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Abstract 

While International Financial Reporting Standards (IFRS) convergence has been the 

face of the global accounting standardisation movement for the past few decades, 

accounting reforms in the public sector had started to gain momentum from the late 

1990s. The first major step towards adopting international accounting standards for the 

public sector is to transit from cash to accrual basis of accounting. This is then followed 

by the adoption or adaption of International Public Sector Accounting Standards 

(IPSAS) which are significantly influenced by principles of IFRS. This paper analyses 

the socio-economic and political contexts that shape the decision-making process of 

regulatory institutional re-arrangements for public sector accounting reforms in India. 

By analysing these contexts this paper attempts to arrive at answers for contradictory 

scenarios and rhetoric shaping the dynamics of such decision-making in countries 

moving towards these accounting reforms. Such analysis helps explain the 

dissemination of global accounting reforms through the perspectives of the local actors 

or rule-takers and the ways through which their understanding and interpretation of 

global ideas feed forward to shape the global context of rule-making. The paper draws 

upon and combines the concepts of institutional theory and transnational governance 

used in different studies to generate a theoretical framework suitable to analyse the 

socio-economic and political contexts of a developing country moving towards 

accounting reforms in the public sector.   
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1. Introduction 

 

Public sector accounting reforms across the globe commenced as early as the 1980s 

(McGregor, 1999; Groot and Budding, 2008). These reforms, mainly focusing on a 

transit from cash to accrual accounting, formed a part of the wider movement for 

increasing public efficiency and accountability (Ahn, Jacobs, Lim and Moon, 2014) 

driven by the emergence of the ideas of New Public Management (NPM) (Oulasvirta, 

2014). Several subsequent accounting reforms, however, occurred as a result of 

criticisms of NPM reforms. One of the major characteristics of these reforms is a shift 

from emphasis on administration of services to emphasis on management. Hence there 

has been an alteration in the traditional stewardship role of accounting to a role of cost 

management which symbolises the move towards accrual accounting (Lapsley, 2001). 

Critics pointed out that this focus on management has widened the gap between citizens 

and the state (Oakley, 2002; Noordhoek and Saner, 2004) which in turn has 

considerably reduced citizens’ trust in public services (Welch, Hinnant and Moon, 

2004). Factors such as policy failures, political scandals, inability of governmental and 

economic performance to meet public expectations (Peters, 1999; Nye, 1997) and the 

information gap between the state and the public (Mutz and Flemming, 1999) were 

identified as reasons for decline in public trust. In consequence to these concerns, 

financial accountability assumed greater significance in the renewal of state policies 

(Chan, 2003). 

 

More recently, the financial crisis of 2007-08 acted as a catalyst to bring about greater 

demand for transparency and accountability. High levels of debt, budgetary instability 
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and deficits of governments also strengthened the argument for accounting reforms in 

the public sector (Bergman, 2010; Ball 2012). Ensuing developments in public sector 

accounting reforms led to the development of the IPSAS issued by the International 

Public Sector Standards Board (IPSASB) which is supported by the International 

Federation of Accountants (IFAC). While global accounting reforms in the private 

sector have been marked by the IFRS convergence movement, accounting reforms in 

the public sector are characterised by an initial move to accrual accounting followed by 

IPSAS convergence (Christiaens, Reyniers and Rolle, 2010). The necessity of a 

harmonised set of accounting standards in the public sector has been debated by several 

researchers (OECD, 1993, 1994; Welch, et al, 2004; Oakley, 2002). Some of the main 

arguments put forward in favour of IPSAS are increased effectiveness and 

accountability of public service delivery (OECD, 1993, 1994), providing information 

about the financial activity of public administration, supporting the explanation and 

increasing the comparability of macro-economic accounting (Benito, Brusca and 

Montesinos, 2007) and aiding international organisations that utilise public financial 

information of different countries. A frequently proposed argument in support of accrual 

accounting reforms in the public sector is that the market value of structured loans 

would be replaced for nominal value which would be more appropriate. However, this 

argument was contested by Ellwood and Newberry (2016) who stated that the stance on 

this issue often depends on views about the purpose and users of financial reporting.  

 

Accounting reform in the public sector is mainly characterised by a shift from cash 

accounting to accrual accounting (Mellet and Ryan, 2008; Lapsley, Mussari and 

Paulsson, 2009). Hence one of the focal points of the debate on necessity of a global set 

of accounting standards in the public sector is the cash versus accrual accounting 
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argument. Supporters have argued that accrual accounting caters to the democratic 

demands of the public for greater transparency, responsiveness and accountability, 

while on the other hand the cash accounting system is useful only to the extent of 

monitoring legal compliance and for purposes of administrative decision-making (Pina, 

Torres and Yetano, 2009). 

 

The IPSAS convergence process of a country initiated by the transition from cash to 

accrual accounting system often witnesses the manifestation of these arguments in 

different forms of negotiations. India had commenced the decision-making process for 

accrual accounting reforms eventually aiming for IPSAS convergence in the public 

sector since 2002 in response to couple of major political scams (GASAB, 2004). In 

making progress towards achieving this goal, 21 out of 29 provinces in the country have 

been stated to commence trials of applying accrual accounting systems at the local 

government level (GASAB, 2011).  

This paper responds to a call by Ahn et al. (2014) to further explore the ‘self-evident 

and rhetoric claims’ (pp. 43) of increased efficiency, accountability and transparency in 

the public sector made by policy-makers of accounting within individual countries that 

undertake accrual accounting reforms. 

