Figure 1- Relation between accounting comparability and cultural differences in Trust, Materialism, and Risk Aversion
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Average of the Differences in Trust, Materialism, and Risk Aversion

Figure 1 shows the distribution of country-pairs on a two-dimensional plane. The values on the horizontal axis are the averages of standardized
differences in cultural aspects of Trust, Materialism, and Risk Aversion. The values on the vertical axis are the averages of standardized accounting
comparability measures; Market-based Comparability and Accruals-based Comparability. The averages of the differences in three cultural
dimensions and of the two comparability measures are calculated for each country-pair. There are 100 dots each representing a country-pair
included in the sample.
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Table 1- WVS mean responses by country and repetition
Panel A
The values under Trust, Materialism, and Risk Aversion are mean WVS responses from each country and

survey repetition. More positive values for Trust indicates higher trust. Higher (more positive) values for
Materialism and Risk Aversion indicates higher materialism and risk aversion.

Country Survey  Number of Trust  Materialism R'Sl.(
year Respondents Aversion
Australia 2005 1421 -1.52 -451 411
Australia 2012 1477 -1.46 -4.67 4.15
Belgium 2009 1509 -1.65 . .
Brazil 2006 1500 -1.91 -5.01 4.50
Brazil 2014 1486 -1.93 -4.88 4.28
Finland 2005 1014 -1.41 -4.68 4.25
Finland 2009 1134 -1.35 : :
France 2006 1001 -1.81 -4.98 4.09
France 2008 3071 -1.74 . :
Germany 2006 2064 -1.66 -4.22 4.64
Germany 2008 2075 -1.61 . .
Germany 2013 2046 -1.58 -3.94 4.39
Hong Kong 2005 1252 -1.59 . .
Hong Kong 2013 1000 -1.52 -4.07 4.24
Italy 2005 1012 -1.71
Italy 2009 1519 -1.69 . .
South Korea 2005 1200 -1.70 -4.43 3.47
South Korea 2010 1200 -1.70 -4.39 3.34
Malaysia 2006 1201 -1.91 -3.29 3.80
Malaysia 2012 1300 -1.91 -3.16 3.97
Norway 2007 1025 -1.26 -4.78 3.65
Norway 2008 1090 -1.25 . .
Poland 2005 1000 -1.81 -4.15 3.71
Poland 2008 1510 -1.72 : :
Poland 2012 966 -1.77 -3.98 3.46
Singapore 2012 1972 -1.61 -3.42 3.35
South Africa 2006 2988 . -2.96 3.31
South Africa 2013 3531 -1.76 -2.84 2.72
Spain 2007 1200 -1.80 -4.27 3.78
Spain 2008 1500 -1.66 : .
Spain 2011 1189 -1.80 -4.33 3.72
Sweden 2006 1003 -1.32 -4.62 4.03
Sweden 2009 1187 -1.29 : .
Sweden 2011 1206 -1.35 -4.57 3.90
Turkey 2007 1346 -1.95 -3.63 3.78
Turkey 2009 2384 -1.89 : .
Turkey 2011 1605 -1.88 -3.28 3.39
UK 2005 1041 -1.70 -4.54 3.82
UK 2009 1561 -1.60
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Panel B- National ranks of Trust, Materialism, and Risk Aversion

Rank Country Trust Rank Country Materialism Rank Country AvF;Irssli(on
1 Norway  -1.254 1 South Africa -2.902 1 Germany 4515
2 Sweden  -1.321 2 Malaysia -3.226 2 Brazil 4.393
3 Finland  -1.383 3 Singapore -3.416 3 Finland 4.253
4 Australia ~ -1.487 4 Turkey -3.456 4  Hong Kong 4.240
5 Hong Kong -1.553 5 Hong Kong -4.065 5 Australia 4.127
6 Singapore  -1.615 6 Poland -4.066 6 France 4.091
7 Germany  -1.615 7 Germany -4.081 7 Sweden 3.965
8 UK -1.646 8 Spain -4.297 8 Malaysia 3.887
9 Belgium  -1.654 9  South Korea -4.412 9 UK 3.821

10 ltaly -1.700 10 UK -4.540 10 Spain 3.747
11 South Korea -1.701 11 Australia -4.590 11 Norway 3.648
12 Spain  -1.754 12 Sweden -4.596 12 Turkey 3.585
13  South Africa -1.764 13 Finland -4.676 13 Poland 3.583
14 Poland -1.767 14 Norway -4.782 14  South Korea 3.406
15 France -1.775 15 Brazil -4.947 15 Singapore 3.350
16 Turkey  -1.906 16 France -4.983 16  South Africa 3.013
17 Malaysia  -1.913 Belgium Belgium
18 Brazil -1.921 Italy Italy
Top 5 Coun_trles with nghgsF Trust Materialism Risk Aversion
National Averages in:

1 Norway South Africa Germany

2 Sweden Malaysia Brazil

3 Finland Singapore Finland

4 Australia Turkey Hong Kong

5 Hong Kong  Hong Kong Australia

TopS Cour_1tr|es with LOW?SF Trust Materialism Risk Aversion
National Averages in:

1 Brazil France South Africa

2 Malaysia Brazil Singapore

3 Turkey Norway South Korea

4 France Finland Poland

5 Poland Sweden Turkey
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Table 2- Descriptive Statistics

Panel A- Descriptive statistics for the pooled sample

Firm level Variables
Sample for Market-based Comparability
Market-based Comparability (%)
Quarterly Buy-and-hold Return
Total Assets (in $Mil)
MB
Leverage
ROA

