
 





This thesis investigates whether IFRS adoption has led to an increase in the relevance of accounting in-

formation for investment decisions. Furthermore, the effects of IFRS are implicitly compared across ac-

counting traditions. As such,  the effects of IFRS on the “quality” of financial reporting are measured 

based on the cases of listed firms in Germany and listed firms in the UK. 

This study approaches the effects of IFRS on the quality of financial reporting from two angles. First a 

review of the academic literature is done to determine whether there has been a general consensus about 

the effects of IFRS adoption on financial reporting of listed firms in Germany and the UK. As a result of 

this literature study, a number of propositions are deduced about the effects of IFRS. 

Subsequently, the investigation of the effects of IFRS takes a statistical perspective. Financial and ac-

counting data are obtained for two samples, one of German listed firms and another of UK listed firms. A 

number of empirical models are used to determine the quality of financial reporting, including the earn-

ings-returns association (Lev ,1989; Lev & Zarowin, 1999), asymmetric sensitivity of earnings and 

asymmetric persistence of earnings (Basu, 1997), and the market-to-book ratios (Roychowdhury & Watts, 

2003). Additionally, a new tool is introduced for a joint interpretation of the econometric test results, 

leading potentially to a new method of financial report analysis under dynamic regulatory conditions. 

Significant statistical evidence is found suggesting a drastic reduction (to the point of complete elimina-

tion) in income smoothing in Germany corresponding to the transition from the German national GAAP 

to IFRS. Additionally, with the introduction of IFRS, the information content of accounting earnings in 

German firms appears to have increased substantially, while market-to-book ratios have converged to-

wards “1”. On the other hand, the introduction of IFRS in the UK corresponds to statistical evidence con-

sistent with a shift from asymmetric timeliness of earnings under UK GAAP to a significant downward 

bias in earnings under IFRS. 

The study also shows significant inter-industry differences in the effects of IFRS that suggest that the in-

consistencies in the results of previous studies may have been due to the significant noise created by di-

verse samples, or due to biased industry representations in the data. 
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The empirical part of this paper is primarily devoted to a statistical analysis of the 

effects of IFRS adoption on the financial reports of listed firms, particularly the 

quality1 of the information content in accounting earnings and the book value of 

shareholder equity. Two samples are used, one comprised of German listed firms 

and the other of UK listed firms. The period of observation covers the years 1990 

to 2009, comprising a total of 20 accounting years containing the event of the offi-

cial IFRS adoption in 2005. The first one or two years are generally lost due to 

first-differencing and autoregressive techniques.  

The tests begin with a separate examination of the behavior of Accounting Earn-

ings, Total Assets, Shareholder Equity, Total Liabilities, Stock Returns and Market 

Capitalization values in the two samples.  After that, four statistical measures are 



estimated for a consequent comparison of the quality of financial reporting under 

different sets of accounting regulations: 

1. The earnings-returns association, i.e. the extent to which accounting earn-

ings are correlated with stock returns (Lev, 1989; Lev & Zarowin, 1999)  

2. Asymmetric sensitivity of earnings, i.e. the extent to which unexpected prof-

its and unexpected losses are reflected asymmetrically in the contemporary 

earnings releases (Basu, 1997) 

3. Asymmetric persistence of earnings, i.e. the extent to which the profit infor-

mation and loss information is asymmetrically persistent in accounting 

earnings (Basu, 1997)  

4. The Market-to-Book (MTB) ratio, i.e. the extent to which the book value of 

shareholder equity misspecifies the market value of shareholder equity 

(e.g., Roychowdhury & Watts, 2007) 

In addition to the conventional interpretation of the individual test results, this pa-

per introduces a new methodology of financial report analysis based on a joint in-

terpretation of the four measures. The new methodology allows to determine, for 

example, whether accounting earnings are biased (downwards or upwards), or 

whether earnings are (symmetrically) timely in reflecting new information.  
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As a means of verification of the statistical results obtained for the quality measures, a number of 

diagnostic tests are run on some of the regressions, to be found under ‘Diagnostics’, in order to in-

vestigate whether the research results obtained with conventional methods are robust to differenc-

es in model formulation. As such, robustness is tested against alternative deflation methods, as well 

as different time windows and alternative functional forms, where appropriate. 
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chisq = 1647.626, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 2.7831, p-value = 0.005383 

alternative hypothesis: unobserved effect 
Pesaran CD Test: 
z = 21.8986, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 1.5275, p-value = 0.2165 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 42.4548, df = 11, p-value = 1.351e-05 

alternative hypothesis: one model is inconsistent 

The non-linear q-q-plot in the residuals indicates a large number of outliers com-

pared to a normal distribution. The BP test prob-value is insignificantly different 

from ‘zero’, indicating that the effects of accounting standards used are generally 

different across companies; the Wooldridge test is consistent with the BP test.  

The results of the pooled regression provide evidence of a significant aggregate 

reaction of accounting earnings to the adoption of US GAAP. There is evidence of a 

significant immediate positive response, with a following significant accumulated 

negative response (a correction). This result might be indicative of an asymmetric 

implementation of accounting standards, or an instant write-off in earnings cor-

responding to the shift in the accounting philosophy. 

At the same time, the individual company responses to the implementation of US 

GAAP are inconsistent with the aggregate earnings response. There is a positive 

skewness of immediate responses (5 out of 7 coefficients positive, or 71.4%), while 

the only available accumulated response observation implies a downward trend. 

There is no evidence of an aggregate immediate response of earnings to either type 

of IFRS adoption (obligatory, voluntary or partial). There is also no evidence of an 

accumulated response to the obligatory and voluntary IFRS adoption. The aggre-

gate accumulated response to partial IFRS adoption is negative and significant at 

the 10% level, although the coefficient is relatively small (-0.012). 

The insignificant aggregate (market-level) coefficients of earnings are consistent 

with an even distribution of the individual company coefficients. The number of 

positive and negative dummy variable coefficients for both the immediate and ac-



cumulated earnings response is approximately equal for the obligatory IFRS adop-

tion. There is a slight negative skewness in the incremental accumulated response 

coefficients under the voluntary IFRS adoption (13 out of 21 negative, or 61.9%). 

There is also a negative skewness in the accumulated responses to the partial IFRS 

adoption, with 31 out of 50 observations negative (or 62%), which is consistent 

with the negative aggregate coefficient (observed in the pooled regression). 

The null hypothesis of a significant negative immediate response of aggregate ac-

counting earnings to the adoption of US GAAP, followed by a significant positive ac-

cumulated response cannot be rejected. The null hypothesis of any aggregate re-

sponse of accounting earnings to either type of IFRS introduction can be rejected. 

There is strong evidence of a significant earnings response to IFRS on the individu-

al company level, but the response coefficients indicate largely opposite trends. 

 

 



 

chisq = 17671.39, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  

z = 6.6845, p-value = 2.317e-11 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 

z = 17.7355, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 

chisq = 135.3839, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 2.0942, df = 11, p-value = 0.9981 

alternative hypothesis: one model is inconsistent

The q-q-plot in the residuals shows approximate normality, which adds signific-

ance to the test results. The significance of the BP test indicates once again that the 

effects of accounting standards used are different across companies; the Wool-

dridge test is once again consistent with the BP test.  

The aggregate reaction of total assets to the use of US GAAP resembles the aggre-

gate reaction of accounting earnings. There is a significant negative immediate re-

sponse, followed by a significant positive accumulated response. However, the evi-

dence on the individual company level is inconclusive in the total assets test. 

The immediate aggregate response of total assets to the obligatory IFRS introduc-

tion is positive and significant at the 10% level. The immediate response coeffi-

cient corresponding to the voluntary IFRS adoption is almost twice as high (10.05, 

compared to 5.49), but only significant at the 25% level. There is some evidence of 

a negative accumulated response of total assets to obligatory IFRS adoption, as the 

accumulated response coefficient is negative and has a p-value of 14.1% (signifi-

cant at the 25% level). There is no evidence of an aggregate response of total assets 

to partial IFRS adoption, as the significance of both coefficients is low. 

The evidence on the individual company level is generally inconsistent with the 

evidence on the market level. The immediate responses of individual company to-

tal assets to obligatory IFRS adoption are distributed evenly around ‘zero’ with a 



slight negative skewness (60 out of 107 coefficients negative, or 56.1%). A similar 

observation can be made for voluntary IFRS adoption (17 out of 29 negative, or 

58.6%). At the same time, the observed accumulated responses are slightly posi-

tively skewed for obligatory IFRS adoption (57 out of 104 positive, or 54.8%), and 

significantly positively skewed for voluntary IFRS adoption (15 out of 22 positive, 

or 68.2%). The individual company evidence corresponding to partial IFRS adop-

tion is relatively symmetric around ‘zero’.  

The null hypothesis of a significant negative immediate response of aggregate total 

assets to US GAAP, followed by a significant positive accumulated response cannot be 

rejected. The null hypothesis of a significant positive immediate response of aggre-

gate total assets to the obligatory IFRS adoption, with an indication of a negative ac-

cumulated response cannot be rejected. There is also an indication of a positive re-

sponse of aggregate total assets to the voluntary IFRS adoption. There is also evi-

dence of a positive accumulated response of total assets to the voluntary IFRS adop-

tion on the individual company level. 

