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ABSTRACT

International Financial Reporting Standard (IFRS) is globally accepted as a high-quality
reporting standard. Countries implement IFRS because they believe that more disclosure leads
to agency costs reduction and may result in adverse selection costs or information asymmetry
reduction. However, studies on the relationship between IFRS and information asymmetry
have thus far provided mixed evidence. On the other side, there are limited studies in this area
that are focused on ASEAN countries. Therefore, more studies are needed to better understand
whether IFRS drives information asymmetry reduction especially in ASEAN countries as
developing countries. Therefore, this study contributes to knowledge by examining the
association between IFRS and information asymmetry within ASEAN-6 countries, as a setting
for developing countries. The results of the OLS (Static Panel estimation technique) indicate
that IFRS has a negative and significant relationship with information asymmetry. It reveals
that IFRS results in information asymmetry reduction throughout ASEAN-6 countries. Besides
using the OLS, this study also applies a Generalized Moment Method (GMM) as an additional
test, to measure dynamic relationships and correct the potential endogeneity problem between
IFRS and information asymmetry. Besides theoretical and methodological contributions,
findings of this study are useful for the adopter and non-adopter countries to understand the
consequences of IFRS compliance on information asymmetry. The findings provide important
inputs to policymakers of Indonesia and Vietnam who are contemplating adopting IFRS.

Keywords: IFRS, Information Asymmetry, ASEAN, Developing Countries, Bid-Ask Spread,
Illiquidity, Information Quality, GMM
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INTRODUCTION

This study investigates the relationship between International Financial Reporting Standards
(IFRS) and information asymmetry reduction in ASEAN-6 countries, using Bid-Ask Spread
and Illiquidity as information asymmetry measurements derived from the microstructure
literature. A critical challenge for all countries is to attract more investors to invest in their
companies. However, in the capital market, the relationship between companies and investors
is complicated due to two reasons (Healy & Palepu 2001). First, companies normally have
more and better information about companies’ value than investors, as well as they have the
incentive to overstate their value. In other words, normally there is information asymmetry
between companies and investors due to uncertainty in companies’ value (Nagar, Schoenfeld
& Wellman 2018). Second, investors and companies, are self-interested agents that alter the
uncertainty of companies’ value for their own benefit and lead to the agency problem. In the
uncertainty of companies’ value, some investors collect private information about companies’
value before investment, therefore, they create information asymmetry and illiquidity or make
wider differences between bid and ask (Amihud 2002; Nagar et al. 2018). Indeed, investors are
likely to choose companies to investment which disclosed high-quality information to
minimize their information costs (processing costs and adverse selection cost) (He 2002;
Azubuike 2006; Blankespoor 2012).

One way to reduce information asymmetry is to have in place a globally accepted high-
quality reporting standards such as IFRS. The adoption of IFRS around the world has been one
of the most important regulatory changes in financial reporting in many years. The purpose of
this regulatory change is to improve the comparability and transparency of accounting
information. IFRS has been associated with improved accounting information quality which
may lead to information asymmetry reduction and ultimately information costs reduction
primarily for investors who are familiar with IFRS (Ramamurti 2012; Choi, Rhee & Oh 2014;
Rehman & Shahzad 2014; Louren¢o & Branco 2015; Aliabadi & Shahri 2016; Silva Junior,
Caldeira & Silva Torrent 2017; Vinh Vo 2018) and may also facilitate cross-border capital
flows (Akisik 2008; Gordon et al. 2012; Naranjo et al. 2013; Nejad et al. 2018). Therefore,
based on the above discussion, it can be proposed that IFRS has the potential to reduce the
level of information asymmetry.

Typically, investors are attracted to locations that have higher financial information
quality. As discussed before, this is because high-quality financial reporting is a reflection of
corporate transparency and comparability (Chipalkatti, Le & Rishi 2007; Owusu et al. 2017).
Therefore, many countries choose to implement IFRS in order to increase transparency,
comparability and eventually reduce level of information asymmetry (Chen, Ding & Xu 2014;
Cho, Kwon, Yi & Yun 2015; Turki, Wali & Boujelbene 2017; Nejad, Ahmad, Salleh & Rahim,
2018). However, thus far, extant empirical studies have reported mixed evidence as to whether
IFRS leads to reduce information asymmetry.

