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Abstract:
Regional financial performance could influence the attitude of shareholders and of the investors. It
is important as it provides information about the entities that act in the area and about the factors,
qualitative: like auditor type or quantitative such as individual financial elements that have an
impact upon financial performance. Using different approaches for financial measures, a panel
research was conducted upon the entities listed on Bucharest Stock of Exchange that have to apply
as compulsory the International Financial Reporting Standards accounting regime. The results
provide mix evidence: in some geographical regions (North East and South West) there is indeed a
higher financial performance upon return on assets and upon cash flow indicator (North East
variable), while in other regions (Central region and Bucharest Ilfov region) a lower financial
performance is obtained (for cash flow indicator and return on assets).
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Introduction  
 
The financial performance is a subject that has been frequently discussed as it is 

a matter of interest for all stakeholders. It is the measure upon which they rely and 
take proper decisions due to the fact that it presents information regarding if a 
company is successful or not. It can be analyzed together with non- financial 
performance, but there are plenty of studies which focus either on financial 
performance, either on non-financial one (Knoben and Oerlemans, 2006).  

Considering these, the purpose of the present research is to provide information 
about the factors that can impact the financial performance of Romanian companies 
that are listed on the Bucharest Stock of Exchange (BSE), measured at regional level. 
The interest in this subject is due to the fact that starting with 2012 the Romanian 
entities that are listed on the BSE have to apply International Financial Reporting 
Standards (IFRS) for their individual financial statements. It is true that the switch from 
Romanian accounting measures to IFRS does not directly influence the financial 
performance, but rather an impact in the way of reporting is observed. Consequently, 
lower values for financial performance are expected to be obtained. 

 
Literature review 
 
There is a few literature regarding analyses conducted at regional level. This is 

because when analyzing financial performance it is easier to provide information 
considering cross country approach. At regional level, the differences can be also 
revealed, but the influence of individual factors can be mitigated. On the other hand, 
there is a fundamental need to reveal how the financial performance is in Romania in 
order to detect what areas are more profitable for investment or for other 
shareholders. 

In general, the literature is focusing on macroeconomic analyses such as the one 
conducted by Hassan et all (2011). They demonstrated that financial development is 
differently correlated with economic growth when regions for developed countries and 
developing economies are considered.  As a fact, in short term analysis, there is 
evidence that a two way causality relationship between the variables encountered 
exist in almost every region, but there is a change for the poorest regions where only 
one-way causality relationship from growth to financial development is presented. 
Financial development is also a factor of influence upon international trade (Algieri et 
Mannarino,  2013) that has an impact on long term considering the disparities 
between Italian regions. 

In Romania, Chilian (2012) aimed to present both the employment and gross 
value added disparities between economic sectors, regions and Romanian counties 
using a shift share decomposing method. Even though all regions have encountered 
ongoing changes that mitigate the disparities related to country level, Bucharest – Ilfov 
region seems to be the one that is most close to a developed market economy. The 
results are in accordance with the results obtained by Brad et all (2013) which states 
that the entities that act in this region do indeed obtained higher financial performance 
than the one obtained in other Romanian NUTS regions. The explanation can be due 
to the fact that according to Miron et all (2009), Bucharest- Ilfov region has highest 
concentration of intellectual capital (students and people that work in R&D 
departments), good infrastructure, well trained workface  and an important migration of 
youth people. Smaller values are obtained in North West and South region, part of 
them being proved also by Brad et all (2013). Bucharest also seems to have the 
highest rate of investment as other studies pointed out (Aparaschivei, 2012). 
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Methodology of research 
 
The methodology is going to focus not on forecasting, but rather on building a 

model of inference. The data that we are going to use is financial information of the 
companies that are listed on the BSE that have to report their individual financial 
statements using the IFRS approach.  

As reporting using IFRS is mandatory from 2012, we took into consideration only 
the entities that were listed at the end of the year, excluding the entities that have 
been listed afterwards. Initially, 68 companies have to provide their individual 
accounting information using IFRS, but after that a new regulation occurred. While two 
companies were delisted due to the fact that major shareholder had more than 95% of 
the company’s shares and could request for this operation, 4 companies were listed 
on 2013 and applied the new regulation. There is another new company that is 
providing its individual financial statements using the international accounting 
measures, but for this company not shares, but rather bonds represent the object of 
trading. 

