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Abstract

Prior studies on the convergence or adoption of International Financial Reporting Standards
(IFRS) address differences in national culture, barriers to the adoption of IFRS and the effect on
financial reporting. Using the [FRS Adoption by Country Survey published by
PricewaterhouseCoopers (PwC) in April 2012, and other data, we designed a methodology to
measure the degree of convergence or adoption of IFRS in different countries and its association
with Hofstede’s cultural dimensions and economic factors. The results obtained suggest that
certain cultural dimensions and economic factors may have an effect on a country’s decision to
adopt or converge to IFRS. Future research should consider other methodologies that can
measure the extent to which countries have converged or adopted IFRS.
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Introduction

Economic transactions are measured with accounting standards that vary from country to
country. Many countries have been using their own set of accounting standards but the
emergence of a global economy has created the need for uniform standards. Since 2001 the
International Accounting Standard Board (IASB) has been responsible for the development of
accounting standards known as International Financial Reporting Standards (IFRS). The main
objective of the 1ASB is to increase the relevance and comparability of international financial
reports.

Differences in culture may affect a country’s desire to join a globalized economy (Ding et al.,
2005, Ramanna and Sletten, 2009 and Skotarczyk, 2011, among others). A conflict may arise
between the use of international accounting standards and a country’s local accounting standards.
By the end of 2011, approximately 120 nations and reporting jurisdictions allowed or required
IFRS for domestic listed companies, but only 90 fully conformed to IFRS and their audit reports
included a statement to that effect. Prior studies related to the adoption of IFRS address issues
such as a country’s culture, the barriers to adoption and the impact of the adoption of IFRS on
financial reporting.

The objective of this paper is to perform a cross-country study with a grading methodology
to examine the effect of culture and other economic factors on the convergence or adoption of
IFRS. To obtain cultural variation, our study sample includes Latin American, European, Asian,
African and other countries. Recent studies discuss the degree of convergence or adoption of
IFRS in Europe, the European Union (E.U.) and the United States (U.S.) (Callao-Gastén et al.,
2007, 2010; Ramanna and Sletten, 2009, Armstrong et al., 2010). However, to our knowledge,
there is no similar study that estimates how countries converge with or adopt IFRS.

This study represents a contribution that may assist standard setters and researchers
understand how differences in culture and economic factors impact a country’s decision to adopt
or converge to IFRS. Estimating how countries adopt or converge to IFRS could help regulators
develop mechanisms to facilitate this process.

We used a survey made by PricewaterhouseCoopers, LLP (PwC) in April 2012 (/FRS
Adoption by Country), Hofstede’s (1980, 2001) cultural dimensions, and The Global
Competitiveness Report for 2011-2012 published by The World Economic Forum. Appendix A
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presents the questions included in PwC’s survey, which has several open-ended questions
regarding the current stage of the adoption or conversion process in each country. Using the
responses to the questions in PwC’s survey, we designed a grading system to evaluate the degree
of convergence or adoption of IFRS in each country. This grading system assigns a convergence
or adoption score to each country. The results obtained are used to determine if there are any
similarities or differences among countries regarding their convergence or adoption decision.
The decision to converge or adopt IFRS is expected to have an indirect impact on the required
disclosure of financial information by listed companies in each country. Regression and
correlation analyses are used to determine if any significant association exists between the
adoption score, Hofstede’s cultural dimensions, and selected economic factors.

The next section provides a brief overview of the institutional background and relevant
literature. The literature review is followed by a description of the sample selection procedure,
the data analysis and the research methodology. The final section presents the results of the
analyses and our conclusions.

Institutional background and literature review

The IFRS Resources website of the American Institute of Certified Public Accountants
(AICPA) defines convergence as the development of compatible international accounting
standards over time; adoption means establishing a specific timetable for public companies to
implement IFRS on their financial reports. Lamoreaux (2011) distinguishes between
convergence “projects” and the convergence “approach”. The former refers to the process taken
by the Financial Accounting Standards Board (FASB) and the IASB to develop new accounting
standards, whereas the latter refers to the approach taken by the Securities and Exchange
Commission (SEC) that allows countries to continue using their local standards while slowly
moving towards the current IFRS.

Culture, Hofstede’s Cultural Dimensions and Accounting Systems

Prior research suggests that culture plays a central role in accounting decisions. Culture has
been defined differently by many authors and researchers. Kroeber and Kluckhohn (1952)
identified over 160 definitions for culture. According to Liu and Mackinnon (2002), one of the
most cited definitions of culture in recent years is Hofstede’s (1983). Hofstede defines culture as



a collective programming of the mind, difficult to change, that distinguishes a group of people
from others, and that cultural programming is hard to change, unless individuals move from their
culture.

Between 1968 and 1972, Hofstede collected and analyzed on two occasions, data on 100,000
individuals who were working at The International Business Machines Corporation (IBM) in
fifty different countries in three geographical regions. Hofstede used the results of this study to
develop a model of four primary dimensions to identify the cultural patterns of each group
consisting of four primary dimensions: individualism versus collectivism (IC), power distance
(PD), uncertainty avoidance (UA), and masculinity versus femininity (MF).

In 1985, Hofstede added a fifth dimension: long-term versus short-term orientation (LTD).
This fifth cultural dimension was the result of a study in which Hofstede (2001) collected and
analyzed data on students in 23 countries. In 2010, Hofstede added a sixth dimension,
indulgence versus restraint (IVR), based on data analysis made by Minkov with the World
Values Survey for 93 countries (Hofstede G, Hofstede G.J, and Minkov, 2010). Currently
neither the fifth cultural dimension (LTD) nor the sixth cultural dimension (IVR) is available for
the countries in our study sample.

The individualism versus collectivism (IC) dimension measures the relationship of an
individual with others. Hofstede (1983) concludes that rich countries are more individualistic
and poor countries are more collectivistic. In an individualistic country, confrontations are
normal, there is less conformity with the “status quo”, and competition is stimulated.

The power distance (PD) dimension describes how societies work with people that are not
equal in physical and intellectual capacities. In organizations, the PD dimension is related to the
degree of centralization of authority and autocratic leadership.

The uncertainty avoidance (UA) dimension deals with the basic fact of life: time goes only
one way and we are living with uncertainties which we are aware of. The masculinity and
femininity (MF) dimension shows the duality of the sexes in society. According to Hofstede
(1980, 2001) in a feminine society there is less division of roles between the sexes.

Hofstede (1983) asserts that there is a global relationship between PD and collectivism.
Collectivist countries always show a high PD index whereas individualistic countries always
reflect a low PD index. Latin American countries (LAC) and European countries are averse to



uncertainty and show large PD. According to the author, LAC and clusters of some other
countries show moderate masculinity.

For Hofstede (2001), planning and control in an organization reflect cultural assumptions and
are related to the rules of PD and UA of the dominant national culture. The author states that in
countries that exhibit a large degree of PD, accounting systems are mostly used to justify the
decisions of those in power in the organization. In countries with a high degree of uncertainty,
accounting systems will have more detailed rules to work in certain situations. In countries with
low UA, accounting systems allow more discretion in organizations or accountants, to work in
certain situations (e.g. U.S.). In an environment of high individualism (U.S.), information in the
accounting system can be taken more seriously and can be considered more important than in
collective countries. In high masculine societies (e.g. U.S. and Germany), accounting systems
seek to achieve pure financial goals.

