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IFRS, Supply The empirical literature delves into how different approaches to implementing
Chain Control, International Financial Reporting Standards (IFRS) impact both Supply Chain Control and
Enforcement, accounting quality. While some research focuses on the effects of IFRS modifications on
Modification, accounting quality, limited attention has been given to the broader implications of IFRS
Accounting enforcement strategies. This study fills that gap by examining the influence of various IFRS

Quality, Fraud adoption strategies on accounting quality and exploring the role of Fraud control as a

Control mediator in this relationship. Using a two-step system GMM estimator and data from 35
countries spanning 2019 to 2023, the research reveals significant correlations between
different IFRS adoption strategies and accounting quality. Specifically, both enforcement
and modification strategies show positive associations with accounting quality, particularly
in terms of timely loss recognition. Moreover, the study demonstrates that Fraud control
acts as a mediator between IFRS adoption strategies and accounting quality. This suggests
that the effectiveness of IFRS implementation and modification strategies in enhancing
accounting quality is contingent upon the level of Fraud control. Notably, improvements in
accounting quality are more pronounced when Fraud is managed effectively alongside IFRS
implementation efforts. Overall, these findings underscore the importance of considering
diverse IFRS adoption strategies and the role of Fraud control in enhancing accounting
quality. By shedding light on these dynamics, the study contributes valuable insights to
stakeholders and advances the understanding of accounting quality within the context of
IFRS adoption.

1. Introduction international financial reporting standards,
thus simplifying decision-making processes for

stakeholders such as auditors and investors.

In recent decades, the International
Accounting Standards Board (IASB) has

introduced a comprehensive framework of
accounting standards known as the
International Financial Reporting Standards
(IFRS). These standards have been embraced by
numerous countries worldwide, leading to
significant transformations in accounting
practices. The primary objective behind the
adoption of IFRS is to enhance the quality and
comparability of financial reporting while also
aiming to reduce managerial discretion in
managing earnings. This shift towards IFRS has
contributed to a more standardized financial
reporting landscape, fostering increased
transparency and comparability across
different countries. The principles-based
approach of [FRS is widely regarded as superior
to domestic Generally Accepted Accounting
Principles = (GAAP), as it harmonizes

Recent scholarly efforts have delved into
exploring the relationship between various
IFRS adoption strategies and timely recognition
of losses. Existing literature categorizes
enforcement and modification as the two
primary strategies for adopting IFRS. However,
research findings on this matter exhibit a
degree of inconsistency, with studies
highlighting both positive and negative
associations between these strategies and
timely loss recognition. Despite these findings,
research at the national level remains limited,
which is crucial for mitigating potential biases
stemming from data heterogeneity. In
particular, there is a notable gap in
understanding the correlation between IFRS
modification strategies and timely loss

recognition across diverse countries,

https://journal.unismuh.ac.id/index.php/invoice| Volume 7 No. 2 September 2024 153


mailto:Dwiputriramadhani45@gmail.com

s IN\IOICE

IIJRN/\I IIMU AkllN‘lANsl

PSS 2 3 N

3

Pr ogram Studi llmu Ak antansi
Fakulta: Bi
Universitas Muhar‘nmnd iyah Mak

warranting further investigation into the impact
of IFRS adoption strategies on a global scale.
Moreover, there is a dearth of research
examining the mediating role of Fraud control
in the relationship between different IFRS
adoption strategies and timely loss recognition.
Drawing upon institutional theory, it is posited
that institutional variables shape how IFRS
adoption strategies influence
quality, with Fraud control acting as a pivotal
mediator in this context. Consequently, this
research endeavor seeks to deepen the
understanding of the ramifications associated
with various IFRS adoption strategies on
accounting thereby  providing
policymakers and practitioners with crucial
insights to inform decision-making processes in
the realm of financial reporting and regulation.

accounting

quality,

2. Literature Review

Supply chain financing typically involves
managing receivables and payables, offering
potential advantages for both suppliers and
purchasers when implemented effectively.
Theoretical discussions indicate that the quality
of accounting information is influenced by the
dynamic interplay among IFRS adoption
strategies, institutional factors, and accounting
quality. Thus, integrating institutional variables
is essential for gaining clearer insights into the
connections between different IFRS adoption
strategies and accounting quality. Empirical
findings supporting the favorable impact of
IFRS adoption on accounting quality are in line
with theoretical frameworks.

