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INTRODUCTION

The world is becoming a smaller place. Communication technology has
advanced to the point that events from around the world can affect our daily
lives. The globalization of ideas has become popular, and having an
international awareness has become the norm. As an example, higher
emissions standards are being implemented in the US which will impact the
automobile industry worldwide [Road & Track, Feb, 1992]. Indeed, increasing
global awareness is the impetus for many changes around the world.
Increasingly, news media accounts are illustrating interaction between countries
via economic and military aid. Trade agreements are being negotiated between
many countries that were formerly enemies, and national governments are
feeling pressure to work together for the common goal of a better world ecology.

Recently a body of accounting research and literature has emerged
involving the study of the differences between the accounting systems of
countries worldwide. The models posited by this literature are aimed at the
classification and conceptualization of different national accounting systems. In
contrast to traditional economic theory, these models explain differences in
national accounting systems based on the subjective elements of cultural
heritage and economic environment. Thus, an interesting question that arises is
whether the more subjective models introduced by Mueller, Nobes, Puxty, and
Gray in chapter two as useful in the prediction of outcomes in the international

accounting arena. This work is directed toward answering that question.



Background: The Global Business Environment

Along with the more general global awareness there has occurred a trend
toward internationalization and globalization of business. Evidence of this can
be found in the major securities markets of the world. Also, globalization of
business is apparent in today's current business practices and investment
transactions, which are taking on a distinctly worldwide perspective with regard
to investment areas (note the recent increase in Japanese investing in the US).
Indeed, some define the globalization of business as one economy worldwide,
the expansion of manufacturing, distribution and service industries from a
domestic to an international theatre, and the increased sharing of technology,
improvements in communication, and transportation worldwide[Price
Waterhouse, 1991al.

In Europe the increasing internationalization of business has resuited in
the European Economic Community (also known as the European Community or
EC). Scheduled to become reality in 1992, the EC represents an idea dating
back to 1957, with the goal of harmonization of laws to allow the free flow of
goods, persons, services, and capital among the member states [Price
Waterhouse, 1991a].

Currently the EC consists of 12 sovereign nations (Belgium, Denmark,
France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands,
Portugal, Spain and the United Kingdom)[Price Waterhouse, 1991b]. The Treaty
of Rome marked the beginning of the EC in 1957 with an initial membership of
six (France, Germany, the Netherlands, Belgium, Italy, and Luxembourg). Goals

of the EC were stated:

* Removing internal tariffs between the member states and creating
one external tariff wall;
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*

Creating a common commercial policy towards third countries; and

*

Removing obstacles to the free movement of services, capital and
people within the Community

In 1973 the UK, Ireland, and Denmark joined the EC followed by Greece,
Portugal, and Spain approximately ten years later. In 1985, with the signing of
the White Paper, over 300 economic issues were identified that would require
action before the EC could truly become a single market [Price Waterhouse,
1991al.

The EC is structured in a manner similar to many democratic nations.
There is an EC Commission, a Council of Minsters, the European Parliament,
and the European Court of Justice. The EC Commission, headquartered in
Brussels, Belgium, is the executive body of the European Community, and
handles both administrative and political matters. Seventeen Commissioners,
appointed by the member states' governments, administer 23 Directorates
General (DGs), which are departments that assess major EC policy areas. The
larger member states (France, Germany, ltaly, Spain, and the UK) each appoint
two Commissioners; the smaller countries (Belgium, Denmark, Greece, Ireland,
Luxembourg, the Netherlands, and Portugal) each appoint one. The
Commissioners swear an oath of independence from their respective countries
when taking office. Each Commissioner is responsible for a portfolio or policy
area which usually corresponds to one or more DGs. In this manner the
responsibilities of the Commission to service the general interests of the EC is
carried out [Price Waterhouse, 1991b]. The Commission uses four types of

proposals in the execution of its duties to the EC. They are:

* Regulations - which are immediately binding in all the member
states once adopted;



Directives - which are binding in respect of the result to be

achieved, with implementation left to the discretion of each
member state

Decisions - which are binding on those to whom they are
addressed; and

*

Recommendations - which are not binding

The Council of Ministers (Council), made of up financial ministers from
each of the member states, is responsible for the expression and protection of
the interests of each member as an individual state. The Council is the principal
decision-making body in the EC. The foreign ministers of EC member states are
the main representatives who hold Council regularly; but different policy areas
call for a meeting of different ministers from each member nation (e.g. the
ministers of agriculture, treasury, or defense will be involved in approving
legislation related to their jurisdiction)[Price Waterhouse, 1991b]. The Council
has a Presidency which rotates every six months among the foreign affairs
ministers of the member states. The main task of the Council is to act as the
legislature. Legislation may be voted in by simple majority (one vote per
minister), unanimity, or qualified majority (where each member State has a
weighted vote roughly proportional to the size of its economy), which is used for
all legislation relating to the Single Market [Price Waterhouse, 1991b].