International Financing Reporting Standards

The creation of international accounting standards began in 1973, when the International
Accounting Standards Committee (IASC) was established through an agreement of the leading
professional accounting bodies in 10 countries: Australia, Canada, France, Germany, Ireland,
Japan, Mexico, the Netherlands, the United Kingdom, and the U.S. On April 1, 2001, the newly
created IASB replaced the IASC as the creator of IFRS (Doupnik and Perera, 2012).

In June 2002, the E.U. decided that IFRS implementation would be mandatory for all listed
companies starting in 2005 (E.U., 2002, cited in Ding, Jeanjean and Stolowy, 2005). Russia,
Australia, and New Zealand followed by introducing similar policies. In October 2002, the
Financial Accounting Standards Board (FASB) and the IASB issued a memorandum of
understanding towards formalizing their commitment to the convergence of U.S. and

international accounting standards (Ding et. al. 2005).

Cultural and economic factors related to the adoption of IFRS
Cultural factors shape our decision making processes and how we adapt to change. Prior
studies suggest that culture is a crucial factor in the adoption of IFRS and its success. Ding et al.



(2005) find that the resistance to implement IFRS is related to cultural dynamics and is not
exclusively caused by contractual reasons, alleged technical superiority, or legal origin. Hope,
Jin and Kang (2006) observe that countries with lenient investor protection laws and countries
that are perceived to provide better access to their domestic capital markets are more likely to
adopt IFRS. However, they believe that to obtain the full benefits of adopting IFRS for financial
reporting, standard setters must first make changes in the economic and political environments.
A similar argument was made by Yalkin, Demir and Demir (2008) who note that the Turkish
Accounting Standards Board accepted the harmonization of IFRS to obtain international
acceptance for Turkey.

Economic and political benefits are also derived from the adoption of IFRS. Using a sample
of 102 non-E.U. countries, Ramanna and Sletten (2009), find that the most powerful countries
are more resistant to IFRS adoption or surrendering their standard-setting authority to an
international organization. They do not find evidence that the expected changes in foreign trade
and investment flows in a country affect the adoption. They do find evidence that suggests that a
country is more likely to adopt international standards if its trade partners or countries within a
geographical region are adopters themselves. Skotarczyk (2011) suggests that for African and
Middle Eastern countries, the adoption of IFRS may be uncertain because of differences in
language, regional interpretations, religion, economy and education.

Campbell, Doupnik and Tsakumis (2009) address the adoption of IFRS and their relationship
with cultural and translation differences. The authors argue that it is important for multinational
corporations and their auditors to consider the impact of possible biases held by their
international staff and by colleagues in their international offices so they can identify their native
country’s cultural predispositions and better understand how values affect their interpretations
and judgments when applying accounting standards. The authors suggest that education and
preparation of future professionals is necessary to overcome the impact of national culture in the
application of the international standards.

Clements, Nelli and Stovall (2010) examine the relationship between country size and
cultural diversity with a country’s IFRS adoption decision. According to the authors, cultural
influences do not seem to be a critical factor in the adoption of the international standards. They
observe that smaller countries tend to adopt IFRS while larger ones tend not to. This is



consistent with the notion that larger countries have well established accounting standards and
resist incurring in costs to adopt IFRS. Horton, Serafeim and Serafeim (2010) examine whether
mandatory IFRS adoption improves the information environment. The results suggest that
mandatory IFRS adoption has improved the quality of information intermediation in capital
markets by increasing information and accounting comparability. The results obtained by
Callao-Gaston et al. (2007) suggest that local comparability has worsened with the adoption of
IFRS in Spain. Callao-Gastén et al. (2010) find evidence that suggests that the quantitative
impact after adopting IFRS is significant for the United Kingdom and Spain.

Bova and Pereira (2012) summarize the two accepted points of view regarding a country’s
IFRS adoption decision. According to the authors, one point of view considers that IFRS
represent improved financial reporting standards. The resulting uniformity in standards also
achieves improved comparability, which results in a better information environment and an
expected reduction in the cost of capital. The other point of view is that IFRS do not by
themselves, result in improved financial reporting. The latter is achieved through the interaction
of economic and political factors. The authors obtain empirical evidence on IFRS adoption by
observing private and public firms in Kenya, a country they describe as having open capital
markets with limited enforcement capabilities. Bova and Pereira (2012) note that the presence of
foreign investors is positively associated with the demand for transparency brought by adopting
IFRS.

Research motivation and Hypotheses development

Prior research (Ding et al., 2005; Hope et al., 2006; Clements et al., 2010 and Skotarczyk,
2011, among others) suggests that differences in culture, country size, economic and political
factors may influence the adoption and subsequent successful implementation of IFRS.
Clements et al. (2010) find that a country’s size seems to have a larger impact than national
culture on the IFRS adoption decision, but suggest researchers should revisit their findings with
alternative empirical methodology. This study is a step in that direction as we partially replicate
their study, however, we design our own grading system to measure the degree of convergence

or IFRS adoption in each country.



Although our study research methodology design introduces elements of researcher induced
bias, the results obtained provide us with additional evidence to measure the impact of cultural
dimensions and economic factors on a country’s IFRS convergence or adoption decision. Our
sample consists of 69 countries to obtain cultural variation and incremental explanatory power
for the results obtained.

Our first four research hypotheses consider the possible effects of Hofstede’s four cultural
dimensions on the IFRS convergence or adoption decision. However, since national culture is an
exogenous variable that may also be correlated with other variables, cultural attributes might be
acting as proxies for other omitted country effects. Our study includes other control variables to
mitigate the existence of possible omitted country-related variables. Following Hope et al.
(2006), we consider that certain economic factors, such as the existence of investor protection
mechanisms and the unlimited access to capital markets, may also have an impact on a country’s
convergence or adoption IFRS decision.

In the present study, investor protection mechanisms and unlimited access to capital markets
are represented by proxies obtained from The Global Competitiveness Report for 2011-2012
published by the World Economic Forum. The variables selected are elements derived from the
twelve pillars used to measure the competitiveness of different countries. From the Institutions
pillar, we selected the following variables: strength of auditing and reporting standards, efficacy
of corporate boards, protection of minority shareholders’ interests, and strength of investor
protection. From the Financial Market Development pillar, we selected the variable described as
“regulation of securities exchanges”.

In our study, as a proxy for a country’s size we used its domestic and foreign market size
index as reported in The Global Competitiveness Report for 2011-2012 published by The World
Economic Forum (WEF). In the WEF report, market size is one element of the twelve pillars
used to measure the competitiveness of countries, which is accomplished with a domestic and a
foreign market index. The domestic market size index is constructed by taking the natural log of
the sum of the gross domestic product (GDP) valued at purchased power parity (PPP) plus the
total value (PPP estimates) of imports of goods and services, minus the total value (PPP
estimates) of exports of goods and services. Data are then normalized on a 1-to-7 scale. PPP
estimates of imports and exports are obtained by taking the products of exports as a percentage



of GDP and GDP valued at PPP. The foreign market size index is estimated as the natural log of
the value (PPP estimates) of goods and services, normalized on a 1-to-7 scale. PPP estimates of
exports are obtained by taking the product of exports as a percentage of GDP and GDP valued at
PPP.

Our fifth research hypothesis examines the possible effects of certain economic factors,
including market size on a country’s IFRS convergence or adoption decision. Although the
proxies used to measure economic factors such as investor protection mechanisms, unlimited
access to capital markets and market size represent another element of researcher bias, they
present an alternative empirical methodology to explore the IFRS convergence or adoption
decision.

