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Information asymmetry is an important problem of financial markets, which creates unequal conditions for different
investors. The aim of the research is to analyse the impact of the implementation of International Financial Reporting
Standards (IFRS) on the change in the relationship between a number of financial indicators and the company’s market
value. The latter was taken as an indicator of information asymmetry arising from investors’ speculative expectations. The
research employs methods of correlation, regression, and comparative analysis. The study established an increase in the
correlation between Price-to-Earnings (P/E) ratio and market capitalization (Market cap) for a sample of Saudi Arabian
companies after the IFRS implementation. However, the previously obtained conclusions were not confirmed after checking
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the results with the data of each individual company. Moreover, it was found that for most companies the correlation between
P/E ratio and Market cap significantly weakened after the IFRS implementation. It can be assumed that before the
mandatory IFRS implementation, the increase in Market cap could occur mainly on the basis of investors’ expectations.
However, expectations could not be met because of a significant level of information asymmetry. Therefore, the decrease in
correlations between P/E ratio and Market cap may indicate a more critical assessment of companies by investors due to
increased transparency of financial information. Further research may focus on the analysis of other factors influencing the
level of information asymmetry, such as improving the quality of integrated reporting and corporate governance.

international financial reporting standards; information asymmetry; Price-to-Earnings ratio; investors’
expectations; market capitalization; information transparency.

D82; G10; G20; C10.

Information asymmetry is a significant problem for investors and other stakeholders in the financial sphere
(Huynh et al. 2020; Kong et al. 2022). It occurs when a certain proportion of stakeholders have important
information for making strategic decisions, while others have access to publicly available data only (Myers 2020;
Aben et al. 2021). A significant level of information asymmetry is not only a problem for an individual enterprise
but can also have a negative impact on the market as a whole (Fulghieri et al. 2020; Zhurakhovska, 2023).

The problem of the information asymmetry is complex (Li ef al. 2024; Alshehadeh et al. 2023). It arises
under the influence of numerous factors, which include the level of market development, activities and priorities of
various stakeholders, price fluctuations and changes in forecasts (Ullah et al. 2020; Corbet et al. 2020). Because
of this, the assessment of information asymmetry and its impact on financial activity becomes a difficult task and
is field-dependent (Mahdich and Lymonova 2019).

The IFRS were adopted to improve the quality and transparency of financial information (Ebaid 2022;
Golshan et al. 2023; Kim et al. 2024). One of the key tasks of IFRS is reducing information asymmetry (Ertugrul
and Demir 2021; Jamaani and Alidarous 2022). This task can be achieved by providing investors and other
economic agents with adequate access to financial data to make informed strategic decisions (Khan et al. 2024).

At the same time, the consequences of IFRS implementation regarding their impact on information
asymmetry remain insufficiently disclosed in modern economic literature. Moreover, there is a lack of empirical
research on how a reduction in information asymmetry affects investors’ expectations and decisions. According to
the historical data, high investor expectations expressed through the P/E ratio are accompanied by bearish trends
in the stock market (Shen 2000). Among other things, this can evidence the information asymmetry, if not all
possible risks have been considered.

The aim of the work is to analyse the impact of the IFRS introduction on the change in the relationship
between a number of financial indicators and the company’s market value. The latter was taken as an indicator of
information asymmetry arising from investors’ speculative expectations. The identified relationships can provide
information on how investors’ expectations change because of the reduction of information asymmetry due to the
IFRS implementation. The aim of the research involved the fulfilment of the following research objectives:

- Conduct a correlation analysis between the P/E ratio and a number of financial indicators of the studied
companies;

- Supplement the results of correlation analysis with regression analysis of key indicators;

- Deepen the obtained results by carrying out a correlation analysis between indicators related to
preliminary estimates for each of the studied companies separately;

- Draw analytical conclusions based on the calculation results.