Consequently, even though there are 71 companies that have to adapt to new 
regulation, our sample is smaller than that. We excluded the companies that have 
been listed from 2013 and the company upon which bonds are traded. As we 
conducted the analysis upon the period 2010-2012, we also excluded the companies 
that had a negative value of shareholders’ own capital during the analyzed period. 
These companies were ARM, CGC, COFI, COS, EPT, MJM, OLT, RRC, UCM. Their 
own capital had negative values either using IFRS approach, either using the 
Romanian accounting technique. On the Romanian market, there were also two 
companies that were in insolvency during the analyzed period (SRT, UZT). Due to this 
aspect, their treatment was similar with that of the companies that had negative values 
for their own shareholder capital or, in other words, they were not included into our 
analysis.  The final sample consists of 54 companies for which individual financial data 
was collected manually from their individual site and from the BSE site. This data 
refers to the value of net profit, current and total assets, own capital, long term and 
short term debt, sales and cash flow from operations.  

The financial performance was measured using three indicators: return on equity 
(ROE) – measured as the ratio between end year net profit and shareholder’s equity 
taken from the beginning of the year, return on assets (ROA) measured as the ratio 
between value of end year net profit and the value of end year total assets and the 
ratio between cash flow from operations and total assets, both measured at the end of 
the year. 

We also included some individual financial indicators such as liquidity ratio, debt 
ratio or the levier indicator, the size of the company – measured as decimal logarithm 
of total assets and sales divided by total assets.  

The analysis also took into consideration what type the financial auditor is. As a 
fact, if the financial auditor is one of the BIG 4 entities, than value 1 was conferred to a 
dummy variable, otherwise the dummy variable took 0. The literature points out that a 
positive correlation exists between the adoption of the IFRS and the external financial 
auditor (Zéghal et all, 2011). Moreover, a variable that refers to the new regulation 
was also included. This was mandatory as data for 2010 and 2011 was collected 
using Romanian accounting value, while data for 2012 was collected using the IFRS 
approach.  

We also used the region where each company acts in order to reveal if any 
significant difference among them exists. In Romania, there are 8 regions that are 
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included in NUTS second level and that are part of 4 macroeconomic regions or NUTS 
first level. The macroeconomic regions are not use in practice; they are in general use 
for statistic’s purposes. Consequently, 8 dummy variables were created, having value 
1 if the company acts in a particular region.   

The model upon which we have started to conduct our analysis is a panel data 
model, having the form from equation (1): 

 

                     
                                

                      
     

                                                                   

                       

                                                                                                             
where 
Financial indicator is the measure of financial performance – in this case ROE, 

ROA or CF from operation divided by total assets (CF_TA), i measures the cross 

sectional dimension, t is the correspondent for time period dimension,            are 
individual coefficients, indebtedness ratio or debt ratio, liquidity ratio, sales to total 
assets ratio (Sales_TA), size of the company are the financial indicators included into 
the analysis, auditor, IFRS variable and dummy region variable are dummy variables 
used into the analysis, with only two value: 0 and 1 (value one is taken by auditor 
variable if financial auditor is one of the BIG 4 companies, is taken by IFRS variable if 
the accounting measure under which financial data are presented is IFRS and is taken 

by region if an entity acts in a particular NUTS region) and     is the error term. In case 
the panel model is with fixed effects, the constant varies either across companies, 
either across time, either both. In case a random effect is used the constant is similar 
for all observations, while the error term is formed from two parts: the initial error term 
and additional error term specific to each company. 

The problem that we have in our analysis is that due to the fact that we aim to 
estimate regional influence, we have time invariant variables.  It is known that with 
fixed effect panel data technique, the effects of variables which values do not vary 
over time cannot be estimated (cross sectional fixed effect). These models use only 
the within variance for the estimations and exclude the between variance of the 
estimators, not allowing for estimation of time invariant elements (Baltagi 2001; 
Wooldridge 2002). In other worlds, an error will occurred when using cross sectional 
fixed effects as automatic dummy variables for each group observation are created. 
The error is generated by the fact that multicollinearity variables are detected. In fact, 
we can control for this variables as the assumptions can be similar with random 
assignment. Due to this approach, the effects are expected to be less or more the 
same across groups.   

