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Abstract
This study examines whether the improvement in analyst forecast accuracy around
mandatory IFRS adoption is associated with the improvement in the accuracy of
financial statement-based forecasts. We find significant out-of-sample improvement
in financial statement-based forecast accuracy around mandatory IFRS adoption and
significant improvement in analyst forecast accuracy only in countries that made
concurrent improvements to financial reporting enforcement. We show that the im-
provement in analyst forecast accuracy is associated with the improvement in financial
statement-based forecast accuracy around IFRS adoption. We also show that analyst
forecasts, particularly for firms whose analysts forecast under favorable conditions (i.e.,
analysts who are less busy with more experience and resources), have a greater
association with financial statement-based forecasts, after mandatory IFRS adoption
in countries with concurrent changes in enforcement.
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1 Introduction

The mandatory adoption of IFRS in the European Union and around the world is the
most influential accounting system change in recent history and has been extensively
investigated in academic research. For the most part, the research documents positive
capital market consequences (De George et al. 2016), including increased liquidity,
decreased cost of capital (Daske et al. 2008), and greater information content of
accounting information (Landsman et al. 2012).

The research also suggests that mandatory IFRS adoption is associated with im-
proved analyst forecast accuracy (Byard et al. 2011; Houqe et al. 2014), which is at
least partially attributable to increased disclosure quality (Hope 2003a; Hope 2003b;
Ball 2006; Barth et al. 2008; Glaum et al. 2013) and comparability (Bae et al. 2008; Tan
et al. 2011; Horton et al. 2013). In this study, we examine whether improved disclo-
sures, comparability, recognition and measurement standards, or a combination of these
factors led to greater predictive ability of financial statements, which contributed to
more accurate analyst forecasts around mandatory IFRS adoption. Understanding
whether the improved accuracy of these forecasts is associated with improved predic-
tive ability of financial statements provides insight into the mechanisms that led to
improved forecast accuracy.

We hypothesize that the improved accuracy of financial statement-based forecasts
contributes to the documented improvement in analyst forecast accuracy around
mandatory IFRS adoption. We also hypothesize that analysts recognize the importance
of enforcement and therefore only place greater weight on financial statement-based
forecasts around IFRS adoption for firms in countries that concurrently made substan-
tial improvements to financial reporting enforcement. However, we argue that the
greater association between analyst forecasts and financial statement-based forecasts
around mandatory IFRS adoption is more pronounced for firms whose analysts forecast
under favorable conditions (i.e., less busy analysts with more experience and resources)
than for firms whose analysts forecast under unfavorable conditions (i.e., busier
analysts with less experience and fewer resources). Finally, we posit that analyst
forecasts for firms whose analysts forecast under unfavorable conditions do not fully
incorporate the information in financial statement-based forecasts after mandatory IFRS
adoption.

Our empirical tests are based on an international sample of firms from 16 countries
before and after IFRS adoption. We also include firms in the United States for the same
periods as a control sample. We construct two financial statement-based forecasts of
earnings per share: (1) a summary model in which current EPS is a function of lagged
EPS and book value and (2) a disaggregated model that follows recommendations from
financial statement analysis textbooks (Penman 2012; Lundholm and Sloan 2017) and
research (Fairfield et al. 1996; Fairfield and Yohn 2001) for forecasting EPS. The
forecasting models are estimated by country, within industry, and separately for each
year.

Using the parameter estimates, we develop out-of-sample forecasts of EPS. We then
calculate analysts’ median consensus forecast errors and the forecast errors from the
financial statement-based models as the difference between forecasted and actual EPS
at the firm level. We use principal component analysis to extract the underlying
dimensions of busyness, experience, and resources from analyst characteristics
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(Bratten et al. 2018). We define the subsample of firms whose analysts forecast under
favorable (unfavorable) conditions as those firms for which the level of analyst
busyness is below (above) the median and the levels of analyst experience and analyst
resources are above (below) the median.

We find significant improvement in the accuracy of the financial statement-based
forecasts around IFRS adoption. We also find significant improvement in the accuracy
of analysts’ median consensus forecasts around IFRS adoption but only for firms in
countries with concurrent changes in enforcement. We show that analysts’ median
consensus forecast accuracy has a greater association with financial statement-based
forecast accuracy after IFRS adoption only for firms in countries with concurrent changes
in enforcement, and that this association is more pronounced for firms whose analysts
forecast under favorable conditions. Finally, we document that analysts do not fully
incorporate the information in financial statement-based forecasts into their year-ahead
EPS forecasts after IFRS adoption for firms in countries without concurrent changes in
enforcement, and that this underreliance is more pronounced for firms whose analysts
forecast under unfavorable conditions. We also find that the analyst underreliance on
financial-statement based forecasts is associated with year-ahead stock returns.

This study contributes to the financial statement analysis and analyst forecast
literatures by documenting the relation between analyst forecast accuracy and the
predictive ability of financial statements upon mandatory IFRS adoption. The findings
provide insight into how mandatory IFRS adoption affected analyst forecast accuracy
and into the predictive ability of financial statements, which the FASB has defined as an
important factor for improving the relevance of financial reporting (FASB 2010).
Future research could extend our insights by, for example, examining the dimensions
of enforcement and the specific analyst characteristics and conditions that determine the
degree of analyst reliance on financial statements and the resulting impact on forecast
accuracy.

The remainder of this paper is organized as follows. Section 2 reviews the literature
and develops hypotheses. Section 3 describes the forecasting approach as well as the
research design. Section 4 presents the empirical analyses, and section 5 provides
several robustness tests. Section 6 concludes.

2 Hypotheses development

Research has investigated the consequences of mandatory IFRS adoption on analyst
forecasts. Byard et al. (2011) find that analyst forecast errors and dispersion are
significantly reduced around mandatory IFRS adoption. Tan et al. (2011) find that
foreign analyst forecast errors decrease around IFRS adoption, and Horton et al. (2013)
find a general decrease in analyst forecast errors around IFRS adoption. While this
research suggests improvements in analyst forecast accuracy around IFRS adoption, it
does not identify the mechanisms for this improvement (Bae et al. 2008). Some
research suggests that the improved accuracy is at least partially attributable to the
increase in the quantity of financial information that accompanies IFRS adoption (Hope
2003a, 2003b; Ball 2006; Barth et al. 2008; Tan et al. 2011). Other research suggests
that it is attributable to increased cross-firm comparability from IFRS adoption (Bae
et al. 2008; Tan et al. 2011; Horton et al. 2013; Cascino and Gassen 2014).
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We argue that the increase in analyst forecast accuracy may be associated with
improved predictive ability of financial statements around IFRS adoption, which could
be attributable to better disclosure, greater comparability, improved recognition and
measurement, or a combination of these from IFRS adoption. Research shows that
analysts perform some form of financial statement analysis when issuing recommen-
dations or forecasting profitability (Bouwman et al. 1987; Fogarty and Rogers 2005;
Mira and Taylor 2011) and that their forecasts are associated with financial-statement
based forecasts of profitability and growth (Fairfield, et al. 2009). Research also
suggests that the predictive ability of financial statements likely improved around
mandatory IFRS adoption (Neel 2017; Ahmed et al. 2013) and that IFRS adoption
restricted a firm’s accounting measurement and recognition choices, relative to domes-
tic GAAP (Ashbaugh and Pincus 2001), which decreased the volatility of earnings and
led to increased predictive ability of future earnings (Ewert and Wagenhofer 2005;
Dichev and Tang 2009).1 Based on this notion, we predict that the improvement in
analyst forecast accuracy around mandatory IFRS adoption is associated with the
improvement in the accuracy of financial statement-based forecasts.

H1: The improvement in analyst forecast accuracy is positively associated with
the improvement in the accuracy of financial statement-based forecasts of prof-
itability around mandatory IFRS adoption.

We also hypothesize that analysts rely more on financial statement-based forecasts after
mandatory IFRS adoption. We argue that, if IFRS adoption leads to improved accuracy
of financial statement-based forecasts, then analysts should place greater weight on
these forecasts after mandatory IFRS adoption than they did beforehand. However,
research also suggests that, due to the significant discretion in financial reporting
practice, some of the benefits of mandatory IFRS adoption are confined to firms in
countries with concurrent changes in financial reporting enforcement (Daske et al.
2008). Following this argument, Christensen et al. (2013) find that liquidity benefits
from IFRS adoption are limited to the EU countries that made substantive changes to
their enforcement of financial reporting upon mandatory IFRS adoption. We therefore
predict that, while analyst forecasts of profitability have a greater association with
financial statement-based forecasts of profitability after mandatory IFRS adoption, this
stronger relation is restricted to countries that concurrently changed enforcement.

H2: Analyst forecasts are more positively associated with financial statement-
based forecasts after mandatory IFRS adoption in countries with concurrent
enforcement changes.

Research (e.g., Mikhail et al. 1997) finds that analyst forecasts become more accurate
with increased analyst experience. Experience is associated with greater cognitive skills
(Chi et al. 1981), greater weight on more relevant and important information (Chiesi
et al. 1979; Brucks 1985; Shelton 1999), and a greater understanding of the underlying

1 We note that IFRS is associated with a greater fair-value orientation, which is likely to make earnings more
volatile and less predictable (Mensah et al. 2004; Peek 2005). However, IFRS requires only a few fair value
measures that impact the income statement (Ernstberger 2008).
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uncertainties and consequences associated with the task (Beach 1975). The positive
effect of experience is particularly present in the case of analyst forecasts, as forecasting
provides feedback, is repetitive, and can be objectively evaluated (Bonner and Walker
1994). Clement (1999) also attributes the positive relation between general and firm-
specific experience and forecast accuracy to an improvement in analysts’ ability to
access private information through stronger relationships with firm management.

Research (e.g., Clement 1999; Jacob et al. 1999) also finds that analysts’ access to
resources, such as high-quality training, evaluation procedures, additional databases,
administrative support, and industry-specific as well as private information in larger
brokerage houses, improves analyst forecasts. Thus analysts who work for larger
brokerage houses may place greater weight on relevant information, thereby improving
their forecasts of profitability (Drake and Myers 2011).

Lastly, research (e.g., Clement and Tse 2003) finds that forecast accuracy declines as
analysts follow more firms and industries. As the number of firms and industries
followed by the analyst grows, the analyst can devote less attention and time to
individual firms and industries.

We argue that analysts who operate under favorable conditions are more likely to
recognize and exploit the benefits of mandatory IFRS adoption, in terms of forecast-
relevant information, than analysts who operate under unfavorable conditions. We
therefore predict that the positive relation between the improvement in analyst forecast
accuracy and the improvement in financial statement-based forecast accuracy from the
pre- to the post-IFRS adoption period is more pronounced for firms whose analysts
forecast under favorable conditions.

H3: The positive association between the improvement in analyst forecast accu-
racy and the improvement in the accuracy of financial statement-based forecasts
of profitability around mandatory IFRS adoption is more pronounced for firms
whose analysts forecast under favorable conditions.

Finally, following the argument that analysts who forecast under unfavorable condi-
tions are less able to identify forecast-relevant information in IFRS financial statements,
we hypothesize that analyst forecasts of firms whose analysts forecast under unfavor-
able conditions could be improved by placing greater weight on financial statement-
based forecasts after mandatory IFRS adoption.

H4: Analyst forecasts of firms whose analysts forecast under unfavorable condi-
tions can be improved by incorporating the information provided by the financial
statement-based forecasts after mandatory IFRS adoption.