For example, research analyzing publicly
listed companies across 15 EU member states
before and after IFRS adoption revealed
improvements in accounting quality following
adoption, characterized by reduced earnings
smoothing, decreased levels of discretionary
accruals, and quality.
Similarly, investigations focusing on UK firms
post-IFRS adoption observed diminished
earnings smoothing, timely
recognition, and a decrease in the frequency of
small profits, indicating a reduction in earnings
management. However,

improved accruals
loss

more

some studies have

presented contradictory
suggesting that IFRS adoption might lead to a
decline in accounting quality.

Furthermore, there is a scarcity of
research addressing certain dimensions.
Existing literature tends to concentrate more on
the IFRS enforcement strategy concerning
timely loss recognition, with predominantly
positive outcomes. Nonetheless, gaps persist,
including the oversight of the IFRS modification
strategy, inadequate consideration of the
influence of Fraud control quality on the
relationship between IFRS and timely loss
recognition,
estimates, and limited cross-country firm-level
investigations. Bridging these gaps is crucial for
a more comprehensive understanding of the
impacts of different IFRS adoption strategies on
accounting quality.

perspectives,

variations in econometric

3. Research Methods

The research designs discussed in this
section empirical proxies and
specifications. Accounting quality, assessed
through timely loss recognition (TLR), serves as
the dependent variable, indicating the speed
with which profits capture negative news
compared to positive news. Dynamic panel
regression is used to examine the relationship
between IFRS adoption strategy and accounting
quality, with a focus on timely loss recognition.
In addition, the mediating role of fraud is also
investigated. The empirical specification
outlines the model, incorporating measures of
[FRS enforcement and modification strategies,
Fraud control, and macroeconomic variables.
involves the system
generalized method of moments (GMM) to
endogeneity and
problems. Data from 2019 to 2023 comes from
DataStream, the IFRS website, World
Governance Indicators (WGI), and World
Development Indicators (WDI), which consists
of 8,836 companies in 35 countries. The
variables include timely loss recognition (TLR),
IFRS strategy (ES), [IFRS
modification strategy (MS), Fraud control
(COR), GDP per capita, foreign direct

include

This estimation

overcome simultaneity

enforcement
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investment (FDI), and inflation rate (INF). This
hypothesis states that there is a positive
relationship between the implementation and
modification strategy of IFRS, Fraud control,
GDP per capita, and FDI with timely loss
recognition, while INF is estimated to show a

4. Results and Discussion

Table 1 displays descriptive statistics of
all variables for the basic model of the
relationship between IFRS adoption strategy
and timely loss recognition. Fraud control
serves as a mediating wvariable in the

relationship between IFRS adoption strategy
and timely loss recognition.

negative correlation.

Table 1. Summary statistics

Variables | Obs |Expected signs| Mean \ Std. Dev. | Min | Max

Dependent variables

TLR | 184 | ! 0.011 . 0168 | -0.628 | 0.636

Independent variables

ICE 184 + 0.454 0.499 0,000 1,000

M.S 184 + 0.714 0.451 0,000 1,000
Mediating variables

COR | 184 | + | 0.782 | 1,043 | -1,270 | 2,400

Controls variables

INF 184 _ 2,520 3,000 -1,736 16,524

FDI 184 + 5,344 10.111 -7,663 80,985

GDP 184 + 4,149 0.484 2,562 4,946

The table indicates that the average score
for IFRS enforcement strategy (ES) is 0.554,
ranging from 0 to 1, while the mean for IFRS
modification strategy (MS) is 0.714, also within

strategies to encompass a wide range of IFRS
provisions. Additionally, the average value for
control of Fraud (COC) is 0.882, indicating the
highest mean among the variables examined.

