFRS—
specifically in Latin America. Literature on the factors explaining IFRS adoption

continues to grow in keeping with the rapid pace of IFRS proliferation. However, most of
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this research uses a binary approach, viewing IFRS adoption as an all-in, yes-no
proposition, asking do countries adopt and why? I argue this approach is incomplete, as
there are many approaches for adopting and some of these can have important
consequences on reporting quality and financial statement comparability. That is, the
typical binary approach does not account for the qualitative differences available in
adopting.

Additionally, a serious critique of IFRS is that they are written by the developed
world, given developed world circumstances. Historically, participation by the
developing world in the deliberative process of writing international accounting standards
has been limited (Camfferman & Zeff, 2007). Notably, participation from Latin
American countries in the international standards project initially involved only Mexico
(and later Brazil). Not surprisingly, there is a general reluctance at the IASB to the idea
that developing countries have different financial reporting needs (although it eventually
conceded that smaller firms do have different requirements, resulting in IFRS for SMEs)
(Camfferman & Zeff, 2007). Since developing countries had little voice in creating the
standards, studying IFRS application after initial adoption policy choices is also
important, so that we can begin to determine the success of these adoptions, whether
IFRS is appropriate for developing country settings, and identify any consequences from
the various approaches to adoption.

1.1 - Research Objectives, Scope & Methodological Approach
This paper engages in an exploratory analysis with three primary objectives:
(1) Identify potential factors explaining the variance in IFRS adoption in Latin America

(i.e. variety in getting IFRS on the books at the national level)
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(2) Identify the challenges for successfully implementing IFRS in the region (i.e.
problems actually applying the standards)
(3) Develop an agenda for future research on IFRS in Latin America

Generally, when this paper refers to IFRS adoption, it refers to the deliberative or
legislative process that led to incorporating the international standards into domestic
rules. That is, IFRS adoption refers to how jurisdictions incorporate IFRS into their laws.
For instance, Chile’s national accounting standard setter is empowered by law to set
GAAP for the country, and it chose to replace Chilean GAAP with IFRS as issued by the
IASB. On the other hand, Brazil replaced its national corporate laws to include IFRS and
created a new national accounting standard setting institution, which is required by the
corporation law to issue Brazilian GAAP in compliance with IFRS. Both Brazil and Chile
rightly claim to have adopted IFRS, but the different approaches also result in different
versions of IFRS.

In turn, IFRS implementation refers to how IFRS is actually applied in practice
(e.g. how accountants and managers decide to record accounting transactions and present
financial information, how compliance with IFRS is enforced by the jurisdiction, the
capacity of the national accounting profession for working with IFRS, etc.). That is, IFRS
implementation refers to how IFRS works after it is on the national books.

Latin America is defined as the 18 countries in Central and South America
(including the Dominican Republic) that make up the Group of Latin American Standard
Setters (better known by its Spanish acronym, GLENIF), a regional association of
national standard setters aiming to influence IASB standard setting. This is deemed an

appropriate sample as these countries have made a public commitment to IFRS and their
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standard setters are willing to engage in the international process. Moreover, Latin
America serves as a useful unit of analysis given that nearly all of the region now permits
or requires IFRS and is composed of developing countries with a shared history and
many similar characteristics allowing for cross-country comparison. Studying Latin
America also fills a significant void in IFRS adoption literature, as the phenomenon is
relatively recent and literature on developing countries is primarily focused on East Asia.
Additionally, as will be discussed later, existing literature on the determinants of IFRS
adoption thus far offers little predictive value for Latin American countries.

Given the strained relations between the multilateral financial institutions
proposing IFRS adoption and the political left governments required to implement the
standards, a study on the effects of the domestic political climate on IFRS adoption is a
reasonable starting point. Led by globalization theory, I use a multi-method inductive
approach to aggregate publicly available information on IFRS adoption policy choices,
measure the quality of these based on the potential effect on consistency with IFRS as
issued by the IASB and international comparability, and compare these quality scores
against the national political climate. While the internationalization of accounting rules
is fairly new in accounting history, globalization research has been studying the effects of
economic integration on domestic policy making (Drezner, 2001, 2004; Rodrik, 1998)
and the relationship between global capital and domestic governance (Drezner, 2007,
Garrett, 1998; Stokes, 2001) for quite some time. Thus, it provides appropriate theoretical
guidance to support the intended line of inquiry.

Case studies on the IFRS adoption experiences in Chile, Brazil, Argentina, and

Venezuela were also used to elaborate the interactions identified using the initial multi-
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method approach, including the divergent experiences of countries led by the populist left
and the moderate left, particularly their mixed experiences with inflation. Methodological
literature reveals case studies are useful for answering how and why questions (Cooper &
Morgan, 2008). Given this paper’s exploratory scope, we are interested in learning how
countries adopt IFRS and explaining why differences occur. Additionally, much of the
existing literature on IFRS adoption is based on country case studies that are now
outdated.

The paper is structured as follows. First, a broad literature review explores extant
research on globalization and policy convergence, the factors affecting IFRS adoption,
and the broad problems of international standards convergence and IFRS adoption. The
following chapter provides a regional analysis suggesting IFRS adoption quality may
have been affected by the regional political climate, and the global integration of
domestic financial markets and national economies. The chapter concludes with some
methodological considerations and suggestions future research. Subsequent case studies
contrast between the more successful adoptions by the moderate left (Chile and Brazil)
and the most problematic adoptions by the populist left (Argentina and Venezuela),
considering inflation as an additional factor possibly affecting IFRS adoption quality.
Later, the challenges of IFRS implementation in Latin America as related to developing
country settings are explored further. The paper concludes with a summary of findings

and considers further research opportunities.



Chapter 2: Literature Review

Globalization debates frequently focus on the interaction between international economic
forces and the state, and it is precisely this relationship that is of interest for IFRS
proliferation. Critics of globalization contend that increasing economic interdependence
pushes globalizing states to adopt a limited set of domestic policies, including de-
regulation, leaving little room for partisan policies that may be politically popular.
Worse, they contend markets can induce neoliberalism by surprise, when capital markets
pressure candidates elected on redistributionist or anti-neoliberal platforms into adopting
market-friendly orthodox policies instead (Stokes, 2001). Moreover, they argue increased
competition for global investment between states leads to further convergence in areas of
labor rights, environmental regulation, corporate taxation, and public entitlement
spending. This inter-state competition serves as a force bidding down the quality of state
functions that increase the cost of doing business within national borders, a phenomenon
known as the race to the bottom (Drezner, 2001).

