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Abstract
This study investigates the relationship between the degree of a company’s interna-
tionalization and the voluntary adoption of International Financial Reporting Stand-
ards (IFRS) and US Generally Accepted Accounting Practices (GAAP) based on an 
analysis of Japanese multinational enterprises (MNEs). Our research is based on a 
unique setting, namely, the co-existence of voluntary IFRS and US GAAP, which 
began in Japanese corporations after March 2010. We find as follows. First, vol-
untary IFRS and US GAAP adoption is higher in Japanese MNEs with a higher 
internationalization degree. Second, greater foreign shareholding of Japanese MNEs 
would result in voluntary US GAAP adoption rather than that of IFRS. This result 
implies that foreign shareholders prefer US GAAP adoption over IFRS adoption or 
Japanese GAAP. Under a semi-globalization perspective, Japanese MNEs tend to 
have a US region-specific approach. This finding is interpreted as follows: foreign 
shareholders with shareholder-oriented logics stress the compatibility of financial 
reporting of MNEs with a US region-specific approach. Our study also provides new 
insight into international accounting standards of MNEs under stakeholder-oriented 
corporate governance. Corporate governance deviation, such as US GAAP adop-
tion, is caused by greater presence of foreign shareholders with shareholder-oriented 
logics.
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1 Introduction

Internationalization is an important factor for the analysis of international conver-
gence in academic research (Aguilera & Jackson, 2003). International Financial 
Reporting Standards (IFRS) have been adopted by many countries, as they are 
regarded as the set of international global standards that enhance the comparabil-
ity of financial reporting (Barth et al., 2012; Doupnik & Perera, 2012; Doupnik 
& Riccio, 2006). In European countries, mandatory IFRS adoption was imple-
mented in 2005. Despite the importance of the issue, there is a lack of theoretical 
studies on IFRS adoption (Hope, 2003).

The corporate governance literature tends to assume that national institutional 
factors explain firm-level corporate governance practices (Aguilera & Jackson, 
2003; La Porta et  al., 2000). In fact, national-level IFRS adoption depends on 
different levels of institutional backgrounds (Judge et  al., 2010). Therefore, the 
adoption of accounting standards has been analyzed for only a limited number of 
countries (Ball et al., 2003) and generally has not focused on countries with vol-
untary IFRS adoption (Hope et al., 2006). This study aims to fill this research gap 
by studying voluntary IFRS adoption in Japan.

This study aims to clarify the logic of adoption choice by Japanese multina-
tional enterprises (MNEs) of IFRS or US Generally Accepted Accounting Prin-
ciples (US GAAP). MNEs tend to face different corporate governance practices 
across the countries in which they are engaged (Kostova et al., 2008). In the pro-
cess of internationalization, domestic firms have to attract foreign shareholders 
that possess different national corporate governance logics (Aguilera et al., 2018). 
As a result, at the firm level, MNEs may intentionally deviate from the standard 
set of corporate governance logics (Aguilera et al., 2018). As the global competi-
tion for capital has reached record proportions, nations are willing to replace their 
domestic standards with international standards, like IFRS or US GAAP.

Most developed countries except the United States have adopted IFRS, but 
Japanese firms have been given the choice of adopting either IFRS or US GAAP 
since March 2010. One reason for this difference may be due to political con-
flicts related to mandatory IFRS adoption in Japan in the future (Tsunogaya et al., 
2015). The other reason is that some Japanese MNEs, like Toyota, tend to adopt 
US GAAP for capital acquisition in US financial markets. In addition, some 
MNEs have region-specific scope and place greater weight on stakeholders in the 
North American region. Thus, Japanese MNEs’ decision to adopt IFRS or US 
GAAP may be affected by their stakeholders, like foreign shareholders, or their 
foreign subsidiaries.

In this study, we analyze the determinants of voluntary adoption of IFRS or 
US GAAP in Japanese MNEs. Japan is known for stakeholder-oriented corpo-
rate governance logic in which goal of the firm is to balance interests among all 
of the firm’s stakeholders (Jackson, 2005). Stakeholder-oriented corporate gov-
ernance logic may affect managerial discretion related to the voluntary adoption 
of accounting standards. In fact, MNEs may care about the stakeholders in their 
internationalized location under stakeholder-oriented corporate governance.
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Using data of Japanese MNEs from 2010 to 2017, we identify the following rela-
tionships between the degree of internationalization and voluntary adoption of IFRS 
or US GAAP. Our empirical findings are summarized as follows. First, voluntary 
IFRS and US GAAP adoption is higher in firms with a higher internationalization 
degree. Second, foreign shareholders favor voluntary adoption of US GAAP in Japa-
nese MNEs. Under stakeholder-oriented corporate governance, foreign sharehold-
ers have shareholder-oriented logics (Desender et al., 2016; Sakawa & Watanabel, 
2020b). Thus, foreign shareholders stress the compatibility of financial reporting in 
Japanese MNEs. Under a US region-specific approach of Japanese MNEs, voluntary 
adoption of US GAAP is expected to enhance the compatibility of financial report-
ing that is aligned with the interests of foreign shareholders.

The theoretical contributions of our study are summarized as follows. First, our 
study examines the firm-level intentional deviation from the standard set of corpo-
rate governance logics in the international corporate governance literature (Aguilera 
et al., 2018). From the corporate governance deviation perspectives (Aguilera et al., 
2018), firm-level intentional deviation from the Japanese domestic accounting sys-
tem may occur in MNEs with a higher internationalization degree. Second, we aim 
to reveal how foreign shareholders pressurize Japanese MNEs to adopt either US 
GAAP or IFRS from a semiglobalization perspective (Arregle et al., 2013). Under 
a US region-specific approach of Japanese MNEs, the compatibility of financial 
reporting is higher for MNEs adopting US GAAP than for those adopting IFRS. 
Under stakeholder-oriented corporate governance, foreign shareholders have share-
holder-oriented logics (Desender et al., 2016). Therefore, greater presence of foreign 
shareholders pressurizes Japanese MNEs to adopt US GAAP to enhance the com-
patibility of financial reporting in MNEs.

The rest of this paper is organized as follows. Section 2 presents our theoretical 
development and empirical hypotheses. In Sect. 3, we explain our sample and meth-
odology. Section 4 presents the data analysis and empirical results. We discuss our 
results in Sect. 5. Finally, we conclude in Sect. 6.

2  Theory and Hypothesis Development

2.1  Theoretical Background

The globalization of market forces has progressed to push the corporate govern-
ance practices of non-Anglo-American countries toward a model of shareholder-ori-
ented corporate governance (Ahmadjian & Robbins, 2005; Seki, 2005; Yoshikawa 
& Gedajlovic, 2002). Traditional corporate governance models in these countries 
are widely diversified (Guillen, 2000). One reason for this diversification is that the 
degree of external pressures is different across countries. The other reason is that 
each national institutional environment may vary in the extent to which it is based 
on corporate governance practices (Aoki, 2001). These previous studies suggest that 
changes in corporate governance depend on external and internal forces as well as 
the interactions among internal forces. Thus, institutional contexts are important for 
determining the practice of corporate governance change.
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Previous literature seeks to explain why and how a corporation tends to adopt 
corporate governance practice based on corporate governance logic. From the insti-
tutional theory perspective, it is important to analyze how macro social institutions 
influence and shape lower level social activities and organizational behavior (Scott, 
2001). The institutional environment guides or constrains legitimacy seeking (Agu-
ilera & Jackson, 2003). Since accounting information is viewed as legitimate infor-
mation to be trusted by its users, it is possible that institutional theory is a useful 
framework for predicting the adoption of new accounting standards, such as IFRS 
(Ball et al., 2003).

Our study aims to investigate the voluntary adoption of accounting standards in 
stakeholder-oriented corporate governance from the corporate governance deviation 
perspective advocated by Aguilera et al. (2018). The governance deviation perspec-
tive integrates national-level forces and firm-level socio-cognitive agent behavior to 
draw on institutional theory. Aguilera et al. (2018) suggest that a firm’s intentional 
deviation from a standard is influenced by legitimate practices and normative expec-
tations are prompted by dominant national governance logic.

2.2  Research Context

We seek to understand why and how nation-state institutional logics strongly affect 
the adoption of new accounting standards. The domestic accounting standards of 
most industrialized countries have been developed over time. As global competi-
tion has progressed, nations have become willing to exchange their domestic stand-
ards for more commonly used sets of standards (e.g., IFRS and US GAAP). Emerg-
ing economies have tended to adopt IFRS since the mandatory adoption of IFRS 
in Europe in 2005. This is because the quality of IFRS is superior to the quality of 
these countries’ domestic accounting standards. However, the tendency of earnings 
management in EU countries has continued in the post-IFRS period (Gray et  al., 
2015). Meanwhile, in Asian Pacific countries, the adoption of IFRS is associated 
with a reduced level of earnings management (Wijayana & Gray, 2019). These 
results suggest that nation-state institutional logics matter for the effect on interna-
tional accounting standards.

