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ABSTRACT

The work of Geert Hofstede and S.J. Gray has provided a framework for many studies of the
potential impact of cultural values on accounting in various countries. This paper provides a
comparative analysis of accounting perspectives in Central and Eastern European countries
(CEEC). The CEEC are former communist states in Europe which became independent countries
after the collapse of the Iron Curtain. Twelve CEEC were selected for study: Bulgaria, Croatia,
Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Serbia, Slovakia and
Slovenia. Each is examined for Hofstede’s six cultural dimensions and a corresponding
accounting profile is derived based on Gray’s accounting values. Profiles for each country are
compared to an independent IFRS favorable profile proposed by the author as part of a broader
analysis of cultural patterns, among other factors, for successful IFRS implementation.
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INTRODUCTION

he Central and Eastern European Countries (CEEC) can be characterized as emerging transitional
economies that moved out of Eastern Bloc domination in the 1990s and now aspire to full and

continuing membership in the European Union (EU) (Hoskisson, Eden, Lau, & Wright, 2000).
Although each of these countries possesses its own distinct culture, all of the CEEC share the common experience of
having functioned as command economies within the Soviet Union sphere of influence for at least two generations.
In their transition toward the EU and greater acceptance by the global financial community, the CEEC appear to
have excellent reasons to adopt International Financial Reporting Standards (IFRS) as the basis for public financial
reporting, in as much as the European Commission began requiring the use of IFRS reporting in all EU member
countries commencing in 2005.

The goal of this study is to assess the effect that the specific cultural attributes of individual CEE countries,
or groupings of CEEC, may have on successful adoption and implementation of IFRS. The means chosen to achieve
this goal is to examine the cultural dimensional indices attributed to each of these countries using the six cultural
value dimensions developed by Geert Hofstede (1980) and Hofstede, Hofstede, & Minkov (2010) and the derived
accounting culture value dimensions constructed by S. J. Gray (1988).

For this study, a sample set of twelve CEE countries was selected. The basis for the selection was the
availability of Hofstede indices for all six Hofstede cultural dimensions. Geographically, the sample consists of
three Baltic countries (Estonia, Latvia and Lithuania), five Balkan region states (Bulgaria, Croatia, Romania, Serbia,
and Slovenia) and four contiguous Central European states (Poland, Czech Republic, Slovakia, and Hungary). All
of these states are, or are in the process of becoming, European Union (EU) member states. They all require that
International Financial Reporting Standards (IFRS) be used by at least some type(s) of entities in public financial
reporting. In 2010, a survey of these countries was conducted by PriceWaterhouseCoopers (PWC, 2011). All of the
countries in our CEEC sample group responded, except for Croatia. Respondents consistently referred to “IFRS as
adopted by the EU” as the version of IFRS that they required, except for Serbia. Serbia stated that it required a local
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version of IFRS developed through convergence of Serbian GAAP with IFRS and indicated specific areas that
needed to be updated to fully converge with IFRS. In keeping with the current level of acceptance by the EU, none
of the respondents permit use of SME IFRS for regulatory reporting, although Estonia is working on its own
proposals for SME IFRS and Serbia accepts its local IFRS for all companies. Although Croatia did not respond to
the survey, the author was able to confirm, through Croatian accounting scholars that, in Croatia, large public
companies are required to use IFRS for financial reporting, as well as regulatory reporting and that the version of
IFRS required is that adopted by the EU. *

There exists some previous research literature on accounting and IFRS harmonization within the CEEC.
This includes both general and comparative studies and country specific studies. General studies include topics such
as harmonization of financial reporting, governance and regulatory processes (Larson & Street, 2001; McGee, 2008;
Bogdan & Cristea, 2009; Strouhal, Dvorakova, & Pasekova, 2011). One study discusses the impact of cultural
variables on CEEC IFRS based on data from World Values Surveys (European_Value Studies Group &
World_Values_Survey_Association, 2006), but it does not use Hofstede and Gray as in this study (Bogdan &
Stefana-Maria, 2009). Selected individual CEEC studies of financial reporting and IFRS harmonization are
indicated in Table I.

Table I: Previous Research by CEE Country

Country Research
Bulgaria (Murphy, 2009)
Croatia (Mosnja-Skare, 2001) (Barac & Klepo, 2006) (Kovacic, 2010) (Plaats & Nagy, 2011) (Barac & Reljanovic,

2012) (Pervan, 2012)

Czech Republic

(Sucher & Jindrichovska, 2004) (Strouhal, 2011)

Estonia

(Alver & Alver, 2011), Hungary (Beke, 2011)

Latvia (World_Bank, 2005) (Paupa, 2006)

Lithuania (Cernius, 2011) (Mackevicius, Zverovich, & Kaslauskiene, 2011)

Poland (Moczarska, 2009) (Blechova, 2011)

Romania (Albu N. , Albu, Bunea, Calu, & Girbina, 2011) (Albu C. N., Albu, Gerbina, Bonaci, & Mustata, 2011)
Serbia (Dragojevi¢, Milenovic, & Simic, 2006) (Andric, Mijic, & Jaksic , 2011)