The internationalization of accounting standards presents us with an interesting
case study. Global economic integration requires the adoption of a set of commonly
accepted rules that ideally lead to greater transparency in commercial sectors, increased
regulation of the accounting profession, and greater tax revenues through more accurate
income reporting. Thus, the ideal results of accounting harmonization can be considered
desirable for both global markets and domestic welfare. Although these ideal results are
antithetical to “race-to-the-bottom” concerns, they also ideally ask states to delegate rule

making to a private international body.

14
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While hyper-globalist concerns are legitimate, as states integrated in the global
economy tend to have similar fiscal and monetary policies, evidence suggests
governments do have the ability to enact popular policies in the interest of general
welfare within a framework desirable to global markets. Research shows the most open
countries also have large welfare states (Rodrik, 1998) and the oldest, most liquid capital
markets are also the most heavily regulated. Even in emerging markets, global investors
applauded increased corporate governance requirements when Brazil’s Bovespa launched
its Novo Mercado. Additionally, some research reveals international financial markets
actually prefer investing in emerging democracies (Santiso & Rodriguez, 2008),
suggesting financial markets do appreciate some level of state involvement in domestic
affairs. While IFRS proliferation is a relatively recent occurrence, this paper aims to
analyze the significant variability in adoption of the standards in Latin America, a region
of the world that has often served as a unit of analysis for the interaction between global
economic forces and state-sovereignty.

Indeed, Soederberg, Menz, and Cerny (2006) argue that instead of “racing to the
bottom” with deregulation, the forces of globalization are asking states to re-regulate in
market-friendly terms. This occurs through an inherently political process not just
imposed from the outside or from above. Instead, proponents of globally converged
policies also have to compete and gain legitimacy for these ideas from inside and from
below. In doing so, Soederberg et al. (2006) indicate states internalize globalization
through a negotiated process, resulting in diverse solutions, or diversity within
convergence. IFRS adoption serves as a representative example, given countries can and

do adopt the standards in various ways.
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Global regulation often occurs through the observance of international best
practices in the form of standards and codes, and the process of adopting and
implementing these can be imperfect. Given these standards and codes are created in
developed countries, which are very different environments than the developing countries
expected to apply these rules, Mosley (2010) suggests “domestic political institutions, as
well as interests, often will lead to the failure of governments to implement global codes
and standards” (p. 724). We should therefore expect to find low levels of compliance
where business and political elites have close ties, where regulators are not autonomous
from politicians, and where technical capacity is low. Interestingly, she finds that
democracy and compliance with financial reforms are positively correlated in general, but
the positive correlations are much weaker when the standards or codes require the
collaboration of private actors, such as accounting, auditing, banking supervision, and
corporate governance.

However, Mosley’s work is based on compliance data up to 2008, which does not
capture implementation after an important milestone for IFRS, the 2007 announcement
by the SEC allowing foreign firms to report in IFRS without reconciling to US GAAP.
We will later see how many of the IFRS adoption decisions in Latin America came
around this time, for the benefit of cross-listed companies. Moreover, Mosley’s work
conflates all financial reforms together, which leaves out important nuances among the
standards. For instance, banks may not want changes in their supervision or statutory
reporting requirements, but they should appreciate the improved financial information

from their borrowers that come from improved reporting standards. In Latin America, we
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see this adoption pattern—i.e. IFRS generally replaces national GAAP, except for
banking institutions, which maintain other statutory reporting requirements.

Similarly, Walter (2008) finds the standards and codes project hard to implement
for developing countries in part because the standards themselves are the result of a
political process and not necessarily better or advantageous. Indeed, Alali and Cao (2010)
find evidence of political influence in the TASB by the US, UK, EU, and China.
According to them, recent changes to the IASB’s funding mechanism stand to make the
effects of politicking worse. Notwithstanding, Walter (2008) also finds that even when
the standards are not subject to political meddling at the international level, country
compliance in East Asia is generally poor due to weak international enforcement. He
discovers some countries resist the implementation of financial reforms through “mock
compliance,” where laws and regulations change, but not much else. Like Mosley,
Walter’s case studies are before the US rule change, but according to the IFRS
Foundation’s most recently published Jurisdiction Profiles, East Asian countries maintain
similar levels of IFRS non-compliance.

Indeed, accounting literature echoes Walter’s concerns, noting the standards do
not always translate well (literally and figuratively) into other environments. Extant
research identifies several factors limiting successful international convergence and
comparability, notable among these are issues arising from language and translation
(Zeft, 2007; Zeff & Nobes, 2010). Although IFRSs are written in English, they are
translated into the various languages spoken in adopting countries, raising concerns over
what is getting lost in translation. For instance, there are several Spanish words used to

identify profit throughout Spanish-speaking Latin America, including ganancia and
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utilidad. A related challenge is choosing the proper translation for accounting concepts.
The British “true and fair view” concept had to be translated to closest equivalents (ZefT,
2007), hoping the concept would translate as well as the words. Similarly, the standards
frequently use uncertainty terminology requiring much judgment on the part of
practitioners. For example, what is meant by probability or probable can vary by country,
by translation, or by guidance from the national accounting professional body.

As principle-based standards, IFRS allow multiple alternatives for reporting
accounting transactions. This provides needed flexibility, but the reliance on professional
judgment results in inconsistent implementation that hinders comparability, sometimes
immeasurably (Alali & Cao, 2010). Ball, Robin, and Wu (2003) reveal that incentives of
preparers and enforcers remain primarily local, resulting in local patterns of
implementation. Indeed, Ahmed, Neel, and Wang (2013) find accounting quality does not
improve with mandatory IFRS adoption by a broad set of firms in countries with strong
enforcement. Lima, Sampaio, Lima, Carvalho, and Lima (2010) find firm-level
incentives drive IFRS compliance in Brazil, but their testing did not reveal IFRS
compliance resulted in lower cost of capital for Brazilian firms. Most notably, Nobes
(2013) finds “overwhelming evidence that the most powerful single explanatory variable
for a company’s IFRS policy choices is its pre-IFRS policies....The findings also mean
that there are clear national profiles of IFRS practices and that countries can be classified
into the same groups as suggested decades earlier for pre-IFRS national preferences” (p.
104). Moreover, Ball (2006) concludes with concerns over “the differences in financial
reporting quality that are inevitable among countries have been pushed down to the level

of implementation, and now will be concealed by a veneer of uniformity” (p. 6).
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If IFRS implementation is so problematic, what explains its recent and rapid
proliferation? Choi and Meek (2008) identify the various factors that traditionally affect
the development of national accounting systems, including sources of finance (equity or
credit), legal system classification (common or code law), taxation, political and
economic ties, inflation, level of economic development, education level, and culture.
Countries with common law legal systems tend to have financial reporting aimed at
protecting investors and private standard setting, while those with code law systems tend
to have financial reporting aimed at protecting creditors and standard setting as a public
sector activity.