Sample for Accruals-based Comparability
Accruals-based Comparability (%)
Total Accruals
CFO
Total Assets (in $Mil)

MB
Leverage
ROA

Country level Variables
Enforcement of IFRS
Legal Strength
Regulatory Strength
GDP (in $Bil)
Per Capita GDP (in $)

Culture Variables
Trust
Differences in Trust
Materialism
Differences in Materialism
Risk Aversion
Differences in Risk Aversion

N

2,370,808
293,824
18,229
18,229
18,229
18,229

2,114,646
25,262
25,262
25,262
25,262
25,262
25,262

18
18
18
18
18

38
196
26
155
26
155

Mean

-4.05
0.021
9,748
1.73
0.46
-0.02

-1.27
-0.028
0.006
2,218
3.79
0.46
-0.05

0.39
1.15
1.20
1,129
34,647

-1.65
0.23
-4.14
0.73
3.84
0.52

Median

-2.73
0.003
205
1.15
0.47
0.01

-4.74
-0.006
0.045
111
1.30
0.45
0.02

0
1.40
1.25
596

38,130

-1.69
0.19
-4.30
0.61
3.81
0.44
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Std Dev

3.70
0.258
92,429
1.59
0.24
0.12

7.06
0.548
0.310

13,653
76.34
0.82
0.25

0.50
0.73
0.59
1,012
20,820

0.20
0.16
0.64
0.53
0.44
0.38

Min

-13.75
-0.771
1
0.32
0.05
-0.40

-34.97
-62.674
-8.388

-720
0.00
-1.36

-0.22
0.03
231

6,473

-1.95
0.002
-5.01
0.002
2.72
0.009

Q1

-5.66
-0.125
49
0.69
0.26
-0.02

-9.45
-0.056
-0.038

30

0.72

0.25

-0.07

0
0.52
0.84
330

12,180

-1.80
0.10
-4.62
0.29
3.47
0.21

Q3

-1.26
0.132
1,149
211
0.64
0.05

-2.52

0.035

0.109
461
2.40
0.62
0.07

1
1.73
1.74

1,884
45,521

-1.52
0.34
-3.63
1.09
4.15
0.75

Max

-0.38
2.145
2,952,182
6.76
0.86
0.15

-0.29
6.644
16.960
446,963
6155
70.37
0.41

1.97
1.95
3,470
88,100

-1.25
0.69
-2.84
2.14
4.64
1.68



Table 2 Panel A shows descriptive statistics of observations that have the necessary data between 2005 and 2015. The sample comes from
countries that have adopted IFRS and have at least 200 firm-year observations, leading to 18 countries for Market-based Comparability and 15
countries for Accruals-based Comparability. The unit of observation is a firm-year for Total Accruals, CFO, Total Assets, MB, Leverage, and
ROA. The unit of observation is a firm-quarter for Quarterly Buy-and-hold Return. The unit of observation for Accruals-based Comparability
and Market-based Comparability is a pair of firm-years from different countries but from the same year and two-digit SIC industry. For Trust,
Materialism, and Risk Aversion, the table shows the descriptive statistics of the numeric responses to the WVS questions. The unit of observation
is a country-survey year. The unit of observation for Differences in Trust, Differences in Materialism, and Differences in Risk Aversion is a pair
of country-survey years. Variable definitions are in Appendix A-Variable Definitions.
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Panel B- Descriptive statistics by country

Enforcement Legal Regulatory GDP Per
Country o |FRS Stre?lgth S?rengthy ($ Bil) ggg'fg)
Australia 0 1.77 1.75 1,146 51,486
Belgium 0 1.36 1.29 481 44,068
Brazil 0 -0.22 0.03 1,884 9,444
Germany 1 1.70 1.57 3,470 42,433
Spain 0 1.08 1.07 1,388 30,205
Finland 1 1.97 1.77 251 46,799
France 0 1.44 1.20 2,642 40,774
UK 1 1.71 1.74 2,662 42,426
Hong Kong 1 1.59 1.95 239 33,883
Italy 0 0.38 0.84 2,105 35,486
South Korea 0 0.96 0.92 1,142 23,067
Malaysia 0 0.52 0.58 252 8,862
Norway 1 1.95 1.50 433 88,100
Poland 0 0.62 0.91 464 12,180
Singapore 0 1.73 1.92 231 45,521
Sweden 1 1.93 1.71 497 52,870
Turkey 1 0.06 0.34 695 9,571
South Africa 0 0.11 0.45 330 6,473

Table 2 Panel B shows the mean country level variables for 18 countries that require IFRS during the sample
period of 2005-2015. The dummy variable Enforcement equals one for countries that have established a
proactive review of financial statements to monitor the compliance with IFRS. While Finland, Germany,
Norway, and UK strengthened the enforcement of IFRS concurrently with IFRS adoption, Hong Kong,
Sweden, and Turkey strengthened their enforcement after IFRS adoption. Thus, for Hong Kong, Sweden,
and Turkey, Enforcement equals one only for the years after strengthening enforcement. Legal Strength is
the Rule of Law index from Kaufman et al. (2009). Higher value means that a government provides stronger
legal protection for contract enforcement, property rights, etc. Regulatory Strength is the Regulatory
Quality index from Kaufman et al. (2009). Higher value for Regulatory Strength indicates that a country
has a government system that is more capable of formulating and implementing regulations for private

sector development.
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Panel C- Distribution of firm-years within each country and year

Sample for Market-based Comparability

2008 2009 2010 2011 2012 2013 2014 2015 N;"_t(;?a“la'