With over 500 members consisting of 18 committees and 3
subcommittees the European Parliament (EP) plays an advisory and monitoring
role regarding the actions of the Commission and the Council. The Parliament
has the authority to dismiss the Commission and reject the EC annual budget.
Each member of parliament (MEP) is elected democratically every five years by
the citizens of the member states. The President and 14 vice presidents of the

EP are chosen by the MEPs from among their own number. The EP is the forum



in which citizens of member states may voice their opinions and concerns.
While it cannot initiate EC legislation, the EP's influence is significant. The EP
offers opinions and arguments regarding proposed legislation [Price
Waterhouse, 1991b].

Finally the European Court of Justice (ECJ) is the EC's highest court, with
the responsibility of interpreting the Treaty of Rome and EC legislation, and also
resolving disputes between EC member nations. There are 13 judges on the
ECJ ( at least one for each member state), with each assisted by six advocates-
general. Their is a President of the ECJ, elected by the ECJ judges, with a term
of three years [Price Waterhouse, 1991b]. A relatively new branch of the ECJ
was formed in 1988 called the Court of First Instance (CFl). The CFl was
established to relieve the ECJ of some of its case load. The CFl has 12 judges,
one for each member state, with the charge to "handle cases that involve
mergers and acquisitions, restrictive agreements and other competition matters,
as well as resolving disputes between EC civil servants and their employers (the
EC institutions)*[Price Waterhouse, 1991b].

The EC is a dynamic vehicle of change in Europe. Companies and
countries are faced with the opportunity to expand in ways that were previously
inhibited by the laws of individual countries; these countries have become united
on the road toward a single economy. With the recent collapse of communism in
the Eastern Bloc , vast new markets in Eastern Europe have been made
available to EC companies. The EC is forging new relationships with countries
formerly of the Eastern Bloc, and with many countries that are not currently
members of the EC [Fortune, Dec 2, 1991]. With these new agreements

between the EC and other Eastern European countries the European market is
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quickly becoming a vast theatre of change with indications that all of Europe may
eventually become one large trading bloc and single economy.

A particularly interesting aspect of the changes in Europe is the fact that,
as nations embark on the road to greater cooperation, a number of differences
among countries and cultures must be reconciled. Long-standing habits and
social systems will quite possibly give way to a more harmonized set of customs
and mores. An example is the recently proposed EC legislation to limit the
number of foods (excluding potato chips) that can contain artificial sweeteners.
British potato chip manufactures, who would have been hurt by such legislation,
insisted that artificial sweeteners were an integral part of several flavors of chips,
and finally convinced the EC to allow the practice. Many Britons felt the dispute
was not only one of merchants protecting their businesses, but also illustrated
the habit that EC officials have of ignoring local customs and cultures in the
interests of harmonizing trade and eliminating trade barriers [Maclean's, July 29,
1991]. Indeed, this example illustrates the difficulty EC legislators face in
attempting to harmonize business practices in Europe.

Business practices, different from nation to nation, must be taken into
account when developing a system of greater cooperation between nations. In
the world of business the EC has been described as both “replete with
opportunities,” and as the potential architect of a “Fortress Europe®[Price
Waterhouse, 1991a]. There will likely be many regulations promulgated by the
EC that govern the business relations between EC member states, and, more
importantly, between the EC members as a single market and outside
economies such as the United States or Japan.

Ultimately the EC has the potential to affect individual lives throughout the

world. With the advent of a united trading block in Europe economies of scale



will likely be realized by firms trading within the member countries, and more
importantly by firms expanding within Europe to meet an increasing international
demand for goods and services. This means that each individual consumer in
the world economy, will quite possibly face a greater variety of goods and
services. Thus, the EC represents a change for both businesses and individuals
alike worldwide.