Shima and Yang (2012) construct a model to test IFRS adoption based on these
factors for accounting system development and reveal political and economic ties,
reliance on foreign-sourced debt, and common law legal systems create contracting
incentives for IFRS adoption, while rates of economic growth, capital formation, and
literacy create signaling incentives. Moreover, size of capital markets, taxation, and
inflation are disincentives for adoption. Similarly, Zehri and Chouaibi (2013) also find
high rates of economic growth, literacy, and common law legal system serve as
determinants of IFRS adoption. Ramanna and Sletten (2013) also observe network effects
in IFRS adoption, suggesting countries are likely to adopt if their trading partners also
adopt.

However, these findings are limited in several ways. First, only Ramanna and
Sletten adjust for the qualitative variances in adoption policy choices. Second, the data
are only through 2007, excluding many adoptions in developing countries, particularly in

Latin America. Third, when Shima and Yang refer to political and economic ties, they
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look at colonial ties between the UK and former colonies, however, many non-British
former colonies have also opted for IFRS and are thus excluded from testing. Also, other
political ties, such as relations with the US and multilateral agencies where the US is a
forceful actor, have since replaced colonial ties and might be more relevant. It would be
interesting to see what results these models yield with updated adoption data and
improved testing for political ties. At present, the results of Shima and Yang’s model
suggest that most of Latin America should not have adopted IFRS. Since the opposite is
true, it is possible that methodological deficiencies, such the failure to factor qualitative
differences in adoption, might obfuscate their findings.

Chua and Taylor (2008) argue empirical evidence for an economic rationale
behind IFRS adoption is lacking. Instead, they offer a possible political rationale for
IFRS adoption. Following the Asian financial crisis of the late 1990s, global economic
and state actors sought immediate action. The default to the IASC and IFRSs resulted
from the powerful accounting and audit community’s interest in keeping regulation of the
profession private. The EU’s 2002 decision requiring listed companies report in IFRS
gave the standards an immediate credibility boost. Suprastate agencies such as the IMF
and World Bank pushed nations “perceived to possess weaker forms of financial
governance and surveillance adopt standards that are seen to possess an internationally
recognized level of quality and hence legitimacy” (p. 470). In the wake of a crisis, taking
action was more important than the effectiveness of such action. The authors report little
consideration was given to whether improved financial reporting could have prevented

the Asian crisis or whether IFRS were of sufficient quality to be up for such a task.
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Culture research by Borker (2012) of IFRS adoption by Brazil, Russia, India, and
China (collectively known as BRIC) countries using cultural dimensions® and accounting
values® reveals that “Russia and Brazil have cultural values that, excluding outside
influences, seem to foster accounting values directly opposite to those associated with
IFRS. In contrast, India and China exhibit cultural values and derived accounting values
that are to a greater degree consistent with the values associated with IFRS” (p. 321).
These findings directly counter the adoption experience of these countries, given Brazil is
furthest along in IFRS adoption than all other BRIC countries, suggesting other adoption
incentives are very strong or cultural explanations are insufficient for predicting adoption.
However, given the aforementioned literature on national differences in IFRS practice,
cultural work may still be useful for predicting where future problems may arise at the
implementation level.

Alternatively, Ramanna (2011) proposes a political and cultural matrix for
determining IFRS adoption method. Using Canada, China, and India as examples, he
attempts to classify adoption based on potential ability to influence standard-creation in
the IASB and cultural proximity to the IASB. Those with high cultural proximity, but low
political influence, like Canada, will choose to align with IFRS. Citing China’s ability to
convince the IASB to change related-party disclosure rules for state-owned enterprises as
a representative example, he argues those with low cultural proximity, but high political
influence might align with IASB seeking to influence standards to its needs, or adopt

with significant carve-outs. Those with low cultural proximity and low political

? Based on work on cultural dimension by Geert Hofstede (1980) Cultural Consequences: International
Differences in Work Related Values. Newbury Park, NJ: Sage

* Based on related accounting values by SJ Gray (1988) “Towards a Theory of Cultural Influence on the
Development of Accounting Systems Internationally.” Abacus, 24(1)
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influence, like India, are likely to adopt limited versions of the standards or form regional
alliances to garner political support. Previously, Ramanna and Sletten (2009) also found
more powerful countries were less likely to adopt IFRS, as they are less willing to
delegate standard setting to an external international entity.

While Ramanna’s political/cultural matrix brings us closer to an adoption
framework, by factoring various adoption methods, it still has limited explanatory power
given implementations that have occurred subsequently. China’s convergence to IFRS is
remarkably similar to the US process, and the US would likely fall under a different
cultural proximity quadrant. Moreover, the ability to change standards as a proxy for
political influence is an imperfect measure, as other factors could have been involved at
the time the IASB chose to accommodate China’s exemption request. The exemption of
state-owned entities from related party disclosures made it easier for many other
developing countries to adopt IFRS, such as Brazil and Russia. The adoption of IFRS in
economic environments different from the EU gave rise to many accommodations to
developing countries; most notable among these are IFRS for SMEs.

Additionally, like most other studies, Ramanna’s study is based on data through
2008, and primarily based on country studies known as Reports on Observance of
Standards and Codes issued by the World Bank and IMF. These highly informative case
studies provide useful qualitative data on the adoption and implementation of
international financial standards, and one specifically on the observance of international
accounting and auditing practices. Many of these reports concluded with a
recommendation to adopt IFRS, which means they are dated and do not take into account

subsequent efforts to that end. As a result, most of the literature depending on ROSC data
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excludes IFRS implementation in Latin America. This paper aims to provide an update
on these efforts by using recent information from IFRS jurisdiction profiles more recently

issued by the IFRS Foundation.



Chapter 3: IFRS Adoption in Latin America

The international standards project began in the 1970s with the creation of the
International Accounting Standards Committee (IASC). The committee was tasked with
harmonizing international accounting standards and issuing standards to support
multinational commercial activities (Camfferman & Zeff, 2007). However, developing
country representation in the IASC was limited and Latin America was notably absent. In
its early years, the organization engaged in futile efforts to convince Latin American
professional bodies to participate, despite Mexico’s inclusion as a founding member.

