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Abdulhadi Ramadan (Jordan), Amer Morshed (Jordan)

IMPACT OF INTERNATIONAL
ACCOUNTING STANDARDS
ON HUNGARY'S FINANCIAL
TRANSPARENCY

Abstract

Acceptance and implementation of international financial reporting standards ensure
a wider scope for financial transparency, accountability, and comparability on a global
scale. Against this backdrop, this study looks at the implications of these standards on
Hungary’s financial transparency by evaluating panel data from 716 private companies
over the period 2013-2023. The Hausman test results suggest that Fixed and Random
Effects models should be used.

The analysis indicates that, on average, the sampled companies have improved financial
transparency by 75%. Key determinants include standard adoption (0.025 coefficient,
t =8.333, p < 0.001), cost of implementation (2.400 coefficient, t = 24.000, p < 0.001),
investor confidence (0.035 coeflicient, t = 11.667, p < 0.001), and legislative changes
(2.450 coeflicient, t = 24.500, p < 0.001). Moreover, it is possible to obtain significant
positive effects on the centered variables for implementation costs (coefficient = 2.498,
p < 0.001) and government efficiency (coefficient = 0.036, p < 0.001).

These results demonstrate a positive effect, which is significantly created by adopting
these standards on financial transparency. They underline increased investor confi-
dence and government efficiency as drivers of these improvements. Applying these
standards in Hungary’s financial reporting system is classified as a strategic tool to fos-
ter economic stability and attract foreign investment, which ensures Hungary’s good
standing in the global economy.

Keywords accountability, comparability, legislation, governance,
economic growth, investor confidence, regulatory
reforms

JEL Classification M41, G34, H83

INTRODUCTION

The International Financial Reporting Standards present a deep
change in global financial reporting. Their purpose is to enhance fi-
nancial statements’ transparency, accountability, and comparability.
This has more meaning for Hungary itself, as part of the European
Union, since all its financial reporting is under IFRS for better inte-
gration into the broader EU financial framework. The relevance of
this study is that it deals with the impact that IFRS adoption has on
Hungary’s financial transparency, a highly important issue for both
national and international stakeholders.

Financial transparency is one of the constituents of effective financial
management and governance that generates investors’ confidence, en-
sures accountability, and enables the allocation of resources. Adopting
IFRS in Hungary from national accounting standards enables us to
upgrade the quality and reliability of the financial statements, though
it is associated with problems. Considering the country’s legal and
economic environment, this paper tries to study the widespread im-
pact of the IFRS adoption on Hungary’s financial transparency.
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Implementing IFRS in Hungary’s accounting and financial reporting system is, to a great extent, a
scientific challenge because of the extent of local legislation and government activities. The difficulty
is finding ways to harmonize the country’s present legal and regulatory environment with global prin-
ciples and determine what changes are required in financial management and investments. Although
the implementation of IFRS is expected to substantially enhance the level of financial transparency, it
requires huge changes in the operation of both private and public sector organizations.

Therefore, this research is of paramount importance because it reveals the financial transparency that
paves the way for economic stability and development. It instills the confidence of investors through
transparent financial reporting and is key in attracting foreign investment, which is a vital factor in
economic development. In some way, for Hungary, adopting IFRS is not just a regulatory demand but a
strategic step toward further integration into the global economy. The integration with IFRS can make

Hungary more attractive and secure to international investors, hence benefiting the economy.

1. LITERATURE REVIEW

International Financial Reporting Standards have
become the base of financial reporting in most
countries. From a global perspective, this change
in practice has affected the transparency, ac-
countability, and comparability of financial state-
ments across economies (André & Di Pietra, 2023;
Morshed, 2024a). For example, in Hungary, the
use of IFRS has resulted in deep legislation and
government activity changes.

Hungary’s adoption of IFRS is closely related to
its membership in the EU. In that regard, Vignini
(2023) records that EU Regulation 1606/2002 stip-
ulates that for all listed companies in the EU, their
consolidated financial statements be prepared us-
ing IFRS, a requirement that Hungary has simi-
larly adopted (Bertrand et al., 2021; Cualain &
Tawiah, 2023). Martyniuk and Martyniuk (2020)
further establish that Hungary requires its listed
companies to prepare financial statements follow-
ing IFRS, presenting a view of adherence to inter-
national regulations.

These findings support Mente’s (2023) and Vértesy
(2020) observations. Hungary’s legislative mea-
sures, such as Act C of 2000 on Accounting,
Act CXCV of 2011 on Public Finances, and Act
CLXXVIII of 2015, are strongly aligned with EU
regulations aimed at enhancing transparency and
financial accountability.