the same range. This suggests the
comprehensive adoption of accounting 4.1 Correlation Matrix Analysis
Table 2 . Correlation Matrix Analysis
TLR ICE M.S CcoC FDI LGDP INF
TLR 1
ICE -0.2244 | 1
M.S -0.0663 0.12 1
coc -0.0833 0.1219 0.4517* 1
FDI 0.067 -0.0884 0.1540* 0.2288* 1
GDP -0.1029 0.2262 0.2903* 0.7627* 0.1591* 1
INF 0.0712 -0.0948 -0.5431 -0.5936 -0.0601 -0.6319 1

Table 2 presents the Pearson correlation
matrix analysis, typically used to evaluate the
relationships regression and/or
control variables, aiming to identify any
significant correlations that might indicate
multicollinearity Multicollinearity,
characterized by high correlations between
variables, poses a notable econometric concern

between

issues.

as it can potentially distort conclusions drawn
analysis. Notably, regarding
variables, a substantial

from the
institutional and
statistically significant positive correlation is

observed among them.

4.2 Delves Into the Examination of IFRS
Enforcement and Modification
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Strategies in Relation to Timely Loss

Recognition.

Table 3 presents the outcomes of the
principal model, which scrutinizes the impacts
of IFRS adoption strategies on timely loss
recognition employing the dynamic system
Generalized Method of Moments (GMM)

least squares regression (POLS), random effects
(RE) estimator, and fixed effects (FE) model, are
incorporated
comparative analysis. Columns 4-5 exhibit the
outcomes of one-step and two-step difference
generalized method of moments (DGMM1 and
DGMM2) estimators, while columns 6-7 denote

in columns 1-3 to facilitate

estimator. Furthermore, the results from static
panel estimations, consisting of pooled ordinary

one-step system and two-step system GMM
(SGMM1 and SGMM2), respectively .

Table 3. Baseline model

(1) (2) (3) (4) (5) (6) (7)

POLS RE F.E DGMM1 | DGMM2 SGMM1 SGMM?2

Lag TLR 0.674 0.659 0.146 0.430 0.377 0.348 0.243
[0.06] [0.07] [0.11] [0.17] [0.17] [0.14] [0.08]

ICE -0.032 -0.033 -0.009 -0.007 1,566 -0.053 0.181
[0.02] [0.02] [0.13] [0.13] [9.87] [0.02] [0.07]

M.S 0.032 0.032 0,000 0,000 0,000 0.025 0.191
[0.03] [0.03] [0.000] [0.000] | [0.000] [0.02] [0.04]

INF -0.000 0,000 0,000 0.003 0.009 0.001 -0.015
[0.00] [0.00] [0.01] [0.01] [0.03] [0.00] [0.01]

GDP 0.003 0.003 0.252 0.221 0.676 0.006 0.055
[0.03] [0.03] [0.27] [0.27] [2.96] [0.02] [0.05]

FDI -0.000 -0.000 0.001 0.001 0.002 0,000 0.002
[0.00] [0.00] [0.00] [0.00] [0.00] [0.00] [0.00]

Constant 0.019 0.018 -1,082 0.046 -0.536
[0.13] [0.14] [1.17] [0.11] [0.27]

R-square 0.4873 0.0177 0.0286

Observations 140 140 140 105 105 140 140

BP test Hausman test 97.58 35.35

Heteroscedasticity 1.4e+05

(Modified Wald test) 8,965

Autocorr_elation 7 7 12 26

(Wooldridge test) No.

