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ABSTRAUI

The study examines the level of corruption disclosure and the adoption of IFRS in 27 African nations using unbalanced panel data
from 2003 to 2020. The Arellano-Bond dynamic panel data method, generalized linear model, and linear regression were the three panel
methodologies used in the study to analyses the data and draw statistically significant conclusions. According to the study, the extent of
disclosure has a positive impact on corruption in Africa and the adoption of IFRS has a negative impact on it. However, the analysis
using generalized linear models and linear regression showed that the dynamic panel data method had a negative impact on corruption.
More studies investigating the adoption of IFRS in developing countries are advised because the study's findings are best viewed as
suggestive rather than conclusive.

KEYWORDS: Corruption; IFRS adoption; Extent of disclosure; Economic growth; Political institutions; dynamic panel data
estimations

1. INTRODUCTION

Corruption is rampant in underdeveloped nations, which weakens democratic institutions or the rule of law and decreases
accuracy of financial reporting (Olken & Pande, 2012; Faccio, 2006; Shleifer & Vishny, 1993; La Porta et al., 2000; La Porta et al.,
1999; Fan et al., 2011, Boateng et al., 2022; Agyei-Mensah, 2017; Kurauone et al., 2021; Nurunuabi, 2021). The International
Financial Reporting Standards (IFRS) have been implemented by 131 nations or jurisdictions worldwide as of December 2015
(Deloitte, 2015). Focus has been placed on developing nations since many people are unsure whether the introduction of excellent
accounting standards like IFRS may reduce the prevalent perception of corruption (Ball et al., 2003; Ball, 2006). The local standards
in developing nations that adopted IFRS were of poor quality or nonexistent (Cai et al., 2014). Despite the vast amount of literature on
the causes, effects, and mitigation of corruption, there is little literature connecting the resolution to accounting (Ades & Di Tella,
1996; Tanzi, 1998; Rock & Bonnett, 2004; Fisman & Svensson, 2007; Triesman, 2007). For this reason, the study's motivation is to
determine whether the adoption of IFRS and the degree of disclosure play a significant role in reducing perceived corruption.
Efficiency, control, and disclosure are the primary areas of accounting (Everett et al., 2007; Boateng et al., 2022).

The latest financial crises have brought a lot of attention to risk disclosure. As a result, stakeholders have called for the
transparency of corporate risk. Users of financial reports are given information via risk disclosure because it enables them to evaluate
the risks affecting businesses' future financial performance (Agyei-Mensah, 2017). Deumes (2008, p. 122) states that studying risk
disclosure is crucial since corporate risk transparency is essential for the smooth operation of the capital markets. Managers may
improve transparency and close the gap between what investors perceive and anticipate and what management can deliver by
informing investors about the risk involved in executing the company's strategic goals.

The study adds to the body of knowledge on IFRS and perceived corruption in the literature (eg. Muhammed & Reza, 201643,
2016b; Asheq, 2016). The study applied the Muhammed and Reza (2016a) models to African data in order to determine how the
adoption of IFRS and the level of disclosure affected perceptions of corruption in emerging nations. In various ways, this work adds to
the body of research on risk disclosure. First, unlike earlier literature, it creates a framework to evaluate the scope of IFRS’s risk
disclosure requirements.
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Section 2 of the study includes subject-related literature reviews. The technique, study model, and data are explained in Section 3.
The results and analysis of the results are reported in Section 4. The analysis is wrapped up and recommendations are made in Section
5.

2. LITERATURE REVIEW

Adoption of the International Financial Reporting Standard (IFRS) results in a rise in the transparency of financial reports in a
nation or business organisation. The adoption of IFRS has the potential to increase transparency in nations where there is none relative
to their financial reports. In developing economies, there are weaker domestic financial reporting requirements and less transparency
in financial reports, according to Ding et al. (2007).