The reseachers agree that accounting and financial reporting play a critical role in decision-making and resource
selection (Mangu et al. 2023). Accordingly, completeness, availability and transparency of information are
necessary requirements for financial reporting, in particular, in the investment field (Shakespeare 2020). Many
researchers have testified that IFRS ensure compliance with these requirements and therefore reduce
information asymmetry. The study of Ahnmed et al. (2024) provides corresponding conclusions, who proved that
IFRS play an important mediating role between corporate governance and the reduction of information
asymmetry. Nejad et al. (2020) conducted an empirical analysis and found a statistically significant inverse
relationship between IFRS implementation and information asymmetry. Benkraiem et al. (2022), agreed with a
significant impact of accounting regulation through IFRS on the information environment. Tawiah and Oyewo
(2024) studied the impact of IFRS implementation on investment activities in the banking sector. The researchers
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found that the introduction of uniform standards in developing countries not only increases investment due to the
facilitated compliance with regulatory requirements, but also due to the reduction of information asymmetry. Chala
et al. (2023) proved the impact of IFRS implementation on information quality and business transparency.
Mohammed (2022) confirmed that conservative accounting is a critical factor in reducing information asymmetry
as well as reducing the cost of capital under IFRS.

A number of researchers consider the impact of the IFRS adoption on reducing the information asymmetry
as a generally recognized fact, so they continue their research through the analysis of additional areas. Bessler et
al. (2023) noted that the IFRS introduction is a shock that leads to a reduction in information asymmetry. The
researchers sought to reveal how these phenomena affected the companies’ propensity to pay dividends. A
similar line of research can be observed in the work of Agarwal and Chakraverty (2023), who additionally
investigated the change in the relationship between the company’s growth opportunities and its dividend policy in
response to a reduction in information asymmetry.

In addition to the IFRS impact on reducing the information asymmetry, some researchers noted the
important role of integrated reporting in this process (Hryn 2021; Orlov 2023). At the same time, Hryn (2021)
notes that the IFRS developers also emphasize the need to maintain a balance between information disclosure
and preservation of confidential information.

The reviewed studies provide important evidence regarding the reduction of information asymmetry due to
the IFRS implementation. However, the market implications remain unclear. In particular, how the reduction in the
information asymmetry through the IFRS introduction is related to the change in investors’ expectations in the
context of the companies’ market value.

The preparatory stage of the research involved making a sample of indicators and companies for analysis. The
main stage included direct analysis of the indicators identified as key for the study. The aim of the correlation
analysis between the P/E Ratio and other indicators for the entire sample of companies was to reveal the
relationship between them. The aim of the regression analysis was to check the results of the correlation analysis
taking into account the impact of several indicators on the dependent variable (P/E Ratio) at the same time. The
identified correlations were the basis for determining the indicators for further analysis. A correlation analysis was
conducted between them for each individual company. The purpose of these actions was to deepen the
preliminary conclusions and to provide an analytical evaluation of the obtained conclusions, which became the
final stage of the work.

The literature lacks a single approach to the assessment of information asymmetry, as well as final indicators of
its level. Therefore, it was necessary, first of all, to determine such an indicator that can indicate a change in the
level of information asymmetry in accordance with the goals set in the article. P/E Ratio was chosen as such
indicator. This indicator is often used for the company’s market evaluation in view of its current or future profits. In
other words, an increase in the P/E Ratio may indicate high investor expectations for the company’s future
earnings. The expected profitability, which determines the P/E Ratio, may be overestimated, thereby increasing
and the information asymmetry.

Market Cap, Operating Margin, and Earnings were taken for comparison with the P/E Ratio. These
indicators are one of the key indicators of the company’s activity and can influence the investors’ expectations
expressed through the P/E Ratio. Assessment of the impact of indicators on the P/E Ratio can help to identify
changes in information asymmetry.

After determining the indicators, a sample of companies was made for analysis. All companies operate in
Saudi Arabia, being among the country’s leaders in terms of market capitalization. A total of 18 companies were
included in the sample: Al Rajhi Bank, SABIC, Saudi Telecom Company, The Saudi National Bank, Maaden,
Alinma Bank, Riyad Bank, Saudi Electricity, The Saudi British Bank, Almarai, Saudi Arabian Fertilizer Company,
Bank Albilad, Banque Saudi Fransi, Arab National Bank, Etihad Etisalat (Mobily), Kingdom Holding, Savola
Group, Yanbu National Petrochemical. The number of companies is sufficient to carry out the research, and their
selection is determined by belonging to the top 30 companies of the country by market capitalization. These
companies are major players in the market, so their approaches to accounting set the trend for others and
determine the overall level of trust and transparency. All 30 companies from the leaders of the rating were not
included in the work, because the analysis required data for the period up to 2017, which is not available for a
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number of companies. The choice of Saudi Arabia as a country for research is determined the importance of
studying the impact of IFRS on the transparency and reliability of financial reporting in the context of rapid
economic changes. The country is implementing these changes as part of the Vision 2030 strategy, which
involves ensuring efficiency, accountability and transparency at all levels of governance.