3 Method

3.1 Forecasting approach

We construct forecasts of year-ahead earnings per share (EPSi,t) using two models: a
summary financial statement-based forecast (SFSF) model and a disaggregated
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financial statement-based forecast (DFSF) model. The variable definitions as well as
the data sources are presented in Table 1, Panel A. The SFSF model is based on lagged
values of earnings per share (EPSi,t-1) and book value per share (BVPSi,t-1) and thus
links the year-ahead EPS with summary measures from the financial statements. Due to
the transitory nature of negative earnings (e.g., Jenkins 2003), we allow the coefficient
on EPS to differ across negative and positive values (LOSSi,t−1). Our SFSF model for
forecasting EPS is estimated as follows.

EPSi;t ¼ α0 þ α1EPSi;t−1 þ α2LOSSi;t−1 þ α3LOSSi;t−1 � EPSi;t−1 þ α4BVPSi;t−1

þ εi;t: ð1Þ

The DFSF model follows recommendations from financial statement analysis
research (Fairfield et al. 1996; Nissim and Penman 2001; Fairfield and Yohn 2001;
Fairfield et al. 2003) and textbooks (Penman 2012; Lundholm and Sloan 2017). That
is, Fairfield et al. (1996) demonstrate that both extraordinary items (XIi,t-1) and
special items (SPIi,t-1) are less likely to recur and should therefore be separated from
net income for forecasting.2 Thus we include earnings per share from extraordinary
items (EPSXIi,t-1) and earnings per share from special items (EPSSPIi,t-1) as separate
predictors of year-ahead profitability (EPSi,t). Correspondingly, lagged EPS is ad-
justed for extraordinary and special items to calculate lagged EPS before extraordi-
nary and special items (EPSBXISPIi,t-1). Following Nissim and Penman (2001), we
include leverage (LEVi,t-1) and the net borrowing ratio (NBRi,t-1) as important drivers
of year-ahead profitability. Further, Fairfield et al. (2003) show that the change in net
operating assets is informative about year-ahead profitability. Therefore we include
growth in net operating assets (ΔNOAi,t-1) as a predictor in the model. Finally,
Fairfield and Yohn (2001) provide evidence that the change in asset turnover and
the change in profit margin are incrementally useful for forecasting. Accordingly, we
include the change in asset turnover (ΔATOi,t-1) and the change in profit margin
(ΔPMi,t-1) as predictors in the forecasting model. Our DFSF model for forecasting
EPS is estimated as follows.

EPSi;t ¼ α0 þ α1EPSBXISPI i;t−1 þ α2EPSXI i;t−1 þ α3EPSSPIi;t−1 þ α4LEVi;t−1

þ α5NBRi;t−1 þ α6ΔNOAi;t−1 þ α7ΔATOi;t−1 þ α8ΔPMi;t−1 þ εi;t ð2Þ

The regressions are estimated country by country, within each two-digit GICS industry,
and separately for each financial year.3 We require data to be available for both models
and estimate a total of 899 yearly regressions for each model. Table 1, Panel B,

2 While the IASB eliminated the separate presentation of extraordinary items in the income statement in 2005,
financial databases commonly used by analysts continue to present extraordinary and special items separately.
3 To estimate our yearly regressions, we align all financial variables that are reported by the sample firms
between January and December of the respective year. For example, if Company A’s financial year 2010 ends
in March of 2010 while Company B’s financial year 2010 ends in December of 2010, the regression
parameters are estimated by regressing EPS for both companies for the year ended 2010 on the independent
variables of the SFSF (DFSF) model for the year ended 2009.
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describes the sample selection procedure for our estimation of in-sample coefficients.
Our initial sample is drawn from all 22 countries that mandatorily adopted IFRS in
2005 as well as the United States as a control country. We begin with 93,957 firm-year
observations from 1998 through 2012 for which relevant financial information is
available from the Compustat Global database. We exclude 963 firm-year observations
that are classified as financial firms (two-digit GICS sector #40). Further, we eliminate
firms using the criteria employed by Esplin et al. (2014) to avoid introducing measure-
ment error and the effect of small denominators into the forecasting models. We also
exclude 851 firm-year observations with less than 25 country-specific observations
within a two-digit GICS industry sector in a fiscal year. These procedures result in a
sample of 62,449 firm-year observations (11,034 firms) to derive our in-sample
coefficient estimates.

For the SFSF model in Eq. (1), the average coefficient estimates are 0.99 for α0, 0.72
for α1, −1.95 for α2, −0.60 for α3, and 0.08 for α4, while the average R2 of the SFSF
model is 64.36%. For the DFSF model in Eq. (2), the average coefficient estimates are
1.30 for α0, 0.73 for α1, 1.7 for α2, −0.09 for α3, −0.02 for α4, −1.09 for α5, −0.25 for
α6, 0.25 for α7, and − 2.84 for α8, while the average R2 of the DFSF model is 58.86%.
Table 1, Panel C, presents the parameter estimates separately for the pre- and the post-
IFRS period.

Using the parameter estimates from model (1), we calculate out-of-sample forecasts
of EPS for the pre- and the post-IFRS adoption years. The forecasts are computed by
applying coefficients derived from regression analyses for the year t-1 to data from year
t to compute out-of-sample forecasts of EPS in t + 1.4 From the coefficient estimates,
we predict EPS out-of-sample. For the out-of-sample analyses, our pre-IFRS adoption
period includes 1999 through 2004, while the post-IFRS adoption period consists of
2007 through 2012. We calculate the financial statement-based forecast error as the
absolute difference between the forecasted EPS and the actual EPS for the respective
year, divided by the absolute value of actual EPS.

3.2 Regression models

To examine the effect of mandatory IFRS adoption on EPS forecasts, we first examine
the change in analyst forecast errors and the change in the summary and disaggregated
financial statement-based forecast errors around mandatory IFRS adoption. To control
for confounding effects, we use firms from the United States that used U.S. GAAP
throughout the sample period as a benchmark sample (Ahmed et al. 2013). Accord-
ingly, we combine the variables into the following regression models estimated at the
firm-year level.

4 We restrict the out-of-sample EPS forecasts to 1999 through 2004 and 2007 through 2012 to have the same
number of pre- and post-IFRS forecast years, respectively. If we exclude the recession related to the financial
crisis in 2008 and 2009, the average coefficient estimates for the SFSF model are 1.17 for α0, 0.74 for α1,
−2.29 for α2, −0.71 for α3, and 0.08 for α4, while the average coefficient estimates for the DFSF model are
1.51 for α0, 0.74 for α1, 2.03 for α2, −0.09 for α3, 0.002 for α4, −1.14 for α5, −0.36 for α6, 0.26 for α7, and
− 3.17 for α8. Here, the average R2 of the SFSF model is 64.88%, while the average R2 of the DFSF model is
59.37%. We note that the inclusion of the recessionary period after 2008 is likely to bias against finding an
improvement in financial statement-based forecasts after IFRS adoption.
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AFEi;t ¼ β0 þ β1POSTi;t þ β2IFRS ENFi;t þ β3IFRS nonENFi;t þ β4POSTi;t*

IFRS ENFi;t þ β5POSTi;t*IFRS nonENFi;t þ ∑n
k¼6βkCONTROLSi;t þ εi;t

ð3Þ

FSFEi;t ¼ β0 þ β1POSTi;t þ β2IFRSENF i;t þ β3IFRSnonENF i;t

þβ4POSTi;t*IFRSENF i;t þ β5POSTi;t*IFRSnonENF i;t

þ∑n
k¼6βkCONTROLSi;t þ εi;t

ð4Þ

AFEi,t is the analysts’ median consensus forecast error, calculated at the firm-level, or
the absolute difference between the median analyst consensus forecasted EPS and the
actual EPS, divided by the absolute value of actual EPS for firm i and year ended t. To
mitigate analysts’ timing advantage (Brown 1987) from acquiring information between
the initiation date of the financial statement-based model and the analyst forecast date,
which is likely to reduce the association between analyst forecast errors and the
financial statement-based forecast errors, we use the earliest analyst median consensus
forecast provided by I/B/E/S after the prior year’s earnings announcement as the analyst
forecast. FSFEi,t is defined as either SFSFEi,t, the forecast error using forecasts from the
SFSF model expressed in Eq. (1), or DFSFEi,t, the forecast error using forecasts from
the DFSF model expressed in Eq. (2). POSTi,t is an indicator variable that takes the
value of one if the firm-year observation is in the post-IFRS period (i.e., after 2005).
IFRS_ENFi,t (IFRS_nonENFi,t) is an indicator variable that takes the value of one if the
firm is from a country that bundled (did not bundle) mandatory IFRS adoption with
concurrent changes in enforcement.5

The regression models in Eqs. (3) and (4) control for other important factors that are
likely to affect the accuracy of financial statement-based and analyst forecasts of EPS.
We include controls for disclosure quality (Hope 2003a; Hope 2003b; Ball 2006; Barth
et al. 2008; Glaum et al. 2013); comparability (Bae et al. 2008; Tan et al. 2011; Horton
et al. 2013); firm characteristics, such as size, leverage, and the reporting of a loss
(Fairfield and Yohn 2001; Jenkins 2003; Mensah et al. 2004); country characteristics,
such as governance quality; the difference between IFRS and local GAAP, and GDP
(Bae et al. 2008); and the characteristics of the analysts following the firm (Clement
1999; Clement and Tse 2005; Drake and Myers 2011). Variable definitions for these
control variables (CONTROLSi,t), explanations for their inclusion, and the data sources
are provided in Table 1, Panel A. All financial data are translated into U.S. dollar
amounts.6 Finally, we include year fixed effects and country-industry fixed effects
using two-digit GICS sectors.7 Standard errors are clustered by country.

5 The classification for IFRS adoption and concurrent enforcement changes follows Christensen et al. (2013)
and Daske et al. (2013).
6 Balance sheet items are translated using spot exchange rates, while income statement items are translated
using the average exchange rates over the fiscal year. The introduction of the euro in the European Union in
2001 is unlikely to lead to distortions in our out-of-sample forecasts, as the underlying prediction model
mainly relies on financial ratios, rather than on amounts stated in local currencies.
7 Our results remain qualitatively similar after including a separate fixed effect for each country and each
industry and when country characteristics are excluded.

1038 M. Demmer et al.



www.manaraa.com

Our model to test whether analysts’ median consensus forecast errors are associated
with financial statement-based forecast errors after mandatory IFRS adoption and
whether this relation changed around mandatory IFRS adoption in countries with and
without concurrent changes in enforcement is specified as follows.

AFEi;t ¼ β0 þ β1POSTi;t þ β2FSFEi;t þ β3IFRS ENFi;t þ β4IFRS nonENFi;t

þ β5FSFEi;t*POSTi;t þ β6FSFEi;t*IFRSENF i;t

þ β7FSFEi;t*IFRSnonENF i;t þ β8POSTi;t*IFRSENF i;t

þ β9POSTi;t*IFRSnonENF i;t þ β10FSFEi;t*POSTi;t*IFRSENF i;t

þ β11FSFEi;t*POSTi;t*IFRSnonENF i;t þ ∑n
k¼12βkCONTROLSi;t þ εi;t ð5Þ

In Eq. (5), the analysts’ median consensus forecast error (AFEi,t) is regressed on the
forecast error from the financial statement-based model, FSFEi,t, which is either
SFSFEi,t orDFSFEi,t, for countries that switched to IFRS and concurrently implemented
substantive enforcement changes (IFRS_ENFi,t) and countries that switched to IFRS
with no concurrent enforcement changes (IFRS_nonENFi,t). We include the same
control variables as in the previous analysis.