2.1 Corruption and Corruption Perception Nexus

According to Shleifer & Vishny (1993), Blackburn et al. (2006, 2010) and Everett et al., (2007), corruption is the misuse of
public office for unauthorised personal gain as well as the abuse of discretionary authority by public officials to further their own
interests through unauthorised rent-seeking activities. According to Melgar et al. (2010), studies on the idea of corruption and
corruption perception are not conducted separately because they are connected. According to Sandholtz and Koetzle (2000), there are
two ways that a nation's level of corruption manifests itself: through its political economy and cultural orientation. Another part of the
argument is the claim that high levels of female participation in politics, long-standing liberal democracies with a free and widely
respected press, and trade openness are all seen as effective countermeasures against perceived corruption. Additionally, they asserted
that corruption is negatively impacted by the effectiveness of the judiciary, level of education, and economic emancipation, but
positively impacted by foreign aid dependence and the size of the government (Muhammed & Reza, 2016; Ali and Isee, 2003;
Paldam, 2002; Triesman, 2007; Lederman et al., 2005). Corruption and economic growth are negatively correlated because it slows
growth and socially beneficial investments. Other detrimental effects of corruption on the economy include real exchange rates,
foreign direct investment, and resource misallocation (Shleifer & Vishny, 1993; Ehrlich & Lui, 1999; Kaufmann & Wei, 1999;
Smarzynska & Wei, 2000; Wei, 2000; Bahmani-Oskooee & Nasir, 2002).

2.2 Corruption and Accounting Environment Nexus

Since a lack of accountability creates corruption and a culture of secrecy fosters wrongdoing, IFRS has been frequently
advocated as the remedy to corruption (Shleifer & Vishny, 1993). There are few studies that examine the relationship between
corruption and the accounting environment, including those by Kimbro (2002), Wu (2005a), Everett et al. (2007), Albrecht et al.
(2010), Muhammed and Reza (2016 a, b), and Asheq (2016). It is believed that accounting will probably lessen actual and perceived
corruption. Adopting International Financial Reporting Standards can help nations with poor or nonexistent accounting standards
improve their accounting environment and reduce corruption (Hope et al., 2006; Agyei-Mensah, 2017). Four different strategies can
be used to improve the accounting environment as a result of mandatory adoption of IFRS. First, goods and services produced in
industrialised nations are seen as having excellent quality due to the high standards of accounting such nations seek (Agbonifoh &
Eliminian, 1999; Boateng et al., 2022; Kurauone et al., 2021). Second, the adoption of IFRS as required at the state level represents a
considerable commitment that necessitates ongoing oversight and enforcement of the application of new accounting standards, in
addition to teaching preparers and auditors (Preiato et al., 2015). Thirdly, IFRS adoption makes it possible for a nation to participate in
the global economy and trade. Integration into the global economy or business environment appears to be likely to protect local
enterprises' best practises, especially in emerging nations (Marquez-Ramos, 2008; Yu, 2010; Cai & Wong, 2010; DeFond et al., 2011,
Khurana & Michas, 2011; Gordon et al., 2012; Nurnuabi, 2021). The final strategy is the requirement established in IMF and World
Bank regulations that promotes the mandatory adoption of IFRS for funding assistance (Alfredson et al., 2009; Horton et al., 2013).

In a summary, the study contends that by promoting accountability practises and ensuring disclosure, a better accounting
environment at the national level could reduce perceptions of corruption. Developing nations can benefit greatly from the
implementation of IFRS, which will greatly enhance their accounting environment.

3. DATA AND METHODOLOGY

3.1 Data

The study employed panel data study of 27 African countries with adoption of IFRS for an unbalanced panel period of 2003 to 2016.
The variables considered for the study can be found below with their description and source.

e  Corruption control (corrupt): refers to perceptions of the extent to which the publich perceived both the state and private
entities to have used public funds for private gains as well as “capture” of the state by elites and private interests. **Estimate
of governance (ranges from approximately -2.5 (weak) to 2.5 (strong) governance performance). Source: Kaufman et al.
(2012). The Worldwide Governance Indicators, 2018 update (Dependent variable).
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o IFRS experience (ifrsexp): This measure reflects the number of years since a country adopted mandatory IFRS. Source: IFRS
Adoption by country’ survey conducted by Pricewaterhouse Coopers in September — October 2015. (Independent variable).