This study analyses the socio-economic and political contexts that shape decision-

making process for public sector accounting reforms in India. By analysing these 

contexts this paper attempts to arrive at answers for contradictory scenarios and rhetoric 

shaping the dynamics of such decision-making in countries moving towards these 

accounting reforms. The research question addressed in this paper is, ‘how are public 

sector accrual accounting reforms initiated and undertaken in the context of an emerging 
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economy?’. Such analysis helps explain the dissemination of global accounting reforms 

through the perspectives of the local actors or rule-takers and the ways through which 

their understanding and interpretation of global ideas feed forward to shape the global 

context of rule-making. The paper draws upon and combines the concepts of 

institutional theory and transnational governance used in different studies to generate a 

theoretical framework suitable to analyse the socio-economic and political contexts of 

a developing country moving towards accounting reforms in the public sector. 

This paper makes three important contributions. Firstly, it makes a methodological 

contribution by providing an in-depth analysis of the events that constitute the decision-

making process and the role of institutional influences that propel a country towards 

accrual accounting reforms in the public sector. Gaining an understanding of the 

decision-making process enables to comprehend the rationales and actual reasons for 

such reforms. Secondly, this paper combines concepts of institutional theory and 

transnational dynamics to generate a framework that visualises and explains the flow of 

influences across national and transnational institutional fields to shape accrual 

accounting reforms in the public sector. Thirdly, the findings of this study add to extant 

literature on the role of accounting reforms in the ongoing move towards establishing 

improved mechanisms of public accountability, especially in developing countries. 

The rest of this paper is structured as follows. Section 2 introduces and discusses the 

theoretical perspectives and framework while Section 3 presents the research 

methodology. Section 4 presents a discussion and analysis of empirical evidence on the 

accrual accounting reforms in the country followed by the discussion of conclusions in 

Section 5. 
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2. Theoretical Approach and Framework 

 

Public sector accounting reforms have been explored and analysed through multiple 

theoretical dimensions frequently focusing on the links between modern political ideas 

and the conversion of these ideas into practice within organisations (Antipova and 

Bourmistrov, 2013). For example, the theory of travel of ideas (Kurunmaki, Lapsley 

and Miller, 2011) has been used to explain the dynamics of interactions between 

changes in accounting instruments and ideas of accounting reforms in both local and 

transnational contexts and diffusion theory (Rogers, 1995) has been used to explore the 

range and extent to which organisational practices incorporate and implement 

accounting systems (Bjornenak, 1997). Some of the widely used concepts of 

institutional theory in exploring transnational and local contexts of accounting reforms 

are discussed below. 

 

 

2.1 Institutional Perspectives of Accrual Accounting Reforms in the Public Sector- 

Transnational and National Contexts 

 

Institutional theory has been used as an analytical lens in various national and few 

transnational contexts of accrual accounting reforms (Antipova and Bourmistrov, 

2013).The coercive, normative and mimetic mechanisms of isomorphism propounded 

by DiMaggio and Powell (1983) have been extensively adopted and adapted to explore 

these reforms (Carpenter and Feroz, 2001; Oulasvirta, 2014). Institutionalisation and 

de-institutionalisation are two key themes that emerge from review of theoretical 

approaches used to analyse accrual accounting reforms.  
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Three main repertoires of institutionalisation that have been used in extant literature to 

examine various socio-political and economic contexts of accrual accounting reforms 

are - organisational institutionalism, societal institutionalism and world system 

institutionalism (Djelic and Quack, 2008).  

 

Traditional characterizations of organisational institutionalism are restricted to 

analysing the interactions of the organisation with institutionally legitimised procedures 

and prototypes of its external environment and how such interactions re-shape 

organisational practices (Parsons, 1956; Weber, 1978). Organisations have been 

conventionally perceived as social systems that are responsive and adaptive to 

influences channelled through the broader social and institutional context in which they 

exist (Blau, 1955; Selznick, 1949). Djelic and Quack (2008) signify the need to reset 

the restrictive lens through which organisational institutionalism is analysed, mostly 

focusing on organisations within local arenas or at the industry level. The contemporary 

realms of organisational institutionalism has acquired transnational dynamics that 

extend beyond local or industry confines. National decision-making arenas have 

evolved into transnational fields that are structured through ‘vertically layered 

institutional orders’ (Djelic and Quack, 2008, pp.4). This is increasingly true of national 

accounting regulatory arenas which have been undergoing constant transformation 

driven by both transnational and national actors (Djelic and Sahlin-Andersson, 2006). 

Djelic and Quack (2008) expand the scope of organisational institutionalism as an 

analytic tool to study cross-border diffusion of practices, prototypes and regulations. 

The use of organisational institutionalism to examine transnational diffusion has mostly 

seen the application of isomorphism as a key characteristic in explaining the process. 
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However, several researchers argue that the diffusion of ideas across national 

boundaries does not always lead to imitation (Sahlin-Andersson and Engwall, 2002; 

Zucker, 1977). Others point out that even imitation of practices involves some extent of 

innovation that transforms the original template (Westney, 1987; Djelic and Quack, 

2008). Translation of foreign ideas to suit the local context quite often results in 

divergent outcomes due to socio-cultural differences (Czarniawska and Sevon, 1996; 

Sahlin-Andersson, 1996). Using transnational dynamics of organisational 

institutionalism to study the convergence of international accrual accounting practices 

in the public sector significantly contributes towards addressing questions on the extent 

of harmonisation or homogenisation achieved through such convergence (Djelic and 

Quack, 2008). 

 

Societal institutionalism analyses and explains various components of the firm such as 

firm structure, stakeholder relationships and employee skill development in relation to 

the social and institutional environments or fields in which they operate (Hall and 

Soskice, 2001). However, in doing so, most studies treat the institutions involved as 

more or less closed systems that operate in isolation (Drori, Meyer and Hwang, 2006). 