 

 



chisq = 15516.00, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 4.8948, p-value = 9.839e-07 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 20.9482, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 91.8495, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 5.2818, df = 11, p-value = 0.9168 

alternative hypothesis: one model is inconsistent 

The residuals are non-normal. The BP test and the Wooldridge test point towards 

significant individual company effects. As in the previous cases, there is evidence of 

a significant downward spike in the aggregate book value of equity on the market 

level corresponding to the use of US GAAP, with a consequent market-level correc-

tion. The evidence on the individual company level is mixed. 

There is an indication of a positive response of aggregate shareholder equity to all 

types of IFRS adoption, although all response coefficients are only significant at the 

25% level. There is evidence of an accumulated negative response to partial IFRS 

adoption, but not the voluntary or obligatory IFRS adoption. The individual com-

pany results are once again inconsistent with the aggregate results. There is signif-

icant evidence of a strong tendency towards a negative immediate response to ob-

ligatory IFRS adoption (71 out of 106 coefficients negative, or 67%), and a tenden-

cy towards a positive accumulated response (67.3% positive). The individual com-

pany evidence corresponding to voluntary and partial IFRS adoption is mixed. 

The null hypothesis of a significant negative immediate response of aggregate 

shareholder equity to US GAAP, followed by a positive accumulated response cannot 

be rejected. There is strong evidence of a negative accumulated response of aggre-

gate BVE to partial IFRS adoption, with some indication of an immediate positive re-

sponse of aggregate BVE to all types of IFRS adoptions. There is evidence of a strong 

tendency towards a negative immediate response of individual company BVE to obli-

gatory IFRS adoption, followed by an accumulated positive response. 

 



 

 

chisq = 17317.81, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 6.7236, p-value = 1.773e-11 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 12.1052, p-value < 2.2e-16 

alternative hypothesis: cross-sectional de-

pendence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 54.8403, p-value = 1.307e-13 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 2.964, df = 11, p-value = 0.9912 

alternative hypothesis: one model is incon-

sistent 

 



The q-q-plot shows approximate normality, whereas the BP test indicates non-

uniform effects. The incremental coefficients under US GAAP adoption imply oppo-

site conclusions for the market-level and individual company-level test. On the 

market level, the immediate response is negative and weakly significant (25% level 

only). At the same time, the accumulated response is positive and significant at the 

1% level. The results on the individual company level show significant and positive 

immediate responses for 6 out of 7 companies, whereas the accumulated response 

is negative in the only available case.  

There is evidence of a significant positive immediate response of aggregate total 

liabilities to obligatory IFRS adoption (significant at the 10% level), with an indica-

tion of an accumulated negative response (the coefficient is significant at the 25% 

level). There is also an indication of a positive immediate response to voluntary 

IFRS adoption, with no statistical evidence of a consequent correction. There is no 

statistical evidence of an aggregate reaction of total liabilities to partial IFRS adop-

tion. 

The individual company results corresponding to obligatory and partial IFRS adop-

tion are distributed symmetrically around zero. The results corresponding to vo-

luntary IFRS adoption are inconsistent with the market-level results, as there is a 

significant negative skewness in the immediate responses (18 out of 29 coeffi-

cients are negative, or 62.1%), followed by a positive skewness in the accumulated 

coefficients (15 out of 22 coefficients are positive, or 68.2%). 

The null hypothesis of a significant positive accumulated response of total liabilities 

to US GAAP adoption, with an indication of an immediate negative response cannot 

be rejected. However, there is evidence of a strong tendency towards a positive im-

mediate response to US GAAP adoption on the individual company level. 

The null hypothesis of a significant positive immediate response of aggregate total 

liabilities to obligatory IFRS adoption, with an indication of a negative accumulated 

response cannot be rejected. There is also an indication of an immediate positive re-

sponse of aggregate total liabilities to voluntary IFRS adoption. On the individual 

company level, there is evidence of a tendency towards a negative immediate re-



sponse and a positive accumulated response to voluntary IFRS adoption. Individual 

company results corresponding to other sets of accounting standards are mixed. 

 

 

chisq = 0.3172, df = 1, p-value = 0.5733 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -0.6526, p-value = 0.514 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 110.9228, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 7.6627, p-value = 0.005638 

alternative hypothesis: serial correlation 

Hausman Test: 



chisq = 1494.035, df = 11, p-value < 2.2e-16 

alternative hypothesis: one model is inconsistent 

The residuals have slightly heavier tails than would be suggested by a normal dis-

tribution. The BP test and the Wooldridge test indicate that the relative power of 

the pooled regression is high, while the Hausman test shows that the IE output 

may be inaccurate. There appears to be a significant downward spike in aggregate 

stock returns corresponding to the adoption of US GAAP, followed by a significant 

upward correction. Individual company evidence is generally consistent. 

There is significant statistical evidence of a positive immediate response followed 

by a negative accumulated response of aggregate returns to both obligatory and 

voluntary IFRS adoption. This result is supported by evidence from individual 

company tests showing similar skewness in the coefficient distributions. There is 

no statistical evidence of a response of aggregate returns to partial IFRS adoption, 

although the individual company results indicate a tendency towards a negative 

accumulated response (28 out of 42 coefficients negative, or 66.7%). 

The null hypothesis of a significant negative immediate response of aggregate stock 

returns to US GAAP adoption, followed by a positive accumulated response cannot be 

rejected. Also, the null hypothesis of a significant positive immediate response fol-

lowed by a negative accumulated response of aggregate returns to obligatory and 

voluntary IFRS adoption cannot be rejected. There is also evidence of a strong ten-

dency towards a positive immediate response and a negative accumulated response 

to obligatory and voluntary IFRS adoption on the individual company level. There is 

no statistical evidence of an aggregate response to partial IFRS adoption, although 

the individual company tests show evidence of a negative accumulated response. 

 

 

 

 

 



6. Market Capitalization20 

 

 

 

 

 

 

 

 

 

 

 chisq = 16112.35, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 6.8039, p-value = 1.018e-11 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 69.9561, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 50.8532, p-value = 9.954e-13 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 5.6469, df = 11, p-value = 0.8959 

alternative hypothesis: one model is inconsistent 



The residuals are largely normal. The BP test and the Wooldridge test indicate sig-

nificant individual effects, and thus a high relative power of the IE regression. In 

the pooled regression, there is evidence of a significant downward spike in aggre-

gate market capitalization corresponding to the introduction of US GAAP, with a 

following significant upward correction. This result is supported by the IE test, 

where 6 out of 7 immediate response coefficients (85.7%) are negative, while the 

only available accumulated response coefficient is positive. 

There is statistical evidence of a significant positive immediate response of aggre-

gate market capitalization to obligatory and voluntary IFRS adoption, and an indi-

cation of a positive immediate response to partial IFRS adoption. There is also sta-

tistical evidence of a significant negative accumulated response to all types of IFRS. 

The evidence on the individual company level is mixed, an exception being a con-

sistent result for voluntary IFRS adoption, where 17 out of 29 immediate response 

coefficients are positive (58.6%), while 14 out of 21 accumulated response coeffi-

cients are negative (66.7%).  

The null hypothesis of a significant negative immediate response of aggregate mar-

ket capitalization to US GAAP adoption, followed by a significant positive accumu-

lated response cannot be rejected. This result seems consistent with the IE test re-

sults. Also, the null hypothesis of a significant positive immediate response of ag-

gregate market capitalization to obligatory and voluntary IFRS adoption (with an 

indication of a positive immediate response to partial IFRS adoption), and a negative 

accumulated response to all types of IFRS cannot be rejected. The individual com-

pany results are consistent for voluntary IFRS adoption and mixed in the other two 

cases. 

 

This title gives a summary of the results from this section in a bulleted form, with a 

consequent discussion of the implications and meaning for further tests. 

1. Accounting earnings: a negative immediate response to US GAAP on the market level, fol-

lowed by a positive accumulated response; evidence on the individual company level is in-

consistent. No evidence of a market-level response to either type of IFRS.  

 

2. Total assets: a negative immediate response to US GAAP on the market level, followed by a 

significant positive accumulated response. A positive immediate response to the obligatory 



IFRS adoption on the market level, with an indication of a negative accumulated response. An 

indication of a positive immediate response to voluntary IFRS adoption. A tendency towards a 

positive accumulated response of total assets to voluntary IFRS adoption on the individual 

company level. 

 

3. Shareholder equity: a negative immediate response to US GAAP on the market level, followed 

by a positive accumulated response. A negative accumulated response to partial IFRS adop-

tion on the market level, with some indication of a positive immediate response to all types of 

IFRS. A strong tendency towards a negative immediate response to obligatory IFRS adoption 

on the individual company level, followed by an accumulated positive response. 

 

4. Total Liabilities: a positive accumulated response to US GAAP on the market level, an indica-

tion of an immediate negative response; a strong tendency towards a positive immediate re-

sponse to US GAAP on the individual company level. A positive immediate response to obliga-

tory IFRS adoption on the market level, an indication of a negative accumulated response. An 

indication of an immediate positive response to voluntary IFRS adoption on the market level. 

Evidence of a tendency towards a negative immediate response and a positive accumulated 

response to voluntary IFRS adoption on the individual company level. Other evidence on the 

individual company level is mixed. 