The Japanese setting is a unique country-level institutionalized logic involving 
the voluntary adoption of IFRS or US GAAP. Mandatory adoption of IFRS is not 
required in Japan or the US. Developed countries whose domestic accounting stand-
ards are perceived as high quality may face difficulty in the mandatory adoption 
of IFRS. In Japan, the Business Accounting Council decided to implement volun-
tary adoption of IFRS after March 2010 for the consolidated financial statements 
of listed companies. Since then, Japanese firms have been able to choose to adopt 
domestic GAAP or another set of accounting standards, such as IFRS or US GAAP. 
Therefore, Japanese firms face managerial discretion, such as the voluntary adoption 
of either IFRS or US GAAP.

Stakeholder-oriented corporate governance logics may affect managerial discre-
tion related to the voluntary adoption of accounting standards. Under stakeholder-
oriented governance logic, the goal of the firm is to balance interests among all 
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stakeholders in the firm (Jackson, 2005). Japan is known for its stakeholder-oriented 
corporate governance (Desender et  al., 2016; Sakawa & Watanabel, 2019; Yoshi-
mori, 1995). As Tsunogaya et  al. (2015) argue, practitioners insist on a cautious 
convergence approach to deal with disparities between Japanese Generally Accepted 
Accounting Principles (Japanese GAAP) and IFRS. Therefore, stakeholder-oriented 
corporate governance logics might not result in widespread IFRS adoption in Japan.

Our focus is the managerial discretion in accounting standards in international-
ized Japanese MNEs. One of the most important strategic decisions of MNEs is 
their location decision of internationalization (Goerzen & Beamish, 2003; Hitt et al., 
1997). From a semiglobalization perspective, the prior entry of Japanese MNEs 
in a country has a positive effect on its future decisions to operate in that coun-
try (Arregle et al., 2009, 2013). An MNE’s decision to locate to a host country is 
affected by the dual effects of formal institutions (North, 1990; Williamson, 2000) at 
the country level. MNEs consider institutional environments in their decisions about 
where to locate and how to internationalize under a semiglobalization perspective 
(Arregle et al., 2013). The difference of accounting standards in host countries may 
be one of the important regulatory environments that MNEs use to decide whether 
to internationalize and locate to the country. Furthermore, MNEs may care about the 
stakeholders in their internationalized location under stakeholder-oriented corporate 
governance.

2.3  Hypothesis Development

An MNE’s internationalization decisions depend on the formal institutions in 
a region (Arregle et  al., 2013). MNEs use region-bound firm-specific advantages 
across the region when they decide to locate (Rugman & Verbeke, 2004). In fact, the 
adoption of US GAAP by French firms progressed in the 1970s because the global 
economy at the time was dominated by the US (Touron, 2005). Furthermore, the 
World Bank and the International Monetary Fund (IMF) require the adoption of 
IFRS in their loan granting policies (Botzem & Dobusch, 2012). This suggests that 
internationalized firms care about external coercive pressures.

In this situation, Japanese MNEs face two choices—adopt IFRS or US GAAP. 
Japanese corporate governance is a stakeholder-oriented system (Desender et  al., 
2016). Owing to the international diversification of Japanese MNEs, there may be 
significant pressures from foreign stakeholders to introduce a single set of account-
ing standards. For instance, Hassan (2008) finds that external coercive pressure from 
foreign assistance provided by the IMF influenced Egypt’s adoption of IFRS stand-
ards, suggesting that foreign pressure tends to drive the introduction of IFRS. Under 
the recent situation of the voluntary adoption of IFRS and US GAAP, Japanese 
MNEs have the managerial discretion to choose internationally accepted account-
ing standards. From a semiglobalization perspective, Japanese MNEs strategically 
decide their location (Arregle et al., 2013). Therefore, Japanese MNEs have different 
accounting standard choices based on their internationalized location’s accounting 
standards. Thus, we propose the following hypothesis.
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Hypothesis 1: International diversified MNEs tend to adopt a single set of 
accounting standard, like IFRS or US GAAP.

From shareholder-oriented corporate governance regimes, foreign shareholders 
tend to have shareholder-oriented logics under stakeholder-oriented corporate gov-
ernance (Desender et al., 2016). In fact, foreign shareholders would exert disclosure 
pressure on managers, which decreases information asymmetry in Japanese corpora-
tions (Sakawa et al., 2014). In Asian Pacific countries, the quality of IFRS mitigates 
the level of earnings management (Wijayana & Gray, 2019). Thus, foreign share-
holders would favor voluntary IFRS adoption, which would enhance the quality of 
financial reporting. Thus, we hypothesize as follows.

Hypothesis 2a: Foreign shareholding is positively associated with IFRS adop-
tion in Japanese MNEs.

From stakeholder-oriented corporate governance regimes, Japanese MNEs intend 
to align with the interests of various stakeholders, including their international-
ized region’s shareholders (Desender et al., 2016; Yoshimori, 1995). MNEs’ deci-
sions, like the adoption of international accounting standards, depend on the formal 
institutions within the expanded region where they operate. Internationally diver-
sified Japanese firms tend to place importance on internationalized location in the 
North American region. Japanese firms’ motivation to expand target as US reaches 
to about 42% (JETRO, 2018). This suggests that US stakeholders are an important 
target of Japanese MNEs. Under a North American region-specific approach, vol-
untary adoption of US GAAP is expected to enhance the compatibility of financial 
reporting.1 Foreign shareholders with shareholder-oriented logics (Desender et al., 
2016) care about the compatibility of financial reporting. Such a semiglobalization 
perspective of MNEs suggests that Japanese MNEs with many US subsidiaries tend 
to adopt US GAAP rather than IFRS. Thus, as an alternative to hypothesis 2a, we 
predict that foreign shareholders of Japanese MNEs prefer the company to adopt US 
GAAP rather than IFRS, as follows.

Hypothesis 2b: Foreign shareholding is positively associated with US GAAP 
adoption in Japanese MNEs.

3  Sample and Methodology

3.1  Sample Selection, Variables, and Methodology

We focus on Japanese non-financial MNEs listed on the Tokyo Stock Exchange from 
2010 to 2017 to test our hypotheses. We use financial accounting data, corporate 
ownership data, and international diversification data. First, we collect financial data 
and corporate ownership data from the NPM database provided by Data Solution 

1 As in the un-tabulated results, about 1/3 of institutional shareholders are from the United States. This 
may be one reason that foreign institutional shareholders favor adopting US GAAP rather than IFRS.
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Inc. In addition, we collect data of Japanese firms’ internationalization from the 
annual publication of the Japanese Overseas Investments database provided by Toyo 
Keizai Inc. The Toyo Keizai data are the most reliable data among Japanese MNE 
research (Hong et al., 2019). The geographical distributions indicate that about 10% 
of subsidiaries are located in the US. In addition, each of the Wholesale Trade and 
Electric Appliances occupies about 12% of the sample firms.

In the sample selection procedure, we exclude financial industry firms, because 
they are regulated differently from non-financial industry firms. In addition, we 
exclude samples of industries that have no IFRS or US GAAP adopters.2 Finally, 
we exclude samples that do not disclose financial accounting data. Our final sample 
comprises 7981 firm-year observations.3

3.2  Dependent Variables

To reveal the determinants of the adoption of international accounting standards in 
Japanese firms, we collect information on the types of financial accounting standards 
selected (Japanese GAAP, IFRS, or US GAAP) in each year. Hypothesis 1 predicts 
that international diversification encourages firms to adopt a single set of account-
ing standards, like IFRS. Hence, we generate a dummy variable of IFRS adoption 
(IFRS), which equals one when firms adopt IFRS, and zero otherwise. We also cre-
ate a dummy variable for US GAAP adoption (US-GAAP), which equals one when 
firms adopt US GAAP, and zero otherwise. The variable definitions are summarized 
in Appendix A.

3.3  Independent Variables

To examine the relationship between IFRS adoption and internationalization degree, 
we adopt three proxies of international diversification to analyze the determinants of 
adopting IFRS or US GAAP. Following previous studies (David et al., 2010; Delios 
& Beamish, 1999; Lu & Beamish, 2004), we measure the degree of international 
diversification proxy variables using the Japanese Overseas Investments database. 
The first variable is the total number of overseas subsidiaries (SUBSIDIARIES). 
The second variable is the total number of countries where a firm has overseas sub-
sidiaries (COUNTRY ). The third variable is an index of international diversification 
(INTERNATIONAL) that combines the first and second variables, following previous 
studies (David et al., 2010; Lu & Beamish, 2004).

2 Industries without any cases of IFRS adoption are other products; warehousing and harbor transporta-
tion; construction; fishery, agriculture, and forestry; marine transportation; air transportation; pulp and 
paper; textiles and apparels; mining; and electric power and gas. Industries without any cases of US 
GAAP adoption are glass and ceramics products; rubber products; services; real estate; pharmaceutical; 
retail trade; oil and coal products; precision instruments; metal products; iron and steel; land transporta-
tion; and non-ferrous metals.
3 Among our sample firms, 294 firms were listed on major EU stock exchanges (such as the London 
Stock Exchange and Frankfurt Stock Exchange). Among firms listed on EU stock exchanges, only 14 
adopted IFRS.
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Next, we consider the influence of ownership variables on the voluntary adoption 
of IFRS in internationalized firms. Financial institutional ownership (FINANCIAL) 
measures the shares of financial institutions divided by the total outstanding shares. 
Foreign ownership (FOREIGN) measures foreign shareholding divided by the total 
outstanding shares. Inside director ownership (INSIDE) measures inside directors’ 
ownership divided by the total outstanding shares.