Traditionally, the main focus of societal institutionalism has been on institutions such 

as the government, educational institutions, financial organisations, labour market 

systems as well as principles and norms that define relationships of trust and authority 

(Djelic and Quack, 2008). Such narrow foci is rendered outdated in the current era of 

increasingly transnational arenas of regulations, trade and economic activities 

(Brunsson and Jacobsson, 2000; Drori et al, 2006). Attempts to incorporate 

transnational dynamics into societal institutionalism led to three different routes of 

analysis. The first route focuses on conflict of interests between different actor groups 
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in the society which could eventually lead to an institutional change (Almond and 

Rubery, 2000) and the co-existence of numerous but less dominant institutional 

repertoires within a predominant institutional framework (Schneiberg, 2007).  

  

The second path explores the role of organisations such as multi-national companies 

that operate in transnational arenas constituted of numerous institutional contexts with 

multiple and at times contradictory regulatory systems (Harzing and Sorge, 2003; 

Kirsten and Zeitlin, 2001). The third and rarely used route proposed by Djelic and 

Quack (2008) calls for the analysis of the ‘transnational arena as an institutionalised or 

institutionalising space’ (pp. 8). This concept of transnational institutionalism provides 

a lens that analyses institutional changes as being driven by ‘co-evolutionary 

interactions’ between local and transnational institutional fields leading to 

reconfigurations of existing practices (Djelic and Quack, 2008). 

 

World system institutionalisation explores the role of dominant institutional frames 

composed of cultural norms and symbolic arrangements in economically powerful 

societies that are diffused across relatively weaker societies as global or transnational 

norms which then lead to institutional changes in those societies (Jepperson, 2000; 

Djelic and Quack, 2008). Djelic and Quack (2008) point out that Anglo-Saxon actors of 

professional fields such as banking and finance enjoy a ‘trademark’ advantage which 

renders them powerful in processes of diffusion. For example, the role of Big 4 audit 

firms in global standard setting processes have been found to be dominant and 

persuasive both at the global level where standards are framed as well as at the local 

level where these standards are implemented (Botzem, 2012; Oulasvirta, 2014).  

However, very few researchers focus on understanding the procedures and modes of 
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operations through which such norms are absorbed by local actors to accommodate 

these ‘transnational blueprints’ into local institutional models. One example is, 

Humphrey and Samsonova-Taddei (2014) who discussed the growth in transnational 

co-operative initiatives bringing together national actors such as inter-state discussion 

fora and globally focused co-operative initiatives by the national professional 

accountancy bodies.  

 

While institutionalisation of transnational ideas has been identified as a major phase of 

accrual accounting reforms in the public sector, deinstitutionalisation also plays an 

equally significant role (Oulasvirta, 2014). Deinstitutionalisation has been found to be 

a determinant of the extent of institutionalisation of these ideas. Tolbert and Zucker 

(1996) discuss the presence of strong resistance against deinstitutionalisation of deeply 

rooted accounting cultures that make it very challenging to institutionalise ideas of 

accounting reforms proposed by IPSAS. Therefore, deinstitutionalisation is more viable 

in contexts where established practices, traditions and institutional orders are perceived 

as being inadequate or obsolete (Rovik, 1996). Hence, the perception of new ideas and 

visions as being useful and necessary could lead to institutionalisation of those ideas 

while simultaneously leading to deinstitutionalisation of existing ideas and practices 

(Antipova and Bourmistrov, 2013). A review of different studies using the concepts or 

processes of institutionalisation and deinstitutionalisation to study accounting reforms 

suggests that both processes are interlinked and necessary to bring about institutional 

changes in existing accounting systems (Czarinawska and Joerges, 1996). Some other 

factors that trigger deinstitutionalisation are political, functional and social pressures 

(Djelic and Quack, 2008). While political pressure could initiate from powerful actors 

from within or outside the local arena driven by specific interests, functional pressures 
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could result due to technical and economic inadequacy of existing systems (Oliver, 

1991). Social pressures often occur due to fragmentation of existing organisational 

environment due to a decline in consensus on the normative and institutional rules 

among members. Such a situation would lead to some extent of deinstitutionalisation of 

existing practices followed by attempts to institutionalise practices that have been 

successfully used to resolve similar issues in other countries (Djelic and Quack, 2008). 

 

This paper draws on theoretical ideas from the concept of transnational institutionalism 

(Djelic and Quack, 2008) that explores processes of ‘institutional recombination’ 

(pp.19) or rearrangements that occur as a result of interactions between multiple actors 

operating with various ‘mental and action maps’ (pp.11) hailing from different 

institutional contexts. The next sub-section presents a framework suited to analyse the 

Indian context and drawn from the concepts discussed above. 
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2.2 The Framework 
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Figure 1 presents an interconnected conceptual structure that would help examine the 

transnational dynamics of institutional changes occurring in the movement for IPSAS 

convergence in India. Institutionalisation is framed as a transnational occurrence as it 

initiates from the global arena and subsequently percolates into the local arena. 
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driven by interlinked types of pressures exerted from both the transnational and local 

institutional fields and occurring within the context wherein new ideas or institutional 

orders are replacing or modifying existing systems. The three forms of 

institutionalisation - world, societal and organisational assume different manifestations 

in the context of accrual accounting reforms in the public sector in India. The detailed 

analysis of these issues within the Indian context are presented in Section 6 of this paper. 

 

Oulasvirta (2014) while citing the multiplicity of studies on accrual accounting systems 

of governments, also cites the lack of country-specific studies exploring accrual 

accounting reforms towards IPSAS adoption. This study responds to this call by 

focusing on the accrual accounting reforms pursued in India. 

 

3. Research Methods 

 

 

Documentary analysis was a major source of empirical data used in this study. Different 

types of documents published over a period of 14 years from 2000-2014 were analysed. 

Interviews with 10 key actors participating in the decision-making process for 

convergence also provided significant evidence. Information gathered from interviews 

was used to corroborate evidence obtained from documentary analysis and vice-versa. 

Interviewees were selected on the basis of accessibility as well as target groups 

identified during preparation for field work. 