Slovakia (Baloghova, 2008) (Pasekova, 2011)

Slovenia (Garrod & Turk, 1995) (Randelj, 2008)

Research on the topic of culture and its relationship to business and accounting has existed since the 1980s.
In 1980, Geert Hofstede published his Culture’s Consequences: International Differences in Work Related Values,
based on data from individual questionnaires distributed to IBM managers and employees in 72 countries (Hofstede,
1980). Subsequently, S. Gray offered a hypothetical set of relationships between Hofstede’s dimensions and his own
culturally derived accounting value dimensions eight years later (Gray, 1988). Both Hofstede’s original four
dimensions and his subsequent work, including two more dimensions (Hodstede & Bond, 1988; Hofstede, 2001;
Hofstede & Minkov, 2010), have been the subject of much research and debate (Sonderaard, 1994; Hofstede, 1994;
Spector, 2001; Baskerville, 2003; Huang, 2007). Similarly, Gray’s application of Hofstede’s dimensional indices
has led to extensive discussion, testing and application (Perera, 1989; Gray & Vint, 1995;(Salter & Niswander,
1995; Baydoun & Willet, 1995; Emenyonu & Gray, 1992; Zarzeski, 1996; Chanchani & MacGregor, 1999; Hope,
2003; Doupnik & Tsakumis, 2004; Chanchani & Willet, 2004; Finch, 2009; Buys & Schutte, 2011; Borker, 2012a.

CULTURE AND ACCOUNTING: RESEARCH AND ANALYSIS

Gray’s association of accounting values, based on relationships to Hofstede’s cultural dimensions
(Hofstede, 1980), is founded on the argument that culture influences accounting. This stems from the general notion
that societal values lead to the development and maintenance of institutions within a society, including educational,
social, and political systems, and legal, financial, and corporate structures. Once in place, these systems reflect and
reinforce societal values, and tend to be stable and remain in place, except where changes are caused by major
external factors, such as international trade, investment, multinational companies, and colonization (Gray, 1988).

! These facts were confirmed by Dr. Zeljana A. Barac and Dr. lvica Pervan of the University of Split, Split, Croatia.
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In his early research, Geert Hofstede (1980) identified four measurable cultural dimensions that
differentiate cultures. The data upon which these dimensions were initially developed came from pencil and paper
survey results collected within one large multinational business organization (IBM) in 72 countries, although
subsequent surveys had a more diverse base. The four dimensions identified follow.

Individualism versus Collectivism (IDV)

The fundamental issue addressed by this dimension is the degree of interdependence that a society
maintains among its members. It has to do with whether people’s self-image is defined in terms of “I” or “We”. In
individualist societies, people are supposed to only look after themselves and their direct family. In collectivist
societies, people belong to ‘in groups’ that care for them in exchange for loyalty.

Power Distance (PDI)

This dimension deals with the fact that all individuals in societies are not equal. It expresses the attitude of
the culture toward these inequalities among us. Power distance is defined as the extent to which the less powerful
members of institutions and organizations within a country expect and accept that power is distributed unequally.

Masculinity versus Femininity (MAS)

A high score (masculine) on this dimension indicates that the society is driven by competition, achievement
and success, with success being defined by the winner/best in field — a value system that starts in school and
continues throughout organizational behavior. A low score (feminine) on this dimension means that the dominant
values in society are caring for others and quality of life. A feminine society is one in which quality of life is the
sign of success. Standing out from the crowd is not admirable. The fundamental issue here is what motivates
people; i.e., wanting to be the best (masculine) or liking what you do (feminine).

Uncertainty Avoidance (UAI)

This dimension deals with the way a society considers the fact that the future can never be known; i.e.,
should we try to control the future or just let it happen? This ambiguity brings anxiety with it and different cultures
have learned to deal with this anxiety in different ways. The extent to which the members of a culture feel
threatened by ambiguous or unknown situations and have created beliefs and institutions that try to avoid these is
reflected in the UAI score (Hofstede, 2001).

Subsequently, the following two additional cultural dimensions were established by Hofstede and his
associates (Hofstede, Hofstede, & Minkov, 2010).

Long-term versus Short-term Orientation (LTO)

The long-term orientation dimension is closely related to the teachings of Confucius and can be interpreted
as dealing with society’s search for virtue; i.e., the extent to which a society shows a pragmatic future-oriented
perspective rather than a conventional historical short-term point of view (Hofstede, Hofstede, & Minkov, 2010).

Indulgence versus Restraint (IVR)

The indulgence versus restraint dimension consists of two poles. Indulgence stands for a tendency to allow
relatively free gratification of basic and natural human desires related to enjoying life and having fun, and the
opposite pole. Restraint reflects a conviction that such gratification needs to be curbed and regulated by strict norms
(Hofstede, Hofstede, & Minkov, 2010).

