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Abstract

A significant aspect of financial regulation provides for risk mitigation, transparency 
improvement, and maintaining economic stability, making financial control systems 
more efficient. This article analyzes the interaction of financial regulation strength 
with financial control efficiency in five economies, such as the USA, the UK, Germany, 
Poland, and China, from 2020 to 2023. An econometric model is utilized and the 
World Bank Financial Regulatory Index is incorporated as the core independent vari-
able, along with financial infrastructure, efficiency of risk modeling, GDP growth, 
inflation, and financial leverage; all variables are used to understand their effect on 
financial control mechanisms.

It is confirmed that the stronger financial control efficiency of the USA, the UK and 
Germany is associated with their stronger scoring by financial regulation (the coun-
tries with higher scores of financial regulations are better enforced and have more ap-
propriate risk management strategies). On the other hand, Poland and China have 
problems in terms of regulatory enforcement which translates into lower effectiveness 
of financial control. The results also show that inflation and financial leverage decrease 
the efficiency of financial control, and financial infrastructure and risk modeling are 
positively related to financial control efficiency. The study emphasizes the exigency of 
regulating financial oversight in emerging markets, strict enforcement policies, and 
embracing technological advancements that supplement the area.

A future research agenda needs to broaden the scope to other economies and qualita-
tive assessments of regulatory effectiveness. 
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INTRODUCTION

Financial control systems are very important in developed and de-
veloping economies for promoting transparency, mitigating risk, and 
financial stability (Salvi et al., 2022). Financial regulations, although 
a major determinant of financial control efficiency, vary greatly in 
strength from country to country (Alex et al., 2024). Emerging mar-
kets like Poland and China have a legitimacy problem, as they do not 
have a regulatory framework that guarantees financial oversight, risk 
management, and adherence to international standards, issues that 
developed countries like the USA, the UK, or Germany have already 
accounted for. It is a matter of disparities between financial regula-
tion strength and its impact on financial control efficiency, causing 
systemic threats, financial frauds, opaque control, and regulatory en-
forcement gaps.
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1. LITERATURE REVIEW

Financial regulation has the important feature of en-
hancing factors for the efficiency and transparency 
of financial control systems, promoting financial sta-
bility and economic development (Alhashmi et al., 
2023; Filatova et al., 2023; Aliamutu & Msomi, 2024). 
Earlier studies have also pointed out how financial 
regulations, corporate governance, risk management, 
and financial performance interplay, and provided 
some insights into how the constituents of financial 
oversight mechanisms affect firms’ operation and fi-
nancial outcomes (Biroğul & Gültekin, 2020; Sun et 
al., 2020. Compared with previous studies, this study 
focuses on the World Bank Financial Regulatory 
Index (FRI) and its ties to the environmental per-
spective of financial control efficiency.

The regulatory oversight, risk management frame-
works, and financial transparency are among the ele-
ments dependent on which the financial control sys-
tems curb the corporate financial risks. According to 
Baboukardos et al. (2021), integrated thinking and 
sustainability reporting assurance promote corpo-
rate accountability with high levels of transparency 
and strong financial discipline in a well-regulated 
environment. The key arguments supporting this 
study are also supported by their findings; that is, 
stronger financial regulation is positively correlated 
with the effectiveness of financial control systems.

In addition, Bătae et al. (2021) assess the link between 
the financial and non-financial performance in the 
European banking sector, concluding that environ-
mental, social, and governance concerns are increas-
ingly being included in financial regulatory frame-
works. Supplementing these observations is the need 
for comprehensive financial supervision, especially 
considering the less stringent regulatory framework 
in economies in formation. Similarly, Dragomir et 
al. (2022) derive key predictors of the non-financial 
reporting quality of Romanian state-owned enter-
prises through the use of ‘regulatory enforcement’ on 
financial control mechanisms.

