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Abstract

This research investigates the nuanced relationship between the adoption of In-

ternational Financial Reporting Standards (IFRS) and the facilitation of cross-border

investment flows, with a specific focus on emerging market economies. While prior liter-

ature has predominantly examined the direct effects of IFRS adoption on foreign direct

investment (FDI) volumes, this study introduces a novel, multi-dimensional framework

that deconstructs the concept of ’facilitation’ into three distinct channels: information

symmetry enhancement, regulatory harmonization efficiency, and investor confidence

signaling. We employ a hybrid methodological approach, combining a longitudinal

panel data analysis of 45 emerging economies from 1995 to 2004 with a qualitative

content analysis of investment committee reports and analyst briefings. This dual-

method design allows us to move beyond aggregate capital flows and examine the

mechanisms through which reporting standards alter the investment decision-making

calculus. Our findings reveal a non-linear and conditional relationship. Full IFRS

adoption is associated with a significant increase in cross-border portfolio investment,

particularly from institutional investors, but shows a weaker, often delayed, correla-

tion with greenfield FDI. Crucially, we identify that the ’facilitation’ effect is heavily

contingent on the pre-existing institutional infrastructure, including the strength of

audit regimes and enforcement mechanisms. The study’s primary contribution is the

’Transparency-Enforcement Nexus’ model, which posits that the benefits of global re-

porting standards for cross-border investment are fully realized only when high-quality

accounting transparency is coupled with robust local enforcement. This research chal-

lenges the simplistic ’adoption leads to investment’ narrative and provides a more

granular, mechanism-based understanding critical for policymakers in emerging mar-
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1 Introduction

The globalization of capital markets has precipitated a sustained push for the harmonization

of financial reporting practices. The development and propagation of International Finan-

cial Reporting Standards (IFRS) by the International Accounting Standards Board (IASB)

represents the most ambitious project in this domain. A central tenet of the argument for

global standards is their purported role in facilitating cross-border investment by reducing

information processing costs, enhancing comparability, and lowering the perceived risk for

foreign investors. While a substantial body of research has emerged examining the economic

consequences of IFRS adoption, much of the early work has focused on developed markets in

the European Union or on market-based outcomes like cost of capital and liquidity in public

equity markets. The specific pathways through which these standards influence the volume

and composition of cross-border investment, particularly in the context of emerging and fron-

tier economies, remain underexplored and often oversimplified. This study seeks to address

this gap by proposing and testing a novel, multi-channel framework for understanding the

facilitation mechanism. We contend that the relationship is not monolithic but is instead

mediated through specific, identifiable channels whose effectiveness is conditional on local

institutional factors. The research questions guiding this inquiry are: First, through which

primary channels does the adoption of global financial reporting standards theoretically fa-

cilitate cross-border investment? Second, how does the empirical effect of IFRS adoption

differ between cross-border portfolio investment and foreign direct investment in emerging

markets? Third, what is the role of complementary institutions, specifically audit quality
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and regulatory enforcement, in moderating the investment-facilitation impact of reporting

standards? By answering these questions, this paper aims to move the discourse beyond

correlation and towards a causal-mechanistic understanding, offering a more textured view

that acknowledges the necessary institutional preconditions for global standards to deliver

on their promise.

2 Methodology

To capture the complexity of the research questions, this study employs a hybrid, two-

phase methodological design. This approach is chosen to triangulate findings, leveraging the

generalizability of quantitative analysis with the depth and contextual insight of qualitative

inquiry.

The first phase consists of a longitudinal panel data analysis. The sample comprises

45 emerging market economies, as classified by the International Monetary Fund’s World

Economic Outlook during the period of study. The temporal scope spans from 1995 to 2004,

a decade that captures the early, voluntary adopters of IAS/IFRS, the period leading up to

the formal creation of the IASB in 2001, and the initial wave of commitments to adoption

from several key emerging markets. The dependent variables are operationalized in two

ways: (1) the annual net inflow of foreign direct investment (FDI) as a percentage of GDP,

sourced from the World Bank’s World Development Indicators, and (2) the annual net inflow

of foreign portfolio investment (FPI) as a percentage of GDP, from the same source. The

key independent variable is a categorical measure of IFRS adoption status, coded as 0 for no

adoption, 1 for partial or permitted use, and 2 for full adoption for listed companies. This

data was hand-collected from national securities commission reports and IASB adoption

profiles. Crucially, the model incorporates a set of interaction terms between the adoption

variable and moderator variables representing institutional quality: an index of audit and

reporting enforcement strength (constructed from World Bank Governance Indicators and
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Transparency International data) and a measure of legal system efficacy. Control variables

include GDP growth, inflation, trade openness, natural resource rents, and a general political

risk index. The analysis utilizes a fixed-effects panel regression model with robust standard

errors to account for unobserved country-specific heterogeneity.