 

5. Five-quarter stock returns: a negative immediate response to US GAAP on the market level, 

followed by a positive accumulated response. A positive immediate response followed by a 

negative accumulated response to obligatory and voluntary IFRS adoption on the market lev-

el. A strong tendency towards a positive immediate response and a negative accumulated re-

sponse to obligatory and voluntary IFRS adoption on the individual company level. No statis-

tical evidence of an aggregate response to partial IFRS adoption, although the individual 

company tests show evidence of a negative accumulated response. 

 

6. Market capitalization: a negative immediate to US GAAP on the market level, followed by a 

positive accumulated response (consistent with the IE test results). A positive immediate re-

sponse to obligatory and voluntary IFRS adoption on the market level, with an indication of a 

positive immediate response to partial IFRS adoption; a negative accumulated response to all 

types of IFRS. The individual company results are consistent for voluntary IFRS adoption 

and mixed in the other two cases. 

There is relatively consistent statistical evidence concerning Total Assets, Share-

holder Equity and Total Liabilities that shows that the introduction of IFRS has gen-

erally lead to an immediate upward spike in the aggregate values of these va-

riables, followed by a lasting downward correction. A similar phenomenon can be 

observed on the German stock market by the evidence from five-quarter stock re-



turns and aggregate market capitalization. Aggregate accounting earnings seems to 

have been unaffected by IFRS.  

 

 

 

 

 

 

 

 

 



 

 

chisq = 13.5831, df = 1, p-value = 0.0002282 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -4.8327, p-value = 1.347e-06 

alternative hypothesis: unobserved effect

Pesaran CD Test: 
z = 55.5074, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 11.1586, p-value = 0.0008364 

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available 



 

The q-q-plot of the residuals from the pooled regression suggests lognormal distri-

bution in the error-terms. This problem can be corrected if the “log-lin” functional 

form is used instead. This alternative is considered under “Diagnostic Tests” (see 

Appendix 2). The results of the Breusch-Goldfrey/Wooldridge test are consistent 

with an incorrect functional form and/or the presence of ‘prices leading earnings’, 

a phenomenon considered thoroughly Kothari and Sloan (1992), and Kothari 

(1992)21. 

The robust coefficient t-tests of the pooled regression indicate a significant in-

crease in the ERCs corresponding to the introduction of IFRS. The earnings coeffi-

cient corresponding to the obligatory introduction is 0.7882 (significant at the 5% 

level), which is an increase of approximately 330% compared to the earnings coef-

ficient under the German national GAAP (0.2393, statistically insignificant). The 

ERCs corresponding to the obligatory IFRS adoption is 55% than under German 

GAAP (when the coefficient estimates is taken at face value).  

The incremental ERC is even higher (1.3175) for voluntary IFRS adopters. This is 

an expected result, since the incentives of the voluntary adopters to follow IFRS 

regulations can be assumed to be higher than for the involuntary adopters. The re-

sponse coefficient under voluntary IFRS adoption is more pronounced for earnings 

change than for earnings level, which indicates a higher flexibility of earnings with 

respect to dynamic market conditions.  

The incremental earnings coefficient corresponding to US GAAP is significant at the 

25% level, but not at conventional levels. The incremental increase in the ERC is 

263% disregarding statistical insignificance. The value of the ERC under US GAAP 

is 1.221, which is approximately consistent with the value of 1.081 obtained by 

L&Z for their constant US sample for 1995. 



The evidence from the individual company tests is mixed. There is statistical evi-

dence of a tendency towards negative incremental ERCs under obligatory IFRS 

adoption (the incremental ERC coefficient is positive for 49 companies, negative 

for 58 companies, which gives the percentage ratio of 48.5% negative against 

51.5% positive). The only incremental ERC observation available for US GAAP 

adoption is negative. Other IE evidence is generally consistent with the market-

level results. 

To conclude, the first null hypothesis of significant positive aggregate incremental 

ERC coefficients under IFRS adoption cannot be rejected, indicating that the intro-

duction of IFRS in Germany has lead to a significant increase in the association be-

tween earnings and returns. The first null hypothesis for US GAAP adoption cannot 

be rejected at the 25% level, but not at conventional levels. 

 

 

There is evidence of is a significance increase in the informative value of earnings 

with respect to stock prices on the market level, corresponding to both the obliga-

tory and the voluntary IFRS adoption. The adjusted R-squared coefficient is 3.34% 

under German GAAP, whereas under obligatory IFRS implementation the value is 

10.88%. This is a 226% increase in the adjusted R-squared. The change corres-

ponding to the voluntary adoption of IFRS is even more pronounced where the ad-



justed R-squared is 21.70% (an increase of 550% with respect to the adjusted R-

squared under German GAAP). The effect of the partial IFRS implementation is also 

positive, although less pronounced (the incremental increase is 6.28%). This result 

is consistent with the intuitive expectation that partial IFRS adoption signifies a 

partial transition from German GAAP to IFRS. 

The coefficient values obtained in separate regressions are consistent with the val-

ues from the dummy regression, although the statistical significance of the coeffi-

cients is generally higher. The significance of the incremental ERCs corresponding 

to both the voluntary and the obligatory IFRS adoption are now significant on the 

1% significance level, which adds credibility to the conclusions made about the 

ERCs in the dummy regression. 

The increase in the R-squared coefficients corresponding to US GAAP adoption is 

88.28% compared to the German national GAAP. This is a significant increase, pro-

viding evidence that US GAAP produces more informative accounting earnings 

compared to German GAAP. However, the informativeness of earnings under US 

GAAP appears to be significantly lower than under IFRS. The earnings coefficients 

in the US GAAP regression are insignificant at conventional levels, which is further 

evidence of a lower earnings-returns association under US GAAP compared to 

IFRS. 

The second null hypothesis of a significantly higher adjusted R-squared under IFRS 

compared to German GAAP cannot be rejected. Also, the second null hypothesis for 

US GAAP compared to German GAAP cannot be rejected. Additionally, the second 

null hypothesis for IFRS compared to US GAAP cannot be rejected, which is further 

evidence of the earnings-returns association being significantly higher under IFRS, 

compared to both German GAAP and US GAAP. 

 

In general, although the results on the individual company level are inconclusive, 

there is significant evidence of an aggregate increase in the ERC coefficients on the 

market level, pointing towards a higher flexibility of IFRS compared to German 

GAAP.  



The results obtained for US GAAP are consistent with prior research performed on 

US firms, which adds credibility to the conclusions in this study.  However, a com-

parison between US GAAP and IFRS in terms of the informativeness of earnings fa-

vors IFRS as the superior accounting standard for investment decision-making and 

financial valuation.  

The high incremental ERCs and adjusted R-squared coefficients corresponding to 

IFRS provide indirect evidence concerning the timeliness of earnings. If the as-

sumption that all of the returns information is eventually reflected in the conse-

quent earnings releases (Kothari and Sloan, 1992; Basu, 1997) is accepted, the 

higher ERCs and adjusted R-squared in the regression of returns on contemporary 

accounting earnings indicates an overall higher timeliness of earnings under the 

IFRS. This finding implies that accounting earnings released under IFRS have a 

higher informative value in terms of both the past and the contemporary company 

profitability. 

 

 

 

 

 

 

 

 

 

 

 



Pooled Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0.053723036 0.031069925 1.729100914 0.083934848 +

basudummy 0.067558586 0.030321129 2.22810258 0.025976946 #

i frsdummy -0.056029917 0.037401672 -1.498059144 0.134264955

intstandummy -0.017421973 0.043523594 -0.400288025 0.688984229

someeecdummy 0.009807881 0.032602715 0.300830184 0.763573132

usgaapdummy 0.055144257 0.037541272 1.468896891 0.142007324

nadummy -0.347346206 0.362018787 -0.959470113 0.337430053

unexret -0.003101628 0.127888687 -0.024252561 0.980653407

basudummy:ifrsdummy 0.013513315 0.037530639 0.36006088 0.718837038

basudummy:intstandummy 0.004912365 0.048993003 0.100266668 0.920141985

basudummy:someeecdummy -0.08452473 0.033819063 -2.499322041 0.012517294 #

basudummy:usgaapdummy -0.071340698 0.044546262 -1.60149682 0.109414103

basudummy:nadummy 0.250560763 0.361703293 0.692724582 0.488557363

basudummy:unexret 0.279528134 0.20876152 1.338983041 0.180718004

ifrsdummy:unexret 0.093750233 0.134120445 0.699000315 0.484627582

intstandummy:unexret 0.100630279 0.145717604 0.690584223 0.489901548

someeecdummy:unexret 0.006271726 0.13126537 0.047778981 0.961896834

usgaapdummy:unexret -0.014852113 0.131693361 -0.112777995 0.910217113

nadummy:unexret 0.255239963 0.31398984 0.812892427 0.416369908

basudummy:ifrsdummy:unexret -0.273898828 0.21738428 -1.25997532 0.207815264

basudummy:intstandummy:unexret -0.278735874 0.214168267 -1.301480741 0.193233652

basudummy:someeecdummy:unexret -0.192017504 0.210110493 -0.913888216 0.36087825

basudummy:usgaapdummy:unexret -0.116845653 0.224328064 -0.520869531 0.602511401

basudummy:nadummy:unexret -0.267587339 0.370641116 -0.721958055 0.470398923

Adjusted R-Squared 0.093484

 

 

In this formula, AccStj represents the dummies for all sets of accounting standards except German 

GAAP (the default). 