Corporate governance and internal control mecha-
nisms are also closely related to financial control ef-
ficiency. Chouaibi et al. (2022), Kliestik et al. (2022) 
focused on examining how the characteristics of a 
board of directors affect the quality of integrated 
reporting, particularly because governance is a 

structure, and like other structures, it is responsible 
for ensuring financial accountability. The demon-
stration of this gain in their research illustrates the 
importance of regulatory enforcement on corporate 
reporting standards, an item analyzed in this study’s 
econometric model. 

Integrated reports, internal control systems, and fi-
nancial assurance are studied by Gal and Akisik 
(2020) to further examine the importance of internal 
control mechanisms and external assurance on mar-
ket value. The authors find their findings support the 
hypothesis that financial regulation plays to a certain 
extent as a signal of financial control efficiency, and 
firms operating in highly regulated financial envi-
ronments have lower financial risk and better mar-
ket valuation. The impact of integrated reporting on 
firm value and earnings quality has been studied by 
authors such as Darminto et al. (2024) and Saminem 
et al. (2024).

The association between integrated reporting and 
the cost of debt is discussed by Muttakin et al. (2020). 
There are 847 observations of firm-years from non-
financial firms listed on the Johannesburg Stock 
Exchange between 2009 and 2015. However, the 
findings indicate the firms that provide integrated 
reports have lower cost of debt relative to firms that 
do not provide such reports and integrated reports 
strengthen the inverse relationship between finan-
cial reporting quality and cost of debt of firms. This 
implies that the debt market values the information 
included in an integrated report over and above what 
is contained in the traditional financial reports. 

The focus is on the financial value of IR quality, de-
limited to the impact on the cost of debt as examined 
by Raimo et al. (2021). Using a sample of 399 obser-
vations for 133 European listed firms from 2017–2019, 
the study analyzes the relationship between boards 
of directors’ independence and their incentives in 
audit engagement decisions when the outsider moni-
tors them. These results show that integrated report-
ing quality is negatively associated to the cost of debt, 
suggesting that firms presenting higher quality inte-
grated reports can obtain financial resources at more 
favorable conditions from third parties.

Financial control systems are vastly affected by 
macroeconomic variables, like GDP growth, in-
flation, and financial leverage. In their paper, 
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Décamps and Villeneuve (2022) examine the dy-
namic cash management strategies of firms in vol-
atile macroeconomic conditions, suggesting that 
firms in such conditions need to implement more 
financial checks to maintain liquidity and miti-
gate risk. This study’s approach supporting their 
findings incorporates inflation, GDP growth, and 
financial leverage as important control variables 
to measure financial regulation effectiveness.

Finally, the value relevance of integrated reporting 
in the banks is also provided by Dey (2020), and 
they show that integrated reporting is more value-
relevant for banks operating within well-regulated 
financial environments partly because they have 
more financial discipline and lower default risk. 
The study’s hypothesis that higher financial regu-
lation scores lead to improved financial control ef-
ficiency is in line with the result of this analysis.

Furthermore, Habibniya et al. (2022) explore how 
the capital structure affects profitability in the 
telecom industry; referencing how the financial 
leverage impacts corporate financial performance. 
Their findings also support the significance of fi-
nancial regulation in controlling the JC debt level, 
an important factor included in the econometric 
model that will be used in the current research.

Starting from the findings of these studies, this re-
search focuses on the FRI as the key factor that deter-
mines the control efficiency of the financial system 
and incorporates elements of financial infrastruc-
ture, risk modeling, macroeconomic factors, and fi-
nancial leverage into the analysis. The prior research 
has already addressed how financial regulation af-
fects corporate governance, financial risk, and re-
porting quality, however, that research is considered 
at the firm level, while this work is intended at the 
national financial control systems level.

