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Abstract

This journal article explores the role of accounting information in controlling adverse
selection in financial markets. This study emphasizes the important role of accounting
information transparency, disclosure, and regulatory frameworks in mitigating the risks
associated with adverse selection. By providing reliable and timely accounting
information, accounting practices help reduce information asymmetry among market
participants, thereby minimizing adverse selection. Investor confidence is increased
through access to high-quality accounting information, resulting in more informed
decision making and reduced adverse selection. The research method used in writing
this article is a qualitative method. This research uses a qualitative research approach
using a scoping review approach. This research underscores the important role of
accounting information and fair practices facilitated by effective accounting systems in
overcoming the challenge of adverse selection. Overall, this research contributes to
the understanding of how accounting information plays an important role in managing
adverse selection and enhancing integrity in financial markets.
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1. INTRODUCTION

The role of accounting is in providing information, one of which is related to
finance. Company conditions are very important for internal and external users to make
decisions. A company's financial information is reflected in the financial statements for
each period prepared by the management company. The objectives of preparing
financial reports include providing benefits to users of financial reports in making
decisions, addressing investors and creditors, assessing future cash flows, evaluating
economic resources, and focusing on income (accruals).
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Managers and business owners need to have a strong understanding of
accounting to run their organizations. Studying accounting will improve managers' and
owners' comprehension of how to apply accounting in the business. Understanding
what is clearly perceived as facts, truths, duties, information, and lessons that have
been kept and transmitted by civilization is known as knowledge. Kieso et al. (2010)
state that "accounting is a system with input data/information and output in the form of
information and financial reports that are useful for internal and external users of the
entity” in Dwi Martani (2012: 4). Information is data that is presented in a certain way
so that it has significance for the user. Information produced by accounting is presented
as a financial report.(Ariyani et al., 2023)

Accounting has a key role in overcoming information asymmetry and controlling
adverse selection. By providing transparent, accurate and relevant financial
information, accounting helps transform a company's internal information into external
information that can be trusted by the capital markets. Thus, accounting helps reduce
the risk of adverse selection and ensures that investment decisions taken by investors
are based on true information. Accounting information is a channel that processes data
and transactions so that it can produce useful information for those who need to plan,
control and run a business.

The importance of accounting in controlling adverse selection lies in the
transparency and credibility of the information presented. With accurate and timely
financial reporting, investors can make better investment decisions and reduce the risk
of becoming victims of adverse selection. Accounting also helps ensure that the
information submitted to the capital markets is objective and unbiased, thereby
strengthening stakeholder trust in the company.

Apart from that, information on company performance is also important in
managing a company related to the sustainability of its business. Company
performance information consists of all conditions that occur in the company's daily
practices, both in the production, distribution, employment and service sectors, which
show the company's performance. Efforts to improve company performance which
have an impact on increasing company value will be hampered if company
management has goals and interests that conflict with the company's main objectives.
Many empirical studies provide evidence that financial report disclosure can reduce
information asymmetry. The relationship between financial reporting quality and
information asymmetry can be explained using agency theory. Company management
that applies the agency concept means that company managers will have more
information than company owners. The concept of agency assumes that the company
owner gives authority, known as principal, to the company manager to be able to
manage and make company decisions, known as agent. (Muuna et al., 2023)

The users of accounting information who are ultimately potential owners or
investors, for instance, will generally stay outside the company where they do not have
access to the same amount of information in a system based on capital sources
received from public debt or stock markets. as manager of the company. This raises
the potential for "information asymmetry,” in which managers, as insiders of the
company, have access to more knowledge than investors, who are outsiders,
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regarding the actual performance status of the company (Stigler, 1961). Based on the
research of Arrow (1963), Akerlof (1970), Jensen & Meckling (1976), and Watts &
Zimmerman (1978), his argument demonstrates how private incentives motivate
businesses and their management to freely give accurate and reliable information to
third parties..( Baudot, 2013)