Based on the results of prior research and our expectations, we developed the following
research hypotheses. Countries with a large degree of power distance are highly centralized and
the roles of supervisors and employees (subordinates) are clearly defined, whereas countries with
low power distance are decentralized. Chan, Lin and Lai (2003) found that the characteristics of
a company operating in a country with a large degree of power distance, such as the
centralization of power in a few individuals, ignoring management controls and less competent
staff, contribute to large accounting errors. This could involve the need to use more structured
accounting guidelines. A country with a large degree of power distance is expected to adopt
IFRS because the IASB would be visualized as the supervisory entity responsible for
establishing the required reporting standards.

HI1: A country with a large degree of power distance is more likely to have a higher IFRS
adoption score.

An individualistic country considers the effects (or benefits) of rules on individuals (a
“micro” perspective), whereas a collectivist country considers the impact of rules on society (a
“macro” perspective). On the one hand, an individualistic country tends to depend on itself, not
on others, and may be reluctant to grant others the authority to decide for it. On the other hand, a
collectivist country is expected to prefer an external entity such as the 1ASB to establish its
accounting standards because of the perceived long-term benefit for the majority of individuals.

H2: A highly individualistic country is more likely to have a lower IFRS adoption score.



A masculine country is characterized as promoting self-reliance and independence, whereas a
feminine country is more dependent on others. An independent country is expected to be
unwilling to accept accounting standards from an external (international) entity.

H3: A country with a higher masculinity index is more likely to have a lower IFRS adoption
score.

A country with a high degree or tolerance for uncertainty prefers to avoid changes in their
laws and regulations, i.e. accounting standards, and will not be inclined to accept a change from
their own known reporting standards to adopt new (unknown) standards. A country that displays
strong or high uncertainty avoidance prefers rules over principles. IFRS are considered
principles-based accounting standards (Schipper, 2005; Forgeas, 2008). Therefore, a country
that exhibits weaker or lower uncertainty avoidance is more open to the use of principles over
rules.

HA4: A country with a higher degree of uncertainty avoidance is more likely to have a lower IFRS
adoption score.

Prior studies have examined the relationship between several economic factors and the
probability of adoption or convergence to IFRS. Hope et al. (2006) find that countries with
lenient investor protection laws and countries that are perceived to provide better access to their
domestic capital markets are more likely to adopt IFRS. Horton et al. (2010) suggests that
mandatory IFRS adoption has improved the quality and comparability of the accounting
information in capital markets. Other studies focus on size. Clements et al. (2010) find that
large countries are not expected to be inclined to adopt IFRS, whereas smaller countries are
expected to be adopters because they do not have the necessary resources or infrastructure to
develop their own accounting standards. The following hypothesis was developed for economic
factors:

H5: A country with higher values for its economic factors (Strength of auditing and reporting
standards, Efficacy of corporate boards, Protection of minority shareholders' interests, Strength
of investor protection, Regulation of securities exchanges, Domestic market size index, and
Foreign market size index) is more likely to have a lower IFRS adoption score.

To test these hypotheses we selected a study sample, designed an IFRS adoption or

convergence scores and used regression analyses to examine the association between cultural and
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economic factors and the possibility of convergence or adoption of these standards. The
following section explains the sample selection and the tests used.

Research methodology and Data Analysis
Sample selection

The sample used in this study consists of 69 countries with information on the convergence
or adoption of IFRS as reflected on the PwC Survey and with the available values for cultural
dimensions described by Hofstede (1980, 2001). As presented in Table 1, the PwC Survey
includes a total of 144 countries. Out of those countries, 75 countries have no assigned cultural
values as described by Hofstede. Table 1 lists the 69 countries included in the final study sample
according to the PwC Survey regional classification. There are six different regions: North
America, South America, Asia, Europe, Africa and Oceana.

Table 1: Sample composition

Countries in PwC Survey 144
Less: Countries without Hofstede’s cultural dimensions (75)
Final study sample 69

Countries by region in study sample:

North America * 8
South America 8
Asia 17
Europe 27
Africa 7
Oceana 2

Total countries in the study sample 69

* Including Central America and the Caribbean

Table 2 presents Hofstede’s cultural dimensions for the 69 countries included in our study
sample. Based on these dimensions and according to Hofstede’s observations (1983, 2001),
some LAC, like Ecuador, Guatemala and Panama, are in the bottom three spots for the IC
dimension. This implies that they are highly collectivistic. Conversely, the United States, the
United Kingdom, and Australia are considered the most individualistic countries in our sample.
In terms of PD, Malaysia, Slovakia and Saudi Arabia, are in the top three positions. In other
words, they have a higher degree of separation between members in their organizations. Austria,
Israel, and Denmark are positioned as the countries with the lowest scores of PD.
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In connection with the MF dimension, three European countries, Denmark, Netherlands and
Norway tend to be the most feminine. Slovakia, Hungary and Japan present the highest degrees
of masculinity in the sample. Portugal, Greece and Guatemala have the highest degree of UA;
while, Singapore, Jamaica and Denmark have the lowest. The latter implies that they are more

likely to take risks or make riskier decisions.

Table 2: Country-specific values according to Hofstede’s cultural dimensions

Hofstede's Cultural Dimensions

Country Individualism/Collectivism Power Distance Masculinity/Femininity Uncertainty avoidance
Panel A: North America
Canada 80 39 52 48
Costa Rica 15 35 21 86
El Salvador 19 66 40 94
Guatemala 6 95 37 101
Jamaica 39 45 68 13
Mexico 30 81 69 82
Panama 11 95 44 86
United States 91 40 62 46
Region’s Average 36 62 49 70
Panel B: South America
Argentina 46 49 56 86
Brazil 38 69 49 76
Chile 23 63 28 86
Colombia 13 67 64 80
Ecuador 8 78 63 67
Peru 16 64 42 87
Uruguay 36 61 38 100
Venezuela 12 81 73 76
Region’s Average 24 67 52 82
Panel C: Asia
China 20 80 66 30
Hong Kong 25 68 57 29
India 77 48 56 40
Indonesia 14 78 46 48
Israel 54 13 47 81
Japan 46 54 95 92
Kuwait 25 90 40 80
Lebanon 40 75 65 50
Malaysia 26 104 50 36
Pakistan 14 55 50 70
Philippines 32 94 64 44
Saudi Arabia 25 95 60 80
Singapore 20 74 48 8
Taiwan 17 58 45 69
Thailand 20 64 34 64
Turkey 37 66 45 85
Vietnam 20 70 40 30
Region’s Average 30 70 53 55
Panel D: Europe

Austria 55 11 79 70
Belgium 75 65 54 94
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Bulgaria 30 70 40 85

Czech Republic 58 57 57 74
Denmark 74 18 16 23
Estonia 60 40 30 60
Finland 63 33 26 59
France 71 68 43 86
Germany 67 35 66 65
Greece 35 60 57 112
Hungary 80 46 88 82
Ireland 70 28 68 35
Italy 76 50 70 75
Malta 59 56 47 926
Netherlands 80 38 14 53
Norway 69 31 8 50
Poland 60 68 64 93
Portugal 27 63 31 104
Romania 30 90 42 90
Russia 39 93 36 95
Serbia 25 86 43 92
Slovakia 52 104 110 51
Slovenia 27 71 19 88
Spain 51 57 42 86
Sweden 71 31 5 29
Switzerland 68 34 70 58
United Kingdom 89 35 66 35
Region’s Average 58 53 48 72
Panel E: Asia
Egypt 25 70 45 80
Ghana 15 80 40 65
Morocco 25 70 53 68
Nigeria 30 80 60 55
South Africa 65 49 63 49
Tanzania 25 70 40 50
Zambia 35 60 40 50
Region’s Average 31 68 49 60
Panel F: Oceana
Australia 90 36 61 51
New Zealand 79 22 58 49
Region’s Average 85 29 60 50

Source: Hofstede’s cultural dimensions for countries around the world are available at http://geert-hofstede.com/countries.html.