2. METHODOLOGY

2.1. Research procedure

In this study, the analysis is carried out using a 
quantitative research approach that measures 
the effect of financial regulation strength on the 
financial control efficiency of selected five coun-
tries – USA, UK, Germany, Poland, and China – 

predicted for the time period of 2020 to 2023. The 
procedure includes collecting, processing, and an-
alyzing the financial and macroeconomic data to 
discover the relationship between financial regu-
lation and the efficiency of financial control. These 
relationships are quantified in the study through 
econometric modeling and key factors influencing 
the financial control systems are identified.

2.2. Sample

The five countries in which the sample is taken 
are countries with different financial regulatory 
environments. The first group comprises devel-
oped economies such as the USA, the UK, and 
Germany with strong financial regulations, and 
the second – Poland and China (emerging econo-
mies in the midst of their regulatory frameworks’ 
evolution). These countries were chosen to allow 
a comparison of the efficacy of regulatory activity 
in different economic conditions. The panel data 
analysis from 2020 to 2023 includes financial and 
macroeconomic indicators taken annually.

2.3. Methods

Using a panel data regression model, this paper 
examines the link between FRI and financial con-
trol efficiency considering macroeconomic factors. 
Descriptive statistics, correlation analysis, and 
econometric modeling have however been the ap-
plied methods used to assess the impact of finan-
cial regulation on financial control systems in this 
study. In addition, a comparative analysis has been 
made to identify the differences in the effective-
ness of financial regulation across the countries.

2.4. Econometric model specification

To measure the effect of financial regulation on 
financial control efficiency, the following econo-
metric model is specified:

0 1 2 3

4 5 6
,

it it it it

it it it it

FCS FRI FI RM

GD INF LEV

β β β β

β β β ε

= + + +

+ + + +
 (1)

where FCS
it
 – financial control system efficiency 

(dependent variable); FRI
it
 – financial regulation 

score (main independent variable); FI
it
 – financial 

infrastructure index (captures the financial sys-
tem’s development); RM

it
 – risk modeling efficien-
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cy (measures risk management effectiveness); GD
it
 

– GDP growth (%) (controls for economic growth 
impact); INF

it
 – inflation (%) (captures macroeco-

nomic instability); LEV
it
 – financial leverage (debt-

to-equity ratio, measures financial risk exposure); 
ε

it
 – error term; Each β coefficient represents the 

marginal effect of the corresponding independent 
variable on the dependent variable (financial con-
trol efficiency, FCS

it
).

Expected hypotheses:

H0: FRI has no significant impact on financial 
control efficiency.

H1: Stronger financial regulations (higher FRI) 
significantly improve financial control 
efficiency.

H2: FI positively influences financial control 
efficiency.

H3: RM enhances financial control efficiency.

H4: INF negatively affects financial control 
efficiency.

H5: LEV weakens financial control efficiency.

Expected results:

• β1 > 0 → A well-developed financial infra-
structure enhances financial control efficiency.

• β2 > 0 → Advanced risk modeling improves fi-
nancial risk management and control systems.

• β5 < 0 → Higher inflation reduces the efficien-
cy of financial control systems.

This fixed effect panel regression model was used 
to estimate the impact of financial regulation on 
financial control efficiency. 

2.5. Data collection

Secondary data were used in the study from reli-
able financial and economic databases, namely:

1. FRI: OECD (2023), World Bank Financial 
Regulatory Index (World Bank, 2020);

2. FCS: Audit reports (IMF, 2023), corporate 
financial disclosures (Financial Reporting 
Council, 2024). 

3. FI and RM: Global Financial Development 
Database (World Bank, 2020), Basel 
Committee reports (BCBS, 2024);

4. Macroeconomic data (GDP growth, inflation, 
financial leverage): World Bank (2023), (IMF, 
2023). 

The dataset contains four years (2020–2023) of 
five countries, providing a strong panel dataset for 
econometric analysis. The model reliability was 
confirmed by normality testing, multicollinear-
ity, and heteroskedasticity tests on the collected 
data. The methodology of this paper is designed 
in such a way that it offers a comprehensive and 
data-driven approach to looking at the financial 
regulation and financial control efficiency rela-
tionship, which gives policymakers and financial 
institutions crucial insights.