Among the EC member states, business practices will need to become
more harmonized. Harmonization will be needed to meet the demands that the
EC single market will place upon businesses individually with respect to methods
of retailing goods, and taxing sales. Business practices that have historically
been the legisiative domain of several sovereign governments will now need to
become homologous, providing a basis for common rules and methods of
conducting business.

The difference between harmonized and standardized business practices
must be noted as the two are not synonymous. As Gernon and Bindon [1992]
note, standardization leads to uniformity, which can be seen as the opposite end
of a continuum with total diversity at the other end. Harmony falls as a point
between uniformity and total diversity, and is the goal of harmonization. This
dichotomy is important because the harmonization of business practices is what
the EC legislators are working toward, and total uniformity of those practices is a
self evident impossibility given the aimost totally diverse background of business
practices in each EC member state.

One issue in the EC that is particularly interesting is the harmonization of
accounting practices and policies. As the means by which a business reports
how it is doing to the outside world, accounting is of great importance to

international business concerns. In order to attract new investors, and to gain
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additional confidence from credit lenders, firms rely on reports generated by their
accounting systems. With the large cost of combining Europe into a single, large
economy, capital foreign to European countries will become increasingly
important [Fortune, Dec 2, 1991]. With change becoming the norm in Europe,
many managers and directors of companies will become increasingly concerned
with how they will be required to report business activity in the future.

Accounting systems differ from nation to nation due to a number of
elements. These elements include differing cultural heritages and economic
environments, as well as the differing effects of the supply and demand for
accounting information. These differences provide an interesting background in
which to study four alternative models of accounting system classification based
on critical analysis and comparison between the models. These models will be
explored as alternatives to the more widely known area of accounting regulation
theory, which is based on economics of regulation.

Regulation theory can be used to examine the cultural and economic
environment classifications of accounting systems, and it can be used to study
the current changes taking place in the EC. Specific pieces of EC legislation
(e.g. the Seventh Directive on Consolidation) can be studied from the standpoint
of the four alternative classification models and with accounting regulation
theory. Such an analysis would lead to a fuller understanding of the actions of
different groups to the change in accounting rules and practices, and would likely
lead to some conclusions as to the validity of the various subjective models of
accounting system classification. Economic theory provides explanations for the
demand for information about business entities via regulated financial reports.
More specifically, accounting regulation theory offers a model with which to study

the motivations and actions of groups that are involved in the market for
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years is largely on the comparison of accounting systems of different nations.
The subject of international comparative financial accounting research (ICFAR)
is the genre into which this paper fits in relation to other writing in the field of
accounting in general.

Wallace and Gernon note in their 1991 article Frameworks for
International Comparative Financial Accounting, "rigorous theory and method
are important for any discipline; {International Comparative Financial Accounting
Research] ICFAR lacks both. Therefore, there is an urgent need to develop
theories that are falsifiable and testable, to sharpen our focus, and to upgrade
our methodologies.* This statement alludes to another important fact, which is
that ICFAR also lacks empirical research to support theoretical models that have
already been developed. Wallace and Gernon illustrate this fact in their 1991
article: "ICFAR efforts, so tfar, lack rigor; crossnational comparison remains at
the level of parochial and ethnocentric analyses of single-country systems, and
when more than one country is studied, the search for similarities and
differences seems to be limited to corporate financial reporting." These
problems are inherent in any body of knowledge that is in the first stages of
recognition and development. However, models that have been introduced must
be assessed for usefulness and validity.

Another way in which to conceptualize the differences in national
accounting systems is through analysis using positive accounting theory.
Positive accounting theory is based in economics and provides a way in which to
understand the international accounting arena, and the motivations that drive
different groups in the market for accounting information. In this work, the

models discussed in chapter two are presented as a possible alternative to

positive accounting theory.
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MODELS OF ACCOUNTING SYSTEM CLASSIFICATION

One of the most interesting ways to examine the accounting systems of
countries foreign to the reader is to study the background from which an
individual system of accounting developed (i.e. the cultural and economic
environment). A fairly large body of research and writing has emerged in recent
years on the topic of cultural and environmental influences on accounting.
Classification schemes and theories explaining accounting systems via their
origins are based on the assumption that accounting systems are products of the
economic environments and cultures in which they exist. Thus, several
accounting researchers have developed models that endeavor to explain and
classify different national systems of accounting in an attempt to aid in the
conceptualization of those different accounting systems. According to Choi and

Mueller [1984] conceptualism is one way to develop a model:

from a philosophy of science perspective then, conceptual development is
less ambitious than theoretical development. Concepts are less abstract
than theories. Conceptualism exists somewhere between stark realism
on the one hand and remote nominalism on the other. For purposes of an
endeavor like accounting, a conceptual approach to its development may
be more useful than a theoretical approach.

