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 1.    INTRODUCTION 

The impetus for the European adoption of the International Financial Reporting 

Standards1 (IFRS) as harmonized rules in accounting disclosure arose from the initiatives 

of the International Organization of Securities Commissions (IOSCO). The main concern 

of this reflection was to enhance the international stock market trade. The adoption of the 

IFRS triggered a deep transformation of the dominant financial and accounting 

principles. Henceforth, the accounting rules developed by the IASB are governed by 

principles of transparency and faithful representation, which are the keys to the Anglo-

Saxon approach of financial communication. 

By paying attention to the way industrial and commercial entities communicate with 

market players, reporting systems have had to evolve from a purely legal way of thinking 

of accounting as a control instrument towards a more financial focus on standards as a 

decision-making tool (IASC, 1989). Indeed, since the late nineties, reporting and finance 

have increasingly converged towards better (in the sense of more intelligible) information 

being diffused to the markets.  

Specifically, the efficient market hypothesis implies an immediate absorption of all 

information as a direct consequence of a periodic and mandatory diffusion of corporate 

information. Allegedly, more financially oriented financial statements represent a key 

input for allowing fully rational investors to improve their understanding of financial 

markets (Anderson et al., 1975; Lee, 2001; Hirshleifer and Teoh, 2003; Lambert, 2003).      

                                                 
1 Accounting standards published and to be published by the International Accounting Standards Board 
(IASB) previously the International Accounting Standards Committee (IASC). 
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Consequently, the accounting disclosure system has to provide support for the efficient 

market hypothesis. 

In connection with the evolution of accounting in Europe, this paper aims at testing the 

hypothesis that the IFRS provide adequate financial information, which contributes to the 

enhancement of market efficiency.  

In order to verify the first part of this hypothesis, we study the value relevance of 

financial statements as a challenge for market transparency. This question leads us to 

focus on the notion of investors’ ‘limited attention’ (Hirshleifer and Teoh, 2003; 

Lambert, 2003). Considering that investors cannot pay full attention to all relevant pieces 

of financial information, the IFRS framework should respond to a demand for more 

transparent and comparable accounting information as an aid for economic decision 

making.  

Next, we carry out an empirical analysis focusing on the semistrong- and the strong- 

forms of efficiency. In particular, we examine the market reactions towards the disclosure 

of accounting information in the IFRS.  

We believe that this way of verifying the usefulness of the IFRS towards improvements 

in market treatment of financial information requires the proper identification of those 

firms that opted to use the IFRS when their adoption was not yet compulsory. In doing 

this, we can segregate firms that considered the challenge of IFRS disclosure as a means 

of improving their financial communication from all the others that merely will comply 

with these obligations when they become mandatory. Thus, our test sample is made up of 

voluntary pan-European adopters of the IFRS before January 2005. Since few firms 

adopted these new standards before the mandatory adoption of the IFRS in Europe in 
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2005, the sample size is inevitably small, but it represents the one and only set of firms 

available for this study on a single and unique event. Indeed, the originality of this 

research is its cross-section analysis. Rather than observing years of data before and after 

the adoption of the IFRS in order to infer the impact of the IFRS on the financial markets, 

this study favors a distinction between a sample of IFRS adopters and a control sample 

with the similar characteristics.   

The remainder of this paper is structured as follows. In Section 2, we review theoretical 

views on the link between the IFRS and the Efficient Market Hypothesis, as expressed in 

recent empirical studies. Section 3 describes the data and methods employed. In Sections 

4 and 5, we perform a close analysis of the impact of the IFRS on information 

asymmetries. Section 6 concludes the paper. 

 

2. LITERATURE REVIEW 

There still exists some ambiguity surrounding the value relevance of accounting 

information for financial markets. This section sketches the main elements supporting the 

hypothesis that the IFRS provide adequate financial information to enhance market 

efficiency.  

 

(i) Links between Financial Markets and Accounting Information 

“Are Investors Sensitive to the Quality and the Disclosure of Financial Statements?” 

(Caramanolis-Cötelli et al., 1999): this question raises an ambiguity that refers to the 

scientific debate regarding the link between finance and accounting. The choice of the 

starting point of the analysis, i.e. whether one tries to evaluate the degree of efficiency 
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under the constraint of a financial reporting system or whether one tries to test accounting 

relevance under the hypothesis of informationally efficient markets, mostly explains this 

ambiguity (Gonedes, 1972; Anderson et al., 1975). A substantial stream of American 

literature has long argued that one should show complete disinterest in accounting 

information, as its substance has a priori been diffused to a large extent before disclosure 

(Foster, Jenkins and Vickrey, 1986; Cready and Minatt, 1991). However, some authors 

have found the US financial market to be quite different from European markets 

regarding their channels of financial communication. In fact, European markets have 

received the IFRS with greater enthusiasm as their need for a more transparent disclosure 

system is more pronounced. Accordingly, a new assessment of the link between finance 

and accounting has been emerging since the mid-nineties (Brookfield and Morris, 1992; 

Kothari, 2001).  

The same ambiguity is also perceptible concerning announcements of accounting 

results. While US commentators generally accept their absolute supremacy compared to 

the publication of financial statements, Europeans demonstrate more varying shades of 

opinion (Smith, 2004). The usefulness of such announcements would finally depend only 

on the underlying financial reporting system. Indeed, it is easy to understand that 

numbers are not very informative per se, and that only interaction with a complete set of 

accounting standards and principles justifies their real relevance for the market 

(Schadewitz and Kanto, 2002). This market behavior can also be observed at the time of 

voluntary disclosure, in which case the redundancy of information makes it easier to 

absorb. Earnings figures do not have to be released in isolation; rather they are fully 

inherent to a complete detailed disclosure (Francis et al., 2004).  
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(ii) Theoretical Hypotheses on the Relationship between the IFRS and Market Efficiency2 

The IFRS and Semi-Strong Market Efficiency 

We specifically question whether the IFRS provide adequate information to enhance the 

way financial prices reflect true economic valuations. Indeed, the IFRS claim to present 

faithful and relevant information for financial decision-making. They focus mainly on the 

disclosure of public information, which is the information set that characterizes the 

semistrong-form of market efficiency.   

It has been well documented in the bounded rationality literature (Kahneman and 

Tversky, 1984; De Bondt and Thaler, 1990; Fama, 1997; Hirshleifer and Teoh, 2003; 

Tong, 2003) that human bias limits the quality of treatment of financial information. 

Individuals often fail to consider a problem globally, to represent the real intrinsic values 

and risk profiles of investments. Managers are in a situation where they have to adapt 

their informational strategies in order to deliver adequate performance indicators (Slovic, 

2002; Epstein and Mirza, 2005). In this context, the IFRS intrinsically attempt to 

comprehensively respond to investors’ needs in terms of information and economic 

guidance based on accounting information (Rosenfield, 2005). 