Accounting historians cite “the professional institutes’ straitened financial
condition” (Camfferman & Zeff, 2007, p. 181) as a membership constraint. Indeed,
Mexico’s membership was suspended for non-payment of dues following the Tequila
Crisis; and one of the low points in the IASC’s history occurred when it chose to expand
its board membership to increase developing country involvement in the organization’s
leadership, only to have the first country offered the position (Pakistan) decline because it
could not afford the excessive board membership fees (2007, p. 190). Language was also
cited as a possible issue for the lack of Latin American participation and “the perception
that the IASC (and IFAC [International Federation of Accountants]) were the domain of
the English-speaking countries” (2007, p. 181).

However, emerging markets were not alone in ignoring the IASC. In fact, the
standards failed to gain ground in developed countries until the Asian financial crisis
spread to Western capital markets in the late 1990s. Stronger financial regulations and
reporting requirements were cited as necessary reforms to prevent contagion and future

crises in developing markets. The IASC’s accounting standards gained prominence in the

24
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international financial community when it was named among a set of recommended
financial reforms (Camfferman & Zeft, 2007, p. 442). Thus began the collaboration of
various international governance and development institutions and their push for the
global convergence of financial regulations (generally) and accounting standards
(specifically). As a result, the World Bank, IMF, and IDB (collectively international
financial institutions, or IFIs) are widely credited for their financial reform efforts in
developing countries, and for the relative success of International Financial Reporting
Standards (IFRS) adoption in Latin America (Camfferman & Zeff, 2015, p. 495).

In Central and South America, nearly all countries permit or require IFRS for
domestic publicly accountable entities, and many have converged or replaced domestic
accounting rules (known as generally accepted accounting principles, or GAAP) with
IFRS. This success is even greater when compared to emerging market peers. For
instance, Brazil is furthest along its [IFRS implementation than any other member of the
BRICs—unlike China and India that have partially converged domestic standards,
Brazilian accounting standards have been fully converged with IFRS, and Brazilian listed
firms have been required to report consolidated financial statements using IFRS as issued
by the IASB beginning with financial statements for the year ending December 31, 2010.

The relative success of IFRS adoption in Latin America is somewhat surprising,
given the financial reform efforts by IFIs in developing countries coincide with the
resurgence of the political Left in Latin America. The Latin American Left has a
particularly adverse relationship with the IFIs and, at around the same time Latin

America went about adopting IFRS, some countries were withdrawing from the IMF and
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World Bank, expelling the lenders from their countries, and even creating regional
lending alternatives (Forero, 2009).

So what explains the relative success of the IFRS project despite the inhospitable
conditions for its main proponents? Recent literature on the political Left in Latin
America have noted the region is not fully abandoning capitalism, but rather adjusting
capitalism to minimize its most undesirable effects (de la Barra, 2010; Panizza, 2009;
Silva, 2009; Kurt Weyland, 2013). Therefore, perhaps the answer to the adoption
question lies in how IFRS has been adopted in the region. Contemporary research on
IFRS tends to view adoption as a binary, yes-no proposition, asking do countries adopt?
And why? I propose a new method where we first ask how countries adopt. In doing so, I
expect to find that countries governed by the Latin American Left make problematic
IFRS adoption choices.

3.1 - Methodology

There is great variability in the way countries choose to implement IFRS. This
variability occurs by design, as the IASB recognizes the diverse legal and business
cultures in which the standards are applied. Countries "adopt" IFRS in a manner
consistent with their institutional and legal frameworks and development objectives.
Some countries outsource standard setting outright to the IASB (Costa Rica), while
others engage in an organized and systematic process resulting in the eventual
replacement of national GAAP with IFRSs (Chile). Some countries may choose to
converge national standards to IFRS and maintain an approval (endorsement) process for
subsequently issued standards (Argentina, Brazil). This has resulted in deletion of some

IFRS options and rejection of some subsequently issued interpretations, yielding
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statements in IFRS as adopted by the domestic standard setter as opposed to as issued by
the TASB. Still, other countries may choose to adopt existing IFRS en bloc (Uruguay and
Venezuela). Others require IFRS only for their domestic publicly listed entities and
permit private firms to use them, while working to converge national GAAP to IFRS
(Mexico). Permitting private companies to voluntarily adopt allows these firms to benefit
immediately from IFRS by facilitating international expansion and financing, while the
standard setter finalizes its convergence process.

Despite these different approaches, all of these countries are considered IFRS
adopters by the IASB, yet the effects of these various adoption methods on comparability
are still not fully understood. Consequently, while the stated goal of IFRS is to increase
comparability, defining “adoption” and thereby comparing adoption policies is clearly
difficult. These differences have led to questions regarding effects on comparability
(Alali & Cao, 2010; Ball, 2006; Kvaal, 2010; Nobes, 2013; Zeff, 2007) and which
method actually constitutes adoption (Zeff & Nobes, 2010).

In response to mounting debate regarding adoption policy choices following the
Australian IFRS adoption process (Bradbury, 2008; Haswell, 2008; Thomson, 2009),
Zeff and Nobes (2010) outline the various methods by which countries can “adopt” IFRS.
These include:

* Adopting the “process” (i.e. delegating standard setting to the [ASB)

* Rubber-stamping each standard issued by IASB

* Endorsing each IFRS (some possible differences from those issued by IASB)
¢ Converging national standards to [FRS

* Partially converging domestic standards to IFRS
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* Permitting the use of IFRS

The authors argue “anything other than adopting the process requires continual
action by regulators because the IASB [and IFRIC’ ] change the content of IFRS nearly
every month” (p. 79). Therefore, other methods “open up possibilities for differences
from IFRS as issued by the IASB” (p. 179). In other words, adoption policies that allow
for domestic meddling with international standards can affect compliance with IFRS as
issued by the IASB and can prevent financial statement comparability. For example,
Brazil’s endorsement process objected to IFRIC 15, resulting in financial statements for
real estate development entities that are not in compliance with IFRS as issued by the
IASB (IFRS Foundation, 2013e).

Ironically, while the goal of standardization is to improve comparability, given
the various methods available to adopt IFRS, comparing how countries adopt the
standards is challenging. Therefore, to measure the qualitatively different IFRS adoption
policy choices, I employ a mixed methods sequential exploratory strategy, which is
deemed suitable given “the primary focus of this model is to initially explore a
phenomenon” (Creswell, 2009, p. 211).

To that end, first, I hand-collected primary source IFRS policy choice data from
country Jurisdiction Profiles published by the IFRS Foundation. Publicly available
primary sources, such as documents and rulings posted on national standard setter
websites, provided clarification in cases where information on Jurisdiction Profiles was
missing, vague, or unclear. The World Bank’s country case studies on Accounting and
Auditing known as Reports on Observance of Standards and Codes (ROSCs) and the

Bank’s reference book based on these ROSCs, Accounting for Growth in Latin America

> IFRS Interpretations Committee (IFRIC) offers guidance on IFRS issued by IASB.
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and the Caribbean (2010), were used as supplemental information, provided the
information was not determined to be outdated.

