
Journal of Accounting Research / Volume 46, Issue 5 /  p. 1085-1142

Mandatory IFRS Reporting around the World: Early Evidence on the Economic

Consequences

First published: 21 October 2008
https://doi.org/10.1111/j.1475-679X.2008.00306.x
Citations: 1,442

ABSTRACT

REFERENCES 

Amihud, Y. Illiquidity and Stock Returns. Journal of Financial Markets 5 (2002): 31–56.

Web of Science® Google Scholar

Armstrong, C.; M. Barth; A. Jagolinzer; AND E. Riedl. Market Reaction to Events Surrounding the Adoption of IFRS
in Europe.” Working paper, Harvard Business School and Stanford University , 2007. Web site, http://ssrn.com/
abstract=903429.

Google Scholar

HOLGER DASKE, LUZI HAIL, CHRISTIAN LEUZ, RODRIGO VERDI

This paper examines the economic consequences of mandatory International Financial Reporting
Standards (IFRS) reporting around the world. We analyze the e�ects on market liquidity, cost of
capital, and Tobin's q in 26 countries using a large sample of �rms that are mandated to adopt
IFRS. We �nd that, on average, market liquidity increases around the time of the introduction of
IFRS. We also document a decrease in �rms' cost of capital and an increase in equity valuations,
but only if we account for the possibility that the e�ects occur prior to the o�cial adoption date.
Partitioning our sample, we �nd that the capital-market bene�ts occur only in countries where
�rms have incentives to be transparent and where legal enforcement is strong, underscoring the
central importance of �rms' reporting incentives and countries' enforcement regimes for the
quality of �nancial reporting. Comparing mandatory and voluntary adopters, we �nd that the
capital market e�ects are most pronounced for �rms that voluntarily switch to IFRS, both in the
year when they switch and again later, when IFRS become mandatory. While the former result is
likely due to self-selection, the latter result cautions us to attribute the capital-market e�ects for
mandatory adopters solely or even primarily to the IFRS mandate. Many adopting countries make
concurrent e�orts to improve enforcement and governance regimes, which likely play into our
�ndings. Consistent with this interpretation, the estimated liquidity improvements are smaller in
magnitude when we analyze them on a monthly basis, which is more likely to isolate IFRS reporting
e�ects.
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