Australia| 0 0 7 31 499 866 875 774 | 3052
Belgium | 17 26 40 32 27 40 35 23 240
Brazil | O 0 0 0 0 127 138 89 354
Germany | 151 211 274 294 292 301 286 106 | 1,915
Spain | 16 45 48 48 52 48 49 4 347
Finland | 32 34 37 45 37 50 39 41 315
France | 135 202 279 301 295 302 296 112 1,922

UK | 57 169 330 410 476 503 502 365 | 2812
Hong Kong | O 0 0 0 43 64 66 64 237
ltaly | 52 96 130 134 131 129 125 59 856

South Korea 0 0 0 0 0 12 864 782 1,658
Malaysia | O 0 0 0 0 206 353 374 933
Norway | 22 23 35 35 52 70 67 66 370
Poland | 20 42 95 130 155 193 202 129 966
Singapore 0 0 0 0 0 129 222 205 556
Sweden | 75 94 105 123 146 143 146 148 980
Turkey | 0 0 5 13 30 105 162 152 467
South Africa 0 31 33 33 44 34 44 30 249

Annual Total | 577 973 1418 1,629 2279 3322 4471 3,560 | 18,229
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Sample for Accruals-based Comparability

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 Nit(')‘t’;‘la'
Australia | 0 15 11 27 815 918 950 920 854 767 | 5277
Brazil| O 0 0 0 0 106 102 113 105 26 452
Germany | 287 331 335 307 286 264 243 224 216 89 | 2582
Finland | 32 43 44 42 31 31 29 29 29 27 337
France | 213 250 242 237 244 225 222 214 212 52 | 2120
UK| 191 288 485 536 536 497 472 476 468 176 | 4,125
ltaly | 50 87 99 101 107 = 92 92 93 88 0 809
South Korea | O 0 0 0 0 10 553 928 968 870 | 3329
Malaysia | O 0 0 0 0 316 430 423 439 329 | 1937
Norway | 52 72 91 79 73 75 79 66 65 62 714
Poland | 19 42 84 113 121 148 159 163 163 97 | 1.109
Singapore | 0 0 0 0 0 101 206 201 185 122 815
Sweden | 83 90 96 101 108 103 105 112 106 94 998
Turkey | O 0 0 0 12 22 38 106 121 118 417
South Africa | 14 28 24 25 35 25 26 25 27 12 241
Annual Total | 941 1,255 1,511 1,568 2,368 2933 3706 4093 4,046 2,841 | 25262

Table 2 Panel C shows the distribution of 18,229 firm-years for Market-based Comparability and 25,262
firm-years for Accruals-based Comparability. While the sample period is from 2005 to 2015, the sample
for Market-based Comparability exists from 2008 because estimating Market-based Comparability
requires previous four years of data and most firms use IFRS since 2005. The sample for Accruals-based
Comparability exists until 2014 because estimating Accruals-based Comparability requires one-year-ahead
CFO. The countries in each sample have a minimum of 200 firm-years so that there are sufficient

observations in comparing firm-year observations between two countries.
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Table 3- Correlation between national mean trust, materialism, and risk aversion and enforcement

Enforcement Stl;ggzlth R;?rlélr?;%:y Trust Materialism  Risk Aversion GDP PerGCDalg) Ita

Enforcement 1 0.46 0.44 0.53 -0.18 0.34 0.04 0.41
(P-Value) (0.0524) (0.0676) (0.0227) (0.5102) (0.2018) (0.8739) (0.0874)

Legal Strength 0.46 1 0.95 0.83 -0.43 0.29 0.01 0.84
(0.0524) (<.0001) (<.0001) (0.1006) (0.2683) (0.956) (<.0001)

Regulatory Strength 0.44 0.95 1 0.78 -0.28 0.25 -0.02 0.74
(0.0676) (<.0001) (0.0002) (0.2915) (0.3473) (0.9226) (0.0004)

Trust 0.53 0.83 0.78 1 -0.40 0.15 -0.21 0.87
(0.0227) (<.0001) (0.0002) (0.1199) (0.5733) (0.4012) (<.0001)

Materialism -0.18 -0.43 -0.28 -0.40 1 -0.57 -0.41 -0.53
(0.5102) (0.1006) (0.2915) (0.1199) (0.0201) (0.1117) (0.0367)

Risk Aversion 0.34 0.29 0.25 0.15 -0.57 1 0.47 0.21
(0.2018) (0.2683) (0.3473) (0.5733) (0.0201) (0.0657) (0.4318)

GDP 0.04 0.01 -0.02 -0.21 -0.41 0.47 1 0.05
(0.8739) (0.956) (0.9226) (0.4012) (0.1117) (0.0657) (0.8557)

Per Capita GDP 0.41 0.84 0.74 0.87 -0.53 0.21 0.05 1.00

(0.0874) (<.0001) (0.0004) (<.0001) (0.0367) (0.4318) (0.8557)

Table 3 shows the Pearson correlation between national mean trust, materialism, and risk aversion and enforcement variables. Numbers in
parentheses are p-values, and the number of observations is 18 except for Materialism and Risk Aversion which are available only for 16 countries
(ltaly and Belgium are missing). Correlations that are significant at 10% level are italicized and in bold fonts. All variables are defined in Appendix
A-Variable Definitions.
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Table 4- Cultural differences and cross-country accounting comparability

To the right: Cultural
aspects that differ across

Dependent variable:

Dependent variable:

countries Market-based Comparability Accruals-based Comparability
Trust Materialism A RISI.( All Aspects Trust Materialism R'SI.( All Aspects
version Aversion
Differences in Trust -0.497*** -0.452*** -7.730%** -7.707***
(-2.961) (-2.857) (-6.349) (-6.516)
Differences in Materialism -0.247*** -0.237%** -1.176%** -1.128***
(-5.132) (-5.028) (-3.217) (-3.351)
Differences in Risk Aversion -0.270*** -0.279*** -1.797*** -2.180***
(-3.373) (-3.658) (-2.877) (-3.631)
Log of Total Assets-i  0.205*** 0.223*** 0.223*** 0.223*** -0.040 -0.043 -0.041 -0.045
(7.450) (7.347) (7.379) (7.372) (-1.170) (-1.170) (-1.141) (-1.241)
Log of Total Assets-k  0.195*** 0.209*** 0.210*** 0.210*** 0.077** 0.083** 0.088** 0.075*
(7.203) (7.019) (7.050) (7.043) (2.063) (2.062) (2.222) (1.873)
MB-i  0.148*** 0.138*** 0.138*** 0.138*** -0.083*** -0.084*** -0.085*** -0.084***
(16.661) (14.054) (14.098) (14.026) (-6.653) (-6.280) (-6.457) (-6.349)
MB-k  0.154*** 0.144*** 0.144*** 0.144*** -0.091*** -0.093*** -0.094*** -0.093***
(16.818) (14.241) (14.293) (14.237) (-4.846) (-4.513) (-4.608) (-4.553)
Leverage-i -2.352*** -2.233*** -2.240*** -2.239*** 0.266 0.164 0.128 0.213
(-15.331) (-13.506) (-13.499) (-13.557) (0.808) (0.501) (0.389) (0.655)
Leverage-k -2.354*** -2.217%** -2.224%** -2.222%** 0.045 -0.034 -0.092 -0.093
(-14.835) (-12.994) (-12.984) (-13.039) (0.129) (-0.099) (-0.262) (-0.275)
ROA-i 3.876*** 3.715%** 3.703*** 3.712%** 4.871*%** 4.813*** 4, 759*** 4.845%**
(6.846) (6.267) (6.245) (6.273) (6.478) (6.311) (6.220) (6.354)
ROA-k 3.917*** 3.767*** 3.754*** 3.764*** 4.947*** 4.897*** 4.831*** 4.856***
(6.982) (6.400) (6.377) (6.405) (7.768) (7.568) (7.513) (7.656)
Enforcement-i  0.406 1.400 1.124 1.640 -1.012 -0.910 -0.740 -0.851
(0.157) (0.526) (0.431) (0.632) (-1.229) (-0.949) (-0.785) (-1.027)
Enforcement-k  0.135 0.597 0.782 0.406 -0.270 0.008 0.168 -0.171
(0.054) (0.275) (0.371) (0.193) (-0.332) (0.009) (0.194) (-0.215)
Legal Strength-i  -0.411 -0.644 -0.480 -0.393 -0.066 -0.113 0.536 0.554
(-1.125) (-1.574) (-1.221) (-0.989) (-0.029) (-0.047) (0.229) (0.237)
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Legal Strength-k  -0.346 -0.470 -0.306 -0.227 0.589 0.507 1.075 1.133

(-0.934) (-1.139) (-0.769) (-0.566) (0.285) (0.221) (0.491) (0.522)
Regulatory Strength-i  0.978*** 1.034*** 0.940*** 0.919*** 0.940 0.907 0.256 0.234
(3.149) (3.050) (2.731) (2.684) (0.850) (0.765) (0.229) (0.213)
Regulatory Strength-k  0.796** 0.811** 0.718** 0.707** -1.323 -1.113 -1.613 -1.846
(2.536) (2.304) (2.017) (1.992) (-1.022) (-0.783) (-1.182) (-1.367)
Log of GDP-i 0.191 0.845 0.691 0.977 19.525* 21.277** 22.385** 23.703**
(0.111) (0.477) (0.399) (0.565) (1.948) (2.034) (2.109) (2.141)
Log of GDP-k 0.150 0.796 0.641 0.941 8.167 10.461 12.395 11.863
(0.090) (0.467) (0.386) (0.568) (0.850) (1.035) (1.216) (1.161)
Log of GDP Per Capita-i  0.192 -0.404 -0.277 -0.627 -16.296 -18.372* -19.033* -19.969*
(0.114) (-0.233) (-0.162) (-0.369) (-1.621) (-1.765) (-1.781) (-1.786)
Log of GDP Per Capita-k  0.330 -0.209 -0.080 -0.448 -1.995 -4.591 -6.057 -4.862
(0.200) (-0.123) (-0.048) (-0.272) (-0.213) (-0.470) (-0.607) (-0.482)
Constant -14.584 -11.323 -12.096 -8.485 -9.116 11.428 13.673 8.294
(-1.200) (-0.881) (-0.953) (-0.679) (-0.156) (0.187) (0.223) (0.129)
Observations 2,370,371 2,100,646 2,100,646 2,100,646 2,114,646 1,967,074 1,967,074 1,967,074
R-squared 0.177 0.182 0.182 0.182 0.306 0.297 0.298 0.310
Year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country i fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country k fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
By country- By country- By country- By country- By country- By country- By country- By country-

Clustered errors . . . . . . . .
pair pair pair pair pair pair pair pair

Robust t-statistics in parentheses. *** p<0.01, ** p<0.05, * p<0.1

| estimate the equation with observations from countries that have adopted IFRS, and the sample period is 2005-2015. | include country-i and -k
fixed effects, year fixed-effects, and cluster standard errors by the pair of countries under comparison.