In addition to cultural dimensions, this study examines the association between certain
economic factors and a country’s IFRS convergence or adoption decision. Table 3 presents
WEF values for the specific economic factors that are considered in this study. The first factor
is Strength of auditing and reporting standards (SA). In our sample, New Zealand is the
country with the highest score, while Vietnam has the lowest. If analyzed by region, the
leaders in this respect are Canada, Chile, Singapore, Sweden, South Africa, and New Zealand.
Whereas, El Salvador and Guatemala, Argentina, Vietnam, Russia, Nigeria and Australia have
the lowest scores. The second economic factor that was included in this study is Efficacy of
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corporate boards (EC).

A country from the region of Oceana (Australia) presents the highest values for a country
in our sample. If analyzed by region, the leaders in this respect are practically the same:
Canada, Chile, Singapore, Sweden, South Africa, and Australia. The countries with the lowest
scores are: Mexico and Panama, Venezuela, Kuwait, Serbia and Greece, Egypt and New
Zealand. Serbia and Greece have the lowest score.

The third economic factor is Protection of minority shareholders' interests (PM). In this
respect, New Zealand is the country with the highest score and Serbia has the lowest. If
analyzed by region, the leaders are Canada, Chile, Singapore, Sweden, South Africa, and New
Zealand. Guatemala, Venezuela, Kuwait, Serbia, Nigeria, and Australia have the lowest
scores in their regions.

The fourth economic factor is Strength of investor protection (SI). New Zealand is also the
country with the highest score while Malta has the lowest. If analyzed by region, the leaders
in this respect are Canada and the U.S., Colombia, Singapore, Ireland, South Africa and New
Zealand. Costa Rica, Venezuela, Vietnam, Malta, Morocco, and Australia have the lowest
scores in their regions.

The fifth economic factor is Regulation of securities exchanges (RS). South Africa is the
leading country, while Serbia is the country with the lowest score. The regional leaders are
Canada, Brazil, Singapore, Sweden, Norway and Finland, South Africa and Australia. Costa
Rica, El Salvador and Panama, Peru, Vietnam, Malta, Morocco and Australia have the lowest
scores in their regions.

The sixth and seventh economic factors are related to market size and are represented by a
Domestic market size index (DM) and a Foreign market size index (FM). With respect to DM,
the U.S. leads all the countries in the study sample. The regional leaders are the U.S., Brazil,
China, Germany, South Africa and Egypt, and Australia. In terms of FM, China leads the
countries in the sample. The regional FM leaders are the same countries that are DM leaders,
except for Egypt, that is not a regional leader in FM. Jamaica, Uruguay, Lebanon, Malta,
Zambia and New Zealand have the lowest scores in their respective regions. Malta is the
country with the lowest DM and FM scores.
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Table 3. World Economic Forum (WEF) Economic factors by country

‘WEF Economic Factors by Country

Strength of Efficacy of Protection of St.rength of Regulation of Domestic Foreigl}
auditing and corporate minority mvestf;r securities market size market size
Country reporting boards shareholders' protection exchanges index index
. (SI) (DM) (FM)
standards interests 0-10 (best) 17 (best)y 17 (best)
(SA) (EC) (PM) (RS)
Panel A: North America
Canada 6.2* 5.6* 5.5* 8.3* 5.4* 53 5.7
Costa Rica 4.7 4.8 4.2 3.0< -3.7< 3.1< 3.9
El Salvador 4.6< 4.8 3.8 43 3.7< 3.1< 3.6
Guatemala 4.6< 4.9 3.7< 4.0 43 34 3.9
Jamaica 53 45 44 53 5 2.7 3.3<
Mexico 4.8 4.4< 41 6.0 3.8 5.4 5.9
Panama 5.0 4.4< 4.6 4.7 3.7< 3.1 3.6
United States 52 51 4.8 83%* 4.6 ™ 6.7*
Average 5.1 4.8 4.4 5.5 4.3 4.1 4.6
Panel : South America
Argentina 39< 41 35 47 3.6 438 51
Brazil 5.0 4.8 45 53 5.7* 5.7* 5.5*
Chile 5.6* 5.1* 4.9* 6.3* 3.8 4.2 4.9
Colombia 44 4.6 41 8.3 3.7 4.6 4.7
Ecuador 41 4.2 3.6 4.0 4.0 3.7 43
Peru 51 4.8 44 6.7 3.5< 42 4.7
Uruguay 4.7 44 45 5.0 45 3.0< 3.5<
Venezuela 4.2 4.0< 3.2< 2.3< 4.2 44 4.8
Average 4.6 4.5 4.1 5.3 4.1 4.3 4.7
Panel C: Asia
China 4.8 44 44 5.0 45 6.7*%* 7.0%*
Hong Kong 5.9 4.9 5.0 9.0 5.6 43 6.1
India 5.0 44 44 6.0 52 6.1 6.2
Indonesia 43 45 43 6.0 4.4 5.1 55
Israel 5.9 4.8 52 8.3 55 41 4.8
Japan 5.4 51 5.0 7.0 4.9 6.1 6.1
Kuwait 4.7 3.8< 3.8< 6.3 4.0 3.5< 4.8
Lebanon 4.7 41 41 5.0 45 34 4.3<
Malaysia 5.6 53 53 8.7 5.4 44 5.8
Pakistan 4.2 4.2 4.0 6.3 4.2 4.7 4.6
Philippines 4.8 4.8 4.0 4.0 4.2 44 5.0
Saudi Arabia 5.6 53 55 7.0 55 4.7 5.7
Singapore 6.2* 5.6* 5.6* 9.3* 6.0* 41 6.0
Taiwan 55 4.9 5.0 53 55 4.9 6.0
Thailand 4.9 45 45 7.7 4.7 4.8 5.8
Turkey 44 4.2 3.9 5.7 5.0 51 53
Vietnam 3.6<< 4.2 41 2.7< .6< 43 5.4
Average 5.0 4.6 4.6 6.4 4.9 4.7 5.6
Panel D: Europe
Austria 5.7 52 4.8 4.0 4.7 43 53
Belgium 5.7 51 5.0 7.0 5.0 44 5.8
Bulgaria 43 4.0 3.6 6.0 3.7 3.6 45
Czech Republic 5.0 4.7 4.0 5.0 4.7 4.2 5.4
Denmark 5.7 53 55 6.3 55 4.0 4.9
Estonia 5.6 4.7 45 5.7 4.8 25 3.9
Finland 6.1 55 5.9 5.7 5.9* 4.0 4.7
France 5.6 51 4.8 53 5.4 5.7 6.0
Germany 53 52 4.8 5.0 45 5.8* 6.5*
Greece 45 3.7<< 4.7 33 4.0 44 4.6
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Hungary 5.4 45 4.1 4.3 4.8 3.9 5.2
Ireland 4.3 4.4 45 8.3* 3.9 3.7 5.3
Italy 4.3 4.0 3.7 5.7 4.3 5.5 5.9
Malta 6.0 4.4 5.1 0.0<< 5.3 2.0<< 3.3<<
Netherlands 59 5.3 52 4.7 52 48 6.0
Norway 6.0 5.5 5.7 6.7 5.9* 4.1 4.9
Poland 5.2 4.4 4.1 6.0 5.0 4.9 5.6
Portugal 4.9 4.1 45 6.0 4.9 4.2 4.8
Romania 4.3 4.3 3.8 6.0 3.7 4.2 4.9
Russia 3.8< 4.0 3.1 5.0 35 5.6 6.1
Serbia 4.0 3.7<< 2.8<< 5.3 3.3<< 35 39
Slovakia 4.6 4.6 3.9 4.7 4.0 3.7 4.9
Slovenia 4.9 4.0 3.4 6.7 4.1 3.1 4.4
Spain 4.9 4.3 4.3 5.0 3.7 5.4 5.7
Sweden 6.3* 5.9%* 6.0** 6.3 5.9* 4.4 5.2
Switzerland 5.6 5.3 4.9 3.0 5.6 4.3 5.2
United Kingdom 5.9 5.3 5.2 8.0 5.1 5.7 6.0
Average 5.2 4.7 4.5 5.4 4.7 4.3 5.1
Panel E: Africa
Egypt 4.3 4< 4.4 5.3 4.2 4.7* 5
Ghana 4.7 4.7 45 6 4.3 3.3 3.9
Morocco 43 438 45 3.3< 438 3.9 44
Nigeria 3.7 43 3.7< 5.7 4 44 5
South Africa 6.5** 5.8* 5.8* 8* 6.4** 4.7* 5.1*
Tanzania 4.1 4.1 3.8 5 3.6< 3.3 3.7
Zambia 4.8 4.8 4.4 5.3 4.3 2.4< 3.3
Average 4.6 4.6 4.4 5.5 4.5 3.8 4.3
Panel F: Oceana
Australia 5.9< 5.8* 5.3< 5.7< 5.7* 5* 5.3*
New Zealand 6.1* 5.5< 5.5* 9.7** 4.7< 3.6< 4.2<
Average 6.0 5.7 5.4 7.7 5.2 4.3 4.8
Sample average 5.0 4.7 4.5 5.7 4.6 4.3 5.0

