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ABSTRACT 

This study examined the relationship between International Financial Reporting Standards (IFRS) 

Implementation and Earnings Response Coefficient (ERC) of listed Nigerian companies. The study was 

necessitated by the low usage of the equity market as a source of financing business in Nigeria which is 

attributable to the unfavorable market response to earnings information that is exclusively dependent on 

IFRS exigencies as well as little or no information on earnings persistency, investors’ protection and 
systematic risk. The study by extension assessed the interactive effects between IFRS and investors' 
protection among others on the Earnings Response Coefficient of listed Nigerian companies. This study 

adopted the ex-post facto and content analysis research designs. This was conducted using 31 listed 
Nigerian companies covering a period of 2013 to 2017. The results of the cross sectional random effect 

model show that ERC is not positively associated with IFRS implementation. This is not inclusive of the fact 
that IFRS implementation brings about high quality standards which is a prerequisite for high quality 
information, but it is not sufficient enough to induce a change in the ERC. It was discovered that ERC 
improves with the mediating effect of a strong investors’ protection in an IFRS environment, while ERC was 
also inversely and significantly affected by the interactive effect between beta and IFRS implementation. It 
was therefore recommended that firms should improve on their investors' protection in order to promote a 
high earnings response coefficient under an IFRS environment among others.  
 

1.1 Introduction 

A well-functioning capital market is essential for economic development and to realize its full potential, 

countries must have a world class capital market that is strong, suitable and plays a central role by becoming 

the first port of call for the mobilization of funds and investment. The Nigerian capital market today is 

presently gaining important posture among the committees of stock market in the world; and has gone 

through series of innovation. There is still a growing need for enhanced investor’s protection and increased 
disclosure through the effective use of accounting information for making economic decisions. A 

fundamental issue surrounding the operation of the market is the availability of relevant information on 

potential investment target which has a bearing on efforts to mobilize investment for financing economic 

and social development. Relevant and reliable information on predictable earnings of investible funds is 

indeed crucial to induce favorable earning response from potential investors. 
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The need for prudential accounting information propagated by the implementation of the IFRS in Nigeria 

is already exhibiting relevant effect in the sub-sector leading to limitation of risk. This is mostly devoid of 

highlight on the effect of IFRS on earnings. Most stakeholders are already coming to term with the potency 

of the IFRS in identifying and incorporating all economic transactions and present value of assets and 

liabilities in the determination of firms’ returns and future earnings (Pascan, 2015). However, the resultant 

effect of IFRS in the decision usefulness of financial statement information, still remain a mirage among 

investors in Nigeria. Security prices are to fully reflect all publicly available information; while the earnings 

announcement made by a firm is expected to instigate market reactions to the extent of the unexpected 

component of the news. The extent of the change in security price caused by such unexpected change in 

earnings is the representation of the earnings response coefficient (ERC). ERC is therefore the estimated 

relationship between a firm’s equity and the unexpected portion of a company’s earnings announcement.  
 
According to Cho and Jung (1991), ERC captures the return sensitivity to the earnings surprises. These 

surprises are measured by the unexpected earnings defined as the difference between realized and forecasted 

earnings. In other words, ERC represents the market reaction, in terms of price change, corresponding to a 

unit of unexpected earnings. Dechow, Ge, and Schrand (2014) show that ERC is a good proxy with regard 

to decision usefulness by assessing market perception of value relevance of various accounting 

measurement and recognition criteria. The IFRS implementation is expected to key into the need for reliable 

and relevant financial information that is developed based on fair value for effective decision making across 

all business jurisdiction (Scott, 2009). 

 
Ewert and Wagenhofer (2005) observed that high quality accounting standards does not only reduce 

earnings management and improved reporting quality, but also propels favorable market reaction. This 

strong market reaction to earnings information is reflected in the high Earning Response Coefficient, 

suggested that firms that adopted IFRS were less prone to engage in earnings smoothing and were more 

likely to recognize losses in an appropriate manner (Barth, Beaver & Landsman, 2006).  

 

However, there also abound several exposures to IFRS implementation that could impair investors’ decision 
on earnings forecast which must be critically considered in relations to other factors that could enhance the 

decision usefulness of a firm’s earnings potentials.  Scott (2009) suggested that a number of reasons could 
be responsible for differential market response to reported earnings. These include beta, capital structure, 

earnings persistency, growth opportunities and level of investors’ protection among others. The place of 
IFRS implementation to a favorable earning response coefficient is yet to be adequately unraveled in 

Nigeria. 

 

The IFRS implementation requiring the use of fair value accounting among other requirements may also 

lead to increased earnings volatility and consequently, less accurate earnings forecasts; hence, the relevance 

of this research in determining the level of ERC in the fair value accounting environment. This is because; 

it is unclear what the IFRS implementation would represent in the earning response coefficient of listed 

companies in Nigeria. 
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1.2 Statement of the problem 

The use of the equity market by Nigerian firms has always been low, unlike some developing countries, 

where equity tends to be the primary source of financing. Funding by banks has been adjudged to be as high 

as 54 % while that from the equity market is as low as 28 % as at 2018 (CBN, 2018). This low patronage 

of the Nigerian stock exchange as a source of financing business in Nigeria is attributable to the unfavorable 

market response to earnings information that is exclusively dependent on IFRS exigencies with particular 

reference to IFRS 13. There are also little or no information on earnings persistency, investors’ protection 
and systematic risk among others in the companies’ annual reports. Despite the relevance of IFRS to the 
quality financial reporting in Nigeria, the focus on IFRS alone has engendered the inability of the listed 

Nigerian firms to increase the decision usefulness to be more earning oriented rather than non-earning 

information. IFRS implementation in Nigeria has led to increase earnings volatility and consequently, less 

accurate earnings forecasts, which was not the case in the pre-IFRS implementation era.  