We control for firm characteristic variables. SIZE is defined as the logarithm of 
total assets. For corporate performance measures, we adopt the return on total assets 
(ROA). LIQUIDITY measures cash assets to total assets. We control for financial 
healthiness (LEVERAGE), measured as total debt to equity. In addition, LOANS 
is the measure of loans to total assets. AGE is the firm age after going public and 
LOSS represents last year’s reported loss. OPERATING CASH is the absolute value 
of operating cash flow to lagged total assets. We adopt the number of geographic 
segments of the firm (SEGMENTS) to control for other internationalization features. 
EQUITY DIVIDEND is the current year’s equity divided by the prior year’s equity. 
BIGN is a dummy variable that equals one if the firm is audited by a Big Four audit 
firm (i.e., EY, Deloitte, KPMG, or PwC), and zero otherwise.

3.4  Econometric Methodology

This study models the accounting standard adoption using discrete-time event his-
tory analysis (Allison, 1984). The use of discrete-time analysis allows observation of 
the same organizations at multiple intervals and pooled time-series data through the 
estimation of logit models of dichotomous outcomes. Following previous studies, 
such as Chizema and Shinozawa (2012) and Sanders and Tuschke (2007), we esti-
mate a baseline model of the hazard (i.e., likelihood) of the international accounting 
standard adoption in any of the observed years. This method allows for covariates 
to vary between time periods. The estimated model is expressed as the following 
equation:

where log P(Adoptionj,t)

1−P(Adoptionj,t)
 represents the logarithmic odds that firm j will adopt the 

international accounting system at any point during period t; �(t) implies that the 
likelihood of adopting the international accounting systems varies across time. Two 
year dummies (pre-2013 and post-2013) are adopted to estimate �(t) . All of the 
independent variables are lagged by one year. This method treats the data as quasi-
cross-sectional; if a firm adopts the international accounting standard in the starting 
year of 2010, it contributes one firm-year; if it starts at year 2011, it contributes two 
firm-years; and so on. Non-adopting firms contribute as many firm-years as there are 
in the period of observation. In other words, each of the censored firms contributes a 

log
P(Adoptionj,t)

1 − P(Adoptionj,t)
= �(t) + �1Internationalizationj,t−1

+ �2Internationalizationj,t−1 ∗ Foreignj,t−1

+
∑

�
k
Controlj,t−1 + Industry + �j,t
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maximum of n firm-years, where n is the longest time interval. This approach has 
been used by several studies on the adoption of management practices (Chizema, 
2010; Chizema & Shinozawa, 2012; Sanders & Tuschke, 2007).

4  Data Analysis and Results

4.1  Descriptive Statistics

We first introduce the year distribution of firms that adopt IFRS, US GAAP, and 
Japanese GAAP in Table  1. We find that firms with Japanese GAAP adoption 
decreased, whereas firms with IFRS adoption increased to 62 in 2017. In addition, 
firms with US GAAP adoption gradually decreased from 27 to 15. IFRS adoption 
progressed in electric appliances, wholesale trade, transportation equipment, and 
information and communication. These industries tend to be export intensive. Thus, 
the transparency of accounting standards seems to be demanded by the firms’ stake-
holders in foreign countries. Meanwhile, many electric appliance firms adopted US 
GAAP during 2017. This suggests that strong export relations with the US would 
affect their adoption of US GAAP.

Next, we introduce the descriptive statistics and correlation in Table 2. The mean 
of the number of foreign subsidiaries (SUBSIDIARIES) is about 10.5, the average 
number of countries that have overseas subsidiaries (COUNTRY ) is about 5.2, and 
that of INTERNATIONAL is about 0.05. This is consistent with the results of previ-
ous studies, which calculate the average INTERNATIONAL of Japanese MNEs to be 
within the range of 0.04 to 0.07 (David et al., 2010; Lu & Beamish, 2004). As for 
ownership structure variables, we find that the average of FINANCIAL is 0.22 and 
that of FOREIGN is about 0.19. This is consistent with the recent increase in for-
eign shareholder presence in Japanese corporations (Desender et al., 2016). In addi-
tion, inside ownership (INSIDE) is 0.05 on average, which is consistent with previ-
ous studies (Sakawa et  al., 2012). Moreover, SIZE is about 10.9, which is almost 

Table 1  The number of firms adopted with IFRS, US-GAAP, and Japan GAAP

Note: Column (2) shows the cumulative numbers of firms that adopted IFRS. Column (3) and (4) show 
the number of firms which adopted US GAAP and Japan GAAP in each year

(1) (2) (3) (4)
Year Firms with IFRS Firms with US GAAP Firms with Japan GAAP

2010 1 27 1012
2011 3 27 1006
2012 5 27 1003
2013 12 22 1004
2014 33 18 978
2015 41 16 936
2016 55 15 920
2017 62 15 893
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the same as in previous studies. The average of ROA is about 0.02. LIQUIDITY is 
about 0.18 on average, which is a higher level than that in the 1990s (David et al., 
2010). The financial health variable, measured as LEVERAGE, is about 9.5 on aver-
age, which is a lower level than that in the 1990s (David et al., 2010). The average 
LOAN is 0.12, the average OPERATING CASH is less than 0.1, SEGMENTS is 0.07 
on average, and EQUITY DIVIDEND is about 1. The mean of BIGN is 0.75, indicat-
ing that about 75% of firms are audited by a Big Four audit firm, which is the same 
result as that of previous studies (Sakawa & Watanabel, 2021a, b).

Table 2 shows the correlation of each variable. We find that the IFRS adoption 
dummy and the US GAAP adoption dummy are significantly positive with three 
proxy measures of internationalization variables. This is consistent with hypothesis 
1. In addition, IFRS adoption and US GAAP adoption are significantly and posi-
tively correlated with foreign shareholders. This implies that a higher proportion of 
foreign shareholders increases the likelihood of adoption of international accounting 
standards, like IFRS or US GAAP.

4.2  Estimated Results

Table  3 presents the logistic estimation results of the relationship between IFRS 
adoption and three measures of internationalization.4 Model 1 contains control vari-
ables only. Model 2 adds ownership and control variables. Models 3, 4, and 5 only 
include three types of international diversification proxy variables. Models 6, 7, and 
8 include control variables plus three types of degree-of-international-diversification 
proxy variables. We also control for industry in all eight models.

Starting with control variables, firm size (SIZE) and firm performance (ROA) 
have significant positive effects on the adoption of IFRS. In addition, Big 4 (BIGN) 
has a significantly positive effect on the adoption of IFRS. Turning to independ-
ent variables, IFRS adoption has progressed in MNEs with a higher degree of 
internationalization for Models 3–8. This result supports hypothesis 1 for all three 
measures of internationalization (i.e., SUBSIDIARIES, COUNTRY , and INTERNA-
TIONAL). Meanwhile, foreign shareholders (FOREIGN) do not have a significant 
effect on IFRS adoption in all four models. These results do not support hypoth-
esis 2a. This result implies that IFRS adoption has not necessarily progressed due to 
pressure from foreign shareholders in Japanese MNEs.

Table 4 describes the logistic estimation results of the relationship between US 
GAAP adoption and internationalization. Model 1 contains control variables only. 
Model 2 adds ownership and control variables. Models 3, 4, and 5 only include three 
types of international diversification proxy variables. Models 6, 7, and 8 include 
control variables plus three types of degree-of-international-diversification proxy 
variables. In each model, we report the coefficient estimate along with its standard 
error (in parentheses). We also control for industry in all eight models.

4 According to an anonymous reviewer’s comment, our results are robustly confirmed even when we do 
not eliminate industries with no IFRS adoption.
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As for control variables, firm size (SIZE) and Big 4 (BIGN) have significant 
positive effects on the adoption of US GAAP. We also find that financial institu-
tional ownership (FINANCIAL) is significantly positively related to US GAAP. 
This finding implies that financial institutional stockholders prefer US GAAP. 
Turning to independent variables, US GAAP adoption is positively related to all 
three measures of internationalization in Models 3–8. This result is consistent 
with hypothesis 1 for all three measures of internationalization (i.e., SUBSIDIAR-
IES, COUNTRY , and INTERNATIONAL). As for the ownership variables, we find 
that foreign ownership (FOREIGN) is significantly positively related to US GAAP 
adoption. This supports hypothesis 2b. Compared with the results of hypothesis 
2a, we find that foreign shareholders favor US GAAP adoption over IFRS for Jap-
anese MNEs. Under shareholder-oriented logics (Desender et al., 2016), foreign 
shareholders stress the compatibility of financial reporting. Japanese MNEs have 
a region-specific approach to foreign expansion (Arregle et  al., 2013). In fact, 
foreign expansion of Japanese MNEs in the North American region has soared 
(JETRO, 2018). Thus, foreign shareholders would judge that voluntary adoption 
of US GAAP would enhance the compatibility of financial reporting in Japanese 
MNEs.

Table 5 presents the logistic regression results of IFRS adoption to focus on the 
interaction effects between all the independent variables and time dummy pre-2013 
(PRE PERIOD). Using all six models, we find that IFRS adoption has progressed in 
MNEs with a higher degree of all three measures of internationalization (i.e., SUB-
SIDIARIES, COUNTRY , and INTERNATIONAL). These results support hypothesis 
1. As for hypothesis 2a, there are insignificant results for all six models. None of the 
interaction terms achieve statistical significance.

