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Abstract

This paper explores the relationship between the institutional arrangements for setting finan-
cial accounting standards in the United States of America (U.S.) and the International Accounting
Standards Board (IASB) with a view to exploring the likelihood that the U.S. will adopt IASB stan-
dards in place of its own. Our paper highlights the role of nationalistic and political influences on
international standard-setting. Although the Financial Accounting Standards Board (FASB) and the
IASB have formally agreed to work towards “convergence” of their two sets of accounting stan-
dards, we argue that the form of the final outcome of that arrangement remains highly uncertain.
The result may either be the continued existence of significant differences between U.S. and IASB
accounting standards or, perhaps more likely, a “domination” of IASB accounting standards by the
FASB. Our reasons for this belief are derived from the relatively short-term nature of the politi-
cal incentives currently driving convergence efforts between the U.S. and the IASB; most notably
the lack of clear incentives for U.S. firms to adopt international standards, regulatory capture as
a result of the relative power of the U.S. in international affairs vis-a-vis other nations, power
struggles between the various regulatory bodies in the U.S., and a well documented history of
“American exceptionalism” as a means of defending U.S. sovereignty in matters of U.S. foreign
policy.
© 2005 Elsevier Ltd. All rights reserved.
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1. Introduction

Recent years have witnessed a significant growth in the importance and acceptance of
the international financial reporting standards! (IFRS) promulgated by the International
Accounting Standards Board (IASB) based in London. Many developing countries have, or
are, adopting IFRS (or modified versions) while the European Union (E.U.) and Australia,
for example, have adopted IFRS in place of national accounting standards as from 1 January
2005. Despite these developments, it has long been widely recognised that achieving one set
of globally accepted accounting standards depends on the position of capital markets and
regulators in the United States of America (U.S.). Although convergence of U.S. GAAP and
IFRS is not a new idea, current efforts have been spurred on, in part, by a string of high profile
corporate collapses and both the Financial Accounting Standards Board (FASB) and the
Securities and Exchange Commission (SEC) have sent positive signals as to their willingness
to work on the “convergence” of U.S. and international accounting standards (see, for
example, FASB (2002, pp. 885-886), FASB (2004a, 2004b, 2004c), Herz (2002, 2003),
Campos (2003), and Reason (2002)). This paper seeks to explore nationalistic and political
factors that might most strongly influence the working relationship between the IASB and
the FASB and what the implications might be for the content of international accounting
standards and national standard-setters. We argue that the medium- to long-term outcomes of
this “convergence’” may result in either the continuance of two sets of significantly different
standards or, perhaps more likely, the domination of IFRS by the U.S., primarily via the
FASB which in turn will be influenced by the Securities and Exchange Commission (SEC),
and ultimately the U.S. government. In brief, reasons for this conclusion are derived from
the relatively short-term nature of the political incentives currently driving U.S. regulators
towards convergence, the lack of clear incentives for U.S. firms to adopt IFRS, the relative
power of the U.S. in international affairs vis-a-vis other nations, regulatory capture in the
U.S., the complexity of the political context within which the IASB operates, and a well
documented history of the application of the principle of “American exceptionalism” as a
means of defending U.S. sovereignty in matters of foreign policy.

The remainder of this paper is organized as follows. The next section describes a model for
why there may be a demand for international co-operative regimes such as the IASB with the
aim of identifying broad factors that encourage or inhibit the success of such an institution.
There is then a review of the current U.S. position on “convergence” and an exploration
of some of the reasons for this policy. This is followed by an examination of whether U.S.
firms face sufficient incentives to support the adoption of IFRS. The importance of the U.S.
capital market along with its regulatory and institutional framework is then discussed and
the implications are explored as to the possibility of power and domain conflicts between
U.S. regulators. A similar exploration is made of the political environment facing the IASB.
Finally, consideration is given to whether the concept of “American exceptionalism” might
be informative in predicting the willingness of the U.S. to accept accounting rules imposed
by a “foreign” regulator.

! In practice standards issued by the former International Accounting Standards Committee are labelled “TAS”
while more recent pronouncements of the IASB are called international financial reporting standards “IFRS”. For
convenience, we use the abbreviation “IFRS” throughout this paper to refer to both IAS and IFRS.
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