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1 Introduction 

In 2005, the UK financial reporting environment changed significantly by mandating the 
adoption of the International Financial Reporting Standards (IFRS) for all listed UK 
firms. Early adoption was not permitted in the UK, which provides a unique setting for 
testing whether changes in the disclosure requirements affect analyst coverage at the level 
of firms. Thus, this study examines whether IFRS adoption has influences financial 
analysts’ decision to follow the firms. 

IFRS adoption is associated with additional disclosure and improved comparability of 
financial reporting. In addition, it leads to various capital market benefits, such as 
reducing the cost of capital (Li, 2010), improving the informativeness of stock prices 
(Kim and Shi, 2012), and increasing the quality of financial reporting (Daske et al., 2008; 
DeFond et al., 2015; Horton et al., 2013; Houqe et al., 2014; Kim et al., 2014; Lambert  
et al., 2012; Li, 2010). 

Due to the improved reporting transparency and comparability associated with IFRS, 
it is expected that IFRS adoption will attract financial analysts to follow the firms (Kim 
and Shi, 2012). Furthermore, harmonisation of financial reporting after the adoption of 
IFRS is likely to reduce information-processing costs, thereby increasing the number of 
financial analysts who follow the firms. 

IFRS adoption should also improve the quality of analyst expectations. Prior research 
has found that IFRS adoption improves the accuracy of analysts’ forecasts (Byard et al., 
2011; Horton et al., 2013; Houqe et al., 2014). On the other hand, higher transparency 
associated with IFRS reporting may mitigate analysts’ role of disseminating firms’ 
private information to outside investors, reducing the value of analyst services of 
providing information and, hence, lowering the demand for these services (Healy and 
Palepu, 2001). In addition, improved disclosure levels, which are associated with 
mandatory IFRS adoption, reduce some analysts’ competitiveness, and so may lower 
analysts’ incentives to cover adopter firms (Kim and Shi, 2012). 

This study investigates the effect of mandatory IFRS adoption on the analyst’s choice 
to cover the firms with their earnings per share (EPS) expectation. To empirically 
examine this effect, we collected a large sample of 15,068 firm-year observations from 
UK-listed firms for the period 1994–2014, which covers the ten years before and ten 
years since the mandatory IFRS adoption. The results suggest that mandatory IFRS 
adoption leads to more financial analysts following the firms and covering them with 
their EPS expectation. 

This paper makes several contributions to the literature. The first contribution is the 
long-term evidence it provides about the economic consequences of mandatory IFRS 
adoption. Most studies of the consequences of mandatory IFRS adoption present 
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evidence with low statistical power due to the brief history of IFRS adoption 
(Brüggemann et al., 2013). Second, Brüggemann et al. (2013) commented that most 
evidence on IFRS was collected from cross-country studies, making it difficult to 
distinguish the IFRS effect from other changes that may affect the content of financial 
reporting; by providing single country data, this research gap can be filled. Third, there is 
scarce empirical evidence about how mandatory IFRS adoption affects analyst coverage. 
The findings on voluntary IFRS adoption, although yielding useful insights, are not 
necessarily generalisable to mandatory adoption of IFRS. Finally, this paper contributes 
to the literature on financial analysts by presenting evidence about the factors that lead to 
financial analysts following the firms. 

In Section 2, we review the literature and develop the hypothesis. Following this, 
Section 3 outlines the sample selection process and the measurements of the variables 
used in this study. We discuss the research results in Section 4, after which Section 5 
concludes this study. 

2 Prior research and hypothesis development 

IFRS adoption is an important commitment to improved financial disclosure 
transparency. The IFRS was intended primarily to lead to more accurate, comprehensive, 
timely, and transparent, financial statements, relative to national accounting standards, 
including the local standards of European countries (Ball, 2006). According to a report 
conducted by Ernst & Young (2006), IFRS contains more disclosure requirements than 
any national accounting standards, and a sample of EU firms reveals increases in annual 
reports of up to 30% since IFRS adoption. 

Prior literature provides empirical evidence about the firm-level benefits of IFRS 
adoption. There is evidence that IFRS adoption leads to increases in the value relevance 
of firms’ accounting reporting (Ismail et al., 2013; Barth et al., 2008; Devalle et al., 2010; 
Tsalavoutas et al., 2012). In addition, the adoption of IFRS has been found to lead to 
higher accounting disclosure quality and lower earnings management (Ismail et al., 2013; 
Barth et al., 2008). DeFond et al. (2015) found that IFRS adoption lowered the crash risk, 
especially among firms located in poor information environments and in countries with 
large differences between IFRS and local standards. Studies have also provided global 
evidence of a significant decrease in the firms’ cost of capital at the time of the 
introduction of IFRS (Daske et al., 2008; Kim et al., 2014; Li, 2010). Furthermore, 
Nuseir (2020) suggest that accounting standards can be an effective marketing strategy to 
attract shareholders. 