Table  6 presents the results of the logistic regression on US GAAP adop-
tion to focus on the interaction effects between all the independent variables and 
time dummy pre-2013. We include the interaction terms of independent vari-
ables and the period pre-2013. In each model, we find that US GAAP adoption 
is positively associated with two measures of the internationalization degree 
(i.e., SUBSIDIARIES and COUNTRY ), which is consistent with hypothesis 1. In 
all six models, foreign shareholders have a significant and positive effect on US 
GAAP adoption. Thus, hypothesis 2b is supported. As for the interaction terms, 
SUBSIDIARIES*PRE PERIOD is significantly and positively related to US GAAP 
adoption.

We also introduce additional analyses to confirm the robustness and determine 
additional implications. We have shown the results of odds ratio in Table 7. In mod-
els 1 and 2, we find that IFRS adoption is progressed in 1.006 (1.063) times as high 
as the total number of overseas subsidiaries (countries) in MNEs. Model 3 shows 
that IFRS adoption is progressed in 97.07 times as high as INTERNATIONAL in 
MNEs. As for US GAAP adoption, models 4 and 5 indicate that US GAAP adoption 
is progressed in 1.005 (1.047) times as high the total number of overseas subsidiar-
ies (countries) in MNEs. Model 6 shows that US GAAP adoption is progressed in 
43.58 times as high as INTERNATIONAL in MNEs. Furthermore, all of our results 
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Table 6  Event history analysis for US-GAAP adoption

US-GAAP

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

SUBSIDIARIES 0.000 0.001
(0.08) (0.22)

SUBSIDIARIES 0.008* 0.007*
*PRE PERIOD (1.89) (1.72)
COUNTRY 0.037* 0.041**

(1.83) (1.99)
COUNTRY 0.015 0.009
*PRE PERIOD (0.73) (0.43)
INTERNATIONAL 2.639 2.926

(1.47) (1.63)
INTERNATIONAL 2.115 1.639
*PRE PERIOD (1.19) (0.95)
FOREIGN 1.800*** 1.705*** 1.780*** 1.864*** 1.637** 1.797***

(3.40) (3.36) (3.45) (2.65) (2.43) (2.64)
FOREIGN 0.035 0.270 0.122
*PRE PERIOD (0.04) (0.32) (0.15)
FINANCIAL 9.637*** 10.340*** 10.030*** 8.214*** 8.771*** 8.530***

(7.45) (7.57) (7.55) (5.09) (5.30) (5.23)
FINANCIAL 2.641 2.942 2.811
*PRE PERIOD (1.54) (1.62) (1.58)
INSIDE − 2.709 − 2.795 − 2.658 3.097 3.681 3.390

(− 0.58) (− 0.60) (− 0.58) (1.19) (1.43) (1.31)
INSIDE − 8.332 − 9.170 − 8.619
*PRE PERIOD (− 1.27) (− 1.41) (− 1.34)
SIZE 1.427*** 1.440*** 1.410*** 1.440*** 1.457*** 1.425***

(8.89) (9.70) (9.26) (8.83) (9.67) (9.23)
ROA 1.793 1.732 1.677 1.928 1.869 1.805

(0.31) (0.31) (0.30) (0.34) (0.34) (0.32)
LIQUIDITY − 0.113 0.513 0.220 − 0.035 0.599 0.298

(− 0.08) (0.40) (0.17) (− 0.03) (0.47) (0.23)
LEVERAGE 0.000 0.001 0.001 0.000 0.001 0.001

(0.56) (0.88) (0.77) (0.70) (0.98) (0.90)
LOANS − 10.020*** − 9.863*** − 10.040*** − 9.812*** − 9.720*** − 9.877***

(− 4.66) (− 4.76) (− 4.66) (− 4.59) (− 4.68) (− 4.59)
AGE − 0.011 − 0.016** − 0.015** − 0.010 − 0.016** − 0.015**

(− 1.61) (− 2.31) (− 2.21) (− 1.54) (− 2.23) (− 2.13)
LOSS 0.774 0.641 0.678 0.789 0.654 0.688

(1.12) (0.88) (0.94) (1.16) (0.92) (0.98)
OPERATING CASH 1.198 0.488 0.830 1.953 1.255 1.576

(0.30) (0.12) (0.21) (0.49) (0.31) (0.39)
SEGMENTS 0.899*** 0.915*** 0.905*** 0.910*** 0.927*** 0.916***
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are robust after we proxy another measure of international diversification degree in 
the un-tabulated results (Goetz et al., 2013; Gulamhussen et al., 2017).5

4.3  Interpretation of Main Findings

We summarize and interpret the main findings. First, IFRS or US GAAP is adopted 
in Japanese MNEs with a higher degree of international diversification. The trans-
national pressures on firms are regarded as the adoption of international accounting 
standards (Aguilera et al., 2018; Judge et al., 2010). The internationalized Japanese 
MNEs tend to be under transnational pressures. Consistent with the corporate gov-
ernance deviation perspectives (Aguilera et  al., 2018), firm-level intentional devi-
ation from the Japanese domestic accounting system may occur in MNEs with a 
higher internationalization degree, measured as all three internationalization proxies.

Second, we summarize the findings based on shareholder regimes. Foreign 
shareholdings do not have a significant effect on IFRS adoption in international-
ized MNEs. This result is confirmed for all three internationalization proxies. This 
implies that IFRS adoption has not necessarily progressed due to pressure from for-
eign shareholders in Japanese MNEs.

Third, we also present our findings based on stakeholder regimes. Foreign 
ownership is significantly positively related to US GAAP adoption. This sug-
gests that foreign shareholders favor US GAAP adoption over IFRS for Japanese 
MNEs. This result is confirmed for all of three internationalization proxies. Under 

All the regression models include industry fixed effects. N = 7981
*, **, ***Significance at the 0.10, 0.05, and 0.01 level, respectively

Table 6  (continued)

US-GAAP

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

(5.30) (5.72) (5.63) (4.93) (5.26) (5.20)
EQUITY DIVIDEND 0.219 0.212 0.224 0.222 0.210 0.226

(0.96) (0.97) (1.01) (1.03) (1.02) (1.07)
BIGN 2.977*** 3.240*** 3.126*** 3.040*** 3.324*** 3.201***

(4.58) (5.08) (4.96) (4.43) (4.87) (4.77)
Intercept − 30.04*** − 30.78*** − 30.14*** − 30.84*** − 31.71*** − 30.99***

(− 11.74) (− 12.85) (− 12.49) (− 11.41) (− 12.44) (− 12.13)
Pseudo  R2 0.695 0.698 0.697 0.697 0.700 0.699
Log likelihood − 247.1 − 244.9 − 245.4 − 245.8 − 243.3 − 243.9
Chi-squared 437.5*** 383.3*** 402.8*** 452.2*** 394.0*** 414.9***

5 According to Hong et  al. (2019), the Toyo Keizai data are the most reliable data in Japanese MNE 
research. We calculate one of the three measures: international diversification in previous studies, using 
of Toyo Keizai data.
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shareholder-oriented logics (Desender et al., 2016), foreign shareholders stress the 
compatibility of financial reporting. Japanese MNEs have a region-specific approach 

Table 7  Main results using of odds ratio

This table shows the odds ratio of each variable. All the regression models include industry fixed effects
*, **, ***Significance at the 0.10, 0.05, and 0.01 level, respectively

IFRS US-GAAP

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

SUBSIDIARIES 1.006*** 1.005**
(3.07) (2.19)

COUNTRY 1.063*** 1.047***
(4.28) (2.95)

INTERNATIONAL 97.07*** 43.58***
(3.85) (2.78)

FOREIGN 1.953 1.299 1.617 6.128*** 5.419*** 5.904***
(1.03) (0.39) (0.73) (3.43) (3.33) (3.45)

FINANCIAL 1.222 1.536 1.378 19,846*** 33,080*** 26,128***
(0.11) (0.22) (0.17) (7.72) (7.71) (7.76)

INSIDE 1.078 1.303 1.154 0.040 0.046 0.047
(0.02) (0.07) (0.04) (− 0.67) (− 0.66) (− 0.65)

SIZE 2.063*** 1.958*** 1.953*** 4.220*** 4.242*** 4.133***
(5.36) (4.86) (4.83) (9.32) (9.71) (9.33)

ROA 560,625*** 235,732*** 324,797*** 9.202 6.357 6.403
(3.56) (3.13) (3.30) (0.40) (0.33) (0.33)

LIQUIDITY 1.313 1.701 1.327 0.951 1.649 1.249
(0.21) (0.39) (0.21) (− 0.04) (0.39) (0.17)

LEVERAGE 0.999 1.000 1.000 1.000 1.000 1.000
(− 0.56) (− 0.46) (− 0.50) (0.21) (0.78) (0.56)

LOANS 2.538 1.990 1.806 0.000*** 0.000*** 0.000***
(0.68) (0.49) (0.41) (− 4.73) (− 4.80) (− 4.69)

AGE 0.984 0.980* 0.981* 0.990 0.984** 0.985**
(− 1.50) (− 1.83) (− 1.75) (− 1.57) (− 2.33) (− 2.21)

LOSS 0.805 0.732 0.733 2.171 1.907 1.954
(− 0.21) (− 0.30) (− 0.29) (1.15) (0.90) (0.96)

OPERATING CASH 0.011 0.011 0.012 2.650 1.410 1.812
(− 1.40) (− 1.37) (− 1.36) (0.25) (0.09) (0.15)

SEGMENTS 0.720** 0.658** 0.684** 2.450*** 2.496*** 2.467***
(− 2.14) (− 2.40) (− 2.31) (5.20) (5.71) (5.58)

EQUITY DIVIDEND 0.159** 0.175** 0.161** 1.223 1.227 1.239
(− 2.24) (− 2.04) (− 2.15) (0.85) (0.94) (0.96)

BIGN 3.770* 4.071* 3.854* 19.550*** 25.880*** 22.950***
(1.79) (1.86) (1.82) (4.49) (5.07) (4.93)

Number 7981 7981 7981 7981 7981 7981
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to foreign expansion (Arregle et  al., 2013). Foreign expansion of Japanese MNEs 
in the North American region has soared (JETRO, 2018). Under a North American 
region-specific approach, voluntary adoption of US GAAP is expected to enhance 
the compatibility of financial reporting, which would be beneficial for stakeholders 
in North American region. Thus, we interpret that foreign shareholders would also 
understand that voluntary adoption of US GAAP would enhance the compatibility 
of financial reporting in Japanese MNEs.