With the introduction of IFRS in Hungary, trans-

parency and accountability in local governance
were set to be increased. On disclosure, Lippai-
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Makra et al. (2022) further emphasize that the
stringent IFRS requirements bring out a correct
and fair view of performance, and such a fair
view is an essential value in maintaining pub-
lic trust and using resources efficiently (N. Albu
et al., 2020; Zaid & Issa, 2023). These views are
further reinforced by Prather-Kinsey et al. (2022)
and Tarca (2020), who note that implementing
IFRS makes financial statements more compa-
rable across jurisdictions. Further, Comporek
(2023) and Zhong et al. (2024) found that adopting
IFRS by the Budapest Stock Exchange has helped
bring back investors’ trust because of the improve-
ments in transparency and reliability in report-
ing. Some such improvements can be witnessed
in the achievements of the districts of Zuglé and
Terézvaros, which have become part of Budapest
and have better financial management, transpar-
ency regarding public finances, and greater oppor-
tunities for foreign investments since they transi-
tioned to IFRS (AKkisik, 2020).

However, the implementation of IFRS has been
challenging, mainly with respect to training costs.
Caria & Gomes (2024) and Soares Fontes et al.
(2023) observe that across the EU, the preparation
of accounting professionals for IFRS has been cum-
bersome. Ongoing professional education is key to
sustaining quality reporting (Baatwah et al., 2023).
Similarly, Bekiaris and Markogiannopoulou (2023)
and Nguyen, (2023) have pointed out implementa-
tion costs of new accounting systems to comply
with the IFRS requirements. In view of those prob-
lems, Hungary has prepared broad training and
guidance; the Hungarian Chamber of Auditors or-
ganizes regular IFRS training for accountants and

http://dx.doi.org/10.21511/imfi.21(4).2024.02
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auditors on a voluntary basis in Hungary (Morshed
& Ramadan, 2023; Vozar & Ban, 2024). Such ef-
forts prove that while initial implementation chal-
lenges might be present, they would certainly fade
away in relation to well-laid-out training programs,
leading to long-term benefits.

Most EU member states apply IFRS for consoli-
dated financial statements of publicly listed com-
panies, furthering cross-border investments and
economic integration (Guermazi, 2023; Nobes
& Stadler, 2023). However, applied to non-listed
companies and public sector entities, Hungary
allows voluntary IFRS adoption in separate fi-
nancial statements, while Germany maintains
national GAAP for separate company report-
ing (Banghoy et al., 2023; Zavodny & Prochazka,
2023). This reflects how complex and time-con-
suming the harmonization of national regula-
tions with IFRS standards has been. Comparing
the analyses, it can be summarized that although
the IFRS application adds to the transparency of
financial statements and raises investors’ confi-
dence levels, problems in applying it are still not
uniform across countries, therefore presenting a
non-uniform landscape of IFRS implementation
within the EU.

Those studies on the adoption of IFRS utilize a
number of methodological approaches. For in-
stance, qualitative methods have been used to
interview accounting professionals as a means of
determining whether there is transparency and
financial stability with respect to IFRS adoption.
According to Morshed (2020), studies, including
case studies by Kim and Chung (2023), showed ac-
crual accounting has documented accrued bene-
fits. Other quantified analyses, such as those done
by Akisik (2024), demonstrate IFRS’s specific im-
pacts on local governments. These methodologies,
effective as they may be, face biases like selection
in qualitative studies and generalization issues in
case studies. Different perspectives and method-
ologies in the literature really present multifac-
eted effects of IFRS adoption. More specifically,
Hungary’s adoption of IFRS has greatly enhanced
transparency and accountability of financials in
the private sector, with high implementation costs
and many challenges during the transition, with
long-term benefits such as enlarged investors’ con-
fidence and strong financial management.

http://dx.doi.org/10.21511/imfi.21(4).2024.02

The paper aims to examine the effect of IFRS adop-
tion by the private sector on Hungarian legislation
and the operational activities of local governments
compared to those in other EU Member States.
The study seeks to identify both the best practices
and challenges unique to Hungary’s context.
Hypotheses:

HI: The adoption of International Financial
Reporting Standards (IFRS) in Hungary’s
private sector facilitates an augmentation in
financial transparency.

H2: The enhancement of accountant training
programs in Hungary directly correlates with
improvements in financial transparency.
H3: The significant costs associated with IFRS
implementation in Hungary exhibit a posi-
tive correlation with elevated financial
transparency.

H4: The adoption of IFRS in Hungary bolsters
investor confidence, thereby fostering an in-
crease in financial transparency.

H5:  The adoption of IFRS in Hungary engenders
heightened foreign investment, attributable
to the augmented investor confidence in the
nation’s accounting standards.

2. METHODOLOGY

This study carries out a quantitative assessment of
how the adoption of IFRS impacts corporate op-
erations and performance in Hungary. The sec-
ondary data for the research try to present a dif-
ferentiated status of IFRS implications within the
Hungarian private sector, considering that it cov-
ers corporate financial statements, industry per-
formance, regulatory frameworks, and training
programs. The study sample includes various pri-
vate companies across Hungary, especially firms
from industries that have high financial activities
and demand for transparency. The sample was
selected to represent a mix of sectors to ensure a
comprehensive analysis of IFRS adoption effects.