Each model developed by accounting researchers offers a slightly different
outlook on the development of accounting systems, and each is valuable to this
work in helping to conceptualize the accounting environment within which the EC
administrators and legislators are operating.

The conceptualization of a foreign accounting system is important for
several reasons. First, it is critical to investors in foreign markets. In the past
investments had a much smaller global aspect than they do today. Now the
average investor may wish to invest in markets ranging worldwide in order to

meet investment goals. In order to make informed investment decisions, today's
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investor must be able to understand the financial statements of a firm based in a
foreign country. Understanding the background culture and economic
environment of a foreign accounting system is the first step in the
conceptualization of that accounting system and the ultimate understanding of a
foreign firm's financial statements.

Another reason for the understanding of foreign accounting and reporting
systems include concerns that the management of a multinational enterprise
(MNE) might have in understanding the reporting requirements placed on a
foreign division or subsidiary. By understanding those requirements, the
management of an MNE can better adapt itself to the foreign reporting situations
and plan for them. Also, the MNE's headquarters may use reports generated by
a foreign subsidiary for purposes of management and segment evaluation. An
understanding of the foreign system of accounting allows management to
understand and utilize reports generated by foreign subsidiaries as well as
contract with other foreign firms.

The conceptualization of foreign accounting systems is important to this
study because it aids in understanding the accounting systems dealt with by
different regulatory bodies, and in the development of a framework within which
to study and understand the actions of EC member states vis-a-vis the EC
governing bodies and promulgated Directives. Thus, conclusions as to why
various interest groups have supported or opposed legisiation in the EC should
be attainable using each model. Four models for the classification of accounting
systems are described below. These models are meant as an illustration of the
varying methods of conceptualizing different national accounting systems. Each

model is critically analyzed with regard to the bases for development, and the
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conclusions drawn by each model. Ultimately, legislation by EC governing

bodies will be used in chapter four as a final critical look at each model.

Mueller's Classification

Knowing how a national accounting system develops, why one dominates.
at one stage in history, and what the broad social and economic costs and
benefits of a given system are, we could begin to understand the reasons for the
existence and functioning of certain systems of accounting. Also, by classifying
different national accounting systems, it is possible to conceptualize a particular
nation's accounting system. With an understanding of a country's system of
accounting one can then move on to explore the expected impact that certain
regulations may have on a particular system. Specifically, one might use such a
conceptual framework in conjunction with regulation theory (introduced later) to
explore activities in EC member countries in relation to EC legislation.

The notion of classifying existing accounting practices was first introduced
by Mueller in 1968. Mueller identified ten "different 'sets' of accounting

practices"[Choi, Mueller, 1984]. These ten sets of accounting practices are:

United States/Canada/The Netherlands
British Commonwealth (excluding Canada)
West Germany/Japan
Continental Europe (excluding West Germany, Scandinavia, and
e Netherlands)
Scandinavia
Israel/Mexico
South America
Developing nations of the Near and Far East
Africa (excluding South Africa)
0. Communist nations

ShrOND=

S0ONO O

This model is based on ten different business environments , with each 'set'

containing countries with presumably similar business practices. Mueller's
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model is fairly simple in relation to other, more current classification and
modeling schemes in its basis for classification of countries. However, the
significance of this model is that it represents one of the first times that any sort
of understanding of the differences in accounting systems was attempted, based
on the different business environments in which they operate.

Mueller's classification scheme is not based on empirical evidence.
Rather, Mueller has simply grouped countries that appeared to have similar
business practices into ten different groups. Thus, Mueller's original
classification may be of little value in predicting the reactions of European
countries to EC legislation since there is no real measure of how "strongly" each
country falls into its respective group. Moreover, Mueller's classification does
not distinguish between the groupings of countries on the basis of measurement
and disclosure. In their 1980 article Nair and Frank test the grouping of
countries on the basis of these two subsets of accounting practices and
empirically illustrate that countries fall into different groups when taking
measurement or disclosure into account when classifying national accounting
systems. iIn retrospect Mueller's model offers little for the purposes of this study
except that it represents an initial attempt to classify countries on the basis of
different accounting systems. Mueller was also among the first to recognize the
affect differing environments would have on the development of an accounting
system in a particular country.