The objective of the standards to supply complete and reliable information for financial 

decision making is nowadays explicitly addressed in the interrelation present between all 

components of financial statements. Concomitantly with the emergence of a certain pre-

eminence of the balance sheet, the complete debt holder’s view is substituted with a 

                                                 
2 “The weak-form hypothesis asserts that stock prices already reflect all information that can be derived by 
examining market trading data such as the history of past prices, trading volume, or short interest. The 
semistrong-form hypothesis states that all publicly available information regarding the prospects of a firm 
must be reflected already in the stock price. Finally, the strong-form version of the efficient market 
hypothesis states that stock prices reflect all information relevant to the firm, even including information 
available only to company insiders.” (Bodie, Kane and Marcus, 2002, pp. 343)  
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global consideration of all financial stakeholders through their role as investors. This shift 

is unavoidable in the face of the notion of “fair value” associated with the “capital 

maintenance” concept (Barlev and Addad, 2003). The “fair value” concept places 

emphasis on market values while the “the capital maintenance” concept indeed presents 

clearly the profit and loss account as an incremental change in the balance sheet situation 

(IASC, 1989; Epstein and Mirza, 2005). 

Moreover, the emphasis on faithful information poses a great challenge to the neutrality 

of information. An economic approach has been substituted, at least for consolidated 

financial statements, for accounting standards based on tax considerations, which used to 

be prevalent – and still are – in many continental European countries. On the other hand, 

the principle of “substance over form” enables the user to be more confident in the 

economic reality of the information presented. Last but not least, globalized capital 

markets require comparable information. Comparability contributes to the general 

objective of trust in the information given (Epstein and Mirza, 2005).  

 

The IFRS and Strong Market Efficiency 

The strong-form of market efficiency is concerned with a broader information set than 

the semistrong one. Specifically, this form of efficiency reflects the economic reality 

(essential to the functioning of capital markets) underlying all information, including 

private sources. In a strongly efficient market, even the best private information should 

be reflected immediately in stock prices.  

In this study, instead of examining the impact of the IFRS on inefficiencies relating to 

private sources of information, we consider the notion of ‘private understanding’. By 
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analogy with the strong-form, we rank the investors into classes on the basis of their 

knowledge of the IFRS and learning speed regarding the understanding of these 

standards. Due to the incentives of the IFRS for narrative explanations, such disparities 

between investors guide them towards different interpretations of the same accounting 

information disclosed. In other words, we search specifically for any improvement in 

information asymmetries brought about by the IFRS disclosure system.  

Through these considerations, financial statements presented in accordance with the 

IFRS display a quite promising potential regarding market confidence and a reduction in 

informational asymmetries, as the standards are really concerned with transparency and 

comprehensive information regarding the corporate risk profile (Comprix et al., 2002). 

 

3. RESEARCH DESIGN AND SAMPLE SELECTION 

Our literature review shows a real contrast in opinion in terms of the relationship between 

accounting information and efficiency. Different approaches are advocated for analyzing 

this issue. In this paper, we opt for a broader approach. This study attempts to capture the 

extent to which the IFRS manage to respond adequately to the informational needs of 

investors.  

The literature outlines the possible influence of accounting standards on financial 

markets. Due to the limited rationality of investors and financial analysts, any deficiency 

in accounting information could lead them to misinterpret the data. On the other hand, the 

correct interpretation of information is a necessary condition for the correct evaluation of 

securities (Slovic, 2002). Therefore, the quality of accounting information is likely to 

have a direct impact on the level of informational efficiency on financial markets. By 
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focusing on providing investors with all the relevant information that can facilitate their 

investment analysis, the IFRS will most likely contribute to the achievement of market 

efficiency. Consequently, our empirical tests are directed towards the identification of the 

contribution of these standards to the efficiency level of the financial markets. The 

research is designed as a comparative analysis of the financial effects of accounting 

information between IFRS voluntary adopters and a control group of other firms.  

 

(i) Research Design 

Regarding the economic and transparency objectives claimed by the IASB, we examine 

the ability of securities market prices to represent their intrinsic values. Furthermore, we 

attempt to verify the level of information asymmetry, if any, present in the market. The 

first analysis represents a test of the semistrong-form of efficiency, while the second one 

investigates the strong-form.  

Because we focus on the way the financial markets interpret accounting information, 

we are confronted by the phenomenon of filtering. Before information can be correctly 

reflected in financial prices, it has to comply with a “value relevance” condition. This 

condition simply requires that information conveyed by accounting policies truly 

corresponds to the intrinsic value of the underlying economic events. An informative 

accounting framework must first clearly reflect economic reality in order to be recognised 

as a valid support, even though this is not a sufficient condition for ensuring 

informational efficiency. At the same time, information has to be formulated in a way 

that is intelligible to investors. These claims summarize the value relevance issue, which 

is well-known in the accounting literature (Pope and Rees, 1992; Amir et al., 1993; 
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Strong and Walker, 1993; Brandao, 2001; Aboody et al., 2002; Miller and Bahnson, 

2002; Beattie et al., 2004). Downstream, provided that the accounting system is value 

relevant, we then have to evaluate the market reactions to accounting information in order 

to assess the level of market efficiency.  

Insert Figure 1 here 

In order to enable us unambiguously to draw conclusions about the presence of 

efficiency, the market reactions to value relevant news must be quick and proportionate. 

This means that market reactions have to take place at the time of the diffusion of 

information. In order to analyze this type of situation, we concentrate on a set of quite 

reactive and liquid markets. 

Our empirical study is organized as follows. First, we examine the issue of the value 

relevance of the IFRS for the periods and markets studied. Then, we conduct an event 

study on the voluntary disclosure of information under the IFRS with a particular analysis 

of the pre-event period for its level of market anticipation. This analysis is followed by an 

investigation of the post-event period in terms of abnormal returns and performance. 

Finally, we use a decomposition of the bid-ask spread to infer some intuitions about 

asymmetries in information and thus market confidence. 

 

(ii) The Sample 

The empirical analysis requires a sample of IFRS voluntary compliers and one of control 

firms in order to provide reassurance regarding our results.  
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The Selection Procedure 

The sample is made up of industrial and commercial firms listed on major European 

stock exchanges. The test group is composed of firms that chose to comply with the IFRS 

for their financial reporting in anticipation of the compulsory implementation date 

(January 1, 2005). In order to match the sample of firms that voluntarily adopted the 

IFRS with a control group of non-adopters, our sample period is restricted to the period 

ranging from the second half of 2003 to the end of the second half of 2004. This 1.5 year 

period corresponds to the time window when listed firms had the opportunity to switch 

voluntarily to the IFRS reporting system. 