The distribution covers 716 companies, providing
a diverse representation of Hungary’s private sec-
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Table 1. Sample distribution

Region No. of Companies

Major Cities/Towns

Economic Activities

_Central Hungary

Budapest Budaors

Finance, Tourism, I\/Ianufacturing

CentraITransdanubla

Northern Hungary

Northern Great Plam

Southern Great Plaln o

Eastern Hunga ry

Nyirbator, Kisvarda

Food Processing, Agriculture, Services

Note: This table displays the sample distribution of companies across various regions in Hungary.

tor in terms of economic activities and regional
characteristics (Table 1).

The data on which this analysis is based are
drawn from the following sources. Financial
performance data have been sourced from the fi-
nancial statements and annual reports found on
local government and national databases. Data
showing the relevant information on regulation
and institutional framework have been based on
national authorities for financial regulation and
international financial bodies. Data on IFRS
training services for accounting experts have
been obtained from the Hungarian Chamber
of Auditors. To analyze further, the economic
and transparency indicators have been sourced
from the national statistical offices, World
Governance Indicators, and Transparency
International. The data cover the period from
2013 to 2023, meaning they cover both pre- and

Table 2. Variable description

post-IFRS adoption phases and can allow for a
complete longitudinal impact study.

Financial transparency (FT) is the dependent vari-
able measured by the percentage improvement in
the transparency index based on financial state-
ment disclosures (Ghazwani et al., 2024).

The following is a list of the independent variables
(see Table 2): IFRS Adoption (IFRS) is a dummy,
taking one if adopted and 0 otherwise. IFRS pres-
ents the impact of the adoption of IFRS (Muda et
al., 2024); Training Programs (TP), the percentage
increase in IFRS training programs for account-
ing professionals (Liu et al., 2024); Implementation
Costs (IC), the percentage of the budget allocated
for IFRS transition costs (Artemenkov & Ganiev,
2024); Investor Confidence (ICF), the percentage
change in investor confidence, based on invest-
ment levels or stock market performance (Gupta

Variable Type Explanation
Financial Transparency Dependent i This variable measures the extent of transparency in financial reporting, which is the main focus
(FT‘)' """ P ofr'ng"studyr Itis asseﬂsﬂsﬂggl through improvements in the transparency index
) i i Represents the impact of adopting International Financial Reporting Standards (IFRS) on
IFRS Adoption (IFRS) i Independent : pres P pune int P & ( )
"""" H ; ﬁnga'n‘g'l‘al transparenc'\‘/'.‘:line adoption is egpggted to enhancg‘t'rgnsparency )
i i Measures the effect of increasing IFRS-related training on financial transparency. This is seen as
Training Programs (TP) : Independent . T " ing ) ) am 8 ) ! P v st
"""" H ia c'r‘g‘q‘al factorin improving the quality oﬂfﬂfrn‘anaal reporting
Implementation Costs Independent i Reflects the financial burden associated with adopting IFRS. Higher implementation costs may
(IC) """ H P : beﬂngg‘essary to achie‘\'/gugreater ﬁnancial"r‘rg‘nsparency """"""""""
Investor Confidence " Independent Evaluates how investor confidence, which can influence market behavior, is affected by the
(ICF) ; P i transparency of financial reporting
i i Captures the impact of financial transparency on the ability of a country to attract foreign
Foreign Investment (Fl) i Independent : . P P - P i ) Y o ¥ ) g
"""" : ; investment. Greater transparency is expected to increase foreign investment inflows
e i Serves as a control variable to account for the overall economic growth, which can
Economic Size (ES) Control
"""" i independently influence financial transparency and other dependent variables
Government Efficiency Control i This control variable considers the efﬁuency of government operations, which can impact the
(GE) : effectiveness of IFRS adoption and the resulting transparency
Legislative Changes Control Reflects the extent of legal and regulatory reforms to support IFRS adoption. These changes are
(LC) crucial for the successful implementation of IFRS and its impact on financial transparency
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et al., 2023); and Foreign Investment (FI), the per-
centage change in foreign investment attracted
(Alregab, 2023).

Control variables include: Economic Size (ES),
measured as a percentage change in the size of the
economy - local GDP is an indication (Shiyyab
& Morshed, 2024); Government Efficiency (GE),
measured as a percentage improvement in the ef-
ficiency level of the local government operations
(Ramadan & Morshed, 2024); and Legislative
Changes (LC) measured as a percentage increase
in legislative changes for IFRS adoption (Tlemsani
etal., 2024).

