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Fair Value Accounting is the Wrong
Scapegoat for this Crisis

NICOLAS VERON

Bruegel, Brussels, Belgium

The ongoing financial crisis has spurred much finger-pointing at fair value
accounting for financial instruments, as set out in both leading sets of accounting
standards used by listed companies around the world, namely the US Generally
Accepted Accounting Principles (US GAAP) and the International Financial
Reporting Standards (IFRS). Prominent financial leaders such as Martin Sullivan,
former CEO of AIG, and Henri de Castries, CEO of AXA, have singled out fair
value and the related wide use of mark-to-market accounting as a major factor
in the crisis (see Hughes and Tett, 2008). Echoing these views, European
Commissioner Charlie McCreevy expressed his concern on 1 Apnl this year
about the ‘impact of mark to market valuation when markets generally become
illiquid and irmtional’ (McCreevy, 2008).

On closer inspection, there is not just one criticism of fair value accounting, but
two, centring respectively on illiquidity and procyclicality. The illiquidity criti-
cism focuses on complex products resulting from secuntisation of assets such
as mortgage loans, which are at the core of the current financial cnsis. Both
IFRS and US GAAP define the fair value of financial instruments under a
three-level framework: it is set as the observable market price of the instrument,
or (absent the former) the observable market price of a similar item, or (if none of
the previous two can be found) the result of a financial valuation model. The illi-
quidity criticism noles that market conditions of many complex financial instru-
ments since August 2007 are marked by an imbalance between supply and
demand, which means that market prices are rendered abnormal by the evapor-
ation of liquidity and may bear no relation to underlying value defined as the
potential to generate future cash flows. Indications of price for instruments that
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Notes

These features are themselves not always mutually reinforcing, and the respective
priorities assigned to them in accounting standards depend on the political economy in
which standard-setting takes place. For a more in-depth analysis, see Véron et al.
(2006).

Goldman Sachs, for example, had $96.4 billion of assets marked to model (‘level 3
assets’ in US GAAP jargon) on its balance sheet as of end-February 2008 (Onaran,
2008).

EFRAG is a private organisation consulted by the European Commission before taking

its decisions on the adoption of the IFRS accounting standards.

The chairmen of EFRAG and of its Technical Expert Group publicly distanced themselves

from the three experts' proposal (Tidstrom and Enevoldsen, 2008).

A proposal to create a European chief accountant is developed in Nicolas Véron (2007).

Log in via your institution

> Access through your institution

Log in to Taylor & Francis Online

> Login
Restore content access

% Restore content access for purchases made as guest

Purchase options * Save for later


https://www.tandfonline.com/action/ssostart?redirectUri=%2Fdoi%2Ffull%2F10.1080%2F17449480802510542
https://www.tandfonline.com/action/showRestoreContentAccess
https://www.tandfonline.com/action/saveItem?doi=10.1080/17449480802510542

PDF download + Online access
e 48 hours access to article PDF & online version

» Article PDF can be downloaded
o Article PDF can be printed

EUR 48.00 W Add to

cart

Issue Purchase
» 30 days online access to complete issue

» Article PDFs can be downloaded
o Article PDFs can be printed

EUR 136.00

* Local tax will be added as applicable

Related Research @

People also read Recommended articles Cited by
49

Fair Value Accounting and the Banking Crisis in 2008: Shooting the Messenger »

Paul André et al.
Accounting in Europe
Published online: 4 Jun 2009

Is fair value accounting information relevant and reliable? Evidence from capital market research )

Wayne R. Landsman
Accounting and Business Research
Published online: 28 Feb 2012

The Decision Usefulness of Fair Value Accounting - A Theoretical Perspective )

Joerg-Markus Hitz
European Accounting Review
Published online: 29 Jun 2007


https://www.tandfonline.com/action/addToCart?id=SSHAP_N_2014-SSH%20ARTICLE%20PURCHASE%202026%20EURO%20%E2%82%AC-ELECTRONIC-EUR-10.1080/17449480802510542-714575
https://www.tandfonline.com/action/addToCart?id=RAIEPF_ISS_2026-RAIEPF_ISS_2026_Z5-ELECTRONIC-EUR-10.1080/17449480802510542-716222
https://www.tandfonline.com/doi/full/10.1080/17449480902896346?src=recsys
https://www.tandfonline.com/author/Andr%C3%A9%2C+Paul
https://www.tandfonline.com/doi/full/10.1080/00014788.2007.9730081?src=recsys
https://www.tandfonline.com/author/Landsman%2C+Wayne+R
https://www.tandfonline.com/doi/full/10.1080/09638180701390974?src=recsys
https://www.tandfonline.com/author/Hitz%2C+Joerg-Markus

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources by email

8 Sign me up
X JinJe kol

Copyright © 2026 Informa UK Limited Privacy policy e Taylor& Francis

by informae--
Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