Finally, we address whether analyst forecasts could be improved, using the infor-
mation in the financial statement-based forecasts by formulating the following regres-
sion model, which is based on the work of Dreman and Berry (1995).

EPSi;t ¼ β0 þ β1AFi;t þ β2 FSFi;t−AFi;t
� �þ β3POSTi;t þ β4IFRSENF i;t

þ β5IFRSnonENF i;t þ β6 FSFi;t−AFi;t
� �

*POSTi;t

þ β7 FSFi;t−AFi;t
� �

*IFRS ENFi;t
� �

þ β8 FSFi;t−AFi;t
� �

*IFRS nonENFi;t
� �þ β9POSTi;t*IFRSENF i;t

þ β10POSTi;t*IFRSnonENF i;t

þ β11

�
FSFi;t−AFi;t
� �

*POSTi;t*IFRS ENFi;t

þ β12

�
FSFi;t−AFi;t
� �

*POSTi;t*IFRS nonENFi;t

þ ∑n
k¼13βkCONTROLSi;t þ εi;t ð6Þ

This model regresses actual profitability, as measured by EPSi,t, on the analysts’median
consensus forecast. We include the difference between the summary and financial
statement-based forecast of EPS and the analysts’ median consensus forecast of EPS,
(FSFi, t − AFi, t), where FSFi, t is either SFSFi, t or DFSFi, t, to examine whether financial
statement-based forecasts provide incremental information over analyst forecasts for
explaining actual profitability. Further, we interact the difference between the financial
statement-based forecasts and the analysts’ median consensus forecast of EPS with the
mandatory IFRS adoption in the post period, conditioned upon concurrent changes in
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enforcement. The control variables are those included in the previous analyses. Table 1,
Panel D, presents the combination of our out-of-sample forecasts of EPS with data on
analyst forecasts and control variables data. We require firms to have data available for
all subsequent analyses to have a constant sample of firms (firm-year observations). We
eliminate observations with no I/B/E/S coverage and with missing data for the control
variables. We also eliminate all firms that voluntarily adopted IFRS before 2005 (879
firm-year observations). All continuous data is winsorized at the 1% and 99% levels.
The sample selection procedure described above yields 22,304 firm-year observations
5,274 firms.

In each of the analyses, we use seemingly unrelated estimation (SUEST) to
compare the regression coefficients from a subsample of firms followed by
analysts who forecast under favorable conditions with a subsample of firms
followed by analysts who forecast under unfavorable conditions. We identify firms
that are followed by analysts who forecast under favorable (unfavorable) condi-
tions by using principal component analysis, based on Bratten et al. (2018), to
extract the underlying dimensions of the following firm-specific analyst charac-
teristics, all provided by I/B/E/S (e.g., Clement 1999; Clement and Tse et al. 2005;
Drake and Myers 2011; Tan et al. 2011): (1) the average number of analysts
employed by the brokerage following firm i in year t (BRSIZE), (2) the average
number of companies the analysts follow in year t in addition to following firm i
in year t (COMPANIES), (3) the average number of years of firm-specific
experience for the analysts following firm i in year t (FEXP), (4) the number of
analysts following the firm i in year t (FOLLOWING), (5) the average number of
years of experience for the analysts following firm i in year t (GENEXP), (6) the
number of days between the analysts’ median consensus forecast issue date and
the fiscal year end (HORIZON), and (7) the average number of industries the
analysts follow in year t, in addition to following firm i in year t (INDUSTRIES).
Our principal component analysis estimation retains three components with an
eigenvalue factor of greater than 1. We characterize component 1 as RESOURCES,
because it loads (with loadings >0.50) on BRSIZE, FOLLOWING, and HORI-
ZON; component 2 as EXPERIENCE, because it loads on FEXP and GENXP; and
component 3 as BUSYNESS, because it loads on COMPANIES and INDUS-
TRIES. Using these three firm-specific components, we define the subsample of
firms followed by analysts who forecast under favorable conditions (unfavorable
conditions) as those firms that are covered by analysts with a below (above)
median level of BUSYNESS and above (below) median levels of EXPERIENCE
and RESOURCES. Table 1, Panel E, provides the results.

4 Empirical analyses

4.1 Sample and descriptive statistics

Table 2 presents the sample size based on country-based IFRS adoption and on whether
the country implemented concurrent enforcement changes. We also report the propor-
tion of a country’s firm-years in terms of total assets, relative to the sum of total assets
for our entire sample. Our final sample includes 2,805 IFRS adopting firms (11,343
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firm-year observations) from 16 countries and 2,469 firms (10,961 firm-year observa-
tions) from the United States as the non-IFRS adopting control country. 1,451 firms
(5,731 firm-year observations) are in countries that bundled mandatory IFRS adoption
with concurrent changes in enforcement, while 1,354 firms (5,612 firm-year observa-
tions) are in IFRS adopting countries with no concurrent enforcement changes. The
United Kingdom and Germany represent the greatest proportion of firms (16.5% from
the former and 7.1% from the latter) and total assets (6.7% from the former and 6.4%
from the latter) from countries that bundled IFRS adoption with concurrent changes in
enforcement, while France represents the greatest proportion of firms (6.4%) and total
assets (9.5%) from countries that did not bundle IFRS adoption with concurrent
changes in enforcement. The sample composition of mandatory IFRS adopters is
consistent with those of Daske et al. (2008) and Horton et al. (2013).

Table 3 shows the descriptive statistics for our entire sample period and separately
for the pre- and post-IFRS periods. We also report tests of differences in means between
those two subsamples, using a bootstrapping approach in which we randomly select,
with replacement, observations from each of the subsamples.8 With respect to our main
variables of interest, the mean (median) AFEi,t is 0.367 (0.2078), while the mean
(median) SFSFEi,t is 0.8293 (0.3204), and the mean (median) DFSFEi,t is 0.8241
(0.2147). Pearson (Spearman) correlations (untabulated) reveal that AFEi,t is positively
and significantly correlated with SFSFEi,t and DFSFEi,t. We note that the means of
AFEi,t, SFSFEi,t, and DFSFEi,t significantly declined from the pre- to the post-IFRS
period. We also note that the means of DQi,t, GOVi,t, HORIZONi,t, RESOURCESi,t, and
SIZEi,t significantly increased from the pre- to the post-IFRS period, while the means of
EXPERIENCEi,t, GAAPi,t, and LEVi,t significantly decreased during the same time
frame.

4.2 Difference-in-differences analysis

We first investigate whether the adoption of IFRS is associated with a change in analyst
forecast accuracy, a change in the accuracy of the SFSF model, or a change in the
accuracy of the DFSF model for the firms in our sample. Table 4 reports univariate
comparisons of the mean AFEi,t, mean SFSFE i,t, and mean DFSFEi,t from the pre- to
the post-IFRS adoption period, using a difference-in-differences design. We calculate
the difference in the mean forecast errors between mandatory IFRS adopters and the
U.S. control group and compare the relative changes over time. Tests of means are
computed using a bootstrapping approach in which we randomly select, with replace-
ment, observations from each of the subsamples and calculate the difference in forecast
errors between periods or the difference-in-differences between the IFRS sample(s) and
the U.S. control sample.9

8 This procedure is repeated 1000 times to obtain the empirical distributions of the differences between the two
subsamples that are approximately normal, with means not significantly different from zero. We compute t-
statistics using the standard errors derived from these empirical distributions.
9 This procedure is repeated 1000 times to obtain the empirical distributions of the differences between periods
and the difference-in-differences between the IFRS sample(s) and the U.S. control sample that are approxi-
mately normal. Again, we compute t-statistics using the standard errors derived from the empirical
distributions.
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The upper panel of Table 4 reports the mean values of AFEi,t, SFSFEi,t, and DFSFEi,t

(in the first, second, and third columns, respectively). The rows of each table report the
forecast errors for the mandatory IFRS adopters (IFRSi,t) and the U.S. control group
(U.S. GAAPi,t), respectively, and the columns report the forecast errors for the pre-IFRS
and the post-IFRS periods, respectively. The mean AFEi,t decreases (10%) for the
mandatory IFRS adopters but does not change significantly for the U.S. control firms.
The significant difference in the analysts’ median consensus forecast error between the
IFRS/non-IFRS adopting firms in the pre-IFRS adoption period remains in the post-
IFRS adoption period. We also find that the pre-IFRS adoption mean SFSFEi,t and
mean DFSFEi,t decrease significantly (36% and 43%, respectively) from the pre-IFRS
to the post-IFRS period for the mandatory IFRS adopters but do not change signifi-
cantly for the U.S. control firms. This evidence is consistent with improved accuracy of
both analyst and financial statement-based forecasts around IFRS adoption.

The lower panel of Table 4 presents the mean values of AFEi,t, SFSFEi,t, and
DFSFEi,t, in the pre-IFRS and the post-IFRS periods separately for firms in
countries that bundled (IFRS_ENFi,t) and firms in countries that did not bundle
(IFRS_nonENFi,t) mandatory IFRS adoption with changes in enforcement. The
panel also includes the mean AFEi,t, SFSFEi,t, and DFSFEi,t for firms from the
U.S. control group (U.S. GAAPi,t). The univariate comparisons of the mean AFEi,t

show that the analysts’ median consensus forecast error significantly decreased for
mandatory IFRS adopters in countries with concurrent changes in enforcement
(22%) but not for mandatory IFRS adopters in countries without concurrent
changes in enforcement. This decrease in analysts’ forecast errors for mandatory
IFRS adopters with changes in enforcement is significantly larger than the change
in the mean AFEi,t for the U.S. control firms.

The univariate comparisons of the mean SFSFEi,t and mean DFSFEi,t show that the
financial statement-based forecast errors significantly decrease for mandatory IFRS
adopters in countries with (22% and 25%, respectively) and without (47% and 54%,
respectively) concurrent changes in enforcement. In contrast, there is no corresponding
decrease in forecast errors from the SFSF model or the DFSF model for the U.S.
control firms around the same period. In addition, the decreases in the mean SFSFEi,t

and mean DFSFEi,t for both mandatory IFRS adopters with and without concurrent
changes in enforcement are significantly larger than the respective changes for the U.S.
control firms. We investigate whether these findings hold when controlling for firm,
year, GICS sectors, and country characteristics in the regression analyses below.

4.3 Analysis of improvements in forecast accuracy

Table 5 presents the results for our regression models in Eqs. (3) and (4) in which we
examine the effect of mandatory IFRS adoption on analyst forecast errors and financial
statement-based forecast errors. In the first column, which reports the results for AFEi,t,
we find positive and significant coefficients on IFRS_ENFi,t and IFRS_nonENFi,t,
suggesting lower analyst forecast accuracy in IFRS adopting countries prior to man-
datory IFRS adoption and relative to the control sample of U.S. firms. The findings for
the control variables suggest greater analyst forecast accuracy for larger firms, firms
with greater financial statement comparability, firms from countries with higher GDP,
and firms whose analyst have greater resources. They also suggest lower analyst

1042 M. Demmer et al.



www.manaraa.com

forecast accuracy for firms with higher leverage, that report losses, and that are
followed by busier analysts.