 

These frivolities have an untold effect on the earning response coefficient of listed Nigerian companies; 

while, a lot of investors still consider other factors besides earnings in taking their decisions. As such the 

construct validity of ERC is not fully known. There is also a relative paucity of research on ERC 

determinants in Nigeria and their influence in the Nigerian stock exchange market. It is equally unclear if 

the IFRS implementation would result in the decision usefulness to investors in their response to equity 

returns and unexpected earnings from the financial statement of listed companies in the Nigerian stock 

exchange.  Investors in Nigeria are equally not quickly moved upon receipt of new information on market 

value of the securities which according to them could be a sham. This is because most prices of securities 

traded on in the market might not fully reflect all information that is publicly known about these securities. 

It is against this background the study examines the effect of IFRS implementation on the Earnings 

Response Coefficient of listed Nigerian companies. 

 

1.3 Objectives of the study  

To identify if IFRS implementation is positively associated with earnings response coefficient of listed 

Nigerian companies 

To assess the effect of the interactions between IFRS and investors' protection on earnings response 

coefficient of listed Nigerian companies 

To examine the extent to which earnings persistency mediates the relationship between IFRS and earnings 

response coefficient of listed Nigerian companies 

To evaluate the effect of the interactions between IFRS and beta on the earnings response coefficient of 

listed Nigerian companies 

 

1.4 Research hypotheses  

1. IFRS implementation is not positively associated with the earnings response coefficient of listed 

Nigerian companies. 

2. Earning response coefficient is not positively associated with the interaction effect between IFRS 

implementation and investor protection 

3. Earnings response coefficient is not positively associated with the interaction effect between IFRS 

implementation and earnings persistency. 
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4. Earnings response coefficient is not positively associated with the interaction effect between IFRS 

implementation and beta. 
 

2.1 Theoretical framework  

2.1.1 Efficient Market Theory  

Under this theory, share prices are expected in the aggregate to reflect all relevant information at a given 

time. All publicly available information should be built into the share market price. Market participants 

with superior information are expected to exploit that information until share prices have effectively 

impounded the information. This available information is no doubt a function of a firm’s characteristics to 
include its earnings persistency, investors’ protection regime and associated market risk that cannot be 
ignored for good effect even under an IFRS environment (Dechow, Ge, & Schrand, 2014). Therefore, in 

the aggregate, a portion of changes in a company's share price is expected to result from changes in the 

relevant information available to the market. 

 
2.2 IFRS implementation  

High-quality financial reports provide investors with the information and confidence necessary to invest in 

the global capital markets (Beredugo, Igbeng, & Eze, 2013). A high-quality set of accounting standards 

enables investors to receive suitable information. Nigeria as part of the common wealth of nations, and in 

a bid to enhance transparency and to encourage the free movement of capital into the country among other 

reasons implemented the International Financial Reporting Standards (IFRS) (FRCN, 2011). 

 
IFRS induced information facilitates the acquisition of short and long term fund and also enables 

management to properly account for the resources put in their care (Saito & Mayangsari, 2011). Thus, it 

acts as a significant spur to the growth and development of money and capital markets, which are 

fundamental to the smooth running of any economy. Mohamed and Ezzeddine, (2015) submit that effective 

functioning of capital markets, however, significantly depends on the effective flow of information between 

the company and its stakeholders. Saito and Mayangsari (2011) added that it is expected that using IFRS 

can improve accounting quality. IFRS implementations also results in accounting numbers that is more 

value relevant and is of a higher quality (Dhaliwal & Reynolds, 1994). In the words of Ewert and 

Wagenhofer (2005), IFRS implementations reduce earnings management, improved reporting quality. 

 
Ball (2006) stated that IFRS implementation brought with internationally uniform accounting rules 

accompanied with fair value accounting. The IFRS induced fair value accounting had led to increased 

earnings volatility, and consequently, less accurate earnings forecasts. The issues are not only predominant 

in the Nigerian environment, but also in less developed nations (Agostino, Drago & Silipo, 2007). IFRS 

implementation no doubt poses a lot of significance changes especially to the capital markets. Armstrong, 

Barth and Riedl (2010) report a positive (negative) market reaction to 16 events that increase (decrease) the 

likelihood of IFRS implementations in 2002 to 2005 with more positive effects for firms with high pre-

adoption information asymmetry, lower quality pre-adoption information environments and firms that are 

domiciled in common law countries.  

 
An important disadvantage of the IFRS induced fair value accounting is that it has a pro-cyclical effect. 

This means that assets (liabilities) are likely to be overstated (understated) during economic growth and 
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during a recession assets (liabilities) will be understated (overstated). This leads to earnings that are higher 

in economic growth and lower in a recession (Ramanna & Watts, 2007). Since the revaluations do not 

always lead to realized gains or losses, the performance measures are artificially volatile (Allen & Carletti, 

2008, p. 359).  