Nair and Frank, using data Price Waterhouse collected in both 1973 and
1975, empirically illustrated that “the number of groupings, the character and
composition of each group, and even the underlying environmental variables
most closely associated with the practices were quite different between the"

measurement and disclosure subsets of accounting [Nair & Frank, 1980]. Thus,
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while not really setting forth a theoretical model to follow in grouping countries on
the basis of accounting practices, Nair and Frank add much to the body of
international accounting research in that they have illustrated that more than one

facet must be studied in the comparison of accounting systems.

Nobes' Classification

The idea of conceptualizing accounting systems was advanced further by
professor C.W. Nobes in 1980. Nobes developed an heirarchichal classification
of accounting systems which used terminology borrowed from biology {Choi,
Mueller, 1984]. Nobes has borrowed the biological terminology of Class, Family,
Species, Sub-species to describe the levels on which he has classified different
national accounting systems. The significance of Nobes' classification (as
shown in exhibit 1) is the illustration of the different environmental elements that
can affect the development of an accounting system. For instance, following the
biological classification scheme, New Zealand's system of accounting is in the
same "species" as the UK's while the French system of accounting is in a
different "class" all together due to the vast differences in the types of legal and
political environments present [Nobes, 1990]. These environments are

evidenced at the Class level as a "micro®, or "macro” oriented government

economy.

Nobes' Elements Causing Financial Reporting Differences

To get to the point of classifying a country one must know something
about how financial reporting systems vary around the world, which is admittedly

a complex task in itself. One of the key uses of models such as Mueller's and
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accounting were regulated simply by the demands of the marketplace for
financial information. Finally, the Community element stands for the solidarity
that naturally develops in groups with the same interests, and illustrates the
pressure from other community elements [Puxty et al., 1987]. One example
might be the pressure which exists from the accounting community to provide
self-regulation, although the paper Puxty et al. are not clear concerning these
community pressures.

The Puxty model stresses that "an appreciation of the structural
contradictions endemic to advanced capitalist modes of production is an
important key to understanding the fundamental dynamics of reguiating
accounting policy,“[Puxty et al.,, 1987). They point out that the free operation of
the Market principle of "dispersed competition” tends "to frustrate its own
reproduction since, by definition, each participant in a competitive market --
labour as well as capital -- has a vested interest in excluding the
competition"[Puxty et al., 1987]. Thus, the State principle of "hierarchical
control” is in place as a mediator of the "contradictory tendencies of
capitalism"[Puxty et al., 1987]. Also, "each of these principles of order is in
competition for the allegiance of specific groups, for the control of scarce
resources, for the incorporation of new issues, for the definition of rules
regulating exchanges between them, and so forth*[Puxty et al, 1987]. In this
way the three principles of order can indeed be thought of as opposing each
other over the "arena” of activities in each nation (in this case accounting policies
are the focus of attention).

Within the three-sided framework of State, Market, and Community,
countries can be arranged according to the influence of each element on

business and accounting practices in that country. Puxty et al. illustrate four
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avoidance dimensions. Uniformity is associated most closely with the
uncertainty-avoidance and individualism dimensions (in that order).
Conservatism is linked with uncertainty avoidance, and secrecy is linked with the
uncertainty-avoidance, power distance and individualism dimensions [Gray,
1988].

Based on his conclusions about the link between societal values and
accounting values Gray presents four hypotheses related to the four

relationships:

H1:  The higher a country ranks in terms of individualism and the lower
it ranks in terms of uncertainty avoidance and power distance then
the more likely it is to rank highly in terms of professionalism

H2: The higher a country ranks in terms of uncertainty avoidance and
power distance and the lower it ranks in terms of individualism then
the more likely it is to rank highly in terms of uniformity

H3: The higher a country ranks in terms of uncertainty avoidance and
the lower it ranks in terms of individualism and masculinity then the
more likely it is to rank highly in terms of conservatism

H4: The higher a country ranks in terms of uncertainty avoidance and
power distance and the lower it ranks in terms of individualism and
masculinity then the more likely it is to rank highly in terms of
secrecy [Gray, 1988].