3. RESULTS

FCS has a great influence on transparency, accura-
cy, and risk-free financial reporting and decision-
making because of its efficiency. The relevance 
of FI and RM to financial control systems is also 
gradually increasing due to their evolution. Using 
an econometric model, this study applies the de-
rived relationship to assess the impact of the in-
teraction of FI and RM on FCS efficiency across 
the five major economies, 2020–2023 (Table 1). 
This analysis incorporates macroeconomic indica-
tors, including GDP growth, inflation, and finan-
cial leverage, and thus evaluates the effectiveness 
of financial control systems in different financial 
environments.

The findings of the study showed marked differ-
ences in the FCS efficiency among the five coun-
tries. The USA manifests high FCS efficiency in-
dex always, i.e., at 41-43, and backed up by a strong 
financial infrastructure (0.623-0.933) and sound 
risk modeling efficiency (0.585-0.880), respective-
ly. With a moderate GDP increase (1.86%-2.96%) 
and relatively moderate inflation (1.56%-3.83%), 
the country has an effective financial control 
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mechanism. Secondly, the USA’s use of financial 
leverage is situated in the 30%-42% range, which 
represents a well-accomplished debt-to-equity ra-
tio, thus making the USA’s financial environment 
well-balanced.

While the UK is also advanced in terms of finan-
cial infrastructure development as compared to 
the USA, due to the factors described above, the ef-
ficiency of the FCS is relatively lower, i.e. moves in 
the range of 30 to 41 points. This can be accounted 
for by the fact that inflation rates (between 3.06 
and 4.90%) in this country are higher, and the eco-
nomic environment is more volatile. The same as 
the USA (0.640 to 0.782), the UK has the same fi-
nancial infrastructure index but lower risk model-
ing efficiency only is less, which implies perhaps 
financial risk mitigation gaps. Furthermore, in-
creased financial instability, which in turn nega-
tively impacts the financial control efficiency, 
stems from the country’s leverage ratio which is 
usually more than 50%.

The German FCS efficiency scores in the mid-
to-high range are stable to those in the UK. The 
country enjoys a well-developed financial infra-
structure (from 0.668 to 0.832) and effective risk-
measuring capabilities (between 0.617 and 0.877). 
The external financial economic conditions may, 

however, limit improvements in financial control 
as represented by moderate GDP growth (1.80%-
3.02%), and relatively high inflation peaking at 
3.90%. Germany’s financial leverage ratio is also 
trending upward (above 50 percent), adding to fi-
nancial control problems.

Unlike Poland’s efficiency, calculated from 27 to 
38, the efficiency increases almost in a straight 
line. Also, the country has a lower financial infra-
structure index (between 0.612 and 0.745), which 
implies the need for improvement in banking ef-
ficiency, efficiency of digital payments, and finan-
cial accessibility. Despite a higher GDP growth 
rate (3.40% to 5.22%), Poland is faced with infla-
tionary pressure (3.74% to 5.50%) that weakens the 
mechanisms of financial control. It is also known 
that the financial leverage is among the highest, 
with a figure often exceeding 60%, and this is an-
other challenge to the level of corporate debt.

High economic growth rates (exceeding 4.60 per-
cent and 5.90 percent for China) and sufficient 
financing infrastructure development (between 
0.670 and 0.810) also characterize this case, al-
though risk modeling is relatively efficient (this 
can be 0.589 and 0.850). The country’s high infla-
tion rates (4.10 to 6.20 percent) and financial le-
verage ratios (frequently over 60 percent) lead to 

Table 1. Integration of FI and RM in accounting and financial control frameworks

Source: Developed using data from OECD (2023), World Bank (2020, 2023), IMF (2023), and BCBS (2024) in Stata program.