 

2.2.1 Earnings Response Coefficient (ERC) 

ERC has been defined as “a measure of relation of stock returns to earnings surprises around the time of 

corporate earnings announcements” or “the relationship between a change in a company’s stock price and 
any unusual statements in a company’s earnings announcement”.  ERC is the marginal change in share 

returns for one unit of unexpected earnings announced as measured over a short or long window. A firm's 

stock price is related to information available to investors. Thus, news of unexpected earnings can lead to 

buying panic while low earnings can lead to selling panic. The Implications of ERC is to inform market 
operators and participants on things that affect the information content of accounting earnings and how they 
should best design a financial report. It include the important of full disclosure, which entails displaying all 
components of net income to enable permanent effects to be assessed and to make growth opportunities of 
the listed organization to be more explicit (Easton & Zmijewski,1989). 

 

ERC provides an overview on the quality of the expected earnings, measured by their ability to reflect 

market expectations. Kabir, Laswad, and Islam (2010) opined that the information conveyed by earnings is 

in relation with a variety of market attributes such as return, volume and volatility change surrounding the 

earnings announcement date. The fact that the variation of these attributes is the result of an adjustment by 

the investors of their expectations following the information provided by earnings discloser permits to 

conclude that this information is correlated with that used by investors in their value assessment. 

Accordingly, the ERC can be used as an indicator of earnings validity and as a proxy for market expectations 

with regard to future security revenues (Walther, 1997). In principle, ERC can be measured as the slope 

coefficient in a regression of abnormal stock returns on unexpected earnings. According to Dechow and 

Schrand (2010), earning response coefficient is relative to earning quality. There are however, three features 

in earnings quality.  

 

Earnings quality is conditional on the decision-relevance of the information.  

The quality of a reported earnings number depends on whether it is informative about the firm’s financial 
performance, many aspects of which are unobservable.  

 

Earnings quality is jointly determined by the relevance of underlying financial performance to the decision 

and by the ability of the accounting system to measure performance. On the contrary, in the practical 

environment, earning quality is difficult to measure.  

 

According to Burgstahler and Dichev (1997), a strong response of the stock price to the unexpected earnings 

indicates that the underlying expected earnings have an important role in the market expectations’ 
determination regarding future profitability. From an empirical view point, the ERC is studied according to 

two different approaches: the event studies which depict the reaction of the stock price to the earnings 

announcement, and the association studies that investigate the relationship between stock price and earnings 
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over a relatively long period (Easton & Zmijewski, 1992). The advantage of event studies lies in their ability 

to identify over time the net effect of earnings announcement on the stock price or on its variation (return), 

which avoids confusion with other effects that may occur during the study period. However, the choice of 

the optimal observation window of the earnings announcement event is often mentioned as an explanation 

for the weakness of this method’s empirical results. This problem does not arise in association studies as 

the study period is so long that it may exceed 1 year; even if this leads to an increase in the risk of confusion 

with other effects. 

 

Lipe (1990) revealed that the content of information with the analysis when changes to the unexpected 

positive earnings have abnormal rate of return on average positive and if it does not have information 

content that is negative, then have the abnormal rate of return on average negative. Some research indicates 

that the ERC varies in cross sectional as Biddle and Hilary (2006) and Lipe (1990). Researchers indicate 

that the ERC depends on the level of earnings persistence, earnings predictability, and covariant stock 

market return, the growth of enterprise and industry characteristics. As regards investors’ reaction to 
earnings announcement, Kabir, Laswad, and Islam (2010) recently found that investors become more active 

during the earnings announcement period, placing a discount on optimistic earnings forecasts. He contends 

that investors are expected to be provided with more relevant and quality information pursuant to the 1999 

U.S. Regulation Fair Disclosure. He also found that investors do try to correct their own maladjustments 

during the post-announcement period. 

 
2.2.2 The effect of IFRS induced fair value accounting on the ERC  

As can be seen from the discussion of fair value accounting, some argue that fair value accounting has led 

to more volatile accounting numbers and others say that it has become more value relevant. Since the effect 

of fair value accounting on the earnings-return relation is unknown it is interesting to examine if fair value 

accounting has had an effect on the earnings response coefficient. Little research has examined this 

relationship and prior research mostly focused on one specific element and the relation to the ERC, as can 

be seen in the discussion above. The earnings are influenced by fair value accounting because subsequent 

measurement of assets and impairment testing lead to gains or losses. The gains or losses from subsequent 

measurement of fair values go straight to profit or loss. If a large part of the assets have to be measured 

subsequently at fair value, earnings might fluctuate much depending on the market conditions. Impairment 

testing influences earnings when the cost model is used. Under the cost model, impairment losses have to 

be immediately recognized in profit or loss. Overall, earnings are influenced by fair value accounting and 

it is unknown if returns also incorporate these effects.  

 

Since fair value argued to be more informative because of the more frequent price fluctuations and price 

adjustments, the ERC should be higher. Fair values for Level 1 assets increase relevance of the financial 

statements and do not lead to unexpected write downs as is the case in under historical cost accounting. So 

fair values in this case lower the uncertainty under investors and this should increase the ERC (Imhoff Jr. 