Adverse selection in asymmetric information is a situation where a party or
manager has knowledge or forecasts or predictions regarding the current or potential
future profits, while the other party does not. For example, company management has
more information than investors in the capital market. Managers as company
administrators know more about internal information and the company's future
prospects than owners (shareholders) (Lisa, O., 2012). Information asymmetry is very
influential in the world of accounting applied in companies. This information asymmetry
can occur because managers know more information about company accountability
compared to other parties (company owners or shareholders). The occurrence of
information asymmetry between managers and company owners or shareholders
gives managers the opportunity to act opportunistically, namely to gain personal gain.
From the explanation above, it is very clear that this information asymmetry has a huge
influence on company accountability (Lisa, O., 2012). Corporate accountability is very
important to increase company value where investors can analyze the company's
condition through financial reports.

One person having more information than another is referred to as information
asymmetry. This is a pretty simple idea that makes perfect sense in any kind of
encounter you have in a typical day. Your professor doesn't know how much sleep you
got the night before or what you had for breakfast when you get into the exam room.
Nevertheless, you won't benefit much from this type of information advantage because
the lecturer is only concerned with the answers you typed on the exam paper not the
circumstances behind those answers. In other circumstances, though, you might be
able to learn something that will help you do well on the test. From a wider viewpoint
in financial accounting, we are worried about the consequences and issues that
knowledge asymmetry could bring about. Adverse selection is one type of information
asymmetry that we must take into consideration in order to further investigate this idea.

Adverse selection happens when the general public—and investors in
particular—know less about a company's operations than its managers and employees
do. These individuals could be inclined to take advantage of their increased
understanding of the business and its prospective success in the future. For instance,
a manager of a business might be persuaded to buy firm shares on the open market
ahead of schedule if they find out that a new customer's contract was recently signed
and will result in a large rise in revenue the following year. The public is informed about
the deal. Therefore, if contract news is disclosed and the stock price increases, the
manager stands to gain. In this instance, the manager has unfairly taken advantage of
his informational advantage to further his own interests, which may be harmful to those
of other investors.Investors may lose faith in the securities markets when they become
aware of these possible issues. As a result, investors can end up paying less for shares
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overall than what the business's core values would require. Due to their lack of
complete trust in the information they are given, investors will act in this way. If this
mistrust intensifies or spreads, the securities markets might cease to exist entirely.

It is obvious that financial accounting data plays a part in attempting to address
the adverse selection issue. Accounting professionals can lessen the negative
consequences of this type of information asymmetry by promptly and adequately
supplying investors with information of a high standard. Nevertheless, this issue cannot
be fully resolved because insiders in the organization will always have access to
knowledge before everyone else. Therefore, in order to provide investors with relevant
information, the accounting profession must work to develop sensible, affordable, if not
flawless, solutions. Financial accounting data is the foundation for many analysis
techniques' computations. Nonetheless, shareholders need to feel confident in both
the information's accuracy and its applicability in assessing management. On the other
hand, investors can use financial accounting data to evaluate the managers they
choose, which could lessen information asymmetry issues.

Information asymmetry occurs when one party to a transaction has access to
better information than the other party, which can be exploited for personal gain. In this
context, corporate managers and other insiders often have an information advantage
that can be used to manipulate or hide information that is detrimental to investors and
other stakeholders. In this case, the need for regulation cannot be denied because
private communication channels provide sufficient information to the parties involved
in the contract. However, the low focus on dissemination of public information in this
system means that as capital markets grow, investors face a potential lack of
transparency due to not having access, bringing us back to the problem of adverse
selection.

Thus, the role of accounting information in controlling adverse selection is very
important in maintaining balance and fairness in the capital market. Through
transparency, accounting can help reduce adverse selection practices and ensure that
the information submitted reflects the actual condition of the company. This journal
aims to provide in-depth insight into how accounting information can play a role in
maintaining transparency and fairness in capital markets in order to reduce the
occurrence of adverse selection.