Among past studies that reported positive consequences of IFRS regarding information
asymmetry improvement are Armstrong et al. (2008) and Abad et al. (2017) in European
countries, Cormier (2014) in Canada and Kao and Wei (2014) in China. However, there are
some studies that have concluded IFRS adoption does not necessarily reduce information
asymmetry. The studies include Jeanjean and Stolowy (2008) and Sellami (2016) in Australia,
France and the UK, Ahmed, Neel and Wang (2013) in 20 countries and Timm, Fatima, Costa
and Zoboli (2016) in Latin American. The mixed evidences provide an opportunity to shed
further light on the debate surrounding the effects of IFRS on information asymmetry and
examine whether IFRS can benefit developing countries. Therefore, this study examines the
IFRS effects on information asymmetry in ASEAN-6 countries consist of Indonesia, Malaysia,
Philippines, Singapore, Thailand, and Vietnam.
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Previous studies have reported investors prefer markets with high-quality accounting
information and less information asymmetry that enable them to assess investment
opportunities at lower information costs (He 2002; Ahearne et al. 2004; Bellalah et al. 2016;
Yousefinejad, Ahmad & Rahim 2018). As IFRS is considered as a high-quality reporting
standard, therefore, implementation of IFRS is expected to improve financial information
quality, resulting in information asymmetry reduction (Ramamurti 2012; Choi, Rhee & Oh
2014; Rehman & Shahzad 2014; Lourengo & Branco 2015; Aliabadi & Shahri 2016; Silva
Junior, Caldeira & Silva Torrent 2017; Vinh Vo 2018; Nejad et al. 2018). As mentioned before,
this study concentrates on ASEAN-6 countries, however, within ASEAN, two countries which
are Indonesia and Vietnam have not adopted IFRS (IASB 2016) . Previous theoretical and
empirical results on whether IFRS improves information asymmetry, have reported
inconclusive findings that open room for further studies on this area. Therefore, this study
contributes to the extant literature by investigating the effect of IFRS on information
asymmetry in ASEAN-6 countries.

Although, there are studies (Naranjo, Saavedra & Verdi 2013; Cho et al. 2015; Turki,
Wali & Boujelbene 2017; Abad et al. 2017) that addressed issues that are similar to those
considered in this study, however, this study differs substantially from others in the following
ways. Firstly, in the best of knowledge, there are limited studies that are considered the ASEAN
region as the sample of the study. Second, this study applies two different measurements for
IFRS adoption, Dummy variables, and level of compliance with IFRS. As mentioned before,
Vietnam and Indonesia have not adopted IFRS yet, however, Indonesia, unlike Vietnam, has a
public commitment towards IFRS as a single set of high-quality global accounting standards.
Using this measurement for IFRS provides an opportunity to examine the effect level of
compliance with IFRS on information asymmetry. Third, in order to minimize estimation
biases for the testing of the hypothesis, this study employs several estimation techniques which
are OLS and GMM. In the best of knowledge, there is no study that has applied GMM to
examine the relationship between IFRS adoption and information asymmetry.

The outcomes of this study would provide important inputs to policymakers of not only
countries that have already adopted IFRS but also to policymakers in countries that have not
adopted IFRS, especially Indonesia and Vietnam. If the results of this study also confirmed the
positive effect of IFRS implementation on information asymmetry, findings of this study will
encourage policymakers of other developing countries to pay more attention to their
infrastructures, such as fiscal and taxation policies, to ensure a smooth transition. Additionally,
feedback on the effectiveness of policy implementation can help policymakers plan to way
forward and actions to take for improvements. For countries that are contemplating to IFRS
adoption, information on the effectiveness of policy implementation of other countries can help
them plan the best way to proceed and what to expect based on the experiences of others before
them.