 

Preparation for field work commenced with preliminary analysis of online sources of 

media articles and reports to identify key actors driving the decision-making process for 

convergence. In addition to such secondary sources, personal contacts were also used 
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to identify key actors. Three members of Indian professional accounting bodies were 

personally known to the researcher. They occupied roles that required them to work 

with senior government officers in the decision-making process for convergence.  

 

This study conducted semi-structured interviews based on an interview guide that 

included key themes and theoretical concepts identified from an extensive review of 

literature. Some of these themes and concepts included societal institutionalisation, 

organisational institutionalisation, as well as transnational and national institutions. The 

interview guide used these themes for the background study before interviews and also 

to frame interview questions. Open-ended questions were used to encourage the 

interviews to share their experiences in their own words and at the desired pace 

(McCracken, 1988). The order of the questions posed were altered and at times some of 

the questions were skipped to suit the context of interviews (Saunders, Thornhill and 

Lewis, 2012). During some of the interviews, ‘planned prompts’ were used where the 

interviewee tended to diverge from the main issue. All except two interviews were 

conducted face-to-face. A couple of interviews were conducted over Skype. Interviews 

with senior government officials could not be recorded as permission was not granted 

due to regulations. Evidence gathered from such interviews were manually transcribed 

during and soon after the interviews. 

 

The first round of interviews with 3 members of national professional accounting bodies 

were conducted in July 2012. In April 2013, 5 government officials, 1 member of an 

international financial institution and 1 member of an international accounting 

organisation were interviewed. Government officials included 3 representatives of 

Ministry of Finance (MoF) and 2 representatives of Government Accounting Standards 
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Board (GASAB). Some of these interviewees were re-interviewed through Skype or 

phone in May 2014 so as to fill in gaps that emerged during analysis of data collected 

during the first two rounds of interviews and also to obtain updates on progress made 

in the decision-making process. All interviewees occupied senior positions within their 

respective organisations and played important roles in the decision-making process. 

Further details on interviews such as interview codes and duration of interviews is 

provided in Appendix 3. 

 

Documentary Analysis 

 

This study made use of a wide range of documents to collect evidence as well as 

corroborate the information provided by interviewees. Table 11 presents a broad 

classification of documents analysed along with further details of such analysis. 

Appendix 3 presents a further classification of the categories and numbers of documents 

analysed to gather evidence. 

 

An in-depth comparative analysis of documents presented in Table 1 was carried out to 

validate information gathered through other secondary sources or interviews. For 

example, information regarding an event held to discuss public sector accounting 

reforms that was published in a newspaper was corroborated by analysing documents 

obtained from websites of organisations stated to play an important role in the decision-

making process. 

   Table 1 Documentary Analysis 

                                                           
1  Please see below 
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4. Discussion and Analysis of Evidence 

 

 

This section focuses on analysing the evidence from the public sector. The narration of 

events constituting the decision-making process for convergence is presented in sections 

4.1, 4.2 and 4.3. From the analysis, it is inferred that India’s decision to converge with 

IPSAS in the public sector was triggered by institutional influences at both the 

transnational and national levels. Institutional influences at the transnational level were 

exerted through pre-existing relationships between local and transnational institutional 

fields. 

 

4.1 Societal (De) Institutional Influences at National Level - Triggers and Responses 

 

 

Communications and collaboration between the state and IFIs for improving public 

financial management and accountability in the country with specific focus on transition 

to accrual system of accounting had started as early as 2002. In the local context, 

political scams such as Operation West End2 in 2001 (Dugger, 2001) led to public 

demand for greater accountability of public finances (Thampu, 2001)).In response to 

these public demands, the 11th finance commission made recommendations to the CAG 

of India to constitute a task force to provide or suggest budget and accounting formats 

of Urban Local Bodies (ULB). Accordingly, in February 2002, the CAG of India 

constituted a task force to provide or suggest budget and accounting formats of ULBs 

                                                           
2 Operation West End was a first sting operation carried out in 2001 by Tehelka, a news magazine 

pursuing investigative journalism. The purpose of the sting was to expose murky defense deals to the 

public. Release of video CDs of the operation on the 13th of March 2001 by Tehelka led to a political 

storm in India. It revealed that the defence deals were driven by the greed of politicians and bureaucrats 

rather than considerations of national security (Thampu, 2001). 
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(CAG, 2002). The recommendations of the Commission were intended for general 

reforms in public financial management of rural and ULBs. Although accrual 

accounting was not specifically mentioned, the subsequent recommendations of this 

task force constituted a significant step towards accrual accounting. 

 

State responses to societal institutional pressures were characterised by attempts to 

engage with transnational institutions that were perceived as significant sources of 

legitimacy. The Report prepared by the CAG task force was accepted and forwarded by 

the state in April 2003 to provincial governments for implementation. The Ministry of 

Urban Development (MoUD) while reviewing the progress of the application of these 

recommendations decided that the CAG in conjunction with the Indo-USAID3 Financial 

Institutions Reform and Expansions Project-Debt and Infrastructure Component (Indo- 

USAID FIRE-D Project) should prepare a National Accounting Manual that would then 

be forwarded to the provincial governments by the MoUD (USAID, 2004). The USAID 

has been stated to be actively involved in promoting accrual accounting in municipal 

bodies in India through financial and technical support (IF2). 

 

According to a senior member of the USAID, the organisation has its regional offices 

in India which employs mostly local staff members who actively participate in 

conferences, seminars and meetings on convergence with international accounting 

standards. Hence these local offices act as the channels of influences between 

transnational and national institutional fields. 

The evidence also seems to indicate that institutional influences could be conveyed 

through both formal and informal channels. For example, one interview stated, 

                                                           
3 United States Agency for International Development (USAID) 
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“The meetings and conferences are used as a platform to 

commence communications with representatives of government 

bodies and professional associations which are often followed up 

by informal communications as well” (IF2).  