Extending the concepts of Hofstede’s original four dimensions to accounting, Gray suggests that
accounting values are derived from such cultural dimensions and, in turn, influence accounting systems. Gray
identifies four key accounting values or dimensions (Gray, 1988).
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Professionalism versus Statutory Control refers to professional judgment and self-regulation in contrast to
compliance with rigid legal requirements and legislative control.

Uniformity versus Flexibility is the level of enforcement of standardized and consistent accounting practices.

Conservatism versus Optimism is a vigilant approach to accounting measurement, as opposed to a more optimistic
and risk-taking approach.

Secrecy versus Transparency is confidentiality and the constraint of disclosure of information, as opposed to a more
transparent and publicly accountable approach.

Considering this interaction between the Hofstede cultural dimensions and his own accounting values, Gray
offered the hypotheses (Gray,1988) summarized in Table II.

Table II: Summary of Gray’s Hypotheses

Hypothesis | The higher a ranking in terms of individualism and the lower the ranking in terms of uncertainty
avoidance and power distance, the more likely the country is to rank highly in terms of professionalism.

Hypothesis 11 The higher a ranking in terms of uncertainty avoidance and power distance and the lower the ranking in
terms of individualism, the more likely it is to rank highly in terms of uniformity.

Hypothesis 111 The higher a ranking in terms of uncertainty avoidance and the lower the ranking in terms of

individualism and masculinity, the more likely it is to rank highly in terms of conservatism.

Hypothesis 1V The higher a ranking in terms of uncertainty avoidance and power distance and the lower the ranking in

terms of individualism and masculinity, the more likely it is to rank highly in terms of secrecy.

Elements of the above hypotheses can be summarized in table format where each of Grays accounting
values are rows and each of Hofstede’s dimensions are columns. In accordance with Gray’s hypotheses, cells in the
table are populated using (+) as positive or direct relationship, (-) as negative or inverse, or (?) as undetermined
relationship to one another (Baydoun & Willet, 1995). Where a specific dimension is identified by Gray as having a
stronger relationship, a double plus (+ +) or double minus (- -) is used (Borker, 2012a). The undetermined
relationship (?) indicates that Gray has not made any connection between that Hofstede dimension and the specific
accounting value as reflected in Table Il1.

Table 111: Hofstede-Gray Relationships

Power Distance Individualism Masculinity Uncertainty Avoidance
PDI IDV MAS UAI
Conservatism + - N .
Uniformity + -- 2 T+
Professionalism - ++ ? -
Secrecy + + -- R T+

In his original article, Gray notes that the accounting value of Optimism (opposite of Conservatism),
Flexibility (opposite of Uniformity), Professionalism and Transparency (opposite of Secrecy) are characteristic of
the Anglo-Saxon Accounting tradition. These consist of the United States, the United Kingdom, and commonwealth
countries (Gray, 1988). All of these are societies with strong democratic values with a long-standing tradition of
publically-traded stock companies and an emphasis on financial reporting that meets the needs of individual equity
investors.

Hofstede’s dimensional indices for these countries are extremely consistent, not only for the original four
dimensions used by Gray in deriving his accounting value dimensions, but also for the fifth and sixth cultural
dimensions developed subsequently (Borker manuscript). Table IV summarizes Hofstede’s six dimensional indices
for these countries.
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Table 1V: Hofstede Six Dimensional Indices for Anglo-Saxon Accounting Tradition Countries

Anglo- Power Individualism Masculinity Uncertainty Long-Term Indulgence vs.
Account'ing Distance IDV MAS Avoidance Orientation Restraint
Countries PDI UAI LTO IVR
Australia 36 90 61 51 21 71
Canada 39 80 52 48 36 68
New Zealand 22 79 58 49 33 75
United Kingdom 35 89 66 35 51 69
United States 40 91 62 46 26 68

Given the high degree of uniformity in the indices for all six Hofstede cultural dimensions, Table I can be
expanded to include the relationship between Gray’s four accounting dimensions and Hofstede’s fifth and six
cultural dimensions. This expanded mapping is provided in Table V (Borker manuscript).

Table V: Expansion of Hofstede-Gray Relationships

Power . . . Uncertaint Long-Term Indulgence vs.
Distance Ind|vl|gl\1/al|sm Maﬁ;lﬂlsmty Avoidancey Orie%tation Regtraint
PDI UAI LTO IVR
Conservatism + - + + + -
Uniformity + -- ? ++ +
Professionalism - ++ ? -- - +
Secrecy ++ -- R T+ n N

In addition to supporting the expansion of Hofstede-Gray relationships to include Hofstede’s fifth and sixth
cultural dimensions, the profile of the Anglo-Saxon Accounting countries in Table V is also the basis for proposing
a favorable cultural profile based on Gray accounting values for the establishment of IFRS-based accounting
systems. An IFRS favorable profile using Gray accounting values is summarized in Table VI (Borker, 2012a;
(Borker manuscript).