 

chisq = 175.525, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 2.7425, p-value = 0.006098 

alternative hypothesis: unobserved effect 
Pesaran CD Test: 
z = 148.488, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 247.0182, df = 15, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 128.2973, df = 23, p-value < 2.2e-16 

alternative hypothesis: one model is inconsistent 



The q-q-plot of the residuals indicates the presence of outliers, which might be re-

sponsible for the overall low significance of the coefficient t-tests from the all-in-

one pooled regression. The small difference in the adjusted R-squared coefficients 

from the two control regressions (0.054 with news group separation, and 0.050 

without news group separation) indicates that the informativeness of earnings 

with respect to good and bad news has been symmetric on average for the period 

in question. The response coefficients from the regression with news group sepa-

ration favor a similar conclusion (0.043 for contemporary good news, 0.046 for 

contemporary bad news). At the same time, the increase in the adjusted R-squared 

corresponding to the separation of different accounting periods is almost 75% 

(0.093 with sets of accounting standards and news group separation, against 0.054 

with news group-only separation). 

In this “all-in-one” pooled regression, the response coefficients for negative news 

are significant at the 25% level (although not the conventional levels) for German 

GAAP, and for the voluntary and obligatory IFRS adoption. There is evidence that 

the incremental coefficients under both the voluntary and obligatory IFRS adop-

tion tend to outbalance the response coefficient under German GAAP (the coeffi-

cient for negative news response is 0.279528 under German GAAP, while the same 

coefficient is 0.279528-0.273899=0.005629 under obligatory IFRS adoption, and 

0.279528-0.278736=0.000792 for the voluntary IFRS adoption, which is seemingly 

insignificant).  There is no evidence of a significant response of earnings to positive 

news under any accounting standard. The result of the Hausman test is evidence of 

an inconsistency of the IE model. 

 



 



Obligatory IFRS 

Adoption 

The results are 

generally con-

sistent with 

prior tests. The 

regression output presents evidence of significant earnings sensitivity to both pos-

itive and negative news. The response coefficients and the adjusted R-squared 

coefficients point towards symmetric sensitivity of earnings with respect to the 

two news samples.  

The difference in the response coefficients is slight, the value being only 6% higher 

for the negative news sample than for the positive news sample. The adjusted R-

squared is 21% lower in the negative news sample, which indicates that relatively 

larger fraction of the good news is captured in the contemporary earnings releases, 

compared to fraction of the bad news. An alternative explanation would be that the 

news estimation in the accounting earnings is less consistent with the news esti-

mation of the market in the bad news cases. 

Voluntary IFRS 

Adoption 

The results are 

generally con-

sistent with the 

results in the 

obligatory IFRS adoption regression, and consistent with the regression tests per-

formed in the previous sections.  

The relatively higher sensitivity of earnings with respect to good news is more 

pronounced in this case than it is with obligatory IFRS adopters. The adjusted R-

squared coefficient is 3.6 times higher for the positive news sample than it is for 

the negative news sample. However, the response coefficient for the positive news 



sample is only significant at the 25% level and not at conventional levels. The re-

sponse coefficient estimates are almost perfectly symmetric, with an increase of 

only 0.8% from the good news to the bad news sample, indicating a symmetric 

sensitivity of earnings. 

Partial IFRS 

Adoption 

As expected, 

the partial 

IFRS adoption 

appears to 

have signified 

a partial transition from German GAAP to IFRS. The increase in the adjusted R-

squared coefficient from the positive to the negative sample is still significant 

(3.42% against 0.026%), yet significantly less than in the German GAAP regression. 

According to the response coefficients, there is no evidence of earnings being sen-

sitive to contemporary good news, but the sensitivity of earnings to the contempo-

rary bad news is significant (the response estimate is 0.091, significant at the 0.1% 

level). However, the response coefficient of earnings in the negative sample is now 

consistent with the response coefficients obtained for the negative samples under 

the voluntary and obligatory IFRS adoption. 

US GAAP 

Adoption 

The results 

obtained for 

the US GAAP 

adoption are 

consistent 

with the re-

sults obtained in Basu (1997).22 



The evidence supporting the asymmetric sensitivity hypothesis is significant. 

There is evidence of good news being reflected in the contemporary earnings re-

leases (the adjusted R-squared is 1.65% for the positive news sample), which indi-

cates a significant difference with German GAAP.  

The response coefficient in the positive news sample is insignificant. The adjusted 

R-squared in the negative news sample is 7.4 times higher than that in the positive 

news sample, indicating that a significantly larger fraction of the contemporary 

bad news is reflected in the accounting earnings. The response coefficient in the 

negative news sample regression is significantly (approximately 1.6 times) higher 

than under IFRS, yet significantly (nearly 2 times) lower than under German GAAP. 

 

There is strong evi-

dence of a significant 

difference in the 

earnings asymmetry 

with respect to news 

when comparing 

German GAAP, IFRS 

and US GAAP. The 

extremely low adjusted R-squared coefficient for the positive news sample but not 

the negative news sample under German GAAP is a possible indicator of a consis-

tent downward bias in accounting earnings compared to the marked-to-market 

values. 

A higher dispersion in the adjusted R-squared coefficients under German GAAP 

compared to US GAAP indicates that earnings asymmetry is more pronounced un-

der German GAAP.  

There is no significant evidence of a difference between the negative and positive 

news sample response coefficients under either obligatory or voluntary IFRS adop-



tion, indicating that there is hardly any earnings asymmetry with respect to good 

and bad news.  

The adjusted R-squared coefficients are lower for bad news than for good news 

under both the obligatory and voluntary IFRS adoption, implying that a lower frac-

tion of bad news is reflected in a timely fashion, compared to the fraction of good 

news. This tendency might be an indicator of managerial earnings manipulation, 

i.e. managers delaying the disclosure of bad news in accounting earnings for profit 

maximization purposes. Managerial manipulation will be discussed in the sum-

mary section below, and in the following sections of this paper. 

 

The results in the sections above indicate that the asymmetric timeliness tests be-

come more significant when the sample is partitioned and the number of explana-

tory variables is reduced. The problem may be due to a multi-collinearity problem 

and a tendency towards lower coefficient significance when increments are tested. 

Despite a generally lower statistical significance of the coefficient t-tests in the all-

in-one pooled regression, the qualitative results (and thus the conclusions) are 

consistent between sample partitioning dummy-variable methods.  

There is strong evidence of a significant impact of accounting standard changes on 

earnings asymmetry in German firms. This evidence is supported by a 75% in-

crease in the adjusted R-squared when dummy variables are used to separate sets 

of accounting standards in the applied version of the Basu regression. 

Sample partitioning based on good and bad news cases reveals that the introduc-

tion of IFRS has significantly reduced the excessive weight previously imposed on 

the contemporary bad news by German GAAP. The incremental changes in the sen-

sitivity of earnings to bad news under IFRS have lead to a significant (possibly, 

complete) correction of the asymmetry found under German GAAP. 

Partitioning the sample based on the sets of accounting standards as well as news 

yields consistent results. Under German GAAP, there is highly significant evidence 

of earnings sensitivity to contemporary bad news, and no evidence of earnings 

sensitivity to contemporary good news. There is little or no evidence of earnings 



asymmetry under either the obligatory IFRS adoption, or the voluntary IFRS adop-

tion. 

Under the obligatory IFRS adoption, there is significant evidence of earnings sensi-

tivity to both the good news and the bad news, implying a tendency to account for 

unexpected profits in an equally timely manner as unexpected losses. There is evi-

dence of the same process under voluntary IFRS adoption. The results correspond-

ing to partial IFRS adoption are consistent with a partial transition from German 

GAAP to IFRS, as the sensitivity of earnings to contemporary bad news is statisti-

cally close to the voluntary and obligatory IFRS adoption, but there is still no evi-

dence of earnings sensitivity to good news. 

The results for US GAAP adoption are consistent with the results of the tests per-

formed in Basu (1997) on the US firm sample. There is a 7.4-time increase in the 

adjusted R-squared when earnings are regressed on negative unexpected returns, 

compared to the regression of earnings on positive unexpected return regression. 

The response coefficient is only significant in the negative news sample, although 

the received estimate is slightly lower than the estimate obtained by Basu.  

In terms of testing the hypotheses defined for this section, the first and second null 

hypotheses for the voluntary and obligatory IFRS adoption can be rejected, but not 

for the other sets of accounting standards. Generally, the third null hypothesis for 

the transition between the voluntary and the obligatory IFRS adoption can be re-

jected, but not for a transition between any other two sets of accounting standards 

considered in this section. 

 

In the regression outputs under both the obligatory and the voluntary IFRS adop-

tion (although more significantly for the voluntary adoption), the adjusted R-

squared coefficients for the positive news sample regressions are higher than for 

the negative news sample regressions, whereas the response coefficients are es-

sentially symmetric.  

A possible explanation is that, although under IFRS uncertain profits have a chance 

of a timely recognition in the accounting earnings, less computational bias is al-

lowed in the present value estimation than for uncertain losses. If the present val-



ue of uncertain profits is computed with a higher degree of precision, the associa-

tion between the market value of good news and the contemporary positive earn-

ings is also expected to be higher. This explanation is consistent with a higher dis-

persion in the adjusted R-squared coefficients corresponding to the voluntary IFRS 

adoptions.  