Next, I devised a score system to quantify the quality of adoption choices. The
quality of policy choice measures the likelihood that a policy choice will result in
financial reporting information that deviates from IFRS as issued by the IASB, thus
impacting the comparability of financial reporting information. Countries were awarded 0
to 1 points, on 6 different attributes, where 0 is the least ideal choice (adversely affecting
comparability) and 1 is the most ideal choice (ensuring comparability). The measured
attributes are detailed below.

IFRS for Entities listed on Public Markets

e [IFRS for Listed Companies—Full credit awarded to countries requiring IFRS for

domestic listed companies; partial credit awarded to countries that permit IFRS for
listed companies; slightly greater partial credit awarded to countries that require
either [FRS or US GAAP for domestic publicly listed companies.

e [IFRS as issued by the IASB—full credit awarded to countries that require IFRS as

issued by the IASB; no credit for countries that permit or require a modified or
incomplete version of IFRS that deviate from IFRS as issued by the IASB; countries
that permit IFRS use but report the standards are hardly used also receive no credit.

IFRS for Other Domestic Entities

e [FRS for Banks—“Banks” is shorthand for financial institutions and insurance

companies, as the same government institution often regulates these two types of
entities. Full credit awarded to countries whose banking regulator requires financial

institutions to report in IFRS; partial credit awarded to countries whose banking
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regulator has partially converged reporting standards to IFRS; slightly greater partial
credit awarded to countries whose banking regulator requires financial reporting in
IFRS or US GAAP.

e [IFRS as National GAAP—full credit awarded to countries that replaced domestic

accounting standards with IFRS (including IFRS for SMEs) for non-listed, non-bank
entities; partial credit awarded to countries that permit IFRS reporting and/or are
converging domestic standards to IFRS (Argentina, Mexico); partial credit also
awarded to countries that encounter some problems or delays in transitioning
(Colombia, Guatemala); no points awarded to countries that have only partially
converged domestic standards to IFRS or do not permit IFRS.

* Modification to IFRS—full credit awarded to countries that replace national GAAP

with IFRS as issued by the IASB; partial credit awarded if IFRS adopted with some
modifications (or eliminations of some options), but can still claim compliance with
IFRS as issued by IASB despite these modifications; countries labeled “Problem,” are
those where the domestic standard setter requires IFRS but does not have the force of
law (Guatemala and Nicaragua).

* Endorsement process for subsequently issued IFRS—full credit awarded to countries

that do not have an endorsement process for subsequently issued IFRS; no points
awarded to countries with an endorsement process for subsequently issued standards.
Countries that require IFRS or US GAAP were awarded partial credit for some
attributes given that US GAAP are considered high quality standards, are still widely
used and understood around the world (therefore, comparable), and are mostly converged

with IFRS.
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The quality scores from this process are then compared with the political parties
in power at the time of adoption. These party labels come from the World Bank Database
of Political Institutions (Keefer, 2012). While helpful, these party labels are categorized
solely on a binary, Left or Right, classification. The distinction between the more market-
friendly moderate left and the vocally anti-capitalist, populist left are discussed further in
later sections.

In sum, the aforementioned aims to test the following hypothesis: Countries
governed by the Latin American Left make poor IFRS adoption choices, as measured by
the IFRS adoption quality score. These adoption choices are likeliest to result in financial
reporting information with impaired international comparability.

Timing and Scope of Analysis

Worth noting, this analysis is limited to assessing the quality of policy choices made to
adopt IFRS usage in a jurisdiction. That is, the focus here is to assess the process of
incorporating IFRS onto the nation’s books. This approach has limitations, since it does
not address enforcement, compliance, and training activities that may accompany
adoption and can ensure its success. However, these implementation challenges are
discussed in forthcoming chapters. Nonetheless, as we’ll see, alternative adoption
policies, such as those discussed herein, create uncertainty in practical application, “add
to the opportunities for political interference in the implementation of standards” (Zeff &
Nobes, 2010, p. 183), and ultimately hinder comparability. As a result, this is primarily
an exploratory study meant to explore qualitative differences in adoption and set the stage

for future research.
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Moreover, the proliferation of IFRS around the world coincides with the election
of Leftist leaders throughout Latin America. Therefore, except where otherwise noted,
this analysis refers primarily to the time period from year 2000 through today. The
beginning of the millennium is where the story of IFRS proliferation begins with the
issuance of IFRSs distinct from the International Accounting Standards (IASs) issued by
the IASB’s predecessor, the IASC, and this time period overlaps with IFRS adoption in
Latin America and governance of the political Left.

The study is limited to the 18 Latin American countries that are members of the
Group of Latin American Standard Setters (GLENIF, Grupo Latinoamericano de
Emisores de Normas de Informacion Financiera), an association of national standard
setters whose “aim is to convey comments from the region to the IASB on agenda
matters and drafts” (Camfferman & Zeff, 2015, p. 501). This is deemed an appropriate
sample, as I am interested in exploring how Latin American countries adopt IFRS, all of
these countries have made a public commitment to IFRS, and are willing to contribute to
international standard setting through their association. Choi and Meek (2008) describe
the various determinants of national accounting system development—Ilegal system,
financial reporting tradition, culture, sources of financing, level of economic
development, economic and political ties, taxation, and inflation. This sample of Latin
American countries controls for some of these factors, including code law legal system,
financial reporting tradition based on legal compliance, and shared continental European

6
culture.

% Accounting literature typically measures culture using survey results on cultural dimensions (Geert
Hofstede, 1980) and accounting values (Gray, 1988). Other research measures cultural proximity based on
shared colonial ties, such as Canada’s cultural proximity to England in Ramanna (2011).
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Incidentally, this group of Latin American countries also includes Bolivia, a non-
adopter, and the Dominican Republic from the Caribbean, which is also considered
appropriate for inclusion because of its shared ties with the rest of GLENIF countries,
particularly Central America through CAFTA-DR. The remaining Spanish-speaking
islands are qualitatively different (Cuba is a non-globalizer and Puerto Rico is a US
Commonwealth). The English-speaking Caribbean has organized under the Institute of
Chartered Accountants of the Caribbean, and most are non-adopters. Therefore, Latin
America, except where otherwise noted, refers to the 18 Central & South American
countries that comprise GLENIF.