Financial analysts are often believed in the media and elsewhere as leaders in 
collecting, processing and disseminating complex financial information to shareholders, 
and as relatively important information intermediaries who improve market efficiency 
(Coulton et al., 2018; Kim and Shi, 2012). Jensen and Meckling (1976) and Yu (2008) 
highlight the role of security analysts, as an external corporate governance mechanism, in 
reducing the agency costs associated with the separation of ownership and management. 
In addition, Yu (2008) suggest that financial analysts’ involvement in the process of 
generating and distributing financial information, may influence manager’s financial 
reporting decisions. For this reason, most of the firms’ financial executives considered 
financial analyst as the most important, or second important, group in terms of setting 
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company stock price (Graham et al., 2005). Moreover, security analyst activities play a 
crucial role in mitigating the level of information asymmetry for the firm (Naqvi et al., 
2021). 

The extant literature provides evidence regarding the possible benefits of IFRS 
adoption to the financial analyst. Horton et al. (2013) found that IFRS adoption improves 
the accuracy of analysts’ forecast, and this increase in forecast accuracy is partly driven 
by improved comparability benefits following IFRS adoption. Lin et al. (2019) and Neel 
(2017) suggested that IFRS adoption improves comparability, which lowers the 
information processing cost for investors (Armstrong et al., 2010; DeFond et al., 2011), 
and hence may increase the number of analysts who cover the firms. Moreover, IFRS 
leads to financial disclosure becoming more transparent and comparable (Brochet et al., 
2013) and it increases voluntary disclosure (Chen et al., 2017), thus attracting more 
financial analysts. 

The main role of a security analyst is to provide useful information about firms’ 
operations and performance. Improved financial disclosure transparency after IFRS 
adoption is expected to lead to more financial analysts (Kim and Shi, 2012). Moreover, it 
is also anticipated that information-processing costs for financial analysts will be reduced 
post-IFRS adoption; this, in turn, will increase the number of financial analysts who 
cover the firms and improve the quality of analysts’ activities. It has been found, for 
example, that analyst’ forecast errors have significantly decreased since mandatory IFRS 
adoption (Byard et al., 2011; Horton et al., 2013; Houqe et al., 2014). 

However, the availability of more disclosures via IFRS reporting may reduce the 
information value of analyst services, with the result that demand for financial analyst 
services will decrease (Healy and Palepu, 2001). Moreover, Kim and Shi (2012) argued 
that improved levels of financial disclosure, associated with mandatory IFRS adoption, 
reduce the competitive advantage that some analysts would otherwise enjoy, and hence 
may lower the incentives for analysts to cover adopter firms. 

Given the lack of evidence about the effect of mandatory IFRS adoption on financial 
analysts’ decision to cover the firms, this paper seeks to present empirical evidence about 
this issue. To do so, it tests the following hypothesis: 

H1 Mandatory IFRS adoption will encourage financial analysts to follow the firms. 

3 Sample and variables measurements 

3.1 Sample 

The primary data employed in this study are constructed from all listed firms on the 
London Stock Exchange (LSE), using data available in DataStream databases for the 
period 1995–2014. Examining long-term data from one country has several advantages. 
First, by choosing a long period that extends prior to and since IFRS adoption, the effect 
of adoption of IFRS on analyst coverage can be better investigated. Second, investigating 
a large sample for a long period provides more representative results and conclusions 
(Wang and Yu, 2015). Third, collecting data from one country holds constant certain 
institutional factors that may confound the results, which strengthens the reliability of the 
findings (Paananen and Lin, 2009; Ruland et al., 2007).1 Finally, using single-country 
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instead of multi-country data helps to minimise the heterogeneity and cross-country 
differences that potentially affect the dependent variable (Schipper, 2005). 

Following Abad et al. (2018), financial sector firms were excluded from the sample, 
due to the financial nature of their assets hindering comparison of accounting data with 
other firms. In addition, firms without available data to calculate control variables were 
excluded. After these exclusions, the final sample comprises 15,068 firm-year 
observations over the period 1994–2014. Table 1 provides sample distributions by sector. 