It may also be plausible that firms implemented IFRS voluntarily due to a larger 

amount of uncertain profits. As IFRS allowed for investment capitalization under 

uncertainty, the voluntary IFRS adopters demonstrated a higher association be-

tween earnings and positive contemporary earnings news. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Pooled Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0.0780313513758336 0.0218181034143341 3.576449790066 0.000356967734450729 ###

i frsdummy -0.0111478256926487 0.0205490901923887 -0.54249728763066 0.587539332024623

intstandummy -0.0556985155834984 0.0287490162155297 -1.93740596777051 0.0528431536937581 +

someeecdummy -0.0257077278819558 0.0212922342922866 -1.20737577508570 0.227437109590087

usgaapdummy -0.0284663987972285 0.0243276869510613 -1.17012352446383 0.242097398561017

nadummy -0.0308863750626679 0.0265545040382835 -1.16313130978229 0.244921674413520

lag(earningsbasudummy) -0.130795116357448 0.0338897401432841 -3.85943107868201 0.000117431993032778 ###

lag(fdearnings) -0.355804658540164 0.308817623924795 -1.15215140255989 0.249403200847863

lag(earningsbasudummy * fdearnings) 0.157882623342354 0.405044985936657 0.389790341379623 0.696735091190644
i frsdummy:lag(earningsbasudummy) -0.0446169174636226 0.0305862752954512 -1.45872346445067 0.144805828447331

ifrsdummy:lag(fdearnings) 0.123318169405149 0.362482015070207 0.340204932322682 0.733739653135426

ifrsdummy:lag(earningsbasudummy * fdearnings) -0.0651544911294981 0.497681442650403 -0.130916055022100 0.89585551536289
intstandummy:lag(earningsbasudummy) 0.0532851364869749 0.038910386784201 1.36943219769305 0.171025372518787

intstandummy:lag(fdearnings) 0.461783809686399 0.354748281699480 1.30172247057589 0.193168414069802

intstandummy:lag(earningsbasudummy * fdearnings) -1.68241820408641 0.740118874428938 -2.27317294858144 0.0231264900397750 #

someeecdummy:lag(earningsbasudummy) 0.0297238221540691 0.0330842204654279 0.898428971150451 0.369070256216823

someeecdummy:lag(fdearnings) 0.143803948579608 0.332053892973222 0.433074123275541 0.665009871649759

someeecdummy:lag(earningsbasudummy * fdearnings) -0.296752185169936 0.426108258052397 -0.696424393477596 0.486247919706969
usgaapdummy:lag(earningsbasudummy) 0.00390584504767184 0.03628851988421 0.107633076800450 0.914298074232384

usgaapdummy:lag(fdearnings) 0.211860686963665 0.360858078495298 0.587102519214977 0.557204318331446

usgaapdummy:lag(earningsbasudummy * fdearnings) -0.315476379286828 0.535860027572713 -0.588729076725209 0.556112716746059
nadummy:lag(earningsbasudummy) 0.0195862120938064 0.0537619563013525 0.364313604661623 0.71566421096041

nadummy:lag(fdearnings) -0.177855517125525 0.532598879397345 -0.333938962332731 0.73846231569545

nadummy:lag(earningsbasudummy * fdearnings) -0.237928818359269 0.717020364772109 -0.331829931266862 0.740054127122789

Adjusted R-Squared:  0.3044017

Positive News Sample T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0.0213717214111337 0.0157272723333214 1.35889561509363 0.174502878623857

i frsdummy -0.0395892590818927 0.0189335032553385 -2.09096322788178 0.0367971236887306 #

intstandummy -0.0459255712253648 0.0209064169888398 -2.19672128657344 0.0282817945988571 #

someeecdummy -0.0157597544962032 0.0173688601304709 -0.907356866128206 0.364448692671178

usgaapdummy -0.0175228918556449 0.0259153775739931 -0.676158076632835 0.4991052069295

nadummy -0.0520788559283672 0.0412130508380271 -1.26364961752150 0.206666467667398

lag(posfdearnings) -0.396611813679264 0.344344177571633 -1.15178893535018 0.249698201681814

ifrsdummy:lag(posfdearnings) 0.103497212314392 0.408978611781755 0.25306265250277 0.800274663199022

intstandummy:lag(posfdearnings) 0.418531920778365 0.396733998569433 1.05494341873278 0.291719983823672

someeecdummy:lag(posfdearnings) 0.108724422086068 0.37091369420262 0.293125931410543 0.769490047831875

usgaapdummy:lag(posfdearnings) 0.0727631256334056 0.509518398700652 0.142807650948351 0.8864724406461
nadummy:lag(posfdearnings) -0.242628726152300 0.524887967929513 -0.462248595846804 0.644009125280032

Adjusted R-Squared:  0.0753756

Negative News Sample T-Tests Estimate Std. Error t value Pr(>|t|) Significance
(Intercept) 0.00283408141903196 0.0122310057520341 0.231712867812251 0.816810416681894

i frsdummy -0.0136614143887764 0.0163717503939054 -0.834450444215298 0.404234795203169

intstandummy -0.0173725846483883 0.023159035724658 -0.750142832151309 0.453352487075651

someeecdummy -0.00992501821730389 0.0132587200337373 -0.74856533602409 0.454302586138896

usgaapdummy -0.031908236706417 0.0315007290280147 -1.01293645229734 0.311345740500452

nadummy -0.00632713551853651 0.0279124782046688 -0.226677669827189 0.820722649249759

lag(negfdearnings) -0.30233217919562 0.209240217644543 -1.44490472529149 0.148810965608291

ifrsdummy:lag(negfdearnings) 0.130772443068239 0.220696878735208 0.592543237664631 0.553626416712231

intstandummy:lag(negfdearnings) -1.22807578946910 0.55662716390308 -2.20628073710561 0.0276005181625574 #

someeecdummy:lag(negfdearnings) -0.151771492197234 0.224556923450500 -0.675870909990848 0.49928538673917

usgaapdummy:lag(negfdearnings) -0.246106334228842 0.431486291315324 -0.570368837161945 0.568561026335253
nadummy:lag(negfdearnings) -0.556689740772892 0.362073674095649 -1.53750405124961 0.124499436232065

Adjusted R-Squared: 0.11461

 

 



Control Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) -0,003198185 0,001599715 -1,999221641 0,045724361 #

lag(fdearnings) -0,308117902 0,05833615 -5,281766147 1,42E-07 ###

Adjusted R-Squared: 0,080672

News Separation Only Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0.0950488857467037 0.00450108792610997 21.1168693673684 3.27310089665082e-89 ###

lag(earningsbasudummy) -0.0863970415416431 0.00807308245590784 -10.7018653672264 5.27300837867864e-26 ###

lag(fdearnings) 0.21912305640653 0.0807068951839277 2.71504752979479 0.00668571812832348 ##

lag(earningsbasudummy * fdearnings) 0.0614657070900807 0.133630110295395 0.459968991675664 0.645590342884131

Adjusted R-Squared: 0.001977943







 

Pooled Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0,003684777 0,016980337 0,217002595 0,828229523

i frsdummy -0,003086124 0,023738068 -0,130007376 0,896574295

intstandummy 0,012160072 0,022167011 0,548566162 0,583367393

someeecdummy 0,007701018 0,0170419 0,451887275 0,651401556

usgaapdummy -0,005116274 0,02300741 -0,22237506 0,824045726

nadummy -0,03708612 0,107650563 -0,344504656 0,730504762

lag(earningsbasudummy) -0,001434918 0,014074441 -0,101952022 0,91880547

lag(fdearnings) -0,823043686 0,173325726 -4,748537374 2,20E-06 ###

lag(earningsbasudummy * fdearnings) 0,749622321 0,186021301 4,029766043 5,80243E-05 ###

i frsdummy:lag(earningsbasudummy) -0,047056774 0,02431724 -1,935119817 0,053123214 +

ifrsdummy:lag(fdearnings) 0,568625491 0,163001843 3,488460511 0,000496827 ###

ifrsdummy:lag(earningsbasudummy * fdearnings) -0,69542609 0,230632135 -3,015304398 0,002601085 ##

intstandummy:lag(earningsbasudummy) -0,027754284 0,029153497 -0,952005289 0,34121488

intstandummy:lag(fdearnings) 0,820129751 0,209994658 3,905479119 9,73124E-05 ###

intstandummy:lag(earningsbasudummy * fdearnings) -2,110731309 0,451249386 -4,677527267 3,11E-06 ###

someeecdummy:lag(earningsbasudummy) -0,018740626 0,01479444 -1,266734386 0,205404888 +

someeecdummy:lag(fdearnings) 0,662004987 0,19051475 3,474822756 0,000522614 ###

someeecdummy:lag(earningsbasudummy * fdearnings) -1,068262547 0,241252902 -4,427978022 1,00504E-05 ###

usgaapdummy:lag(earningsbasudummy) -0,002564169 0,028307285 -0,090583366 0,927833158

usgaapdummy:lag(fdearnings) 0,502595331 0,267074125 1,881857073 0,060007523 +

usgaapdummy:lag(earningsbasudummy * fdearnings) -0,735952247 0,343688129 -2,141337406 0,032373179 #

nadummy:lag(earningsbasudummy) 0,031349751 0,110584583 0,283491151 0,77683112

nadummy:lag(fdearnings) 0,225769622 0,187896701 1,201562459 0,229682214

nadummy:lag(earningsbasudummy * fdearnings) -1,054655884 0,60444736 -1,744826687 0,081176042 +