Latin America provides an interesting unit of analysis, as the current literature on
IFRS adoption by developing countries largely ignores the region, or addresses it in the
context of Brazil as a member of the BRICs (a short-hand for the group of rapidly
developing, globally integrating emerging markets formed by Brazil, Russia, India, and
China). While Brazil is certainly an important regional power, its history and
development path are different from the rest of Latin America, and studying Brazil in the
context of its neighbors adds to nascent IFRS adoption literature as well as to existing

financial accounting literature.
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Table 3.2.2—Adoption Party and Political Parties

Adoption Executive Party IFRS
Year Party Description* Score
Argentina 2009 FPV Left 2.75
Bolivia NA! MAS Left 0.0
Brazil 2007 PT Left 3.75
Chile 2008 CPD Left 55
Colombia 2009 Independent Right 4.0
Costa Rica 2005 PUSC Right 6.0
Dominican Republic 2010 PLD Center 4.25
Ecuador 20082 PAIS Left 5.0
El Salvador 2011 FMLN Left 5.0
Guatemala 2007 GANA Right 1.5
Honduras 2005 PN Right 45
Mexico 2008 PAN Right 45
Nicaragua 2011 FSLN Left 3.75
Panama 2005 PRD Left 5.5
Paraguay NA Left .75
Peru 2011 PAP Left 4.0
Uruguay 2007 EP-FA Left 1.5
Venezuela 2008 PSUV Left 1.5

* Party description obtained from the World Bank’s 2012 Database of Political Institutions

' While Bolivia has not approved IFRS for use by its domestic entities, the IFRS transition plan has yet to be approved by
the Bolivian regulator (IFRS Foundation, 2013a).

% The Ecuadorian IFRS project culminated in 2008 with the issuance of the timeline and adoption prescriptions publishe in
the Official Gazette. However, planning for IFRS transition began prior to the Correa government under an IDB MIF
grant/loan (Fortin et al., 2010).

Tables 3.2.1 and 3.2.2 show IFRS adoption policy quality in Latin America is mixed,
suggesting factors affecting IFRS adoption identified by extant research may have a more
nuanced effect than previously thought. The data reveals countries governed by the
political Left at the time of adoption have some of the lowest scores, suggesting the
Political Left was, indeed, likelier to adopt IFRS in a more problematic manner. This is
consistent with the Left’s distrust for reform policies pushed by IFIs. Not surprisingly,
some of the worst scores belong to the most vocally antagonistic countries—Bolivia and
Venezuela. Interestingly, the results also show some of the best adoption scores also
belong to countries governed by the political Left at adoption—Chile, Ecuador, El
Salvador, Panama. These scores are consistent with recent political literature describing
the Latin American Left as pursuing two disparate development models—a moderate

Left, which embraces most of the neoliberal model while adjusting for its adverse effects,
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and a radical Left that shuns some of the basics of capitalism and globalization (Kurt
Weyland, 2013; K. Weyland, Madrid, & Hunter, 2010).

Worth noting, if we could reasonably expect countries led b the left to make poor
IFRS adoption decisions, then we can likewise expect countries led by pro-market right
leaders to make sound IFRS adoption decisions. Generally, countries led by the right
exhibit high IFRS adoption scores, with the exception of Guatemala, where the country’s
IFRS score was affected by its weak accounting institutions—that lack the force of law—
suggesting IFRS adoption quality may also be affected by a country’s level of economic
development.

Notwithstanding, the moderate-radical Left explanation requires further
elaboration, to make sense of Brazil and Ecuador’s scores. Brazil’s PT presidents, Luis
Inacio Lula da Silva and Dilma Rousseff, are known as darlings of international financial
markets and the Moderate Left, yet its composite score is lower than Ecuador’s, a country
that defaulted on its sovereign debt the same year it adopted IFRS. As it turns out, the
Ecuadorian IFRS adoption process began long before Rafael Correa’s election with the
adoption of TASs in 1999 (Fortin & Rahman, 2004); Recently, the Correa administration
largely undid the country’s IFRS gains with legislation changing accounting requirements
for a large segment of Ecuadorian enterprises (Ron Amores, 2015). Thus, the radical left
is not just problematic for IFRS adoption, but also subsequently.

On the other hand, Brazilian listed firms are required to use IFRS as issued by the

IASB, while the Brazilian non-listed firms use domestic standards that are converged to
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IFRS—in a process similar to Australia’s adoption’'—and its standard-setter retains an
endorsement process where subsequently issued standards and interpretations can be
rejected. This suggests the existence of two IFRS in Brazil—one for its internationally
exposed financial markets, another for its domestic market. Therefore, its score for listed
companies is high, but its domestic adoption score is low. If IFRS adoption is like other
pro-market, pro-business policies in Latin America, then Brazil’s IFRS adoption is
consistent with literature that shows the Left often has to acquiesce to pressures from
foreign investors, but can resist these pressures when domestic economic growth
prospects are high (Campello, 2015).
3.3 — IFRS Adoption — Seeking an Explanation

The results of the aforementioned analysis are mixed. In some cases, the
relationship between IFRS adoption quality and the Left behaves exactly as expected by
the hypothesis (Bolivia, Venezuela), yet in other cases the relationship behaves contrary
from the expected (Chile), and in other cases, the relationship is mixed (Argentina,
Brazil). Like most policymaking, IFRS adoption is clearly influenced by a variety of
factors. Historically, determinants of national accounting systems include legal system,
financial reporting tradition, culture, sources of financing, level of economic
development, economic and political ties, taxation, and inflation (Choi & Meek, 2008).

The sample of Latin American countries used here controls for three of these—
code law legal systems, financial reporting traditions of legal compliance, and shared

cultural ties to continental Europe. Interestingly, literature reveals that countries with

" This would imply that other notable adopters like the EU and Australia would show comparably low
adoption scores using the methodology for this analysis. Indeed, IFRS adoption literature tends to support
this (see Ball, 2006; Camfferman & Zeff, 2015; Kvaal, 2010; Nobes, 2013; Zeff, 2007; Zeff & Nobes,
2010).
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code law legal systems and reporting traditions of legal compliance are least likely to
adopt IFRS (Shima & Yang, 2012), and while cultural studies exclusively on Latin
America do not exist in accounting literature, broader research also finds that culture has
limited predictive power when it comes to IFRS adoption.® Thus, extant research on the
primarily endogenous factors controlled in this sample possibly suggests that the IFRS
adoption may be heavily influenced by external factors. Intuitively, this makes sense, as
global economic integration drives the need for harmonization of accounting standards
and multilateral financial institutions, such as the World Bank and IMF, are credited for
their efforts in pushing for IFRS adoption in the developing world.