 

To follow up on these initiatives led by the GOI, the provincial government of Orissa 

(GOO) during the period of February to May 2003 approached the WB to conduct a 

State Financial Accountability Assessment (SFAA) in that province. The assessment 

was conducted by a South Asian Region Financial Management (SARFM) task team 

which also included members from the Department for International Development 

(DFID) and South Asia Poverty Reduction and Economic Management (SASPR)4.  

 

The key messages demonstrated in this event are the presence of dominant societal 

institutional influences that further led to attempts at organisational institutional 

changes by the government. In its attempt to win public trust and regain its legitimacy, 

the government approached institutions such as the World Bank to bring in reforms. 

These international financial institutions while being perceived as a source of legitimacy 

also in reality act as channels of conveying institutional norms and arrangements 

emerging from powerful economic societies in the transnational arena that promote into 

relatively weaker economic societies; in this case propelling  the country towards the 

decision to pursue accrual accounting reforms. The reports of these assessments often 

contained clear indications encouraging convergence with international accounting 

standards. For example, one of the recommendations of the SFAA report stated:  

 

                                                           
4 This assessment falls under the Country Assistance Strategy (CAS) for India of the WB wherein 

financial accountability assessments are to be carried out in all provinces that are preparing programmatic 

adjustment loans that support reforms related to fiscal and fiduciary risk management. The CAS is a 

programme where the WB in collaboration with GOI would engage in actively providing both financial 

and technical advice on various sectorial reforms in the country (WB, 2004). 
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“IPSAS requires that final accounts disclose comparative 

information in respect of the previous period for all numerical 

information contained therein. Except for the summary 

statements of finance accounts, such comparative information, 

which facilitates an understanding of changes in government 

activity from year to year, is not being provided. We recommend 

that comparative information for the previous year be provided 

in all government annual financial statements” (SFAA, 2004). 

 

 

 

Hence in 2004 two significant documents were published; the National Municipal 

Accounting Manual (NMAM) by CAG-USAID, and the SFAA report. The significant 

point about the NMAM was that it prescribed a shift to accrual accounting principles 

based on the recommendations of the task force (USAID, 2004). On the other hand, the 

SFAA report, also published by the WB in 2004, pointed out among other things a lack 

of compliance with IPSAS cash accounting as one of the areas where Orissa was still 

not making sufficient progress. The report stated that, 

 

“A detailed comparison of the above mentioned IPSAS with 

standards practices by the GOO (Government of Orissa), reveals 

significant deviations from IPSAS, which need to be addressed at 

the national level, where the standards are determined” (SFAA, 

2004). 

 

 

Furthermore the report also recommended that standards should be brought into greater 

alignment with IPSAS requirements within the confines of the existing framework. The 

report identified that a change in the accounting policies is not a provincial issue, and 

needs to be considered at the national level. It is interpreted that these recommendations 

were taken into consideration by the GOI in moving towards IPSAS convergence in the 

same year. 
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The potential impact of such influences on the convergence decision-making process 

needs to be viewed in the wider institutional context of long standing donor-recipient 

relations between the state and IFIs (Ramanna, 2012). Rising need for accountability 

promoted by new public management initiatives led to institutional changes in the 

lending arrangements of IFIs, such as demands to meet international standards of 

financial reporting by funds recipients (SFAA, 2004). Analysing the translation of these 

transnational influences into institutional changes in the local context adds to our 

understanding of the diffusion of international accounting standards and practices across 

the globe. 

 

4.1.2 Organisational Institutional Reforms in Response to Societal Institutional 

Influences 

 

Recommendations for implementation of accrual accounting for the central and 

provincial governments by the Twelfth Finance Commission in its report in 2004 (for 

the future period of 2005-2010) marked a significant step towards 

(de)institutionalisation of organisational accounting practices of the government. The 

central government accepted this recommendation. The explanatory memorandum of 

the report presented a two-step action to be taken by the GASAB:  a) Recommending 

or planning a roadmap for transition from cash accounting system to accrual accounting 

system, b) Preparing an operational framework depicting the structure of the accrual 

accounting system including the accounting and treatment of assets, liabilities, revenue 

and expenses and the final accounts of the governments according to constitutional 

provisions and also satisfying the budgetary requirements (GASAB, 2011a; GB 2, PB 

3). The recommendations of the Twelfth Finance Commission could be interpreted as 
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an organisational institutional reform in response to the SFAA report which enables the 

visualisation of the convergence decision as a result of two-way interactive process 

between transnational and national institutional ‘fields. It provides a logically plausible 

explanation for the occurrence of the events that mark the convergence decision in this 

time period. There are two reasons which led to this interpretation. The first reason is 

the time sequence of these events. The SFAA assessment carried out in 2003 and 

publishing of the report in 2004 occur immediately before the Twelfth Finance 

Commission recommendations. The second reason is that although the 

recommendations of the SFAA report are directly addressed to the provincial 

government, it indirectly seems to address the central government on the necessity to 

take action at national level. Also since the provincial governments in dealing with 

transnational bodies do require central government approval, all such events occur with 

the knowledge of the central government and hence there is indirect involvement of the 

latter in these proceedings to a certain extent. The flow of these events show the manner 

in which decision-making processes are shaped and constituted through a series of 

transnational and local communications within and across institutional fields.  
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4.2 Societal and Organisational Institutionalisation at the Transnational Level 

 

 

While the recommendations of the Twelfth Finance Commission represented 

organisational reforms within the country,   institutional networks between government 

accounting bodies of different regional countries demonstrates the transnational nature 

of organisational institutional reforms that were undertaken at the national level. The 

Association of Government Accountants of Asia (AGAOA) was formed in 2004 by the 

member countries to share their experiences in the field of public financial management, 

accrual accounting, risk based audit and internal controls (AGAOA, 2011). 