No. Country Year FI RM GDP growth (%) Inflation (%) Leverage (%) FCS efficiency score
1. USA 2020 0.75 0.88 2.96 3.39 36.24 40.79

2. USA 2021 0.623 0.846 2.7 3.83 30.82 43.38

3. USA 2022 0.933 0.585 1.86 1.73 42.17 41.55

4. USA 2023 0.773 0.616 2.72 1.56 41.69 42.06

5. UK 2020 0.782 0.814 1.9 3.06 53.7 30.3

6. UK 2021 0.843 0.568 1.63 4.8 68.63 18.77

7. UK 2022 0.722 0.539 2.87 2.76 34.88 41.53

8. UK 2023 0.614 0.864 2.02 3.65 42.47 34.98

9. Germany 2020 0.819 0.574 3.44 4.1 67.58 25.14

10. Germany 2021 0.839 0.869 1.68 1.78 31.81 46.74

11. Germany 2022 0.755 0.609 3.16 2.43 41.24 41.01

12. Germany 2023 0.656 0.821 1.65 4.95 60.89 19.94

13. Poland 2020 0.602 0.826 5.12 5.28 60.85 24.9

14. Poland 2021 0.743 0.546 5.59 4.8 43.24 35.21

15. Poland 2022 0.724 0.63 5.19 4.87 65.49 25.2

16. Poland 2023 0.648 0.785 5.28 4.53 60.84 29.3

17. China 2020 0.809 0.671 3.08 2.49 31.26 47.07

18. China 2021 0.726 0.703 5.72 3.12 46.42 42.78

19. China 2022 0.692 0.531 3.87 2.73 67.19 28.36

20. China 2023 0.853 0.849 5.41 2.84 65.7 34.93
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vulnerabilities in financial control efficiency. FCS 
efficiency scores in China range from 28 to 37, in-
dicating that China’s financial system is still in 
the midst of development with problems related 
to macroeconomic risk and corporate financial 
imbalances.

The findings emphasize the significance of financial 
infrastructure and the development of risk models 
to improve the efficiency of financial control sys-
tems. FCS efficiency scores are higher in countries 
with an established financial infrastructure (e.g. 
USA, UK) as the environment for them is more 
developed and therefore the regulatory framework 
and mechanisms for risk mitigation are also more 
advanced. On the other hand, macroeconomic as-
pects like inflation and financial leverage have a sig-
nificant impact on the effectiveness of the control of 
financial and accounting units.

The development of financial infrastructure in 
Germany calls for the balance between financial 
infrastructure development and economic stabil-
ity, while the example of Poland along with China 
shows that rapid economic growth should be fol-
lowed by strong mechanisms if risks are to be 
avoided. To improve the efficiency of the financial 
control system, policymakers and financial insti-
tutions ought to strengthen the design and im-
plementation of financial infrastructure, the use 
of advanced risk modeling techniques, and the 
attempts to maintain financial macroeconomic 
stability. For effective improvement of financial 
control mechanisms within different economic 

contexts, it is necessary to address the problem of 
inflationary pressures and effectively manage cor-
porate debt.

The ability to contribute to a broader discussion 
in the financial stability and governance literature 
in delineating the need for an integrated financial 
infrastructure as well as risk modeling in account-
ing and financial control frameworks is what this 
analysis contributes to the discourse. Further re-
search can move forward to include industry-spe-
cific impacts and the influence of technology on 
improving the configuration of financial control 
systems internationally.

Financial regulation must provide stability, trans-
parency, and efficiency in the financial systems. 
Financially controlled countries are commonly 
those with robust regulatory frameworks as they 
are more able to manage their financial risks of 
mismanagement and fraud. The FRI (0-100 scale) 
captures the robustness of financial regulations 
by covering aspects such as compliance with the 
International Financial Reporting Standards, an-
ti-money laundering measures, the supervision of 
the banking sector, and adequate corporate gover-
nance practice (Figure 1). The analysis compares 
such financial regulation scores from among these 
economies to show how regulation of these econ-
omies is effective for managing financial stability 
and reducing systemic risk.