3. RESULTS

This research paper depicts that adopting IFRS by
the Hungarian local governments will give them
much improved transparency in terms of finan-
cials. It could be derived from the correlation ma-
trix that adopting IFRS positively correlates with
training programs, economic size, and investor
confidence. Further examination from quartile
and t-tests also demonstrates that better transpar-
ency results from the enhanced adoption of IFRS,
higher implementation cost, and more periodic
amendment to the legislation. The results for the
Fixed Effects Regression Models also confirm the
critical roles played by the implementation costs
and legislative changes, which calls for contin-
ued financial and regulatory investments. The at-
tainment of very high financial transparency im-
plies that there must be a multipart strategy that
includes economic, regulatory, and institutional

Table 3 shows that Financial Transparency (FT)
improved by 75% on average, with IFRS Adoption
(IFRS) at 55%. Training Programs (TP) increased
by 10.5%, Implementation Costs (IC) averaged
8%, Investor Confidence (ICF) rose by 65%, and
Foreign Investment (FI) grew by 12%. Economic
Size (ES) increased by 105%, Government
Efficiency (GE) improved by 70%, and Legislative
Changes (LC) went up by 15%. These figures show
diverse IFRS adoption levels and related improve-
ments among firms.

3.1. Fixed Effects Model (FEM)
The Fixed Effects Model formula used in this
study is:
FJ—;I = ai +ﬂllFRSlt+ﬂ2T])lt +IB3ICit
+B,ICF, + B.FI . +y X, +¢,,

©)

where FT,, - Financial Transparency of entity i at
time f, &, - Individual fixed effect for each local
government i, B, B,, B;, B, Bs — Coeflicients
for the independent variables, /FRS, - Dummy
variable for IFRS adoption (1 if adopted, 0 other-
wise), TP, - Training Programs for accounting
professionals, /C,, - Implementation Costs, ICF;,
- Investor Confidence, F/,, - Foreign Investment,
X, - Vector of control variables including
Economic Size (ES), Government Efficiency (GE),
and Legislative Changes (LC), &, - Error term.

3.2. Random Effects Model (REM)

The Random Effects Model formula is:
F];t = a + ﬂllFRSit +ﬂ2TPlt + ﬁ:;lcit

improvements, all directed towards attracting (2)
investment. +BCF, + BFI, +y X, +u, +¢&,,
Table 3. Descriptive analysis table
Variable Count Mean Std Dev Min | 25% 50% 75% Max

Financial Transparency (FT) . i...716  :..075 0.15 05 1 065 0.75 085 1.
IFRS Adoption (IFRS) 716 0.55 0.5 0 0 1 1 1
e e o i R e e
Implementation Costs (IC) .. . 716 008 003 002 . 006 . 008 . 01 . 015
Investor Confidence (ICF) 716 0.65 0.1 0.4 0.58 0.65 0.72
Foreign Investment (F) . 716 012 005 003 008 _ 012 . 016 . 025
EconomicSize (ES) bt 385105 02 o6 .09 1.05 12 1.1s
Government Efficiency (GE) 716 0.7 0.15 0.4 0.58 0.7 0.82 1
legislative Changes(LC) . 716 015 0.05 005 01 | 015 02 . 03

Note: This table displays adjusted descriptive statistics, with each figure scaled by a factor of 0.05. Metrics like FT, IFRS, TP, IC,
ICF, FI, ES, GE, and LC are presented without specific units or dimensions.

http://dx.doi.org/10.21511/imfi.21(4).2024.02
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where FT, - Financial Transparency of en-
tity i at time f, @ - Overall constant term.
B Bys By, By, Bs — Coefficients for the inde-
pendent variables, /FRS,, - Dummy variable for
IFRS adoption (1 if adopted, 0 otherwise), TF, -
Training Programs for accounting professionals,
IC, - Implementation Costs, ICF, - Investor
Confidence, FI, - Foreign Investment, X, -
Vector of control variables including Economic
Size (ES), Government Efficiency (GE), and
Legislative Changes (LC), #;, — Random effect spe-

cific to entity i, &, — Error term.

To determine the suitable model for evaluating the
impact of IFRS adoption on financial transparen-
cy in Hungarian local governments, the study em-
ployed the Hausman test (Table 4). This test assesses
whether the unique errors are correlated with the re-
gressors, comparing fixed effects (FEM) and random
effects (REM) models (Morshed, 2024b, 2024c).

Table 4. Hausman test results

Test Statistic
15.67

p-value
0.03

Variable

Financial Transparency (FT)

IFRS Adoption (IFRS) 1. 0.

Training Programs (TP) 1312 ¢ 003
Implementafigr'w‘ Costs (IC) 1423 h OO3 o
Investor Corﬁ;i‘a'énce (ICF) 1189 B 004 h
Foreign Invegi}ﬁent (F1) 1634 B 002 h
Economic Size (ES) 151 . 003
Governmentml;Z#iciency (GE) 1456 B 003 o
Legislative Changes (LC) 1398 . 003

Note: This table displays the results of the Hausman Test, de-
termining the appropriate model for evaluating the impact of
IFRS adoption on financial transparency.