On the other hand, in a random effect model, the estimation of the effects of 
these time invariant variables can be controlled, but the estimated values can be 
biased as we do not control for omitted variables that were not included into the 
analysis. Also, in a random effect model the unobserved variables are assumed to be 
statistically independent from all other variables. In practice, this assumption is often 
unreliable; however, it allows us to estimate time invariant variables. 

Firstly, the impact of IFRS was tested. Three estimation models were used: a 
pool one, a cross sectional fixed effect model and a cross sectional random effect 
model. We compared the results with those provided by random period’s effects and 
we tested the relevance of the estimation output by using the Hausman test 
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(Hausman, 1978). Also we test to see if the fixed effects are statistically different or, in 
other words, if pooled model is better that the random element.  

The hypothesis that we develop is: 
H1: There is a significant impact of using the IFRS for individual financial 

statements upon financial performance 
We also tried to provide evidence about the influence of regional variables 

considering different approaches: a model where we included period fixed effect, 
considering that the main difference among our observation is due to time effect. In 
the end, we adjusted our model for period heteroskedasticity and general correlation 
of observations within the cross section elements and we look at any significant 
changes, both in terms of sign and of relevance. 

The hypotheses of research are in this case: 
.H2: There is both positive and negative influence of regional variables upon 

financial performance. 
H3: The adjustments will improve the models developed.   
 
Discussions and results 
The idea of research is to present what are the factors that influence the financial 

performance considering regional approach. The research is conducted on 54 
companies that are listed on the BSE and that have to apply as compulsory the IFRS 
accounting measures from 2012 for their individual financial statements. 

As it was presented, Romania has 8 NUTS second regions, which are structured 
in 4 NUTS first regions. Table 1. reports the regional distribution of the companies 
included in the analysis. 

 
Table 1. Number of companies according to their regional appurtenance. 

 

First-level 
NUTS 

Second Level NUTS Number of 
Companies1 

One  North West Region 8 
Centre Region 7 

Two  North East Region 6 
South East Region 8 

Three South  Region 7 
Bucharest Ilfov 
Region 12 

Four South West Region 5 
West  Region 1 

                Source: own computation 
 
In order to conduct the analysis, firstly the correlation matrix has been calculated. 

The idea is to detect if any significant correlations exists among the variables included 

                                                           
1
 The companies for each region are presented according to their area of development by using symbol from BSE 

 Nord West Region includes : CBC, CEON, COTR, STZ, TRP, TUFE, CMF and ENP 
 Center Region: RPH, TGN, CMP, COMI, DAFR, RTRA, APC 
 North East Region: ATB, ARS, BRM, BCM, ECT, MECF 
 South East Region: OIL, SOCP, SPCU, CMCM, ROCE, EFO, VNC, SCD 
 South Region: AMO, ELJ, ELGS, MEF, PTR, VESY, UAM 
 Bucharest-Ilfov Region: BIO, TEL, ELMA, IMP, SNP, PREH, TBM, ALU, PEI, PPL, STIB, CAOR 
 South West Region: ALR, ALT, ARTE, SNO, ART 
 West Region:  RMAH   
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into the analysis as it can be seen in appendices. At sample level, no significant higher 
correlation (upon 0.5 or under -0.5) was detected. The highest correlation seems to be 
between the size of the company and the financial auditor that the entity has. The 
correlation is 0.4660 and it can be interpreted as larger the company is, higher the 
quality of financial auditor is. In other words, when companies are large enough, they 
prefer to be audited by BIG 4 companies, on one hand do to the complexity of their 
activity, and on the other hand, due to the fact that BIG 4 companies are consider to 
providing higher accounting quality information (Michaely and Shaw, 1995). 
Considering the value of the correlation coefficient, the variables could be used both 
together and separate in the analysis. It is possible that due to the correlation that 
exits, one of the variables to remain statistically significant, while the other one can 
have a coefficient which could be statistically not different from zero. 