. Extent of director liability Disclosure (discedl): The extent of director liability disclosure index is used to measure investor
protection therefore it is used as proxy measure. Director’s liability refers to or describe a plaintiff’s ability to hold directors
of a firm liable for damages to the organisation. In other words, it is used to estimate the strength of minority shareholder’s
protection against director’s misappropriation of corporate assets/investments for private gains. A survey of corporate
lawyers was done to compute the index and are typically based on court rules of evidence, company laws and securities
regulations. The range of the index can be traced as values above 5 as stronger and below 5 as weak. Moreover, it ranges
from 0 — 10. Source: Doing Business Report. The World Bank (2002 — 2020). (Independent variable).

e Rule of Law (rlaw) as a measure of the extent to which independent institutions in the arm of government works without
political interference in a country. Moreover, it reflects the confidence level that the citizens in a country have in the laws for
protection in all their sphere of life such property right, the courts, contract enforcements etc. Source: Kaufman et al. (2012).
The Worldwide Governance Indicators, 2018 update (Control variable)

e GDP per capita growth (Annual %) (gdppc): Gross domestic product per capita thus GDP per capita measures the total
production of goods and services in a given year in percentage growth rate based on constant local currency divided by the
total population of a country. Source: World Development Indicators- World Bank (Control variable).

e Consumer price index (annual %) as a proxy measure of inflation (iflcpi). Consumer price index measures the year-on-year
percentage change in the prices of of goods and services by an average consumer by acquiring a basket of such goods and
services. Source: World Development Indicators — World Bank

e Interest rate (inr): real interest rate is the lending interest rate of a country’s financial market as measure by the GDP deflator
for inflation. Source: World Development Indicators — World Bank

e Corporate tax rate (% profit) (discctr). Source: Doing Business Report, The World Bank (2002 — 2020).

3.2 Methodology

The study used panel data approaches including dynamic panel data generalised method of moments two-step method, panel
correlation matrix, panel linear regression model, and panel generalised linear model. After adjusting for the competency and strength
of political institutions, as well as the rate of economic growth, the study's goal is to determine the relationship between Africa's
perceived level of corruption (corrupt) and the extent of IFRS experience (ifrsexp) and disclosure (discedl) in that continent. First,
model 1 describes how the study will determine the relationship between perceived corruption, economic growth, and the capability or
robustness of political institutions. Subsequently, the independent variable is substituted into models 2 and 3 respectively. Model 4 is
incorporated with the two independent variables (ifrsexp and discedl) to ascertain the impact they have on perceived corruption
(corrupt) by controlling with economic growth (gdppc) and the strength of political institutions (rlaw). The econometric model for the
linear regression can be written as:

Corrup;;= ag+ ay (rlaw)ie + o (9dppC)ic + it 1)
Corrupit= o+ ay (rlaw);; + a, (gdppcC)ic + as (ifrsexp)i + pit (2)
Corrupii= oo+ oy (rlaw);; + o (9dppc)ic + as (discedl);c + pit (3)
Corrupit= ap+ oy (rlaw);; + a (gdppc)i; + oz (ifrsexp)i; + a4 (disced!)i + pic (4)

In the equations, a, stands for the intercept, p for the error term and disturbances that could not be taken into account, i for the study's
cross-sections of countries, and t for the study's time period.

To understand the dynamics in the variables, generalized linear model is adopted to estimate the coefficient or impact at which the
variables considered in model 1 to 4 affect each other; each variable is considered as dependent variable. The following models are
written;

Corrupit= o+ ay (rlaw);; + a, (gdppcC)ic + asz (ifrsexp)i + pit (5)
ifrsexpir= oo+ a (rlaw);; + a, (gdppc)i + as (Corrup)ic + it (6)
rlawi; = ag + 04 (gdppc)ic + oo (corrup)is + a4 (ifrsexp)ic+ wit @)
gdppcic= oo+ a (rlaw);, + a, (gdppcC)i + as (ifrsexp)i + it (8)
Corrupi= o+ ay (rlaw); + a, (gdppc)iy + as (ifrsexp)ic + it 9)
discedl;;= o+ ay (rlaw);; + o, (gdppce)i + az (corrup)i + it (10)
rlaw; = ag + oy (gdppc);c + o, (corrup)i; + a4 (discedl);c + i (11)
gdppcii= o+ a4 (rlaw);; + o, (gdppc)i: + az (discedl)i; + (12)

