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Towards an EU Social Market Economy 

Policy-oriented research: Why is it so important nowadays?

In recent times, conditions for a significant change of society according to sustainability criteria have been 

manifesting.  

According to political philosophy, the forces that can drive changes in society are a proper context, a committed 
leadership and support. 

The context is given by dramatic environmental and climate changes along with increasing inequality, which
require policymakers to act.

The EU is trying to assume the leadership, with its policies and regulations, in retooling society according to
sustainability criteria.

Finally, support can be offered by academia research providing inputs for informed policymaking.

New opportunity spaces for socially engaged research!
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Policy-oriented research: What can the contribution of economists be?
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In this study, we investigate which corporate governance mechanisms are effective in improving the likelihood that banks do green lending, thus 
supporting the transition, and which are, instead, more symbolic  → Corporate governance law, CSDDD 



Policy-oriented legal research: What can the contribution of economists be?
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EU 

China 

In this study, we investigate whether public policies announcements can effectively change equity investors’ behaviors. Our hypothesis is that stock
markets behave “sustainably” only if there are well defined and oriented rules. Otherwise, they continue prioritizing returns over sustainability
selection criteria in their asset allocation.
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Policy-oriented legal research: What can the contribution of economists be?

These studies are on the relationship 
between accounting regulation and
sustainable development/social 
market economy 



Investigating accounting regulations against the Sustainable Development/Social Market Economy concepts: 

Why 

1) Sustainable Development and Social Market Economy are two core objectives and fundamental values of the European 

Union, set out by the Lisbon Treaty. 

The Lisbon Treaty (art. 3)  states that: «The Union shall work for the sustainable development of Europe based on balanced

economic growth and price stability, a highly competitive social market economy»

Importantly, the view of society emerging from the Treaty is quite different from the neoliberal one.

2) The Lisbon Treaty defines the EU competences. Business law is up to the EU and, therefore, regulated by directives and

regulations.

3) According to the hierarchy of laws, European regulations and directives rank lower than the Lisbon Treaty.

Any EU regulation must be consistent with the Lisbon Treaty.

4) Any regulation which endangers sustainability is inconsistent with the Treaty and therefore unconstitutional.
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Investigating accounting regulations against the Sustainable Development/Social Market Economy concept: Why (cont’d)

Financial Reporting as a tool for political economy

The European Commission, for the first time, has raised concerns about the potentially detrimental role of IFRS (fair value

measurements, specifically) on long-term equity investments, opening to adjustments to accounting standards that pose

obstacles to the EU’s objective of sustainable development (EC APSF, 2018).

In the Strategy for Financing the Transition to a Sustainable Economy (2021), the European Commission strongly supports

international work on integrating sustainability considerations into financial reporting and accounting and will seek the

highest level of ambition.

Against this background, it is important to support policymakers with evidence on these two issues:

1) Can financial reporting rules really affect the objective of sustainable development? 

2) Is the current EU regulatory framework in financial reporting consistent with the EU’s fundamental objectives? 

8



The IFRS Regulation case 

IFRS were adopted in 2005, following EU Regulation 1606/2002, for consolidated financial statements of

listed companies, with an option for member states to extend their use to private firms and individual

accounts.

IFRS Regulation’s purpose was to increase information transparency through the adoption of mark-to-market

(or mark-to-model) measurements (fair value accounting), thus reducing the cost of capital for companies

and thereby unlocking corporate investments.

Critical research points out that, due to equity inflation, FVA has instead increased dividend payouts and

share buybacks, often financed by debt, leaving little funds for investments (Andersson et al., 2008; Haslam

et al., 2015).

Underinvestment is a critical issue for targeting climate mitigation and adaptation goals, i.e. environmental

sustainability, which are fundamental for transitioning to a greener and just society.
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Is accounting a matter for bookkeepers only? The effects of IFRS adoption on real 
investments
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This paper investigates whether IFRS adoption in the EU has
altered investment sensitivity to investment opportunities
compared to DGAAP, which we use as a counterfactual.

We use IFRS firms as the “treated” group and DGAAP firms as
the “control” group. Based on critical accounting literature,
we expect IFRS firms, all else being equal, to have lower
sensitivity to investment opportunities than DGAAP firms.

Our research purpose is twofold:

1)To Test the adoption of IFRS regulation in the EU against its 
goal of reducing of reducing the cost of capital, thus unlocking 
investments and against the EU objective of sustainable 
development.

2)To demonstrate that accounting is not simply a metric for 
bookkeepers but a practice modelling the socio-economic 
environment (Miller and O’Leary, 1987). 