Representatives from the respective ministries of finance of all the member countries 

constitute the association. The Indian Institute of Government Accounts and Finance 

(INGAF) which is a training institute of the MoF, is secretariat of the association 

(INGAF, 2011). AGAOA has been receiving financial assistance under the International 

Development Fund (IDF) grant system as well as technical assistance from the WB for 

improving the public financial management system in member countries. All the 

seminars and conference held by the AGAOA are attended by a WB official as an 

observer (AGAOA, 2011, PB 2).  

 

The key point to be noted here is the coming together of accountants representing 

governments of different countries in the region to address common issues such as 

corruption and government accountability essentially demonstrate the cooperation and 

exchange of ideas between transnational institutional fields leading to organisational 

institutional reforms within the national context.  
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Similarly, the ICGFM in 2004 organised the ‘Joint Professional Development 

Programme on Public Sector Accounting and Financial Reporting’ in India to enable 

the sharing of different kinds of experiences on public sector accounting with specific 

focus on some important aspects in the Indian context; in particular, the move from cash 

accounting to accrual accounting. The members of ICGFM include state entities 

handling financial management responsibilities; that is high level government 

executives, representatives of MoF, accountants and auditors general from countries 

across the world. (ICGFM, 2008). In his inaugural speech, the CAG noted, 

 

“A need to revisit the conceptual underpinnings of government 

accounting systems has been felt in India largely due to 

realisation of deficiencies in the cash based system 

particularly for purposes of modern financial management 

and the need for greater transparency and user friendliness”. 

 

 

This acknowledgement of deficiencies in the existing government accounting system 

soon after the political scams clearly indicate the societal and functional pressures that 

triggered such attempts for institutional reforms. 

 

The CAG further pointed out that the need to focus on the framing of appropriate 

financial reporting standards and the training of government accountants to equip them 

with new accounting skills. The International Organisation for Supreme Audit 

(INTOSAI) and the IFAC Public Sector Committee (PSC) were stated to be significant 

sources of reference points for the development of standards for government accounts 

(GASAB, 2004a, GB 2). This further highlighted the linkages between national and 

transnational institutional fields in the public sector accounting arena. 
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On the local front, GASAB in accordance with the recommendations of the Twelfth 

Finance Commission constituted two committees to handle the creation of the roadmap 

and preparation of the operational framework. The members of GASAB include 

representatives from railways, post and telecom, MoF, presidents of the two main 

professional bodies, ICAI and Institute of Cost and Works Accountants of India, and 

director of the National Council of Applied Economic Research (NCAER) (PB1, 

GASAB, 2008).  

 

Societal/ socio-economic institutional influences on the convergence decision-making 

process also emerged from the transnational arena. Such influences played an important 

role in promoting convergence with international accounting standards in order to 

counter common corruption issues. The ADB and the OECD in collaboration with the 

UN, in 2005, organised an anti-corruption initiative in Pakistan where the significance 

and necessity of adopting international accounting standards was emphasised. India was 

represented at the seminar by a senior member of the central government (ADB, 2005). 

It is also interesting to note that participants who are Official Development Assistance 

(ODA) recipients are funded by the initiative and India is among countries receiving 

funds to attend the seminars (OECD, 2012). Hence it can be observed that the sources 

of transnational institutional influences that were pushing for convergence played an 

important role in the socio-economic development of India. In addition to OECD, the 

ADB is also an important donor agency which has provided financial and technical 

support to projects in India in the past and continues to do so5. In addition to these, 

accounting reforms projects funded by the EU was also successfully completed by the 

                                                           
5 For example, financial support was provided by ADB in 2005 for the ‘Multitranche Financial Facility (MFF) - 

Rural Roads Sector II Investment Program’ and the ‘Kerala Sustainable Urban Development Program’ (ADB, 

2012). 
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ICAI in 20066 (ICAI, 2010). However, a point to be noted is that despite some such 

projects being completed successfully, political scams involving large amounts of 

money continued to occur in the country (Unnithan, 2006; Burke, 2010). This leads one 

to contemplate on the potential disparities between the rationales and actual reasons 

driving such reforms. 

 

In 2007/08, the committees constituted by the GASAB drew up a roadmap and an 

operational framework for transition to accrual accounting. The roadmap proposed that 

the transition should take place in three stages; a) Value addition within the current 

system by supplementary statements on salaries, subsidies and pension. This could be a 

short term activity (b) Value addition in the current system with slight alterations to 

enable greater disclosures such as arrears in revenue and committed liabilities which 

could be a medium term activity (c) Attaining the required accounting system in the 

long-term based on accrual system. The roadmap proposed a period of ten to twelve 

years as a reasonable time frame to achieve the targets keeping in view the differences 

in the extent to which different departments were prepared for the transition. Although 

the committee dealing with preparation of roadmap suggested that individual 

departments draw out their own detailed roadmap based on the needs and specific 

characteristics of their jurisdictions, it did lay out a broad framework of activities/work 

items that could be used by the former to create a detailed roadmap. Some of these 

activities included creating a task force/cell for implementation and coordination, 

building adequate database essential for implementation of accrual accounting and 

                                                           
6 According to a report, this project was awarded to the ICAI by the Delegation European Commission. The project 

aimed to draw on the European experience of reforms to introduce accounting and financial reforms in City 

Governments. The ICAI was stated to have succeeded in achieving a high quality of output and was appreciated 

by the European Commission (ICAI, 2010). 
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conducting pilot studies on a few ministries/provincial governments to assess the gap 

between the existing system of accounting and the proposed one (GB 1, GASAB, 

2008a).  

 

Evidence of decision-making process up until this point indicates that institutional 

influences have been formal through both direct and indirect means. Analysis of 

evidence revealed three layers of direct transnational institutional influences on the 

decision-making process from IFIs, professional bodies and state agencies or 

departments of countries such as the US and the UK. For instance, the direct influence 

of IFIs on the decision-making process is supported by clear evidence of SFAA 

assessments conducted specifically in India as also in the case of preparation of NMAM. 