of instruments

No. of countries 35 35 35 35 35 35

P-value (AR1) 0.002 0.063 0.003 0.013

P-value (AR2) 0.105 0.143 0.106 0.378

Hansen test p-value 0.076 0.502

The presented table offers insights into
panel regressions aimed at exploring the
impacts of IFRS (ES)
modification (MS) strategies on timely loss
recognition (TLR), with additional controls for
foreign direct investment (FDI), GDP, and
inflation (INF ). The validity of the model is
evaluated using the Breusch-Pagan LM test,
denoted as the BP test, with standard errors
presented in brackets and significance levels
indicated by p< 0.1, p< 0.05,p < 0.01.

enforcement and

Notably, both the pooled ordinary least
squares regression (POLS) and fixed effects
models exhibit biases, with POLS showing an
upward bias and fixed effects displaying a
downward bias, rendering them unsuitable for
analysis. Consequently, diagnostic tests are
conducted to identify a more appropriate
model. The significant p-value of the Breusch-
Pagan LM test suggests that the random effects
model may be preferable to POLS. Conversely,
the Hausman test suggests that the fixed effects
estimator is suitable, despite facing issues such
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as heteroscedasticity and first-order serial
correlation, as indicated by the Modified Wald
and Wooldridge tests, respectively.

These
inconsistent parameter estimates, necessitating
the use of the system GMM estimator. Moreover,
the statistical significance of the lag of timely
loss recognition supports the validity of
dynamic estimation, particularly the system
GMM estimator.
interpretation is Column 7 of the table. The
findings reveal positive associations between
both IFRS adoption strategies (ES and MS) and
timely loss recognition (TLR), with coefficients
(B1=0.181,p<0.001 and f2=0.191,p < 0.001)
indicating increases in timely loss recognition
with higher enforcement and modification.
Specifically, a unit increase in enforcement
corresponds to a 0.181 increase in timely loss
recognition, while a one-standard deviation
increase in the coefficient for modification leads
to an 8.61 increase in timely loss recognition.

These results align with predictions
suggest that greater
modification enhance timely loss recognition,
consistent with prior research. Notably, the
positive association between IFRS adoption
with modification and timely loss recognition

issues result in biased and

Of particular interest for

enforcement and

suggests that countries' efforts to adopt
modified IFRS enhance accounting quality.
Additionally, the results underscore the critical
role of both IFRS enforcement and modification.
Regarding the control variables, the coefficient
of FDI is statistically significant at the 1% level,
indicating a positive impact on timely loss
recognition. The coefficient of INF is statistically
significant and negative, while the coefficient of
GDP is positive but not statistically significant,
suggesting that changes in GDP do not
significantly affect timely loss recognition.

4.3 The mediating effect of Fraud on the
relationship between IFSR strategy-
adoption and Supply Chain Control

This research adheres to mediation
theory, which involves three estimation steps in
the mediation model. First, the model assesses
the effect of IFRS adoption-strategy on Fraud,

which is illustrated in columns 1-6 of Table 4.

Second, the study examines the relationship

between IFRS adoption-strategy and timely loss

recognition. Finally, the model investigates the
joint impact of IFRS adoption, fraud, and timely
loss recognition.

Table 4. Mediating effect of Fraud

Step 1 Step 2 Step 3
Lag COC 0.887
Lag TLR [0.01] 0.243 0.366
ICE 0.021 [0.08] 0.181 [0.05] 0.101
M.S [0.01] 0.074 [0.07] 0.191 [0.03] 0.027
COR [0.02] [0.04] [0.01] 0.017
INF -0.003 0.015 -0.000
[0.00] [0.01] [0.00]
GDP 0.068 0.055 0.024
FDI [0.03] 0.001 [0.05] 0.002 [0.02] 0.001
[0.00] [0.00] [0.00]
Constant 0.222 -0.536 -0.053
[0.14] [0.27] [0.10]
Observations 140 140 140
No. of instruments 27 26 27
No. of countries 35 35 35
P-value (AR1) 0,000 0.013 0.005
P-value (AR2) 0.110 0.378 0.392
Hansen test p-value 0.362 0.502 0.160
recognition, one must | Ansure | The Following Three
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This table presents the outcomes of
panel regression analyzes investigating the
impacts of IFRS
modification (MS) strategies on institutional
variables (INS). The country-level controls
incorporate foreign direct investment (FDI),
GDP, and inflation (INF). Standard errors are
indicated in parentheses, and significance levels
are indicated by for p < 0.1, for p < 0.05, and for
p <0.01.