** Country with the highest aggregate IFRS adoption/conversion score in the sample study.

* Country with the highest IFRS adoption/conversion score per region in the sample study.

<< Country with the lowest aggregate IFRS adoption/conversion score in the sample study.
<Country with the lowest IFRS adoption/conversion score per region in the sample study.

To obtain a better understanding of how culture and economic factors influence a country’s

IFRS convergence or adoption decision, we designed a system to assign convergence or adoption

scores. Regression and correlation analyses were performed to examine how these variables are

related. The design of the scoring system and the regression and correlation analyses are

discussed in the next section.

Research Methodology

PwC’s April 2012 Survey consists of several questions and answers related to the current

stage of the IFRS adoption or convergence process in each country. This survey describes the

adoption status of IFRS per country in relation to the rules for listed companies (RL) and the

adopted version of IFRS (VI), the similarities and differences in rules for subsidiaries of foreign
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companies or foreign companies listed in local exchanges (DR), the rules for statutory filings, the
locally accepted version of IFRS, additional regulatory financial statement requirements that
permit or require the use of IFRS, IFRS convergence plans, type of tax regime and plans for
IFRS convergence as the basis of tax reporting.

The focus of this study is on the accounting standards that apply to public companies only.
Four questions were excluded from the original survey because they were unrelated to the
accounting standards for publicly traded companies. In order to measure the speed of the IFRS
convergence or adoption process and differentiate the early adopters from the late adopters, we
added a time-related dimension regarding the convergence or adoption date (AD). The relevant
information is the date in which the use of IFRS for public companies began.

Based on the responses to the PwC survey questions, we designed a grading system to
describe the degree of convergence or adoption of IFRS for each country. Table 4 presents the
scoring system. We assigned a point value to each of the responses that fluctuated from 0 to 3
and calculated an IFRS convergence or adoption score for each country. For example, the first
survey question addressed whether there was an IFRS requirement for listed companies. We
assigned a value of 0 to those countries to which this requirement did not apply because the
country had no local stock exchange. A value of 1 was assigned to countries that had no IFRS
requirement but its use is permitted. A value of 2 was given to countries that require IFRS for
listed companies but some exceptions apply. Some exceptions include: all or some financial
institutions are not required to use IFRS; only financial institutions are required to use IFRS;
some companies have additional reporting requirements using local standards and/or are using
locally adopted IFRS. A value of 3 was assigned to countries that require IFRS for all listed
companies with no exceptions.

With respect to the version of IFRS adopted by listed companies in each country, we
assigned a value of 0 to those countries to which this requirement did not apply because the
country had no local stock exchange. A value of 1 was assigned to countries that apply locally
adopted IFRS. A value of 2 was given to countries that adopted IFRS as published by IASB and
use, in some respects, locally adopted IFRS. We also assigned a value of 2 to countries that
applied IFRS as published by the IASB with the exception of some financial institutions or that
have additional reporting requirements using local standards and/or are using locally adopted
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IFRS. A value of 3 was assigned to countries that require IFRS for all listed companies with no
exceptions.

Adoption date is the third component of our score. It is used to measure the speed of IFRS
If a
country had not converged or adopted IFRS, a value of 0 was assigned. A value of 1 was

convergence or adoption and to differentiate the early adopters from the late adopters.
assigned to a country in the process of converging or adopting IFRS for public companies but not
yet decided. A value of 2 was given to those countries that converged or adopted IFRS on or

after 2010. Those countries that adopted IFRS before 2010 received a value of 3.

Table 4: Description of the grading system used for the answers to the PwC survey questions

Question

Convergence or Different Rules for

Al::ilgIII::d RS zf)?;l];;ilﬂzn(tllfﬁ; fisted Versf;g; ;Eil:ss (f‘(;;‘)llsted Adoption Date subsidiaries of FC and FC
(AD) listed locally (DR)
0 Not applicable Not applicable Not applicable Not applicable
Yes, or the use of other
1 No requirement Locally adopted IFRS In process standards are permitted
Required with exceptions such  IFRS as published by IASB
as: except for some financial and as locally adopted or
2 institutions, additional IFRS as published by IASB 2010-2013 Yes, but reconciliations are
reporting using local standards,  with the exception of some required
and/or using IFRS-Country’s financial institutions
language version.
IFRS as published by IASB
3 Required or IFRS Country’s language Before 2010 No

version

Note: A grading system was developed in this study using the answers to the questions in “PwC Survey: IFRS Adoption by
Country Survey” as of April 2012. The values assigned to each response represent the degree of convergence or adoption of
IFRS. A value of “0” was assigned to a response to reflect the lowest degree of IFRS convergence or adoption. The highest
value assigned represents the highest degree of IFRS convergence or adoption for that country.

The last PwC Survey element included in our score system is related to the existence or
absence of different rules for foreign companies and foreign companies listed locally. A value of
0 was given to those countries to which this requirement did not apply because the country had
no local stock exchange. A value of 1 was assigned if different rules apply for foreign
companies or if these companies were permitted to use different rules. A value of 2 was
assigned to those countries in which different rules apply but reconciliation to IFRS is required.

Countries in which foreign companies are subject to the same accounting rules as other
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companies received a value of 3. In other words, if the country adopted IFRS for public
companies, the same rules apply whether it is a local or foreign company.

After assigning and adding these values, a score was obtained by country. Table 5 shows the
country’s response to the selected PwC survey questions. After analyzing the responses, values
are assigned to each response according to each country’s degree of IFRS convergence or
adoption and added to obtain a final conversion or adoption score per country.