The sample construction starts with a broad list of 15 European countries3, 

corresponding to 12 stock exchanges4. As an intermediate step in the selection procedure, 

we remove the following exchanges: two markets that had adopted a system that did not 

allow discrimination between adopters and non-adopters (Milan and Zurich) (Taylor and 

Jones, 1999), four markets displaying reluctance towards the implementation of the IFRS 

(Oslo, Madrid, Stockholm, London5), and two with no data available and/or incomplete 

data (Luxembourg, Lisbon6). This leads us finally to consider the following five stock 

exchanges: Copenhagen, Euronext, Frankfurt, Helsinki and Vienna. The global sample 

only features commercial and industrial firms, which are included in stock indexes of the 

                                                 
3 Austria, Belgium, Denmark, Finland, France, Germany, Italy, Luxembourg, the Netherlands, Norway, 
Portugal, Spain, Sweden, Switzerland, and the United Kingdom. 
4 Copenhagen, Euronext (the transnational European Exchange Platform, which allows transactions 
between the Paris, Brussels, Amsterdam and Lisbon stock exchanges), Frankfurt, Helsinki, London, 
Luxembourg, Madrid, Milan, Oslo, Stockholm, Vienna, Zurich. 
5 The case of United Kingdom is quite distinctive, as it shows reluctance to any early conformity towards 
the IFRS: indeed, they rely on the strong quality of their Generally Accepted Accounting Principles 
(GAAP); furthermore, they consider that there is a strong similarity between their UK GAAP and the IFRS. 
6 Note that the Lisbon Stock Exchange participates in the Euronext (European Exchange Platform). This 
therefore implies that a part of the Euronext is discarded from our analysis. 
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exchange7 (for reasons of market representation), and which had decided to comply with 

the IFRS before January 2005. Some firms were removed from the sample due to a lack 

of data availability. This leaves us with a global sample of 59 firms (see Appendix) for 

which three particular periods are considered: the annual results 2003 and the semi- and 

annual results 2004. However, we consider 114 observations on a total of 177 for the 

years 2003-2004, as data availability restrains our sample for some dates.  

For each selected firm, we examine the relevance of its accounting policy through the 

informative content of its annual financial reporting made up of three interdependent 

accounting disclosures: the preliminary results announcement (a brief description of the 

first expectations and financial trends of the year’s results), the final results 

announcement (a full detailed summary of the year’s results but not necessarily in an 

official format), and finally the publication of the final results.  

If the IFRS accounting framework is reliable, investor reactions to final results 

announcements are expected to be consistent with the information contained in the 

financial statements disclosed a posteriori. Indeed, if markets are efficient, the reaction 

will not differ significantly from the actual change in economic valuation of the stock, 

which should be inferred from the final announcement. Therefore, as a relationship is 

assumed between the market impact of the announcements and the underlying financial 

reporting system, it seems reasonable not to analyze the official publication of financial 

statements. We thus focus specifically on the preliminary and the final results 

announcements, especially regarding their difference in the degree of narrative 

information accompanying the disclosure.  

                                                 
7 This indirectly excludes small capitalization. 
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To each test firm, we associate a control firm that belongs to the same market, sector 

and size, based on the Euroland classification (www.euroland.com). Among those firms, 

the selected control firm is the one with the closest beta. All the characteristics are 

evaluated simultaneously with the event date. Note that, for that purpose, all financial 

data come from a joint use of Thomson Financial Datastream, Yahoo!Finance and from 

the respective stock exchanges and quoted firms websites. 

 

Benchmarks and Risk-Free Rates 

Our choice leads us to consider systematically the most representative index of the 

market in each case: the NEXT 150 (Euronext), OMX (Finland) KFX (Copenhagen), 

DAX30 (Frankfurt) and ATX (Vienna). As for the risk-free rates, we use a maturity that 

can be easily comparable across countries, namely the Thomson Financial Datastream 

“Two-Year Government Benchmark” for all countries under consideration.  

 

4.  VALUE RELEVANCE STUDY 

As shown in Figure 1, the analysis of value relevance represents the first step in the 

financial information filtering process. This analysis is aimed at providing a general 

insight into the quality of the accounting framework.  

In order to evaluate the informative potential of the IFRS, Brandao (2001) lists three 

levels of analysis: classical informative value, evaluation relevance, and value relevance 

per se. The first axis focuses on the potentially significant market reactions linked to the 

IFRS and therefore can be presented through an event study around interesting 

accounting events. The second and third dimensions account for the impact of a change 
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in accounting values on the market value of the firm. Both the evaluation relevance and 

the value relevance of an accounting framework can be studied under the general analysis 

of association.  

We perform the tests of value relevance with our selected sample of 59 IFRS adopters. 

In order to achieve comparisons of the IFRS framework with the local Generally 

Accepted Accounting Principles (GAAP), we build our control group by selecting, for 

each observation, the closest non-IFRS adopter that made similar final results 

announcements during the same time period. 

Moreover, as it is all a matter of investors’ feelings, the market reaction towards good 

or bad accounting news can be of quite a different nature. Therefore, one more restrictive 

condition emerged in order to conduct two separate analyses: we differentiate between 

the pairs of matched “positive” firms (i.e. the ones whose final results announcement 

produced a positive market reaction at the event date) and “negative” firms. Naturally, 

beyond beta, sector and size, all matched firms must also correspond in their signs of 

reaction. Note also that the “time-to-learn” (Ball and Brown, 1968) effect widely 

documented in the literature leads us to consider separately the years 2003 and year 2004.  

For the whole test period, we have a sample of 22 positive and 23 negative matched 

groups, respectively, while the sample sizes reduce to 12 and 20 matched firms for 2004 

only. These samples constitute a part of the global sample of respectively, 114 and 59 

series of returns made by IFRS-adopters, as a consequence of the restrictive 

considerations of beta, size, sector and sign of the announcement effect. 

In this section, the reaction study on the one hand and the association study on the other 

hand thus allow the assessment of the accounting quality of the new international 
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framework through the comparison of the effects displayed by the test group and the 

control group.  

 

(i) Reaction Study 

The reaction study analyzes the stock price reactions around events of accounting 

interest. We only test the reaction to annual and half-year final results announcements as 

the firms in the control group do not systematically report quarterly results, since their 

disclosure is not compulsory in most locally applicable GAAP. 

The comparison between the IFRS and the local GAAP is achieved through the 

investigation of the cumulative and standardized abnormal returns (SCAR) around the 

final results announcement date (Beaver, 1968). Since investors’ perceptions could 

influence the market differently, a distinction is made between good and bad unexpected 

earnings. As stated by Auer (1996), a superior SCAR-curve (in absolute value) validates 

right to the property of higher value relevance. The methodology then takes the form of a 

comparative event study, as illustrated in Figure 2. 

Insert Figure 2 here 

 

Empirical Methods 

For the test firms, we identify a “pre-event” or estimation period of 155 trading days. We 

then estimate the daily abnormal returns over the subsequent test periods (preliminary 

and final results periods) corresponding to 60 trading days. The amount of abnormal 

returns from -45 to -15 (resp. -15 to +15) is interpreted as the effects of the preliminary 

(resp. final) results announcement. 
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Insert Figure 3 here 

We use the market model for the computation of the market-adjusted returns. The 

market model in excess returns over the risk-free rate is written as 

itftmtiiftit RRRR εβα +−+=− )(                                                        (1) 

 with 0)( =itE ε                                            (2) 2)(
iitVar εσε =

where Rit is the (continuously compounded) total return of security i, Rmt is the return on 

the corresponding stock market index, Rft is the risk-free rate, α and β are the coefficients 

of the OLS regression and itε is the random error.  

In order to account for the effects of microstructure effects on daily returns, we adjust 

the α and β parameters of the market model following the methodology of Scholes and 

Williams (1977). We obtain 
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where ρ is the market autocorrelation (order one), r is the excess return and , and −β +β

β  result from the application of the market model with, respectively, a lag, a lead, and no 

lead no lag in the market series. 