Table VI: IFRS Favorable Accounting Value Profile based on Gray’s Four Original Values Dimensions

Hypotheses/ Gray Accounting Dimensions IFRS Favorable Profile

H1 Professionalism vs. Statutory Control Professionalism

H2 Uniformity versus Flexibility Flexibility
H3 Conservatism versus Optimism Optimism?
H4 Secrecy versus Transparency Transparency

This IFRS favorable profile is used as a point of reference and comparison in analyzing results from the
CEEC analysis.

CURRENT ANALYSIS RESULTS
Results and Analysis of Central and East European Countries: Hofstede Cultural Dimensions

The Hofstede cultural dimension scores of the CEEC are presented in Table VII. Definitions and
discussion of the dimensions of each CEEC country in the section that follows are taken directly from Hofstede

(2001; Hofstede, Hofstede, & Minkov, 2010). Analytical statements comparing the CEEC countries within each
dimension are those of the author.

2 Although conservatism is, on some level, basic to all accounting systems, Optimism is assumed to reflect a greater openness to
new ways of measuring and evaluating, such as fair value accounting. This is seen as characteristic of the openness to change
and evolution of standards in IFRS and U.S. GAAP.
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Table VII: Results of Hofstede Six Cultural Dimensions for CEEC

P_ower Individualism Masculinity Unce_rtainty Lopg-Te_rm Indulgenge VS.
CEEC Distance DV MAS Avoidance Orientation Restraint

PDI UAI LTO IVR
Bulgaria 70 30 40 85 69 16
Croatia 73 33 40 80 58 33
Czech Republic 57 58 57 74 70 29
Estonia 40 60 30 60 82 16
Hungary 46 80 88 82 58 31
Latvia 44 70 9 63 69 13
Lithuania 42 60 19 65 82 16
Poland 68 60 64 93 38 29
Romania 90 30 42 90 52 20
Serbia 86 25 43 92 52 28
Slovakia 104 52 110 51 77 28
Slovenia 71 27 19 88 49 48

Analysis of Hofstede Results CEEC States
Power Distance (PDI)

With the exception of Hungary and the three Baltic states (Estonia, Latvia and Lithuania), with scores
ranging from 40 to 46, all other countries in the CEEC sample have relatively high PDI, with scores ranging from 57
to 104. High Power Distance is typical of Russia and many of its former Soviet republics, excluding the Baltics. It
is therefore not surprising that this feature should be prevalent in the CEEC. It is noteworthy that the Baltic States
and Hungary do not conform to this pattern.

Individualism versus Collectivism (IDV)

The CEEC sample can be split down the middle into two distinct groups for this dimension, with half the
group tending toward individualism, with scores ranging from 52 to 80, and half leaning toward collectivism, with
scores ranging from 25 to 33. Hofstede notes that there is a significant negative correlation between the PDI and
IDV dimensions. This is evidenced in the CEEC where nine of the 12 countries have either high PDI and low IDV
or high IDV and low PDI. Exceptions are Slovakia, Poland, and the Czech Republic, all of which have high PDI
and high IDV.

Masculine versus Feminine (MAS)

Except for a regional grouping of Poland, Czech Republic, Slovakia, and Hungary, with scores ranging
from 57 to 110, all of the remaining eight countries from the CEEC sample are characterized by low masculinity,
with scores ranging from 9 to 43. In contrast to the success orientation of a high masculine score, feminine
orientation means that the dominant values in society are caring for others and quality of life. Doing something you
like to do is valued over being the best.

Uncertainty Avoidance (UAI)

All countries in the CEEC sample lean toward uncertainty avoidance, with scores ranging from 51 to 92.
The group can, however, be divided into a lower group of five countries, with scores ranging from 51 to 74, and a
higher group of seven countries, with scores ranging from 80 to 92. The extent to which the members of a culture
feel threatened by ambiguous or unknown situations and have created beliefs and institutions that try to avoid these
is reflected in the UAI index. Society may adopt laws and controls to avoid uncertainty.
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Long-Term Orientation (LTO)

All the CEEC except Slovenia, with a score 49, lean toward long-term orientation, with scores ranging
from 51 to 88. The long-term orientation dimension can be interpreted as dealing with society’s search for virtue, the
extent to which a society shows a pragmatic future-oriented perspective rather than a conventional historical short-
term point of view. These societies emphasize traditions and saving for the future. Most western cultures lean
toward a more concrete historical focus that often emphasizes a more black-and-white bottom-line orientation.

Indulgence vs. Restraint (IVR

All countries in the CEEC sample lean toward restraint, with scores ranging from 16 to 48. Indulgence
indicates a tendency to enjoy life and be happy. Its opposite — restraint - reflects a conviction that such gratification
needs to be curbed and regulated by strict norms. Interestingly, the lowest score on this dimension in the total
population of countries examined by Hofstede was Pakistan which had a score of zero. In a region characterized by
what could be seen as a rather low “happiness index,” Slovenia’s score of 48 might seem noteworthy.

