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In times of crisis, the vulnerability of global financial markets can be considered as an element in the analysis of

economic stability and sustainable development, which also indicates significant differences in the recognition of

economic capital. The quality of accounting information is a significant element for investor confidence in a financial

market. Under the influence of an economic crisis, the retrospective components that materialise in the accounting

information that is transmitted in the form of financial reports are adjusted in relation to the prospective components

of the quotations. Thus, during times of crisis, investment decisions take into account the ability of the market to

remunerate investors more than confidence in the future return of investments in assets. This fair value dilemma

prompted the introduction of the option for firms to switch from fair value to historical acquisition costs for the

valuation of their investment portfolios in 2008.

risk and uncertainty  accounting system  global market  economic crisis  convergence

vulnerability

1. Introduction

Global economic development is a desideratum for national economies because global economic flows are

converging towards better meeting resource needs and optimising the supply–demand ratio. The globalisation of

capital markets has been talked about since 1980, but the complete elimination of capital controls was not

implemented until after 1991, with the exception of China. The globalisation of capital markets has driven global

funds towards a risk-adjusted dividend. Within this context, researchers proposed a regional analysis (America,

Europe and Asia) of market convergence and the extent to which information asymmetries have been eliminated

through the harmonisation of accounting frameworks. In their analysis, researchers started from the premise that

the need for common accounting treatments across jurisdictions is obvious. The size and complexity of this

scientific endeavour was strongly influenced by the accessibility and volume of official information that is available

within the field.

The main instruments that help to achieve global development goals are international commodity and stock

exchanges. Within the context of various economic, health or war crises, the work of these institutions is affected

and the interests of investors change, which calls into question the assurance of economic and financial evolution

to cover the interests of investors and to ensure the transparency that is necessary for global economic activity.
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The globalisation of financial capital is a phenomenon that has taken on increasingly consistent characteristics with

advances in digitisation and technological progress. Within this context, access to quality financial information is

the basis for sustainable investment decisions.

The quality of accounting information is a significant element for investor confidence in a financial market. Under

the influence of an economic crisis, the retrospective components that materialise in the accounting information

that is transmitted in the form of financial reports are adjusted in relation to the prospective components of the

quotations. Thus, during times of crisis, investment decisions take into account the ability of the market to

remunerate investors more than confidence in the future return of investments in assets. This fair value dilemma

prompted the introduction of the option for firms to switch from fair value to historical acquisition costs for the

valuation of their investment portfolios in 2008.

The uncertainty of transactions and the volatility of economic capital have led international financial reporting

bodies and IASC/IASB committees to adopt the principle of the convergence of information in order to standardise

the risk of the misrepresentation of accounting information. With the introduction of international accounting

standards and the adherence to these standards by a significant number of countries, the financial reporting

process has been greatly improved, which has partially reduced the reporting errors that were found previously.

In practice, financial risk is still observable, which motivated the elaboration of this entry to crystallise security risks

and improve the quality of accounting and financial information, based on price volatility and financial risk.

Financial markets represent a barometer of financial flows at national and supranational levels and include the

system for the quotation and valuation of securities under general and special clauses as a specific element, which

guarantees the transparency of the transactions that are taking place within these markets. The main instruments

that are made available to stakeholders are stock market indices, whose rules for selecting securities in the

portfolios are specific to each financial market and cause on the basis of the perpetual changes in prices,

stakeholder behaviours within the investment segment and the behaviour of listed entities in relation to financial

risk. By adding clearing and settlement for stock exchange transactions, researchers obtain a complex picture that

is difficult to integrate into a single study, especially as this entry aimed to address the issue of accounting

convergence and uniform accounting treatments across global markets.

2. Assessed the Modal Shift in Vulnerability

Given the state of the financial markets that have been affected by economic crises, researchers assessed the

modal shift in vulnerability that has been attributed as being volatile and quantifiable to accounting information,

based on the gravity model of economic development (see  Figure 1). This model is based on the perpetual

economic flows and takes into account the limitations of market access that are in line with investor confidence in

the accounting information that is reported by listed companies. The gravity model has evolved from the initial

model  into more advanced forms .[1] [2]
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Figure 1. Logical scheme of the gravity model that was proposed by the authors.

In order to achieve the objectives of this research, researchers proposed to follow up the opinions in the literature

that validate or do no validate the following scheme:

A composite financial risk approach was carried out by , who combined the pricing of risk, leverage, the mismatch

of maturity and liquidity and interconnectedness to achieve systemic risk reduction through preventive measures

that could reduce vulnerabilities that have increase the cost of financial intermediation.