& Lobo, 1992, p. 137). However, fair values also do increase uncertainty about the carrying amounts of 

Level 2 and Level 3 assets. The uncertainty increases because some fair values are based on models and 

assumptions that are unknown to the investors. If the amounts cannot be verified, the reliability of the 

financial statements decreases and the amounts could be manipulated by managers to influence the numbers 
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in the financial statements. Since Imhoff Jr. and Lobo found that uncertainty lowers the ERC, fair value 

accounting should in this case also lower the ERC (Imhoff Jr. & Lobo, 1992, p. 137). Both effects of 

uncertainty will influence the ERC but the influence will depend on the amount of assets a firm holds and 

the effects could be offsetting each other.  

 
Fair value accounting also affects the ERC because earnings are artificially volatile. It is interesting to see 

the effect of the artificial volatility because the ERC might be more volatile also and move along with the 

earnings changes. The ERC could also be lower since the earnings are not likely to persist in the future 

(Freeman & Tse, 1992, p. 186). Most volatile earnings are transitory and are not realized yet, the ERC might 

incorporate this characteristic and might not be influenced since the volatility of earnings could be up- and 

downwards. The pro-cyclical effect of fair value accounting leads to higher earnings during economic 

growth and lower earnings during a recession also influence the ERC. Investors might look at the cash flows 

and see that these have not changed much compared to earnings and therefore the stock price might not 

have changed much. But if earnings have decreased a lot then how do returns react to this? The ERC under 

fair value accounting will incorporate the pro-cyclical effect and therefore is likely to differ from the ERC 

under historical cost accounting.  Finally, since Hayn finds that losses lower the informativeness of earnings 

(Hayn, 1995), it could be that earnings that incorporate fair value losses also leads to lower ERCs. If the 

proportion of the losses is largely due to fair value changes, does the informativeness of earnings still 

decrease or is the informativeness not affected because the expectations of future cash flows are not 

affected. 

 
2.2.3 Other determinants of ERC 

2.2.3.1 Earnings persistence and ERC  

Earnings  persistence  ''measures  the  degree  to  which  current  period  earnings  shocks  persist  in  the  
future  and  thus  affect  future  earnings  expectations'' (Scott,  2009). The ERC is a positive function "of 

the lambda parameters which relate current accounting earnings to expected future dividend payments. If 

the earnings series has a high persistence, a given magnitude of unexpected earnings would result in a larger 

revision (in absolute value) in expected future dividends than if the earnings series has low persistence. This 

is intuitive in the sense that a higher persistence means a higher expected change in future earnings due to 

a current- period shock and presumably a higher change in cash flow available for dividend payments. Thus, 

ERC is expected to be positively related to the earnings persistence (Dhaliwal & Reynolds, 1994).  Collins 

and Kothari (1989) added that earnings persistence is associated with a larger ERC. StudentVIP (n.d: 2) 
added that ''if the good news in an IFRS environment is about increasing operating efficiencies, ERC will 
be higher. This is because the current unexpected earnings from the increase in efficiency will persist into 
the future''. 
 

2.2.3.2 Beta and ERC  

Beta or Systematic risk is a measure of a stock's volatility in relation to the market. It measures the exposure 

of risk a particular stock has in relation to the market. Stock price volatility is an indicator that is most often 

used to find changes in the market place, most times, an increase or decrease in volatility results from 

changes in investor’s reaction in the market place and as such, stock price volatility tends to rise when new 
information is released into the market, however the extent to which it rises is determined by the relevance 

of that new information as well as the degree in which the news surprise investors (Ajao & Wemambu, 
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2012). The relations of Beta to ERC indicates that where a firm's future expected returns is characterised 

by a sequence of high risk, the lower its value will be to a risk-averse investor. Higher beta increases the 

discount rate that the market uses to price the unexpected revision of future earnings; therefore, beta is 

negatively associated with ERC. As a corollary, Collins and Kothari (1989) established a significant 

negative association between beta and ERCs based on a reverse regression of unexpected earnings on 

returns. Shen and Chih (2005), also find the same significant and negative correlation between ERC and 

beta. Kumar and Lim (2008) ''documented that the coefficient on the interaction of earnings and beta 

indicates the marginal change in ERC for a unit change in beta, keeping other ERC determinants constant. 

They find a negative coefficient implying that ERCs decline as beta increases''.  

 

2.2.3.3. Investors’ protection, ERC and IFRS  

Ball (2006) argued that IFRS adoption was a necessary condition for acquiring high quality information, 

without being a sufficient one, without adequate investor’s protection regime. Soderstrom and Sun, (2007) 
opined that the improvement of the ERC depends on at least the IFRS and a country’s overall investor’s 
protection. Bushman and Smith (2001) suggest that strong investor’s protection engenders quality 
accounting information. While, Guenther and Young (2000) argued that there always abound a strong 

relationship between accounting earnings and actual economic events, in countries with strong investor’s 
protection. Houqe, Zijl, Dunstan and Karim (2011:23) argued that ''earnings quality is a joint function of 

investors’ protection and the quality of accounting standards, proxied by IFRS. This view is based on the 

fact that accounting does not exist in a vacuum' and that it is rather ‘a product’ of its environment”. In 
summary, lower investor protection breeds managerial discretion within the organization which impedes 

production of high quality accounting numbers, - despite high quality accounting standards.  

