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Cost of Capital

Heterogeneity Analysis of Cost of Equity after IFRS Convergence
Chen Min et al.

Abstract: With the samples of listed A—share companies in China around IFRS convergence applying multiple—regression and difference—in—differ—

ence analysis with Equity Division Reform controlled this paper analyses the heterogeneity with respect to the reduction in the cost of equity capital after

convergence and furthermore investigates the potential restrictive factors causing the heterogeneity. The results show that state—controlled companies have

experienced a greater cost reduction than non—state—controlled companies. The further analyses find that institutional settings and management incentives

are critical restrictive factors for non—state—controlled companies to benefit from IFRS convergence. These findings enrich the literature of economic conse—

quences of accounting standards convergence by clarifying the mechanism of international convergence of accounting standards. To effectively implement

IFRS—converged accounting standards in transitional economies it is significant for authorities to strengthen the development of external marketisation and

the governance of incentives for earnings management.

Key words: IFRS convergence; cost of equity capital ; heterogeneity; institutional settings; management incentives
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