Referring to the *α  and *β  parameters, we evaluate the stock theoretical returns and, 

by contrast with the real (observed) excess returns, the stock abnormal returns (AR) 

through the following procedure: 

                                                             (5) '
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Note that t, T and t’, T’ express time for the estimation and the test period, respectively. 
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Under the null hypothesis that the event has zero effect on the behavior of returns in 

terms of mean and variance, the variance of the sample abnormal return can be 

approximated by the residual variance if the length of the estimation period is sufficient 

(Campbell et al., 1997).  

Otherwise, to reflect the increase in variance expected due to prediction outside the 

estimation period, the variances of the abnormal returns for each stock are multiplied by a 

factor  whose value depends on time and security (Patell, 1976): 'itC
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where L is the length of the estimation period. 

In order to examine the significance of the reactions in a close period around the 

accounting event, we apply the methodology to a portfolio (sample) approach:  

'
**

'' mtppptpt rrAR βα −−=                                                      (7) 

and we define the cumulative abnormal return (CAR) and its standardized form (SCAR) 

in the usual way: 
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where 'pTσ is the square root of the variance of the abnormal returns cumulated on a 

period T’. In the computation of the variance of the CAR, we take into account the 

potential auto-correlation of the abnormal returns across time8. 

                                                 
8 To compute the variance of cumulative abnormal returns, autocorrelation is measured during the 
estimation period through the analysis of the variance of the residuals (e.g., Brown and Warner, 1985). 
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Note that the construction of the sub-samples of good and bad news could only be 

conducted a posteriori. Indeed, from each individual result, we classify the nature of the 

securities reaction according to their graphical pattern and the sign of the CAR for the 

whole period. So, positive (resp. negative) reactions in terms of CAR-values or graphical 

results are considered as good (resp. bad) news.  

Table 1 reports descriptive statistics for the test and control groups for the estimation 

period. Samples were qualified with regard to their pattern of reaction for the global time 

window that surrounds the final results announcement (-30 days to +30 days). Indeed, the 

remainder of the study will refer, without any distinction, to the combined effects of final 

and preliminary results announcements, and thus to the global time window.  

Insert Table 1 here 

The descriptive statistics are measured during the estimation period. They show that, 

for both panels, the risk-return profiles of the two groups are relatively close between the 

matched (test) group and the control group for both the good news and the bad news sub-

samples. The groups exhibit very defensive betas, and they are very close in terms of 

their construction. The alpha is very close to zero for the good news sample, and negative 

for the bad news sample, and is always insignificant. The Jarque-Bera test statistic is 

insignificant for all test groups, indicating that statistical inference based on the 

distributional assumption of normality for the population is acceptable. In Panels A and 

B, the assumption of normality is rejected for the bad news – control group, while Panel 

B provides a significant Jarque-Bera statistic for the good news – matched group.  
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Results 

The adoption of the IFRS represents a great accounting reform, not only in terms of 

concrete application but also in terms of learning ability required by the investors 

(Dumontier and Raffournier, 1998; Larson and Street, 2004; Cuijpers and Buijink, 2005). 

Therefore, we choose to concentrate first on both the years 2003-2004 together without 

any distinction, then to conduct the analysis for the year 2004 separately.  

Figures 4 to 7 summarize the outcomes of the analysis for each period and for each sub-

sample. These graphs report the evolution of standardized (by standard deviation) 

cumulative abnormal returns (SCAR) over time. Note that in order to eliminate some 

control firms contaminated by other events during the “preliminary” event window, this 

time period is reduced to 9 days.  

Insert Figures 4 to 7 here 

Insert Tables 2 and 3 here 

Following the rule proposed by Auer (1996), a superior SCAR curve must provide 

evidence of higher value relevance. An analysis of Figures 4a and 4b (regarding positive 

announcements) shows that although a superior value relevance is displayed for IFRS 

disclosure, the firms in the test group experience a less sharp reaction than their peers for 

the pooled years 2003-2004 than when only the year 2004 is considered. This is indeed 

confirmed by the test of significance of the differential series, computed as the SCAR of 

the difference in series between the IFRS and the local GAAP. For the pre-announcement 

sub-period of fifteen days, Table 3: Panel A shows that the differential cumulative 

abnormal return between the matched and control group is a positive and significant 
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4.87% (9.02% vs. 4.15%). There is no significant difference in returns for the pooled 

years 2003-2004 (see Table 2: Panel A).  

For the preliminary results announcements, the information delivered with local 

standards seems to be more relevant to investors. In addition, the IFRS framework has 

been largely superseded by the local GAAP for the pooled years 2003-2004, while such a 

difference appears insignificant for the year 2004 considered separately. Although the 

pattern over time is totally different from that of the final results announcements (see 

Figures 6a and 6b), the statistical significance of differential returns can only be 

confirmed for the pooled years 2003-2004 for the whole time window (-9, +9), with a 

significant negative differential cumulative abnormal return between the matched and 

control group of -3.91% (see Table 2: Panel A). The IFRS financial statements are thus 

found to catch up with their informative delay for preliminary disclosure. 

As for the “bad accounting news” (Figures 5a-5b and 7a-7b), we observe that firms 

using the IFRS experience statistically significant weaker (resp. greater) reactions 

relative to other financial reporting frameworks for final (resp. preliminary) results 

announcements, and that this is the case at any time and for any sub-periods considered. 

This finding seems to contradict the expected “positive” value relevance of the IFRS. 

Whatever the accounting events considered, this persistent differential reaction between 

2003 and 2004 makes us think of an intentional effect. This interpretation is developed 

further in Section 6.  

For both positive and negative news sub-samples, we observe more pronounced 

differences between reactions under the IFRS and under the local GAAP for the year 

2004, which is consistent with our assumption of a learning effect. Following our 
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preliminary discussion, we now focus on the effect of final earnings resulting from the 

approved final results financial statements and preliminary announcements in 2004, as 

the observed learning effect is likely to produce market reactions that more faithfully 

represent the informational content of the events. The statistical analysis of the abnormal 

returns observed around the announcements of the financial statements is presented in 

Table 3. Next to the results for the matched samples, we also report the abnormal returns 

for the whole test group as a check for the relevance of results for the matched group of 

IFRS adopters. 

 

Final results Announcements - Detailed Disclosure 

Good Final Accounting Results  

At first sight, the accounting news need fifteen days to be fully integrated by the market 

participants, as can be inferred from the value taken by the CAR (cumulative abnormal 

returns) for the whole period. Considering separately information provided under the 

IFRS and under the local GAAP, the “matched results” seem to be more significant than 

the “control” ones, and these are particularly significant during a pre-period of fifteen 

days. Note also that, for the purpose of economical relevance and statistical power, the 

same conclusion regarding the reactivity towards IFRS disclosure can be inferred from 

the test group, by comparison with the markets of the other norms (see Table 3: Panel A).  

 

Bad Final Accounting Results  

The significant negative abnormal returns for all sub-periods were tested in a fifteen-day 

long event window. Not surprisingly, the superior levels of reaction received by the 
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control group are confirmed through the test of the differential series. The global test 

group corroborates the trend and is shown to be acting simply a robustness check (see 

Table 3: Panel B). 