Most important to our study, we find a significant improvement in analyst median
consensus forecast accuracy for the U.S. control sample from the pre- to the post-
period. (The coefficient on POSTi,t is negative and significant.) We also find that the
improvement in analyst consensus forecast accuracy is more pronounced for firms in
countries that adopted IFRS with concurrent changes in enforcement (the coefficient on
IFRS_ENFi,t * POSTi,t is negative and significant) but not for firms in countries that
adopted IFRS without enforcement changes. In countries with contemporaneous
changes in enforcement, the analysts’ forecast error decreases by an economically

Table 2 Sample composition by country, IFRS adoption and concurrent enforcement changes

Firm-year
observations

Unique firms % of total unique firms % of sum of total assets

IFRS Adopting Countries

with concurrent changes to enforcement

Finland 595 106 2.0% 1.4%

Germany 1,446 373 7.1% 6.4%

Netherlands 418 103 2.0% 1.3%

United Kingdom 3,272 869 16.5% 6.7%

Subtotal 5,731 1,451 27.5% 15.8%

without concurrent changes to enforcement

Austria 153 40 0.8% 1.0%

Belgium 371 74 1.4% 1.1%

Denmark 375 90 1.7% 1.0%

France 1,332 336 6.4% 9.5%

Greece 289 74 1.4% 0.7%

Hong Kong 433 114 2.2% 2.3%

Ireland 56 21 0.4% 0.1%

Italy 824 187 3.5% 3.5%

Poland 250 91 1.7% 0.6%

Portugal 138 30 0.6% 0.7%

Sweden 814 191 3.6% 1.6%

Spain 577 106 2.0% 4.6%

Subtotal 5,612 1,354 25.7% 26.7%

Total - IFRS firms 11,343 2,805 53.2% 42.5%

Control Country

United States 10,961 2,469 46.8% 57.5%

Total - All firms 22,304 5,274 100% 100%

The sample comprises firm-year observations from up to 17 countries. We split the sample into (1) a treatment
group (16 countries) that includes countries that mandate the adoption of IFRS reporting in 2005 and (2) a
benchmark group that comprises firms reporting under U.S. GAAP (U.S. firms only). We further subdivide the
treatment group into countries that either experienced or did not experience a concurrent change in enforce-
ment around the mandatory IFRS adoption. The column “% of sum of total assets” refers to the proportion of
total assets for each country (all firm-years), relative to the sum of total assets for our entire sample
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significant 30% in comparison to the overall average pre-IFRS analysts’ forecast error
in our sample (−0.1137 divided by the pre-IFRS mean AFEi,t of 0.3825). The finding of
greater analyst forecast accuracy after IFRS adoption is consistent with the findings of
Byard et al. (2011) and Horton et al. (2013).

The second column provides the results for the subsample of firms followed by
analysts who forecast under favorable conditions, while the third column presents the
subsample results for firms followed by analysts who forecast under unfavorable
conditions. The results suggest improved analyst forecast accuracy for firms in coun-
tries that adopted IFRS with concurrent changes in enforcement for both subsamples.
The fourth column compares the regression coefficients of the two subsamples using
SUEST to determine whether the change in analysts’ median consensus forecast errors
around mandatory IFRS adoption differs for firms whose analysts forecast under
favorable versus unfavorable conditions. The coefficient on IFRS_ENFi,t * POSTi,t is
significantly more negative in the favorable analyst conditions subsample, compared to
the unfavorable one, suggesting that the IFRS adoption effect for countries with
contemporaneous changes in enforcement is stronger for firms whose analysts forecast
under favorable conditions.10

In the fifth (sixth) column, we find a positive and significant coefficient on
IFRS_nonENFi,t, suggesting lower financial statement-based forecast accuracy in IFRS
adopting countries prior to mandatory IFRS adoption and relative to the control sample
of U.S. firms. We also find that the forecast accuracy of the SFSF and DFSF models
significantly improve around IFRS adoption (the coefficients on IFRS_ENFi,t * POSTi,t
and IFRS_nonENFi,t * POSTi,t are negative and significant), suggesting improvement in
financial statement-based forecasts for firms in countries that adopted IFRS, whether or
not they incorporated concurrent changes in enforcement.11

4.4 Analysis of analysts’ reliance on financial statement-based forecasts

Table 6 reports the results for our regression model in Eq. (5) to test whether analyst
forecast accuracy is more highly associated with the accuracy of the financial
statement-based models after mandatory IFRS adoption and conditioned upon concur-
rent changes in reporting enforcement (tests of H1 and H2). We also compare the
regression coefficients from the subsample of firms whose analysts forecast under
favorable conditions versus under unfavorable conditions (test of H3).

Columns 1 through 4 report the results for the SFSF model. We find a positive and
significant coefficient on FSFEi,t, suggesting a positive association between analyst

10 We also estimate the regression models in equations (3) and (4) for the subsample of firms whose analysts
forecast under neither favorable nor unfavorable conditions (i.e., the excluded subsample of observations).
Again, the results suggest that the improvement in analyst forecast accuracy is more pronounced for firms in
countries that adopted IFRS with concurrent changes in enforcement (the coefficient on IFRS_ENFi,t * POSTi,t
amounts to 0.0669 and is significant at the 1% level) but not for firms in countries that adopted IFRS without
enforcement changes.
11 In supplemental analyses, we test for the difference in coefficients and find that the improvement in forecast
accuracy is significantly greater for firms from IFRS-adopting countries that did not incorporate concurrent
changes in enforcement, in comparison to those from countries that made concurrent enforcement changes.
However, we note that the absolute value of the financial statement-based forecast errors after IFRS adoption
is significantly greater for firms from IFRS-adopting countries that did not incorporate concurrent enforcement
changes than for firms from countries that did incorporate concurrent enforcement changes (see Table 4).
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forecast accuracy and the model’s accuracy. Consistent with the findings in Table 5, we
find positive and significant coefficients on IFRS_ENFi,t and IFRS_nonENFi,t, suggest-
ing lower analyst forecast accuracy in IFRS-adopting countries prior to mandatory
IFRS adoption and relative to the control sample of U.S. firms. We also find more
pronounced improvement in analyst forecast accuracy for firms in countries that
adopted IFRS with concurrent changes in enforcement (the coefficient on POSTi,t *
IFRS_ENFi,t is negative and significant) but not for firms in countries that adopted
IFRS without enforcement changes. The findings for the control variables are consis-
tent with those in Table 5. We also find a positive and significant coefficient on FSFEi,t

* POSTi,t, suggesting greater analyst reliance on financial statement-based forecasts in
the post-period, relative to the pre-period, for the control sample of U.S. firms. We find
a positive and significant coefficient on FSFEi,t * IFRS_ENFi,t, suggesting greater
analyst reliance on financial statement-based forecasts for firms that adopted IFRS
with enforcement changes in the pre-period.

Most important to our study, the results suggest that the association between
analyst forecast accuracy and the SFSF model accuracy is significantly more posi-
tive for mandatory IFRS adopters that incorporated concurrent changes in enforce-
ment but not for mandatory adopters that did not do so. The coefficient on FSFEi,t *
POSTi,t * IFRS_ENFi,t of 0.0814 is significant and represents an increased associa-
tion of approximately 164% of the unconditional association of AFEi,t to FSFEi,t in
the pre-IFRS adoption period. (The untabulated coefficient on FSFEi,t amounts to
0.0495.) Thus the evidence is consistent with an economically significant increase in
the association of analyst forecast accuracy and the SFSF model accuracy. In
addition, we find that the more positive association between analyst forecast accu-
racy and the FSF model accuracy for mandatory IFRS adopters that incorporated
concurrent enforcement changes is stronger for firms whose analysts forecast under
favorable conditions.

Columns 5 through 8 report the results for the DFSF model. The results
resemble those for the SFSF model. That is, we find a general positive association
between analyst forecast accuracy and the model’s accuracy. In addition, we find
that the association between analyst forecast accuracy and the model’s accuracy is
significantly more positive for mandatory IFRS adopters that incorporated con-
current changes in enforcement but not for mandatory adopters that did not do so.
The coefficient on FSFEi,t * POSTi,t * IFRS_ENFi,t of 0.0467 represents an
increased association of approximately 152% of the unconditional association of
AFEi,t to FSFEi,t in the pre-IFRS adoption period. (The untabulated coefficient on
FSFEi,t is 0.0308.) Lastly, we document that the more positive association between
analyst forecast accuracy and the DFSF model accuracy around mandatory IFRS
adoption is stronger for firms whose analysts forecast under favorable
conditions.12

12 We estimate the regression model in equations (5) for the subsample of firms whose analysts forecast under
neither favorable nor unfavorable conditions. We find a positive and significant coefficient of 0.051 on
SFSFEi,t * POSTi,t * IFRS_ENFi,t (0.0212 on DFSFEi,t * POSTi,t * IFRS_ENFi,t,) and an insignificant
coefficient of 0.0046 on SFSFEi,t * POSTi,t * IFRS_nonENFi,t (0.0041 on DFSFEi,t * POSTi,t *
IFRS_nonENFi,t).

Mandatory IFRS adoption and analyst forecast accuracy 1049
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4.5 Analysis of the incremental informativeness of financial statement-based
forecasts

Table 7 presents the results for whether analyst forecasts for firms whose analysts
forecast under unfavorable conditions could be improved with the information from the
financial statement-based forecasts (test of H4).13 Columns 1 through 4 report the
results for the SFSF forecast model. We find that the coefficient on AFi,t is 0.7989,
which is significantly less than one (untabulated). We also find a positive and signif-
icant coefficient on (FSFi,t − AFi,t), which suggests that SFSF forecasts are incremen-
tally informative over analyst forecasts for explaining year-ahead EPS forecasts overall.
We find a negative and significant coefficient on (FSFi,t − AFi,t) ∗ POSTi,t, suggesting
the SFSF forecasts have less incremental information content for explaining year-ahead
EPS in the post-period for the control sample of U.S. firms. We find a positive and
signifcant coefficient on (FSFi,t − AFi,t) ∗ IFRS _ ENFi,t, suggesting the SFSF forecasts
of firms that adopt IFRS with changes in enforcement have greater incremental
information content for explaining year-ahead EPS in the pre-period than other firms.
We find a positive and significant coefficient on POSTi,t ∗ IFRS _ ENFi,t, suggesting
that firms that adopt IFRS with changes in enforcement experienced higher EPS in the
post-period. We find that larger, profitable firms with greater financial statement
comparability and greater differences between local GAAP and IFRS experience higher
year-ahead EPS.

Most relevant to our study, we find that the incremental information content of
financial statement-based forecasts over analyst forecasts is more pronounced for firms
in countries that mandatorily adopted IFRS but did not incorporate concurrent changes
in enforcement. The coefficient on (FSFi,t − AFi,t) ∗ POSTi,t ∗ IFRS _ nonENFi,t of
0.1086 is significant and represents an increased association of approximately 248%
of the unconditional association of EPSi,t to AFi,t in the pre-IFRS adoption period. (The
untabulated coefficient on (FSFi,t − AFi,t) is 0.0437.) When we separately examine
firms whose analysts forecast under favorable versus unfavorable conditions, we find
significant coefficients on (FSFi,t − AFi,t) ∗ POSTi,t ∗ IFRS _ nonENFi,t for both subsam-
ples but find a significantly greater coefficient for firms whose analysts forecast under
unfavorable conditions.