 
Investors' protections are likely to contribute to better growth prospects. Investor protection has multiple 

dimensions. This study used six country level measures of investor’s protection: board independence, 
enforcement of securities laws, protection of minority shareholder rights, enforcement of accounting and 

auditing standards, judicial independence, and freedom of the press. The World Economic Forum ‘2008’ 
measure of investor protection was used. The measures are coded on a scale from 1 to 7, for example a 

value of 1 for board effectiveness indicating that management has little independence, and 7 indicating that 

board display strong independence. Boards play an important role both as independent scrutinizers of 

management action, and as protectors of shareholder wealth. Established also was that firms with weak 

protection for minority shareholders’ interests provide greater incentives as well as opportunities for 

managers to engage in corrupt accounting practices (Hope, 2003). Sunder (1997) argued that enforcement 

of IFRS put pressure on management and auditors which induces less scope to exercise discretion. 

Holthausen (2003) provided evidence that adopting IAS/IFRS with weak investor protection would likely 

lead to a reduction in the perceived quality of the IFRS. 

 

2.2.4 Empirical review 

Houqe, Zijl, and Karim, (2011) examines the effects of mandatory IFRS adoption and investor protection 

on the quality of accounting earnings in forty-six countries (around the globe). The results suggest that 

earnings quality increases for mandatory IFRS adoption when a country’s investor protection regime 
provides stronger protection. Sunardi and Rizki (2012) examined factors that affect earning quality on fair 
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value accounting environment in Australian Securities Exchange using four years post-IFRS 

implementation in financial sector, because Australia has implemented IFRS since 2005. The sample 

consists of 83 diversified financial firms that listed on Australian Securities Exchange (ASX) 2007-2010. 

The result shows that only growth opportunities affect Earning Response Coefficient. 

 

Paramita (2017) examined the effects of leverage, persistence, growth, size and beta on the informativeness 

of earnings and its application in the financial statements of Manufacturing Companies listed in the 

Indonesia Stock Exchange 2013-2016. He examined the magnitude of abnormal stock returns in response 

to the expected components of a company's reported earnings by using Earning Response Coefficient 

(ERC), with the aid of Path Analysis as well as the analysis application of Moment Structure (AMOS). It 

was discovered that leverage, persistence profit and growth to Informativeness of earnings, either directly 

or through intervening variables of size and beta affect companies ERC. 

 

3.0    Research methodology 

The study adopted Ex-post facto design. The research examined the independent variables in retrospect to 

establish relationship and the influence on the dependent variable. Samples of 31 companies were drawn 

from the population of the listed Nigerian companies through purposive selection from the manufacturing 

and banking and service sectors. The selected companies continuously listed in the NSE from 2013 to 2017. 

Other criteria for selection were that the firms were actively traded and the various firms’ financial statement 
year ended in December 31st.  

 

3.1 Data Gathering Techniques and Measurement  

ERC is measured by the regression slope of the cumulative abnormal return and unexpected earnings. ERC 

is obtained by calculating the Cumulative Abnormal Return (CAR) of each sample and also calculating 

unexpected earning (UE) of the sample. According to Collins and Kothari (1989), the formula for ERC is 

as follows: CAR = α + βUE + ε; where CAR: Cumulative abnormal return; UE: Unexpected Earnings and 

β: Earning Response Coefficient. 
 

Measurement of Cumulative abnormal return (CAR)  

ARit = Rit – Rmt 

Where:  

ARit: Abnormal return of firm i on day t; Rit: actual returns of firm i on day t  

Rmt: Daily market returns of firm i on day t  

 

Measurement of Unexpected Earnings (UE)  

UEit=Eit−E(it−1)/E(it−1) 
Where:  

UEit: unexpected earnings of firm i on year t; Eit: Accounting Profit of firm i on year t  

Eit-1: Accounting Profit of firm i on year t-1  
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Measurement of Earning Persistence (PER) 

The earning persistence is measured by the regression slope with the previous year, according to Mulyani 

et al. (2007): Xit = α i + βit X(it-1) + εit 
Where: Xit: Accounting Profit of firm i on year t; X (it-1): Accounting Profit of firm i on year t-1  

 

Investor protection is measured using the weighted average index of board independence and protection of 

minority shareholder’ interest (WEF, 2008). Beta is measured using systematic risk using Capital Assets 

Pricing Model (Mulyani et al., 2007).  IFRS implementation was measured based on IFRS 13-fair value 

measurement using checklist on each reporting items. The checklist was assigned “0” if it is not disclosed, 
“1” if it is partially disclosed (not in details), and “2” if it is fully disclosed.  
 

3.2 Model specification  

The model used in this work was developed by Collins and Kothari (1989) and adapted for this study. The 

empirical models are specified as follows:  

Model 1 : CARi,t  = β 0 + β 1 UEi,t + β 2 UEi,t* IFRSi,t 

Model 2 : CARi,t  = c0 + c1 UEi,t + c2 UEi,t* IFRSi,t
 *IPi,t 

Model 3 : CARi,t  = d0 + d1 UEi,t + d 2 UEi,t* IFRSi,t *PERi 

Model 4 : CARi,t  = f0 + f1 UEi,t + f 2 UEi,t*IFRSi,t*BETAi,t 

 

Where;  

CAR = Cumulative Abnormal Return; IFRS = International Financial Reporting Standards  

PER = Earnings Persistency; IP = Investors Protection; BETA= Systematic Risk; UE*IFRS= Unexpected 
earnings and IFRS interactions; UE*IFRS*IP =interactions between Unexpected earnings, IFRS and 
investors' protection; UE*IFRS*PER=interactions between Unexpected earnings, IFRS and earnings 
persistency; UE*IFRS*BETA= interaction effect of beta on the relationship between Unexpected earnings 
and IFRS.  
βo, c0, d0, f0 = unknown constant; β1, c1, d1, f1 = unknown coefficient to be estimated (ERC); e = stochastic 

error.  