2.3 Methods

The research employed the method of correlation analysis, which made it possible to check whether there is a
connection between the studied indicators. It was also useful in the context of the study to determine the direction
of such a relationship (positive or inverse). The changes in the identified correlations in the dynamics was
performed using a comparative analysis, which made it possible to identify differences in investors’ expectations
before and after the IFRS introduction. The results of the correlation analysis were supplemented by regression
analysis, which expanded the conclusions obtained by taking into account the influence of several variables on
the dependent indicator.

3. Research Results
3.1 Correlation Analysis

The results of the correlation analysis between the P/E ratio, on the one hand, and the Market cap, Operating
margin, and Earnings, on the other, are presented in Table 1. Table 1 contains the results for the period before the
mandatory IFRS implementation in Saudi Arabia and after. The comparison of the results obtained for the two
periods revealed certain discrepancies, which may indicate the impact of IFRS on the level of information
asymmetry.

Table 1. Results of the correlation analysis between the P/E ratio and Market cap, Operating margin, and Earnings before
and after the IFRS introduction

P/E ratio (before the IFRS introduction)  P/E ratio (after the IFRS introduction) Change
Market (072]) 0.103755 0.379212432 +0.275457

Operating margin 0.450125 -0.059138389 -0.50926

Earnings 0.196526 0.055559073 -0.14097
Source: calculated by the author based on (CompaniesMarketcap 2024)

Table 1 shows that before the IFRS introduction, the correlations between P/E ratio, Market cap, and
Earnings were weak, and the correlation with Operating margin was moderate. After the IFRS introduction, the
correlation between the P/E ratio, the Operating margin, and Earnings indicators decreased, while the correlation
with the Market cap increased significantly. The obtained results can be supplemented by applying regression
analysis to the studied indicators.

3.2 Regression Analysis

The results of the regression analysis provide a more comprehensive view of the relationships between the
variables by taking into account the influence of several variables on the dependent indicator. The dependent
variable in this case was the P/E ratio. As in the case of the correlation analysis, the regression analysis was
performed for the period before the IFRS implementation (in 2017) and after it. Table 2 contains the results of the
regression analysis for the period before 2017, Table 3 — after 2017.

Table 2. Results of regression analysis for the period before the IFRS introduction

Coefficients Standard tStat  P-value Lower Upper Lower Upper
Error 95% 95% 95% 95%

Intercept -223.41 171.77 -1.30 0.21 -591.83 14501  -591.83  145.01

Market cap 0.00 0.00 0.04 0.97 0.00 (] 0.00 0.00

Operating margin 4.72 3.34 1.41 0.18 -2.44 11.88 -2.44 11.88

Earnings 0.00 0.00 0.11 0.91 0.00 0.00 0.00 0.00
Source: calculated by the author based on (CompaniesMarketcap 2024)
The results of the regression analysis for the period before the IFRS introduction show that the model had
a rather low explanatory power. This can be established through the value of the coefficient of determination,
which was about 0.2247. All financial indicators included in the model did not have a statistically significant
relationship with the dependent variable.
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Table 3. Results of regression analysis for the period after the IFRS introduction

Standard Lower Upper Lower Upper
Coefficients Error t Stat P-value 95% 95% 95% 95%

Intercept 10.87 8.27 1.31 0.21 -6.87 28.61 -6.87 28.61

Market cap 0.00 0.00 2.38 0.03 0.00 0.00 0.00 0.00
Operating margin 0.00 0.00 0.29 0.78 0.00 0.00 0.00 0.00

Earnings 0.00 0.00 -1.67 0.12 0.00 0.00 0.00 0.00
Source: calculated by the author based on (CompaniesMarketcap 2024)

The coefficient of determination increases slightly after the IFRS introduction — up to 0.2947, which may
indicate an improvement in the model’s ability to explain variations in the dependent variable. The P-value shows
that the influence of Market cap has become significant, because the P-value for it is smaller than 0.05.
Therefore, the regression analysis supported the results of the correlation analysis regarding the strengthening of
the relationship between the P/E ratio and the Market cap.