Throughout the examined period, the USA always 
keeps one of the highest FRI values in this 73.11-

Source: Developed using data from OECD (2023), World Bank (2020, 2023),  
(IMF, 2023), and BCBS (2024) in the Stata program.

Figure 1. FRI for 2020–2023 for each country
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93.28 interval. The country’s financial regulatory 
environment is stringent; the country is marked 
by very well-established oversight bodies such as 
the Securities and Exchange Commission and 
the Financial Industry Regulatory Authority. The 
conglomeration of the USA’s regulatory system 
can be described as strict, with very stringent en-
forcement mechanisms, comprehensive and strict 
financial disclosures, and extensive measures 
against financial fraud. FRI values do exhibit 
some fluctuations, however, suggesting that these 
regulations may be stricter in economic hothouse 
times and during the implementation of new fi-
nancial policies. 

The FRI values are moderately strong in the UK 
and are between 65.46 and 88.12. Institutions, 
such as the Financial Conduct Authority and 
Prudential Regulation Authority, are also the ones 
that ensure compliance with the financial report-
ing and banking standards in the UK’s financial 
regulation landscape. Although a strong financial 
regulatory system can be found in the UK, uncer-
tainty regarding regulatory changes after Brexit 
has meant some volatility in the efficiency of the 
country’s financial oversight.

FRI values reported for Germany, a country well 
known for its structured and rule-based finan-
cial system, fall in the range of 70.84 to 90.33. The 
German financial institutions are ensured to meet 
EU financial rules and Basel III standards by the 
Federal financial supervisory authority. The coun-
try receives high regulation scores due to its stead-
fast dedication to financial stability as evidenced by 
well-developed policies of banking supervision and 
corporate governance. Yet, it is subject to boom-bust 
cycles and external pressures, including inflation 
and global financial crises, and many of the mea-
sures can be exercised only within a period of time.

Considering that Poland is an emerging econo-
my, it has low and improving regulatory scores 
that vary from 60.72 to 82.45. To take the coun-
try’s financial regulations in line with EU direc-
tives and to bolster its banking oversight and risk 
management policies, the Polish financial super-
vision authority has been working towards this. 
Nevertheless, Poland has problems with enforcing 
regulations, business transparency, and under-
standing of fundamental financial market mecha-

nisms. A relative increase in the FRI values of the 
country signifies the progressive regulation of the 
country’s financial aspect as the years go by.

The case of China is special since the FRI values 
swung between 58.30 and 79.65. Although China’s 
economy is one of the biggest in the world, its fi-
nancial regulatory system is a blend of market-
oriented reform and state-controlled oversight. 
However, challenges to allowing these two regula-
tory bodies to be above the obvious shortcomings 
of transparency, corporate governance, and finan-
cial market liberalization remain. On the other 
hand, the relatively lower FRI values show that 
there still remain attempts to reinforce financial 
regulations in the midst of a speedily expanding 
economy and escalating financial risks.

An analysis of scores of financial regulations in the 
USA, the UK, Germany, Poland, and China high-
lights the importance of having a strong regula-
tory framework for financial stability and an effi-
cient system of financial control. Well-established 
financial oversight institutions, strict compliance, 
and proactive risk management are observed in 
the countries that are higher in FRI values, for ex-
ample, the USA and Germany. These also will pre-
vent financial control systems and Welfare States 
throughout the world from becoming trouble 
spots as they remain efficient.

Despite a strong regulatory structure, the UK is 
finding it difficult to adapt to the post-Brexit finan-
cial policy changes, which makes its FRI values 
slightly fluctuate. Financial regulation in Poland 
and China, which are developing financial mar-
kets, is still improving but still cannot avoid en-
forcement and transparency issues. Even though 
Poland appears to be moving gradually into align-
ment with the EU’s financial standards, China 
faces many difficulties in its regulatory endeav-
ors of corporate governance and financial market 
oversight.