The study adopted the Generalised Least-Squares (GLS) equation techniques. Hypotheses were tested using 

the panel regression analysis. 

 

4.0 Data Presentation, Analysis and Discussion of Findings 

4.1 Data presentation and Analysis 

This section is connected with the presentation of data from selected Nigerian listed companies used. The 
data are presented in tables.  
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TABLE 4.01 

Distribution of listed Nigerian Companies used (2013 to 2017) 

Companies  Companies Companies 

Livestock Feeds Plc. 11. UBA  21.A.G. Leventis ( Nigeria)  

2. Okomu Oil Palm Plc. 12. Zenith Bank Plc. 22.John Holt Plc. 

3. RT Briscoe (Nigeria)  13. Guinness Nigeria Plc. 23.P Z industries Plc. 

4. Access Bank Plc. 14. Champion Nigeria  24.SCOA Nigeria Plc. 

5. FCMB 15. Nigerian Breweries  25.UAC of Nigeria Plc. 

6. Diamond Bank Plc. 16. International Brew.  26.Unilever Nigeria 

7. Fidelity Bank Plc. 17. Dangote Sugar  27.Nestle Nigeria Plc 

8. GTBank Plc. 18. Honeywell 28.DN Rubber 

9. Stanbic IBTC Plc. 19. Cadbury Plc. 29.Dangote Flour 

10. Sterling Bank Plc. 20. Flour Mills Nigeria  30.Ellah lakes 

  31.Julius Berger 

Source: Field work, 2019 

 

However, 31 companies’ annual reports from 2013 to 2017 were used to examine the effect of international 
financial reporting standards (IFRS) on earnings response coefficients (ERC). The data used for the study 
were computed with the aid of Microsoft excel. These data sets are as follows: Unexpected Earnings (UE), 
International Financial Reporting Standards (IFRS), Earnings persistency (PER), Investors' Protection (IP) 
and BETA for the independent variable. The value of dependent variable include: Cumulative Abnormal 
Returns (CAR). Table 4.01 presents an analytical description of the companies used. 31 companies’ annual 
reports were used covering a period of 2013 to 2017.  Table 4.02 reveals the earnings and disclosure index 
of the firms. The indexes were within 0.232 to 0.79 for cumulative abnormal returns. The unexpected 
earnings (UE) vary between 0.29 and .63. The log of IFRS of the companies used also varies within 0.44 to 
0.87. The log of investors’ protection falls within 0.0102 to 11.6711. The log of earnings persistency ranges 
from 4.1233 to 9.2. The log of beta lies between 65.06 and 98.32. 
 

TABLE 4.02 

Descriptive Statistics 
 Minimum Maximum Mean Std. Deviation N 
CAR .232 .79 .5946 1.08037 155 
UE .29 .63 .4358 1.06439 155 
IFRS .44 .89 .7544 1.09022 155 
IP .01 11.67 4.013 4.67066 155 
PER .4.12 9.27 5.7477 3.79202 155 

BETA -56.64 98.32 38.164 7.23190 155 

Source: Field work, 2019 

 

A correlation analysis was computed for all the variables. The result illustrated in Table 4.03, shows that 
there was not only positive significant correlations between proxies for cumulative abnormal returns and 
unexpected returns, but also a negative significant correlation between cumulative abnormal returns and 
IFRS implementations and beta. The three other variables of earnings persistency, investors’ protection and 
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beta (systematic risk) are highly correlated, except for the correlation between IFRS and Beta, 0.551. There 
also abound fascinating discovery regarding earning persistency and beta (systematic risk), indicating that 
firms with high earnings persistency tends to have lower total risk (i.e. higher stock volatility), firms with 
lower earnings persistency are associated with higher systematic risk (beta). 
 

Table 4.03 

Correlations Matrix of the determinant ERC and IFRS  

 CAR UE IFRS IP PER BETA 

CAR Pearson Correlation 1 .261** .099 .815 .401** .383** 

Sig. (2-tailed)  .003 .156 .000 .000 .000 

N 99 99 99 99 99 99 
UE Pearson Correlation .261** 1 .191* .081 -.085 -.035 

Sig. (2-tailed) .003  .035 .411 .602 .486 
N 99 99 99 99 99 99 

IFRS Pearson Correlation .099 .196* 1 .082 .141 .062 
Sig. (2-tailed) .156 .036  .334 .154 .551 
N 99 99 99 99 99 99 

IP Pearson Correlation .815 .081 .082 1 .192* .208* 
Sig. (2-tailed) .000 .411 .334  .044 .033 
N 99 99 99 99 99 99 

PER Pearson Correlation .401** -.085 .141 .192* 1 .476** 
Sig. (2-tailed) .000 .602 .154 .044  .000 
N 99 99 99 99 99 99 

BETA Pearson Correlation .383** -.035 .062 .208* .476** 1 
Sig. (2-tailed) .000 .486 .551 .033 .000  
N 155 155 155 155 155 155 

**. Correlation is significant at the 0.01 level (2-tailed). 
*. Correlation is significant at the 0.05 level (2-tailed). 