Column 2 reports the results for the DFSF forecast model. The results resemble
those reported for the SFSF model. In particular, we find a positive and significant
coefficient on (FSFi,t − AFi,t), which suggests that the DFSF forecasts are incrementally
informative over analyst forecasts for explaining year-ahead EPS. We also find that the
incremental information in DFSF forecasts over analyst forecasts is more pronounced
for firms in countries that mandatorily adopted IFRS but did not incorporate concurrent
changes in enforcement. The coefficient on (FSFi,t − AFi,t) ∗ POSTi,t ∗ IFRS _ nonENFi,t

of 0.0467 is significant and represents an increased association of approximately 155%
of the unconditional association of AFEi,t to FSFEi,t in the pre-IFRS adoption period.

13 For this part of our analysis, EPS is taken from the I/B/E/S database as opposed to the Compustat Global
database. This should bias against finding incremental improvement to analyst forecasts by incorporating the
information provided by the financial statement-based forecasts, due to the fact that I/B/E/S does not provide
detailed explanations with respect to which items are eliminated from the actual as well as the median
consensus earnings per share number. Our results remain qualitatively similar using the mean consensus
forecasted EPS.
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(The untabulated coefficient on (FSFi,t − AFi,t) is 0.0468.) We also find that the results
are more pronounced for firms whose analysts forecast under unfavorable conditions.14

These findings suggest that analyst forecasts for firms whose analysts forecast under
unfavorable conditions do not fully incorporate the predictive ability of financial
statements and that this relation is more pronounced for firms after IFRS adoption in
countries without concurrent enforcement changes.

Given our finding that analyst forecasts do not fully incorporate the predictive ability
of financial statement-based forecasts after IFRS adoption in countries without concur-
rent changes in enforcement, we investigate whether this underreliance on financial
statement information has implications for stock returns. Specifically, we examine
whether year-ahead stock returns are associated with the difference between the
summary and financial statement-based forecast of EPS and the analysts’ median
consensus forecast of EPS, (FSFi,t − AFi,t). The year-ahead stock return for firm i
(CARi,t) is calculated as the cumulative size-adjusted 12-month buy-and-hold stock
return starting the fourth month after the end of fiscal year t-1. Following the literature
(e.g., Hui et al. 2016), we adjust the firm’s 12-month stock return by its corresponding
country-specific size quintile return from the respective IFRS adopting country. We use
the corresponding size decile return for the control sample of U.S. firms.15 As presented
in Table 8, the coefficients on (FSFi,t − AFi,t) and (FSFi,t − AFi,t) ∗ POSTi,t ∗ IFRS _
nonENFi,t are positive and statistically significant. These results suggest that financial
statement-based forecasts provide incremental information over analyst forecasts for
explaining year-ahead abnormal returns, particularly in countries without concurrent
enforcement changes. We interpret this finding as initial evidence of stock mispricing
associated with analyst underreliance on financial statement-based forecasts that war-
rants future research.16

5 Robustness tests and additional analyses

First, we examine the effect of forecast horizon on the results in Table 9, Panel A.
Specifically, we use the most recent median consensus forecast before the forecasted
year’s fiscal year-end, as opposed to the earliest analysts’ median consensus forecast
after the prior year’s earnings announcement. We find that the results are robust to this
horizon; however, we note a reduction in the magnitude of the coefficients of interest.
The attenuation of the relations is consistent with a timing advantage for analyst
forecasts issued after the previous fiscal year-end, given that the analyst forecast date
extends further from the date of the financial statements on which the financial
statement-based model is based.

14 We also estimate the regression model in equations (6) for the subsample of firms whose analysts forecast
under neither favorable nor unfavorable conditions. The corresponding results for the SFSF model (DFSF
model) show a positive and significant coefficient of 0.0579 (0.2479) on (FSFi,t − AFi,t) and of 0.0248
(0.02857) on (FSFi,t − AFi,t) ∗ POSTi,t ∗ IFRS _ nonENFi,t.
15 For firms that are delisted during the future period, we use a − 55% delisting return (Shumway and Warther
1999).
16 In untabulated results, we find no difference in the incremental effect for the subsample of firms followed by
analysts who forecast under favorable conditions and the subsample of firms followed by analysts who
forecast under unfavorable conditions.
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Table 8 Analysis of the incremental informativeness of financial statement-based forecasts over analysts’
forecasts to explain year-ahead cumulative abnormal returns

Column No. 1 2

Dependent Variable CARit CARit

FSF definition SFSFi,t DFSFi,t

Independent Variables Coefficient t-statistic Coefficient t-statistic

AFi,t −0.0004 −0.51 −0.0005 −0.60
(FSFi,t - AFi,t) 0.0004 ** 2.31 0.0028 ** 2.62

POST i,t −0.0055 −0.23 −0.0117 −0.48
IFRS_ENFi,t −0.0218 −1.39 −0.0183 −1.04
IFRS_nonENFi,t 0.0294 1.68 0.0356 * 1.99

(FSF i,t - AFi,t) * POST i,t −0.0011 *** −4.29 −0.0010 −0.97
(FSF i,t - AFi,t) * IFRS_ENFi,t 0.0214 ** 2.52 0.2000 1.55

(FSF i,t - AFi,t) * IFRS_nonENFi,t 0.0040 *** 4.03 −0.0039 −1.36
IFRS_ENFi,t * POST i,t −0.0064 *** −3.33 −0.0065 *** −3.27
IFRS_nonENFi,t * POST i,t −0.0101 *** −4.47 −0.0106 *** −4.88
(FSFi,t - AFi,t) * POST i,t * IFRS_ENFi,t −0.0033 −0.82 −0.0101 −0.16

(FSFi,t - AFi,t) * POST i,t * IFRS_nonENFi,t 0.0340 ** 2.33 0.0255 ** 2.38

DQi,t −0.0418 −1.61 −0.0431 −1.64
COMPACCT4 i,t 0.0153 *** 7.10 0.0153 *** 7.29

GAAPi,t 0.0099 ** 2.57 0.0104 ** 2.81

SIZE i,t −0.0006 −0.11 −0.0005 ** −0.11
LEVi,t 0.0000 0.04 0.0000 0.04

LOSS i,t −0.0796 *** −6.16 −0.0793 *** −6.15
GOVi,t −0.0342 ** −2.67 −0.0325 ** −2.54
GDPi,t −0.0005 −0.39 −0.0003 −0.22
BUSYNESS i,t 0.0013 0.31 0.0012 0.29

EXPERIENCE i,t 0.0004 0.15 0.0004 0.18

RESOURCES i,t 0.0023 0.29 0.0019 0.25

Country-industry fixed effects yes yes

Year fixed effects yes yes

# of observations 22,304 22,304

Adjusted R2 0.0363 0.0360

Column 1 presents regression analyses explaining firms’ cumulative abnormal returns (CARi,t) using forecasts
from the SFSF model (SFSFi,t) expressed in Eq. (1). Column 2 presents regression analyses explaining firms’
cumulative abnormal returns (CARi,t), using forecasts from the DFSF model (DFSFi,t) expressed in Eq. (2).
See Table 1, Panel A, for variable definitions. The regressions are estimated with an intercept included but not
reported. Country-industry fixed effects are based on the sample countries and the two-digit GICS sectors (#10
energy, #15 materials, #20 industrials, #25 consumer discretionary, #30 consumer staples, #35 health care, #45
information technology, #50 telecommunication services, and #55 utilities). We report t-statistics based on
heteroscedasticity-robust standard errors clustered by country. *, **, and *** indicate significance at the 10, 5,
and 1% levels, respectively

Mandatory IFRS adoption and analyst forecast accuracy 1057



www.manaraa.com

Ta
bl
e
9

A
dd
iti
on
al
an
al
ys
is
of

an
al
ys
t
fo
re
ca
st
ac
cu
ra
cy

im
pr
ov
em

en
ts
an
d
fi
na
nc
ia
l
st
at
em

en
t-
ba
se
d
fo
re
ca
st
s’
in
cr
em

en
ta
l
in
fo
rm

at
iv
en
es
s
ar
ou
nd

m
an
da
to
ry

IF
R
S
ad
op
tio
n

P
an

el
A
:
R
e-
es
ti
m
at
io
n
of

T
ab

le
s
5
th
ro
ug

h
7
us
in
g
th
e
m
os
t
re
ce
nt

an
al
ys
t
fo
re
ca
st
s
be
fo
re

fo
re
ca
st
ed

ye
ar
’s
fi
sc
al

ye
ar
-e
nd

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 5

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 6

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 7

D
ep

en
de

nt
 V

ar
ia

bl
e

D
ep

en
de

nt
 V

ar
ia

bl
e

FS
FE

 d
ef

in
iti

on
FS

FE
 d

ef
in

iti
on

In
d
ep

en
d

en
t 

V
ar

ia
b
le

s
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

In
d

ep
en

d
en

t 
V

ar
ia

b
le

s
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

C
o

ef
fi

ci
en

t
t-

st
at

is
ti

c
In

d
ep

en
d

en
t 

V
ar

ia
b

le
s

C
o

ef
fi

ci
en

t
t-

st
at

is
ti

c
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

PO
ST

i,t
-0

.0
1
9
9

*
*
*

-3
.2

1
FS

FE
i,t

0
.0
0
4
9

*
*
*

9
.3
1

0
.0
0
5
0

*
*
*

4
.5
9

AF
i,t

0
.9
5
8
7

*
*
*

2
6
.3
7

0
.9
5
8
8

*
*
*

2
2
.8
4

IF
RS

_E
NF

i,t
0
.0

9
4
9

*
*
*

6
.2

8
PO

ST
i,t

 
-0

.0
2
5
0

-0
.7

6
-0

.0
2
7
9

-1
.1

8
(F

SF
i,t

 - 
AF

i,t
)

