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Ladies and Gentlemen,
It is a great pleasure and a privilege to address this joint Conference of IFAC and EAB today in Tallinn. I want to thank my hosts for the invitation and the hospitality. This is a great opportunity for me to begin by stating that the international public interest is not defined only by large country constituencies. The engagement and the participation of small countries, such as Esthonia, in the new European and global economic landscape is one of the important changes that must be embedded in that landscape. The PIOB believes that the international public interest can only be defined with processes that are broadly inclusive.
At times of crisis such as the present moment, people ponder the fundamentals. I will take the opportunity to do this, and start out by asking basic questions, about the public interest.  I find it refreshing to be able to affirm (or reject) truths that we have considered self – evident after long repetition. 
Many professions can lay claim to service of the public interest. Doctors can be perceived as defenders of public health. Teachers serve society by instilling ethical values in students. Structural engineers ensure the safety of physical infrastructures used by millions. Environmentalists promote and defend the quality of the human environment. In each of these common examples a profession works to create or safeguard a public good or a service that entails broader benefit and increases the welfare of large populations. How do accountants fit into this picture, what public good or service do they create or safeguard?  One could argue that accountants occupy themselves with a narrow set of activities, namely recording and organizing the presentation of financial figures. What they produce is clearly a matter of private interest since those who own or run business activities measure their success or failure on the basis of accounting figures. When money needs to be raised, projections into the future have to be constructed and accountants furnish the basis for these projections.  When an economic organization reaches the point where it needs to be dissolved, accountants again offer the measurements that determine values to be distributed and claims to be fulfilled. 
These are all services that are privately offered, privately contracted and privately compensated. So where is the public interest in all this? On the face of it, it appears that accountants are servants of private interests par excellence. And yet, their world organization, IFAC, makes broad claims of working in furthering the public interest. Does this have substance or is it a nice – sounding marketing trick? 
There is indeed a deeper element of public benefit in what accountants do. If we try to distinguish it we find that it is tied to the notion of financial discipline. Activities that can be self – sustaining by producing profits must be readily distinguished from activities that are not self – sustaining; accounts must be accurate and offer comparability. The continuation of self – sustaining activities and the abandonment of others is a major contribution to overall growth in an economy. Therefore, the accuracy and comparability of financial accounts constitute one of the foundations of an economic system oriented to growth and economic prosperity. There are many technical debates about how to strengthen the quality of financial reporting. To do the accounts of one entity well is indeed a matter of private interest. To do all accounts well so that entities can compete with one another, and so that outsiders can compare the outcomes of competition with a common yardstick, is a matter of public interest. Thus, the ability to ensure that all accountants maintain high quality standards in their work produces added value in the public interest. 
Over the last decades, notably since the early 1980s, there has been a momentous rise of the financial market as a mechanism of company finance. A variety of financial instruments has surfaced and ‘external finance’ that used to be mostly a matter of borrowing from your friendly bank has become a complex business. One may well wonder why there is such complexity and what drives it. 
Well, financial needs vary across entities in terms of size, timing, risks and relations between the suppliers and the receivers of funding. Complexity is the outcome of innovations that accommodate this variety. At the same time complexity creates opaqueness, not only by lack of transparency but also by difficulty of understanding. Common investors can easily understand a classic bond. They have difficulty perceiving the way CDOs, CDSs and SPVs work, even if they were  transparent  in terms of reference and performance numbers. 
The rise of financial markets has also reinforced another element of ‘public-ness’.  This is anonymity: capital is raised either through offers made directly to the public, or through offers directed to pools of capital that represent a multitude of stakeholders (mutual funds, pension funds, hedge funds and so forth). When anonymity becomes the rule in raising capital, a very strong implication follows: Bilateral relations of trust cannot be sustained and alternative mechanisms of trust must be devised for the market to function. These mechanisms must provide comfort to the multitude of anonymous capital providers. They must therefore have a public character themselves.  Now this is where auditors enter. The auditors verify financial accounts. Their function is one of public certification. Inasmuch as this is one of the pillars of the function of financial markets, a clear element of public interest enters the picture once more. And inasmuch as public certification must also afford the same comparability and consistency that is required of financial statements themselves, the adherence of the body of auditors to uniform high standards contributes social ‘value added’. 