Adjusted R-Squared: 0,13552

Positive News Sample T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0,007244227 0,012824585 0,564870268 0,572298525

i frsdummy -0,001328693 0,016339351 -0,081318585 0,935206129

intstandummy -0,000694941 0,01447184 -0,048020196 0,961710479

someeecdummy -2,46E-03 0,013056899 -0,188270112 0,850706074

usgaapdummy -0,004604476 0,017104404 -0,269198282 0,787836942

nadummy 0,029260373 0,030863454 0,948058906 0,343346277

lag(posfdearnings) -0,81875254 0,168423757 -4,861265143 1,36919E-06 ###

ifrsdummy:lag(posfdearnings) 0,542550838 0,15466536 3,507901423 0,000473326 ###

intstandummy:lag(posfdearnings) 0,786433982 0,204696043 3,841959859 0,000130357 ###

someeecdummy:lag(posfdearnings) 0,657556943 0,186989302 3,516548456 0,00045837 ###

usgaapdummy:lag(posfdearnings) 0,487182073 0,266247391 1,829809753 0,067599062 +

nadummy:lag(posfdearnings) 0,104836827 0,183886535 0,570116933 0,568736386

Adjusted R-Squared: 0,11157

Negative News Sample T-Tests Estimate Std. Error t value Pr(>|t|) Significance
(Intercept) -0,000317558 0,019424043 -0,016348692 0,98695954

i frsdummy -0,052082623 0,022397816 -2,325343834 0,020256975 #

intstandummy -0,009017906 0,023998632 -0,375767487 0,707171084

someeecdummy -0,000335522 0,020390374 -0,01645493 0,986874807

usgaapdummy -0,006373901 0,022790085 -0,279678663 0,779783067

nadummy -0,015691451 0,046967541 -0,334091383 0,738382081

lag(negfdearnings) -0,072734204 0,323891102 -0,224563762 0,82236547

ifrsdummy:lag(negfdearnings) -0,1870846 0,310357019 -0,602804475 0,546778234

intstandummy:lag(negfdearnings) -1,34781346 0,528189789 -2,55175978 0,010868868 #

someeecdummy:lag(negfdearnings) -0,411430798 0,341545073 -1,204616406 0,228642252

usgaapdummy:lag(negfdearnings) -0,2296448 0,342499412 -0,670496915 0,502699046
nadummy:lag(negfdearnings) -0,8384328 0,634828507 -1,320723299 0,18690197

Adjusted R-Squared: 0,15259

Control Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) -0,003198185 0,001599715 -1,999221641 0,045724361 #

lag(fdearnings) -0,308117902 0,05833615 -5,281766147 1,42E-07 ###

Adjusted R-Squared: 0,080672

News Separation Only Regression Coefficient T-Tests Estimate Std. Error t value Pr(>|t|) Significance

(Intercept) 0,060939692 0,005613466 10,85598366 1,09E-26 ###

lag(earningsbasudummy) -0,025556532 0,005747004 -4,446931144 9,21E-06 ###

lag(fdearnings) 0,266623414 0,070295527 3,792893019 0,000153489 ###

lag(earningsbasudummy * fdearnings) -0,117978061 0,096045949 -1,22835021 0,219465453

Adjusted R-Squared: 0,050679









 

 



 

 

 

 

 

 

 

 

 

 



 







 



 

 

 



chisq = 17449.64, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 2.1532, p-value = 0.0313 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 48.5579, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 11.8165, p-value = 0.0005871 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 4.4782, df = 3, p-value = 0.2142 

alternative hypothesis: one model is inconsistent 



 

 

 

chisq = 52372.79, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 9.3791, p-value < 2.2e-16 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 142.8585, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 1919.343, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 0.8169, df = 3, p-value = 0.8454 

alternative hypothesis: one model is inconsistent 

The residuals are approximately normal, which indicates a relatively high power of 

the results. The Breusch-Pagan test and the Wooldridge test indicate that the indi-

vidual effects differ significantly, while the Hausman test suggests that the IE re-

sults are consistent.  

The results are relatively inconsistent between the IE and the pooled regression. 

The market-level tests indicate a significant positive immediate response of total 

assets to IFRS (significant at the 0.1% level), while the IE results are slightly 

skewed towards a negative immediate response (55.5% negative). The results for 

the accumulated response point towards a market correction (a negative accumu-

lated response) on the market level, significant at the 0.1% level, while the indi-

vidual company results are slightly skewed on the positive side (57% positive).  



The null hypotheses of a significant positive immediate response, and a significant 

negative accumulated response of total assets to IFRS on the market level cannot be 

rejected. Despite the indications that the results of the IE regression are relatively 

more powerful, the individual company test results favor the opposite scenario (a 

negative immediate response, and a positive accumulated response). However, the 

distribution of the individual company coefficients does not deviate significantly 

from mean ’zero’, which makes the IE results inconclusive. 

 

 

 

 

 

 

 
 

chisq = 44737.40, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 5.482, p-value = 4.206e-08 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 102.7852, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 42.1542, p-value = 8.435e-11 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 1.9113, df = 3, p-value = 0.591 

alternative hypothesis: one model is inconsistent 

The residuals are non-normally distributed. The BP-test indicates significant indi-

vidual effects, consistent with the Wooldridge test. The Hausman test indicates a 

relatively high power of the IE regression.  

The test results are inconsistent between the pooled and the IE regression. The 

market-level test shows a significant positive immediate response followed by a 



negative accumulated response (both significant at the 5% level), while the indi-

vidual company regressions show skewness towards a negative immediate re-

sponse (61% of the cases) and a positive accumulated response (57.1% of the cas-

es). 

The null hypothesis of a significant positive immediate response and a negative ac-

cumulated response on the market level cannot be rejected; neither can the null hy-

pothesis of a tendency towards a negative immediate response and a tendency to-

wards a positive accumulated response on the individual company level. 

 

 

 
chisq = 51562.38, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 9.1543, p-value < 2.2e-16 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 107.1657, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 589.4341, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 0.9365, df = 3, p-value = 0.8166 

alternative hypothesis: one model is inconsistent 

The residuals show approximate normality. The BP-test indicates significant indi-

vidual effects; the Hausman test supports the IE regression as the favorable testing 

method.  



The results are once again relatively inconsistent between the pooled and the IE 

regression. The market-level results indicate an immediate positive response, fol-

lowed by an accumulated negative response (both significant at the 0.1% level). At 

the same time, the individual company immediate responses are 56.6% negative, 

while the accumulated responses are 58.4% positive. 

To summarize, the null hypothesis of a significant positive immediate response and 

a negative accumulated response on the market level cannot be rejected; there is al-

so evidence of a slight tendency towards a negative immediate response and a ten-

dency towards a positive accumulated response on the individual company level.  

 

 

chisq = 0.9544, df = 1, p-value = 0.3286 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -1.3111, p-value = 0.1898 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 397.04, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 8.7478, p-value = 0.0031 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 8684.047, df = 3, p-value < 2.2e-16 

alternative hypothesis: one model is inconsistent 

The distribution of the residuals shows slightly heavier tails than would be ex-

pected in a normal distribution. The BP-test and the Wooldridge test indicate that 



the pooled regression has a relatively higher explanatory power. The Hausman test 

also indicates a probable inconsistency of the IE approach. 

There is significant evidence of a positive immediate response followed by a nega-

tive accumulated response (both significant at the 1% level). The IE results are dis-

tributed evenly around mean ‘zero’, making the individual company results incon-

clusive. 

The null hypothesis of a significant positive immediate response and a negative ac-

cumulated response on the market level cannot be rejected. The results on the indi-

vidual company level are inconclusive. 

 

 

chisq = 49840.62, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 10.5877, p-value < 2.2e-16 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 76.81, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 714.0269, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 1.2885, df = 3, p-value = 0.7319 

alternative hypothesis: one model is inconsistent 



The residuals are approximately normal. The BP-test and the Wooldridge test indi-

cate that the IE regression is relatively more powerful. The Hausman test indicates 

consistency of the IE regression.  

The pooled regression results and the IE regression results are largely consistent. 

There is evidence of a significant positive immediate response on the market level 

(significant at the 0.1% level) and the individual company level (significant for 

86% of the companies). There is also significant evidence of a negative accumu-

lated response on both the market level (significant at the 0.1% level) and the in-

dividual company level (significant for 85.9% of the companies). 

The null hypothesis of a significant positive immediate response and a negative ac-

cumulated response on both the market level and the individual company level can-

not be rejected. 

 

This section summarizes the findings from the univariate tests performed on the 

UK sample. The results are outlined in a bulleted form for each accounting variable. 

The information given in italics represents the facts discovered with statistical sig-

nificance. 

1. Accounting Earnings: a significant positive immediate response and a signifi-

cant negative accumulated response on the market level; consistent (al-

though statistically weak) evidence on the individual company level. 

 

2. Total Assets: a significant positive immediate response and a significant neg-

ative accumulated response on the market level. Evidence on the individual 

company level is inconsistent with the pooled regression (though statisti-

cally weak). 

 

3. Shareholder Equity: a significant positive immediate response and a signifi-

cant negative accumulated response on the market level; an inconsistent ten-

dency towards a negative immediate response and a positive accumulated re-

sponse on the individual company level. 