Results and Analysis of Central And East European Countries:

Gray Four Accounting Dimensions For CEEC

This section converts the Hofstede cultural dimensions identified with individual CEEC to the accounting
value dimensions proposed by Gray to explain and predict the development of different accounting systems (Gray,
1988) considering Hofstede’s original four cultural dimensions. This analysis considers both the relative position of
the 12 CEEC sample to one another and takes into consideration the larger population of all countries for which
Hofstede has established scores for his first four dimensions. The matrix of relationships between Gray and Hofstede
dimensions (Table 1) is utilized and the greater importance of certain Hofstede dimensions over others, indicated by
a double plus or double minus sign, is given greater weight in the analysis. Based on this examination, the following
attributions of Gray accounting values are proposed for the CEEC in Table VIII. Results are indicated by the first
three letters of the accounting value and are modified downward by one or more minuses. In cases where the result
is midway between the two value polarities of the dimension, both values are indicated separated by a slash, with the
order determined by which of the two appears to be slightly stronger.

Table VIII: Results of Gray Accounting Values for each CEEC based on Gray Original Four Dimensions

CEE Countries Professionalism versus Uniform_it)_/ versus Conserva_tis_m Versus Secrecy versus
Statutory Control Flexibility Optimism Transparency

Bulgaria Statutory Control Uniformity Conservatism Secrecy
Croatia Statutory Control Uniformity/Flexibility Conservatism Secrecy
Czech Republic Control?FEErlctJl]J‘(tazg)i/onalism Flexibility Conservatism/Optimism Transparency (-)
Estonia Professionalism Flexibility Optimism Transparency
Hungary Professionalism Flexibility Optimism Transparency
Latvia Professionalism Flexibility Conservatism/Optimism Transparency
Lithuania Professionalism Uniformity(-) Conservatism/Optimism Transparency
Poland Statutory Control (-) Uniformity Conservatism (-) Secrecy (-)
Romania Statutory Control Uniformity Conservatism Secrecy
Serbia Statutory Control Uniformity (-) Conservatism Secrecy
Slovakia Statutory Control Uniformity Optimism Secrecy/Transparency
Slovenia Statutory Control Flexibility Conservatism Secrecy
Analysis of Gray Results

Two primary patterns can be identified in the Gray attribute configurations or profiles attributed to the

individual CEEC. The first pattern is that of Statutory Control, Uniformity, Conservatism, and Secrecy. Five of the
countries exhibit this pattern fully, except for minor variations. They are Bulgaria, Croatia, Poland, Romania, and
Serbia. Slovakia and Slovenia each share three of the four components of this profile, with Slovakia differing due to
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optimism and Slovenia due to flexibility. This group, as a whole, exhibits the opposite pattern to that of the IFRS
favorable profile identified in Table V. Taken as a group, these seven countries comprise all of the Balkan countries
in the CEEC sample and Poland and Slovakia.

A second pattern that is observed in the CEEC sample is that of Professionalism, Flexibility, Optimism, and
Transparency. This pattern is consistent with the IFRS favorable profile identified in Table VI. It is fully realized
for Estonia and Hungary with Latvia exhibiting all components, except for a split result for Conservatism/Optimism.
Also, Lithuania and the Czech Republic both share two of the three components of this profile with split results for
the other two. Taken as a group, these five comprise all of the Baltic states, Hungary, and the Czech Republic.

Including Hofstede’s Fifth and Sixth Dimensions in Gray Valuations of CEEC

It was decided not to include proposed relationships between Gray’s values and Hofstede’s Long-Term
Orientation and Indulgence versus Restraint dimensions in attributing Gray’s values to the CEEC sample. This was
done primarily to avoid issues of the proper weighting of these extensions to Gray’s hypotheses. A second reason
has to do with the availability of conflicting data on the Long-Term Orientation dimension on the Internet. Numbers
reported in this paper are taken from Hofstede’s own certified downloadable spreadsheet results for all countries
measured and are certified to be correct. Nonetheless, it was felt prudent to refrain from including this data in the
estimating process. It should be noted, however, that if the results had been included, they would, for the most part,
have had a uniform effect of increasing the distance of all countries’ results from the IFRS-favorable profile. A
minor exception to this pattern is Slovenia, which exhibited a borderline short-term orientation score of 49.

DISCUSSION
Hofstede Six dimensions and CEEC

Hofstede’s country data for the six dimensions are analyzed in terms of pairings of two dimensions - one on
the vertical and one on the horizontal axis in such a way as to divide the plotted data for worldwide countries into
four quadrants. The seven dimensional pairings analyzed by Hofstede are (1) PDI versus UAI, (2) UAI versus IDV,
(3) MAS versus UAI, (4) PDI versus MAS, (5) MAS versus IDV, (6) PDI versus IDV, and (7) IVR versus LTO.
The groupings of CEEC versus other countries can further contribute to our understanding of the CEEC cultural
attributes.