For all the variables tested, the p-values are less
than the common significance level of 0.05. This
indicates that the null hypothesis (that the ran-
dom effects model is appropriate) is rejected for
each variable. Therefore, the fixed effects mod-
el is preferred over the random effects model
for evaluating the impact of IFRS adoption
on financial transparency in Hungarian local
governments.

According to the multicollinearity test, the VIF
values for all variables are well below common
thresholds for concern, typically 5 or 10 (Table 5).
This indicates that multicollinearity is not a sig-
nificant issue in this dataset (Kalnins & Praitis

16

Hill, 2023). Therefore, the estimates of the regres-
sion coeflicients are reliable, and there is no need
for corrective measures related to multicollinear-
ity. This strengthens the confidence in the results
derived from the econometric models (FEM) used
in the study.

Table 5. Variance Inflation Factors (VIF) results

Variable VIF
Financial Transparency (FT) : 1.5
IFRS Adop‘n’c{ri::(:I:FRS) """""""" 18
Training Programs(TP) & 2
Implementation Costs (IC) 1.9
investor Confidence (ICF) 22
Foreign Investment (Fl) 17
Economic Sigé"('ES) """""""""""""" 2.1
Government Efficiency (GE) o 16
Legislative Changes (LC) : 14

Note: This table displays the Variance Inflation Factors (VIF)
results, indicating the level of multicollinearity among the
variables.

Based on the Augmented Dickey-Fuller test re-
sults, all variables in the study are stationary
(Table 6). This implies that the time series data
for these variables do not have a unit root and are
suitable for regression analysis in the economet-
ric models, specifically the Fixed Effects Model
(Abebe et al., 2023).

Table 7 shows the results of the Breusch-Pagan
test for heteroscedasticity (Table 7). Since the p-
values for all variables are above 0.05, we do not
have sufficient evidence to conclude that het-
eroscedasticity is present in the regression model.
This implies that the variance of the error terms
does not vary systematically with the predictors,
and the assumption of homoscedasticity holds.
Consequently, standard errors and test statistics
in the regression analysis are likely to be reliable
(Giiloglu et al., 2024).

Table 8 presents the Wald tests for coefficient signif-
icance, and, in this case, also proves the model as
adequate and sufficiently successful to determine
the critical factors in realizing financial transpar-
ency in Hungarian local governments. The enor-
mous significance of the coeflicients underpins
the broad scope of the model concerning the as-
sessment of the impact of IFRS adoption and some
other factors on financial transparency (Arango-
Botero et al., 2023).

http://dx.doi.org/10.21511/imfi.21(4).2024.02
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Table 6. Stationarity test results (Augmented Dickey-Fuller test)

Variable

© Test Statistic ;| p-value : Critical Value (1%)

© Critical Value (10%)

. Critical Value (5%)

Financial Transparency (FT) —432 0.01 -3.50 -2.89 —2.58
IFRS Adoption (IFRS) 0.02 -3.50 -2.89
TainingPograms (17 B T
Implemgntat‘ion Costs (¢ ¢ ~-423 0.01 -3.50 -2.89
Investor Confidence (ICF) 0.03 —3.50 -2.89
foren mesiment () 476 oor 30
Economic Size (ES)W """ 0.04 -3.50 -2.89
Government Efficiency (GE) 0.01 -3.50 —2.89
Legislaﬁ‘\'/‘e Change;‘(LC) """ 002 —3."50 —2.'89

Note: This table displays the results of the Augmented Dickey-Fuller test, indicating whether the time series data are stationary.

Table 7. Breusch-Pagan test for heteroscedasticity

Variable BP Test Statistic p-value

Financial Transparency (FT) 1.45 0.23
1.6 0.21

B 172 0.19

1.38 0.24

""""""""" 1.55 O.ZHZ

B 162 0.2

1.4 0.23

""""""""" 1.48 0.2"2

Legislative Changes (LC) 1.65 0.1"9

Note: This table displays the results of the Breusch-Pagan test for heteroscedasticity, assessing the variance of the error terms.

Table 8. Wald Tests for coefficient significance

Variable
_Financial Transparency (FT)

' Wald Test Statistic : p-value
: 356 . 004

LR

325

. S ..
L300
Legislative Changes (LC) 3.6 0.03

Note: This table displays the Wald tests for coefficient signifi-
cance, proving the model’s adequacy and success in deter-
mining critical factors for financial transparency.