Table 1 Sample distribution by industry 

Two-digit SIC code Frequency Percent (%) 

10 Metal mining 1,082 7.18 

13 Oil and gas extraction 1,011 6.71 

28 Chemicals and allied products 867 5.75 

35 Industrial machinery and equipment 618 4.10 

36 Electrical and electronic equipment 731 4.85 

38 Instruments and related products 640 4.25 

73 Business services 3,096 20.55 

87 Engineering, accounting, research, and management services 1,096 7.21 

Others 5,937 39.40 

Total 15,068 100% 

3.2 Variables measurement 

3.2.1 IFRS 

Information about the accounting standards followed in preparing firms’ financial 
statements was taken from DataStream using the code (WC07536). We followed Kim 
and Shi (2012) in identifying a firm as an IFRS adopter and whether it had adopted a full 
set of IFRS or IAS; if the firm had adopted any other accounting standard, it was marked 
as a non-adopter. 

3.2.2 Analysts’ coverage 

Following previous research (Chen et al., 2016; Lobo et al., 2012; Piotroski and 
Roulstone, 2004), we used the number of analysts who had issued a one-year EPS 
forecast for a firm during a given calendar year as a proxy for the analyst coverage 
variable. 

3.2.3 Control variables 

We included various firm-level control variables known to be related to analyst coverage. 
Specifically, we controlled for the natural logarithm of net sales revenue (SIZE), because 
large firms tend to attract more financial analysts (Baik et al., 2010; Lobo et al., 2012). 
Following Abdulla (2020), we controlled firms’ return on assets (ROA) to measure 
financial performance and profitability because Hassan and Skinner (2016) suggest a 
significant positive effect of ROA on analysts’ coverage. We included financial leverage 
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(LEV) because Beuselinck et al. (2009) suggested that highly leveraged firms have 
higher intrinsic risk factors that may force investors to cover the firm to collect more 
firm-specific information. Following Hong, (2020), we include the market-to-book ratio 
(M/B) in the regression model; Lobo et al. (2012) suggest that firms with a higher growth 
rate are followed by more investors as they generate higher trading commission. Finally, 
we controlled for the potential effect of trading volume on financial analysts’ decisions to 
follow the firm by including trading volume (VOL), which was calculated as the total 
number of shares traded in a year, divided by the total number of shares outstanding at 
the fiscal year-end. 

3.3 Research design 

We used a fixed effect (FE) design to investigate the impact of mandatory adoption of 
IFRS on security analysts’ decisions to follow the firms. Specifically, we regressed the 
analyst coverage variable on an indicator variable for the type of accounting standard 
followed in preparing financial statements, a set of control variables, and an indicator 
variable to control for industry FEs. 

The formal regression model is: 

, 0 1 , 2 , 3 ,

4 , 5 , 6 , 7

+ + +

+ / + + +
i t i t i t i t

i t i t i t

COV IFRS ROA LEV

M B SIZE VOL Industry FE

   
   

 (1) 

where: 
COV = the number of financial analysts who cover the firms with their EPS forecast 

for a firm; IFRS = an indicator variable equal to one if the firm adopted IFRS, and zero 
otherwise; ROA = return on assets; LEV = financial leverage; M/B = market-to-book 
ratio; SIZE = the natural logarithm of net sales revenue; VOL = trading volume; Industry 
FE = industry fixed effect. 

4 Discussion of results 

4.1 Descriptive statistics and preliminary tests 

4.1.1 Descriptive statistics 

Table 2 presents the descriptive statistics for the variables used in our analysis. On 
average, the sample firms were followed by about six financial analysts. The univariate 
analysis of the analyst variables reveals that 25% of our sample firms were not followed 
by any financial analyst and that the highest number of financial analysts who provided a 
one-year expectation of EPS was 40. The firms in this study sample recorded about 10% 
ROA. Financial leverage as measured by the natural logarithm of total debt to total assets 
recorded a mean value of –2.028. The values of growth opportunity ranged from about  
8 to –4.5, with a mean value of 0.8. Firm size (natural log for net sales), and trading 
volume (the total number of shares traded in a year, divided by the total number of shares 
outstanding at the fiscal year-end) recorded mean values of 10.62 and 0.767, respectively. 
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Table 2 Descriptive statistics 

 P25 Mean Median P75 Std. dev. Min Max 

Coverage 0 3.285 1 4 5.501 0 40 

IFRS 0 0.524 1 1 0.499 0 1 

ROA –0.094 0.098 0.026 0.077 0.480 –10.438 0.521 

LEV 2.392 –2.028 –1.435 –1.261 1.471 –11.614 2.558 

M/B 0.157 0.779 0.820 1.203 0.990 –4.605 8.335 

SIZE 9.129 10.621 10.621 12.270 2.662 0 19.707 

VOL 0.184 0.663 0.494 0.767 0.851 0.0005 11.990 

Notes: The sample consists of 15,068 firm-year observations representing 1,842 distinct 
UK firms during the period 1995–2014. 