To evaluate whether Fraud serves as a

enforcement (ES) and

mediator in the association between IFRS
adoption strategies and timely loss recognition,
several considerations are taken into account.
The first consideration stipulates that both
enforcement (ES) and modification (MS)
(independent variables) must exert a significant
influence on institutional variables (mediator).
The statistically significant coefficients of
enforcement (ES) and modification (MS)
strategies validate this consideration, signifying
notable effects on the control of Fraud
(mediator).

The second consideration asserts that
IFRS enforcement (ES) and modification (MS)
strategies must impact timely loss recognition.
The impacts of IFRS adoption strategies on
timely loss recognition are affirmed, with the
coefficients of control for Fraud (COR) acting as
the mediator being statistically significant at the

1% level, aligning with the third consideration.
According to mediation theory, which posits
that both the mediator and the independent
variable must affect significantly the dependent
variable, timely loss recognition, the control of
Fraud is mediating the
relationship between enforcement (ES) and
modification (MS) strategies and timely loss
recognition.

substantial as

4.4 Supply chains analysis

Table 5 displays the results of the
Wilcoxon test for mean and median, aimed at
examining whether IFRS enforcement and
modification strategies are less likely to
influence timely recognition. Put
differently, the Wilcoxon test assesses the
efficacy of IFRS enforcement and modification
strategies. The findings indicate that both IFRS
enforcement and modification strategies exert
significant effects on timely loss recognition.
Based on the Wilcoxon test results, the

loss

hypothesis asserts that there is no significant
alteration in accounting quality, as measured by
timely loss recognition, across different IFRS
adoption strategies is rejected. This suggests
that both IFRS enforcement and modification
strategies have considerable impacts on timely
loss recognition.

Table 5. IFRS enforcement and supplies chains strategies differences in Wilcoxon test

Enforcement Timely loss recognition
Median 3.83
Wilcoxon rank sum z-test 4,026
Modifications
Median 1,206
Wilcoxon rank sum z-test 1,454

5.  Closing
5.1 Conclusion

The rise of Supply Chain Control has
intertwined the trade in goods with the trade in
services, as efficient service provision plays a
crucial role in facilitating the global production
of goods. This study employs system GMM

techniques to explore the correlation between
various IFRS adoption strategies and timely loss
recognition across nations. Furthermore, it
delves into the mediating influence of Fraud
control on the impact of IFRS adoption strategy

on timely loss recognition.
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Annual data spanning from 2013 to 2017
is analyzed. To the best of the researcher's
knowledge, this study represents one of the
scarce  empirical endeavors aimed at
investigating the association between IFRS
adoption strategies and timely loss recognition
across countries, employing country-level data
and incorporating Fraud control as a mediator.
Moreover, it marks the first empirical
investigation into the relationship between
IFRS modification strategies and timely loss
recognition.

5.2 Suggestions

Initial findings suggest that the influence
of IFRS enforcement and modification strategies
on timely loss recognition is statistically
significant at the 5% significance level,
suggesting an enhancement in accounting
quality due to IFRS adoption. Moreover, our
analysis reveals indications of Fraud control
acting as a mediator in the association between
different IFRS adoption strategies and timely
loss recognition throughout the period from
2019 to 2023. These findings offer pertinent
insights for policymakers and investors, aiding
in informed decision-making processes.
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