This study is organized as follows. The next section provides a brief review of the
relevant literature. This is followed by discussion of hypothesis development, research design
and sample, research models and findings. The final section presents the limitation of the study
and suggestions for future research.

LITERATURE REVIEW

IFRS has been implemented by countries to improve reporting quality, reduce information
processing costs, and reduce information asymmetry among capital market participants within
and across countries. (Gordon et al. 2012; Aliabadi & Shahri 2016; Persakisa & latridis 2017,
Abad et al. 2017). The reduction in information asymmetry would occur with IFRS
implementation for two potential reasons. First, IFRS significantly increases accounting
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disclosure by providing additional disclosure guidelines. Second, IFRS significantly increases
comparability and transparency which help investors to make better decisions (Zhai & Wang
2016).

Information asymmetry occurs when in a transaction, one party (company) has more or
better information than the other (investor) or investors face with incomplete and imperfect
information. Therefore, investors will face investment risk. Empirical evidence is consistent
with the idea that higher financial information quality, that is achievable by IFRS, leads to
increase investor confidence through the information asymmetry reduction (Abad et al. 2017).
Previous studies found that higher transparency in financial reporting and disclosure lead to
reduce information asymmetry. According to Glosten and Milgron (1985), lower levels of
information asymmetry leads to more informed valuation, reducing adverse selection cost and
leads to increase market liquidity. IFRS is recognized to be a set of principles-based financial
reporting standards that allow companies to prepare and disclose information that better reflect
their financial and economic reality. IFRS are more rigorous about accounting alternatives and
measurement requirements, which reduces the management opportunistic discretion in
determining accounting amounts. Therefore, reducing opportunistic behavior leads to reduce
the manipulations and increases the quality of financial information (Ball, Robin & Wu 2003).
Consequently, if IFRS increases financial information quality, the information asymmetry after
IFRS adoption might be improved.

Among studies that show the positive effect of IFRS on information asymmetry is Leuz
and Verrecchia (2000) that showed IFRS results in better transparency of financial reporting
and reduce information asymmetry, uncertainties and estimation risks. As well as Leuz and
Verrecchia (2000) found IFRS can lead to lower cost of capital and enhance market liquidity.
Armstrong et al. (2008) found information asymmetry reduced after IFRS adoption in the EU
countries. Similar to Armstrong et al. (2008), Preiato, Brown and Tarca (2009) examined the
effect of mandatory IFRS adoption on information asymmetry in the EU and Australia from
2002 t02007. The study found a significant reduction in information asymmetry after IFRS
adoption. Abad et al. (2017) applied market microstructure proxies for information asymmetry
measurement to examine the effects of IFRS adoption in the Spanish stock market. They found
information asymmetry reduced after IFRS adoption. Finally, Turki et al. (2017) same as
Armstrong et al. (2008) and Preiato, Brown and Tarca (2009) found IFRS/IAS reduces
significantly the information asymmetry level in EU countries.

However, there are some studies that show an insignificant relationship between IFRS
and information asymmetry. Since information asymmetry is the most important factor of
earnings management, Jeanjean and Stolowy (2008) for instance, found earnings management
is increased after IFRS adoption in Australia, France, and the UK. They also found IFRS was
not a major factor of improvement in terms of financial information quality. In the case of 20
countries that adopted IFRS in 2005, Ahmed et al. (2013) documented more earnings
management, less timely loss recognition, and more earnings smoothing after the adoption of
IFRS. Kao and Wei (2014) found IFRS can improve information asymmetry but did not find a
positive result for the quality of accounting information in China. Similarly, Timm et al. (2016)
also found a higher level of earnings management after IFRS adoption in Latin America.