Also the report on the assessments makes very unambiguous recommendations to the 

GOI for IPSAS convergence. On the other hand, ADB and OECD have been promoting 

convergence with international accounting standards through platforms organised for 

socio-economic and political causes such as building development strategies and 

fighting corruption. Hence this influence is interpreted to be indirect. It could be 

interpreted that the reasons for the acceptance of such influences by the state, given the 

continuing occurrences of political/corruption scams, is the need for legitimacy at both 

local and transnational levels is an important factor. This implies that the state while 

appearing to take steps to bring about greater accountability, does not seem to be sincere 

in achieving the end results. Interviewees, however, suggested that there are power 

centres in the state that wish to genuinely bring in greater public accountability. Deep 

rooted corruption, however, has been cited to thwart such attempts (MoF 1). 
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4.3 World Systems Institutionalisation –Professional and Financial Channels of 

Influence 

 

 

The concepts of world system institutionalisation when applied in the context of this 

study manifest as transnational institutional influences conveyed through direct and 

indirect channels. Direct influences often occurred in the form of financial assistance 

provided by transnational financial institutions such as the World Bank. Indirect 

influences were often channelled through transnational platforms or forums that 

promoted institutional norms and ideas largely suited to the context of developed 

countries and practiced in powerful economic societies. Active promotion of such 

norms and ideas gradually institutionalises them into global norms or world systems 

(Djelic and Quack, 2008). A key point to be noted here is that participation of members 

in such platforms is often voluntary.  

 

For example, in 2009 India had become a (rotating, voluntary) member of IPSASB. 

Interviews have revealed that the IPSASB conferences and meetings have served as one 

of the platforms for communications between members representing different countries 

and transnational organisations such as IFIs. IFAC as a facilitator of the structures and 

processes that support the operations of IPSASB, was also involved in these conferences 

and meetings (GB 2). According to a senior member of the government, these 

conferences were observed by the WB, IMF, UN, OECD and MNCs. Being observers, 

these organisations have no voting rights. Hence officially any opinion expressed by 

them could be overruled if the members voted against it; however, interviewees 

participating in these conferences revealed that in the practical scenario this never 

happened (GB 1). The interviewee further explained, 
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“The comments/suggestions/opinions made by the 

observers were almost always accepted and were not 

opposed. This is because member countries were aware 

that these huge organisations were wealthy and in 

powerful positions” (GB 2). 

 

 

The voluntary participation of India and other developing countries in such conferences 

is interpreted to be the result of societal and organisational institutional influences 

exerted at the national level. For example, the societal response to political scams in 

India had led the state to seek increased legitimacy both at the national as well as the 

transnational level. In seeking such legitimacy and attempting to follow global norms, 

the country does become a voluntary recipient of indirect institutional influences from 

transnational institutions. 

 

Responses to such influences in India occurred through local developments in 2009. In 

May that year, GASAB organised the National Roundtable Conference on accrual 

accounting in which provincial finance secretaries from across the country had 

participated. The conference was also attended by WB officials. The platform was used 

to discuss various issues regarding the transition to accrual accounting such as the 

format of financial statements for the union and provinces, pilot studies in states and a 

five-year time frame for a national roll out of accrual accounting system (MoF, 2009; 

MoF 2). By 2009, the central, provincial and local government had also been making 

preparations for facilitating a ‘bubble up’ approach to transition to accrual accounting. 

This meant that the initiative for accrual accounting would start at the local government 

level and then gradually ‘bubble up’ to the provincial and central government level 

(WB, 2010). In 2009, the Thirteenth Finance Commission took some important steps to 

push forward the migration to accrual accounting system. It conducted reviews of the 
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previous Finance Commission and also held consultations with provincial and local 

governments. The Commission sent out exhaustive questionnaires to provincial 

governments and other associated organisations to examine issues such as finances of 

ULBs, accounting and audit practices and implementation stage of recommendations 

made by previous commissions. On finding the implementation progress unsatisfactory, 

the Commission laid out 9 mandatory conditions to obtain one half of the grant that was 

previously available in full amount to all provinces unconditionally. The other half was 

still unconditionally available to all provinces. Reforms recommended were listed along 

with compliance mechanisms for the same. One of the major recommendations of the 

Thirteenth Finance Commission was, 

 

“The states (provinces) should implement in all ULBs an 

accounting framework consistent with the accounting format 

and codification pattern suggested in the National Municipal 

Accounts Manual. This implies that all ULBs should introduce 

accrual based double entry accounting system as per the 

National Municipal Accounts Manual which has been agreed by 

all the states (provinces) and are in the process of customizing 

and adopting the Manual” (MoUD, 2010). 

 

 

 The events that followed these steps prove that the recommendations had the necessary 

and intended impact on the provincial and local governments. Based on the 

recommendations of the two finance commissions and GASAB, it was decided that pilot 

studies should be conducted in a couple of provinces7 before proceeding to the final 

overall convergence (GASAB, 2008). However, according to a senior government 

official, funding these pilot studies was an issue. 

 

 

                                                           
7 Provinces of Andhra Pradesh and Madhya Pradesh had agreed to undertake pilot studies. 
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“They (the provincial governments) were ready to carry out 

these pilot studies but wanted them to be funded by the central 

government. The central government, at the time, was not in a 

position to fund these studies” (MoF 3). 

 

 

At this stage, in 2010, the WB stepped in, according to the interviewee and agreed to 

fund these pilot studies. In addition to financial aid from the WB, these studies also 

received technical support from transnational professional organisations. For instance, 

the pilot study conducted in Andhra Pradesh received technical assistance from Deloitte. 