 

Preliminary Announcements – Not Detailed Disclosure 

Consider now the first part of the event window (i.e. the dates surrounding the 

“preliminary” event). As this type of data is not systematically available, we start from 

the list constituted for the results announcement study and use a benchmark of thirty-one 

days (corresponding to the average frequency computed on available data) to detect the 

interesting point in time in case of information default. Of course, we remove from our 

new sub-sample all those observations where at least one of the four restrictive conditions 

no longer matches (beta, sector, size and sign). The analysis is conducted in parallel for 

good and bad news. 

 

Good Unexpected Preliminary Results  

Looking at Figures 6a and 6b, the IFRS system seems to be broadly superseded by local 

standards. Although the effect is not as clear as for the pooled years 2003-2004, the 

control group reacts indeed quite significantly in the defined event window, while the 

tested firms do not receive the same reactive attention. Remember that this difference had 

been confirmed as statistically significant during the global announcement period of 

nineteen days for the pooled years 2003-2004. Thus, the control group’s preliminary 

announcements seem to be better perceived by the financial markets. Taken in isolation, 

these amounts might not necessarily be meaningful for users of IFRS financial 
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statements. As previously described, the use of the standards combined with a detailed 

and explicative financial reporting system is what is likely to make the difference. At first 

sight, the IFRS system might thus not be as informative as expected because its novelty 

and complexity makes it difficult for local financial analysts immediately and fully to 

interpret accounting information. Remember from Figure 1 that the good quality of the 

standards is not sufficient to provoke appropriate market reactions since a phenomenon of 

filtering through investors’ perceptions means that it is taken for granted that information 

conveyed through these standards is correctly interpreted. In this context, the stronger 

effects discovered for the year 2004 alone only confirm the intensified need for narrative 

explanations of the standards through their basis of conclusions and explanatory notes. 

The robustness check conducted simultaneously with the previous analysis confirms our 

results.  

 

Bad Unexpected Preliminary Results  

This time, the firms applying the IFRS standards display greater and more significant 

downside reactions. This contrasts sharply with previous evidence that final results 

announcements provided firms with much larger cumulative abnormal returns (with 

regard to the control group, as shown in Figure 5b). As previously, the robustness check 

performed in Table 2 confirms the analysis. 

An integrative hypothesis of prudent investor behavior can explain such a phenomenon. 

According to this explanation, the market shows some distrust of additional information 

requiring some types of interpretation (coming from a new financial reporting system, 

which is a new form of financial filtering). This attitude makes investors act with 
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prudence: if good unexpected preliminary results are reported, their reaction is less 

pronounced with the IFRS, whereas firms following the new standards experience a 

greater negative shock following unfavorable information. Against such results, we have 

to consider the time-to-learn effect, which alleviates the negative impact of prudence. 

Therefore, for the same reasons that lead us to consider the year 2004 more deeply, the 

rest of this study concentrates on final results announcements. 

 

(ii) Association Study 

This second axis of the accounting value relevance of the IFRS system consists of 

evaluating the possible link between accounting and financial values (Ball and Brown, 

1968; Beaver, 1981). This relationship is quite interesting as it shows how accounting 

data can lead investors to make appropriate investment decisions. It would seem that 

profit has to appear as a good source of economic support for the financial actors in 

continuous search of intrinsic values and performance indicators. 

 

Empirical Methods 

The relationship between book values, earnings per share and dividends leads us towards 

considering profit as an economic indicator for financial investors. In order to assess the 

informational content of earnings, we perform the following test adapted from Pope and 

Rees (1992), Strong and Walker (1993), and Dumontier and Raffournier (2002): 

it
ti

it
it P

EPS
r εαα ++=

−1,
10                                                      (9) 
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where rit and EPSit represent, respectively, the excess return and the earnings per share of 

firm i for period t, respectively. 

At the end of the period, this relationship expresses indeed the performance of the 

whole period and so summarizes the stock market movements. Profit appears as an 

explanatory variable of the movement of securities for the corresponding period. As it is 

not a matter of perceptions, no “time-to-learn” effect has to be accounted for; therefore, 

we do not expect significant differences between the years 2003 and 2004. Hence, we 

consider both years simultaneously.  

Insert Table 4 here 

Results 

In the case of a positive announcement, the results support the hypothesis of orientation 

through the IFRS. Analysis of the determination coefficient (R²) indicates a closer 

relationship between financial and accounting values for the IFRS than for the followers 

of the local GAAP (27.81% vs. 13.37%). Sensitivity to the profit seems to have improved 

with the adoption of the IFRS.  

In “bad” circumstances, this association is no longer true. With values of the 

determination coefficient of between 5.9 % (local GAAP) and 0.3 % (IFRS system), the 

hypothesis of superior economic orientation is this time met by the local GAAP, although 

the significance level is rather weak. While the domination of the local GAAP appears 

quite counterintuitive, we conjecture an explanation related to a “penalty phenomenon”. 

Big firms showing a bad earnings figure would be so penalized in terms of returns (the 

returns declining) that their price support might not even be maintained on emotional 
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grounds. This breach of rationality prevents the IFRS system from being completely 

operational.  

 

5. EFFICIENCY INVESTIGATION 

Following our preliminary study on the value relevance of the IFRS system, we 

investigate the effect of the IFRS on the semistrong- and strong-forms of efficiency 

around the final results announcement. 

 

(i) Semistrong-Form of Market Efficiency 

The semistrong-form of market efficiency relates to the economic and financial supports 

for investment decision making. In the case of semistrong efficient markets, we should 

face a reactive and speculative market in the period preceding an accounting event. As we 

have seen in the value relevance study, this fact is partly confirmed in good 

circumstances. For the bad events, however, the local standards provide greater level of 

reaction compared to the IFRS for the year 2004.  

A complete investigation of the market efficiency hypothesis implies an analysis of the 

post-event abnormal returns and performance. For the day of information diffusion, this 

requires that the prices reflect correctly all the impacts. Were this not the case, it could 

certainly lead to some arbitrage in pricing (Akhigbe et al., 2002; Ke and 

Ramalingegowda, 2005).  
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Post-Event Abnormal Returns 

As we focus on the 2004 period in order to capture the ‘time-to-learn effect’, we start 

from the event study around the results announcements of 2004 during that particular 

year and investigate the abnormal returns on a post-period of fifteen days.  

As for the “good” news, the control group (8 firms) expresses a significant reaction 

during the whole post-event sub-period, while the test sample does not display such a 

scenario. Despite this different conclusion between the IFRS standards and the local 

GAAP, we cannot deny some statistical limits due to the sample size. Therefore, in order 

to confirm our analysis, we reproduce the same process in a larger number of firms (27 

firms), without any control group. This second step aims at confirming the results with a 

better representation of the real population. We find that abnormal returns remain 

insignificant.  

In the case of “bad” news (16 firms), this time both the matching event study and 

robustness check (32 firms) display signs of stock overpricing during the period, as 

confirmed through the steady and significant level of negative abnormal returns.  

 

Post-Event Abnormal Performance 

In order to confirm our ideas, we decided to investigate abnormal performance. As in 

Kothari and Warner (2005), we focus on Jensen’s alpha as a performance metric and 

consider in particular the following regression, which yields abnormal performance 

through the coefficient iα :  

 

( ) ( ) itftmtiiftit RRRR εβα +−+=−                                           (10) 
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where αi is Jensen’s alpha of security i; βi, and εi are market model parameters, and f 

stands for the risk-free rate. 

