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Auszeichnung (Distinction) vergeben. , Abstract: Since 2005, the disclosure of consolidated financial statements
according to IFRS has been mandatory for all listed companies in the European Union. IFRS supporters claim
that a single accounting standard would increase the level of disclosure and hence, increase transparency and
therefore investor protection. This paper strives to determine if IFRS increases investor protection through
improvements in reporting transparency. Therefore, this paper focuses on the ability of IFRS to decrease
earnings management, the main driver of investor protection. The theoretical rationale gives an overview of
earnings management, revealing its popularity among management. However, irrespective of the motivation,
earnings management reduces the transparency for the investor and thereby reduces investor protection. The
review of empirical evidence reveals that voluntary adoption of IFRS leads to a strong decrease in earnings
management and an increase in disclosure quality of financial statements. Indeed, the voluntary adoption is
biased because the first-time adopters are convinced that a higher transparency could be used to their own
advantage. In contrast, the mandatory adoption is not free of ambiguity, but literature tends to conclude that
the forced implementation of IFRS leads neither to a reduction of earnings management nor to a higher level
of disclosure. Consequently, a mandatory IFRS adoption does not necessarily increase investor protection. 24
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