 



4. Total Liabilities: a significant positive immediate response and a significant 

negative accumulated response on the market level; a slight inconsistent ten-

dency towards a negative immediate response and a positive accumulated re-

sponse on the individual company level. 

 

5. Five-Quarter Returns: a significant positive immediate response and a signif-

icant negative accumulated response on the market level. The results on the 

individual company level are inconclusive. 

 

6. Market Capitalization: a significant positive immediate response and a signif-

icant negative accumulated response on both the market level and the indi-

vidual company level. 

There is consistent significant evidence of upward aggregate restatements in the 

accounting variables corresponding to the introduction of IFRS in the UK; these 

positive restatements were also consistently followed by market-level downward 

corrections of the financial reports.  

There is also evidence of an immediate positive stock market reaction correspond-

ing to the introduction of IFRS, followed once again by a downward correction; this 

type of market behavior is exhibited by structural breaks in aggregate stock re-

turns and the aggregate level of market capitalization. The market reactions may 

have been either caused by the de facto introduction of IFRS, or the disclosure of 

new information that may have been the result of the new regulations. 

The evidence on the individual company level is mixed. The results from individual 

company (IE) tests are generally inconsistent with the results from the market-

level (pooled) tests for total assets, shareholder equity and total liabilities. This re-

sult indicates a non-uniform effect of IFRS across industries, i.e. the BVA, BVE and 

total liabilities of a large number of smaller companies being affected in a direction 

opposite to the direction of the general accounting trend.  

At the same time, accounting earnings and market capitalization exhibit individual 

company tendencies that resemble the market-level trend, i.e. an immediate posi-

tive adjustment and a following correction. The evidence from the market capitali-

zation test is remarkably powerful and consistent on the individual company level, 



which might indicate that that the stock market perceived the new disclosed in-

formation in a consistent manner around the market (consistent with the EMH), 

while the accounting implications were largely sector-dependent. 

 

 

chisq = 18.0569, df = 1, p-value = 2.144e-05 

alternative hypothesis: significant effects 

Wooldridge Test:  

z = -5.5241, p-value = 3.313e-08 

alternative hypothesis: unobserved effect

Pesaran CD Test: 

z = 242.3049, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 

chisq = 23.4493, p-value = 1.283e-06  

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available 

 



 

 

 

 

 

The q-q-plot of the residuals suggests a lognormal distribution. A model formula-

tion that corrects this situation is considered under “Diagnostic Tests”. The BP test 

suggests significant individual effects, which implies cross-industry variations in 

the effects of IFRS on the association between earnings and returns. 

The market-level results concerning the ERCs are generally anomalous. The incre-

mental earnings level coefficient under IFRS is negative and significant in the 

pooled regression (-0.561, significant at the 1% level), and suggests a statistically 

likely negative response of aggregate earnings to positive aggregate stock returns 

under IFRS, and vice versa. The pooled regression that separates the IFRS sample 

from the UK sample suggests a similar result (the earnings level coefficient is -

0.493, significant at the 1% level). At the same time, the aggregate earnings change 

coefficient under IFRS is positive and significant in both the dummy variable re-

gression (0.592+0.093=0.685, increment significant at the 1% level) and the sepa-

rate sample regression (0.686, significant at the 0.1% level). 

The ERC (defined as the sum of the earnings level and earnings change response 

coefficients) has only shown an increase of approximately 0.03 corresponding to 

the introduction of IFRS (an increase of approx. 19.5% compared to the ERC value 

of 0.16181 under UK GAAP). The increase in the adjusted R-squared is relatively 

more pronounced, as the adjusted R-squared of 2% under IFRS is around 4.5 times 

higher than the adjusted R-squared of 0.44% under UK GAAP.  

In terms of the earnings coefficients, the results of the market-level tests favor the 

coefficients under IFRS as the more significant. At the same time, the evidence on 

the individual company level shows a significant positive earnings level coefficient 



under UK GAAP for 206 out of 303 companies, which constitutes 68% of the com-

panies for which the coefficient is significant, or 66.5% of all companies considered 

in the UK test. The earnings change coefficient under UK GAAP is significant and 

positive in 56.1% of the cases. At the same time, the incremental earnings level 

coefficient under IFRS is only significant and positive in 41.4% of the companies, 

while the incremental earnings change coefficient is significant and positive in 

55.7% of the cases. The incremental ERC under IFRS is negative for 166 companies 

and positive for 139 companies (the percentage ratio is thus 54.4% negative, 

45.6% positive). 

To conclude, the null hypothesis of a slight increase in the association between ag-

gregate accounting earnings and aggregate stock returns corresponding to the in-

troduction of IFRS in the UK cannot be completely rejected. At the same time, there 

is no evidence of a decrease in the association between accounting earnings and 

stock returns on the individual company level. 

 

 

 

 

 

 

 

 

 

 



 
chisq = 69.2969, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 2.9533, p-value = 0.003144 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 14.3586, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 0.7771, p-value = 0.378 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 137.4803, df = 7, p-value < 2.2e-16 

alternative hypothesis: one model is inconsistent 

 

 

 

 

 



The q-q-plot of the residuals suggests a skewed conditional distribution of earn-

ings. The BP test suggests significant individual differences in the effects of IFRS on 

the asymmetric sensitivity of earnings. 

Judging by the results of the market-level test, the adoption of IFRS in the UK did 

not lead to a significant change in the asymmetric sensitivity of earnings with re-

spect to good and bad news. The results under UK GAAP are congruent with the re-

sults obtained in Basu (1997) when a similar test was applied to a large sample of 

US firms, although a noticeable difference is the much lower adjusted R-squared 

coefficients in the test.  

In both the dummy variable regression and the separate news-sample regression, 

there is evidence of statistically significant asymmetric sensitivity of earnings with 

respect to good and bad news. In both cases, the response coefficient for negative 

news under UK GAAP is positive and significant at the 0.1% level, while the coeffi-

cient for positive news is close to ‘zero’ and insignificant. The incremental coeffi-

cients under IFRS are insignificant, indicating that no IFRS-driven change in the 

asymmetric sensitivity of earnings can be observed on the market level. 

The test that partitions the sample based on both the news and the accounting 

standard provides slight evidence of an increase in the asymmetric sensitivity of 

earnings under IFRS, compared to UK GAAP. The negative news coefficient under 

the IFRS is 0.26, compared to 0.21 under UK GAAP. The difference in the adjusted 

R-squared coefficients across news samples is also slightly higher under IFRS 

(5.5% for the negative sample, 0.04% for the positive sample) than under UK GAAP 

(3.6% for the negative sample, 0.5% for the positive sample). 

The evidence on the individual company level suggests that the incremental 

change in the asymmetric sensitivity of earnings has been largely non-uniform 

across companies. The incremental coefficients corresponding to the introduction 

of IFRS are distributed quite evenly around mean ‘zero’. At the same time, the rela-

tive number of significant incremental coefficients in the IE regression suggests 

that the effects of IFRS on the asymmetric sensitivity of earnings have been largely 

significant (although non-uniform) on the individual company level. (The incre-

mental response coefficient for positive news is significant for 98.3% companies, 



while the incremental response coefficient for negative news is significant for 

100% IFRS adopters considered in the test.) 

To summarize, there is a slight indication of a market-level increase in the asymme-

tric sensitivity of earnings corresponding to IFRS, although the supporting evidence 

is extremely weak and relatively inconsistent. In any case, the null hypothesis of 

significant effects of IFRS on the asymmetric sensitivity of earnings can be rejected. 

There is no indication of a uniform effect of IFRS on the asymmetric sensitivity of 

earnings on the individual company level, although the incremental coefficients 

point towards significant incremental changes. 

 

Earnings Change-Based Partitioning 

 



 
chisq = 12.1336, df = 1, p-value = 0.0004952 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -3.1575, p-value = 0.001591 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 41.4477, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 37.6271, p-value = 8.565e-10 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 23.6249, df = 1, p-value = 1.171e-06 

alternative hypothesis: one model is inconsistent 

 

 

 

 

 

 

 

 

 

 

 

 

 

The conditional distribution of the residuals is skewed. The BP test suggests signif-

icant cross-company differences in the effects of IFRS on the asymmetric persis-

tence of earnings. The market-level earnings persistence coefficients under UK 

GAAP are consistent with the results obtained in Basu (1997, Hypothesis 3).  



The autoregressive coefficient is negative and significant for both positive and 

negative earnings changes. The results also suggest higher mean reverting proper-

ties in negative earnings changes. The dummy variable regression shows a coeffi-

cient of -0.165 for the positive lag and -0.716 for the negative lag, which is a 4.4-

time difference; the separate sample regression suggests an even more pro-

nounced dispersion, i.e. -0.195 for positive earnings changes, compared to -0.935 

for negative earnings changes, which is a 4.8-time difference. 

The market-level result for IFRS suggests a significant change in the behavior of 

negative earnings changes. The dummy variable regression shows an incremental 

coefficient of 1.22 for the negative earnings lag (significant at the 0.1% level). This 

result translates into a negative lag coefficient of -0.716+1.22=0.5 under IFRS, cor-

responding to a case of loss capitalization. The separate sample regression also 

shows a positive lag coefficient for negative earnings changes (0.4), although the 

statistical significance is lower (the result is only significant at the 25% level).  

According to the dummy variable regression, there is no evidence of a significant 

market-level change in the behavior of positive earnings changes under IFRS. 