To make robust check of the two methodologies that study has considered, Arellano and Bond (2012) dynamic panel data
generalized method of moments two-step approach is adopted in order to make statistical and robust inference. The model for the
Arellano-Bond dynamic panel data method can be found below:
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P
corrup; = Z aj corrup;._; + Piifrsexpy + Bodiscedly + Bzrlawy + B,gdppcie + Bsdiscctry + Beiflepiy + Byinty,

j=1
+ fgseci+ v+ i=1,.. .. Nt=1,....T; (13)

4. RESULTS AND FINDINGS PRESENTATION
4.1 Descriptive statistics

The descriptive statistics can be found in table 1; it reports that the mean and the median are closely related whiles the standard
deviation is homogeneous in nature. The skewness test depicts that the values are positively skewed hence mass of the distribution in
the right which also confirm that the mean values are higher than the median values. The Kurtosis test affirms that all the variables are
positive which means that the distribution is leptokurtic thus too tall. Finally, the Jarque-Bera test affirms that the data is not in normal
distribution except rlaw. In account of the performance of the study’s variables in the sampled countries, economic growth grew at an
annual rate of 2.469% for the sampled years whiles inflation and interest rates stood at average rate of 6.640% and 9.256% annually
respectively. However, the experience of IFRS by country can be reported as 9.946 years approximately 10 years. Rule of law and
corruption has not been well practiced over the sample years as the score for both variables depict -0.414 and -0.413 respectively
which are fall below average score for strong practice. More evidence can be found in table 1 below

Table 1 Descriptive statistics

CORRUP DISCCTR GDPPC IFRSEXP RLAW SEC INR IFLCPI
Mean -0.413 39.116 2.469 9.946 -0.414 2.031 9.256 6.640
Median -0.495 31.400 2.376 10.000 -0.401 2.000 5.384 5.369
Max. 1.217 285.900 20.856 15.000 1.077 4.000 572.936 44.357
Minim. -1.453 0.000 -22.331  4.000 -1.852 0.000 -42.310 -9.616
Std. Dev. 0.594 58.201 3.960 2.907 0.587 1.107 40.654 6.831
Skewnes 0.437 3.262 -0.332 0.016 0.134 -0.300 12.009 1.764
Kurtosis 2.574 13.607 11.175 2.322 2.896 2271 156.230 7.718
Jarque-Bera  15.347 2513.320  1090.46  7.474 1.335 14.464 389912.600 562.515
Prob. 0.000 0.000 0.000 0.024 0.513 0.001 0.000 0.000
Obs. 389.000 389 389 389 389 389 389 389

4.2 Correlation Matrix

Table 2 depicts the result of correlation matrix, and it can be evidenced that the highest coefficient of the variables is 0.873 thus rlaw
and the second highest is 0.366 thus discedl. The study can state with confidence that there is no multicollinearity in the data. The
general rule states that two independent variables shouldn't have a strong correlation with the dependent variable. All signs point to the
study rejecting the null hypothesis that the variables are multicollinear.

Table 2 Correlation Matrix

CORRUP DISCEDL IFRSEXP GDPPC  RLAW  DISCCTR SEC INR IFLCPI
CORRUP 1
DISCEDL 0.366 1
IFRSEXP 0.164 0.024 1
GDPPC 0.112 0.133 -0.047 1
RLAW 0.873 0.337 0.300 0.074 1
DISCCTR -0.251 -0.106 -0.123 -0.074 -0.202 1
SEC 0.002 0.039 0.169 0.012 0.011 -0.131 1
INR -0.132 -0.050 -0.047 -0.152 -0.177 0.013 0.008 1
IFLCPI -0.036 0.069 0.108 0.090 0.020 0.038 0.107 -0.083 1
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4.3 Results of Linear Regression Model

The study's goal is to determine, after adjusting for the capabilities and strength of political institutions, the level of economic
growth, and the extent of IFRS experience (ifrsexp) and disclosure (discedl) in Africa, the relationship between these variables and
perceived levels of corruption (corrupt). The analysis's findings are shown in Table 3, where model 1's adjusted R2 of 0.76 reveals that
perceptions of corruption vary by 76 percent when political institutions' expertise and economic growth are taken into account.
Moreover, economic growth showed coefficient of 0.007 and the competence of political institutions showed coefficient of 0.880
respectively. In other words, the stronger the political institution the stronger, the fight against perceived corruption and the higher
economic growth. The results from the other models thus model 2 to 4 reports that ifrsexp has negative and statistically significant
relationship with perceived corruption whiles discedl showed positive and significance with perceived corruption. The disclosure of
directors' responsibility to protect investors has a significant impact on the fight against corruption because it directly and favourably
influences perceptions of corruption, whereas ifrsexp has an inverse relationship with perceptions of corruption; as a result, the
stronger ifrsexp, the weaker perceptions of corruption, and vice versa. In the models 3 and 4, economic growth showed insignificant
impact on perceived corruption where the control of discedl and ifrsexp were in existence.