2. LITERATURE REVIEW
2.1 The Role of Accounting Information

Since all business operations are tied to financial transactions and must be
documented in the organization's accounting system, accounting information plays a
crucial role. A system called accounting information transforms data from corporate
transactions into financially valuable information for its users. Accounting data is used
to support management decisions, the day-to-day operations of the business, and
accountability requirements. (Tsoraya et al., 2023)

The role of accounting in a company is very important and is really needed by
management. This is because accounting produces financial reports that can be used

telelhsiut) Jurnal Masharif al-Syariah: Jurnal Ekonomi dan Perbankan Syariah/Vol. 9, No. 2, 2024

1143



to measure the costs of various company activities, assess efficiency in the production
process, and predict the level of profit that the company can achieve. Apart from that,
accounting is also used to evaluate the performance of units that have certain
responsibilities. (Akbar, 2023)

Users utilize accounting data to inform business decisions. Organizations can
increase value for customers by understanding market needs with the help of high-
quality information (Sedkaoui, S., & Benaichouba, 2021). The organization will suffer
significant costs as a result of high maintenance costs and operational disruption
brought on by the accounting information system's poor quality of information. Due to
the low quality of information supplied by AIS, there are significant maintenance
expenses and organizational operations disruptions, which raises costs. Labor, waste,
and inventory expenses can all be decreased for firms with access to high-quality
accounting information. High accounting information content, then—that is, accurate,
comprehensive, and pertinent—leads to improved cost control over products and
heightened organizational efficiency, which in turn results in higher profits and more
effective decision-making. (As well as B, 2023)

2.2 Accounting Information

According to (Mardi, 2011) information is defined as follows: Data that has been
transformed into a format that is more understandable and helpful for the recipients is
called information. As per (Susanto, 2017) definition, information is the outcome of data
processing that offers advantages and significance.

In every company, accounting knowledge is very necessary to manage the
company, so that the progress and setbacks of a company's business can be known.
With accounting, companies can control the rate of development of their company.
Accounting can be thought of as an information system that reports business
circumstances and economic activity to stakeholders.Meanwhile, the definition of
accounting according to (Aziz et al., 2021) is as follows: "Accounting is the language
of business, every organization uses it as a language of communication when doing
business." From the quotation on the definition of accounting above, the author
concludes that accounting is an information system that provides financial reports for
internal and external company users and as a business communication tool.

Accounting information has been explained by Belkaoui (2006) in (Fatkhiyah et
al., 2021) that accounting information is data in the form of nhumbers or quantitative
data about economic entities so that it can be used for economic decision making in
choosing between alternative actions. Meanwhile, according to Susanto (2008)
accounting information is information as a basis for evaluating performance, so that it
can be used as a benchmark in providing rewards for managerial performance. It can
be concluded that accounting information is a process, method and use of information
in the form of accounting numbers which are then used as material for evaluating the
performance of an entity. According to Belkaoui (2006) in (Fatkhiyah et al., 2021) ,
accounting information is classified into three types, namely: 1) Operations information,
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information in the form of raw data, operations information can be information on
production, purchases, raw materials, payroll, sales. This information is used to assess
the implementation of operational activities as a whole, parts and individuals who are
given authority and responsibility. 2) Management accounting information, used for
management purposes, management functions in information are used for planning,
implementation, control. Management accounting information is presented to
management in the form of reports such as: budget reports, sales reports, production
cost reports, cost reports according to responsibility centers, cost reports according to
activities, etc. Accounting information for management is used to plan and supervise
the entity's operations or the running of the entity, evaluate performance, and make
corrections if necessary. 3) Financial accounting information, namely financial
accounting information that presents information on the financial position, performance
and financial changes of an entity so that it can be used by managers or external
parties in making decisions. For external parties such as the government, it is used as
a basis for determining income tax and can be used as a basis for compiling national
income statistics and other statistics. Accounting information can be used to determine
the stability and profitability of an entity, apart from that, accounting information can be
used as an assessment of the company's ability to provide remuneration.