Comparability, verifiability, certification; these are all attributes that support the public interest as it is embedded in the operation of the economy and the market. The assurance that these attributes can be safely obtained comes from the way the activities of accountants and auditors are practiced. But practice – besides high quality, clear and practically applicable standards - requires skills, strength of character, objective procedures and independent judgments. The morale and the collective commitment of the individuals making up the accounting and the auditing profession to skill and independent judgment are highly conducive to the advancement of the public interest. This is what professional organizations should promote. This is the public interest mission of the profession. 
Having delineated the contours of the public interest in what accountants do, I would now like to turn to a more topical view of the public interest. This is the context of the present crisis. In my view the financial crisis experienced since late 2007 represents a massive failure of private interests to produce balanced market outcomes. A pressing need to reestablish and reinforce the contours of the public interest emerges as a consequence. 
Unsustainable valuations, over – levering of investments, wide expansion of opaque financial instruments, a huge spread of derivatives supposedly offering ‘hedges’ but being in fact unprotected gambles, a derailment of banking from the core activities of term lending, these were phenomena that signaled the abandonment of market discipline in favor of quick speculative profits. One of the more dangerous aspects of booming markets is that most are inclined to underrate the risks of the situation. The calculation of risks is normally a natural break to speculative activity. The miscalculation of risks will relax that break and lead to market failure by producing unsustainable valuations. This is what happened and recognized widely, now after the fact. 

There is also a related problem connected with the failure of private interest to create balanced market outcomes. This is the weakening of incentives to act in the public interest. I mean by this the undisciplined chase after private gain which subverted the very actions that purported to defend the public interest. In euphoric times, regulations were relaxed and others postponed; many regulators, spurred on by market participants and politicians, felt that markets were working well and abstained from interventions that at the time appeared useless. Existing prudential rules, such as capital adequacy requirements, proved pro – cyclical since they were interdependent with market valuations. This meant that their bite became more relaxed as markets became more upbeat. Auditors have not been directly blamed in this crisis. Yet, I cannot believe that they too were unaffected by the euphoric climate and that there have been no instances when the guard has been let down. Inasmuch as auditors fulfill a regulatory function, they are subject to similar pressures as those faced by regulators. 

We should seek to never again underestimate how the mass of speculative profits has a unique ability to bolster and propagate feelings of euphoria, happiness and even a sense of prosperous financial security over investor opinion, general public opinion, social sentiment and political opinion, as well. All this was in fact observed during the last boom (as well as during previous ones) and led to a visible weakening of public interest vigilance.
After every major crisis, there is a natural and legitimate effort to understand what went wrong. This occasionally degenerates into a ‘blame game’.  But even so, we must always take a broad view and seek ways to put the public interest back on track.  Back in the days of the big accounting scandals of Enron and World-com, the general perception was that these involved very visible audit failures and that large reforms were needed to rectify the problems that had plunged the world markets into the crisis of 2000-3. At that time the regulatory community and IFAC worked together to establish a system of safeguards of the public interest in the function of standard setting. The PIOB started to work in 2005, the standard setting boards underwent big changes in composition and due process, consultative advisory groups were strengthened, IFAC worked to enhance its public interest agenda. Over the last four years this reformed system achieved some major goals. The body of International standards of audit has undergone major renovation, as the “clarity project” was completed last February. The Ethics code, including standards for auditor independence, has also been revised and completed last June. 
The true gain from successful standard setting comes from the application of the new standards. Thus, the realization of public benefits emerges slowly and much later than standard publication, implementation takes root and modifies actual practice. The road to the achievement of higher quality financial reporting and higher quality audits is still ahead. The essential question is one of reestablishing confidence in these processes. Despite the fact that the present crisis does not single out accountants and auditors as the main suspects, financial turmoil has been so deep and value destruction so high that everyone is under review. The general suspicion of markets, bankers, and derivative promoters has spread over all professions associated with the markets. Accountants and auditors have to respond by confidence – building strategies that can reassure investors. 
A unique opportunity presents itself now. The future will certainly hold the establishment of higher transparency, more diligent regulation of excessive risk – taking, more intensive supervision of the operation of interdependent and global markets. The newly revised international standards have been completed just in time to offer a valuable tool for the new governance of markets. Hence, as some have already noted, crisis is also a time of opportunity: the adoption and implementation of global standards, such as those that have been produced under the aegis of IFAC with close oversight by the PIOB, are projects that promise to bolster the international public interest. Accounting bodies around the world should devote energy and resources to these goals, cooperating with regulators, as the world is looking forward to a safer and more stable post–crisis operation of markets and economies.  
Thank you very much.
1