[3]
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Another seminal paper by  linked leverage, market size and financial stability. The authors proposed a

quantitative financial stability analysis model that was based on the correlation between the variables of leverage,

margin requirements, interest rates and the net worth of leveraged versus unleveraged investors. According to the

authors, over-indebtedness is an element that destabilises long-term capital management, which generates

financial vulnerability effects in capital markets. In today’s terms, the global debt crisis means that the transfer of

capital through trade flows generates knock-on effects both downstream, on the vulnerability transfer segment, and

upstream, based on the need for dynamic overdraft coverage. This aspect is likely to make the views of

stakeholders vulnerable, which ultimately represent the actors of investment decisions at the financial market level.

The financial testing of the financial positions of listed companies that applied two of the three types of accounting

systems that were analysed by the authors (US GAAP and IFRS) revealed that the implementation of an additional

set of convergence accounting rules had a statistically significant impact on the value of accounting information

during the period of 2002–2006 (when the convergence process was in full swing) .

On the other hand, another author  highlighted the inequality of income distribution within the global economy,

which affects the process. That paper discussed the decline in the global Gini coefficient that is used by the World

Bank, which has brought Chinese trade into a position of competitive advantage over other economies. Soon, this

competitive advantage could turn into additional liquidity for developed markets and signal the end of the crisis for

the countries that benefit from economic growth .

In 2008, the economic crisis triggered changes in the poles of power, which moved the economic balance from the

USA to China. Within this context, the main features of the financial systems were weighed and it was found that

foreign investment was an addition to the certification of stability and a success card for economic efficiency. As a

result, the role of accounting systems was to measure the distance between the reported financial images and the

real images that were perceived by the investors during the economic crisis. In this picture, China reduced the

economic distance from the US economy by 0.98%, while European countries (France and Germany) reduced the

economic distance from the US by more than 50% .

Other authors  have analysed the dependence of economic returns on capital markets in relation to the

accounting conservatism of investment firms, which strengthens resistance to the depreciation of accounting

assets as opposed to firms being open to investments that face external or asymmetric informational financing

needs.

Some authors  have analysed the effects of the financial crisis on the US using a global vector model of error

correction. The results of that study reflected that trade with emerging economies during the economic boom stage

could be a viable economic measure for overcoming crises, could have an effect on economic recovery and could

counterbalance monetary and fiscal easing measures with long-term effects on budget deficits.

The modelling of systemic risks using marginal outcome forecasting was addressed by , who proposed an

autoregressive forecasting model with dynamic scoring to be applied to the US financial market. The proposed

[4]
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model started from the definition of systemic risk that was triggered by the economic crisis of 2008–2009 and

quantified the market response as a result of factors such as innovation, market asymmetry and log likelihood.

Thus, the author noted that each element that is present in the market creates a dependency within the market

structure that is assimilated to an internal risk that can lead to the addition of factors and create dysfunctions that

are assimilated to risk, based on the variation in the degree of freedom of the system. This interesting approach

presented vulnerability as an internal component of the market, but one that must be acquired by the phenomenon

of globalisation in order to increase the ability to predict price variations and generate sustainability.

A pragmatic fair value approach to risk was performed by  in a seasonal system using an econometric model

that highlighted vulnerability in relation to certain elements, such as capital recognition, increased leverage and the

excess physical capitalisation of the entity. In the author’s opinion, the USGAAP system needs to be made more

flexible in terms of fair value, which only contributes to risk identification through its regulatory role and omits both

the informational component and the possibility of linking fair value volatility (capital recognition) to investment

security. From this perspective, researchers aimed to identify the evolution of the US financial market in terms of

USGAAP regulations relative to other financial markets, thus determining the vulnerabilities of economic capital

recognition according to the gravity model of economic development.

A complex approach that was based on the study of 600 government entities in Germany, Italy and the UK was

carried out by , who aimed to predict external shocks in the management of economic strategies during times of

crisis. The authors showed that the organisational response to times of crisis is to restrain the economic activity of

entities and that their ability to reposition and refocus based on forecasts is more successful when the ability to

anticipate pre-crisis shocks is greater.

The recognition of economic capital on an objective and relevant basis (degree of consensus and free of collective

bias) was carried out by  in a novel approach to a concept that was launched in the field of informational

accounting at the end of the 20th century. The authors demonstrated that maintaining the principle of information

accuracy (permanence of method) exceeds the principle of objectivity and creates an advantage under conditions

of uncertainty. Thus, according to the authors, the objectification of financial reports increases security against

malpractice within accounting.

Additionally, other authors  analysed investor behaviour in 41 global markets and showed that country-level

demands are significantly influenced by the prevalence of country herding. Upon detailed research, this element

was shown to be influenced by local and international market elements, vulnerabilities and asymmetric information.

By focusing on the Brexit phenomenon, the author showed that financial markets are influenced by stressors and

transmit this volatility to investors.

A multidimensional approach to financial management systems was carried out by , which was based on a

meta-analysis and a questionnaire that was administered to 284 finance department leaders in Portuguese SMEs.