Table 3 Correlation test results 

 Coverage IFRS ROA LEV M/B SIZE VOL 

Coverage 1       

IFRS 0.106*** 1      

0.000       

ROA 0.174*** 0.028*** 1     

0.000 0.000      

LEV 0.058*** 0.041*** –0.075*** 1    

0.000 0.000 0.000     

M/B 0.074*** –0.14*** –0.181*** 0.029*** 1   

0.000 0.000 0.000 0.000    

SIZE 0.634*** 0.078*** 0.345*** 0.055*** –0.039*** 1  

0.000 0.000 0.000 0.000 0.000   

VOL 0.294*** –0.026*** 0.029*** 0.034*** 0.086*** 0.194*** 1 

0.000 0.001 0.000 0.000 0.000 0.000  

Notes: The full sample consists of 15,068 firm-year observations representing 1842 
distinct UK firms during the period 1995–2014. P-values appear below the 
correlations: *, **, and *** indicate significance at the 10%, 5%, and 1% levels, 
respectively. 

4.1.2 Correlation matrix 

Table 3 provides the matrix of correlations between variables. In line with the 
expectation, analyst coverage positively correlates with the IFRS adoption variable 
(0.106***), suggesting that IFRS adoption tends to attract more financial analysts. 
Consistent with the results of Irani and Oesch (2016), the analyst variable records a 
significant positive correlation with firm size. Marhfor et al. (2013) suggested that 
financial analysts prefer to cover large firms because demand for analyst services is 
greater when there is a high number of shareholders. In addition, analyst coverage 
positively correlates with firms’ trading volume because firms with high trading volume 
are associated with brokerage commissions (Barth et al., 2001). None of the correlation 
coefficients for any of the variables in the correlation analysis exceeds 80%, so we can 
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conclude that there is no serious multicollinearity problem in the data (Thornhill et al., 
2019). 

4.1.3 T-test and Wilcoxon test results 

Table 4 presents the t-test and Wilcoxon test results. The t-test value and the Wilcoxon 
test z-value represent the difference of the mean and median values, respectively, 
between the two groups (pre-adoption sample and post-adoption sample). In these tests, 
we examined if the mean and median values of the analyst coverage variable are 
significantly different between the two sample groups. The test was computed from 
15,068 firm-year observations from 1,842 UK listed firms for the period 1995–2014. 

Table 4 Results of unpaired sample t-test and Wilcoxon test of differences in means between 
IFRS and non-IFRS adopters 

Variable Observations Mean Std. dev 95% conf. 

Coverage for non-IFRS= IFRS = 0 7,167 2.675 4.805 2.564 

Coverage for IFRS, IFRS = 1 7,901 3.838 6.012 3.705 

Combined 15,068 3.285 5.501 3.197 

Diff  –1.163  –1.337 

T-test value = –13.0267***     

Wilcoxon test Z-value = –15.622***     

The t-test and Wilcoxon test of differences test the null hypothesis that the mean 
difference between the pre-adoption and post-adoption samples. ***, **, and * denote 
statistical significance at the 1%, 5%, and 10% levels, respectively. The full sample 
consists of 15,068 firm-year observations representing 1,842 distinct UK firms during the 
period 1995–2014. 

The t-value and Wilcoxon z-value are –13.0267 and –15.622 respectively, indicating 
that the mean and median values of the analyst coverage variable for the Pre-IFRS 
adoption sample is significantly lower than that for the post-IFRS adoption sample. These 
results suggest that mandatory IFRS adoption attracted more financial analysts to follow 
the firms. 

4.2 Regression results 

Table 5 presents the pooled ordinary least squares (OLS) regression results from testing 
the effect of mandatory IFRS adoption on the financial analysts’ decisions to follow the 
firms. The t-values for the regression coefficients use adjusted standard errors corrected 
for firm-level clustering. The variable of interest is the coefficient of the IFRS variable, 
as it captures the incremental change in the number of financial analysts who covered the 
UK firms after the mandatory adoption of IFRS relative to the pre-adoption period. The 
IFRS variable indicates a significant positive coefficient (t-value = 11.96), suggesting 
that the improved transparency and high quality of the financial disclosure after 
mandatory IFRS adoption encouraged security analysts to follow the firms. This result is 
consistent with Kim and Shi’s (2012) findings that financial analysts follow firms that 
voluntarily adopt IFRS more than they do firms that do not adopt IFRS. 
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Table 5 Pooled OLS results 

Variable Coefficient T-value 

IFRS 0.8114 11.96*** 

ROA –0.1106 –1.73* 

LEV 0.0184 0.96 

Growth 0.4743 13.80*** 

SIZE 1.2366 57.80*** 

VOL 1.0055 12.74*** 

Constant –14.0896 –27.94*** 

Notes: This table presents the multivariate robustness regression results for testing the 
effect of mandatory IFRS adoption on analyst coverage. The full sample consists 
of 15,068 firm-year observations representing 1,842 distinct UK firms during the 
period 1995–2014. The regression results are based on panel data pooled OLS 
model. ***, **, and * denote statistical significance at the 1%, 5%, and 10% 
levels, respectively. 