The countries with the highest scores in the North America region are Costa Rica,
Guatemala, and Jamaica. The United States has the lowest score, attributed to the fact that it has
been in the process of convergence since 2002. The country with the highest score in the South
America region is Venezuela and the country with the lowest score is Colombia. The countries
with the highest scores in the Asia region are Lebanon, Malaysia, and Turkey. The finding
related to Turkey is consistent with Yalkin, Demir and Demir (2008) who noted that the Turkish
Accounting Standards Board accepted the harmonization of IFRS to obtain international
acceptance for Turkey. The country with the lowest score in Asia is China.

The countries with the highest scores in the African region are Ghana, South Africa,
Tanzania and Zambia, which represent 57% of the countries in the region (4 of 7). This result is
inconsistent with Skotarczyk (2011) who suggests that for African and Middle Eastern countries,
adoption of IFRS may be uncertain because of differences in language, regional interpretations,
religion, economy, and education. The country with the lowest score is Egypt. The country with
the highest score in the Oceana region is New Zealand and the country with the lowest score is
Awustralia; although the scores for both countries are among the highest possible within our

grading system.
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Table 5. PwC’s Survey Answer Values and the Final IFRS Convergence or Adoption Scores by

Country
PwC’s Survey Questions
Different Rules for
IFRS requirement . Convergence or subsidiaries of FC IFRS Convergence
Country for listedqcompanies Version of IFRS Adopti%n date and FC listed locally  or Adoption Sgcore
avoidance
Panel A: North America
Canada 2 2 2 1 7
Costa Rica 3 3 3 3 12
El Salvador 2 2 2 3 9
Guatemala 3 3 3 3 12
Jamaica 3 3 3 3 12
Mexico 2 3 2 2 9
Panama 3 2 2 3 10
United States 1 0 0 1 2
Panel : South America
Argentina 2 3 2 3 10
Brazil 3 2 2 3 10
Chile 2 2 2 3 9
Colombia 1 0 1 0 2
Ecuador 2 3 2 3 10
Peru 2 2 2 3 9
Uruguay 2 2 2 3 9
Venezuela 3 3 2 3 11
Panel C: Asia
China 1 0 0 0 1
Hong Kong 1 3 3 1 8
India 1 3 1 3 8
Indonesia 1 0 1 3 5
Israel 2 2 3 1 8
Japan 1 1 1 1 4
Kuwait 3 3 3 3 12
Lebanon 3 3 3 3 12
Malaysia 3 1 2 3 9
Pakistan 3 1 3 3 10
Philippines 3 1 3 1 8
Saudi Arabia 1 3 1 3 8
Singapore 2 1 1 1 5
Taiwan 1 0 2 2 5
Thailand 1 1 1 1 4
Turkey 3 3 3 3 12
Vietnam 0 0 0 0 0
Panel D: Europe

Austria 3 1 3 3 10
Belgium 3 1 3 3 10
Bulgaria 3 1 3 3 10
Czech Republic 3 1 3 1 8
Denmark 3 1 3 1 8
Estonia 3 1 3 3 10
Finland 3 1 3 3 10
France 3 1 3 1 8
Germany 3 1 3 1 8
Greece 3 1 3 3 10
Hungary 3 1 3 3 10
Ireland 3 1 3 3 10
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Italy 3 1 3 3 10
Malta 3 1 3 0 7
Netherlands 3 1 3 1 8
Norway 3 1 3 1 8
Poland 3 1 3 1 8
Portugal 3 1 3 3 10
Romania 3 1 3 3 10
Russia 3 3 2 3 11
Serbia 3 1 3 3 10
Slovakia 3 1 3 3 10
Slovenia 3 1 3 3 10
Spain 3 1 3 3 10
Sweden 3 1 3 3 10
Switzerland 1 2 3 1 7
United Kingdom 3 1 3 3 10
Panel E: Africa
Egypt 0 0 0 0 0
Ghana 3 3 3 3 12
Morocco 2 1 3 3 9
Nigeria 3 3 1 3 10
South Africa 3 3 3 3 12
Tanzania 3 3 3 3 12
Zambia 3 3 3 3 12
Panel F: Oceana
Australia 3 1 9
New Zealand 3 2 3 3 11
Tests

To test our research hypotheses regarding the impact of cultural and economic factors on the
IFRS convergence or adoption decision in each country we used three regression models. The
first model considered Hofstede’s cultural dimensions as the possible determinants of a country’s
IFRS convergence or adoption score. The regression model is as follows:

Score; = o; + b;IC+ h; PD+ s; MF + c;UA+ ¢; Q)
where Score; represents the degree of IFRS convergence or adoption, IC represents the value of a
country’s Individualism/Collectivism dimension, PD is the value of a country’s Power Distance
value, MF represents the value of a country’s Masculinity/Femininity dimension, and U4 is the
value of a country’s Uncertainty Avoidance dimension.

Our second regression model was used to test our five research hypotheses regarding the
impact of economic factors on a country’s IFRS convergence or adoption decision. The
regression model is as follows:

Score; = o; + niSA+ [ EC+ k; PM + p; SI+ tRS+ gFT+ viDM+ zFM + ¢; (2)
where Score; represents the degree of IFRS convergence or adoption, S4 represents strength of
auditing and reporting standards, EC means efficacy of corporate boards, PM represents
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protection of minority shareholders' interests, SI represents a system’s strength of investors
protection, RS is related to regulation of securities exchanges, DM is related do the size of the
domestic market and FM to the foreign market size.

A third regression model was used to examine whether a country’s cultural dimensions and
its economic factors, when taken together, explain better the convergence or adoption scores
assigned to our countries in our study sample. The third regression model is as follows:

Score; =a;+bilC+h,PD+s;MF+c,UA+n;SA+1; EC+k; PM+p; SI+tRS+g,FT+vDM+zFM+e;  (3)
The variables are defined in the same manner as previously explained.

The following section presents and discusses the tests results. Initially we discuss the results
of the regression analyses and their possible interpretations, followed by the Pearson (Spearman)
correlations between the variables and the related explanations.

Empirical results
Regression and Correlation Analyses

We tested our hypotheses using regression analyses and three different models. The first
regression model uses Hofstede’s cultural dimensions as dependent variables of the convergence
or adoption score. Table 6 presents the results obtained, which suggest that none of the cultural
dimensions appear to have a significant impact on a country’s IFRS convergence or adoption
decision. As predicted, MF has an inverse but not a significant relation with the dependent
variable. The low explanatory power of the adjusted R? of this model suggests that a country’s

cultural dimensions do not help to explain its convergence or adoption decision.

Table 6. Regression Analysis Results for Model 1: Hofstede’s Cultural Dimensions and their

Relationship with the Convergence or Adoption of IFRS by Country

Rank,: OL,"" bi1C+ hiPD+ S,'MF+ Cj UA+ Ei (1)
Regression analysis results
Individualism/ Power Distance Masculinity/ Uncertainty
Alpha Collectivism W ®D) Femininity Avoidance
(IC) (MF) UA)
Coefficient 6.358 0.019 0.011 -0.015 0.025
p-value 0.006 0.357 0.632 0.430 0.106

Adj. R? -0.003
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Table 7 summarizes the results using our second regression model. Results suggest that two
of the economic variables have significant explanatory power. PM and FM are negatively
related and statistically significant. This implies that, the lower the score related to the
protection of minority shareholders' interests, the higher the probability of convergence or
adoption of IFRS, and vice versa. As to FM, the smaller the foreign market size, the higher the
probability of convergence or adoption of IFRS, and vice versa. These results partially support
our hypothesis that economic factors are inversely related to the probability of convergence or
adoption. Both variables seem to have a significant impact on a country’s IFRS convergence or
adoption decision. The explanatory power of the model as explained by the adjusted R? is higher

than for the first model.