0
.0
2
1
6
*
*
*

4
.2
5

0
.0
7
3
7
*

1
.9
4

IF
RS

_n
on

EN
F

i,t
0
.1

1
8
7

*
*
*

2
3
.9

3
IF

RS
_E

NF
i,t

0
.0

8
4
0

*
*
*

1
5
.7

6
0
.0

9
9
2

*
*
*

1
5
.9

5
PO

ST
i,t

0
.0

9
7
7

*
8
.1

4
0
.1

0
1
4

1
.6

7

IF
RS

_E
N

F
i,t

 *
 P

O
ST

i,t
-0
.0
8
9
3

*
*
*

-9
.1
4

IF
RS

_n
on

EN
F

i,t
0
.1

0
3
9

*
*
*

5
.3

2
0
.1

0
9
2

*
*
*

5
.3

3
IF

RS
_E

NF
i,t

0
.0

1
7
5

0
.0

8
0
.0

0
2
1

0
.0

1

IF
RS

_n
on

EN
F

i,t
 *

 P
O

ST
i,t

-0
.0
5
9
8

-0
.7
5

FS
FE

i,t
 *

 P
O

ST
i,t

 
0
.0

0
4
3

*
*
*

1
6
.4

7
0
.0

0
0
0

-0
.1

4
IF

RS
_n

on
EN

F
i,t

0
.0

2
7
1

0
.0

9
-0

.0
1
6
4

-0
.2

0

FS
FE

i,t
 *

 IF
RS

_E
NF

i,t
0
.0

5
2
0

*
*
*

9
.6

6
0
.0

3
1
5

*
*
*

4
.5

5
(F

SF
i,t

 - 
AF

i,t
) *

 P
O

ST
i,t

-0
.0

1
9
9

*
*
*

-3
.2

7
-0

.0
6
7
5

*
-1

.8
2

FS
FE

i,t
 *

 IF
RS

_n
on

EN
F

i,t
0
.0

0
7
2

*
*

2
.4

3
0
.0

0
1
5

0
.6

7
(F

SF
i,t

 - 
AF

i,t
) *

 IF
RS

_E
NF

i,t
0
.0

9
2
9

*
*
*

1
4
.9

9
0
.0

1
0
3

*
*

2
.5

4

PO
ST

t 
* 

IF
RS

_E
NF

i,t
-0

.0
7
9
0

*
*
*

-6
.8

5
-0

.0
9
4
0

*
*
*

-8
.4

6
(F

SF
i,t

 - 
AF

i,t
) *

 IF
RS

_n
on

EN
F

i,t
0
.0

1
3
2

1
.4

0
-0

.0
3
4
5

-0
.7

9

PO
ST

i,t
 *

 IF
RS

_n
on

EN
F

i,t
-0

.0
8
8
6

-1
.2

9
-0

.0
8
3
4

-0
.8

8
PO

ST
i,t

 *
 IF

RS
_E

NF
i,t

0
.0

2
8
5

*
1
.9

3
0
.0

4
4
4

*
*
*

3
.9

2

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_E

N
F

i,t
0
.0
3
2
2

*
*
*

1
1
.2
0

0
.0
1
5
7

*
*
*

9
.9
2

PO
ST

i,t
 *

 IF
RS

_n
on

EN
F

i,t
0
.0

0
1
3

0
.0

1
0
.0

8
8
1

0
.7

6

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_n

on
EN

F
i,t

-0
.0
0
6
2

-0
.4
3

0
.0
0
8
8

0
.5
1

(F
SF

i,t
 - 

AF
i,t

) *
 P

O
ST

i,t
 *

 IF
RS

_E
N

F
i,t

-0
.0
2
9
2

-1
.1
4

-0
.0
3
4
9

-1
.2
4

(F
SF

i,t
 - 

AF
i,t

) *
 P

O
ST

i,t
 *

 IF
RS

_n
on

EN
F

i,t
0
.0
2
5
4

*
*

2
.4
9

0
.0
2
1
4

*
*

2
.6
2

C
O

N
T

R
O

L
S

i,
t

C
O

N
T

R
O

L
S

i,
t

C
O

N
T

R
O

L
S

i,
t

C
o
u
n
tr

y
-i

n
d
u
st

ry
 f

ix
ed

 e
ff

ec
ts

C
o
u
n
tr

y
-i

n
d

u
st

ry
 f

ix
ed

 e
ff

ec
ts

C
o
u
n
tr

y
-i

n
d

u
st

ry
 f

ix
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

#
 o

f 
o

b
se

rv
at

io
n
s

#
 o

f 
o

b
se

rv
at

io
n
s

#
 o

f 
o

b
se

rv
at

io
n
s

A
d
ju

st
ed

 R
2

A
d
ju

st
ed

 R
2

A
d
ju

st
ed

 R
2

Co
lu

m
n 

1

AF
E

i,t
AF

E
i,t

Co
lu

m
n 

1
Co

lu
m

n 
5

y
es

0
.3

0
0
0

0
.3

4
9
8

0
.3

2
7
4

2
2
,3

0
4

2
2
,3

0
4

2
2
,3

0
4

y
es

y
es

Co
lu

m
n 

1
Co

lu
m

n 
5

EP
S

i,t
EP

S
i,t

SF
SF

i,t
D

FS
F

i,t

y
es

y
es

y
es

y
es

D
ep

en
de

nt
 V

ar
ia

bl
e

AF
E

i,t

2
2
,3

0
4

2
2
,3

0
4

0
.9

5
7
0

0
.9

5
7
1

y
es

y
es

y
es

SF
SF

E
i,t

D
FS

FE
i,t

y
es

y
es

y
es

y
es

y
es

1058 M. Demmer et al.



www.manaraa.com

Ta
bl
e
9

(c
on
tin

ue
d)

P
an

el
B
:
R
e-
es
ti
m
at
io
n
of

T
ab

le
s
5
th
ro
ug

h
7
us
in
g
th
e
pr
e-
ex
is
ti
ng

le
ve
l
of

a
co
un

tr
y’
s
go
ve
rn
an

ce
qu

al
it
y

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 5

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 6

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 7

D
ep

en
de

nt
 V

ar
ia

bl
e

D
ep

en
de

nt
 V

ar
ia

bl
e

FS
FE

 d
ef

in
iti

on
FS

FE
 d

ef
in

iti
on

In
d
ep

en
d
en

t 
V

ar
ia

b
le

s
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

In
d
ep

en
d
en

t 
V

ar
ia

b
le

s
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

C
o
ef

fi
ci

en
t

t-
st

at
is

ti
c

In
d
ep

en
d
en

t 
V

ar
ia

b
le

s
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

C
o

ef
fi

ci
en

t
t-

st
at

is
ti

c

PO
ST

i,t
-0

.0
5

8
2

*
*

-2
.6

3
FS

FE
i,t

0
.0
3
8
0

*
*
*

2
4
.5
0

0
.0
5
0
3

*
*
*

2
7
.7
0

AF
i,t

0
.7
9
1
3

*
*
*

1
1
.0
2

0
.7
8
0
8

*
*
*

1
0
.4
2

IF
RS

_E
NF

hi
gh

G
O

V,
i,t

0
.1

1
1

9
*
*
*

7
.0

2
PO

ST
i,t

 
-0

.0
4
3
9

-1
.6

2
-0

.0
3
0
3

-1
.1

4
(F

SF
i,t

 - 
AF

i,t
)