The results also suggest that larger firms were covered by more financial analysts, as 
suggested by Irani and Oesch (2016). Firms’ profitability (ROA) and financial leverage 
(LEV) tend to have a negative relation with analyst coverage. Firms with high growth 
opportunity and trading volume have a significant positive impact on analyst coverage. 
These results are in line with Lobo et al. (2012), who found that firms with higher growth 
are more likely to be followed by security analysts to generate a higher trading 
commission. 

Table 6 FE model 

Variable Coefficient T-test 

IFRS 1.5750 13.25*** 

ROA –0.0896 –2.28** 

LEV –0.0113 –0.43 

Growth 0.0427 0.298 

SIZE 0.4200 9.96*** 

VOL 0.1652 3.08*** 

Industry FE N/A N/A 

Constant –2.1765 –4.61 

Notes: This table presents the multivariate robustness regression results for testing the 
effect of mandatory IFRS adoption on analyst coverage. The full sample consists 
of 15,068 firm-year observations representing 1,842 distinct UK firms during the 
period 1995–2014. The regression results are based on panel data pooled OLS 
model. ***, **, and * denote statistical significance at the 1%, 5%, and 10% 
levels, respectively. 

For the robustness test, we re-examined the effect of mandatory IFRS adoption on the 
financial analysts’ choice to cover the firm by using a FE model to control for 
heterogeneity across industries. The FE regression results are consistent with the OLS 
regression results. The coefficient of the IFRS variable is positive and significant  
(t-value = 13.25). We can conclude, therefore, that mandatory adoption of IFRS attracts 
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more security analysts to cover the firms. The high intensity of analyst coverage could 
improve the information environment as it reduces earnings management (Irani and 
Oesch, 2016; Yu, 2008). 

5 Conclusions 

In this paper, we examined the impact of accounting standards on analyst coverage. We 
examined the effect of mandatory IFRS adoption on the choice of financial analysts to 
cover the firms by their expectation of EPS. After employing OLS and FE models, the 
results indicate that mandatory IFRS adoption attracts more financial analysts to cover 
the firms. The results further suggest that higher transparency and improved 
comparability after IFRS adoption attract more security analysts to cover the firms. 
Mandatory IFRS adoption improved the information environment of the UK firms as the 
financial analysts were expected to reduce earnings management activities. 

This study’s findings have implications for both the users of accounting information 
and the standards setters. Because IFRS adoption has increased the number of financial 
analysts who cover the firms, IFRS adoption could provide several benefits to the users 
of accounting information. The standards setters in the UK can also use the results to 
evaluate their decision to mandate IFRS and to consider future decisions about extending 
IFRS reporting to private firms in the UK. 

Moreover, this research contributes to the IFRS adoption literature by presenting new 
evidence about the economic consequences of mandatory IFRS adoption. By using a 
large sample over a long period and from one country, this paper followed the suggestion 
of Brüggemann et al. (2013) that most studies on the consequences of mandatory IFRS 
adoption provide transitory evidence with low statistical power because of the short 
history of IFRS adoption. They have also noted that most literature on IFRS provides 
evidence based on multi-country data, which makes it difficult to distinguish the effect of 
IFRS from other concurrent changes that may affect the content of financial reporting. 

There are several implications of this paper regarding the consequences of the 
mandatory adoption of IFRS on external corporate governance. The findings are useful 
for regulators and policy makers when preparing new rules or changing the existing 
regulations as they shed light on the effects of the adoption of IFRS. In addition, the 
findings are useful to the investors, because they provide more explanation of the 
determinants of corporate governance. 

To conclude, the results of this paper create prospects for further research. First, the 
findings should be compared by examining other determinants of external governance, 
like cross listing, investor protection regime and board characteristics. In addition, future 
research should examine different proxies of external governance. Finally, this paper 
examine data from one country, the UK. Future work can compare the findings of this 
paper by examining other economies worldwide, especially from emerging markets. 
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