Russia-oriented Group

Based on Hofstede’s dimensional pairings, five of the CEE countries showed a strong similarity to Russia
in terms of the number of dimensional pairings in which they were in the same quadrant as Russia. These countries
were Bulgaria, Croatia, Romania, Serbia, and Slovenia, each of which was similar to Russia in seven out of seven
pairings, or in the case of Slovenia, six out of seven. These five countries are all located in the Balkan region of
Europe.

Predominantly Not Russia-oriented Group

The remaining seven CEE countries have a relatively lower number of dimensional pairings similar to
Russia. These countries each had no more than one or two such similar pairings. All of these countries exhibited
stronger positional similarities to dimensional pairings of various other Western European countries or regional
groupings. The two detectable subgroups of the Not Russia-oriented group were (a) a Scandinavia-oriented
subgroup (based on proxy of Sweden that has dimensional scores representative of the Scandinavian countries) that
all shared a similar position in five out of seven dimensional parings provided by Hofstede, consisting of Estonia,
Latvia, and Lithuania and (b) a Germany-oriented subgroup that shared a similar position for three to six Hofstede
dimensional pairings, consisting of Hungary, Czech Republic, Poland, and Slovakia. Of the second group, Hungary
is close to Germany on six dimensional pairings and the Czech Republic on four. Poland and Slovakia have only
three, while having three and two, respectively, in common with various other countries. All four of these countries
are contiguous to one another and share a common history of having been part of the Hapsburg Empire. On the
other hand, the cultural similarity of the Baltic countries to Finland and Sweden is not surprising. In the case of

1010 http://www.cluteinstitute.com/ © 2012 The Clute Institute




International Business & Economics Research Journal — September 2012 Volume 11, Number 9

Estonia, there is a linguistic tie with Finland since both Estonian and Finnish are Finno-Ugric languages. It should
also be noted that, in addition to being close to the Scandinavian countries on five out of seven Hofstede dimension
pairings, the Baltic countries are each close to Germany on three out of seven Hofstede pairings.

Gray Dimensions and CEEC

In order to review and evaluate the results of the above analysis, it is necessary to return to the basic
intension of Gray’s four hypotheses and his accounting value dimensions. These dimensions are not designed to
identify positive versus negative influences on accounting. Rather, Gray’s dimensions characterize different
contrasting aspects of accounting values that can affect the development of accounting systems in different
directions. Each value can be seen as reflecting both advantages and disadvantages associated with systems of
accounting. Conservatism is acknowledged as an old and venerated accounting value associated with care, caution,
and prudence. At the same time, it leaves little room for creativity or new ways of solving reporting problems.
Nevertheless, as noted above, a specific combination of Gray attributes, identified with the Anglo-Saxon Accounting
countries, can be identified as the favorable IFRS profile shown in Table VI in that they characterize cultures which,
disregarding external influences and other special internal factors, would tend to develop accounting systems
oriented toward IFRS accounting values.

On the basis of Tables V and VIII, as well as the relationships between Hofstede dimensions and Gray’s
four accounting dimensions, the following set of rankings can be developed for the CEEC in terms of the predicted
level of cultural fit between each country and IFRS standards. These rankings are summarized in Table IX which
identifies each CEEC in terms of affinity groups and subgroups observed in the discussion of Hofstede’s four
quadrant dimensional pairings.

Table IX: CEEC Listed from Closest to Most Remote from IFRS Favorable Profile by Rank

c CEE Group Subgroup Individual Country Profile IFRS Favorable Profile
ountry/
Hungary Not Russia- | Germany- Professionalism Flexibility Professionalism  Flexibility
oriented oriented Optimism Transparency Optimism Transparency
Estonia Not Russia- | Scandinavia- Professionalism Flexibility Professionalism  Flexibility
oriented oriented Optimism Transparency Optimism Transparency
Latvia Not Russia- | Scandinavia- Professionalism Flexibility Professionalism  Flexibility
oriented oriented Conservatism/Optimism Transparency Optimism Transparency
Czech Not Russia- | Germany- Statutory Control/ Flexibility Professionalism  Flexibility
Republic oriented oriented Professionalism Optimism Transparency
Conservatism/Optimism Transparency
Lithuania Not Russia- | Scandinavia- Professionalism Uniformity(-) Professionalism  Flexibility
oriented oriented Optimism Transparency Optimism Transparency
Slovakia Not Russia- | Germany- Statutory Control Uniformity Professionalism  Flexibility
oriented oriented Conservatism Secrecy/Transparency | Optimism Transparency
Poland Not Russia- | Germany- Statutory Control Uniformity Professionalism  Flexibility
oriented oriented Conservatism Secrecy Optimism Transparency
Slovenia Russia- None Statutory Control(-) Flexibility Professionalism  Flexibility
oriented Conservatism Secrecy (-) Optimism Transparency
Croatia Russia- None Statutory Control Uniformity/Flexibility | Professionalism  Flexibility
oriented Conservatism Secrecy Optimism Transparency
Bulgaria Russia- None Statutory Control Uniformity Professionalism  Flexibility
oriented Conservatism Secrecy Optimism Transparency
Serbia Russia- None Statutory Control Uniformity Professionalism  Flexibility
oriented Conservatism Secrecy Optimism Transparency
Romania Russia- None Statutory Control Uniformity Professionalism  Flexibility
oriented Conservatism Secrecy Optimism Transparency