0
.0
6
4
5
*
*
*

3
.8
7

0
.2
4
3
5
*
*
*

3
.6
7

IF
RS

_E
NF

lo
w

G
O

V,
i,t

0
.1

5
5

5
*
*
*

7
.6

1
IF

RS
_E

NF
hi

gh
G

O
V,

i,t
0
.0

5
3
8

*
*

2
.3

9
0
.1

1
8
3

*
*
*

5
.8

5
PO

ST
i,t

0
.2

1
5
7

*
2
.1

1
0
.2

0
9
7

*
2
.0

8

IF
RS

_n
on

EN
F

hi
gh

G
O

V,
i,t

0
.0

7
5

7
*
*

2
.2

4
IF

RS
_E

NF
lo

w
G

O
V,

i,t
0
.0

8
3
1

*
*
*

3
.4

2
0
.1

4
0
6

*
*
*

5
.3

8
IF

RS
_E

NF
hi

gh
G

O
V,

i,t
-0

.2
1
1
6

-1
.0

2
-0

.0
5
2
0

-0
.2

4

IF
RS

_n
on

EN
F

lo
w

G
O

V,
i,t

0
.1

5
8

0
*
*
*

3
.4

4
IF

RS
_n

on
EN

F
hi

gh
G

O
V,

i,t
0
.1

1
8
0

*
*

2
.3

4
0
.1

4
9
6

*
*

2
.8

3
IF

RS
_E

NF
lo

w
G

O
V,

i,t
-0

.0
3
4
3

-0
.1

1
-0

.1
9
2
9

-0
.6

5

IF
RS

_E
N

F
hi

gh
G

O
V

,i,
t *

 P
O

ST
i,t

-0
.0
7
6
1

*
*
*

-5
.3
3

IF
RS

_n
on

EN
F

lo
w

G
O

V,
i,t

0
.1

5
4
8

*
*
*

3
.4

1
0
.2

1
1
7

*
*
*

4
.2

1
IF

RS
_n

on
EN

F
hi

gh
G

O
V,

i,t
0
.0

6
4
9

0
.1

9
0
.1

2
6
2

0
.4

1

IF
RS

_E
N

F
lo

w
G

O
V

,i,
t *

 P
O

ST
i,t

-0
.0
7
8
9
*
*
*

-2
.3
1

FS
FE

i,t
 *

 P
O

ST
i,t

 
0
.0

1
3
4

*
*
*

9
.4

7
-0

.0
1
0
1

*
*
*

-8
.3

9
IF

RS
_n

on
EN

F
lo

w
G

O
V,

i,t
-0

.1
1
8
5

*
-1

.8
9

-0
.1

1
6
2

*
-1

.8
3

IF
RS

_n
on

EN
F

hi
gh

G
O

V
,i,

t *
 P

O
ST

i,t
0
.0
0
7
2

0
.1
5

FS
FE

i,t
 *

 IF
RS

_E
NF

hi
gh

G
O

V,
i,t

0
.1

1
8
7

*
*
*

7
.8

1
0
.0

3
9
9

*
*
*

4
.9

1
(F

SF
i,t

 - 
AF

i,t
) *

 P
O

ST
i,t

-0
.0

5
1
9

*
*
*

-3
.6

1
-0

.2
1
3
3

*
*
*

-3
.4

7

IF
RS

_n
on

EN
F

lo
w

G
O

V
,i,

t *
 P

O
ST

i,t
0
.0
1
8
1

0
.3
1

FS
FE

i,t
 *

 IF
RS

_E
NF

lo
w

G
O

V,
i,t

0
.0

7
1
1

*
*
*

2
2
.4

1
0
.0

2
0
9

*
*
*

1
7
.2

8
(F

SF
i,t

 - 
AF

i,t
) *

 IF
RS

_E
NF

hi
gh

G
O

V,
i,t

0
.2

2
3
5

*
*

2
.8

1
0
.2

4
0
2

*
*

2
.9

4

FS
FE

i,t
 *

 IF
RS

_n
on

EN
F

hi
gh

G
O

V,
i,t

-0
.0

0
1
4

-0
.1

0
-0

.0
3
1
7

*
*
*

-3
.0

3
(F

SF
i,t

 - 
AF

i,t
) *

 IF
RS

_E
NF

lo
w

G
O

V,
i,t

0
.3

8
2
0

*
*
*

1
1
.1

3
0
.1

0
0
2

*
*
*

1
7
.1

1

FS
FE

i,t
 *

 IF
RS

_n
on

EN
F

lo
w

G
O

V,
i,t

-0
.0

0
3
3

-0
.3

5
-0

.0
3
4
0

*
*
*

-5
.2

2
(F

SF
i,t

 - 
AF

i,t
) *

 IF
RS

_n
on

EN
F

hi
gh

G
O

V,
i,t

0
.0

5
0
0

*
*
*

4
.0

6
-0

.1
7
2
2

-1
.6

2

IF
RS

_E
NF

hi
gh

G
O

V,
i,t

 *
 P

O
ST

i,t
-0

.0
3
8
5

*
*

-2
.2

7
-0

.0
9
6
1

*
*
*

-4
.9

5
(F

SF
i,t

 - 
AF

i,t
) *

 IF
RS

_n
on

EN
F

lo
w

G
O

V,
i,t

-0
.0

0
5
4

-0
.3

2
0
.0

9
9
5

0
.8

1

IF
RS

_E
NF

lo
w

G
O

V,
i,t

 *
 P

O
ST

i,t
-0

.0
9
4
0

*
*

-2
.4

1
-0

.1
4
0
5

*
*
*

-3
.2

3
IF

RS
_E

NF
hi

gh
G

O
V,

i,t
 *

 P
O

ST
i,t

0
.1

2
8
3

*
*
*

3
.9

1
0
.1

3
1
1

*
*
*

3
.4

1

IF
RS

_n
on

EN
F

hi
gh

G
O

V,
i,t

 *
 P

O
ST

i,t
-0

.0
4
3
2

-0
.7

1
-0

.0
4
1
4

-0
.6

2
IF

RS
_E

NF
lo

w
G

O
V,

i,t
 *

 P
O

ST
i,t

0
.0

9
6
3

*
*

2
.4

5
0
.1

1
0
7

*
*
*

3
.0

4

IF
RS

_n
on

EN
F

lo
w

G
O

V,
i,t

 *
 P

O
ST

i,t
-0

.0
1
5
1

-0
.2

6
-0

.0
2
5
9

-0
.3

9
IF

RS
_n

on
EN

F
hi

gh
G

O
V,

i,t
 *

 P
O

ST
i,t

0
.6

6
1
9

1
.4

7
0
.5

7
9
0

1
.3

7

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_E

N
F

hi
gh

G
O

V
,i,

t
0
.0
7
6
4

*
*
*

5
.5
7

0
.0
4
7
3

*
*
*

5
.0
8

IF
RS

_n
on

EN
F

lo
w

G
O

V,
i,t

 *
 P

O
ST

i,t
0
.1

0
6
8

*
1
.9

6
0
.1

0
3
4

*
2
.0

4

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_E

N
F

lo
w

G
O

V
,i,

t
0
.0
8
4
4

*
*
*

6
.6
1

0
.0
4
5
7

*
*
*

4
.4
3

(F
SF

i,t
 - 

AF
i,t

) *
 P

O
ST

i,t
 *

 IF
RS

_E
N

F
hi

gh
G

O
V

,i,
t

-0
.3
2
0
5

-1
.3
6

-0
.3
2
8
4

-1
.1
5

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_n

on
EN

F
hi

gh
G

O
V

,i,
t

0
.0
0
8
4

1
.5
5

0
.0
1
1
0

1
.6
1

(F
SF

i,t
 - 

AF
i,t

) *
 P

O
ST

i,t
 *

 IF
RS

_E
N

F
lo

w
G

O
V

,i,
t

-0
.1
1
2
1

-0
.9
7

0
.0
6
5
4

1
.1
7

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_n

on
EN

F
lo

w
G

O
V

,i,
t

-0
.0
0
2
8

-1
.3
9

0
.0
0
3
3

1
.2
4

(F
SF

i,t
 - 

AF
i,t

) *
 P

O
ST

i,t
 *

 IF
RS

_n
on

EN
F

hi
gh

G
O

V
,i,

t
0
.0
8
2
7

*
*
*

4
.1
3

0
.0
7
2
8

*
*
*

3
.0
2

(F
SF

i,t
 - 

AF
i,t

) *
 P

O
ST

i,t
 *

 IF
RS

_n
on

EN
F

lo
w

G
O

V
,i,

t
0
.4
2
6
9

*
*
*

7
.5
0

0
.0
7
5
3

*
*
*

3
.5
8

C
O

N
T

R
O

L
S

i,
t

C
O

N
T

R
O

L
S

i,
t

C
O

N
T

R
O

L
S

i,
t

C
o
u
n
tr

y
-i

n
d
u
st

ry
 f

ix
ed

 e
ff

ec
ts

C
o
u
n
tr

y
-i

n
d
u
st

ry
 f

ix
ed

 e
ff

ec
ts

C
o
u
n
tr

y
-i

n
d
u
st

ry
 f

ix
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

#
 o

f 
o

b
se

rv
at

io
n
s

#
 o

f 
o

b
se

rv
at

io
n
s

#
 o

f 
o

b
se

rv
at

io
n
s

A
d

ju
st

ed
 R

2
A

d
ju

st
ed

 R
2

A
d
ju

st
ed

 R
2

EP
S

i,t
EP

S
i,t

Co
lu

m
n 

1
Co

lu
m

n 
1

Co
lu

m
n 

5
Co

lu
m

n 
1

Co
lu

m
n 

5

0
.8

8
1
6

0
.8

8
2
1

SF
SF

E
i,t

D
FS

FE
i,t

SF
SF

i,t
D

FS
F

i,t

D
ep

en
de

nt
 V

ar
ia

bl
e

AF
E

i,t

y
es

y
es

y
es

AF
E

i,t
AF

E
i,t

y
es

y
es

y
es

y
es

y
es

y
es

y
es

y
es

y
es

y
es

y
es

y
es

2
2

,3
0

4
2
2
,3

0
4

2
2
,3

0
4

2
2
,3

0
4

2
2
,3

0
4

0
.2

1
1

2
0
.2

6
2
0

0
.2

3
7
4

Mandatory IFRS adoption and analyst forecast accuracy 1059



www.manaraa.com

Ta
bl
e
9

(c
on
tin

ue
d)

P
an

el
C
:
R
e-
es
ti
m
at
io
n
of

T
ab

le
s
5
an

d
6
us
in
g
pl
ac
eb
o
IF
R
S
ad

op
ti
on

ye
ar
s

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 5

Re
-E

sti
m

at
io

n 
of

 T
ab

le
 6

D
ep

en
de

nt
 V

ar
ia

bl
e

FS
FE

 d
ef

in
iti

on

IF
RS

 P
la

ce
bo

IF
RS

 P
la

ce
bo

In
d
ep

en
d

en
t 

V
ar

ia
b

le
s

C
o
ef

fi
ci

en
t

t-
st

at
is

ti
c

C
o
ef

fi
ci

en
t

t-
st

at
is

ti
c

In
d
ep

en
d

en
t 

V
ar

ia
b
le

s
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

C
o

ef
fi

ci
en

t
t-

st
at

is
ti

c
C

o
ef

fi
ci

en
t

t-
st

at
is

ti
c

C
o

ef
fi

ci
en

t
t-

st
at

is
ti

c

PO
ST

i,t
-0

.1
1

9
6

-1
.6

1
0

.2
4

9
9

0
.7

4
FS

FE
i,t

0
.2
1
0
6

*
*
*

6
.4
2

0
.0
3
0
3

*
1
.7
5

0
.0
9
0
1

*
*
*

3
.3
5

0
.0
6
8
8

*
*
*

4
.1
4

IF
RS

_E
NF

i,t
-0

.4
1

0
9

*
*
*

-4
.1

1
-0

.2
9

6
5

-0
.7

8
PO

ST
i,t

 
-0

.1
2
0
9

-1
.5

4
0
.1

8
8
0

0
.5

9
-0

.1
2
5
0

-1
.4

2
0
.3

3
7
7

0
.9

7

IF
RS

_n
on

EN
F

i,t
0

.1
4

5
4

*
*

2
.7

5
-0

.2
7

8
9

-0
.7

5
IF

RS
_E

NF
i,t

-0
.4

4
3
1

*
-2

.5
9

-0
.2

3
5
3

-0
.6

5
-0

.4
5

0
5

*
*
*

-3
.8

0
-0

.3
4
1
3

-0
.8

7

IF
RS

_E
N

F
i,t

 *
 P

O
ST

i,t
0
.1
1
0
8

1
.5
9

-0
.1
0
6
1

-0
.3
4

IF
RS

_n
on

EN
F

i,t
0
.0

5
5
3

0
.8

2
-0

.2
2
4
9

-0
.6

3
0
.1

1
0
7

*
1
.8

5
-0

.3
3
0
0

-0
.8

6

IF
RS

_n
on

EN
F

i,t
 *

 P
O

ST
i,t

0
.1
1
1
4

1
.7
2

-0
.3
2
5
6

-1
.0
3

FS
FE

i,t
 *

 P
O

ST
i,t

 
0
.0

0
2
3

0
.9

6
0
.0

1
8
4

0
.6

6
0
.0

3
9
9

1
.5

7
-0

.0
3
7
8

-1
.3

1

FS
FE

i,t
 *

 IF
RS

_E
NF

i,t
-0

.0
2
7
0

-0
.3

4
0
.0

7
6
4

1
.2

9
0
.0

2
1
8

0
.4

4
0
.0

2
4
4

1
.0

4

FS
FE

i,t
 *

 IF
RS

_n
on

EN
F

i,t
-0

.1
9
3
1

*
*
*

-5
.2

4
0
.0

4
1
3

1
.1

4
-0

.0
9
1
5

*
*
*

-6
.3

4
-0

.0
3
2
6

-1
.5

8

PO
ST

t 
* 

IF
RS

_E
NF

i,t
0
.1

1
2
0

1
.5

7
-0

.1
9
8
9

-0
.7

2
0
.1

1
1
1

1
.3

3
-0

.3
6
7
3

-1
.1

5

PO
ST

i,t
 *

 IF
RS

_n
on

EN
F

i,t
0
.1

1
1
1

1
.5

1
-0

.0
6
1
2

-0
.2

2
0
.1

1
6
6

1
.3

9
-0

.2
0
1
9

-0
.6

0

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_E

N
F

i,t
-0
.0
0
6
2

-0
.1
9

0
.0
0
0
1

0
.0
0

-0
.0
3
9
6

-1
.2
1

0
.0
4
4
6

1
.1
7

FS
FE

i,t
 *

 P
O

ST
i,t

 *
 IF

RS
_n

on
EN

F
i,t

-0
.0
3
4
1

-0
.4
2

-0
.0
8
0
8

-0
.9
7

-0
.0
2
1
2

-0
.3
3

-0
.0
2
0
8

-0
.9
4

C
O

N
T

R
O

L
S

i,
t

C
O

N
T

R
O

L
S

i,
t

C
o
u
n
tr

y
-i

n
d

u
st

ry
 f

ix
ed

 e
ff

ec
ts

C
o

u
n
tr

y
-i

n
d

u
st

ry
 f

ix
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

Y
ea

r 
fi

x
ed

 e
ff

ec
ts

#
 o

f 
o

b
se

rv
at

io
n
s

#
 o

f 
o

b
se

rv
at

io
n
s

A
d
ju

st
ed

 R
2

A
d

ju
st

ed
 R

2

Co
lu

m
n 

5

AF
E

i,t
AF

E
i,t

AF
E

i,t

Co
lu

m
n 

1
Co

lu
m

n 
1

Co
lu

m
n 

5
Co

lu
m

n 
1

Co
lu

m
n 

1

AF
E

i,t

D
FS

FE
i,t

D
FS

FE
i,t

20
02

 (v
s. 

20
00

)
20

02
 (v

s. 
20

00
)

20
02

 (v
s. 

20
00

)
20

12
 (v

s. 
20

10
)

SF
SF

E
i,t

20
12

 (v
s. 

20
10

)

SF
SF

E
i,t

2
,6

9
4

2
,6

9
4

0
.1

6
1

7
0
.2

3
4
2

0
.2

0
0
6

4
,8

0
8

0
.2

9
7
9

y
es

y
es

y
es

y
es

n
o

n
o

n
o

y
es

y
es

y
es

y
es n
o

D
ep

en
de

nt
 V

ar
ia

bl
e

AF
E

i,t
AF

E
i,t

20
12

 (v
s. 