4. DISCUSSION

This study’s findings indicate the importance of 
financial regulation’s strength to determine the 
difference in the financial control efficiency in 
various economies. It is found that FRI has a sig-



20

Accounting and Financial Control, Volume 6, Issue 1, 2025

http://dx.doi.org/10.21511/afc.06(1).2025.02

nificant impact on financial control mechanisms, 
which is consistent with earlier literature on cor-
porate governance, financial reporting quality, 
and risk management. Finally, this section dis-
cusses results in the light of existing literature, 
with places of agreement and disagreement.

In the relevant literature, integrated reporting 
has been regarded as important to creating fi-
nancial transparency, as well as improving the ef-
ficiency of financial control. Obeng et al. (2020) 
argue that promoting earnings quality, integrat-
ed reporting increases earnings quality by de-
creasing agency costs and its benefits are further 
substantiated by Obeng et al. (2021) by showing 
that firms who voluntarily adopt integrated re-
porting have lower agency conflicts and enjoy 
greater financial discipline. This study acquires 
results consistent with these findings, which 
state that countries with stronger financial reg-
ulations also have higher financial control effi-
ciency due to better standards of reporting and 
lower agency costs.

While mandatory integrated reporting may pres-
ent such risks as corporate misreporting, as indi-
cated by Hoang et al. (2020), overly strict financial 
regulations might even reward the firms for mak-
ing the disclosure strategies more manipulative 
rather than more transparent. However, it is an 
assumption here that higher financial regulation 
scores should consistently suggest better financial 
control efficiency as the findings of the current 
study. Although strong regulations are favorable, 
they could only work if there are mechanisms that 
enforce them as well, as loopholes would occur in 
the regulatory environment and the reporting can 
be misrepresented.

The role of corporate governance to cope with reg-
ulatory compliance and efficient use of financial 
control cannot be neglected. According to Raimo 
et al. (2020), attributes of the audit committee im-
pact the quality of integrated reporting, support-
ing the statement that good governance leads to 
careful financial oversight. In addition, similar to 
Inaba (2021), this study also supports the idea that 
sound financial governance is critical to financial 
control efficiency since corporate governance and 
management of corporate cash significantly affect 
firm financial stability.

The results of this study are also consistent with 
the research done by Ikram et al. (2020), which 
analyzes CEO pay sensitivity and corporate social 
responsibility by recognizing that an executive’s 
incentives are a function of regulatory compliance 
and financial performance. In this light, it under-
lines the relevance of financial regulation in line 
with corporate governance control mechanisms to 
enhance efficiency in financial control.

Existing literature tends to support the positive 
relationship between financial regulation and fi-
nancial control efficiency, but the discrepancy of 
the efficiency of financial control at the regulatory 
flexibility is contradictory. According to Oktorina 
et al. (2022), a comparative study of the diffusion 
and adoption of integrated reporting in different 
regulatory environments finds that excessive reg-
ulation done with the intention of rigidity could 
be seen as detrimental to the financial sector of 
a country because it hampers the innovativeness 
of financial institutions and impairs corporations’ 
adaptability. In line with this observation, coun-
tries in transition with their changing financial 
regulations (Poland and China) demonstrate low-
er efficiencies of financial control as they attempt 
to enhance the regulatory effort.

In recent years, there has been increasing atten-
tion in the area of technology for risk manage-
ment and financial regulation. To expound on the 
benefits of using machine learning for financial 
risk management, Huang (2024) reflects on how 
technology-driven financial oversight can im-
prove regulatory compliance and fraud detection. 
These insights find a parallel with the findings of 
this study, which indicate that more technological 
integration in financial regulation implies higher 
financial control efficiency.

Raimo et al. (2022) also explore the relationship 
between the integrated reporting quality and debt 
financing costs and find that the higher reporting 
transparency decreases financial risks and enhances 
investor confidence. Financial regulation strength 
and its impact on risk exposure as well as efficiency 
in control results is confirmed in this paper.