The dependent variables are measures of accounting comparability. | estimate Market-based Comparability as the difference in the translation of
economic events, which is captured with quarterly buy-and-hold return, into quarterly earnings between firms i and k. Firms i and k are from the
same two-digit SIC industry but are incorporated in different countries, and | measure accounting comparability between the two firms for each
year. Translation of economic events is captured with y,; and y;; estimates from:

Nliq
MVEiq

= Yoi + yliRETiq + eiq (1)

61



where NI is net income, MVE is market value of equity, RET is return, and i and g denote firm and quarter. The coefficients are measured for
each year using 14 to 16 previous quarters from the current year-end and are used in the next step:

E(ND}, = P0i + 71:RET;q )
E(NDky = Pox + 71xRET, (3)

where firm i’s quarter t return is inserted into the regressions (2) and (3). The predicted values are E(Nl)ﬁq and E(NI);'“I, that are firm i’s and k’s
expected quarterly earnings when firm i’s quarterly return, which reflects firm i’s economic events, is inserted into each firm’s accounting systems.
Superscript on E(Nl)fq and E(Nl)fcq indicate the firm whose return is being inserted, and subscripts i and k indicate the firm whose coefficient
estimates are being used. Market-based Comparability is estimated as:

Market — based Comparability;_y year = — % X 25_15|E(Nl)fq — E(Nl)fcq| x100 4)

Where i-k is the pair of firm i- and k-years, year and t are the year and fourth quarter of the year whose Market-based Comparability is being
measured.

I estimate Accruals-based Comparability as the similarity in the association between one-year-ahead CFO and current total accruals. | measure
the association by cross-sectionally regressing one-year-ahead CFO on current total accruals of firm-years from the same country, two-digit SIC
industry, and fiscal year:

CFO;t+1 = Bo + B Total Accruals; ; + € (5)

where CFO and total accruals denote cash flows from operations and total accruals, scaled by total assets of the previous period. i and t denote
firm and fiscal year. In the next step, I insert firm i’s year t total accruals into the equations with Bo and 1 coefficient estimates for firms i and k
and year t, where firms i and k are from different countries but from the same industry:

E(C‘FO)f't+1 = Boi + B1;Total Accruals;, (6)
E(C‘FO)}'(,H_1 = Box + PixTotal Accruals;, (7
E(C‘FO){-‘IJr1 = Bo;i + B1;Total Accrualsy ; 8
E(CFO)z,H_1 = Box + PixTotal Accrualsy ; 9)
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E(CFO)w1 is the expected one-year-ahead CFO when two managers recognize the same level of current total accruals. Superscripts denotes the
firm whose total accruals is being inserted, and the subscripts i or k denote the firm whose coefficient estimates are being used. Accruals-based
Comparability is the absolute difference in the E(CFO).1 between firms i and k averaged over a pair of the same firms-years:

Accruals — based Comparability;_ . =
1 . ,
-3 X{|E(CFO); t41 — E(CFO)j 41| + |E(CF0){‘<,t+1 — E(CFO)} ¢41]}x100 (10)

The independent variables of interest are Cultural Differences. Differences in Trust is the absolute differences between two countries in national
mean WVS responses to Trust. Differences in Materialism and Differences in Risk Aversion are the absolute differences in national mean WVS
responses to Materialism and Risk Aversion. Other variables are defined in Appendix A — Variable Definitions.
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Table 5- Moderating effect of strong enforcement

To the right: Cultural
aspects that differ across

Dependent variable:
Market-based Comparability

Dependent variable:

Accruals-based comparability

countries Trust Materialism Risk Trust Materialism Risk
Aversion Aversion
Differences in Trust -0.634*** -9.345%**
(-3.643) (-6.478)
Differences in Trust* (0.565** 8.414***
Both Strong Enforcement  (2.138) (4.062)
Differences in Materialism -0.231*** -1.070***
(-4.282) (-2.795)
Differences in Materialism* -0.091 -0.814
Both Strong Enforcement (-0.610) (-0.841)
Differences in Risk Aversion -0.306*** -1.705**
(-3.579) (-2.541)
Differences in Risk Aversion* 0.436*** -0.517
Both Strong Enforcement (2.798) (-0.506)
Both Strong Enforcement  -0.234***  -0.036 -0.294*** -2.783***  -0.383 -0.546
(-3.447) (-0.374) (-3.094) (-3.802) (-0.515) (-0.642)
Log of Total Assets-i  0.205***  (0.223*** 0.224*** -0.046 -0.044 -0.043
(7.442) (7.347) (7.385) (-1.365) (-1.196) (-1.185)
Log of Total Assets-k  0.195***  (0.209*** 0.210*** 0.072* 0.083** 0.088**
(7.195) (7.019) (7.056) (1.901) (2.062) (2.204)
MB-i  0.148***  (.138*** 0.138*** -0.081***  -0.084*** -0.084***
(16.644) (14.037) (14.115) (-6.457) (-6.237) (-6.411)
MB-k 0.154***  (0.144*** 0.144*** -0.089***  -0.092*** -0.093***
(16.810) (14.236) (14.316) (-4.706) (-4.479) (-4.551)
Leverage-i -2.347***  -2,232%** -2.238*** 0.353 0.184 0.157
(-15.318)  (-13.496) (-13.495) (1.101) (0.570) (0.484)
Leverage-k -2.349***  .2216*** -2.221%** 0.112 -0.019 -0.068
(-14.834)  (-12.989) (-12.987) (0.335) (-0.055) (-0.197)
ROA-i 3.882***  3.717*** 3.705*** 4,964*** 4.834*** 4,789***
(6.864) (6.271) (6.255) (6.716) (6.388) (6.318)
ROA-k 3.923***  3,768*** 3.756*** 5.000*** 4.,908*** 4.850***
(7.000) (6.403) (6.388) (8.006) (7.645) (7.615)
Enforcement-i  0.466 1.435 1.065 -0.642 -0.561 -0.279
(0.180) (0.538) (0.407) (-0.682) (-0.527) (-0.267)
Enforcement-k  0.185 0.637 0.928 -0.010 0.369 0.648
(0.074) (0.293) (0.437) (-0.011) (0.358) (0.646)
Legal Strength-i  -0.458 -0.679* -0.540 0.021 0.072 0.852
(-1.261) (-1.678) (-1.389) (0.010) (0.031) (0.365)
Legal Strength-k  -0.389 -0.505 -0.366 0.891 0.699 1.456
(-1.057) (-1.239) (-0.927) (0.434) (0.311) (0.670)
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Regulatory Strength-i  0.985***  1.032*** 0.971*** 0.832 0.671 -0.086