Accounting information is basically and primarily used for decision making,
monitoring and implementing company decisions so that financial data can be utilized
properly by internal and external parties of the company, so the data must be prepared
in an appropriate form. Accounting information is a tool for decision making by users,
especially business people. Accounting information plays an important role in the
success of a business, the same applies to small businesses. Accounting information
is the basis for decision makers in managing small businesses, for example for making
decisions in pricing, business development, market development, etc. (Kelara Nettiary
Month, 2020)

In the meantime, Holmes and Nicholls (1988) in (Fatkhiyah et al., 2021)
describes the categorization of accounting information into three distinct types based
on the advantages it offers consumers. These types are as follows: 1) Statutory
accounting information is data that needs to be prepared in compliance with current
laws. 2) Budgetary information is accounting data that is given as a budget and is
helpful to internal parties for planning, evaluating, and decision-making. 3)
Supplementary accounting data refers to additional accounting data that the
organization provides to enhance managers' ability to make decisions.

Accounting information offers a common language for communication amongst
members of an organization by using formal categories to gather and report data.
Coordination between the several functions that must contribute to the decision-
making process is facilitated by formalization, which enables the conveyance of
information with fewer symbols. Before making choices, managers can eliminate
uncertainty and have a clearer understanding of their tasks with the aid of accounting
information. Information is complicated for several reasons, including the fact that it
affects decisions made by individuals as well as groups. In addition to affecting
choices, it has an impact on how markets—Ilike the securities and managerial labor
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markets—function. The ability of these markets to operate effectively is crucial for the
economy's overall efficiency and justice.

2.3 Information Asymmetry

The concept of asymmetry was originally introduced by Akerlof (1970) in
(Ningrum et al., 2021) , he stated that in a market, sellers have more accurate
information about product quality compared to buyers. This makes buyers make wrong
decisions so they choose low quality products and cause losses. Therefore |,
information asymmetry is a condition where one party has more accurate information
than the other party in a transaction .

When there is an information imbalance, asymmetric information occurs when
one side has more information than the other. For instance, capital market investors
are not as informed as firm management. Depending on the amount of information,
there are different levels of information asymmetry

According to Jogiyanto (2007) in Tety Anggita Safitri, nd., information that is not
symmetric or asymmetric is private knowledge that should only be possessed by
knowledgeable investors. Both the capital market and other marketplaces may have
information asymmetry. Two categories of information asymmetry exist, specifically:
Adverse selection occurs when outsiders are less informed about the state and future
prospects of the company than management and other insiders.

Asymmetric information can lead to two issues: moral hazard and adverse
selection. When one party engages in hazardous economic activity knowing full well
that the risk is transferred to another party, it creates a scenario known as moral
hazard. An example of information asymmetry in the form of moral hazard can occur
in credit granting schemes. A person with a business loan has access to full information
regarding the actions he or she takes with the money, whereas the lender does not.
Meanwhile, adverse selection arises during trade where one party (i.e. the seller)
knows something about the good or service in question that is not necessarily reflected
in the price. Adverse selection in asymmetric information is a situation where a party
or manager has knowledge or forecasts or predictions regarding the current or
potential future profits, while the other party does not.