4.4  Related Case Studies

Our results reveal that internationalized MNEs tend to adopt international/foreign finan-
cial reporting. In addition, we also find that US GAAP adoption is favored by Japanese 
MNEs and foreign shareholders. These results are supported by several case studies. 
We thus summarize several such case studies of firms that adopted international/foreign 
reporting standards. Finally, we summarize the triangulation of the results.6

4.4.1  A Case Study of the Firm That Voluntary Adopted IFRS

The first such firm that voluntarily adopted IFRS, Nihon Dempa, indicates a higher 
ratio of foreign sales (Hu, 2011). According to the interview of senior managing 
director Mr. Wakabayashi, the main reason for IFRS adoption is that Nihon Dempa 
stresses the relations of European stakeholders because their European sales occupy 
relatively higher than other regions such as North American region. In fact, foreign 
sales of European Countries such as Germany are relatively higher than sales of the 
US. Therefore, Nihon Dempa would adopt IFRS earlier because of weighting for-
eign stakeholders more heavily than foreign shareholders (Hu, 2011).

We investigate the international diversification degree and foreign shareholding 
in 2010 when Nihon Dempa firstly adopted IFRS. First, INTERNATIONAL of Nihon 
Dempa is 0.19, which is higher than the average of all firms (0.05). This implies that 
international diversified MNEs tend to adopt IFRS voluntarily. Second, the ratio of 
foreign shareholdings of Nihon Dempa is about 9.55%, which is lower than the aver-
age of all firms (about 19%). This case implies that voluntary IFRS adoption is not 
progressed by the greater presence of foreign shareholders in Japanese MNEs.

4.4.2  A Case Study of the Firm That Voluntary Adopted US GAAP

The case of Toyota, which voluntarily adopted US GAAP in 1998, stresses the rela-
tion of US stakeholders for the sake of the expansion strategy (Suemasa, 2012). 
According to Suemasa (2012), the ratio of US sales in Toyota is higher compared 
with that of other region’s sales. As for the supply chains of Toyota, the US region’s 
supply chains occupy the largest size compared with the other regions’ global supply 

6 According to an anonymous reviewer, we discuss about the connection of case studies and our empiri-
cal results in this section.
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chains (Tomino et al., 2016). This suggests that Toyota would adopt US GAAP ear-
lier because Toyota weight more on US foreign stakeholders.

We investigate the international diversification degree and foreign shareholdings 
in 2010. First, INTERNATIONAL of Toyota is about 0.33, which is higher than the 
average of all firms (0.05). This implies that international diversified MNEs tend to 
adopt US GAAP voluntarily. Second, the ratio of foreign shareholdings of Toyota is 
about 25.6%, higher than the average of whole firms (about 19%). These imply that 
the greater presence of foreign shareholders progresses voluntary GAAP adoption.

4.4.3  Summary of Triangulation of the Case Study Results

The attitudes toward the adoption of international/foreign report standards are trian-
gulation: voluntary IFRS adoption, voluntary US GAAP adoption, and non-adop-
tion. According to two cases of Nihon Dempa and Toyota, internationalized MNEs 
tend to adopt international/foreign financial report standards (Hu, 2011; Suemasa, 
2012). These results are consistent with our hypothesis 1. As for firms that did not 
adopt IFRS, a previous study suggests that the shortage of IFRS education is an 
obstacle to adopting IFRS for many Japanese corporations (Hashimoto, 2011). The 
survey also shows that Japanese corporations have concerns about a lack of exper-
tise in IFRS (Financial Services Agency, 2015).

From shareholder-oriented corporate governance regimes, the case study result 
of Nihon Dempa indicates that the pressure of foreign shareholders would not fully 
be affected to progress the adoption of IFRS (Hu, 2011). On the other hand, the case 
study of Toyota implies that greater foreign shareholdings would give pressure to 
adopt US GAAP (Suemasa, 2012). In addition, US GAAP adoption was motivated 
by expanding strategy of US regions in 1998 (Suemasa, 2012). In fact, Toyota is 
indirectly owned by US financial institutions such as JP Morgan Chase Bank and 
State Street Bank.7 This implies that the adoption of US GAAP might be affected by 
indirect foreign shareholdings.

From stakeholder-oriented corporate governance regimes, various stakeholder 
relationships are stressed in Japanese corporations (Yoshimori, 1995). The case 
study result of Nihon Dempa shows that the reason for adopting IFRS is to stress 
the relations of European stakeholders.8 The case study result of Toyota indicates 
that the supply chains in the US region occupy the largest size (Tomino et al., 2016). 
Thus, US stakeholders are an important target of Japanese MNEs. Under a North 
American region-specific approach, voluntary adoption of US GAAP is expected to 
enhance the compatibility of financial reporting for US stakeholders.9 These results 
are consistent with our hypothesis 2b.

7 According to anonymous reviewer’s comment, we investigate the indirect control of foreign sharehold-
ers. We also find that 27 US GAAP adopted MNEs are indirectly owned by US shareholders. We cannot 
find a name of US institutional shareholders in Toyota’s top 10 shareholders list.
8 Our un-tabulated results imply that IFRS adoption tend to be progresses in MNEs with higher ratio of 
European subsidiaries.
9 Our un-tabulated results imply that US GAAP adoption tend to be progressed in MNEs with higher 
ratio of US subsidiaries. This evidence also supports the stakeholder-oriented regimes that the voluntary 
adoption of US GAAP is due to align with the interests of stakeholders in expanded region.
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5  Discussion

We analyze the effects of international diversification on the voluntary adoption of 
international accounting standards, such as IFRS or US GAAP. This study focuses 
on voluntary international accounting standard adoption of either IFRS or US 
GAAP under the unique Japanese institutional background. Institutional background 
affects formal factors, like accounting standard adoption and the incentives of the 
society (North, 1990). Using this unique setting, we reach the following two conclu-
sions. First, the voluntary adoption of IFRS or US GAAP tends to have progressed 
in MNEs with higher internationalization. Second, MNEs with greater foreign 
shareholding tend to have voluntarily adopted US GAAP.

This study has several theoretical contributions. First, this research examines vol-
untary accounting adoption from the perspective of corporate governance deviation 
in the international corporate governance literature (Aguilera et al., 2018). We reveal 
that internationally diversified MNEs intentionally deviate from the standard set of 
corporate governance logics. In other words, IFRS or US GAAP adoption tend to 
have progressed in firms with higher internationalization degree.

Second, this study focuses on voluntary international accounting standard adop-
tion of either IFRS or US GAAP under stakeholder-oriented corporate governance 
(Desender et  al., 2016; Yoshimori, 1995). Under stakeholder-oriented corporate 
governance in Japanese corporations, foreign shareholders have shareholder-ori-
ented logics (Desender et al., 2016). In other words, foreign shareholders stress the 
compatibility of financial reporting in MNEs with a US region-specific approach. 
Thus, greater foreign shareholding results in the progress of US GAAP adoption in 
Japanese MNEs.

Our study has implications for stakeholder-oriented corporate governance 
(Desender et al., 2016) from a corporate governance deviance perspective (Aguilera 
et  al., 2018). The result that foreign shareholders prefer US GAAP adoption over 
IFRS adoption is due to the corporate governance deviance perspective (Aguilera 
et al., 2018), in which an MNE intentionally deviates from Japanese GAAP or IFRS 
adoption in favor of US GAAP. Thus, the corporate governance deviation frame-
work aims to explain why not all MNEs in nations conform to institutional pres-
sures, such as IFRS adoption.