(Revised and resubmitted to 
Cambridge Economic Journal)



Sample and data

Our analysis focuses on 5,301 non-financial companies operating in the Eurozone in 1990-2019. 

All companies switched to IFRS in 2005. Total observations: 82,834 (44,952 obs. for IFRS firms, 37,882 obs. For 
DGAAP firms - Datastream).

Investment measures:

Cash-flow based:  Capital Expenditures (CAPEX); CAPEX + Net Assets from Mergers and Acquisitions (M&A)

Balance-sheet based: Gross Fixed Assets (Gross investment); Gross Noncurrent Assets (Gross investment 
NCA); Gross NCA + R&D Expenditure (Gross investment NCA + R&D); Net Fixed Assets (Net Investment); Net 
Noncurrent Assets. 

All measures are scaled either by lagged Total Assets or lagged Sales revenues.

Proxies for investment opportunities: Tobin’s Q (when using investment measures scaled by lagged Total 
Assets); Sales growth (when using investment measures scaled by lagged Sales revenues).
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Investment levels by sector (CAPEX)
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Source: our elaboration on 79 048 observations in 1990-2004 (DGAAP – 34 834 observations) and 2005-2019 (IFRS – 44 214 observations). 
Sectors are determined by Fama&French 12-industry classification. 



Trends in investment levels and investment opportunities (1990-2019)
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Source: our elaboration on 79 048 observations in 1990-2004 (DGAAP – left of red lines) and 2005-2019 (IFRS – right of red lines). Investment levels are scaled by lagged 
Total Assets (top) and lagged Sales revenues (bottom)



Trends in financial payments (1990-2019)
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Source: our elaboration on 78 930 observations in 1990-2004 (DGAAP – left of red lines) and 2005-2019 (IFRS – right of red lines). All measures are scaled by lagged 
Sales revenues



Regression model

𝑰𝒊𝒕 = 𝜷𝟎 + 𝜷𝟏𝑶𝑷𝑷𝒊𝒕 + 𝜷𝟐 𝑰𝑭𝑹𝑺𝒊𝒕 × 𝑶𝑷𝑷𝒊𝒕 + 𝜷𝟑𝑷𝑹𝑶𝑭𝒊𝒕 + 𝜷𝟒 𝑰𝑭𝑹𝑺𝒊𝒕 × 𝑷𝑹𝑶𝑭𝒊𝒕  +

+𝜷𝟓𝑫𝒊𝒕 + 𝜷𝟔𝑷𝒊𝒕 + 𝑳𝑪𝒊𝒕 +𝑴𝑭𝑷𝑰𝒌𝒕 + 𝑰𝑹𝒌𝒕 + 𝝋𝒋 +𝝍𝒌 + 𝜼𝒕 + 𝜺𝒊𝒕

where 𝑖, 𝑗, 𝑘, and 𝑡 are firms, sectors, countries, and fiscal years, respectively. 𝐼 is one of the investment level measures, IFRS

is a dummy variable for whether the firm adopts IFRS (1) or DGAAP (0);

OPP are investment opportunities (Q or sales growth), PROF is the profitability (ROA or ROS);

Other firm characteristics: D is book leverage, P is financial payments, 𝐿𝐶𝑖𝑡 is the firm’s life cycle stage, as defined above;

External factors: MFPI is the country-level Multi-factor Productivity Index [OECD, 2022a]; and IR is the country-level long-

term interest rate (10-year government bond; [OECD, 2022b].

𝜑𝑗, 𝜓𝑘, 𝜂𝑡 are the sector, country, and year fixed effects, respectively. Standard errors are clustered at the firm level.

Following Petersen (2009), we use robust standard errors clustered by firm to control for residual correlation across firms.
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Regression results (1)
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p-values in parentheses below coefficients. Gross stands for gross investment, Net for net investment, NCA for noncurrent assets.

Other firm characteristics include Book Leverage (D), Financial Payments (P), and Lifecycle stage (LS). Other external factors include Multifactor Productivity Index and Interest rate. 