2.4 Adverse Selection

When it comes to the exchange of information between market participants,
adverse selection is evident in the accounting environment when buyers (i.e., outsiders
= investors/creditors) have less access to information than sellers (i.e., insiders =
firms/managers). Due to their lack of insider knowledge, outsiders are less inclined to
invest because they distrust their ability to make wise choices based on incomplete or
maybe skewed information. (Baudot, 2013)

When asymmetric information prevents the principal from observing the agent's
qualities prior to the transaction, adverse selection takes place. Little is known about
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the agent, and the principal is unsure if the agent possesses the necessary qualities
to fulfill the principle's obligations.. (Salman, 2023)

When one or more parties to a business transaction, or potential deal, have an
information edge over other parties, it's known as adverse selection. Adverse selection
happens when certain individuals, such managers and other insiders, are more
knowledgeable about the company's past performance and potential than external
investors. Managers and other insiders can take advantage of their information
advantage in a number of ways to deprive others of opportunities. Managers could, for
instance, act opportunistically by controlling or manipulating the information given to
investors, possibly in an effort to raise the value of the stock options they own. They
might withhold information from analysts or investors or reveal it gradually, giving
insiders—including themselves—the opportunity to profit at the expense of regular
investors. Because they impair the ability of average investors to make wise investment
decisions, such strategies are harmful (hence the word). Investors will thus be cautious
when purchasing firm securities due to their worries about the potential for biased
information and favoritism to propagate, which will prevent the capital market from
operating as it should. Consequently, we can view accounting and financial reporting
as tools for preventing adverse selection by converting insider knowledge into outside
information in a timely and reliable manner. (William R. Scott, 2015)

3. METHODS

The research method used in writing this article is a qualitative method. This
research uses a scoping review approach using various similar research article
literature which is then grouped and conclusions are made to answer the topics
discussed (Widiasih, R., Susanti, R. D., Sari, C. W. M. & Hendrawati, 2020). The type
of data used is secondary data in the form of articles obtained from online media with
the themes of accounting information, information asymmetry theory, and adverse
selection. This research begins by collecting and filtering all incoming information in
depth and comprehensively, then it will be described to provide a clear picture.

4. RESULTS AND DISCUSSION
4.1 Results

(Umiyati, 2017) in his research on financial reporting quality, information
asymmetry and investment efficiency; Information asymmetry in the form of adverse
selection and moral hazard triggers over-investment and under-investment. It is hoped
that the quality of financial reports can mitigate the impact of adverse selection and
moral hazard so that it can reduce the tendency to over-invest and under-invest.

(Sitanala, 2019) in his research entitlted Can The Internal Control System
Reduce Fraudulent Use Of Village Funds In Adverse Selection Conditions? ; As an
agent, he seeks to maximize his own interests while weighing those of careless parties,
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such as school principals. Information asymmetry is the root cause of this opportunistic
conduct. Adverse selection results from information asymmetry, which makes it
possible to gather knowledge that is at odds with the community's major role and the
village chief's role as agent. The public is aware of certain instances of village-level
corruption. This is demonstrated by the approximately 154 village-level corruption
cases that involved 112 village heads, 32 village officials, and 3 village family heads
and which, between 2015 and 2017, caused losses to the state totaling 47.56 billion
rupiah. These cases were handled in a number of ways, including budget bubbles,
phony reports, fictitious activity, and fictitious projects. The imbalance of information is
the reason behind this.

(Hayati Nasution & Suryawati, 2020) in his research entitled The Effect of
Adverse Selection and Negative Framing on Escalation of Commitment in Investment
Decision Making; When making financial decisions, the degree of commitment is
influenced by adverse selection. This finding suggests that managers' inclination to
increase commitment is triggered when they are placed in conditions of adverse
selection where there is an information asymmetry between managers who typically
possess confidential information and owner who are unaware of management's
internal information.

(Andiansyah & Haryono, 2021) conducted research entitled The Effect of
Financial Disclosure Quality and Ownership Structure on Information Asymmetry;
states that disclosure quality and ownership structure have an influence on information
asymmetry, and partially only institutional ownership has a significant positive influence
on information asymmetry.

(Juli Riyanto Tri Wijaya & Eliada Herwiyanti, 2023) in their research entitled A
Study Of Information Asymmetry In Financial Research: Technology influences
information asymmetry. Increasingly sophisticated technology increases the
transparency of financial reporting due to easy access to information related to
company financial reports. Thus, technology reduces information asymmetry.