According to this literature review, past empirical studies show mixed findings of the
impact of IFRS adoption on information asymmetry. For example, some studies found a
reduction in information asymmetry following the IFRS adoption, while similar studies in other
countries show the opposite. This indicates that the effect of IFRS adoption could be contingent
upon other factors such as the financial environment and background of adopter countries.
Therefore, it is difficult to conclude whether IFRS adoption drives information asymmetry
reduction or not. The mixed evidences provide an opportunity to shed further light on the debate
surrounding the effects of IFRS and examine whether IFRS can benefit developing countries
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through information asymmetry improvement. The mixed evidences also provide an
opportunity for further studies by examining whether IFRS adoption can benefit developing
countries in the same way as developed countries or considering their transitional economies,
less market efficiency, and weak legal enforcement, their local accounting standards benefit
them more. This study, therefore, investigates the impact of IFRS adoption on information
asymmetry incorporating different backgrounds of adopter countries. This study adds to the
knowledge by examining this relationship between ASEAN-6 countries consist of Indonesia,
Malaysia, Philippines, Singapore, Thailand, and Vietnam.

Past studies have employed several theories to provide justification for IFRS adoption
by developing countries. The theories include the economic theory of networks, isomorphism
theory, and agency theory. According to the economic theory of network, developing countries
in same region are likely to implement IFRS if they found that other countries in the region are
IFRS adopter and have benefited from the adoption (Ramanna & Sletten 2009; Samaha & Khlif
2016), while the isomorphism theory posits that countries are motivated to adopt IFRS as some
institutions such as the International Monetary Fund (IMF) provide foreign aid with the
requirement of IFRS adoption (Judge, Li & Pinsker 2010; Samaha & Khlif 2016). The agency
theory suggests that countries implement IFRS because they believe that more disclosure will
lead to reduce agency cost and information asymmetry thus attract more investors (Al-Akra,
Eddie & Ali 2010). Another theory that can be used to explain IFRS adoption is the signaling
theory. According to the signaling theory, countries are likely to make the decision to
implement IFRS because they believe that IFRS provides a strong signal to the investors that
the companies in those countries will provide more meaningful and transparent accounting
information than otherwise would be the case (Gordon et al. 2012). This study applies agency
theory to explain the relationship between IFRS and information asymmetry.

Agency theory is concerned with solving two problems that can occur in an agency
relationship between the principal (investors) and agent (company) (Eisenhardt 1989). The first
problem arises when there is a conflict between the goals or desires of the principal and the
agent. It is difficult or expensive for the principal to verify what the agent behaves in a manner
that would result in maximizing the interest of the principal. The second problem arises when
the principal and agent have different attitudes toward risk because of the differences in risk
preferences. Indeed, according to Jensen and Meckling (1976) agency theory asserted that with
the presence of information asymmetry, the agent (companies) is likely to pursue interests that
may hurt the principal (investors). Based on agency theory, lack of information causes
information asymmetry problem (Verrecchia 2001) and information asymmetry problem
causes investors to undervalue companies and to become less willing to invest (Dhaliwal et al.,
2011). Indeed, with the presence of information asymmetry problem, illiquidity increases, the
differences between bid and ask increase or liquidity decreases (Verrecchia 2001; Amihud
2002; Yaacob et al. 2017). This assertion of the agency theory addresses the probability that
IFRS implementation may affect information asymmetry reduction, as IFRS adoption lead to
increase financial information quality, comparability, and transparency. Therefore, based on
the above arguments, this study uses agency theory as the theory to explain the relationship
between IFRS and information asymmetry. In line with the assertion of agency theory, this
study hypothesizes that;

IFRS is negatively associated with information asymmetry.
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METHODOLOGY

This study applies a panel data research design and employs Ordinary Least Square (OLS) and
Generalized Moment Method (GMM) estimation techniques. In order to test the hypothesis, 2
regression models are utilized. The first model examines the effects of IFRS using dummy
variables and IFRS compliance level to explore statistic effect of IFRS on information
asymmetry in ASEAN-6 countries. The second model considers the dynamic effect of IFRS
using dummy variables and IFRS compliance level, on information asymmetry in ASEAN-6
countries. To the extent that IFRS leads to information asymmetry reduction, B1 is expected to
be negative and significant in models. The regression models are utilized;