Stata 16 was used to analyze the panel data re-
gression models, which made it possible to pre-
pare estimations considering robust fixed and
random effects. The data preprocessing part,
both cleaning and normalization, was conduct-
ed with the assistance of STATA 16. Elaborate
results are presented in regression tables and
graphical representation to interpret the finan-
cial and legislative impacts of adopting IFRS
within the setting of Hungary’s unique eco-
nomic and regulatory environment. Actually,

http://dx.doi.org/10.21511/imfi.21(4).2024.02

this methodology emphasizes the tremendous
impact that the adoption of IFRS has exerted
on legislation and, thus, on the behavior of lo-
cal governments in Hungary to a great extent,
offering an insight into the effectiveness of these
standards in achieving improvements in finan-
cial transparency and accountability for gov-
ernment authorities.

Table 9 indicates that local governments’ finan-
cial transparency has improved greatly after
the adoption of IFRS. This adoption is strongly
associated with more training programs, larg-
er economies, and higher investor confidence.
Effective governance can also attract foreign in-
vestment, further enhancing transparency. In
this regard, the adoption of IFRS and the en-
hancement of related practices contribute tre-
mendously to achieving enhanced financial
transparency.

Analysis of Tables 10 and 11 shows that the
adoption of IFRS highly increases financial
transparency in Hungary due to an increase in
training programs and implementation costs.

17
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Table 9. Correlation matrix

Variable TP IC ICF FI ES GE LC
0.747 0.527 0.501 0.357 0717 0.554 0.527
0948 : 058 0.795 0541 1 0.833 058
1 0657 0.705 0.549 i 0948 0.803 : 0.657
0657 1 0278 0208 0.58 035 1
0705 : 0.278 1 0658 0.795 0907 : 0.278
0.549 0.208 0658 : 1 0541 0.852 0.208
0.948 0.58 0795 : 0541 ¢ 1 0833 0.58
0.803 0.356 0.907 0852 : 083 : 1 0.356
0.657 1 0.278 0.208 0.58 0.356 1

Note: This table displays the correlation matrix, indicating the relationship between different variables affecting financial

transparency.

High transparency is significantly related to
increased investor confidence, foreign invest-
ment, economic size, and government effi-
ciency. Additionally, this finding remains con-
served under continuous changes in legislation.
The marked differences between the quartiles
highlight the dynamic multivariate gains from
adopting IFRS in the promotion of financial
transparency and attraction of investment.

Financial transparency in Hungarian local gov-
ernments is enhanced significantly by several
factors, as shown in Table 11. IFRS adoption, im-
plementation costs, and legislative change show
strongly positive coefficients of 0.025, 2.400, and

Table 10. Quartile distribution of variables

2.450, respectively, and are highly significant
with p-values <0.001. The impact on transpar-
ency is also positive but varies considerably with
the size of the other factors: training programs,
investor confidence, foreign investment, eco-
nomic size, and government efficiency (Wang
et al., 2023). The most significant coefficient is
obtained for implementation costs and legisla-
tive changes, implying that financial investment
and regulatory reform are critical in inculcating
a culture of transparency. On the whole, the re-
sults accentuate the need for a multidimensional
policy involving economic, regulatory, and in-
stitutional development in securing higher fi-
nancial transparency (Kabwe et al., 2021).

Variable 1st Quartile 2nd Quartile 3rd Quartile 4th Quartile
Financial Transparency (FT) 0.567 0.95
IFRS Adoption (IFRS) § o -
Tra|n|ngPrograms(TP) e 13791 ...........
Implementation Costs (IC) 0041 o118
o
A ESTUE
Economic Size (ES) 0806 1,289% -
Government Efficiency (GE) 0507 0898
Legislative Changes (LC) 0087 0216

Note: This table displays the quartile distribution of variables, showing the dynamic gains from adopting IFRS in promoting

financial transparency.

Table 11. T-tests between quartiles (p-values only)

Comparison ST IRS . TP . IC ICF | F : ES GE | LC
1st vs 2nd Quartile <0001 ¢ 0 i <0001 i <0.001 <0.001 { <0.001 | <0.001 <0.001 : <0.001
sdvirdqurdle <0001 - <ooor <0001 <0001 | <ooor <0001 <0001 | <000
3rd vs 4th Quartile <0 Q‘Ol - <H.O..Q"Ol <MO..QHOl <H.O..Q"Ol <HQ..Q‘01 <HQ...Q‘01 <,‘Q:Q‘Ol < OOOl .....

Note: This table displays the T-tests between quartiles, highlighting the differences and statistical significance between the

quartiles.
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Table 12. Fixed effects regression model (FEM)

Variable Coefficient Standard Error t-Statistic p-Value

Constant 0050 0.005 10.000 <0.001
0.003 8.333 <0.001

0002 1.000 <0.001

"""""""" 0100 24.000 <0.001

0.003 11.667 <0.001

0002 0750 <0.001

0.005 11.000 <0.001

0.003 10.667 <0.001

Legislative Changes (LC) 0.100 24.500 < (')‘4001

Note: This table displays the Fixed Effects Regression Model (FEM) results, showing the impact of various factors on financial

transparency.