(Salman, 2023) This study has ramifications for Islamic banks, which should
draft comprehensive profit-sharing agreements with mudharibs to lessen the moral
hazard that mudharibs engage in. In this situation, Islamic banks have the right to
request that mudharibs provide thorough financial reports that detail their financial
performance. In order to avoid Adverse Selection, Islamic banks also need to be
mindful of their signaling and screening practices.

(Nayang Helmayunita, 2015) in research entitled The Effect of Adverse
Selection, Monitoring Control, and Individual Moral Reasoning on Commitment
Escalation Behavior: In Adverse Selection conditions there are differences in the
decision making of managers who have a high level of moral reasoning and managers
who have a low level of moral reasoning. in evaluating unprofitable projects, and in
Adverse Selection conditions there are differences in decision making. There is no
difference between managers with a low level of moral reasoning who receive
supervisory control and do not receive supervisory control from the company in
evaluating unprofitable investment projects.
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(Tuti Dharmawati, Hasbudin, Arifuddin, 2021) in research entitled The Role Of
Accounting Information Systems In Improving Business On Some Micro, Small And
Medium Enterprises (Msmes) In Kendari, Indonesia: According to study, accounting
information systems, particularly in Kendari, can give MSME patrticipants an overview
of financial data. The accounting information system makes it simple for MSME
participants to decide on the best course of action, which eventually strengthens the
MSME sector in Kendari, Indonesia.

(Mike Wright & Ken Robbie, 1996) in research entitled Venture Capitalists,
Unquoted Equity Investment Appraisal and the Role of Accounting Information:
Research demonstrates that venture capitalists employ a range of non-accounting and
accounting information and strategies to get around certain adverse selection issues.
pertains to particular elements of a given investment. Subjective data and unpublished
accounting information are significant.

(Baljit Sidhu, Tom Smith, Robert E. Whaley, 2007) in research entitled
Regulation Fair Disclosure and the Cost of Adverse Selection: The information benefits
obtained by selected participants are unclear. If several “insiders” receive the same
information, private information will immediately be incorporated into the price and
each insider will have no expected profit. Therefore, market makers will demand
increased compensation by expanding the adverse selection component of the bid-ask
spread.

(Sutedja, 2004) in research entitled Disclosure of Financial Reports as an Effort
to Overcome Information Asymmetry: This asymmetric information situation is very
detrimental, considering the importance of information in the decision-making process
and the information risks that will arise. Incomplete, inaccurate and erroneous
information can result in suboptimal decisions. For this reason, efforts are needed to
reduce or even eliminate asymmetric information. One effort that can be made to
overcome asymmetric information is through the use of disclosure in financial reports.

4.2 Discussion

a. The Relationship between Accounting Information and Adverse
Selection

Adverse selection is a situation where one party to a transaction has better
information than the other party, which can lead to suboptimal and potentially
detrimental decisions. Accounting information plays an important role in reducing
adverse selection by providing transparency and reliability of financial information.
Financial reports prepared based on generally accepted accounting standards provide
an accurate picture of a company's financial condition, including assets, liabilities,
income and expenses. Disclosure of complete and detailed information, including the
risks faced by the company, helps reduce uncertainty and increase the confidence of
stakeholders such as investors and creditors. In addition, independent audits of
financial reports provide assurance that the information presented can be trusted,
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thereby reducing information unfairness. With equal access to accurate and timely
information, all parties to a transaction can make better and more informed decisions,
thereby reducing the risk of adverse selection. Strict regulations and compliance with
reporting standards also ensure that the information presented by companies is honest
and transparent, adding an additional layer of protection against adverse selection.

b. The Role of Accounting Information in Controlling Adverse Selection

From the results obtained, it can be explained that adverse selection is an
asymmetric information problem that occurs when one party in a transaction has better
information than the other party, which can result in non-optimal decisions. The results
of research on the role of accounting information in controlling adverse selection show
that accounting has an important role in reducing the risk of information asymmetry
and adverse selection practices in the capital market. Some possible findings revealed
in the research include:

1. Information Transparency: Research shows that by providing transparent and
accurate financial information, accounting can help reduce adverse selection
practices. Investors and other stakeholders can rely on accounting information to
make better investment decisions and reduce the risk of falling victim to information
manipulation.