In order to avoid altering the statistical properties of the alpha with the abnormal 

returns recorded during the test period, the equation is applied to a post-event window of 

thirty days. We then aggregate the results on each single firm into the alpha of an 

equiponderate portfolio of all securities.  

Insert Table 5 here 

In good circumstances, neither the test nor the control portfolios yield over- (negative 

alpha) or under-evaluation (positive alpha). This is also confirmed through a statistical 

test at the individual level: only one firm out of the whole sample seems to suffer from a 

pricing problem.  

Consequently, we do not reject the hypothesis of fair valuation. We can associate the 

previous findings obtained for the sample of positive announcements with a quite high 

level of semistrong market efficiency.  

In the case of bad news, the situation shows a significant problem of overvaluation, not 

only for firms under the IFRS but also for those using the local GAAP. Nevertheless, no 

distinction can be made between these two categories of financial reporting system, 

showing as a result no significant default of the IFRS towards the local GAAP. 

Associating such findings with the lower levels of reaction previously registered towards 

IFRS financial statements in 2004, the International Financial Reporting System seems to 

diffuse the negative trends very progressively. For the same level of over-evaluation, 

shares of firms applying the IFRS experience substantially weaker price adjustments. In 
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other words, their price is already close to their intrinsic value before the announcement 

and it can therefore avoid plummeting. 

To conclude, we can emphasize that the IFRS generate stronger anticipations in 

investors until the diffusion of news, that they ensure the market absorption of all 

relevant information by that moment, and that they guarantee greater price stability in the 

post-event period. Also in the case of downward trends in the market, the IFRS play an 

important role by diffusing the information gradually. 

 

(ii) Strong-Form of Market Efficiency 

Our study of strong-form efficiency refers to the notion of a private understanding of 

IFRS disclosure, by analogy to “private sources” of information. This issue implies a 

consideration of the level of information asymmetries present in the market. 

Consequently, we focus on the components of the bid-ask spread, which are directly 

linked to information asymmetries.  

A study of the market maker’s behavior provides insights into the intensity of 

information disparity among the market participants. Adjustments to the bid-ask spread, 

which represents the market maker’s commission against his perceptions of the insider’s 

presence, can be taken as a proxy of asymmetries. This is because it represents the market 

maker’s commission with regard to his degree of confidence in the superiority of his 

information. However, there is only one small part of the spread that is subject to 

systematic revision (defined as the “adverse selection cost”), while the other part is 

constant in a perfect market. Such a rationale thus makes the movements in the bid-ask 

spread equivalent to the ones of the adverse selection cost.  
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This reasoning motivates a rigorous separation of the bid-ask spread into its two 

components. In this section, we analyze the relationship between the IFRS and the 

adverse selection cost evolution. We conduct a regression analysis whose objective is to 

highlight the impact of the IFRS on the adverse selection cost. Our methods are 

connected to the empirical studies of George, Kaul and Nimalendran (1991), Kim and 

Ogden (1996) and Garfinkel and Nimalendran (2003).   

 

Empirical Methods  

Adverse Selection Cost  

We start from the effective bid-ask spread observed in the absence of price revisions. 

This is the spread that prevails under no change in information asymmetries, i.e.  one 

that is only linked to operational charges and profit. For each single date t, we compute 

the effective bid-ask spread  as being two times the difference between the 

transaction price and the mid-point of the previous quoted bid-ask spread 

eff
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itP

2
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1,

Bid
ti

Ask
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The average effective spread, eff
iS , which is representative of the normal spread outside 

any price revision during the period T, is defined as:  
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We then subtract this amount from the quoted bid-ask spread of the period so as to 

highlight the component that has provoked a revision, namely the adverse selection cost 

adv
iS : 

eff
i

Bid
i

Ask
i

adv
i SPPS −−=     (13) 

Note that this analysis is carried out on the post-event period in order to evaluate the 

degree of market confidence.  

 

Regression analysis  

In order to highlight the effect of the IFRS on the information asymmetries felt by the 

market, we perform a log-log regression of the adverse selection cost on liquidity. This is 

related to adverse selection cost with a negative sign (-), and volatility (+) as well as free 

float (-) (inverse indicator of insider dealing). This regression aims at capturing the 

effects of information asymmetries. A dummy variable picks up the incremental effect of 

the IFRS. This variable adequately illustrates the incremental but permanent effect of the 

new framework.  

Note that we consider the value of the spread relatively to stock prices. We standardize 

this amount by the level of market capitalization and so eliminate the latter variable from 

the right side of the equation (where it should normally be). For the time window 

centered on the information publication date, the bid-ask spread is only measured in the 

post-event period. Assuming that a decrease in asymmetry has to happen in the post-

event period, the intercept and specifically the dummy coefficient marks the extent of this 

declining impact. This all leads to equation (14): 
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where FF, VOL, LIQ, and size stand for, respectively, average free-float, volatility, 

trading volume and market capitalization of security i for the period considered. 

 

Results 

Insert Table 6 here 

The results displayed in Table 6 confirm our intuition of market confidence enhancement 

through a significant negative link between the IFRS and adverse selection cost ( 1γ  

significant at the 99% confidence level). This finding provides strong support for the 

hypothesis that adoption of the IFRS reduces the informational asymmetries between the 

market makers, who represent the market, and informed traders. Thus, beyond its role as 

a messenger of public information, the IFRS system also seems to accelerate the 

revelation of comprehensive information. This feature is probably related to the greater 

focus on fair valuation inherent in these accounting standards, which creates a closer link 

between accounting valuations and market data. 

 

6. CONCLUSIONS 

Although the great challenge of efficient markets for the confidence and investors 

protection has been highlighted in many ways, the accounting and financial 

communication as a tool for investors’ decision making still appears ambiguous so far. 

This has led to quite controversial opinions in the literature about the impact of the IFRS 

on the financial markets.  
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Nevertheless, from a qualitative point of view, the markets appear potentially efficient 

provided investors’ information needs are properly considered. The mandatory 

application of the IFRS presents as a step towards the restoration of market confidence.  

From an association study between earnings per share as defined by the IFRS and stock 

prices, the IFRS seem to support the hypothesis of a significant economic guidance of 

investors for their decision-making. Besides, the increased levels of reaction towards 

good accounting news confirm both the investors’ interest in the IFRS and the subsequent 

status of the standards as leading to comprehensive, clear and relevant information, i.e. 

their accounting value relevance.  

While these results have been validated in “good” circumstances, the case of bad news 

is quite particular. The reaction in the unexpected bad announcements seems to be slower 

and opts for a progressive diffusion of the trends. For the same level of price over-

evaluation, the IFRS lead to lower levels of reaction. Simply because they try to prevent a 

sudden crash in stock values, the IFRS focus on a progressive diffusion of news in order 

to reflect intrinsic values.  