Gray has formulated these hypotheses in a manner such that important "societal
values at the level of the accounting subculture would seem to be uncertainty
avoidance and individualism. While power distance and masculinity are also
significant to some extent, masculinity appears to be of somewhat lesser
importance in the system of accounting values"{Gray, 1988].

Thus, Gray's hypothetical model introduces ways in which to contrast
countries based on their societal values, and then to formulate an expectation of

specific accounting values and compare countries on that basis. Indeed, with
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the spatial orientation of Gray's model (see exhibits 3 and 4) the country to
country comparison of accounting systems is made easy. In this manner one
can compare the accounting system of one country to that in another country
(e.g. France, the UK, and Denmark) and, more importantly, compare one
nation's accounting system to general EC accounting policy. One can
theoretically then begin to predict the difficulty or ease of compliance with EC
directives a specific country will likely face, and also the acceptance or rejection
of some piece of EC legislation.

Still, Gray's model is not without problems at some very basic levels.
Hofstede did considerable work in mapping out actual figures for the societal
values of Uncertainty Avoidance and Power Distance (see exhibit 5). However,
Gray does not offer any concrete link between these values and those
accounting values that are hypothesize to affect accounting systems. Gray only
states that a link should exist, and if so, that societal values would likely give rise
to his four accounting values. Gray's line of reasoning is not borne out by
empirical research. Gray ends noting that he has proposed a way in which the
cultural influence on accounting can be studied. In light of this comment, Gray's
model, based on Hofstede's empirical work on societal values, provides a more
concrete model with which to compare the accounting systems of EC countries
to each other and to EC policy.

The four models introduced: Mueller's, Nobes', Puxty's, and the
Gray/Hofstede model are all attempts to illustrate differences in national
accounting systems. Each takes a slightly different view of the elements
important to the explanation of differences, with the first two relying on the more
objective elements of accounting rules, and the last two relying on more

subjective elements such as values and the impact of Market and State.
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automobile will produce automobiles at a rate that will afford the highest level of
profit subject to certain constraints on the production process. Further, based on
the law of more supply accompanying higher prices, the decision of how many
automobiles to supply is based on the costs and benefits associated with
supplying them. As with demand, the producers alone are not all that affects the
supply of a good. The influence of government bodies on the form that
automobiles take will directly influence that amount and configuration of
automobiles supplied. This is due to the authority that governments have on the
operations of auto makers in a given country. If an auto manufacturer does not
conform to the rules of making automobiles that manufacturer is barred by the
government from producing or selling automobiles in that country. While not as
precisely definable as the normal good of automobiles, the supply phenomenon
that exists in the example of auto manufacturing and purchasing exists with

regard to accounting information as described below.

Supply of Accounting Information

As well as a demand for financial accounting information, there is also a
supply side of the model. Based on the general understanding of supply in
economics (as discussed earlier), the supply of accounting information works in
much the same manner. Foster describes the supply of accounting information
and also outlines the key parties with regard to that supply. As exhibit 6
illustrates, there are several factors affecting the accounting information set
available to parties external to the reporting entity. These factors are discussed

below.
Foster describes evidence of non-mandatory, market driven disclosures,

noting specifically that
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[and] may be quite narrow." [Gwartney and Stroup, 1987]. The market for
accounting information is an example. In theory, the forces of supply and
demand will work through the participants in a particular market to achieve
economic efficiency, which is a state where "for any given level of effort (cost),
we... obtain the largest possible benefit" [Gwartney and Stroup, 1987]. Thus,
efficiency in the market for accounting information would dictate a state in which
the users (demanders) of accounting information receive that information as long
as their benefit exceeds the cost of producing that information. This state of
economic efficiency would generate the greatest social benefit due to the action
of the forces of supply and demand, which create a "socially efficient" state.
Such an efficient state would be the cutcome of a market that worked without

failure.

Requlation and Market Failure

Many markets are regulated in the world today. In the US examples
include the utilities market, the market for automobiles (import and export), the
market for dairy products, and of course the market for accounting information.
The reason for regulation that is most often cited is that a market would not
function in the efficient manner described above if left to itself. The inability of
the market to produce an efficient outcome for society, called market failure, can
occur for a number of reasons. A failure in the market for accounting information
could occur where a particular firm is a monopolist of information about itself.
This situation "creates the opportunity for restricted production and monopolistic
pricing" of accounting information [Wolk, Francis, and Tearney, 1984]. This
situation could logically lead to the underproduction of accounting information

about a firm for those stakeholders in that information.
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