The obtained results suggest that the introduction of uniform standards could contribute to the
strengthening of the relationship between the Market cap of the studied companies and the P/E ratio. This may
indicate that after the IFRS introduction, the market began to focus mainly on more complex indicators, such as
Market cap. This indicator contains an overall estimate of the company’s value, as opposed to individual
indicators such as Operating margin and Earnings. Accordingly, it can be assumed that due to increased
transparency and quality of financial data and standardization, investors began to rely more on the value of
market capitalization as a more reliable indicator. This allows them to take into account more aspects of the
financial condition of companies, in contrast to the use of individual indicators, which can distort the overall
picture. At the same time, the revealed connections indicate only a change in the level of investor confidence, but
do not prove an actual change in the level of information asymmetry. Relying on the value of Market cap as a
more comprehensive indicator (in contrast to Operating margin and Earnings) may indicate an increase in
investor confidence in financial information. However, the assessment of the impact on the information
asymmetry requires a more in-depth analysis. Such an analysis can provide an estimate of the correlations
between the P/E ratio and the Market cap for each individual company.

3.3 Analysis Based on the Data of Individual Companies

The conducted analysis provides a broad vision of the relationship between financial indicators and the P/E ratio,
which was determined in the course of the study as one that can characterize information asymmetry.

Table 4. Results of correlation analysis between P/E ratio and Market cap for each of the studied companies
Correlation before Correlation after Change
Al Rajhi Bank 0.836 0.089 -0.747
SABIC 0.333 -0.088 -0.421
Saudi Telecom Company 0.751 0.948 0.197
The Saudi National Bank 0.991 0.798 -0.193
Maaden -0.802 0.353 1.155
Alinma Bank 0.111 0.771 0.660
Riyad Bank 0.901 0.332 -0.569
Saudi Electricity 0.035 -0.442 -0.478
The Saudi British Bank 0.923 0.476 -0.447
Almarai 0.898 0.042 -0.856
Saudi Arabian Fertilizer Company -0.694 -0.740 -0.045
Bank Albilad 0.953 0.342 -0.610
Banque Saudi Fransi 0.170 0.173 0.003
Arab National Bank 0.771 0.623 -0.147
Etihad Etisalat (Mobily) 0.622 0.160 -0.461
Kingdom Holding 0.830 0.210 -0.620
Savola Group 0.560 0.269 -0.291

Yanbu National Petrochemical 0.271 -0.501 -0.772
Source: calculated by the author based on (CompaniesMarketcap 2024)
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However, a more accurate analysis based on the data of individual companies can deepen the obtained
conclusions, for which correlation and regression analyses were repeated for each of the studied companies. Two
indicators were used for this purpose:

- P/E ratio as an indicator that reflects investors’ expectations regarding the company’s future profit, and
therefore be an indicator of the information asymmetry;

- Market cap, which is an indicator of the companies’ market value.

The results of correlation analysis between P/E ratio and Market cap for each of the studied companies
are presented in Table 4.

A correlation analysis conducted for each company separately revealed that for most companies the
correlation between P/E ratio and Market cap decreased after the IFRS introduction. This can be explained by the
fact that before the introduction of IFRS, the increase in market capitalization could occur mainly on the basis of
investors’ expectations. In turn, expectations could be wrong because of the information asymmetry. As some
studies show, the growth of the P/E ratio was often accompanied by downward trends in the stock market.
Accordingly, the decrease in correlations between P/E ratio and market cap may indicate that with the IFRS
introduction, investors began to assess the situation more critically. The reason for this may be access to more
transparent and accurate financial information.

Therefore, the conducted analysis proves the existence of the impact of the introduction of IFRS on the reduction
of information asymmetry through the assessment of changes in investors’ expectations regarding the companies’
market value. The obtained results give grounds to assume that investors began to evaluate companies and the
situation on the market more critically. One of the important factors of such changes could be access to more
transparent and complete information thanks to IFRS.

The choice of indicators is important in the analysis of the impact of IFRS or other factors on the
information asymmetry. So, the researchers use various indicators that allow considering the problem from
different perspectives in order to determine the level of information asymmetry and the consequences of its
reduction. Chala et al. (2023) used the cost of capital as an indicator of information asymmetry. The reseachers
proved that after the implementation of IFRS in Singapore companies, the information asymmetry expressed
through this indicator decreased. Bessler et al. (2023) noted that information asymmetry is a factor influencing
companies’ propensity to pay dividends. The researchers also found that companies’ propensity to pay dividends
decreased after the mandatory implementation of IFRS. Agarwal and Chakraverty (2023) found an inverse
relationship between companies’ growth opportunities and dividend payments due to a reduction in information
asymmetry. Benkraiem et al. (2022) found that the impact of IFRS on reducing the information asymmetry is
carried out through increasing the reliability of income display only. It follows that the researchers use different
indicators than the author of this study, which indicates the value of this study due to the addition of a new vector
to existing achievements. At the same time, the new approach needs further expansion and testing on other
samples of companies and regions.