However, the separate sample regression suggests a positive lag coefficient of -

0.41 (significant at the 0.1% level), which is twice as low as the positive lag coeffi-

cient under UK GAAP of -0.19 (significant at the 0.1% level).  

At the same time, the evidence from the IE regression is generally inconsistent 

with the market-level results. There is evidence of uniformly positive earnings ca-

pitalization under UK GAAP (the positive lag coefficient is positive and significant 

in all cases). This result is an anomaly, as the market-level coefficient is negative. 

The most plausible statistical explanation to this phenomenon would be a random 

walk process in positive earnings, leading to a spurious panel result. Other evi-

dence from the IE regression is mixed, implying once again that the market-level 

results can not be projected on individual company cases. 

There are a number of general conclusions that can be made based on the results 

of this test. First of all, combined with the results on asymmetric sensitivity of 

earnings the market-level UK GAAP results suggest a case of pronounced asymmetric 



timeliness of earnings. Hence, evidence shows that the treatment of earnings is es-

sentially similar under UK GAAP and US GAAP. 

Second, combined with the results on asymmetric sensitivity of earnings, the re-

sults of the current test suggest a downward bias in earnings under IFRS in the UK. 

The case of a downward bias can be deduced from a combination of a significantly 

higher sensitivity of earnings to bad news, and a significantly higher persistence of 

negative earnings. This tendency can also be traced through symmetric earnings 

persistence coefficients in the separate sample regression (-0.40 for positive earn-

ings changes, 0.41 for negative earnings changes). This type of symmetry suggests 

random (uncorrelated) earnings changes forced downward with an average coeffi-

cient of 0.4. 

 

 

 

 

 



 

 
chisq = 77.1527, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -2.0259, p-value = 0.04277 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 41.4477, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 37.6271, p-value = 8.565e-10 

alternative hypothesis: serial correlation 

Hausman Test: 

chisq = 6.026, df = 1, p-value = 0.01410 

alternative hypothesis: one model is inconsistent 



The residuals are once again non-normally distributed, although the skewness in 

the distribution is now less pronounced. The BP test shows significant differences 

on the individual company level. 

The evidence for UK GAAP is generally consistent with the evidence obtained with 

earnings change-based sample partitioning. The dummy variable regression out-

put is partially inconsistent with market-level regressions run with sample parti-

tioning. In the dummy variable regression, the coefficient for negative earnings 

change lags is statistically insignificant (-0.1, p-value 0.28), while the coefficient for 

positive earnings lags is negative (-0.458) and significant at the 0.1% level.  

At the same time, the regression with news-based sample partitioning and the re-

gression with news- and accounting standard-based sample partitioning both 

show a consistent statistically significant negative earnings change coefficient for 

negative news (-0.559, significant at the 0.1% level in both cases), while the coeffi-

cient for positive earnings changes is consistent. 

The market-level evidence for UK GAAP is generally similar to the evidence ob-

tained in Basu (1997) for US firms under Hypothesis 3: Table 3, Panel D: News-

Based Partition, once again suggesting a case similar to US GAAP. The individual 

company evidence once again suggests a random walk in positive earnings (but 

not universally in negative earnings).  

The output corresponding to IFRS suggests no lagged correlation between news 

and earnings changes. The incremental IFRS coefficients in the dummy regressions 

tend to eliminate the statistical significance of UK GAAP coefficients, while the par-

titioned regression shows insignificant coefficients for both positive and negative 

news under IFRS. For negative earnings, this result suggests a random walk as an 

alternative conclusion to negative earnings capitalization. Additionally, the mean-

reverting properties in positive earnings (discovered under “earnings change-

based partitioning”) appear to be uncorrelated with the unexpected information 

component, i.e. apparently positive earnings are not reversed exclusively when the 

profits are unexpected. 

To summarize, the evidence from this test adds to the picture created under earn-

ings change-based partitioning. The results for UK GAAP correspond to a case of 



asymmetric timeliness of earnings, which is similar to the situation in the US and is 

thus well established in prior literature. However, the introduction of IFRS appears 

to have lead to market-level earnings manipulation in by UK firms. This manipula-

tion presents itself in an efficient reflection of bad news, resulting in a seeming 

random walk process in negative earnings (with a statistical possibility of loss ca-

pitalization). At the same time, positive earnings are non-persistent and uncorre-

lated with positive news. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



chisq = 87.4254, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = 2.5424, p-value = 0.01101 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 41.4477, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 37.6271, p-value = 8.565e-10 

alternative hypothesis: serial correlation 

Hausman Test: 

Not available 

The distribution of the residuals has slightly heavier tails than would be expected 

under normality. The BP test suggests significant cross-company differences in the 

test results. 

The market-level regression output shows an autocorrelated aggregate MTB ratio 

of approximately 1.17 under UK GAAP. There is also evidence of a slight negative 

trend (the trend coefficient is -0.005, significant at the 0.1% level). This result is 

consistent with long-term asymmetric timeliness of earnings with an evolutionary 

deregulatory policy aimed at reducing earnings asymmetry. 

The transition to IFRS signifies a spike in the MTB ratio, which is more pronounced 

in the dummy variable regression than in the partitioned sample regression. The 

partitioned sample regression shows a starting MTB ratio of 3.15 under IFRS, 

while the dummy variable regression shows an increase in the MTB ratio to as high 

as 9.4 when IFRS is introduced. There is also significant statistical evidence of a 

downward trend, with an incremental trend coefficient of -0.115 in the dummy va-

riable regression and a trend coefficient of -0.06 in the partitioned sample regres-

sion (both coefficients are significant at the 0.1% level). In other words, significant 

convergence of the MTB ratio can be observed under IFRS.  

The individual company evidence is consistent with UK GAAP being a mature ac-

counting standard, as the trend coefficient is not significant at the 5% level for any 

of the companies in the sample. This result is consistent with the simulation case of 

a long-run stabilization of MTB under a single accounting standard. The individual 



company evidence concerning an immediate response of MTB to IFRS is mixed, as 

incremental intercept coefficient is only positive for 143 out of 271 companies for 

which the result was significant. At the same time, incremental trend coefficient, 

while only significant in a small fraction of cases, was negative and significant in 48 

companies, and negative and significant in 33 companies. 

A long-term convergence of the MTB ratio under IFRS seems inconsistent with the 

downward bias in earnings under IFRS found in the asymmetric sensitivity and 

asymmetric persistence tests. The simplified MTB simulation introduced in the Me-

thod section also does not consider the behavior of MTB under a systematic bias in 

earnings (as opposed to asymmetric timelines of earnings).  

Intuitively, possible explanations to an observed convergence of MTB despite a 

downward bias in earnings may include an increased quality of the book value of 

equity or a change in the treatment of liabilities, as well as bad macroeconomic 

conditions to which the market value of equity would respond quicker than the 

book value of equity. Such events could create noise leading to a convergence of 

the MTB ratio despite a decrease in the quality of accounting earnings.  

Alternatively, the simulation from the Method section suggests asymmetry be-

tween new disclosure regulations and new accounting regulations as a plausible 

reason for apparent short-term MTB convergence following an immediate upward 

spike. However, as opposed to long-term MTB convergence due to an improved 

quality of earnings, MTB convergence due to the alternative factors suggested 

above is expected to be transient. Accordingly, the convergence of the aggregate 

MTB ratio in the UK is expected to stop at a higher value than was observed under 

UK GAAP. This pattern would be consistent with an increase in information asym-

metry between earnings and returns observed under IFRS in the UK. 



 

 







 



 

 

 

 



 

 



 





 

 









              

              

                    

                    



         
                                       

                       

 

   

 

 

   

                       

                            

                       
 

                  

 

   

                  

 

   

                        

                       

 

   

 

 

   



                  

 

   

                      

 

   

 

   









1. Total Assets-Deflated Earnings 













 

 











 

isq = 19.2383, df = 1, p-value = 1.154e-05

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -5.3232, p-value = 1.019e-07 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 254.3828, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 61.1987, p-value = 5.16e-15 

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available





chisq = 1.5178, df = 1, p-value = 0.2180 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -1.9042, p-value = 0.05689 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 203.9471, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 2.992, p-value = 0.08368 

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available 





chisq = 101.1756, df = 1, p-value < 2.2e-16 

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -13.7613, p-value < 2.2e-16 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 774.275, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 1566.690, p-value < 2.2e-16 

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available



chisq = 6.3598, df = 1, p-value = 0.01167  

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -3.021, p-value = 0.002520 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 17.2133, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 0.194, p-value = 0.6596 

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available





chisq = 37.4729, df = 1, p-value = 9.27e-10  

alternative hypothesis: significant effects 

Wooldridge Test:  
z = -9.1432, p-value < 2.2e-16 

alternative hypothesis: unobserved effect 

Pesaran CD Test: 
z = 246.4513, p-value < 2.2e-16 

alternative hypothesis: cross-sectional dependence 

Breusch-Goldfrey/Wooldridge Test: 
chisq = 43.4714, p-value = 4.302e-11 

alternative hypothesis: serial correlation 

Hausman Test: 

Not Available 



Discussion 

 

 



Asymmetric Sensitivity of Earnings 

Q2-Q2 (Inter Announcement-Period) Unexpected Returns as the Regressor 

 





Total Assets as the Deflator 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 




