
Thewar over accounting standards rages on. The
financial industry is divided over fair value
accounting, which powerful voices accuse of

having had a damaging role in the financial crisis. The
International Accounting Standards Board (IASB) is
pulled in opposite directions, broadly speaking anti-
and pro-fair value, by the European Commission and
Basel Committee representing the case against, and,
on the other hand, those who support fair value in aid
of achieving International Financial Reporting
Standards (IFRS).
In October 2008, the IASB yielded to European

political pressure and alienated stakeholders world-
wide, especially among investors, with its reclassifica-
tion amendment to the IAS 39 standard on financial
instruments. But the Monitoring Board it created in
early-2009 has failed in its intended aim of appeasing
political interference and enhancing legitimacy, while
its hurriedly-conceived design
creates a long-term risk over the
independence of the International
Accounting Standards Committee
Foundation (IASC), in which the
IASB is hosted.
In July 2009, the convergence

process took a big hit when the
IASB and the Financial
Accounting Standards Board in the US (FASB)
published diverging visions on how to reform the
accounting of financial instruments. The G20 summit
in September gave a deadline for completion of this
reform by mid-2011, but this is seen by many in the
accounting community as unrealistic or incompatible
with a sound standard-setting process. David Tweedie,
the IASB’s founding chairman, will retire in 2011. The
organisation’s funding remains fragile. Its continued
authority cannot be taken for granted.
Can the IASB and the IASCFoundation escape the

vicious circle of mistrust? To do so, there must be a
shift from the current approach, which can best be
described as muddling through while focusing on con-
vergence as the driver of the standard-setting agenda.
The purpose of IFRS needs to be better defined. It

is outlined by the ambiguous (though recently revised)
Article 2 of the IASC Foundation’s constitution, and
by a conceptual framework unrevised since its drafting
in 1989. A review is under way but progress is slow.

Beyond the clarification of principles, the IASB
should invest in economic analysis. It is insufficient for
it to claim, as it does, that financial transparency is
valued by market participants when applied to
individual issuers. It must explain the case that the
transparency it promotes also has a net positive overall
effect on the economy, an indispensable argument in
the current financial turbulence – i.e., that the intrinsic
procyclical component of fair value accounting is not
in itself damaging to financial stability.
By limiting itself mostly to a micro-prudential

discourse, the IASB has failed to convince many
policy-makers, whose main focus is macro-prudential
risk. Without advances in this debate, the IASB and
IFRS supporters cannot expect to gain the support of
the highest level of public authority.
The IASC Foundation also urgently needs to repair

its advocacy capability by giving more public promi-
nence to its trustees. In the past few
years, these have been almost
entirely invisible, when the spirit of
the constitution is that they should
absorb the political heat to shield
the integrity of the IASB’s standard-
setting process.
At a time when the continental

European banking industry is seen
as hostile to many of the IASB’s pronouncements, the
fact that Gerrit Zalm, the trustees’ chairman, has been
a full-time banker since late-2008 (as chairman of the
managing board of ABN Amro Bank NV) creates an
appearance of a conflict of interest.
Clarity of principles, better economic arguments

and trustees who are more engaged would help to
rebuild coalitions of support, especially with the global
investor community. Regaining the latter’s trust is a
must if the IASB is to fulfil its objectives and exert
leadership in the debates taking place within the G20,
the Financial Stability Board and other bodies.
Conversely, if the IASB does not display backbone

about what it stands for, it will increasingly become a
political football. For global markets and global
growth, this would be an unfortunate outcome.
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