Table 7. Regression Analysis Results for Model 2: Economic Factors and their Relationship
with the Convergence or Adoption of IFRS by Country

Score;= a; + niSA+ [ EC+ k; PM + Di SI+ RS+ g,-FT+ viDM+ z,FM + ¢; (2)
Economic Factors
Str.e 1.1gth of Efficacy of Prot.ectu.m of Strength of  Regulation Domestic Foreign
auditing and minority . e s s
Alpha L corporate ' investor of securities  marketsize  market size
reporting shareholders . . s
boards . protection exchanges index index
standards interests
Coefficient 14.467 1.655 0.789 -2.945 0.158 0.644 -0.012 -1.669
p-value 0.000 0.108 0.467 0.004* 0.425 0.372 0.987 0.047*
Adj. R? 0.254

* p-value significant at the 0.05 level; ** p-value significant at the 0.10 level.

Table 8 presents the relationship between Hofstede’s cultural dimensions, economic factors
and the IFRS adoption or convergence scores. The results show a positive significant relation
between the IC cultural dimension and the IFRS adoption or convergence score (significant at
the 0.05 level). These results do not support our prediction that highly individualistic countries
will have lower convergence or adoption scores. The results also suggest a significant negative
relation of PM and FM with the IFRS adoption or convergence score (significant at the .05
level). These results support our hypothesis that higher values for economic factors are inversely
related to IFRS convergence or adoption scores. The explanatory power of the model, as
explained by the adjusted R?, is higher than for the previous two models.
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Table 8. Regression Analysis Results for Model 3: Hofstede’s Cultural Dimensions, Economic
Factors, and their Relationship with the Convergence or Adoption of IFRS by Country
Score,- =OLi+bi1C+hiPD+SiMF+C,'UA +I’l,‘SA +liEC+k,'PM+pi Sl+tiRS+giFT+ViDM +Z,'FM+6‘,' (3)

Hofstede's Cultural Dimensions Economic Factors

Alpha 1C PD MF UA SA EC PM SI RS DM FM

Coefficient 13238  0.041  0.016  -0.006 0015  0.615 1.05 2512 0235 0715  -0.392  -0.536
p-value 0.003  0.041* 0422  0.748 0339 0594 0349  0019*  0.248 0.334  0.606  0.083**
Adj. R? 0.27

*p-value significant at the 0.05 level; **p-value significant at the 0.10 level.

The countries included in the European region adopted or converged to IFRS almost at the
same time and at the same level, based on the IFRS adoption or convergence score. Most of
these countries adopted IFRS as part of the association agreements of the European Union.
Since these countries represent almost 40 percent of the sample, we ran a regression analysis
excluding the European countries as a robustness test. Table 9 presents the results for this
regression that reflects a positive significant relation between the IC dimension and the IFRS
adoption or convergence score (significant at the 0.10 level). The results also suggest a
significant negative relation of PM and a positive relation of SA and RS with the IFRS adoption
or convergence score (significant at the .05 level). The results for IC and PM concur with our
findings of the regression for the whole sample. The explanatory power of the model, as
explained by the adjusted R?, is higher than for the previous models.

Table 9. Regression Analysis Results for Model 3: Hofstede’s Cultural Dimensions, Economic
Factors and their Relationship with the Convergence or Adoption of IFRS by Country
Score,- =OLi+bi1C+hiPD+SiMF+C,'UA +I’l,‘SA +liEC+k,'PM+pi Sl+tiRS+giFT+ViDM +Z,'FM+6‘,' (3)

Hofstede's Cultural Dimensions Economic Factors

Alpha 1C PD MF UA SA EC PM SI RS DM FM

Coefficient 13.180  0.055  0.044  -0.020  0.019 3053 0586  -5485  0.096 1.947 0850 -1.777
p-value 0.016  0.069** 0118 0561 0.360  0.046*  0.698  0.002* 0764  0.028* 0497  0.199
Adj. R? 0.535

*p-value significant at the 0.05 level; **p-value significant at the 0.10 level.

Pearson (Spearman) correlations between the ranked variables and Hofstede’s four cultural
dimensions for our study sample are shown below (above) the diagonal in Table 10. Some of the
variables seem to be correlated. We performed multicollinearity tests and the results obtained

from the variance inflation factors do not suggest significant multicollinearity problems.
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Table 10. Pearson (Spearman) Correlation Matrix for our study sample

Pearson (Spearman) Correlation Results
Variables RL \! AD DR SCORE IC PD MF UA SA EC PM Sl RS DM FM
0.129 0.739**  0.416** 0.699**  0.295* -0.066 -0.113 0.124 0.053 -0.072 -0.109 -0.148 -0.011 -0.298*  -0.311**