In this regard, it is not surprising that the governments most outspoken against
globalization and the IFIs would choose to exercise greater autonomy in adopting
international standards. The push for IFRS by the IFIs came at the precise moment when
international finance held least sway in the region. Camfferman and Zeff (2015) write
regarding Latin America and IFRS, “a recommendation [to adopt] by the World Bank to
such countries would have carried considerable weight, as the Bank was viewed as a
major source of infrastructure financing [emphasis added]” (p. 495). This observation
may have been true previously, but given it was written so recently, the statement reveals
a remarkable misunderstanding of the World Bank’s relationship with the developing
world, particularly with Latin America. Because the IFIs have experience with
developing countries, they are often the default avenue of engagement between actors in

developed and developing countries. However, this default thinking fails to consider

¥ Focusing on BRIC countries, Borker (2012) finds that Brazil has cultural values that, excluding outside
influences, seem to foster accounting values directly opposite those associated with IFRS, while Cardona,
Castro-Gonzalez, and Rios-Figueroa (2014) suggest that cultural dimensions have little predictive power on
a country’s IFRS adoption decision.
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whether developing countries actually want the World Bank as a major source of
financing or the possibility of other more preferable financing alternatives.

In this context, the resurgence of the Left in Latin American politics reflects a
growing dissatisfaction in the region with the neoliberal policy prescriptions imposed by
the Washington-based IFIs, namely the World Bank and the IMF. Latin American voters
were fed up with these policies, which they believed placed the interests of international
financial actors over those of domestic citizens.

Indeed, one of the World Bank’s interests in pushing IFRS in developing
countries was to facilitate its own interpretation and comparability of financial statements
received from the commercial borrowers in its loan portfolio (Camfferman & Zeft, 2007,
p. 441). The general recommendation in its ROSC’ reports for all countries was to bring
domestic standards in line with IFRS, but nothing was written concerning the
appropriateness of these international standards for domestic reporting environments.

During the period under analysis, however, a confluence of factors combined to
provide Latin American leaders with considerable freedom to deviate from policies
desired by international creditors and investors, perhaps none as influential as the boom
in commodities prices.

The Left and the commodities boom counter the influence of IFls

The commodities boom provided many countries in the region with a natural alternative
to the IFIs’ conditional lending. This was an important development in many countries,
where detachment from the IFIs wasn’t just convenient ideological rhetoric, but rather a

pressing public mandate. Before Ecuador’s Rafael Correa famously told concerned

? Reports on Observance of Standards and Codes (ROSC), a project carried out by the World Bank and
IMF to study adherence to international financial reforms. Particularly useful for this analysis are the
ROSC:s for Accounting & Auditing.
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bondholders to “take a valium” (Hayes, 2006), many of his predecessors similarly
campaigned against the IMF and its neoliberal prescriptions, only to face extreme
pressures from financial markets that forced them to accept IMF loans and terms.
Venezuela’s Hugo Chavez also tempered similarly inflammatory language when he was
first elected, at a time when oil prices were historically low. He also maintained
macroeconomic orthodoxy until prices began to boom (Campello, 2011).

Despite the consequences on its ability to seek additional international financing,
defaulting on the external debt was overwhelmingly popular in Argentina, where the
currency peg with the US dollar required by the IMF became painfully unsustainable
(Campello, 2015). When commodities prices increased its international reserves, the
Kirchner government paid off Argentina’s remaining IMF debt to get rid of IMF
meddling. Chavez supported this transaction by simultaneously buying sovereign bonds
to replenish Argentina’s reserves and clearly establish Venezuela as a funding alternative
to US-backed institutions.

The Left’s Foreign Policy provides regional alternative to IFlIs

In this way, the boom supported a Leftist regional foreign policy focused on integration
and decreasing US influence, especially that of its Washington-based development
institutions (those pushing for IFRS). These efforts were primarily led by Venezuela and
resulted in programs such as PetroCaribe, the sale of oil to small countries in Central
America and the Caribbean under favorable long-term financing arrangements, and
Banco del Sur, a regional development bank to serve as an alternative to US-backed IFIs.
While the Left in Brazil and Chile proved to be more pragmatic in their domestic policy

choices, they were generally supportive of these efforts to counter US regional influence.
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Venezuela’s largesse was mainly directed at other Leftist governments, such as
Argentina, Bolivia, and Ecuador. Not surprisingly, these countries had problematic IFRS
adoptions.

Moreover, the efforts seemed to work in changing IFI influence in the region and,
in a dramatic role reversal, the IMF came to Latin America to ask for funding to support
European borrowers during the European crisis (Forero, 2011). IFI lending to Latin
America also fell to record lows during this time, while PetroCaribe debt in Central
America and the Caribbean now represents significant portions of public debt for
recipient countries (Goldwyn, 2014).

Decreased IFI lending in the region also coincides with increased development
lending from China. Empirical research on Chinese lending to Latin America reveals
“China’s loan commitments of $37 billion in 2010 were more than those of the World
Bank, Inter-American Development Bank, and United States Export-Import Bank
combined for that year” (Kevin Gallagher, Irwin, & Koleski, 2012). This research also
reveals that China lent greater amounts to countries that have discontinued or fractured
relationships with the IFIs—Argentina, Bolivia, Ecuador, and Venezuela.

Not surprisingly, the countries that thumbed their noses at the IFIs, also have the
lowest IFRS adoption quality scores. Bolivia is a notable non-adopter in the region, as the
government continues to stall approving the project. Venezuela adopted IFRS as of 2008,
with important exceptions for inflation reporting. To be clear, this adoption method
excludes IFRS 9 through IFRS 15, which were subsequently issued, and all subsequent
amendments to IFRS 1 through 8. While Ecuador did successfully replace national

GAAP with IFRS, as mentioned earlier, recent legislation by President Correa mandates
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reporting requirements for a large segment of Ecuadorean enterprises that are not
consistent with IFRS as issued by the IASB (Ron Amores, 2015).

Incidentally, the results of politically motivated macroeconomic policies in these
countries (and the absence of IMF monitoring) have made financial reporting difficult
regardless of adoption method. The levels of inflation in Argentina and Venezuela are
problematic for financial reporting, and made worse by doubts cast on the validity of
official statistics (Mander, 2014; Rosati, 2015). These statistics are crucial for the fair
presentation of a company’s financial condition. Additionally, companies have to account
using official currency exchange rates, which often diverge significantly from unofficial
rates. Venezuela has various official exchange rate mechanisms (CADIVI, SICAD 1, and
SICAD 2) and is presently considered hyperinflationary under IAS 29, requiring firms to
engage in substantial judgment and estimation (Ermnst & Young, 2015) that may
ultimately render reporting information from Venezuela useless.