From the view of stakeholder-oriented corporate governance, we must discuss 
the possibility that US-GAAP or IFRS adoption is affected by various stakehold-
ers, such as creditors, supply chains, and governments of subsidiary locations. First, 
long-term bank-firm relationships are important for corporate finance decisions in 
Japanese corporations (Aoki et al., 1994). In particular, the main bank is the effec-
tive monitor of client firms (Sakawa & Watanabel, 2020a, 2021a, b). In this sense, 
adoption of an accounting policy would be affected by the main bank’s attitude 
toward IFRS. Per the concern of the president of MUFG, Mr. Nagayasu, “The short-
age of expertise on IFRS in banking sectors is the most important problem regarding 
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adopting IFRS in the future” (Nagayasu, 2010). In fact, two mega-banks, Mitsubi-
shi UFG Financial Group and Mizuho Financial Group, choose to adopt US GAAP. 
Therefore, IFRS adoption is predicted to progress in the future when major banks 
can secure sufficient IFRS numbers. Second, the supply chains of Japanese MNEs 
have expanded to various foreign countries. Following the mandatory IFRS adop-
tion of EU countries in 2005, IFRS adoption has progressed in many countries. 
Thus, there may be a possibility that increasing numbers of Japanese MNEs that 
care about the relations among their supply chains would be prompted to adopt 
IFRS in the future. Third, subsidiaries of Japanese MNEs would be located in the 
foreign countries that have adopted IFRS. From the view of a stakeholder-oriented 
perspective, Japanese MNEs would adopt IFRS to place more weight on the rela-
tions among the stakeholders of subsidiaries.

Regarding the reasons Japanese MNEs tend to quit using US GAAP, first, half of 
firms quit using US GAAP during the sample period. According to Financial Ser-
vices Agency (2015) survey analysis, the main reason was a trend among competi-
tors. Managers place weight on providing comparable accounting figures among 
their competitors. Second, adopting US GAAP is burdensome compared with 
adopting IFRS. Japanese regulations permit firms listed on US stock exchanges 
to file GAAP based consolidated financial reports in Japanese stock exchanges. 
In addition, these firms have to file Japanese domestic accounting standard-based 
non-consolidated financial reports. Third, the Japanese MNEs listed on US stock 
exchanges are permitted to submit the 20F form in accordance with IFRS. In this 
sense, it is easier for these firms maintaining US stock exchange listings to adopt 
IFRS.10

Regarding why there are more than two times as many MNEs that adopt IFRS 
are as those that adopt US GAAP, the crucial reason that Japanese MNEs adopt 
IFRS is comparability among competitors (Financial Services Agency, 2015). 
Thus, competition within the industry is a driver of adopting IFRS. The other 
main reason for adoption is “makes explanation foreign shareholder easier” and 
“smooth finance from abroad.” On the other hand, the main reason that firms 
reluctant to adopt is huge IT costs and shortage of expertise (Financial Services 
Agency, 2015).

Our study has several limitations. First, policy debates over the mandatory adop-
tion of IFRS in Japan have not been concluded. Thus, we cannot predict how Japa-
nese MNEs would respond to changes in Japanese adoption policy in the future. 
Second, this study does not reveal which set of accounting standards improves the 
accounting quality of the financial reporting of Japanese MNEs. Third, our study 
does not provide implications regarding whether market efficiency or risk are 
affected by the voluntary adoption of IFRS or US GAAP. Under stakeholder-ori-
ented corporate governance, corporate risk-taking tends to be mitigated by firms 
with major bank relationships (Sakawa & Watanabel, 2021c). Thus, further exami-
nation is required to consider the efficiency and risks in stakeholder-oriented corpo-
rate governance. Fourth, our study does not reveal whether the adoption of voluntary 

10 About 350 Japanese corporations listed on the ADR section of the US stock exchanges.



740 H. Sakawa et al.

1 3

IFRS would be driven by the appointment of foreign board members.11 These ave-
nues may yield valuable results in future research.

6  Conclusions

This study investigates the relationship between internationalization and interna-
tional accounting standards using a sample of Japanese MNEs during the period 
2010–2017. Our results imply that Japanese internationalized MNEs tend to adopt 
either IFRS or US GAAP. Furthermore, our results reveal that foreign sharehold-
ers favor voluntary adoption of US GAAP rather than voluntary adoption of IFRS. 
From the semiglobalization perspective (Arregle et  al., 2013), executives of Japa-
nese MNEs tend to have a US region-specific approach. Foreign shareholders with 
shareholder-oriented logics (Desender et  al., 2016) encourage Japanese MNEs to 
be financially compatible. To establish financial compatibility in MNEs with a US 
region-specific approach, US GAAP adoption is more suitable than IFRS adoption. 
Thus, foreign shareholders have different attitudes toward the adoption of IFRS and 
US GAAP in Japanese internationalized MNEs.

Our research contributes to academic research and practice on firm-level corpo-
rate governance deviation. First, our findings reveal that international accounting 
standard adoption by MNEs is not necessarily suitable for IFRS adoption, like in 
European countries. The progress of IFRS adoption in MNEs depends on the region-
specific approach of Japanese MNEs. In this sense, our study extends the semiglo-
balization perspective for the adoption of US GAAP in Japanese MNEs (Arregle 
et al., 2013). Second, pressures of financial compatibility from foreign shareholders 
with shareholder-oriented logics would result in the progress of US GAAP adop-
tion under stakeholder-oriented corporate governance. Thus, this study provides 
evidence that a transition of corporate governance in stakeholder-oriented corporate 
governance would affect the firm-level corporate governance deviation.

11 In Japanese corporations, the appointment of foreign board members or foreign institutional share-
holders’ representative board members remain low level. According to the survey, only 12.8% of pro-
posals (:117 proposals) which aim to appoint new members by institutional shareholders are approved 
(Ueda, 2014). On the other hand, more than 88% of same type of proposals (75,298 proposals) by TMTs 
are approved (Ueda, 2014). Therefore, it is difficult to foreign institutional shareholders/stakeholders 
appoint representatives to the board in Japanese corporations.
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Appendix A: Definitions and Measurements of the Variables

Variable Definition

Dependent variable
 IFRS Dummy variable that equals one if the firm adopts IFRS, and otherwise zero
 US-GAAP Dummy variable that equals one if the firm adopts US GAAP, and otherwise 

zero
Independent variable
 SUBSIDIARIES Total number of overseas subsidiaries of a firm
 COUNTRY Total number of countries in which the firm has overseas subsidiaries
 INTERNATIONAL Average of the ratio of SUBSIDIARIES to the maximum value of SUBSIDIARIES 

and the ratio of COUNTRY  to the maximum value of COUNTRY 
 FINANCIAL Ratio of ownership of financial institutions
 FOREIGN Ratio of ownership of foreign investors
 INSIDE Ratio of ownership of inside board members
 SIZE Natural log of total assets
 ROA Return on total assets
 LIQUIDITY Ratio of cash assets to total assets
 LEVERAGE Ratio of total debt to equity
 LOANS Loans divided by total assets
 AGE Number of years that the firm has been listed on the stock market
 LOSS Dummy variable that equals one if the firm has a net loss, and otherwise zero
 OPERATING 

CASH
Absolute value of operating cash flow to lagged total assets

 SEGMENTS Number of geographic segments in which the firm operates
 EQUITY DIVI-

DEND
Current year’s equity divided by prior year’s equity

 BIGN Dummy variable that equals one if the firm is audited by a Big Four audit firm 
(i.e., EY, Deloitte, KPMG, or PwC), and otherwise zero

 PRE PERIOD Dummy variable that equals one if time period is pre 2013
 INDUSTRY FE Industry dummy variable that equals one if the firm is represented in the specific 

Tokyo Stock Exchange New Industry Code category, and otherwise zero

Acknowledgements The previous version of this research was presented at Australian and New Zealand 
Academy of management (ANZAM) 2019 annual conference. We appreciate for helpful comments from 
Xudong Ji, William Judge, Chikako Ozu, Yoshiko Shirata, and participants at the ANZAM 2019 con-
ference. This research was financially supported by the Japan Ministry of Education, Culture, Sports, 
Science and Technology, Grants-in-Aid for Young Scientists (A: 17H04784), and Grant-in-Aid for Early-
Career Scientists (19K13847).

Declarations 

Conflict of interest There are no conflict of interest to declare.



742 H. Sakawa et al.

1 3

References

Aguilera, R. V., & Jackson, G. (2003). The cross-national diversity of corporate governance: dimensions 
and determinants. Academy of Management Review, 28(3), 447–465. https:// doi. org/ 10. 5465/ amr. 
2003. 10196 772

Aguilera, R. A., Judge, W. Q., & Terjesen, S. (2018). Corporate governance deviance. Academy of Man-
agement Review, 43(1), 87–109. https:// doi. org/ 10. 5465/ amr. 2014. 0394

Ahmadjian, C. L., & Robbins, G. E. (2005). A clash of capitalisms: foreign shareholders and corporate 
restructuring in 1990s Japan. American Sociological Review, 70(3), 451–471. https:// doi. org/ 10. 
1177/ 00031 22405 07000 305

Allison, P. D. (1984). Event history analysis: regression for longitudinal event data. Sage.
Aoki, M. (2001). Toward a comparative institutional analysis. MIT Press.
Aoki, M., Patrick, H., & Sheard, P. (1994). The Japanese main bank system: an introductory review. In 

M. Aoki & H. Patrick (Eds.), The Japanese main bank system: its relevance for developing and 
transforming economies (pp. 1–50). Oxford University Press.

