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ABSTRACT

Mark-to-market accounting, also known as fair value accounting, plays a significant
role in how companies report the value of their assets and liabilities. In volatile markets, this
method can present both opportunities and challenges, as fluctuating market prices can lead
to significant variations in financial statements. This article examines the implications of
mark-to-market accounting in volatile markets, discussing the associated challenges and
outlining best practices for businesses to effectively manage these fluctuations. It also
explores how businesses can balance transparency and stability in their financial reporting
during periods of market uncertainty.
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INTRODUCTION

Mark-to-market accounting is a method that reflects the current market value of an
asset or liability in financial statements, rather than its historical cost. While this approach
provides a more accurate and timely representation of a company’s financial position, it can
also lead to increased volatility in reported earnings, especially in markets that are highly
unpredictable (Allen & Carletti, 2008). This volatility poses significant challenges for
businesses as they navigate the complexities of fair value reporting during market turbulence.

Challenges of Mark-to-Market Accounting in Volatile Markets

One of the primary challenges of mark-to-market accounting in volatile markets is the
potential for large swings in asset and liability valuations. These fluctuations can lead to
significant variances in reported earnings, which may not accurately reflect the underlying
performance of the business. For example, during periods of market downturns, asset values
may decline sharply, resulting in substantial write-downs that can impact a company’s
financial stability and investor confidence (Bleck & Liu, 2007).

Additionally, the reliance on market prices can introduce subjectivity into the
valuation process, especially for assets that are not frequently traded or have no active
market. In such cases, businesses may need to rely on complex valuation models, which can
introduce additional risks and uncertainties into financial reporting (Carney, 2024; Heaton et
al., 2010).

Another challenge is the impact on regulatory compliance and capital requirements.
Financial institutions, in particular, may face increased regulatory scrutiny when mark-to-
market losses reduce their capital base, potentially leading to stricter regulatory requirements
and higher capital costs (Meder et al., 2011).

Best Practices for Businesses

1 1528-2635-28-S6-005

Citation Information: Dewi, M., (2024). Mark-to-market accounting in volatile markets: Challenges and best practices for
businesses. Academy of Accounting and Financial Studies Journal, 28(S6), 1-3.



Academy of Accounting and Financial Studies Journal Volume 28, Special Issue 6, 2024

To manage the challenges of mark-to-market accounting in volatile markets,
businesses can adopt several best practices:

Businesses should establish strong internal controls and processes for valuing assets
and liabilities. This includes using reliable data sources, engaging third-party valuation
experts when necessary, and regularly reviewing and updating valuation models to ensure
accuracy and consistency (Plantin et al., 2004).

Transparent communication with stakeholders is crucial during periods of volatility.
Companies should provide clear explanations of the impact of market fluctuations on their
financial statements and offer insights into how they are managing these risks. This helps
build investor confidence and mitigates the potential negative effects of perceived financial
instability (Scott, 2010; Stanisic et al., 2012).

To reduce the impact of market volatility on financial statements, businesses can
employ hedging strategies that offset potential losses from market fluctuations. For example,
companies can use derivatives to hedge against adverse price movements in key assets or
liabilities, thereby stabilizing their financial performance (Verrecchia, 2013).

While mark-to-market accounting emphasizes current market conditions, businesses
should also focus on long-term performance metrics that provide a more comprehensive view
of their financial health. By balancing short-term market movements with long-term strategic
goals, companies can better navigate periods of volatility (Leung & Horvath, 2011).

In volatile markets, businesses must continually assess their risk exposure and adjust
their risk management practices accordingly. This includes stress testing financial models,
monitoring market trends, and adapting strategies to changing market conditions.

CONCLUSION

Mark-to-market accounting offers a transparent and timely approach to financial
reporting, but it also introduces challenges in volatile markets. Businesses must navigate
these challenges by implementing robust valuation processes, enhancing communication with
stakeholders, and employing strategic risk management practices. By adopting these best
practices, companies can effectively manage the impact of market fluctuations on their
financial statements, maintaining both transparency and financial stability. In doing so, they
can build resilience against market volatility and ensure long-term success.
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