All of the CEE countries from the Not Russia-oriented category rank ahead of the CEE countries identified
as having a Russia orientation. There is no distinct pattern associated with the rankings based on the two Not
Russia-oriented subgroups, except that, among those countries identified as being Germany-oriented, Poland and
Slovakia have the lowest rankings. As noted above, Poland and Slovakia have the smallest number of dimensional
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pairing positions within this group similar to Germany, and may be viewed as only marginal members of the group.
Of the CEEC that are characterized as being Russia-oriented, the predominant accounting values are statutory
control, uniformity, conservatism, and secrecy. This is the same accounting value profile found for Russia based on
Gray’s dimensions derived from Hofstede cultural dimension indices for Russia.

For purposes of comparison, a summary of Gray-based accounting value profiles for Germany, Sweden
(proxy for Scandinavian countries), and Russia is provided in Table X.

Table X: Profiles for Germany Sweden and Russia Compared with IFRS Favorable Profile

CEE Country/ Individual Country Profile IFRS Favorable Profile
Germany Professionalism Flexibility Professionalism Flexibility
Optimism/Conservatism  Transparency Optimism Transparency
Sweden Professionalism Flexibility/Uniformity Professionalism Flexibility
Optimism Transparency Optimism Transparency
Russia Statutory control Uniformity Professionalism Flexibility
Conservatism Secrecy Optimism Transparency

In contrast to Russia, the profiles for Sweden and Germany are much closer to the IFRS profile. Germany
and Sweden were selected as countries or regions with cultural affinities affecting profiles for subgroups of the Not
Russia-oriented CEEC.

Significance of Variances to IFRS Profile on IFRS Implementation

The five countries in the Russia-oriented group of the CEEC sample - Serbia, Romania, Bulgaria, Croatia,
and Slovenia - share with Russia accounting values that are opposite from and, consequently, most remote from the
accounting value orientation likely to lead to the independent development of accounting systems and standards, like
IFRS. This does not mean that outside influences and special developments within these countries cannot motivate
them to adopt or converge with IFRS and successfully implement IFRS for their accounting and financial reporting.
Nonetheless, countries with cultural accounting values more remote from the IFRS value profile may have more to
overcome in adopting and continuing to evolve with IFRS since, by their nature, IFRS tend to evolve and adapt to
changes in the nature of business transactions over time. In addition to the issues that any nation encounters in the
complex process of IFRS adoption, most of the CEEC have, to a greater or lesser extent, specific cultural challenges
to overcome.

Countries with cultural accounting values that are more remote from IFRS could find it useful to utilize a
variety of ameliorating strategies to adopt and maintain accounting values supportive of IFRS, as follows (Borker,
2012a):

) Establish culturally sensitive education and professional training programs

. Establish culturally focused upgrade programs for existing accounting professionals

. Empower national accounting standard setting bodies to integrate the values of professionalism, flexibility,
optimism, and transparency into their professional activities

. Set realistic timeframes and deadlines for the transition to IFRS to allow the local accounting culture to
catch up with new IFRS reforms

. Establish a comprehensive change management program for accounting professionals, businesses,
government, and the public with necessary change management tools to make a successful transition

) Create robust support infrastructures for IFRS implementation (Borker, 2012b)

Some of these strategies are being applied in countries transitioning to IFRS, particularly where the
transition involves moving from relatively different accounting cultures. In the case of Russia, there have been
serious efforts made to upgrade the professional and standard setting infrastructure that have been supported by the
government and large international accounting firms.
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Other Factors Affecting the Implementation of IFRS

A variety of other factors, besides underlying cultural and accounting values orientation, influence the
successful implementation of IFRS within the CEEC. These factors originate from political, market and economic,
and firm-level considerations.

Political Factors

The CEEC are transitional economies. They have been freed from the personal and economic controls
enforced by a non-democratic command economy. At the same time, they have lost the social safety net and
military security provided by their former East-bloc membership. Quite naturally, they are all attracted to the
relative economic opportunity and stability of European Union membership, even at a time when the EU is
experiencing recessions and debt crises. Membership in the EU and NATO also represent a source of security for
these relatively small countries living in close proximity to Russia. Consequently, all the CEE countries in this
study are at some point in the process of achieving full membership in the European Union.

Given that the EU requires adoption of IFRS for all financial reporting of all EU publically traded
companies with implementation beginning in 2005, it is no surprise that all the countries in our CEEC sample
require the use of IFRS for financial reporting of large consolidated and separate publically traded companies.
When surveyed as to the version of IFRS required, almost all refer to “IFRS as adopted by the European Union”
(PWC, 2011). The exception is Serbia which uses its own local version of IFRS based on the not fully completed
convergence of Serbian GAAP and IFRS. Everyone in the group that answered the survey prohibits the use of IFRS
SME for regulatory reporting of small and medium enterprises (SMEs), in conformity to the EU position, although
Estonia has submitted its own version of IFRS SME for EU approval, and in Serbia, its local-based IFRS can be
used by any company for regulatory and financial reporting.