(3.190) (3.030) (2.841) (0.788) (0.594) (-0.080)
Regulatory Strength-k  0.800** 0.809** 0.748** -1.239 -1.264 -1.869
(2.552) (2.286) (2.118) (-0.971) (-0.914) (-1.410)
Log of GDP-i 0.171 0.836 0.588 21.274** 21.763** 23.270**
(0.099) (0.472) (0.339) (2.224) (2.107) (2.255)
Log of GDP-k 0.123 0.788 0.537 9.627 10.206 12.338
(0.074) (0.461) (0.321) (1.034) (1.013) (1.229)
Log of GDP Per Capita-i  0.134 -0.411 -0.230 -17.269* -18.617* -19.510*
(0.079) (-0.236) (-0.135) (-1.803) (-1.812) (-1.876)
Log of GDP Per Capita-k  0.279 -0.215 -0.033 -2.896 -4.155 -5.658
(0.169) (-0.127) (-0.020) (-0.317) (-0.426) (-0.573)
Constant  -12.895 -10.941 -11.555 -11.804 7.580 8.400
(-1.060)  (-0.850) (-0.912) (-0.197) (0.125) (0.137)
Observations 2,370,371 2,100,646 2,100,646 2,114,646 1,967,074 1,967,074
R-squared 0.177 0.182 0.182 0.310 0.298 0.298
Year fixed effects Yes Yes Yes Yes Yes Yes
Country i fixed effects Yes Yes Yes Yes Yes Yes
Country k fixed effects Yes Yes Yes Yes Yes Yes
Clustered errors By c';);ptry- By c;);;ptry- By c;);;ptry- By c;;rr'ntry- By c;;rr'ntry- By cpoal,il?try-

Robust t-statistics in parentheses. *** p<0.01, ** p<0.05, * p<0.1

| estimate the equation with observations from countries that have adopted IFRS, and the sample period is
2005-2015. | include country-i and -k fixed effects, year fixed-effects, and cluster standard errors by the
pair of countries under comparison.

The dependent variables are measures of accounting comparability. | estimate Market-based Comparability
as the difference in the translation of economic events, which is captured with quarterly buy-and-hold return,
into quarterly earnings between firms i and k. Firms i and k are from the same two-digit SIC industry but
are incorporated in different countries, and | measure accounting comparability between the two firms for
each year. Translation of economic events is captured with y,; and y;; estimates from:
Nl
MVE;q

= Yoi + yliRETiq + eiq (1)

where NI is net income, MVE is market value of equity, RET is return, and i and g denote firm and quarter.
The coefficients are measured for each year using 14 to 16 previous quarters from the current year-end and
are used in the next step:

E(ND}, = Po; + 71:RETyq @)
E(ND}, = Pox + 71xRET;q ®)

where firm i’s quarter t return is inserted into the regressions (2) and (3). The predicted values are E(Nl)ﬁq
and E(Nl)fcq, that are firm i’s and k’s expected quarterly earnings when firm i’s quarterly return, which
reflects firm i’s economic events, is inserted into each firm’s accounting systems. Superscript on E(NT );iq

and E(Nl)fcq indicate the firm whose return is being inserted, and subscripts i and k indicate the firm whose
coefficient estimates are being used. Market-based Comparability is estimated as:
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Market — based Comparability;_y year = — 1—16 X Z§_15|E(NI)::q — E(NI)};q| x100 4

Where i-k is the pair of firm i- and k-years, year and t are the year and fourth quarter of the year whose
Market-based Comparability is being measured.

| estimate Accruals-based Comparability as the similarity in the association between one-year-ahead CFO
and current total accruals. | measure the association by cross-sectionally regressing one-year-ahead CFO
on current total accruals of firm-years from the same country, two-digit SIC industry, and fiscal year:

CFO;t4+1 = Bo + By Total Accruals; ¢ + € (5)

where CFO and total accruals denote cash flows from operations and total accruals, scaled by total assets
of the previous period. i and t denote firm and fiscal year. In the next step, | insert firm i’s year t total
accruals into the equations with o and B1 coefficient estimates for firms i and k and year t, where firms i
and k are from different countries but from the same industry:

E(CFO)f't+1 = PBoi + B1;Total Accruals;, (6)
E(CFO)}'”Jr1 = Box + PixTotal Accruals;, (7)
E(CFO)i-le = Boi + B1iTotal Accrualsy, (8)
E(CFO)ﬁlt+1 = Box + P Total Accrualsy, 9

E(CFO)uw.1 is the expected one-year-ahead CFO when two managers recognize the same level of current
total accruals. Superscripts denotes the firm whose total accruals is being inserted, and the subscripts i or k
denote the firm whose coefficient estimates are being used. Accruals-based Comparability is the absolute
difference in the E(CFO)+1 between firms i and k averaged over a pair of the same firms-years:

Accruals — based Comparability;_j . =
1 . .
—=X{|E(CFO0); 141 — E(CFO) ¢4 | + |E(CFO)f¢ sy — E(CFO)f 141]}%100 (10)

Differences in Trust is the absolute differences between two countries in national mean WVS responses to
Trust. Differences in Materialism and Differences in Risk Aversion are the absolute differences in national
mean WVS responses to Materialism and Risk Aversion. Both Strong Enforcement is a dummy variable
that equals one when both countries being compared have proactive enforcements of IFRS according to
Christensen et al. (2013). Other variables are defined in Appendix A — Variable Definitions.
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Table 6— Moderating effect of strong legal and regulatory systems

Panel A. Legal system

To the right: Cultural
aspects that differ across

Dependent variable:

Market-based Comparability

Dependent variable:

Accruals-based comparability

countries Trust Materialism Risk Trust Materialism Risk
Aversion Aversion
Differences in Trust -0.467** -9.645***
(-2.372) (-4.124)
Differences in Trust* 0.636** 5.885
Both Strong Legal System  (2.318) (1.231)
Differences in Materialism -0.240%** -1.044**
(-4.666) (-2.436)
Differences in Materialism* -0.055 -1.273
Both Strong Legal System (-0.627) (-1.211)
Differences in Risk Aversion -0.283*** -1.840***
(-3.485) (-2.835)
Differences in Risk Aversion* 0.114 -0.098
Both Strong Legal System (0.700) (-0.074)
Both Strong Legal System -0.042 0.194** 0.130 -2.215 0.671 0.480
(-0.572) (2.359) (1.564) (-1.240) (0.541) (0.355)
Log of Total Assets-i  0.205***  (0.223*** 0.223*** -0.040 -0.043 -0.042
(7.448) (7.341) (7.373) (-1.146) (-1.170) (-1.153)
Log of Total Assets-k  0.195***  (0.209*** 0.210*** 0.076** 0.083** 0.087**
(7.201) (7.011) (7.045) (2.033) (2.062) (2.211)
MB-i  0.148***  (0.138*** 0.138*** -0.082*** -0.084*** -0.085***
(16.637) (14.036) (14.063) (-6.566) (-6.304) (-6.478)
MB-k 0.154***  (0.144*** 0.144*** -0.091*** -0.093*** -0.094***
(16.797) (14.220) (14.260) (-4.746) (-4.550) (-4.641)
Leverage-i -2.351*** -2.23]*** -2.239*** 0.252 0.173 0.137
(-15.322)  (-13.481) (-13.486) (0.752) (0.503) (0.398)
Leverage-k -2.353*** -2 2]15%** -2.222%** 0.022 -0.031 -0.086
(-14.827)  (-12.969) (-12.971) (0.062) (-0.085) (-0.238)
ROA-i 3.878***  3.718*** 3.704*** 4.870*** 4.820*** 4,764%**
(6.848) (6.269) (6.252) (6.526) (6.211) (6.132)
ROA-k 3.919***  3.769*** 3.755*** 4,956*** 4.893*** 4.830***
(6.984) (6.401) (6.384) (7.924) (7.566) (7.520)
Enforcement-i  0.235 1.208 1.044 -0.922 -0.935 -0.748
(0.090) (0.449) (0.397) (-1.127) (-0.993) (-0.800)
Enforcement-k -0.036 0.785 0.855 -0.191 -0.011 0.177
(-0.014) (0.360) (0.404) (-0.235) (-0.013) (0.206)
Legal Strength-i  -0.480 -0.940** -0.747* 0.920 -0.466 0.058
(-1.229) (-2.214) (-1.843) (0.526) (-0.215) (0.028)
Legal Strength-k  -0.414 -0.765* -0.573 1.490 0.220 0.668
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(-1.047) (-1.799) (-1.401) (0.997) (0.117) (0.380)
Regulatory Strength-i  0.991***  1.067*** 0.927** 0.886 1.054 0.403
(3.183) (3.073) (2.579) (0.831) (0.860) (0.351)
Regulatory Strength-k  0.806** 0.843** 0.704* -1.309 -0.984 -1.504
(2.555) (2.353) (1.902) (-1.024) (-0.703) (-1.129)
Log of GDP-i  0.092 0.689 0.624 17.702* 22.274** 22.722**
(0.053) (0.384) (0.356) (1.885) (2.178) (2.187)
Log of GDP-k 0.051 0.641 0.574 7.601 11.128 12.334
(0.030) (0.372) (0.344) (0.794) (1.086) (1.200)
Log of GDP Per Capita-i  0.308 -0.255 -0.195 -15.246 -19.015* -19.069*
(0.180) (-0.145) (-0.113) (-1.534) (-1.828) (-1.792)
Log of GDP Per Capita-k 0.448 -0.060 0.001 -2.171 -4.957 -5.723
(0.268) (-0.035) (0.001) (-0.230) (-0.501) (-0.573)
Constant  -15.541 -11.461 -11.964 -3.806 11.164 9.413
(-1.270) (-0.901) (-0.951) (-0.065) (0.180) (0.153)
Observations 2,370,371 2,100,646 2,100,646 2,114,646 1,967,074 1,967,074
R-squared 0.177 0.182 0.182 0.308 0.297 0.298
Year fixed effects Yes Yes Yes Yes Yes Yes
Country i fixed effects Yes Yes Yes Yes Yes Yes
Country k fixed effects Yes Yes Yes Yes Yes Yes
Clustered errors By c;;rtry- By cg;ptry- By c:auiptry- By c;;?try- By c;;?try- By cpoal}lrtry-