After observing what the correlation between dependent and independent 
variables is, we tested if there is any significance of the adoption of IFRS regulation. In 
order to do this, we conducted the analysis using both a pooled and a cross sectional 
fixed effect model. It has to be mentioned that the region was not taken into 
consideration at this step as we consider that the impact of IFRS should be uniform 
across regions (should be observed no matter what the region where the company 
acts is). The results are presented in table 2. 

 

 
 
From table 2 it can be seen that there is no statistically significant impact of the 

IFRS adoption. If any coefficient associated to it would be statistically significant from 
zero than there would be a negative impact of the adoption of IFRS. We interpret this 
in terms of accounting quality improving as higher fluctuation on net profit and on the 
other profitability elements is expected to be obtained. 

The coefficient of liquidity variable is not statistically significant of zero. In fact, 
the probability associated with accepting the null hypothesis is the highest for its 
coefficient (probability is around 0.8). The exception is the pooled model where cash 
flow from operation divided by total assets is the dependent variable. The literature 
provides evidence that after the IFRS approach is implemented, less evidence of 
liquidity influence is detected, especially when changes in enforcement do influence 
this effect (Landsman et all 2012).  Due to this, we estimated if there is any impact of 
IFRS by excluding it from the analysis. No relevance in almost any model is also 
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detected for sales divided by total assets. If no significant improvement upon the 
model indicators was detected, the variable was also exluded from the analysis. The 
size, debt and auditor variables do seem to have an influence upon the financial 
performance: positive relationship between size and financial performance and 
negative correlation between debt and financial performance and between auditor 
type and financial performance. While for the size and debt the relationship is found in 
the literature, the results are interesting when auditor variables is taken into 
consideration. We consider that in fact the negative correlation between auditor type 
and financial performance is a sign of higher quality of audit services as companies 
tend less to manipulate their financial information.  The adjusted results are presented 
in table 3. 

 

 
 

The results presented in table 3 are similar with the results presented in table 2. 
It can be concluded that the impact of IFRS upon financial performance is not 
statistically significant no matter what the company that applies them is. As a fact, we 
have to reject the first hypothesis of research. Moreover, it seems that the models 
where the dependent variable is cash flow from operation divided by total assets 
report lower results, while notable feat is detected when return on equity is used as 
dependent variable.  

Next step in our analysis was to implement a panel model considering period 
fixed effect. As it was acknowledged there is not possible to realize cross sectional 
fixed effects. In order to check for the robustness of the results, each regression was 
also realized by excluding several variables. For example, for North West region, no 
significance of region coefficient was detected even if only debt and auditor or debt 
and size elements were also regressed as independent variables. As a fact, the 
results are presented considering the general form of each equation is revealed in 
table 4. 
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From table 4. it can be observed that there is no significant difference on ROE 
and no impact upon it by regional variables considering the period within 2010 -2012 
period. On the other hand, positive influence of size can be detected upon financial 
performance and negative correlation between the type of financial auditor and 
financial performance. We interpret that if a company has a financial auditor from BIG 
4, the probability of reporting false information is mitigated. Due to this aspect, higher 
volatility in financial indicators is expected to be obtained. 

Considering the return on assets as dependent variable, the econometric results 
are presented in table 5. 
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From table 5 it can be revealed that there could be an influence of regional 

factors upon the financial performance measured using ROA.  It seems that entities 
that are in North East Region (NE_R) and the company from West region (W_R) 
obtained higher performance than the companies that act in other NUTS regions, 
while companies from Bucharest Ilfov Region (BI_R) had a lower financial 
performance that the other entities that are listed on the Bucharest Stock of Exchange. 
The effect is presented considering the 2010-2012 period of time. Regarding the fixed 
effect, we cannot provide evidence if they are entirely different from one period to 
another due to the fact that the probability associated with redundant fixed effect is 
situated within 10% and 80%. No relevant conclusion can be extracted. Moreover, if 
we analyze the individual effect, we are going to observe that its value is decreasing. 
For 2010, a positive value is detected (the value is around 0.008 for each region that 
has its coefficient statistically significant from zero), for 2011, the lowest value is 
identified (the value is around -0.005), while for 2012, the value remains negative, but 
is increasing (the value is around -0.002). Consequently, there seems to be a specific 
difference among 2010-2012 considering the financial performance (ROA) of the listed 
companies. In our opinion, these results could be interpret as follows: in 2010  
companies reported higher financial performance, 2011 was the year of pre adoption 
of IFRS so significant changes occurred in financial statements framework. 2012 was 
the year of adoption the IFRS for individual financial statements so a significant 
improvement is observed. 