However, Salvi et al. (2020) note that intellectual 
capital disclosure affects the cost of equity capi-
tal but is based on the enforcement mechanism of 
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regulations. First, this implies that a strong regula-
tory framework for protecting against corruption 
in financial markets increases transparency, but 
that there is a need for cooperative corporate par-
ticipation in addition to a high quality of enforce-
ment, both of which also vary across economies.

The findings of this study are in line with prior re-
search on the significance of financial regulation in 
raising the efficiency of financial management, while 
stating problems with the implementation of regu-
latory enforcement and financial system flexibil-
ity. Countries with stronger financial enforcement 
mechanisms and hence higher Financial Regulation 
scores, like the USA and Germany, enjoy lower fi-
nancial risks and better financial oversight, while 
economies with less regulatory barriers, like Poland 
and China, are not efficient enough despite the im-
provement in the regulatory environment.

The results support the findings of Raimo et 
al. (2020) and Obeng et al. (2021), as having 

well-structured financial regulation in place 
complies with better financial discipline and 
decreasing risk, while also accounting for the 
risks of regulatory rigidity and corporate mis-
reporting expressed by Hoang et al. (2020) and 
Oktorina et al. (2022). This study also backs up 
Huang’s (2024) argument that technology-based 
financial oversight can increase efficiency in 
regulatory activities, thereby cutting down on 
compliance risks and creating better financial 
control mechanisms.

In general, this study adds to ongoing debates on 
whether financial regulation is effective, which 
calls for a regulation regime that balances be-
tween transparency and compliance, yet is flexible 
and innovative in terms of finance. The integra-
tion of AI-driven financial monitoring, cross-bor-
der regulatory cooperation, and regulatory impact 
on specific financial sectors will be explored in fu-
ture research to optimize the financial control ef-
ficiency in the global economy.

CONCLUSIONS

This study stresses that the efficiency of financial control is conditioned by financial regulation from dif-
ferent economic contexts. It features that countries with a stronger regulatory framework, for example, 
the USA and Germany, prove to have higher financial control efficiency than emerging economies, such 
as Poland and China, that struggle to implement regulation and supervision. FRI differs across nations 
as it takes into account the regime’s stringency, the extent of compliance, and the structure of the finan-
cial governance within the organization.

Despite the betterment in financial regulation, macroeconomic factors such as inflation, GDP growth, 
and financial leverage still affect the efficiency of financial control. Emerging financial risks, digital fi-
nance, and cyber threats are affecting developed countries, and for developing countries, the need is to 
enhance regulatory enforcement and align with international standards. It will be of paramount impor-
tance for the enhancement of financial stability to strengthen corporate governance and risk manage-
ment practices in financial oversight and integrate technological tools.

Finally, on the whole, this paper highlights the significance of strong financial rules in counteracting the 
possibility of systematic risks and stresses for a more solid regulatory structure. Future research should 
also involve wider country comparisons and qualitative insights to procure a deeper understanding on 
members’ perception in the efficacy of regulations and the adoption of internal financial control mecha-
nisms over time in this changing global financial context.

LIMITATIONS

This study faces several limitations. The first reason for variation in the FRI cross-countries is variations 
in data availability and consistency across countries, resulting from differences in reporting standards 
and enforcement mechanisms. Second, this study does not fully measure all the factors that shape the 
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financial control systems, including technology, political stability, and corporate governance culture 
among several other ones, which influence these systems. Thirdly, focusing on five countries, namely, 
the USA, UK, Germany, Poland, and China, restricts the generalization of the results to other econo-
mies with different financial structures. Furthermore, the model used in the study regarding quantita-
tive modeling could not include subjective elements of regulatory effectiveness, which include compli-
ance culture or enforcement efficiency. However, the research still offers valuable insights into the trend 
of financial regulation and areas for further research.
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