This is also an example of transfer of transnational institutional practices into the local 

context. To carry out the pilot study, two departments under the provincial government 

were selected model formats for Annual Financial Statements (AFS) were 

conceptualised, based on IPSAS, IGFRS and few international experiences. The model 

formats were filled in on the existing cash based AFS and on the new piloted formats in 

the respective departments. Part of the analysis also included comparison of several 

aspects of AFS with those of UK, New Zealand, Canada and Australia (GASAB and 

CAG, 2010). These are some examples of the sources of organisational institutional 

influences that transmit transnational accounting practices into the local context.  

 

In the case of the pilot study in Madhya Pradesh, the technical assistance was provided 

by the IPAI and was financially aided by the WB. Financial aid from the World Bank 

is perceived to be a direct source of institutional influence on the accounting reforms. 

The specific objective of this pilot study was to identify gaps between the existing cash 

accounting system and accrual system. It aimed to identify issues that would arise on 

actual migration to accrual accounting specifically in the case of Plant, Property and 

Equipment and Inventories (WB, 2010). By 2011, more than 48 ULBs across seventeen 
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provinces had switched over to accrual accounting. Four provinces had adopted accrual 

accounting for Panchayati Raj Institution, and sixteen provinces had adopted the Model 

Accounting System that is amenable to accrual accounting system (GASAB, 2011b). 

The professional bodies at both the national and transnational front have also been 

communicating to drive the process ahead. These communications between 

professional bodies include a visit to New Delhi by the Chairman of IPSASB Mr. 

Andreas Bergmann in 2012 during the course of which he met members of the ICAI 

and the Joint Secretary (Budget) to the MoF to discuss international convergence to 

IPSASs. The president and vice-president of ICAI, and a few ICAI central council 

members were also present on the occasion (ICAI, 2012). In March 2013, the Chief 

Executive Officer (CEO) of IFAC, Fayezul Choudhury met several members of ICAI 

and CAG to discuss accounting auditing and assurance issues (IICA, 2014). So it 

appears that the GOI was taking important and proactive steps towards achieving IPSAS 

convergence. It had made relatively significant progress in terms of achieving a 

consensus of provincial governments for adopting accrual accounting and being able to 

actually commence implementation of accrual accounting systems in 21 out of 29 

provinces. These initiatives of the government are interpreted to be significant 

organisational institutional reforms in response to multiple forms of institutional 

influences that are societal, organisational and from world systems. Recurrence of 

political scams despite the efforts of the state have been attributed to organisational 

loopholes in institutional practices that allow corruption to take place without being 

caught. The official steps taken by the state that continues to participate and be a 

recipient of influences that drive accrual accounting reforms in the country, however, 

does match its rhetoric. It is an analysis of the effectiveness of these steps that prompts 

one to contemplate on the purpose of the process. 



33 
 
 

The flow of institutional influences on the decision-making process through the state as 

the key decision-maker are depicted in Figure 2. 
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5. Conclusion 

 

 

The decision-making process of IPSAS convergence in India is being mainly led by the 

state at the local front and shaped by complex institutional influences emerging from 

the local as well as the transnational context as depicted in Figure 2. The findings of 

this study demonstrate that transnational organisations such as the World Bank and 

OECD while mainly functioning to provide aid to developing countries also act as 

significant carriers of institutional norms and ideas. Evidence also indicates that this 

role is not restricted to international financial and development organisations. 

Transnational professional institutes and organisations also act as conveyers of 

institutional practices.  For example, Deloitte providing technical assistance for pilot 

studies in India emphasises the variety of transnational institutional influences on the 

decision. WB has been seen to be constantly involved through their presence at even 

national level conferences organised for provincial governments. Analysis of events 

constituting the decision-making for accrual accounting reforms in the public sector 

shows the presence of formal institutional influences that are both direct and indirect in 

nature. There has been no explicit evidence of informal influence although it is probable 

that informal influences may have been exerted. However, this research has picked up 

only formal influences which seem to have been successful in driving the process ahead. 

In addition to the influences presented above, the accounting systems followed in UK, 

US, Canada and Australia could also be stated to be indirect sources of institutional 

influences as the GASAB had clearly cited these transnational accounting systems as 

guiding sources of inspiration for preparing the converged IGFRS. However, a key point 

to be noted here is that despite drawing heavily from IPSAS to create the new 
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accounting standards, the government has not fully adopted IPSAS and has only 

converged with IPSAS since it is maintaining a distinct identity. This means that the 

newly created standards are named IGFRS and not IPSAS.  

Extant literature on convergence with international accounting standards as well as 

accrual accounting reforms in the public sector, mostly focuses on the phases where the 

standards or practices are being actually implemented by the country. This study makes 

three significant contributions. Firstly, it makes a methodological contribution by 

focusing on the decision-making process that ensues before the actual use of 

international standards in public sector accounting reforms and demonstrates the 

significant role that institutional influences play in defining such decision-making 

processes. The role of these institutional influences also draw attention to the probable 

disparities between rationales and actual reasons for government accounting reforms 

undertaken by developing countries. Secondly, this paper makes a theoretical 

contribution by providing a framework that combines and visualises the flow of multiple 

forms of institutional influences between local and transnational institutional fields. 

This framework could be adapted to analyse accrual accounting reforms in other 

developing and developed countries. And finally, this study adds to the extant literature 

on the decision-making processes that drive accrual accounting reforms in the public 

sector. The analysis and discussion of evidence in the Indian context demonstrates that 

institutional influences that are societal, organisational, and emerging from world 

systems play an important role in the ongoing accrual accounting reforms. It contributes 

to research on the role of accounting reforms in the drive for enhanced public 

accountability, especially in the context of developing countries. It further adds to our 

understanding of the myriad forms in which institutional influences are channelled and 

applied to shape the public sector accounting reforms within a national context.  
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