The methods used in this paper are “filtered” through the eyes of investors. This 

particular point of view is revealing as it eventually reflects the “real” value for the 

financial markets. While the IFRS are a priori matched to investors’ needs, human biases 

can indeed interfere, not only because of investors’ failure to understand the value 

relevance of the IFRS but also the persistent reluctance of some issuers to provide 

investors with fully transparent information.  
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APPENDIX 
 
 

IFRS Adopters 
 

# Firms 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

ADIDAS-SALOMON 
AGFA-GEVAERT 
ANDRITZ 
ARCELOR 
ARINSO 
BARCO AG 
BAVARIAN NORDIC A/S 
BAYER AG 
BAYWA AG 
BEIERSDORF AG 
BEKAERT 
BELGACOM 
BERU AG 
BILFINGER BERGER AG 
BMW AG 
BWT AG 
COLOPLAST 
DECEUNINCK 
DEGUSSA AG 
DYCKERHOFF AG 
EADS  
ENERGIE VENÜNFTIG NUTZEN 
ESCADA AG 
EXMAR 
FLUGHAFEN DÜSSELDORF 
FRAPORT 
FUGRO 
GEBMAB 
HEIDELBERGER DRUCKMASCHINEN AG 
HENKEL KGAA 
INNOGENETICS 
KARDADST QUELLE 
KOENIG & BAUER 
LINDE AG 
LUNDBECK A/S 
MELEXIS 
MERCK KGAA 
METRO AG 
NEUROSEARCH A/S 
NOKIA 
NOVO NORDISK 
OUTOKUMPU GROUP 
PALFINGER 
PROSIEBENSAT.1 MEDIA AG 
RATIONAL AG 
RHEINMETALL AG 
ROULARTA 
RWE AG 
SALZGITTER 
SCHERING AG 
SEMPERIT 
SGL CARBON 
SOLVAY 
STADA ARZNEIMITTEL AG 
TAKKT AG 
TELINDUS 
UMICORE 
UMP KYMENNE 
WIENERBERGER 
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FIGURES 
 
 

 Figure 1: Financial Information Filtering Process 
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Figure 2: Comparative Event Study  
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Figure 2 shows the evolution of the SCAR (Standardized Cumulative Abnormal Returns) around the event time. As expressed by Auer (1996), a superior  
SCAR-curve (in absolute value) gives right to the property of higher value relevance (η1 > η2). 
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Figure 3 itemizes the two sub-periods used in the event study: the preliminary results announcement and the final results announcement. 

Figure 3: Event Study Time Period 

 
 

  

 

 
 
 
 
 
 
 
 
 
 
 

 



Figure 4: Event Study on Positive Announcements – Final Results 
 
 
 

  Figure 4a: Global Sample Period (2003-2004)                        Figure 4b: Year 2004 only 
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Figure 5: Event Study on Negative Announcements – Final Results 
 
 
 

    Figure 5a: Global Sample Period (2003-2004)                        Figure 5b: Year 2004 only 
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Figures 4 and 5 show the evolution of the SCAR (Standardized Cumulative Abnormal Returns) through time for four particular 
sub-samples. Figures 4a and 5a show the control and test groups with regard to the announcements of three semesters’ results, 
from the 2003 annual results onwards. Figures 4b and 5b show the control and test groups with regard to the announcements of 
the 2004 annual results. The dotted line represents the market reaction towards local GAAP disclosure, while the plain line 
represents the market reaction towards the IFRS. 
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Figure 6: Event Study on Positive Announcements - Preliminary Results 

 
 
 

      Figure 6a: Global Sample Period (2003-2004)                     Figure 6b: Year 2004 only 
 

  
 
 
 

Figure 7: Event Study on Negative Announcements – Preliminary Results 
 
 
 

  Figure: 7a Global Sample Period (2003-2004)                            Figure: 7b Year 2004 only 
 

  
 
 
Figures 6 and 7 show the evolution of the SCAR (Standardized Cumulative Abnormal Returns) through time for four particular 
sub-samples. Figures 6a and 7a show the control and test groups with regard to the announcements of three semesters’ results, 
from the 2003 annual results onwards. Figures 6b and 7b show the control and test groups with regard to the announcements of 
the 2004 annual results. The dotted line represents the market reaction towards local GAAP disclosure, while the plain line 
represents the market reaction towards the IFRS. 
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TABLES 

 
 Table 1: Descriptive Statistics 

 
PANEL A: Global Sample Period (2003-2004) 

 #obs. Mean Median Min. Max. S.D. Skew. Kurt. Jarque Bera β α 
Good News Test            

Test Group 52 0.0615 0.0529 -0.6856 0.7265 0.0030 -0.0035 2.3810 2.4754 0.72*** -6.19 E-06 
Matched Group 22 0.0950 0.0710 -0.8834 0.9910 0.0037 0.0359 2.8139 0.2569 0.71** 5.14 E-05 
Control Group 22 0.0945 0.0943 -1.1123 1.3110 0.0039 -0.1945 3.5529 2.93282 0.67** 8.98E-05 

            
Bad News Test            

Test Group 62 0.1243 0.1232 -0.003272 0.7400 0.0019 0.3170 3.4712 4.0034 0.67** -0.0059 
Matched group 23 0.1436 0.1404 -0.006235 1.0708 0.0031 0.1382 2.9784 0.4961 0.65* -0.0075 
Control Group 23 0.0986 0.1070 -0.036717 3.0897 0.0088 -0.4440 6.5076 84.5518*** 0.70** -0.0054 

            
PANEL B: Year 2004 only 

 #obs. Mean Median Min. Max. S.D. Skew. Kurt. Jarque Bera β α 

Good News Test            
Test Group 27 0.4300 0.5400 -0.7300 0.7440 0.0031 -0.2087 2.5858 2.2193 0.72*** -0.0003 

Matched Group 12 0.0570 0.0570 -1.0400 2.1960 0.0047 0.5468 5.1471 37.4953*** 0.73** -3.11E-05 
Control Group 12 0.0890 0.0640 -0.9140 1.2662 0.0040 0.1711 3.3583 1.5851 0.69** 0.0004 

            
Bad News Test            

Test Group 32 0.1109 0.1038 -0.5957 0.9882 0.0027 0.2347 3.4277 2.6041 0.67* -0.0063 
Matched Group 20 0.1372 0.1403 -0.8704 1.0310 0.0034 0.0068 2.8697 0.1109 0.65* -0.0075 
Control Group 20 0.0922 0.1235 -4.0557 3.4054 0.0099 -0.4469 6.4961 84.0982*** 0.72** -0.0063 

           
Table 1 presents an overview of the main samples used in this empirical study. Using a division between “good” and “bad” accounting announcements, 
we consider a test group matched with a control one. The test group is considered not only in terms of matching (with a parallel control group) but also 
independently, thus playing a role of a robustness check on a larger number of variables. For each sample considered, the table describes the equally-
weighted portfolios composed of the sampled firms through their average, their median, their minimum and their maximum returns. The standard 
deviation, the skewness and the kurtosis of the series constituted in this way are also given. Note that β (resp. α) is, however, the average beta (alpha) 
across the series. The hypothesis tests are conducted through unilateral student tests with * for significant at 10 %, ** significant at 5 % and *** significant 
at 1 %. 
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Table 2: Event Study (2003-2004) 
 

PANEL A: Event Study on Positive Announcements (2003-2004) 
 Final Results Preliminary Results 
  Matched gr. Control gr. Diff.  Matched gr. Control gr. Diff. 