Notwithstanding, most countries, including some of the most antagonistic on the
Left, adopted IFRS as issued by the IASB for its domestically listed firms. In countries
with limited or no stock markets, IFRS adoption could reflect a relatively easy way to
comply with an IFI recommendation, given the relatively few publicly listed firms
affected that probably seek international financing anyway and would benefit from
converting to IFRS. In larger countries, IFRS adoption could possibly have to do with the
international exposure of its capital markets, including the number of domestically listed
firms cross-listed on US capital markets and the SEC’s 2007 rule change allowing

foreign firms to report in IFRS without reconciling to US GAAP.
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Cross listed firms briefly caused a stock market boom in Argentina following the
debt default, as savvy investors were able to skirt domestic capital controls by purchasing
shares in cross-listed domestic firms and converting them into dollar-denominated
American Depository Receipts (ADRs) on US markets (Melvin, 2003). While the
Argentine government eventually clamped down on this activity, the episode
demonstrates the importance of cross listing for firms subject to domestic constraints and,
for our purposes, the importance of economic integration for IFRS adoption quality.
Countries with domestic firms cross-listed on US markets—Argentina, Brazil, Colombia,
Chile, Mexico, Panama, and Peru—made their IFRS adoption decisions around the time
of the SEC rule change. All of these require domestically listed companies to report in
IFRS as issued by the IASB, just as the SEC now requires.

Global Economic Integration and Exposure to International Financial Flows

The commodities boom affected the Left differently throughout the region and
Campello’s (2015) research argues financial globalization and market discipline were
largely responsible for moderating the politics of the Lula presidency and the Brazilian
Left. Lula’s election occurred shortly after the Argentine debt default and provoked a
severe currency crisis, as global investors feared Lula would undo the market-friendly
orthodox economic policies of his predecessor.

Moreover, Brazil has a more mixed domestic economy, and with the exception of
the PetroBras public-private collaboration, oil and other commodities businesses are
privately owned, so the government extracts rents from these primarily through after-
profit taxes. Also, following the reforms of the previous government, Brazil's financial

markets became very globally integrated (Clemente, 2012). This combination made
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financial market pressure on policy-making stronger during the boom, as it did not
provide the same alternative for public financing. As a result, Lula spent his first term
largely re-building the market’s confidence by, among other things, naming mostly
conservatives to head economic ministries.

Given the significant participation of international investors in Brazil’s stock
market, Brazilian stock markets particularly suffered during Lula’s first election. As a
result of the confidence building process, the Bovespa launched the Novo Mercado, a
new stock market with corporate governance requirements mirroring those found on
American and European exchanges. “Among the requirements related to disclosure were
that the accounting practices of firms listed on the Novo Mercado...needed to follow
IFRS or US GAAP, and all listed firms would need to have their accounts audited” (H
Fortin et al., 2010). The Comite do Pronunciamentos Contabeis (CPC, Accounting
Pronouncements Committee) was made the official standard-setter for both listed and
non-listed companies, but legally required to ensure the conformity of Brazilian standards
with IFRS. Also, Brazilian laws changed, for the first time, to separate financial reporting
from taxation. In anticipation of these legislative changes (and the IFRS rule change by
the SEC), in 2007, the Brazilian securities commission issued a rule requiring its listed
companies to report financial statements using IFRS as issued by the IASB by 2010, but
could voluntarily adopt as early as the next fiscal year.

These efforts proved to be successful, as net portfolio investment increased from
US $5.4 billion in 2006 to US $58.6 billion in 2008 (Barbosa and Pereira de Souza
quoted in Campello 2015). In 2007, according to the International Herald Tribune “an

index of companies that follow the [Novo Mercado] regulations has outperformed the
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benchmark Bovespa index” (cited in Fortin, 2010). However, the effect of Brazil’s
improved corporate governance requirements is hard to fully gauge in a global context.
While markets did perform exceedingly well and foreign investors did happily return to
Brazilian capital markets during this time, it’s hard to tell if this performance resulted
from the new measures or merely due to return seeking global investors enticed by
Brazil’s growth prospects given Lula’s adherence to macroeconomic orthodoxy and
relatively limited returns elsewhere. Doubts notwithstanding, Brazil’s IFRS adoption was
indeed praiseworthy, and praise it received.

Most notably, Hans Hoogersvort, Chair of the IASB, gave a speech in Sao Paolo
where he commended Brazil’s “textbook example of how to adopt IFRSs” and noted it
“resisted the temptation to tweak the standards to meet local desires” (2011, p. 3). Indeed,
Brazil’s securities regulator requires listed companies to report consolidated financial
statements using IFRS as issued by the IASB. However, Brazil’s CPC chose to converge
domestic standards to IFRS, in a process similar to Australia’s. While the new corporate
law requires Brazilian CPCs adhere to IFRSs, the Brazilian CPC did eliminate some
options available under IFRS at adoption, such as the revaluation of property, plant and
equipment under IAS 16 and revaluation of intangible assets under IAS 38. For some
consolidated financial statements, the auditor’s opinions refer to compliance with both
IFRSs and accounting practices adopted in Brazil (IFRS Foundation, 2013e).

While the new corporate law requires Brazilian CPC adhere to IFRSs, the CPC
issued guidance on IFRIC 15 resulting in statements not in compliance with IFRS as
issued by the IASB. According to Brazil’s IFRS Foundation Jurisdiction Profile,

“companies that apply this guidance say that their financial statements are prepared ‘in
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accordance with the IFRSs applicable to real estate development entities in Brazil as
approved by Accounting Pronouncements Committee (CPC), by the Brazilian Securities
Commission (CVM), and by the Brazilian Accounting Council (CFC)’” (2013e, p. 6).
Surely there could have been objections to IFRIC 15 around the world, IFRS 15 will
replace it soon anyway, and the modification likely affects few companies, but this action
is not consistent with the praise Brazil received as a model adopter as it is out of
compliance with IFRS, Brazilian corporate law, and, more importantly, prevents
comparability.

The problem with Brazil’s IFRS convergence for non-listed companies is not the
standards per se, but rather the praise and credibility Brazilian accounting standards have
received as a result of the successful adoption for listed companies. Brazil’s large non-
listed firms can still access international financing (e.g. through private placements or
interest rate swaps) and foreign investors may not be aware of potential differences
between IFRS and Brazilian CPCs or that, in the case of real estate development
companies, statements may not be in compliance with IFRS as issued by the IASB.

If Brazil’s successful IFRS adoption for listed companies reflects the openness of
its domestic cap