20
10

)

y
es

y
es n
o

4
,8

0
8

0
.2

8
1

6

2
,6

9
4

y
es

y
es n
o

4
,8

0
8

0
.2

9
8
7

1060 M. Demmer et al.



www.manaraa.com

Pa
ne
lA

pr
es
en
ts
th
e
m
ai
n
re
su
lts

fo
rt
he

re
-e
st
im

at
io
n
of

Ta
bl
es

5
th
ro
ug
h
7,
us
in
g
th
e
m
os
tr
ec
en
ta
na
ly
st
m
ed
ia
n
co
ns
en
su
s
fo
re
ca
st
s
be
fo
re
th
e
fo
re
ca
st
ed

ye
ar
’s
fi
sc
al
ye
ar
-e
nd
.P
an
el

B
pr
es
en
ts
th
e
m
ai
n
re
su
lts

fo
r
th
e
re
-e
st
im

at
io
n
of

Ta
bl
es

5
th
ro
ug
h
7,

us
in
g
th
e
pr
e-
ex
is
tin
g
le
ve
l
of

a
co
un
tr
y’
s
go
ve
rn
an
ce

qu
al
ity

to
di
se
nt
an
gl
e
en
fo
rc
em

en
t
ch
an
ge
s
in
to

(1
)

co
un
tr
ie
s
w
ith

hi
gh

le
ve
ls

of
go
ve
rn
an
ce

qu
al
ity

an
d
co
nc
ur
re
nt

ch
an
ge
s
in

en
fo
rc
em

en
t
(I
F
R
S_
E
N
F
hi
gh
G
O
V,
i,t
),
(2
)
co
un
tr
ie
s
w
ith

hi
gh

le
ve
ls

of
go
ve
rn
an
ce

qu
al
ity

bu
t
w
ith

ou
t

co
nc
ur
re
nt
ch
an
ge
s
in
en
fo
rc
em

en
t(
IF
R
S_

no
nE

N
F
hi
gh
G
O
V,
i,t
),
(3
)
co
un
tr
ie
s
w
ith

lo
w
le
ve
ls
of

go
ve
rn
an
ce

qu
al
ity

an
d
co
nc
ur
re
nt
ch
an
ge
s
in
en
fo
rc
em

en
t(
IF
R
S_
E
N
F
lo
w
G
O
V,
i,t
),
an
d
(4
)

co
un
tr
ie
s
w
ith

lo
w

le
ve
ls
of

go
ve
rn
an
ce

qu
al
ity

bu
t
w
ith

ou
t
co
nc
ur
re
nt

ch
an
ge
s
in

en
fo
rc
em

en
t
(I
F
R
S_

no
nE

N
F
lo
w
G
O
V,
i,t
).
Pa
ne
l
C
ta
bu
la
te
s
th
e
re
sp
ec
tiv

e
m
ai
n
re
su
lts

fo
r
th
e
re
-

es
tim

at
io
n
of

Ta
bl
es

5
th
ro
ug
h
6,
us
in
g
20
02

(v
er
su
s
20
00
)
an
d
20
12

(v
er
su
s
20
10
)
as

pl
ac
eb
o
IF
R
S
ad
op
tio

n
ye
ar
s.
T
he

re
-e
st
im

at
io
ns

of
Ta
bl
e
5,
C
ol
um

n
1,
pr
es
en
tt
he

an
al
ys
is
of

de
te
rm

in
an
ts
of

im
pr
ov
em

en
ts
in

fo
re
ca
st
ac
cu
ra
cy

of
an
al
ys
ts
ar
ou
nd

m
an
da
to
ry

IF
R
S
ad
op
tio

n.
T
he

re
-e
st
im

at
io
ns

of
Ta
bl
e
6,

C
ol
um

n
1,

pr
es
en
t
re
gr
es
si
on

an
al
ys
es

ex
pl
ai
ni
ng

an
al
ys
ts
’
m
ed
ia
n
co
ns
en
su
s
fo
re
ca
st
er
ro
rs
(A
F
E
i,t
),
us
in
g
fo
re
ca
st
er
ro
rs
fr
om

th
e
SF

SF
m
od
el
(S
F
SF

E
i,t
)
ex
pr
es
se
d
in

E
q.
(1
),
w
hi
le
th
e
re
-e
st
im

at
io
ns

of
Ta
bl
e
6,
C
ol
um

n
5,
pr
es
en
t

re
gr
es
si
on

an
al
ys
es

ex
pl
ai
ni
ng

an
al
ys
ts
’
m
ed
ia
n
co
ns
en
su
s
fo
re
ca
st
er
ro
rs
(A
F
E
i,t
),
us
in
g
fo
re
ca
st
er
ro
rs
fr
om

th
e
D
FS

F
m
od
el
(D

F
SF

E
i,t
)
ex
pr
es
se
d
in

E
q.

(2
).
T
he

re
-e
st
im

at
io
ns

of
Ta
bl
e
7,

C
ol
um

n
1,

pr
es
en
t
re
gr
es
si
on

an
al
ys
es

ex
pl
ai
ni
ng

fi
rm

s’
ac
tu
al
E
PS

(E
P
S i
,t)
,u

si
ng

fo
re
ca
st
s
fr
om

th
e
SF

SF
m
od
el
(S
F
SF

i,t
)
ex
pr
es
se
d
in

E
q.

(1
),
w
hi
le
th
e
re
-e
st
im

at
io
ns

of
Ta
bl
e
7,

C
ol
um

n
5,

pr
es
en
t
re
gr
es
si
on

an
al
ys
es

ex
pl
ai
ni
ng

fi
rm

s’
ac
tu
al
E
PS

(E
P
S i
,t)
,u

si
ng

fo
re
ca
st
s
fr
om

th
e
D
FS

F
m
od
el
(D

F
SF

i,t
)
ex
pr
es
se
d
in

E
q.

(2
).
Se
e
Ta
bl
e
1,

Pa
ne
l
A
,f
or

va
ri
ab
le

de
fi
ni
tio
ns
.
T
he

re
gr
es
si
on
s
ar
e
es
tim

at
ed

w
ith

an
in
te
rc
ep
t
an
d
w
ith

al
l
co
nt
ro
l
va
ri
ab
le
s
in
cl
ud
ed
,
bu
t
th
e
re
sp
ec
tiv

e
co
ef
fi
ci
en
ts
ar
e
no
t
re
po
rt
ed
.
C
ou
nt
ry
-i
nd
us
tr
y
fi
xe
d

ef
fe
ct
s
ar
e
ba
se
d
on

th
e
sa
m
pl
e
co
un
tr
ie
s
an
d
th
e
tw
o-
di
gi
tG

IC
S
se
ct
or
s
(#
10

en
er
gy
,#
15

m
at
er
ia
ls
,#
20

in
du
st
ri
al
s,
#2
5
co
ns
um

er
di
sc
re
tio
na
ry
,#
30

co
ns
um

er
st
ap
le
s,
#3
5
he
al
th
ca
re
,

#4
5
in
fo
rm

at
io
n
te
ch
no
lo
gy
,#
50

te
le
co
m
m
un
ic
at
io
n
se
rv
ic
es
,a
nd

#5
5
ut
ili
tie
s)
.W

e
re
po
rt
t-
st
at
is
tic
s
ba
se
d
on

he
te
ro
sc
ed
as
tic
ity

-r
ob
us
ts
ta
nd
ar
d
er
ro
rs
cl
us
te
re
d
by

co
un
tr
y.
*,
**
,a
nd

**
*
in
di
ca
te
si
gn
if
ic
an
ce

at
th
e
10
,5

,a
nd

1%
le
ve
ls
,r
es
pe
ct
iv
el
y

Mandatory IFRS adoption and analyst forecast accuracy 1061



www.manaraa.com

Second, we investigate whether our results are driven by the level of governance
quality of a country’s institutional environment before mandatory IFRS adoption. We
disentangle enforcement changes and the pre-existing level of a country’s governance
quality by splitting all mandatory IFRS adopting countries into (1) countries with high
levels of governance quality and concurrent changes in enforcement
(IFRS_ENFhighGOV,i,t), (2) countries with high levels of governance quality but without
concurrent changes in enforcement (IFRS_ nonENFhighGOV,i,t), (3) countries with low
levels of governance quality and concurrent changes in enforcement
(IFRS_ENFlowGOV,i,t), and (4) countries with low levels of governance quality but
without concurrent changes in enforcement (IFRS_ nonENFlowGOV,i,t). As can be seen
in Tabel 9, Panel B, we find that the effects of mandatory IFRS adoption depend on
whether the adopting country bundled the adoption of IFRS with concurrent changes in
enforcement but not on the governance quality of a country’s institutions before
mandatory IFRS adoption.17

Third, we perform a placebo test in which we examine the changes in forecast
accuracy in the years before (after) mandatory IFRS adoption. If the documented
improvements in forecast accuracy are attributable to something other than IFRS, then
we should observe improvements in forecast accuracy for IFRS adopters in the years
before (after) IFRS adoption. We run this test separately for 2000 versus 2002 (placebo)
and 2010 versus 2012 (placebo). Our results are presented in Table 9, Panel C, and
show that the placebo IFRS adopters do not experience improvements in forecast
accuracy.

We perform additional untabulated robustness tests. We first re-run our analyses
excluding, one at a time, each of the pre- and the post-IFRS adoption years and
excluding, one at a time, each of the mandatory IFRS adopting countries. In addition,
we add firms from China, India, Japan, Taiwan, and Thailand to our control sample. We
also investigate the relations between financial statement-based forecasts and analysts’
median consensus forecasts across different firm (i.e., size and leverage) and institu-
tional (i.e., differences between domestic GAAP and IFRS and GDP) dimensions. The
results suggest that our findings are not driven by a particular year or subset of firms.
We repeat our analyses using a constant sample across the pre- and post-IFRS periods.
This reduces our sample to 8,724 firm-year observations (727 firms), but the results
remain qualitatively similar. We repeat our analyses defining forecast accuracy as the
difference between forecasted and actual EPS deflated by price and by using the mean
instead of the median consensus forecasted EPS. Our results hold for these alternative
definitions of forecast accuracy. Finally, we investigate the effect of mandatory IFRS
adoption on the standard deviation of financial statement-based forecasts errors. We
find that forecast error dispersion of both the SFSF and DFSF models decreased
significantly around mandatory IFRS adoption in countries with and without concur-
rent changes in enforcement but not for firms in the U.S. Therefore the changes in
forecast error dispersion results are consistent with the improvement in financial
statement-based forecast accuracy around IFRS adoption.

17 We repeat this robustness test, using alternative proxies for the pre-existing level of quality of a country’s
institutions, such as the common versus code law distinction, the difference between IFRS and domestic
GAAP according to Bae et al. (2008), and the anti-self-dealing index of Djankov et al. (2008). For all of these
additional specifications, our results remain qualitatively similar.
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6 Conclusion

We find significant improvement in the accuracy of financial statement-based forecasts
around IFRS adoption and in the accuracy of analyst forecasts for firms in countries
with concurrent improvements in enforcement. We also find that this improvement in
accuracy is associated with the improvement in the financial statement-based forecast
accuracy. Further, we show that analysts place more weight on financial statement-
based forecasts after mandatory IFRS adoption in countries with concurrent improve-
ments in financial reporting enforcement and, particularly, if they forecast under
favorable conditions. Finally, we document that financial statement-based forecasts
provide incremental information for explaining year-ahead EPS over analyst forecasts
after mandatory IFRS adoption for firms in countries without concurrent changes in
enforcement, particularly for those whose analysts forecast under unfavorable
conditions.

Our study provides insights into the factors through which mandatory IFRS adoption led
to improved analyst forecast accuracy and into the drivers of analyst forecast accuracy. Our
results suggest that the improvement in analyst forecast accuracy is not only attributable to
improved disclosure quality and comparability but also to improved fundamental analysis
from IFRS adoption. Our findings also suggest that analyst forecasts could be improved by
placing greater weight on financial statement-based forecasts in countries without concurrent
changes in enforcement with IFRS adoption. These insights provide opportunities for future
research to enhance the understanding of the relation between financial analysis and analyst
forecasting and, especially, the relation between the two based on the quality of enforcement
and analyst characteristics.
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