# firms  13 13 13  15 15 15 
Period         
-T to T  0.0725*** 0.0584** 0.0141  0.0370* 0.0761*** -0.0391* 

-T to 0  0.0510*** 0.0417** 0.0093  0.0183 0.0355** -0.0172 
0  0.0155*** -0.0023*** 0.0178  0.0111** 0.0132*** -0.0021 

-7 to 0  0.0145 0.0205* -0.0060  0.0111 0.0224* -0.0113 
0 to 7  0.0066 -0.0055 0.0121  0.0089 0.0219** -0.0130 
0 to T  -0.0057 -0.0190 0.0133  0.0160* 0.0378*** -0.0218 

PANEL B: Event Study on Negative Announcements (2003-2004)  
 Final Results Preliminary Results 
 Matched gr. Control gr. Diff.  Matched gr. Control gr. Diff. 

# firms  20 20 20  23 23 23 
Period         
-T to T  -0.1865*** -1.3072*** 1.1207***  -0.0571*** -0.0227 -0.0344 
-T to 0  -0.1027*** -0.6752*** 0.5725***  -0.0309*** -0.0048 -0.0261 

0  -0.0087*** -0.0356*** 0.0269***  -0.0058 -0.0169 0.0111 
-7 to 0  -0.0492*** -0.2978*** 0.2486***  -0.0250*** -0.0141 -0.0109* 

0 to 7  -0.0457*** -0.3190*** 0.2733***  -0.0275*** -0.0022 -0.0253 
0 to T  -0.0925*** -0.6677*** 0.5752***  -0.0302*** -0.0003 -0.0299 

 
Table 2 presents the period abnormal returns resulting from the event study conducted on different sub-samples for the pooled years 2003-2004. The 
abnormal returns were defined through a market model adapted by Scholes and Williams while the standard deviation accounted for the accuracy of the 
market model estimates as well as for autocorrelation across time and cross-sectional dependence. T represents the half duration of the event window, 
respectively, 15 days for final results announcement and 9 days for preliminary results announcements. The hypothesis tests are conducted through 
unilateral student tests with * for significant at 10 %, ** significant at 5 % and *** significant at 1 %. 
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Table 3 presents the period abnormal returns resulting from the event study conducted on different sub-samples (see Table 1 “Descriptive Statistics”). The 
abnormal returns were defined through a market model adapted by Scholes and Williams, while the standard deviation accounted for the accuracy of the 
market model estimates as well as autocorrelation across time and cross-sectional dependence. T represents the half duration of the event window, 
respectively, 15 days for final results announcements and 9 days for preliminary results announcements. The hypothesis tests are conducted through 
unilateral student tests with * for significant at 10 %, ** significant at 5 % and *** significant at 1 %. 

Table 3: Event Study (2004) 
 

PANEL A: Event Study on Positive Announcements (2004) 
 Final Results Preliminary Results 
  Test gr. Matched gr. Control gr. Diff.  Test gr. Matched gr. Control gr. Diff. 

# firms  27 8 8 8  
 29 10 10 10 

Period           

-T to T  0.0604*** 0.1150*** 0.0752*** 0.0398  0.0466*** 0.0334* 0.0709*** -0.0375 

-15 to 0  0.0603*** 0.0902*** 0.0415** 0.0487*  0.0256** 0.0262* 0.0309** -0.0047 

0  0.0143*** 0.0062 0.0028 0.0034  0.0066* -0.0047** -0.0053*** 0.0006 

-7 to 0  0.0306*** 0.0325* 0.0223* 0.0102  0.0214* 0.0171 0.0184 -0.0013 

0 to 7  0.0227 0.0006 -0.0112 0.0118  0.0170 -0.0020 0.0220 -0.0240 

0 to T  0.0142 -0.0186 -0.0309* 0.0123  0.0276*** 0.0026 0.0348** -0.0322* 

PANEL B: Event Study on Negative Announcements (2004) 
 Final Results Preliminary Results 
  Test gr. Matched gr. Control gr. Diff.  Test gr. Matched gr. Control gr. Diff. 

# firms  32 16 16 16  30 16 16 16 

Period           

-T to T  -0.1399*** -0.1222*** -1.6328*** 1.5106***  -0.0731*** -0.0655*** -0.0276 -0.0379 

-T to 0  -0.0781*** -0.0652*** -0.8388*** 0.7736***  -0.0388*** -0.0356*** 0.0013 -0.0369* 

0  -0.0063** -0.0079** -0.0450 0.0371***  -0.0073*** -0.0019 0.0235 -0.0254 

-7 to 0  -0.0270*** -0.0307*** -0.3617*** 0.331***  -0.0343*** -0.0320*** -0.0165 -0.0155* 

0 to 7  -0.0270*** -0.0331*** -0.3966*** 0.3635***  -0.0359*** -0.0244** -0.0041 -0.0203 

0 to T  -0.0637*** -0.0648*** -0.8389*** 0.7741***  -0.0416*** -0.0319** -0.0054 -0.0265 

 

 



Table 4: Association Study on the Global sample Period (2003-2004) 
 

 Test Firms Control Firms

 
Positive impact 

 
 

 

# firms  21 21 

R2 (%) 27.81 13.37 

0α  -0.2201 0.0750 

1α  5.1143  0.3596 

 
Negative impact   

# firms 18 18 

R2 (%) 0.26 5.94 

0α  0.1787 0.0147 

1α  -0.0603 0.02205 

 
Table 4 presents the coefficient values of equation (9). A global analysis (considering three semesters, 
2003 annual results onwards) was conducted on 21 firms (resp. 18) considering the positive (resp. 
negative) announcements. Some sampled firms were deleted for reasons of non-availability of data. 

 
 
 

Table 5 : Post-Event Abnormal Performance (2004) 
 

PANEL A –Positive Announcements (12 firms) 

             Test firms            Control firms  

iα                         - 0.0274  - 0.0524 

t-stat                        - 0.5168  - 1.2273 

PANEL B – Negative Announcements (20 firms) 

  Test firms          Control firms  

iα   - 0.9588***  - 1.3184*** 

t-stat  - 5.7665            - 4.7454  
  t-stat of the difference  
  -1.1108  

 
Table 5 presents the results of the abnormal performance analysis through the values taken by Jensen’s alpha 
(eq. (10)). The market model was regressed during a period of thirty days posterior to the 2004 results 
announcements. The sampled alphas are then computed as average values. The hypothesis tests are conducted 
through unilateral student tests with * for significant at 10 %, ** significant at 5 % and *** significant at 1 %. 
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                                           Table 6: Adverse Selection Cost (2004)        
 

  Event Period 

0γ -12.9049*** 

1γ  -2.7043*** 

2γ -0.2400 

3γ 2.7860*** 

4γ -0.2766** 

 

 
 

 
Table 6 itemizes the values of the regression coefficients of the adverse selection component of the spread on 
its different determinants (eq. (14)). The hypothesis tests are conducted through unilateral student tests with * 
for significant at 10 %, ** significant at 5 %, and *** significant at 1 %.                            
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