(1) [Iliquidity/ Bid — Ask;, = Bo + B1IFRS Dummy/IFRS LEVEL;, + B,Size;, + Static Panel
PsLeverage;, + By Profit;, + BsGrowth; . + BsTurnover;, + &, (OLS)

(2) [Iliquidity/Bid — Ask;;—y = Po + B1IFRS Dummy/IFRS Level;; + Dynamic
p.Size;, + BsLeverage;, + +B4Profit;, + BsGrowth;, + BsTurnover;, + &  Panel (GMM)

Where;
Illiquidity Is information asymmetry measured by Amihud (2002)
Bid-Ask Is information asymmetry measured in Bid-Ask Spread

IFRS IFRS required/permitted, the value of 1 if the IFRS is required/ permitted by
countries and 0 otherwise, IFRS compliance level which scored based on Table
1

Size Is natural logarithm of total assets

Leverage Is the ratio of total debt to total equity

Profit Is the ratio of return on assets

Growth Is the ratio of book value of equity to market value
Turnover Is the natural logarithm of trading volume divided by the market value

This study investigates on the relationship between IFRS and Information Asymmetry.
Therefore, the dependent variable for this study is information asymmetry and independent
variable is IFRS. This study uses two different measurements for IFRS, which are the dummy
variable (IFRS Dummy) and IFRS compliance Level (IFRS Level). For IFRS Dummy, the
value of 1 is given if IFRS is required or permitted by a country while the value of 0 is given
if otherwise. For IFRS compliance level (IFRS Level), this study employs scores measured on
a 07 scale. The scores were constructed based on characteristics that are stated by IFRS
Foundation’s Jurisdictional Profiles (IASB 2016).

Information asymmetry occurs when in an investment, the company has more and better
information than the investor. Companies transact with liquidity-motivated investors or
uninformed investors and with illiquidity-motivated or informed investors. Companies gain
profit from transactions with uninformed investors because they are trading against the
companies’ spread. And companies lose profit from transactions with informed investors
because they collect private information about company value before trading, therefore
prevailing information asymmetry and illiquidity in the pricing process (Nagar, Schoenfeld and
Wellman, 2019).

To the extent that information asymmetry may decrease under IFRS, this should be
reflected in measures of information asymmetry such as Bid-ask Spread and Illiquidity measure
developed by Amihud (2002), the Probability of Informed Trading (PIN) of Easley et al.
(1996), the Volume-synchronized Probability of Informed Trading (VPIN) of Easley et al.
(2012). Most of the information asymmetry measurement, however, requires a lot of
microstructure data that are not available in many stock markets. And, even when available,
the data does not cover very long periods of time. Therefore, taking into consideration the
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unavailability of data, this study analyses information asymmetry using only Bid-Ask Spread
and the Illiquidity measurements.

Bid-Ask Spread (Bid-Ask) is difference between the highest price of a stock that
investor is willing to pay (bid price) and the lowest price of a stock that is acceptable by
companies (ask price) (Leuz & Verrecchia 2000).

AskPrice — BidPrice

[AskPrice + BidPrice]
2

BidAsk;, =

This study also employs illiquidity measurement introduced by Amihud (2002) which
measures the sensitivity of stock price to dollar trading volume to measure information
asymmetry (Amihud et al. 2015; Abad et al. 2017; Hur & Chung 2018). The Illiquidity is
estimated as follows;

idt
|Return; ;|

Hliguidity... =
Hiquidityia, — (dollar)trading volum,,,

SAMPLE SELECTION

This study uses ASEAN countries as sample. ASEAN countries consist of ten members,
Brunei, Cambodia, Indonesia, Malaysia, Myanmar, Laos, Philippines, Singapore, Thailand and
Vietnam. All ASEAN companies are potential sample of this study for measuring information
asymmetry. However, some restrictions need to be imposed in the sample selection process.
First, companies, which do not have needed data for each information asymmetry
measurements, are excluded. Second, companies with Zero and Negative value after
information asymmetry measurement, as well as outliers, are excluded.