The last variable that we used to measure financial performance is cash flow 
from operation divided by total assets. Considering that the ratio of sales divided by 
total assets had no significant impact upon the measure of financial performance, it 
was not included into the estimation output. The specific results are presented in table 
6. 
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Table 6 presents that companies which are in North East Region do obtain a 
higher financial performance when cash flow from operation divided by total assets is 
used as the dependent variable, while companies from center region have a lower 
financial performance. Positive influence is found to be relevant between dependent 
variable and size of the company.  Other correlations have not been identified. Table 6 
also presents that there are several models that are not valid (all coefficients are not 
statistically significant from zero). Considering the fixed effects, they have a similar 
trend with that presented in explanations related to table 5. For 2010, a positive value 
iss detected, than for 2011 and 2012 a negative value is identified.  

By analyzing the results from table 4, table 5 and table 6 we can conclude that 
the second hypothesis is validated as mixt results are obtained both at regional level 
and on financial performance.   

 
Additional analysis 
 
Considering the results obtained and presented in table 4, in table 5 and in table 

6, we can observed that the model do have autocorrelation included. Due to this 
aspect, we conducted additional analysis, where we correct the models. Corrections 
about period heteroskedasticity and general correlation of observations within the 
cross section elements were made. The results are presented in table 7. Any 
modification in terms of sign and statistically significance is pointed out. 

 

 
 
From table 7, it can be observed that even though we have controlled for period 

heteroskedasticity and general correlation of observations among cross section, no 
better results were obtained. In fact, in can be illustrated that after the adjustment has 
been done, fewer regions variable impact the financial performance. Only the 
relationship between Bucharest –Ilfov region and ROA remained statistically 
significant. It seems that companies situated in this region obtained a lower financial 
performance within 2010 and 2012. 
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Conclusions 
 
The present research tries to provide evidence about the impact of regional 

influence upon the financial performance measured though ROE, ROA and the ratio 
between cash flow from operations and total assets. The idea of research came from 
the fact that fewer studies are conducted on regional level and it is also correlated with 
the fact that Romanian entities have to report their individual financial statements 
using IFRS from 2012. Due to this, financial information was extracted from their 
individual financial statements and several hypotheses have been tested. Considering 
the IFRS approach, it seems that there is no any evidence that they have an impact 
upon financial performance measured within 2010 and 2012. The results were 
obtained by estimating three models: a pool model, a cross sectional fixed effect 
model and a cross sectional random effect model, by using a sample of 54 
companies. Consequently, the first hypothesis of research was rejected as no 
significant impact of IFRS upon financial performance was detected. 

The rest of the analysis tries to reveal the influence of regional position upon 
financial performance. The results are mixt. For the first financial performance 
indicator, ROE, no significant influence of the regional variable was identified. We 
interpret this as a sign that financial performance measured though ROE does not 
depend on where the company acts, but rather on what its financial objectives are. 

Considering ROA, a positive correlation was detected with respect to North East 
and South West regions and a negative influence for Bucharest Ilfov region. The 
results are opposite to what literature presents: the Bucharest Ilfov region has the 
highest performance (Aparaschivei, 2012: Brad et all, 2013; Miron, 2009). 

The last measure of financial performance was the ratio of cash flow from 
operations divided by total assets. Higher financial performance is found to be for 
North East variable and lower financial performance for Central region. The results 
sustain the hypothesis of mix effect, but their adjustments with period 
heteroskedasticity and general correlation of observations do not bring additional 
relevance for other regional dummy variables. Thus, hypothesis three of research is 
rejected. 

The problems that we encountered in the analysis were firstly related with the 
procedure of manually collected data. Then we admit that the period upon which we 
conducted the analysis could be to small in order to provide enough information for 
regional approach. Considering these, our aim is to extend the analysis on a longer 
period of time and to create and implement additional econometric models, such as 
dynamic panel models, with which grouping by companies and by regions can be 
realized. 
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Appendices 
 
Table 8. The correlation matrix 
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