Arregle, J. L., Beamish, P. W., & Hebert, L. (2009). The regional dimension of MNE’s foreign subsidiary 
localization. Journal of International Business Studies, 40(1), 86–107. https:// doi. org/ 10. 1057/ jibs. 
2008. 67

Arregle, J. L., Miller, T., Hitt, M. A., & Beamish, P. W. (2013). Do regions matter? An integrated insti-
tutional and semiglobalization perspective on the internationalization of MNEs. Strategic Manage-
ment Journal, 34(8), 910–934. https:// doi. org/ 10. 1002/ smj. 2051

Ball, R. S., Robin, A., & Wu, J. (2003). Incentives versus standards: properties of accounting income in 
four East Asian countries. Journal of Accounting and Economics, 36(1–3), 235–270. https:// doi. org/ 
10. 1016/j. jacce co. 2003. 10. 003

Barth, M. E., Landsman, W. R., Lang, M., & Williams, C. (2012). Are IFRS-based and US GAAP-based 
accounting amounts comparable? Journal of Accounting and Economics, 54(1), 68–93. https:// doi. 
org/ 10. 1016/j. jacce co. 2012. 03. 001

Botzem, S., & Dobusch, L. (2012). Standardization cycles: a process perspective on the formation pro-
cess perspective on the formation and diffusion of transnational standards. Organization Studies, 
33(5–6), 737–762. https:// doi. org/ 10. 1177/ 01708 40612 443626

Chizema, A. (2010). Early and late adoption of American-style executive pay in Germany: governance 
and institutions. Journal of World Business, 45(1), 9–18. https:// doi. org/ 10. 1016/j. jwb. 2009. 04. 007

Chizema, A., & Shinozawa, Y. (2012). The company with committees: change or continuity in Japanese 
corporate governance? Journal of Management Studies, 49(1), 77–101. https:// doi. org/ 10. 1111/j. 
1467- 6486. 2011. 01008.x

David, P., O’Brien, J. P., Yoshikawa, T., & Delios, A. (2010). Do shareholders or stakeholders appropri-
ate the rents from corporate diversification? The influence of ownership structure. Academy of Man-
agement Journal, 53, 636–654. https:// doi. org/ 10. 5465/ amj. 2010. 51469 005

Delios, A., & Beamish, P. W. (1999). Ownership strategy of Japanese firms: transactional, institutional, 
and experience influences. Strategic Management Journal, 20(10), 915–933. https:// doi. org/ 10. 
1002/ (SICI) 1097- 0266(199910) 20: 10% 3c915:: AID- SMJ51% 3e3.0. CO;2-0

Desender, K. A., Aguilera, R. V., Lópezpuertas-Lamy, M., & Crespi, M. (2016). A clash of governance 
logics: foreign ownership and board monitoring. Strategic Management Journal, 37(2), 349–369. 
https:// doi. org/ 10. 1002/ smj. 2344

Doupnik, T. S., & Perera, H. (2012). International accounting. McGraw-Hill.
Doupnik, T. S., & Riccio, E. L. (2006). The influence of conservatism and secrecy on the interpretation 

of verbal probability expressions in the Anglo and Latin cultural areas. International Journal of 
Accounting, 41(3), 237–261. https:// doi. org/ 10. 1016/j. intacc. 2006. 07. 005

Financial Services Agency. (2015). IFRS adoption report. Retrieved April 23, 2021, from https:// www. 
fsa. go. jp/ news/ 26/ sonota/ 20150 415-1/ 01. pdf

Goerzen, A., & Beamish, P. W. (2003). Geographic scope and multinational enterprise performance. 
Strategic Management Journal, 24(13), 1289–1306. https:// doi. org/ 10. 1002/ smj. 357

Goetz, M. R., Laeven, L., & Levine, R. (2013). Identifying the valuation effects and agency costs of 
corporate diversification: evidence from the geographic scope and multinational enterprise perfor-
mance. Review of Financial Studies, 26(7), 1783–1823. http:// rfs. oxfor djour nals. org/

https://doi.org/10.5465/amr.2003.10196772
https://doi.org/10.5465/amr.2003.10196772
https://doi.org/10.5465/amr.2014.0394
https://doi.org/10.1177/000312240507000305
https://doi.org/10.1177/000312240507000305
https://doi.org/10.1057/jibs.2008.67
https://doi.org/10.1057/jibs.2008.67
https://doi.org/10.1002/smj.2051
https://doi.org/10.1016/j.jacceco.2003.10.003
https://doi.org/10.1016/j.jacceco.2003.10.003
https://doi.org/10.1016/j.jacceco.2012.03.001
https://doi.org/10.1016/j.jacceco.2012.03.001
https://doi.org/10.1177/0170840612443626
https://doi.org/10.1016/j.jwb.2009.04.007
https://doi.org/10.1111/j.1467-6486.2011.01008.x
https://doi.org/10.1111/j.1467-6486.2011.01008.x
https://doi.org/10.5465/amj.2010.51469005
https://doi.org/10.1002/(SICI)1097-0266(199910)20:10%3c915::AID-SMJ51%3e3.0.CO;2-0
https://doi.org/10.1002/(SICI)1097-0266(199910)20:10%3c915::AID-SMJ51%3e3.0.CO;2-0
https://doi.org/10.1002/smj.2344
https://doi.org/10.1016/j.intacc.2006.07.005
https://www.fsa.go.jp/news/26/sonota/20150415-1/01.pdf
https://www.fsa.go.jp/news/26/sonota/20150415-1/01.pdf
https://doi.org/10.1002/smj.357
http://rfs.oxfordjournals.org/


743

1 3

The Internationalization and Voluntary Adoption of…

Gray, S. J., Kang, T., Lin, Z., & Tang, Q. (2015). Earnings management in Europe post IFRS: Do cul-
tural influences persist? Management International Review, 55(6), 827–856. https:// doi. org/ 10. 1007/ 
s11575- 015- 0254-7

Guillen, M. F. (2000). Corporate governance and globalization: is there convergence across countries? 
Advances in International Comparative Management, 13, 175–204.

Gulamhussen, M. A., Pinheiro, C. M., & Pozzolo, A. F. (2017). Do multinational banks create or destroy 
shareholder value? A cross-country analysis. Financial Markets, Institutions & Instruments, 26(5), 
295–313. https:// doi. org/ 10. 1111/ fmii. 12091

Hashimoto, T. (2011). The Direction for IFRS Education in Japan. The Keirikenkyu, 54, 89–100.
Hassan, M. (2008). The development of accounting regulations in Egypt. Managerial Auditing Journal, 

23(5), 467–484. https:// doi. org/ 10. 1108/ 02686 90081 08752 99
Hitt, M. A., Hoskisson, R. E., & Kim, H. (1997). International diversification: effects on innovation and 

firm performance in product-diversified firms. Academy of Management Journal, 40(4), 767–799. 
https:// doi. org/ 10. 5465/ 256948

Hong, E., Lee, I. H., & Makino, S. (2019). Outbound foreign direct investment (FDI) motivation and 
domestic employment by Multinational Enterprises (MNEs). Journal of International Management, 
25(2), 100657. https:// doi. org/ 10. 1016/j. intman. 2018. 11. 003

Hope, O. (2003). Disclosure practices, enforcement of accounting standards, and analysts forecast accu-
racy: an international study. Journal of Accounting Research, 41(2), 235–272. https:// doi. org/ 10. 
1111/ 1475- 679X. 00102

Hope, O., Jin, J., & Kang, T. (2006). Empirical evidence on jurisdictions that adopt IFRS. Journal of 
International Accounting Research, 5(2), 1–20. https:// doi. org/ 10. 2308/ jiar. 2006.5. 2.1

Hu, D. (2011). Case study of NDK, the first IFRS adopting Japanese company: using the concept of busi-
ness communication. Keizai Kagaku, 59(1), 27–41. https:// doi. org/ 10. 18999/ ecos. 59.1. 27

Jackson, G. (2005). Stakeholders under pressure: corporate governance and labour management in Ger-
many and Japan. Corporate Governance: An International Review, 13(3), 419–428. https:// doi. org/ 
10. 1111/j. 1467- 8683. 2005. 00436.x

JETRO. (2018). A survey analysis of overseas expansions of Japanese MNEs. Japan External Trade 
Organization. Retrieved December 12, 2020, from https:// www. jetro. go. jp/ ext_ images/ en/ repor ts/ 
survey/ pdf/ jafir ms2018. pdf

Judge, W., Li, S., & Pinsker, R. (2010). National adoption of international accounting standards: an inter-
national perspective. Corporate Governance: An International Review, 18(3), 161–174. https:// doi. 
org/ 10. 1111/j. 1467- 8683. 2010. 00798.x

Kostova, T., Roth, K., & Dacin, M. C. (2008). Institutional theory of multinational corporations: a cri-
tique and new directions. Academy of Management Review, 33(4), 994–1006. https:// doi. org/ 10. 
5465/ amr. 2008. 34422 026

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. (2000). Investor protection and corpo-
rate governance. Journal of Financial Economics, 58(1–2), 3–27. https:// doi. org/ 10. 1016/ S0304- 
405X(00) 00065-9

Lu, J. W., & Beamish, P. W. (2004). International diversification and firm performance: the S-curve 
hypothesis. Academy of Management Journal, 47(4), 598–609. https:// doi. org/ 10. 5465/ 20159 604

Nagayasu, K. (2010). Challenges to IFRS adoption in Japan. Accounting and Audit Journal (The Japa-
nese Institute of Certified Public Accountants), 685, 2–3.