Source: Field work, 2019 

 

The inverse relationship between CAR and Beta also shows that, since  the  investors  look  to  earnings 
persistency  as a proxy  for firms' performance  and  share  return,  the  riskier  these  future  returns  are  
the  lower investors reactions to a given  amount of unexpected  earnings. This was supported by Scott  
(2009), who established investor  tends to  play  safe  because  financial forecasting  is  troublesome  rather  
than  economic  forecasting. The high correlation that abound between investors’ protection and CAR 
indicates that earnings quality can be improved where investors’ protections are in place. The results suggest 
that there is absence of multicollinearity and that the independent variables are not measuring the same 
thing. This is also confirmed when the variance inflation factor (VIF) is run as the result shows a mean VIF 
of 1.117 for UE; 1.023 for IFRS, 1.208 for PER and 1.512 for BETA . These are all below the threshold 
value of 10. The results of the Breuch Pagan Lagrangian Multiplier test for the models as presented in table 
4.04 shows that the chi-square (X2=15.11, 16.13, 18.09 and 17.43) for models one to four respectively was 
significant, since the p-values = 0.000.  
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Table 4.04 

Random Effects Regression results for Earnings Response Coefficient 
Post-IFRS Model 1 Model 2 Model 3 Model 4 

 β (t stat) β (t stat) β (t stat) β (t stat) 
Constant 2.911 

(3.43)** 

1.853 

(3.08)** 

7.104 

(2.92)** 

-8.909 

(-8.92)** 

UE 13.802 

(2.21)** 

14.712 

(3.11)** 

0.9143  

(0.247)  

3.1908  

(3.071) ** 

UE*IFRS 0.192 

(1.12) 
- - - 

UE*IFRS*IP - 23.201 

(3.45)** 

- - 

UE*IFRS*PER - - 3.411 

(2.43)** 

- 

UE*IFRS*BETA - - - 
 

-2.031 

(-1.92) * 

R Square 

 

Wald chi 2 

0.6034 

62.13 

0.0100 

0.7146 

73.10 

0.0218 

0.8042 

58.39 

0.0098 

0.5902 

51.02 

0.0108 

 

Lagrangian Multiplier 

Hausman χ2  

 Heter. Wald (χ2)  

15.11** 

-4.12 

312.1** 

16.13** 

-5.03 

289.1** 

18.09** 

6.09 

309.8** 

 17.43** 

5.18 

214.6** 

Notes: The coefficient values are presented with the t-statistics in the parenthesis, *p<.10; **p<.05; 
***p<.01, probabilities represent one-tailed when the direction of the coefficient is consistent with 
expectations, two-tailed otherwise). 
Source: Field work, 2019 

 

Thus, the null hypothesis is rejected for the model, indicating that the variance of random effects is not 
equal to zero, and that the random effects model is appropriate for the cumulative abnormal returns. The 
result of the Hausman specification test for the cumulative abnormal return models as presented shows that 
the chi-square (X2 = -4.12, -5.03, 6.09, 5.18) for models one to four are not significant (p>0.05). The result 
suggests an insignificant difference between the coefficients of the random effects and the fixed effects 
models for model 1. Random effect model was therefore used for the study. The results of the modified 
Wald test for heteroskedasticity with probability values (P<0.01) and Wooldridge test for autocorrelation 
with probability values (P<0.00) shows the absence of both problems in the model and its associated 
variables. Result from table 4.04 also reveals that the R2 for random effects regression indicated 60.34%, 
71.46%, 80.42% and 59.02% respectively. The results show the variation in cumulative abnormal returns 
that is explained by the independent variables. The result also shows the effect of unexpected earnings, 
international financial reporting standards, earnings persistency, investors’ protection and Beta on the 
cumulative abnormal returns of listed Nigerian companies in Nigeria. 
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The high and statistically significant value of the Wald chi2 = 62.13, 73.10, 58.39, 51.02 for model one to 
four respectively, all confirmed the overall significance of the models and the predictive power of their 
respective independent variables. It was observed from our individual effect that the unexpected earning (t-
stat. = 2.21 > t0.05 = 1.96) significantly affects the cumulative abnormal return which signifies high earning 
response coefficient. In relations to the relationship between IFRS implementation and ERC, the result 
shows an (t-stat. = 1.12 > t0.05 = 1.96) insignificant relationship them. The results of the mediating effect of 
earnings persistency from model two (t-stat. = -3.29 > t0.05 = 1.96), investors’ protection from model three 
(t-stat. = -3.29 > t0.05 = 1.96), and beta from model four (t-stat. = -3.29 > t0.05 = 1.96) on the relationship 
between IFRS and ERC, all show positive relationship for all the variables involved except for the mediating 
effect of beta which pooled a negative significant relationship between IFRS and ERC. 
 