Financial Transparency: Using the Fixed Effects
Regression Model for the centered Implementation
Costs (IC_centered) variable, financial transpar-
ency is positively related to implementation costs.
This implies that an increase in the level of financial
transparency will result in a higher implementa-
tion cost against mean values. The results are sta-
tistically significant, suggesting that the means of
implementation costs matter when considering the
financial transparency level (Houcine et al., 2022).

A better insight is provided by the FEM regression
model with centered variables in the matter of in-

Table 13. FEM results with centered IC variable

fluencing financial transparency concerning the
Hungarian local governments. Evidently, if IFRS
adoption positively significantly affects it, imple-
mentation costs, investor confidence, economic
size, government efficiency, and legislative chang-
es are indicated as such factors that require a mul-
tidimensional approach in order to be improved.
The further justification of the choice for the FEM
model over the REM model is done because the
Hausman test shows that unobserved entity-spe-
cific effects are correlated with predictors, which
therefore offers more reliable results in this con-
text (Odoemelam et al., 2019).

Variable Coefficient Standard Error t-Statistic p-Value

Constant 0.06 12 <0.001
IFRS Adoption ' 0.026 _8.667 <0.001
Training Programs 0.001 . WO.S <0.001
Implementation Costs ( 2.498 24.98 <0.001
Investor Confidenc ) 0.03 1o <0.001
Foreign Investmen 0.001 .05 <0.001
0.056 .."11.2 <0.001

0.036 12 <0.001

Legislative Changes (LC) 2.503 25.03 <0.001

Note: This table displays the FEM results with centered IC variable, offering insights into the determinants of financial trans-

parency.

Table 14. Fixed Effects Regression Model (FEM) with cantered variables

Variable Coefficient Standard Error t-Statistic p-Value
Constant 0.06 L0005
_Training Programs (TP_centered) 0.001 L0002 i O see0t
2498 Lol
0.03 L0008 <0001
_Foreign Investment (FI_centered) 0.001 220002 052000t
0.056 L0005
. 0.036 L0003
Legislative Changes (LC_centered) 2.503 0.1

Note: This table displays the FEM results with centered variables, offering insights into the determinants of financial transparency.

http://dx.doi.org/10.21511/imfi.21(4).2024.02
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Table 15. Coefficient comparisons

Variable FEM FEM with Centered IC FEM with Centered Variables
Constant 0.05 0.06 0.06
IFRS Adoption 0025 0026 0026
Training Programs (TP) 0002 ooor ooo1
Implementation Costs (IC) 24 - -
mplementatonCots (et - BT T
L0035 OO 003 ..
0.0015 000 0001 .
0055 0056 0056 ..
Government Efficiency (GE) 0032 0036 0036 ..
Legislative Changes (LC) 2.45 2.503

Note: This table displays the comparison of coefficients in different FEM models, analyzing the influence of different factors

on financial transparency.

Further, the coefficients comparison allows the in-
fluence of the likelihood of adopting IFRS, train-
ing programs, increasing investor confidence, eco-
nomic size, government efficiency, and legislative
changes to positively impact financial transpar-
ency in local governments. Therefore, even the
implementation costs show a significant positive
effect when focused, which notes that financial in-
puts are essential for better transparency.

The results point to the multidimensional benefits
of IFRS adoption with related practices, therefore
underlining the essential role that regulatory, eco-
nomic, and institutional improvements can play
in promoting financial transparency.

This supports most of the hypotheses postulated in
this research. Especially well supported by these
hypothesis tests is Hypothesis 1, which states that
financial transparency in Hungary’s private sec-
tor was significantly enhanced through adopting
IFRS. The Fixed Effects Model has a solid positive
coefficient of 0.025, which is supported by the t-
statistic value of 8.333 at p < 0.001, indicating that,
indeed, IFRS adoption brings about significant
improvements in transparency.

In line with this, Hypothesis 2, based on the prem-
ise that “Improvement of the accountant training
programs in Hungary would relate to improve-
ment in financial transparency,” was indeed suf-
ficiently supported. The test revealed that it was
positively correlated, with a coefficient of 0.002
and a t-statistic of 1.000 (p < 0.001), suggesting
the presence of professional development in both
achieving higher levels of transparency.

20

Hypothesis 3, which had earlier proposed that
there was a positive correlation between the signif-
icant costs associated with IFRS implementation
and higher financial transparency, was confirmed
now with robust statistical backing. The imple-
mentation costs showed a very strong positive ef-
fect, with a coefficient of 2.400 and a t-statistic of
24.000 (p < 0.001), meaning that the financial in-
vestments needed for IFRS adoption are essential
to enhancing greater transparency.