Table 3 Results of linear regression analysis

Variables Model 1 Model 2 Model 3 Model 4
cofficient cofficient cofficient cofficient
(t-stat.) (t-stat.) (t-stat.) (t-stat.)
Intercept -0.066 0.162 -0.134 0.090
(-3.23)*** (2.76)** (-4.36)*** (1.40)
rlaw 0.880 0.912 0.854 0.887
(35.12)*** (35.39)*** (32.50)*** (32.67)***
gdppcap 0.007 0.006 0.006 0.005
(1.92)** (1.66)* (1.59) (2.37)
ifrsexp -0.021 -0.020
(_411)*** (_392)***
discedl 0.015 0.014
(2.93)** (2.67)***
R? 0.764 0.773 0.768 0.776
f-statistics 627.15%** 440.98*** 429.17*** 337.76***
P-value 0.000 0.000 0.000 0.000
observations 389 389 389 389

Note: *** indicates 1% significance, ** indicates 5% significance, * indicates 10% significance

4.4 Results of generalized linear model: All variables are dependent variable (ifrsexp)

Models 5 and 6 were created with ifrsexp as an independent variable; table 4 presents the findings. In model 5, with perceived
corruption as the dependent variable, ifrsexp has a strong and negative impact, weakening the control of corruption. In contrast, rlaw
and gdppc have a strong and positive impact, strengthening perceptions of corruption (corrupt). The stronger the political institutions,
the stronger the fight against corruption as well as the higher economic growth (Ingdppc). In model 6, it can be evidenced that the
competence and strength of political institutions and experience or existence of IFRS have insignificant effect on economic growth.
By using rlaw as the dependent variable in Model 7, which represents the strength and competency of political institutions, the results
show that ifrsexp and corrup have a positive and significant impact on rlaw, although economic growth (gdppc) has no discernible
effect. As the dependent variable in model 8, the independent variable ifrsexp was employed. The results revealed that rlaw has a
positive impact on ifrsexp, gdppc has an insignificant impact, and corrupt has a negative impact. The results of the models show that
attempts to fight corruption in Africa have been harmed rather than strengthened over the length of IFRS adoption. The IFRS
experience, on the other hand, really promotes more robust political structures.
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Table 4 Results of generalized linear model: All variables are dependent variable (ifrsexp)

CORRUP GDPPC RLAW IFRSEXP
Model 5 Model 6 Model 7 Model 8
(z-stat.) (z-stat.) (z-stat.) (z-stat.)
Intercept 0.162 3.546 -0.384 10.566
(2.75)%* (4.38)*** (-7.15)%** (54.04)***
rlaw 0.912 -0.420 3.243
(35.39)*=** (-0.57) (6.72)***
gdppcap 0.006 -0.001 -0.037
(1.66)* (-0.57) (-1.05)
ifrsexp -0.021 -0.077 0.032
(-4.11)%** (-1.05) (6.72)%**
corrup 1.172 0.839 -1.971
(1.66)* (35.39)*** (-4.11)%**

Note: *** indicates 1% significance, ** indicates 5% significance, * indicates 10% significance

4.5 Results of generalized linear model: All variables are dependent variable (discedl)

Table 5 exhibits the results of the analysis using discedl in the models 9 to 12 and considering all variables as dependent variables.
From the table, it can be witnessed that in model 9 where corrupt is the dependent variable, rlaw and discedl showed positive and
significant impact on perceived corruption hence the stronger the strength and competence of political institutions, the stronger the
fight against corruption. In the same model, economic growth (gdppc) showed insignificant impact on perceived corruption. In model
10 with gdppc as dependent variable, rlaw and corrupt showed insignificant impact on economic growth but discedl showed positive
and statistical significance with economic growth (gdppc). Furthermore, model 11 employed rlaw as the dependent variable, and the
findings suggest that corrup has a favourable and significant impact on rlaw, but gdppc and discedl exhibited a negligible effect. In
model 12, with discedl as the dependent variable, corruption and economic growth were found to have a positive and significant
impact on discedl, whereas rlaw was found to have no such effect. Therefore, revealing a director's liabilities spurs economic growth
and decreases corruption.