4.2 Test of Hypotheses 

The above result from model one revealed that when the IFRS interact with the unexpected earnings, the 
result was insignificant; suggesting that (β = 0.192; P>0.10) IFRS implementation alone does not explain 
variation in the earning response coefficient. The result shows a significant relationship in the moderating 
effect between unexpected earnings, IFRS and investors' protection (β = 23.201; P>0.10), suggesting that 
investors' protection moderates the relationship between IFRS implementation and earning response 
coefficient. Result on the interaction between unexpected earnings, IFRS and (β = 3.411; P>0.10) earnings 
persistency also reveals that the moderating effect of earnings persistency on the relationship between IFRS 
Implementation and ERC was positively significant; indicating that earning persistency of firms plays a 
significant role on investors' reactions to changing stock market prices, even under an IFRS induced 
environment. Our results from the table also reveal that beta has the capacity of moderating the effect of 
IFRS on ERC.  The result shows an inverse relationship between the variables (β = -2.031 P< 0.10).   This 
inverse but significant interaction indicates that an attribute of ERC may be explained by high volatility and 
other systematic risk inherent in the Nigerian stock exchange market which must not be ignored for good 
effect. 
 

5.0 Conclusion and Recommendations 

5.1 Summary of findings 

Result from hypothesis one reveals that ERC is not positively associated with IFRS implementation. This 
is not inclusive of the fact that IFRS implementation brings about an high quality standard which is a 
prerequisite for high quality information, but it is not sufficient enough to induce a change in the ERC. This 
is because IFRS reveals its inability to increase the decision usefulness to be more earning oriented rather 
than non-earning oriented. IFRS 13 on fair value accounting further corroborates this fact, where it ends up 
increasing earnings volatility which consequently leads to less accurate earnings forecast. In relation to the 
interactive effect of earnings persistency on the relationship between IFRS implementation and ERC, it was 
discovered that investors and speculators alike pay close attention to the degree to which current period 
earnings shocks persist in the future, and this outcome propels the IFRS environment to enhance a high 
earnings response coefficient of firms in the stock market. This was supported by Lipe (1990) who 

established that ERC is positively related to the ability of past earnings to predict future earnings in a 

favourable accounting environment.  
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It was also established in this study that ERC is positively associated with the interactive effect between 
investors’ protection and IFRS implementation. Earnings quality improves with the mediating effect of 
strong investors’ protection in an IFRS environment. Investors' protection in terms of strong external 
auditor, board effectiveness, protection of minority shareholders and enforcement of security laws tend to 
reduce abnormal accruals and other unscrupulous management engagement that firms are exposed to even 
under an IFRS environment. This was supported by Laporta, Lopez-de-Silanes and Shleifer (2006) who 
established that weak investors’ protection provides avenue to managers to engage in corrupt accounting 
practice even under an IFRS environment. This is because; IFRS is not a fraud-proof. ERC is negatively 
associated with the interaction effect between beta and IFRS implementation. Beta which represents the 
level of fluctuations in stock market prices represent a poser investors must grapple with. This impending 
systematic risk affect the extent to which investors react to changing stock prices and future returns, even 
when firms have implemented the IFRS. The riskier these future returns are, the more conserve investors 
are to either enter a market or buy companies stocks. Beta is therefore negatively associated with ERC in 

an IFRS environment.  

 

5.2 Conclusion 

As discovered from this study, IFRS alone does not lead to increased earning quality. Earnings response 
coefficient improves with the mediating effect of investors’ protection and earning persistency on IFRS 
implementation. However, ERC decreases with the interactive effect of Beta (systematic risk) on IFRS 
implementation. It follows therefore that firms with low risk have higher ERC. The riskier the sequence of 
a firm’s future expected returns is, the lower its value will be to a risk-averse investor. In a similar vein if a 
firm recently released good news on earnings information, even under IFRS environment and issues a 
security that has a high beta, investors will be less likely to buy. Less demand implies a lower increase in 
market price and share return in response to good news, hence lower ERC. 'Good news of high earnings 
persistency on operating efficiencies, would lead to high ERC. This is because the current unexpected 
earnings from the increase in efficiency will persist into the future'. The study reveals that IFRS 
implementation, cannot singularly explain variations in the ERC. However, when interacting together with 
other variables there was an adjustment in the IFRS implementation, indicating that there is an adjustment 
in the decision usefulness of making IFRS implementation that was initially based on non-earning 
information that is also characterized with less accurate earning forecast to be more earnings oriented.  
 

The study indicates that IFRS can be explained by high earnings volatility and other variables which 
indicates that it is important for investors in the stock market to be more cautious when interpreting 
empirical results relating to accounting variables in an IFRS environment, as the relevant exposure might 
not be related to accounting practices themselves, but to other macroeconomic environment effect on 
earnings. This therefore provides new evidence regarding the determinants of the ERC, as it was discovered 

that earnings persistence, investors’ protection and systematic risk all play important role on the ERC even 
in the post IFRS implementation era.  

 

5.3 Recommendations 

In line with the discoveries from this research, the following recommendations were proposed: 
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1. Firms listing in the Nigerian stock exchange should as a result of necessity improve on their 
investors' protection regime in order to promote a high earnings response coefficient under an IFRS 
Environment. 

2. The financial reports of listed Nigerian companies should be designed to improve the information 
contents of accounting earnings in order to include inherent socio-economic risk, full disclosure of 
net income, past and prospective earnings. 

3. Organizations should also consider the importance of making growth opportunity explicit as a 
supplement to IFRS exigencies in order to boost investors' patronage and enhance share market 
prices.  
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