2. Supervision and Control: Accounting information also plays a role in managerial
supervision and control. With proper financial reporting, company managers will
be more encouraged to take responsibility for company performance and not take
actions that are detrimental to investors.

3. Stakeholder Interests: Research may also highlight the importance of considering
the interests of all stakeholders in accounting practices. By considering the needs
of investors, managers and other parties, accounting information can be designed
to provide maximum benefits for all parties involved.

Accounting information plays an important role in controlling adverse selection
by providing transparency, accuracy, and reliability of financial information to all parties
involved in business transactions. Financial reports prepared in accordance with
accounting standards provide a clear picture of the company's financial condition,
covering aspects such as assets, liabilities, income and costs. Disclosure of complete
and material information, including potential risks and liabilities that a company may
face, helps reduce uncertainty and increase the confidence of stakeholders such as
investors, creditors and analysts. The independent audit process ensures that the
financial statements are free from material errors and comply with applicable
accounting principles, providing additional assurance of the reliability of the
information. By providing timely and accurate information, accounting information
reduces information asymmetry between the parties involved, enabling them to make
more informed decisions and reducing the risk of adverse selection. In addition,
compliance with strict regulations and reporting standards increases corporate
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accountability, so that stakeholders have greater confidence in the integrity of the
information presented.

Thus, the results of this research can provide a deeper understanding of how
accounting information can play a role in controlling adverse selection and maintaining
the integrity of the capital market. This research can also provide a basis for developing
more effective accounting practices in overcoming information asymmetry and
ensuring transparency and fairness in financial reporting. Especially in controlling
adverse selection, accounting information plays an important role by increasing
transparency, accountability and reliability of information available to all parties
involved in business transactions.

5. CONCLUSION

The conclusion of this research regarding the relationship between accounting
information and adverse selection shows that accounting information plays a crucial
role in reducing the risk of adverse selection by providing transparency, accuracy and
reliability of financial information. Adverse selection is a situation where one party to a
transaction has better information than the other party, which can lead to suboptimal
decisions. Accounting information, through financial reports prepared based on
generally accepted accounting standards, provides an accurate picture of a company's
financial condition, including assets, liabilities, income and costs. Disclosure of
complete and detailed information , including potential risks facing the company, helps
reduce uncertainty and increase the confidence of stakeholders such as investors and
creditors. The independent audit process adds a layer of reliability by ensuring that
financial statements are free from material errors and comply with applicable
accounting principles. Thus, accounting information reduces information asymmetry
and allows all parties to a transaction to make better and more informed decisions.
Compliance with regulations and strict reporting standards also increases
accountability and trust in the information presented, thereby reducing the risk of
adverse selection and maintaining the integrity of the capital market. This research
provides an in-depth understanding of the important role of accounting information in
controlling adverse selection and suggests the development of more effective
accounting practices to overcome information asymmetry and ensure transparency
and fairness in financial reporting. The role of information on adverse selection,
appropriate and relevant information can help reduce the risk of adverse selection in
economic transactions. With sufficient information, parties involved in transactions can
make better decisions and reduce uncertainty that can cause adverse selection.
Accurate and transparent information can help identify the risks associated with
adverse selection, so that the parties involved can take necessary precautions. In
addition, mechanisms such as strict regulations and reporting can also help reduce the
possibility of adverse selection by ensuring that the necessary information is available
to all parties involved.
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