Some evidence to support the author’s conclusions can be obtained from the work of Mohammed (2022)
and Prokopenko et al. (2022). The researcher found the impact of accounting under the IFRS on reducing
information asymmetry and the cost of capital. His research is theoretical, while the impact observed in the
author’s research is confirmed empirically. Investors’ more critical attitude towards company valuations affects
their investment decisions and thus the cost of capital. Mangu et al. (2023) recognize the adoption of IFRS as a
major reform in the field of accounting regulation. The researchers emphasized the fundamental differences in
accounting under IFRS, defining this approach as a social practice, not just a technique. According to the
researcher, the advantages of IFRS include a better understanding of risks, financial status and investments.
Shakespeare (2020) also found the impact of accounting on the companies’ financing and investment decisions.
The researcher noted the role of accounting reporting in reducing information asymmetry. However, these studies
also do not provide quantitative confirmation of these relationships. Therefore, the author's work can be
considered as an attempt to combine existing theoretical approaches with empirical data.

As noted above, the new direction presented by the author should be additionally tested — in particular,
using the example of other countries. In this context, the work of Tawiah and Oyewo (2024) is worth noting. The
researchers tested the impact of IFRS implementation on information asymmetry using different samples. They
analysed the practice of EU countries and countries of non-EU members. The work revealed that the introduction
of IFRS contributes to the increase of foreign investments in the banking industry, however, in developing
countries, this is also due to a decrease in the information asymmetry. Nejad et al. (2020) proved the existence of
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an inverse relationship between IFRS implementation and information asymmetry using the example of ASEAN
countries as developing countries. So, researchers pay considerable attention to the differences that can be
observed in relation to countries with different levels of development. This is important to consider in further
research along with industry differences between the studied companies.

Furthermore, the analysis of the researchers’ works revealed that along with the IFRS implementation,
other tools for reducing information asymmetry are often considered. IFRS increases the transparency and
understanding of financial information, at the same time, some studies emphasize the importance of integrated
reporting, which contributes to reducing information asymmetry (Hryn 2021; Orlov 2023). The works emphasize
the need to ensure a balance between information disclosure and confidentiality, as well as improving the quality
of integrated reporting. Some researchers emphasize the importance of appropriate corporate governance,
which, along with the implementation of IFRS, should ensure a reduction in the information asymmetry (Ahmed et
al. 2024; Kwilinski et al. 2022). These tools were not investigated in the author’s work, however, the identification
of additional factors affecting the information asymmetry may be a promising direction for further research. The
results obtained in the work can be useful for improving regulatory approaches to increase the transparency of
financial reporting. Ultimately, this should lead to more balanced investment decisions and have a positive impact
on the country’s economic development.

The problem of information asymmetry affects not only individual companies, but also entire markets. The IFRS
implementation is an important step to reduce information asymmetry. They contribute to the standardization of
financial reporting, increasing transparency due to the disclosure of more detailed information, and a better
understanding of risks. In other words, investors have more complete information, which is necessary for making
strategic decisions.

The correlation and regression analysis for the entire sample revealed an increase in the correlation
between the P/E ratio and the Market cap after the introduction of IFRS in 2017. In general, this could indicate
that investors began to use a more comprehensive indicator, which is Market cap compared to Earnings and
Operating Margin, to evaluate companies. However, the correlation analysis conducted in the article based on the
data of selected companies did not confirm the previously obtained results. It was found that the correlation
between P/E ratio and Market cap weakened significantly after the IFRS introduction for most companies. This
can be explained by the fact that the increase in Market cap before the mandatory IFRS introduction could be the
mostly result of the investors’ expectations. However, expectations could not be justified because of information
asymmetry. Therefore, the decrease in correlations between P/E ratio and Market cap may be evidence that with
the introduction of IFRS, investors began to evaluate the situation more critically. One of the reasons for this state
of affairs is the expansion of access to transparent and complete financial information.

Further research should be aimed at verifying the obtained conclusions on other samples of companies
from other regions and considering the industry. It is also important to investigate other factors influencing
information asymmetry. Improving the quality of integrated reporting and corporate governance can be
considered one of such factors.
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