Table 5 Results of generalized linear model: All variables are dependent variable (discedl)

CORRUP GDPPC RLAW DISCEDL
Model 9 Model 10 Model 11 Model 12
(z-stat.) (z-stat.) (z-stat.) (z-stat.)
Intercept -0.134 2.055 -0.068 4.445
(-4.36)*** (4.93)*** (-2.16)** (22.57)***
rlaw 0.854 -0.725 0.407
(32.50)*** (-1.04) (0.84)
gdppcap 0.006 -0.004 0.070
(1.59) (-1.04) (1.99)**
disced| 0.015 0.145 0.004
(2.93)** (0.073)** (0.84)
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corrup 1.110 0.858 1.407

(1.59) (32.50)*** (2.93)**
Note: *** indicates 1% significance, ** indicates 5% significance, * indicates 10% significance

4.6 Robust check: Dynamic panel data GMM two-step method

The dynamic panel data GMM two-step method was employed to statistically infer on the outcomes of the linear regression and
generalised linear model. The findings are shown in Table 6, and it is clear that sec (privateness) and rlaw (strength of political
institutions) have a favourable effect on perceived corruption. Since secrecy is a measure of the total of uncertainty avoidance and
power distance scores less individualistic score, it has a beneficial impact on perceived corruption, political institutions should have
greater muscles to address corrupt behaviours. The more people who keep things hidden while having strong personal interests
increases the perception of corruption. Corruption tends to be lessened by collectivism. However, the following have a detrimental
effect on perceived corruption: gdppc, ifrsexp, discedl, discctr, and iflcpi.

Table 6 Robust check: Dynamic panel data GMM two-step method

Variables coefficient z-statistics p-value significance
corrup L1 0.208 2.88 0.004 wx
rlaw 0.488 8.48 0.000 Fkk
gdppcap -0.006 -0.92 0.358

ifrsexp -0.017 -2.12 0.034 **
disced| -0.020 -2.19 0.028 **
discctr -0.008 -7.45 0.000 Fxx
sec 0.085 2.86 0.004 **
iflcpi -0.008 -1.75 0.079 *
inr 0.003 1.46 0.144

wald chi2 4324.03 0.000 Fxk
observations 335

instruments 163

Note: *** indicates 1% significance, ** indicates 5% significance, * indicates 10% significance

5. CONCLUSION AND RECOMMENDATION

An unbalanced panel of 27 nations was used in the study to assess how the adoption of IFRS and the level of disclosure
affected perceptions of corruption in Africa from 2003 to 2020. To make reliable predictions about the results, the study used panel
data approaches such panel correlation matrices, panel linear regressions, panel generalised linear models, and Arellano-Bond
dynamic panel data generalised method of moments two-step methods. Despite the accounting field's primary emphasis on
effectiveness, control, and transparency, the study was inspired by the knowledge gap in the area of IFRS adoption (Boateng et al.,
2022).

The study discovered that the adoption of IFRS and its experience in samples from Africa have a negative impact on perceived
corruption, while the study also discovered that the disclosure of directors' liability to protect investors' interests has a positive impact
on perceived corruption by reducing it through the power of public independent institutions and economic growth is support of Agyei-
Mensah (2017), Kurauone et al. (2021) and Nurunuabi et al. (2021). Although the dynamic panel data estimation yielded negative
results, the two methods employed confirmed a positive relationship between the disclosure of directors' liability and perceived
corruption by adjusting it for several other variables that could have an impact, including secrecy, inflation, corporate tax rates, real
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interest rates, the strength of political institutions, and economic growth. More research is advised in the field of IFRS adoption in
underdeveloped nations as the study's conclusions are best viewed as suggestive rather than conclusive.
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