RL (0.292)  (0.000)  (0.000)  (0.000)  (0.014) (0.588) (0.356)  (0.311)  (0.666) (0.558)  (0.373)  (0.225)  (0.929)  (0.013)  (0.009)
v 0.215 0072  0.443** 0580** 0149  0.156  0.003 0066  -0.03  -0071 0191  -0077  -0079  -0.233  -0.289*
(0.077) (0.555)  (0.000)  (0.000)  (0.223)  (0.199)  (0.978)  (0589)  (0.400)  (0.563)  (0.115)  (0.531)  (0.520)  (0.054)  (0.016)
Ap 0785 0199 0235  0524** 0.375* -0.314* 0084 0070 0205  0.063 0043  -0118 0158  -0.380** -0.329%*
(0.000)  (0.101) (0.052)  (0.000)  (0.001)  (0.009)  (0.491) (0.566)  (0.091)  (0.608)  (0.726)  (0.332)  (0.196)  (0.001)  (0.006)
o 0452 0458 0363 0.801**  -0.141 0158 0110 0214  -0289*  -0.255%  -0.306*  -0.070  -0.203* -0.326** -0.399**
(0.000)  (0.000)  (0.002) (0.000)  (0.247)  (0.196)  (0.370)  (0.078)  (0.016)  (0.034)  (0.011)  (0.566)  (0.015)  (0.006)  (0.001)
scopg  0B0L  0642°% 0763 0782 0.045 0090 0094 0166  -0.240%* -0270* -0.341** 0160  -0.259%* -0.426** -0.503**
(0.000)  (0.000)  (0.000)  (0.000) 0.712)  (0.460)  (0.445)  (0.172)  (0.047)  (0.025)  (0.004)  (0.189)  (0.032)  (0.000)  (0.000)
c 0.249*  -0.196  0.288*  -0.165  0.040 -0.645%* 0205 0224  0524* 0.377%  0421** 0174  0A479**  0.260%  0.346%*
(0.039)  (0.107)  (0.016)  (0.175)  (0.742) (0.000)  (0.091)  (0.064)  (0.000)  (0.001)  (0.000)  (0.154)  (0.000)  (0.026)  (0.004)
. 0073 0163  -0255* 0165 0013  -0.663** 0.001 0222  0.524**  -0.447** -0525%% 0155 -0.417** -0075  -0.079
(0.549)  (0.182)  (0.034)  (0.175)  (0.914)  (0.000) (0.995)  (0.067)  (0.000)  (0.000)  (0.000)  (0.202)  (0.000)  (0.541)  (0.519)
ME 0119 0020 0119  -0.040  -0.083 0131  0.17 0190  -0.029 0000  -0.063  -0.048 0066  0.332** 0.307*
(0.331) (0.870) (0.329)  (0.746)  (0.500)  (0.283)  (0.339) 0118  (0.815)  (0.999)  (0.610)  (0.698)  (0.593)  (0.005)  (0.010)
UA 0147  0.055 0452 0217 0193 0242 0233  -0.056 -0.275%  -0.409%* -0.363** -0.274* -0.382**  -0.108  -0.264*
(0.229)  (0.654) (0213)  (0.73)  (0.112)  (0.045)  (0.054)  (0.651) (0.022)  (0.000)  (0.002)  (0.023)  (0.001)  (0.379)  (0.028)
A 0405  -0.112 0234  -0.238* 0020 0549** -0506** -0.103  -0.299* 0.807**  0.862** 0.403**  0.788* 0077  0.249*
(0.392)  (0.361)  (0.053)  (0.049)  (0.874)  (0.000)  (0.000)  (0.400)  (0.012) (0.000)  (0.000)  (0.001)  (0.000)  (0.529)  (0.039)
EC 0000  -0084 0076 0220  -0.086  0470** -0.449** 0085 -0.433** 0.820** 0.807**  0.338** 0.677** 0140  0.271*
(0.998)  (0.495)  (0.534)  (0.070)  (0.484)  (0.000)  (0.000)  (0.487)  (0.000)  (0.000) (0.000)  (0.005)  (0.000)  (0.251)  (0.024)
oM 0.085  -0195 0028  -0.278%*  -0.187  0.468** -0.515%* -0.162  -0.407** 0.867** 0.835** 0.418*  0.760** 0142  0.259*
(0.490)  (0.108)  (0.822) (0.021)  (0.124)  (0.000)  (0.000)  (0.183)  (0.001)  (0.000)  (0.000) (0.000)  (0.000)  (0.244)  (0.031)
5 0116  -0.059 0130  -0020  -0.105 0189  -0.147  -0.021 -0.336** 0.370%* 0.374**  0.390** 0.316**  0.208  0.297*
(0.341)  (0.627) (0.288)  (0.869)  (0.390)  (0.120)  (0.229)  0.865  (0.005)  (0.002)  (0.002)  (0.001) (0.008)  (0.086)  (0.013)
rs 0.006 0071 0125  -0.265%*  -0.085  0.487** -0.405%* -0.060 -0.397** 0.803** 0.707** 0.786**  0.285* 0213  0.333**
(0.961)  (0.561)  (0.305)  (0.028)  (0.489)  (0.000)  (0.001)  (0.626)  (0.001)  (0.000)  (0.000)  (0.000)  (0.018) (0.079)  (0.005)
oy 0381 0249 0442%%  0208% 0.444** 0289* 0064  0268* 0002 0046  0.158 0124  0269*  0.179 0.859**
(0.003)  (0.039)  (0.000) (0.013)  (0.000)  (0.016)  (0.602)  (0.026)  (0.452)  (0.709)  (0.196)  (0.309)  (0.025)  (0.142) (0.000)

-0.343**  -0.322** -0.377** -0.370** -0.473** (0.337** -0.065 0.248* 0.236 0.201 0.251* 0.234 0.349**  0.300* 0.889**

(0.004)  (0.007)  (0.001)  (0.002)  (0.000)  (0.005) 0597  (0.040) (0.051)  (0.098)  (0.037)  (0.053)  (0.003)  (0.012)  (0.000)
Pearson correlations are below the diagonal; Spearman correlations are above the diagonal. *** Significant at the 0.01 level;
** Significant at the 0.05 level; * Significant at the 0.10 level. Variable definitions are as follows: Score; represents the degree of IFRS convergence or adoption as measured by
the ranked score, IC represents the Individualism/Collectivism dimension score, PD is the Power Distance dimension score, MF represents the Masculinity/Femininity dimension
index, and U4 is the Uncertainty Avoidance dimension score.
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Conclusions

Prior research (Ding et al., 2005; Hope et al., 2006; Clements et al., 2010 and Skotarczyk,
2011, among others) suggests that differences in culture, country size, economic and political
factors may influence the adoption and subsequent successful implementation of IFRS.
Ramanna and Sletten (2009) and Skotarczyk (2011) observe that language, economic,
geographical, and political characteristics and common trade agreements influence a country’s
IFRS convergence or adoption decision. Hope et al. (2006) also note that other economic
factors, such as the existence of investor protection mechanisms and the unlimited access to
capital markets, may also have an impact on a country’s convergence or adoption IFRS decision.

Initially we find that none of the cultural dimensions seem to have a significant impact on a
country’s IFRS convergence or adoption decision. Our second model considers the effect of
certain economic factors on a country’s IFRS convergence or adoption decision. The results
obtained suggest that countries with better protection of minority shareholders' interests and a
larger foreign market size are less inclined to converge or adopt IFRS. These results partially
support our research hypothesis that economic factors are inversely related to the possibility of
convergence or adoption of IFRS.

Our third model includes Hofstede’s cultural dimensions, economic factors and the IFRS
adoption or convergence scores by country. The results suggest that countries that tend to be
more individualistic are more inclined to converge to or adopt IFRS. These results do not
support our expectation that highly individualistic countries will have lower convergence or
adoption scores. With respect to economic factors, the evidence obtained suggests that countries
with better protection of minority shareholders' interests and a larger foreign market size are less
inclined to converge or adopt IFRS. These results support our hypothesis that higher values for
economic factors are inversely related to a country’s IFRS convergence or adoption score.

The expected benefits from the use of alternative empirical methodology in estimating how
countries adopt or converge to IFRS may assist standard setters and researchers develop
mechanisms to facilitate this process and should outweigh the aforementioned limitations. The
decision to converge or adopt IFRS is also expected to have an indirect impact on the required

disclosure of financial information by listed companies in each country.
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This study has several limitations. First, the grading system used in our study to construct an
IFRS convergence or adoption score represents a researcher induced bias. A second limitation is
that the impact of culture was measured using only four of the six cultural dimensions developed
by Hofstede because the values for the fifth and sixth cultural dimensions (long-term versus
short-term orientation and indulgence versus restraint, respectively) are not available for the
countries in our study sample. In addition, the selection of the proxies used in our study as
economic factors (strength of auditing and reporting standards, efficacy of corporate boards,
protection of minority shareholders’ interests’ strength of investor protection, regulation of
securities exchanges, and market size) is another element of researcher induced bias. Future
research should consider other methodologies that can measure the extent to which countries
have converged or adopted IFRS to improve or corroborate the findings from our study.
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Appendix A

PwC Survey Title: IFRS Adoption by Country

PwC Survey Questions:

Rules for listed filings
1. IFRS required or permitted for listed companies?
2. Version of IFRS
3. Are subsidiaries of foreign companies or foreign companies listed on local exchanges
subject to different rules?
Rules for Statutory filings
4. 1Is IFRS or IFRS for SMEs required, permitted or prohibited for statutory filings?
5. Version of IFRS
6. In addition to local GAAP statutory financial statements, are there other regulatory
financial statement requirements that permit or require the use of IFRS?*
IFRS conversion plans
7. Plans for converging.
Tax information
8. Type of tax regime*
9. Plans for IFRS converging as the basis of tax reporting.

* We excluded two questions from the survey. Question 6 is related to additional regulatory financial statement requirements that permit or
require the use of IFRS. This question does not provide any new information that is not otherwise included in the other survey questions.
Question 8 refers to the type of tax regime in each country. This question was excluded because it refers to differences between books to taxable

income, and not necessarily related to IFRS adoption.
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