Standard errors (not reported) clustered at the firm level. Sectors are determined by Fama & French 30 industry classification. Variance inflation factor (VIF) is below critical levels

Panel A. Investment measures, opportunities and profitability scaled by 𝐓𝐀𝐭−𝟏 Panel B. Investment measures, opportunities and profitability scaled by 𝐒𝐭−𝟏

Investment 

measure
CAPEX

CAPEX

+M&A
Gross Gross NCA

Gross NCA+

R&D
Net Net NCA CAPEX

CAPEX

+M&A
Gross Gross NCA

Gross NCA+

R&D
Net Net NCA

(1a) (2a) (3a) (4a) (5a) (6a) (7a) (1b) (2b) (3b) (4b) (5b) (6b) (7b)

Investment 

Opportunity

0.013 0.020 0.029 0.066 0.073 0.020 0.055 0.090 0.110 0.255 0.441 0.559 0.142 0.326

(<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001)

× IFRS -0.004 -0.004 -0.006 -0.002 0.005 -0.005 0.000 -0.036 -0.025 -0.069 -0.089 -0.142 -0.043 -0.051

(<.001) (0.006) (<.001) (0.618) (0.289) (<.001) (0.986) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001)

Profitability 0.111 0.172 0.198 0.249 0.169 0.092 0.138 0.085 0.114 0.177 0.371 0.139 0.091 0.241

(<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (<.001) (0.011) (<.001) (<.001)

× IFRS -0.046 -0.080 -0.042 -0.032 -0.062 -0.010 -0.003 -0.072 -0.090 -0.107 -0.217 -0.183 -0.036 -0.127

(<.001) (<.001) (0.012) (0.230) (0.199) (0.301) (0.884) (<.001) (<.001) (<.001) (<.001) (0.004) (0.001) (<.001)

Other characteristics, 

external factors, 

sector, country, and 

year fixed effects

Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Observations 63,466 50,744 63,466 63,023 26,335 63,437 63,047 64,952 51,811 64,952 64,505 26,779 64,922 64,530

Firms 4,912 4,418 4,912 4,896 2,574 4,912 4,896 4,944 4,450 4,944 4,929 2,599 4,944 4,929

R2 - Overall 0.252 0.272 0.166 0.209 0.289 0.183 0.224 0.266 0.281 0.222 0.248 0.293 0.211 0.229



Our Conclusions

• From a macroeconomic perspective, econometric analysis suggests that the IFRS adoption hinders investments in
fixed assets and innovation, which are necessary to green the economy.

• From a financial perspective, lower investments in climate change mitigation and adaptation may pose severe risks
to the stability of the banking sector and capital markets.

• Overall, our findings demonstrate that financial reporting rules have public-policy profile, thus supporting the
request made by the European Commission to explore whether IFRS represent an obstacle to long-term investment.

• Our results should definitely be taken into account when discussing the extension of IFRS to private firms, which
are the backbone of the EU economy and key actors in driving the shift toward a more sustainable economic
model.

• Recently, considerable attention has been paid to increasing the quantity and quality of corporate sustainability
information to reduce the information asymmetry between firms and their stakeholders, particularly investors, to
reorient capital flows toward sustainable investments (e.g., CSRD). Our study raises the concern that sustainability
may not develop adequately without a consistent financial reporting framework capable of supporting
investments.

• Since the Lisbon Treaty ranks the highest in law hierarchy, and sustainable development represents the ultimate
societal objective against which any European directive or regulation should be tested, there is evidence that
Regulation 1606/2002 mandating IFRS in the EU is inconsistent with the Lisbon Treaty.
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From accounting as a financialization tool…… …..To accounting as a means for cultivating 
sustainability and common goods



REFERENCES

Birindelli, G, Palea, V., Miazza, A., Paimanova, V. 2023 "Just Blah Blah Blah? Stock Market Expectations and Reactions to
COP26" International Review of Financial Analysis (Ahead of Print)

Birindelli, G., Palea, V., 2022 “To Green or not to Green? How CSR mechanisms at the governance level affect the
likelihood of banks pursuing green product strategies Corporate Governance, Vol. 23, pp. 219-242

Palea, V. 2021. Accounting for sustainable finance: Does fair value measurement fit for long-term equity investments?,
Meditari Accountancy Research, Vol. 30, pp. 22-28

Palea, V. 2018. Financial reporting for sustainable development: Critical insights into IFRS implementation in the European
Union, in Accounting Forum, Vol. 42, pp. 248–60

Palea, V. 2017. Whither accounting research? A European view, Critical Perspectives on Accounting, Vol. 42, 59–73

Palea, V. 2015. The political economy of fair value reporting and the governance of the standards-setting process: Critical
issues and pitfalls from a continental European Union perspective, Critical Perspectives on Accounting, Vol. 29, 1–15

Palea, V., Haldane A., Migliavacca A. 2023. Is accounting a matter for bookkeepers only? The effects of IFRS adoption on
the financialisation of economy. Paper. Revised and resubmitted (minor revisions) to Cambridge Journal of Economics.

19



Thank you for the attention!

Grazie per l’attenzione!

vera.palea@unito.it
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