Clearly, adoption and implementation of IFRS is significantly influenced by its political importance as a
necessary part of the process of achieving the major political goal of full EU membership status and all the benefits
obtained from that status.

Market and Economic Factors

Financial reporting plays an important role in the financial markets of individual countries and in the global
financial market. Researchers recognize the economic importance of high quality financial reporting, which can
itself be seen as a market commodity for which the demand comes from investors and other users of financial
reporting information, and the supply is provided by the reporting and auditing superstructure within and outside of
reporting firms (Ball, 2008). Furthermore, an extensive study of firms in 21 different non-U.S. countries that have
adopted IFRS (referred to by its former name of IAS in the study) supports the idea that IFRS can improve the
quality of financial reporting. Summarized below are some conclusions from the study (Barth, Landsman, & Lang,
2008).

. The accounting amounts [results] of firms that apply 1AS are of higher quality than those of non-U.S. firms
that do not apply IAS.

. Firms applying IAS exhibit less earnings smoothing, less management of earnings toward a target, more
timely recognition of losses, and a higher association of accounting amounts with share prices and returns.

. IAS firms have a higher accounting quality than firms that do not apply IAS. Differences in accounting

quality between the two groups of firms in the period before the firm adopts IAS do not account for the
post-adoption differences.
. IAS firms evidence an improvement in accounting quality between the pre- and post-adoption periods.

Given user demand for high quality financial reporting, it is reasonable to assume that the CEEC
governments, businesses, and accounting professionals would find it imperative to meet this demand by
implementing IFRS. For the CEEC, the adoption of IFRS, in place of local GAAP, potentially represents both a real
and perceived improvement in the quality of financial reporting. Such an improvement enhances the prestige of
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auditors and other accounting professionals, increases the confidence of investors, creditors, global analysts, and
rating agencies, and ultimately translates into increased potential for capital attraction and growth.

Firm Level Factors

At the individual firm level, there are many incentives for IFRS financial reporting in an emerging
economy. Even disregarding the question of whether a firm’s reporting has improved after a change to IFRS, the
IFRS label itself can contribute to the company’s reputation both domestically and internationally. Specific benefits
that have been observed for firms in emerging economies providing financial reporting with high convergence with
IFRS are 1) lower share price volatility, 2) lower bid-asked spreads, and 3) higher trading volume (Lima, Sampaio,
De Lima, de Cavallio, & Lima, 2010). All of these features point to greater trading efficiency and liquidity of share
price for the firms and their investors. Other advantages that can be assumed or hypothesized are a lowering of the
firm’s cost of capital, an improvement in equity and debt evaluations by analysts and rating agencies and,
consequently, greater potential to raise equity and debt capital for growth and expansion. With the fairer valuation
of net assets and income under IFRS, it has been argued that the differential between market and book equity values
will be closer. Naturally, differences will remain at some level to reflect the investor growth assumptions implicit in
price/earnings ratios. These ratios should, however, be truer and more reliable as measures of expected growth since
other distractions are minimized with IFRS.

CONCLUSION

The findings of this study indicate that, based on cultural factors, the CEEC group can be divided into two
distinct accounting orientations - one very similar to the accounting values attributable to Russia and most remote
from the accounting values associated with IFRS and the other with cultural affinities more in line with IFRS,
possibly reflected in cultural affinities to either Germany or Scandinavian countries. This seems to indicate that
countries in the first group may have more cultural issues to overcome in the implementation of IFRS. To the extent
that such issues manifest themselves as a material factor in the successful implementation of IFRS, an emphasis
should be placed on finding solutions in the areas of professional training, accounting education, change
management methods, and any other methods that insure the development of an independent and professional
accounting infrastructure and enlightened investors and other user of financial reporting.

What also stands out is the great importance of external and internal factors, particularly of a political,
market/economic and firm incentive-level nature in determining the successful implementation of IFRS in the
CEEC. The priority of attaining full EU membership alone is a significant external factor exerting a positive
influence on IFRS implementation. The CEE countries and their individual firms are aware of the global demand
for high quality financial reporting and the potential rewards in terms of global reputation and ability to efficiently
raise capital in a global marketplace. Nonetheless, even though all CEEC may be highly motivated to successfully
achieve IFRS implementation, the subtle forces of cultural values and orientations must not be overlooked as
potential “bumps in the road” needing repair. In this regard, special attention should be paid to the CEEC in the
Balkan region to be sure that they are afforded the educational and professional support needed to achieve their
economic and political goals. Further research and monitoring of the implementation of IFRS in the CEEC is an
important direction, both for international accounting research and for general research on accounting in the CEEC
region.
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