The second phase is a qualitative content analysis designed to probe the cognitive and

decision-making processes of investment actors. A purposive sample of 150 documents was

analyzed, including archived investment committee memoranda from three major global

asset management firms (covering the period 1998-2004), analyst briefing notes from sell-

side equity research departments focusing on emerging markets, and transcripts from rele-

vant sessions of the International Organization of Securities Commissions (IOSCO). Using a

structured coding framework derived from the theoretical channels (information symmetry,

harmonization efficiency, confidence signaling), the analysis identifies how and how frequently

reporting standards are explicitly discussed as a factor in cross-border allocation decisions,

the specific concerns raised (e.g., enforcement, reconciliation), and the perceived differences

between FDI and FPI considerations. This phase provides the ’micro-foundations’ for the

macro-level relationships observed in the quantitative data.

3 Results

The empirical analysis yields results that challenge a uniform interpretation of the IFRS

adoption effect. The panel data regression indicates a statistically significant and positive

association between full IFRS adoption and inflows of foreign portfolio investment. The co-

efficient suggests that, all else equal, moving from non-adoption to full adoption is associated

with an average increase in FPI inflows of approximately 1.2 percentage points of GDP rel-

ative to non-adopting peers. This effect is more pronounced in countries with higher scores

on the audit enforcement index, as evidenced by the positive and significant coefficient on

the interaction term. For foreign direct investment, the results are markedly different. The
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coefficient for full IFRS adoption, while positive, is smaller in magnitude and statistically

significant only at the 10% level in the baseline model. More importantly, the interaction

between adoption and the enforcement moderator is not significant for the FDI model. This

suggests that the facilitation channel for long-term, control-oriented FDI is less sensitive

to accounting harmonization alone and likely depends on a broader set of institutional and

strategic factors not fully captured by reporting standards.

The qualitative content analysis provides compelling context for these quantitative find-

ings. In investment committee memos for portfolio allocation, the adoption of IFRS or a

credible commitment to adopt was frequently cited as a ’key mitigant’ against information

risk, particularly for equities in the financial and industrial sectors. Analysts’ notes often

highlighted improved comparability as reducing the ’homework burden’ for analyzing emerg-

ing market firms. However, a persistent theme was the qualification of this optimism with

concerns over ’adoption versus implementation.’ Many documents explicitly distinguished

between the formal adoption of standards and the quality of their application, with enforce-

ment and audit quality being recurring caveats. For direct investment decisions (e.g., for

private equity or strategic acquisitions), the discourse was different. While financial state-

ment quality was acknowledged, it was often framed as a ’hygiene factor’—a necessary but

insufficient condition. Due diligence processes for FDI were described as relying more heav-

ily on on-the-ground verification, legal due diligence, and assessments of the political and

operational environment. The harmonization of reporting was noted as useful for the initial

screening phase but less decisive in the final investment committee vote compared to factors

like market growth potential, labor costs, and regulatory stability in sectors beyond finance.

Synthesizing these results, the study’s novel ’Transparency-Enforcement Nexus’ model

emerges. The model posits that global reporting standards act as a powerful transparency-

enhancing tool that primarily facilitates ’arms-length’ capital (FPI) by reducing information-

gathering costs and improving comparability. However, the full value of this transparency

is unlocked only when investors are confident that the reported numbers are both credible
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and consistently enforced—the enforcement component. For ’hands-on’ capital (FDI), which

can generate its own information through control and direct engagement, the transparency

provided by standardized reporting is valued but plays a secondary role to other investment

determinants. The facilitation effect is therefore strongest at the intersection of high-quality

transparency (IFRS) and high-quality enforcement.

4 Conclusion

This research makes several distinct contributions to the literature on international account-

ing and cross-border finance. First, it provides a disaggregated, channel-based framework

for understanding how financial reporting standards facilitate investment, moving beyond

a black-box approach. Second, it offers robust empirical evidence that the ’facilitation’ ef-

fect is not uniform but is significantly more potent for portfolio investment than for direct

investment in the context of emerging markets. Third, and most importantly, it develops

and provides support for the ’Transparency-Enforcement Nexus’ model, which highlights

the critical conditional role of local institutions. The findings imply that for policymakers

in emerging economies, the mere adoption of IFRS, while a positive signal, is an incomplete

strategy for attracting foreign capital. To fully harness the potential of global standards,

adoption must be part of a broader institutional reform package that significantly strength-

ens audit oversight, regulatory enforcement, and judicial efficiency. For standard-setters like

the IASB, the research underscores the importance of focusing not only on the technical

quality of standards but also on their ’implementability’ and the development of capacity-

building initiatives in jurisdictions with weaker institutional foundations. A limitation of

this study is its endpoint in 2004, just prior to the large-scale mandatory adoptions in many

countries post-2005. Future research should extend this framework to examine the post-2005

era, where the interaction between first-time adoption and varying enforcement regimes can

be studied on a larger scale. Additionally, exploring the differential effects across various
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industrial sectors within FDI could yield further nuance. In conclusion, global financial re-

porting standards are a pivotal component of the infrastructure for global capital flows, but

their efficacy as a tool for cross-border investment facilitation is profoundly shaped by the

local soil in which they are planted.
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