North, D. (1990). Institutions, institutional change, and economic performance. Norton.
Rugman, A. M., & Verbeke, A. (2004). A perspective on regional and global strategies of multinational 

enterprises. Journal of International Business Studies, 35(1), 3–18. https:// doi. org/ 10. 1057/ palgr 
ave. jibs. 84000 73

Sakawa, H., Moriyama, K., & Watanabel, N. (2012). Relation between top executive compensation struc-
ture and corporate governance: evidence from Japanese public disclosed data. Corporate Govern-
ance: An International Review, 20(6), 593–608. https:// doi. org/ 10. 1111/j. 1467- 8683. 2012. 00928.x

Sakawa, H., Ubukata, M., & Watanabel, N. (2014). Market liquidity and bank-dominated corporate gov-
ernance: evidence from Japan. International Review of Economics & Finance, 31, 1–11. https:// doi. 
org/ 10. 1016/j. iref. 2013. 11. 005

Sakawa, H., & Watanabel, N. (2019). Family control and ownership monitoring in stakeholder-ori-
ented corporate governance. Management Decision, 57(7), 1712–1728. https:// doi. org/ 10. 1108/ 
MD- 04- 2018- 0480

https://doi.org/10.1007/s11575-015-0254-7
https://doi.org/10.1007/s11575-015-0254-7
https://doi.org/10.1111/fmii.12091
https://doi.org/10.1108/02686900810875299
https://doi.org/10.5465/256948
https://doi.org/10.1016/j.intman.2018.11.003
https://doi.org/10.1111/1475-679X.00102
https://doi.org/10.1111/1475-679X.00102
https://doi.org/10.2308/jiar.2006.5.2.1
https://doi.org/10.18999/ecos.59.1.27
https://doi.org/10.1111/j.1467-8683.2005.00436.x
https://doi.org/10.1111/j.1467-8683.2005.00436.x
https://www.jetro.go.jp/ext_images/en/reports/survey/pdf/jafirms2018.pdf
https://www.jetro.go.jp/ext_images/en/reports/survey/pdf/jafirms2018.pdf
https://doi.org/10.1111/j.1467-8683.2010.00798.x
https://doi.org/10.1111/j.1467-8683.2010.00798.x
https://doi.org/10.5465/amr.2008.34422026
https://doi.org/10.5465/amr.2008.34422026
https://doi.org/10.1016/S0304-405X(00)00065-9
https://doi.org/10.1016/S0304-405X(00)00065-9
https://doi.org/10.5465/20159604
https://doi.org/10.1057/palgrave.jibs.8400073
https://doi.org/10.1057/palgrave.jibs.8400073
https://doi.org/10.1111/j.1467-8683.2012.00928.x
https://doi.org/10.1016/j.iref.2013.11.005
https://doi.org/10.1016/j.iref.2013.11.005
https://doi.org/10.1108/MD-04-2018-0480
https://doi.org/10.1108/MD-04-2018-0480


744 H. Sakawa et al.

1 3

Sakawa, H., & Watanabel, N. (2020a). Main bank relationship and accounting conservatism: evi-
dence from Japan. Asian Business & Management, 19(1), 62–85. https:// doi. org/ 10. 1057/ 
s41291- 019- 00071-5

Sakawa, H., & Watanabel, N. (2020b). Institutional ownership and firm performance under stakeholder-
oriented corporate governance. Sustainability, 12(3), 1021. https:// doi. org/ 10. 3390/ su120 31021

Sakawa, H., & Watanabel, N. (2021a). Accounting frauds and main-bank monitoring in Japanese corpo-
rations. Journal of Business Ethics, Forthcoming. https:// doi. org/ 10. 1007/ s10551- 021- 04888-z

Sakawa, H., & Watanabel, N. (2021b). Earnings quality and internal control in bank-dominated cor-
porate governance. Asian Business & Management, 20(2), 188–220. https:// doi. org/ 10. 1057/ 
s41291- 019- 00100-3

Sakawa, H., & Watanabel, N. (2021c). Main bank relationships and risk taking in Japanese listed firms. 
Applied Economics, 53(9), 996–1012. https:// doi. org/ 10. 1080/ 00036 846. 2020. 18204 44

Sanders, W. G., & Tuschke, A. C. (2007). The adoption of institutionally contested organizational prac-
tices: the emergence of stock option pay in Germany. Academy of Management Journal, 50(1), 
33–56. https:// doi. org/ 10. 5465/ amj. 2007. 24160 889

Scott, W. R. (2001). Institutions and organizations (2nd ed.). Sage.
Seki, T. (2005). Legal reform and shareholder activism by institutional investors in Japan. Corporate 

Governance: An International Review, 13(3), 377–385. https:// doi. org/ 10. 1111/j. 1467- 8683. 2005. 
00432.x

Suemasa, Y. (2012). A study of the transition on the “other comprehensive income” in the Toyota’s 
consolidated financial statement adopted USA accounting standard for the 14 years. The Business 
Review of Kansai University, 57(2), 61–89. http:// hdl. handle. net/ 10112/ 7167

Tomino, T., Shintaku, J., & Kobayashi, M. (2016). Global supply chain management in Toyota. Akamon 
Management Review, 15(4), 209–230. https:// doi. org/ 10. 14955/ amr. 150401

Touron, P. (2005). The adoption of US GAAP by French firms before the creation of the International 
Accounting Standard Committee: an institutional explanation. Critical Perspectives on Accounting, 
16(6), 851–873. https:// doi. org/ 10. 1016/j. cpa. 2003. 08. 011

Tsunogaya, N., Hellmann, A., & Scagnelli, S. D. (2015). Adoption of IFRS in Japan: challenges and 
consequences. Pacific Accounting Review, 27(1), 3–27. https:// doi. org/ 10. 1108/ PAR- 11- 2012- 0056

Ueda, R. (2014). Corporate governance in Japan: developments in listed companies and roles of institu-
tional investors. FSA Institute Discussion Paper. No. 2014-5. Retrieved April 23, 2021, from https:// 
www. fsa. go. jp/ frtc/ engli sh/ seika/ discu ssioo n2014. html# 05

Wijayana, S., & Gray, S. J. (2019). Institutional factors and earnings management in the Asia-Pacific: Is 
IFRS adoption making a difference? Management International Review, 59(2), 307–334. https:// doi. 
org/ 10. 1007/ s11575- 018- 0371-1

Williamson, O. E. (2000). The new institutional economics: taking stock, looking ahead. Journal of Eco-
nomic Literature, 38(3), 595–613. https:// doi. org/ 10. 1257/ jel. 38.3. 595

Yoshikawa, T., & Gedajlovic, E. R. (2002). The impact of global capital market exposure and stable own-
ership on investor relations practices and performance of Japanese firms. Asia Pacific Journal of 
Management, 19(4), 525–540. https:// doi. org/ 10. 1023/A: 10205 69609 552

Yoshimori, M. (1995). Whose company is it? The concept of the corporation in Japan and the west. Long 
Range Planning, 28(4), 33–44. https:// doi. org/ 10. 1016/ 0024- 6301(95) 00025-E

Publisher’s Note Springer Nature remains neutral with regard to jurisdictional claims in published 
maps and institutional affiliations.

https://doi.org/10.1057/s41291-019-00071-5
https://doi.org/10.1057/s41291-019-00071-5
https://doi.org/10.3390/su12031021
https://doi.org/10.1007/s10551-021-04888-z
https://doi.org/10.1057/s41291-019-00100-3
https://doi.org/10.1057/s41291-019-00100-3
https://doi.org/10.1080/00036846.2020.1820444
https://doi.org/10.5465/amj.2007.24160889
https://doi.org/10.1111/j.1467-8683.2005.00432.x
https://doi.org/10.1111/j.1467-8683.2005.00432.x
http://hdl.handle.net/10112/7167
https://doi.org/10.14955/amr.150401
https://doi.org/10.1016/j.cpa.2003.08.011
https://doi.org/10.1108/PAR-11-2012-0056
https://www.fsa.go.jp/frtc/english/seika/discussioon2014.html#05
https://www.fsa.go.jp/frtc/english/seika/discussioon2014.html#05
https://doi.org/10.1007/s11575-018-0371-1
https://doi.org/10.1007/s11575-018-0371-1
https://doi.org/10.1257/jel.38.3.595
https://doi.org/10.1023/A:1020569609552
https://doi.org/10.1016/0024-6301(95)00025-E

	The Internationalization and Voluntary Adoption of International Accounting Standards by Japanese MNEs
	Abstract
	1 Introduction
	2 Theory and Hypothesis Development
	2.1 Theoretical Background
	2.2 Research Context
	2.3 Hypothesis Development

	3 Sample and Methodology
	3.1 Sample Selection, Variables, and Methodology
	3.2 Dependent Variables
	3.3 Independent Variables
	3.4 Econometric Methodology

	4 Data Analysis and Results
	4.1 Descriptive Statistics
	4.2 Estimated Results
	4.3 Interpretation of Main Findings
	4.4 Related Case Studies
	4.4.1 A Case Study of the Firm That Voluntary Adopted IFRS
	4.4.2 A Case Study of the Firm That Voluntary Adopted US GAAP
	4.4.3 Summary of Triangulation of the Case Study Results


	5 Discussion
	6 Conclusions
	Acknowledgements 
	References