The study showed that the competitiveness of management is, on the one hand, based on the capacity for

innovation and the role that is being played within the global market. On the other hand, it is also based on the
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strengthening of managerial tools according to the collected information that can suggest adjustments for

managerial decisions in relation to the system synergy that results from the development of the managerial and IT

components. This can contribute to a strengthening of the organisational culture during times of uncertainty and

generate a better market stability through the contribution of technology.

The theory of global shocks was analysed through the prism of recent events (global crisis, energy crisis, pandemic

crisis, etc.) by , who showed that the elements of crisis must be understood in terms of their impact on the global

economy and that those impacts that have repercussions on more than one element of the crisis must be resolved

quickly through the development of public policies in order to limit their effect (lockdowns, for example).

An approach that was based on the classical principles of global economy growth was carried out by , which

presented a model of differentiated welfare classification that was based on the socio-institutional responses of

public entities to globalisation and global fiscal challenges (financialisation). As a general pattern for post-crisis, the

mercantilist tendency to export weakness that are associated with partial welfare growth has been noted in some

global systems (Scandinavian and continental European). In contrast, there is a partial decline in post-crisis welfare

in other systems (Anglo-Saxon liberal), which leads to rapid reactions that change the balance of demand between

the public and private sectors and requires the assessment of the distribution trends of fiscal policies.

The quality of reporting was an element of interest for ensuring successful managerial decision making and the

materialisation of financial transactions in the meaning of . To achieve meaningful results, the authors

recommended training for all security elements (public enforcement, auditors and disclosure issues).

Within the context of big data technology,  considered that combating emerging financial risk in financial markets

can be approached from the perspective of improved algorithms and forecasting systems. In this sense, risk

identification using data technology is linked, in terms of volatility, to the chain fluctuations of portfolio prices within

the context of known risk factors. It is also researchers' opinion that the difference between researchers' approach

and that of the other authors is that researchers considered global interpretability and causality compared to the

point nodes and events approach that was adopted by the other authors, which could provide tools for prevention

within the strategies for combatting volatility risks.

In an investigative approach, a financial risk oversight and underwriting was conducted by  using an attitudinal

risk model in association with a risk underwriting bias. The authors determined a positive connection between

financial risk monitoring and insurance practices, which reinforces certain behaviour in insurance claiming and

isolates risk aversion. Although this is a special case, researchers believe that in terms of recognition of economic

capital, the practices of insurers represent a formal element of the protection of shareholder interests, which does

not always lead to a correlation between economic disclosure and share price volatility, as is evident in some

markets, such as Europe, and has the effect of more optimistic share price curves compared to the cautious

approach of Asian markets.

[17]

[18]

[19]

[20]

[21]



Modelling the Vulnerability of Financial Accounting Systems | Encyclopedia.pub

https://encyclopedia.pub/entry/23050 7/12

The global vulnerabilities of financial markets during the pandemic period were assessed by  in an attempt to

evaluate the propagation of informational risk during the crisis period (COVID-19 outbreak). Using a conditional

global risk estimation model, the authors concluded that informational risk propagates in globally interconnected

economies at a faster rate in times of crisis than in times of calm, which provides a strong case for the

appropriateness of applying the gravity model of economic development as researchers proposed in this scientific

approach.

An interesting and topical approach to the response of financial markets to the pandemic crisis was taken by 

and was aimed at capturing investor interests in markets that were affected by the crisis. The author pointed out

that investor attention was negatively influenced by the global financial shock during the crisis. This correlated with

increased volatility and financial information flows within the affected markets. In the author’s view, the bond market

was less affected by the financial shock and information flows are converging towards resolving some of the

uncertainty in the financial markets. According to the data that were presented by the author, there are

differentiated reactions to crisis events at G7 level. However, with the exception of Canada, a polarisation of the

trend towards increased vulnerability in price volatility could be observed.

A spatial analysis of the polarisation of newly established economic capitals before and during economic crises

was carried out by , who showed that successive crises tend to change the relative importance of location

factors within newly formed entities, based on innovation and industrial creativity. An impactful observation was that

organisational culture has the capacity to significantly influence the new economic capital that has been created

through start-ups during the crisis in a positive way, which changes in meaning as the crisis generates economic

austerity. Under these conditions, the authors noted that sustainable development can be achieved on the basis of

the public stimulation of diversification and integration into the neural networks of start-ups and that it is of interest

to use their own synergy to connect with the rest of the regional economy.

An approach to the reduction in economic growth during times of global economic crises was developed by ,

who showed that development leads to an increase in the capacity of the system in terms of both material

resources and labour factors. The author focused in particular on the economic crisis of 2008–2009. The results

that were presented demonstrate that the convergence of accounting standards at the G7 level flattened the

economic deceleration curve by about 40%. A similar approach was taken by .