Data for this study was collected from 2001 to 2018. This study uses 2001 as the starting
year for data collection as it is the year that data became available in database for information
asymmetry. However, because of availability of data for information asymmetry measurement,
Brunei Darussalam, Laos, Cambodia and Myanmar are excluded from this analysis. As well
as, the information asymmetry measurements data are available from 2008 for Vietnam.
Therefore, the total sample for information asymmetry measurements consist ASEAN-6 and a
total of 29,702 (company-year) unbalanced observations after omitting not available data and
data with negative sign.

EMPIRICAL RESULTS
Table 8 presents the OLS regression results of the relationship between IFRS and information
asymmetry. Consistent with the hypothesis, the findings show that IFRS dummy is negatively
associated with information asymmetry measured by llliquidity at 1 percent level with a
coefficient value of -0.479 and t-statistic value of -3.200. The findings also show that IFRS
dummy is negatively associated with information asymmetry measured by Bid-Ask at 1 percent
level with a coefficient value of -0.011 and t-statistic value of -13.568. The results reveal that
the level of information asymmetry is reduced after IFRS was required/permitted.

Similarly, IFRS Compliance Level (IFRS Level) is negatively associated with
information asymmetry measured by Illiquidity at 10 percent level with a coefficient value of
-0.043 and t-statistic value of -1.657. The findings also show that IFRS Level is negatively
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associated with information asymmetry measured by Bid-Ask at 10 percent level with a
coefficient value of -0.002 and t-statistic value of -1.740. The results reveal that the level of
information asymmetry is increased after ASEAN-6 countries’ compliance with IFRS. The
findings substantiate several past findings (Naranjo et al. 2013; Turki et al. 2016; Abad et al.
2017) that IFRS leads to improved financial reporting quality and market liquidity which
reduces information processing costs, adverse selection cost, illiquidity and information
asymmetry for capital market participants.

With respect to the control variables, Table 6 shows that the effect of control variables
are consistent with the prediction of this study. For example, information asymmetry
(Miquidity and Bid-Ask) is negative and significant associated with size at 1 percent level. This
finding is consistent with past studies (Tsamenyi et al. 2007; Naranjo et al. 2013; Neel 2017)
that larger companies are more liquid and suffer lower information asymmetry problems.
Information asymmetry (llliquidity and Bid-Ask) was positive and significant associated with
leverage at 1 percent level. This finding is also consistent with past studies (Naranjo et al. 2013;
Abad et al. 2017) that companies with more leverage are more likely to have information
asymmetry problem.

Table 8 The regression results for testing the relationship between IFRS and information asymmetry

IFRS Dummy and Hliquidity IFRS Level and Hliquidity

Variables Predi Coef t-Statc Prob.  Coefficient t-Stat Prob.
IFRS - -0.479%** -3.200 0.001 -0.043* -1.657 0.098
SIZE - -2.110%** -15.079  0.000 -2.169*** -15.100 0.000
LEVERAGE + 0.276*** 4.692 0.000 0.271*** 4,573 0.000
PROFIT - 0.003 0.257 0.798 0.006 0.530 0.596
TURNOVER - -0.047 -0.705 0.481 -0.045 -0.684 0.494
GROWTH - 0.003 1.035 0.301 0.003 1.053 0.292
Adj R? 0.618 0.617

F-statistic 16.524*** 16.514%**

Durbin-Watson 1.558 1.556

IFRS Dummy and Bid-Ask IFRS Level and Bid-Ask

Variables Predi  Coefficient t-Statistic  Prob.  Coefficient t-Stat Prob.
IFRS - -0.011*** -13.568  0.000 -0.002* -1.740 0.082
SIZE - -0.012*** -15.948  0.000 -0.016*** -19.369 0.000
LEVERAGE + 0.002*** 7.334 0.000 0.002*** 7.404 0.000
PROFIT - -0.003*** -6.372 0.000 -0.003*** -5.074 0.000
TURNOVER - -0.002*** -4.715 0.000 -0.002*** -4.835 0.000
GROWTH - -0.005 -0.332 0.740 -0.005 -0.305 0.761
Adj R? 0.312 0.306