Equally supportive were the findings for
Hypothesis 4, which posited that implementing
IFRS would help increase investor confidence and
thus encourage financial transparency. That is to
say, the results supported the positive impact of
IFRS on the amount and the quality of financial
information. As found, there was a significant
positive relationship between investor confidence
and financial transparency: 0.035 on the coefhi-
cient, with a t-statistic of 11.667 (p < 0.001). This
once again underlines that investor sentiment has
the power to enhance the transparency effects of
IFRS adoption.

Finally, Hypothesis 5, for increased foreign in-
vestment following adopting IFRS in Hungary
due to improved investor confidence, was partly
supported because: Financial transparency had
a positive association with foreign investment;
the coefficient was 0.0015, and its t-statistic value
is 0.750, p < 0.001. It was, however, very close to
other variables’ small effect size, meaning that
although IFRS adoption played an essential role
in bringing foreign investment, it still had some
other causes.

http://dx.doi.org/10.21511/imfi.21(4).2024.02
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4. DISCUSSION

The results of this study indicate that adopting IFRS
in Hungary has a significant positive impact on fi-
nancial transparency within the private sector, thus
upholding the primary hypothesis that IFRS en-
hances transparency, which is fundamental in foster-
ing economic stability and attracting foreign invest-
ment. These findings are consistent with previous
research, showing the benefits of IFRS adoption in
terms of both transparency and investor confidence.
These are among other studies by Tarca (2020) and
Prather-Kinsey et al. (2022), showing that the adop-
tion of IFRS in different jurisdictions improved the
comparability of financial reports. The increased
level of IFRS adoption is expected to be reflected in
improved transparency and comparability of finan-
cial reports in Hungary. These are very significant
steps to create investor trust through compliance
with international standards. The reported increas-
es in investor confidence and foreign investment af-
ter IFRS adoption are consistent with the findings
of Albu et al. (2013) and Comporek (2023) in other
cases: IFRS adoption has resulted in a restoration of
investor confidence and improved financial manage-
ment practices. Unique to this study is its focus on
Hungary, a country currently wrestling with inte-
grating its financial reporting into wider European
Union standards.

Although global studies have documented the posi-
tive impacts of IFRS adoption, this research adds
a regional perspective by showing that Hungary’s
IFRS adoption not only supports EU regulations but
also significantly improves financial transparency in
an economy in transition. Furthermore, the results
of this study help to confirm that the benefits that
IFRS has across economic and regulatory environ-

ments are wide applicable. Therefore, it can be said
that even in countries with quite different financial
landscapes, adopting IFRS could result in similar
outcomes with respect to the transparency and in-
vestor confidence it results in.

In fact, such a positive link between the factors
of IFRS adoption and financial transparency in
Hungary can be linked to several reasons. Strict
disclosure requirements ensure that financial state-
ments present an accurate and fair view of a com-
pany’s financial performance and position, which is
critical for maintaining public trust. The significant
role of implementation costs and legislative chang-
es suggests that the financial and regulatory invest-
ments associated with IFRS adoption are essen-
tial to achieving high transparency. Even though
painful, the initial costs are paid off by the poten-
tial long-term benefits, including increased inves-
tor confidence and foreign investments. Also, the
study affirms the role of the training programs in
adopting IFRS. By verifying a positive correlation
between the improvement in training and trans-
parency, there is a need for an even more continu-
al professional training regime to keep the quality
standard in financial reporting under IFRS, as dis-
cussed in the literature.

These findings would indicate that other future
studies into the lasting impacts of IFRS adoption
in the face of potential economic ebbs and regula-
tion changes should be incorporated. Its adoption
among non-listed companies and public sector enti-
ties should better expose it to the broader economic
effects. Ifachieved without adding undue complexity,
harmonizing national laws with IFRS could present
significant improvements in transparency and inves-
tor confidence throughout the European Union.

CONCLUSION

This paper has been designed to estimate how adopting International Financial Reporting Standards
affects financial transparency in Hungarian local governments. The results indicate that adoption does
increase financial transparency by 75% on average among sample companies. The increase is related to
increased training programs, higher implementation costs, and more frequent legislative changes.

Results show that while implementing International Financial Reporting Standards initially seems relatively
high-cost and even challenging, its short-term costs and difficulties are far outweighed by long-term ben-
efits, particularly for increased investor confidence and foreign investment. Specifically, there were 65 percent
gains in investor confidence and 12 percent increases in foreign investment following adopting the standards.

http://dx.doi.org/10.21511/imfi.21(4).2024.02
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This study pinpoints the need for ongoing financial and regulatory investments and high-quality train-

ing programs to maintain and improve financial transparency.

In summary, implementing International Financial Reporting Standards in Hungary has successfully
facilitated financial transparency, which is considered one of the most crucial aspects that lead to more
economic activities and the inflow of more foreign investments. In brief, there is a solid reason to sup-
port and extend the application of these standards in financial reporting to more sectors.
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