Some authors  presented an approach to financial risk management through Corporate Social Responsibility

(CSR) behaviours and an openness to sustainable development. The authors applied a mathematical model to a

sample of 185 countries for the pre-crisis period of 2015–2019 and demonstrated the vulnerabilities that were

induced by the onset of the pandemic throughout the period of 2020–2021. Thus, there were increased financial

risks and impacts on private investments that eroded sustainable development during 2020–2021. The authors’

proposal, in terms of financial risk management, was to make financing volumes more flexible by increasing private

investment and monitoring the need for financing within a crisis context. In practice, the prudential theory of dealing

with crises shows that private investments take on a pessimistic character and tend to reduce in volume in relation
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to the size of the crisis phenomenon, which is triggered by opportunity gaps in the areas of vulnerability within

economic capital recognition.

In the view of , the measurement of systemic risk was possible through the use of a model in which the

undercapitalisation of the financial sector was presumed to constitute risk externalities that affect the short-term

distribution and equilibrium of the system. The authors showed throughout the study that financial regulations seek

to limit institutional risk and marginalise the costs of risk externalities, which affects the performance of entities in

the system, especially during times of uncertainty.

There are other interesting approaches, such as that used in , which logically demonstrate that there is a

disconnect between the real and financial economies and that the measure of this disconnect is the misallocation

of capital into assets and intangible assets. Researchers agree with this vulnerability factor, which leads to price

instability, especially during times of crisis.

Typically, market failures are triggered by situations of asymmetric information in which some companies have

information that is inaccessible and unknown to others. From an accounting perspective, asymmetric information is

felt when the quality of information that is provided by financial reporting serves a particular stakeholder group

while ignoring the requirements of others. Obviously, the interests of a reporting company are influenced by

management policies and organisational strategies. In these situations, alternative accounting treatments are used,

which are permitted by IFRS and usually affect the financial position and results for the year, i.e., performance.

According to ISO 9000:2005 (point 3.3.7), the notion of stakeholders has been established for the first time, i.e.,

those persons or groups that have an interest in the performance or success of an organisation, such as, for

example, customers, shareholders, employees, banks, trade unions, business partners, etc. An interesting

approach to asymmetric information that is treated only from the perspective of the manager and the investor was

taken by , who found that when incentive misalignment and asymmetric information are both sufficiently small

(large), both the manager and the investor prefer the correct disclosure regime (selective development). Even

though the IFRS accounting framework is geared towards the interests of all stakeholders, the implementation of

these standards has not succeeded in reducing asymmetric information in such a way as to completely eliminate

the manipulation of stakeholders.

The obsolescence of accounting policies, especially that of the old IAS that weakened the financial accounting

system, was due to the fact that some standards failed to keep pace with the rapid and radical development of the

global economy . This was also the reason that the old IAS were replaced by IFRS, precisely in order to pre-

empt stakeholder complaints and to correct the vulnerabilities of the IAS/IFRS accounting framework .

The most common cosmetic accounting occurs when determining the accounting treatment of depreciation (IAS

16) , revenue recognition (IFRS 15), the disposal of intangible assets (IAS 38) or fair value measurement (IFRS

13). The influence of applying IAS 16 on an entity’s financial reporting was proven both theoretically and practically

by , as the results of the revaluation of non-current assets to fair value may lead to a certain level of subjectivity
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in the determination of this value, but the impacts on the company’s financial position, as well as its performance,

are direct . Additionally within the context of IAS 16, there is the alternative of changing depreciation regimes for

fixed assets, a method that is decided by company management but that can significantly influence stakeholder

decisions . While the accounting policies that were described above have created and continue to create

vulnerabilities within the IFRS reporting system, the most problematic situation is the determination of fair value for

certain types of assets or liabilities, such as intangible assets  and financial instruments . However, when

the effects of the fourth industrial revolution on the global economy are taken into account, the lack of an

assessment of current accounting standards within the current context of the globalisation of the world economy is

dangerous . This was also the reason that two old IAS, three IFRICs and one SIC  were recently replaced by

the new IFRS 15 (Revenue from Contracts with Customers), precisely in order to create a complete and uniform

framework for the revenue recognition that is applicable to all commercial contracts, except leases, insurance

contracts and financial instruments . Revenue recognition that occurs directly in profit and loss accounts

obviously has a direct impact on performance and the manner in which the accounting policies in this standard are

applied and interpreted play a decisive role in influencing stakeholder decisions. Insufficient disclosure, in particular

regarding the uncertainty of revenue recognition, could compromise the decisional usefulness of the revenue

information . On the other hand, the implementation of IFRS 15 has created tax issues, which may arise due to

changes in revenue recognition. In other words, any inconsistencies that arise between accounting and taxation

should lead companies to explain these differences by documenting them in advance .
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