F-statistic 5.357*** 5.234%***

Durbin-Watson 1.962 1.945

The adjusted R2 of models with Illiquidity are 0.61 and models with Bid-Ask is 0.31.
This means that 61 percent of the changes in information asymmetry measured by Iliquidity
and 31 percent of changes in information asymmetry measured by Bid-Ask Spread can be
explained by the applied explanatory variables. Although this adjusted R2 value seems to be
high and inflated, this outcome is consistent with findings of several past studies such as Abad
et al. (2017) when Illiquidity is used for information asymmetry measurement, the Adj R2 is
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0.88 and Naranjo et al. (2013) the Adj R2 is 0.83. Therefore, the Adj R2 is consistent with the
past studies that have information asymmetry as the dependent variable. However, in order to
resolve any hesitation, with regards to the high adjusted R2, according to Gujarati and Porter
(2009), the following data examination was carried out. First, data of this study were rechecked
to ensure there was no wrong entry. Second, after making sure that the values are genuine, re-
checking of multicollinearity was carried out. As can be seen from the correlation matrix
presented in Table 7, there is no multicollinearity problem. Lastly, to ensure the accuracy of
the model, the F-Statistic of the model is checked. Generally, a significant F-statistic of a model
indicates whether the model is specified properly or not. As can be seen in Table 8, the F-
statistic for the model is significant in 1% level. Therefore, although this study has a high
adjusted R2, it is not due to any mistakes in data entry.

The relationship between IFRS and information asymmetry is dynamic, as agency
problem and necessity of financial information quality contribute to promoting the financial
reporting standards. Additionally, there may exist the endogeneity problem because IFRS may
affect information asymmetry reduction while reducing in information asymmetry may also
affect IFRS implementation decisions by non-adopter countries. Therefore, this study takes
into consideration the dynamic nature as well as the endogeneity problem and examines the
effect of IFRS on information asymmetry by using the GMM estimation technique. This study
applies GMM as an additional test, which is more appropriate for dynamic associations,
endogeneity, and autocorrelation problem-solving.

As mentioned before, in examining the relationship between IFRS and information
asymmetry, there may exist the endogeneity problem that is not addressed via the use of the
OLS estimator. According to Nickell (1981), the presence of individual-specific effects lagged
dependent variable and potential endogeneity of independent variables makes the traditional
panel estimators such as OLS inappropriate. One solution which is also introduced by past
studies to solve the potential endogeneity problem is the GMM estimator. In addition to solving
the endogeneity problem, GMM is also used to solve heteroscedasticity and autocorrelation.
Therefore, GMM can be considered as a more complete measurement estimator than OLS.
Since, the GMM estimator is designed for a situation with small time-series and large cross-
section, hence it may be appropriate for this study which focuses on ASEAN-6.

In all the GMM types (One-Step difference-GMM, Two-Step difference-GMM, One-
Step system-GMM, and Two-Step system-GMM), four important assumptions need to be
considered. 1) The number of instruments should be less than the number of observations. 2)
The dynamic effect, lag dependent should be less than 1 and significant. 3) The null hypothesis
of no autocorrelation in AR (2) must be failed to reject (p-value > 0.05). 4) The Sargan or
Hansen test of over-identification restriction must be failed to reject (p-value > 0.05).

The results of GMM (One-Step System-GMM) are demonstrated by Table 10. As can
be seen, the results are in line with the main results of this study which IFRS affects information
asymmetry reduction. The results of IFRS dummy and information asymmetry measured by
Illiquidity and Bid-ask, demonstrate that IFRS dummy is negatively associated with
information asymmetry in ASEAN-6 countries. The results also demonstrate that the level of
IFRS compliance is negatively associated with information asymmetry in ASEAN-6 countries.

Table 10 GMM results of relationship between IFRS and information asymmetry

One-Step System-GMM One-Step System-GMM
Variables IFRS Dummy IFRS Level
Coefficient P-V Coefficient P-V
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Iliquidity

L1. 0.911*** 0.000 0.912*** 0.000
IFRS -0.045** 0.010 -0.004* 0.096
SIZE 0.011 0.121 0.009 0.215
Leverage -0.035 0.167 -0.035 0.166
Profitability 0.087** 0.022 0.089** 0.020
Turnover -0.144** 0.012 -0.041%** 0.000
Growth 0.004** 0.020 0.004** 0.019
P(AR2) 0.866 0.926

Bid-Ask

L1, 0.349%** 0.000 0.356*** 0.000
IFRS -0.011*** 0.000 -0.001** 0.018
SIZE -0.015** 0.043 -0.014** 0.035
Leverage -0.001 0.964 -0.000 0.792
Profitability -0.008** 0.035 -0.001** 0.018
Turnover 0.015*** 0.000 -0.015%** 0.000
Growth 0.003** 0.020 0.002** 0.023
P(AR2) 0.866 0.926

*, ** *%% represent significance at the 10, 5 and 1 percent levels, respectively.

CONCLUSION

This study analyzes the specified linear regression models using Ordinary Least Square (OLS),
and Generalized Moment Method (GMM) to test hypothesis on a sample of South East Asian
Nations (ASEAN). ASEAN is a regional political and economic grouping made up of Brunei
Darussalam, Cambodia, Laos, Indonesia, Malaysia, Myanmar, the Philippines, Singapore,
Thailand, and Vietnam. However, due to availability of data for information asymmetry
measurement, the final sample of this study considered ASEAN-6 excluding Brunei,
Cambodia, Laos, and Myanmar. The main variables of this study are IFRS, and information
asymmetry. This study applies IFRS Dummy and IFRS Level as proxies for IFRS. Information
asymmetry is used as the dependent variable. Due to the non-availability of data, this study
analyses information asymmetry using only the Bid-Ask spread (Bid-Ask) and the Illiquidity
measured by Amihud. The Bid-ask spread (Bid-Ask) is a proxy for information asymmetry
which is commonly used by most previous studies. The Illiquidity measure is commonly
applied to capture the price impact of transactions, to describe the arrival of new information
to market participants. Moreover, several control variables were employed to reduce the
potential measurement and model specification errors.

Two regression models were employed for analysing panel data. OLS is applied as the
main estimation technique and GMM s applied as an additional test to corroborate the main
findings. The results of both OLS and GMM, suggest that the level of information asymmetry
is reduced after IFRS was required/permitted. These findings are consistent with the assertion
of agency theory. The agency theory suggests that countries implement IFRS because they
believe that more transparency and more disclosure will lead to reducing agency cost and
information asymmetry. Therefore, this study supports the choice of IFRS implementation for
ASEAN-6 countries as it drives the information asymmetry reduction.

There are costs related to implementation of new accounting standards to countries,
therefore, the results of this study on effect of IFRS on information asymmetry help policy
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maker, regulators to understand the benefits that are brought by IFRS. Findings of this study
also should be interest of policy maker of countries that have not required IFRS, due to this
study provides an empirical document regarding the positive effect of IFRS from the aspects
of information asymmetry reduction.

As with all empirical studies, this study has limitation. There are empirical studies in
literature, which examined the determinants of information asymmetry reduction; however,
this study was not able to utilize all those determinants as control variables. Therefore, this
study suggests that for future study more control variables are taken into consideration.
According to the past studies, information asymmetry is one of the important factors to explain
the capital flows and this study only applied to measurement for information asymmetry (Bid-
Ask and Illiquidity). Therefore, this study suggests that future studies examine the relationship
between IFRS and information asymmetry using different measurements.
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