Robust t-statistics in parentheses. *** p<0.01, ** p<0.05, * p<0.1

68



Panel B. Regulatory system

To the right: Cultural
aspects that differ across

Dependent variable:

Market-based Comparability

Dependent variable:

Accruals-based comparability

countries Trust Materialism Avilrssli(on Trust Materialism AvReIr?sli(on
Differences in Trust -0.455** -8.579***
(-2.518) (-6.172)
Differences in Trust* (.621 2.935
Both Strong Regulatory System (1.334) (0.798)
Differences in Materialism -0.228*** -1.117%**
(-4.127) (-2.793)
Differences in Materialism* -0.127 -0.512
Both Strong Regulatory System (-1.344) (-0.553)
Differences in Risk Aversion -0.309*** -1.655**
(-3.764) (-2.493)
Differences in Risk Aversion* 0.203 -1.807
Both Strong Regulatory System (0.941) (-1.347)
Both Strong Regulatory System  0.064 0.325*** 0.258***  -1,748*** -0.348 0.422
(0.809) (4.990) (2.893) (-2.642) (-0.380) (0.374)
Log of Total Assets-i  0.205***  (0.223*** 0.223***  -0.040 -0.043 -0.041
(7.444) (7.344) (7.377) (-1.169) (-1.164) (-1.141)
Log of Total Assets-k  0.195***  (0.209*** 0.210***  0.077** 0.083** 0.088**
(7.197) (7.014) (7.047) (2.055) (2.069) (2.211)
MB-i  0.149***  (0.139*** 0.138***  -0.082*** -0.084*** -0.084***
(16.542) (13.995) (14.001) (-6.444) (-6.192) (-6.372)
MB-k 0.155***  (.145*** 0.145***  -0.092*** -0.093*** -0.094***
(16.694) (14.165) (14.191) (-4.820) (-4.529) (-4.628)
Leverage-i -2.349***  -2227*** -2.237***  0.262 0.162 0.130
(-15.335)  (-13.462) (-13.485)  (0.797) (0.488) (0.390)
Leverage-k -2.352*** -2 210*** -2.220*%**  0.035 -0.036 -0.090
(-14.844)  (-12.958) (-12.974)  (0.101) (-0.102) (-0.253)
ROA-i 3.886***  3.731*** 3.712%**  4.872*** 4.814%** 4.765***
(6.893) (6.307) (6.285) (6.539) (6.303) (6.222)
ROA-k 3.927***  3,782*** 3.763***  4,944*** 4.895*** 4.833***
(7.026) (6.435) (6.416) (7.750) (7.535) (7.511)
Enforcement-i  0.080 1.046 0.994 -0.790 -0.809 -0.668
(0.031) (0.386) (0.377) (-0.974) (-0.854) (-0.716)
Enforcement-k  -0.199 0.978 0.991 -0.072 0.105 0.237
(-0.079) (0.449) (0.473) (-0.088) (0.117) (0.271)
Legal Strength-i  -0.468 -0.638 -0.526 0.848 0.210 0.730
(-1.304) (-1.577) (-1.360) (0.467) (0.100) (0.355)
Legal Strength-k  -0.400 -0.463 -0.351 1.412 0.785 1.280
(-1.107) (-1.142) (-0.905) (0.846) (0.397) (0.672)



Regulatory Strength-i  0.895***  0.878*** 0.810** 1.034 0.929 0.326

(3.118) (2.759) (2.496) (0.875) (0.773) (0.286)
Regulatory Strength-k  0.708** 0.654* 0.586* -1.220 -1.065 -1.512
(2.360) (1.913) (1.694) (-0.939) (-0.755) (-1.109)
Log of GDP-i -0.054 0.556 0.538 18.375* 20.789** 22.232**
(-0.031) (0.310) (0.308) (1.892) (2.048) (2.173)
Log of GDP-k -0.100 0.507 0.488 7.936 10.339 12.346
(-0.060) (0.296) (0.295) (0.825) (1.023) (1.216)
Log of GDP Per Capita-i  0.407 -0.170 -0.183 -15.272 -17.902* -18.811*
(0.239) (-0.096) (-0.106) (-1.546) (-1.753) (-1.802)
Log of GDP Per Capita-k  0.551 0.025 0.014 -1.923 -4.496 -5.942
(0.332) (0.015) (0.008) (-0.206) (-0.462) (-0.597)
Constant  -15.451 -11.902 -11.437 -13.879 8.645 10.549
(-1.262) (-0.912) (-0.891) (-0.236) (0.142) (0.171)

Observations 2,370,371 2,100,646 2,100,646 2,114,646 1,967,074 1,967,074

R-squared 0.177 0.182 0.182 0.308 0.297 0.298

Year fixed effects Yes Yes Yes Yes Yes Yes

Country i fixed effects Yes Yes Yes Yes Yes Yes

Country k fixed effects Yes Yes Yes Yes Yes Yes
Clustered errors B2 gy country-pair BV COUNIY- - Bycouniry- - Bycounty- - By couniry-

Robust t-statistics in parentheses. *** p<0.01, ** p<0.05, * p<0.1

| estimate the equation with observations from countries that have adopted IFRS, and the sample period is
2005-2015. | include country-i and -k fixed effects, year fixed-effects, and cluster standard errors by the
pair of countries under comparison.

The dependent variables are measures of accounting comparability. | estimate Market-based Comparability
as the difference in the translation of economic events, which is captured with quarterly buy-and-hold return,
into quarterly earnings between firms i and k. Firms i and k are from the same two-digit SIC industry but
are incorporated in different countries, and | measure accounting comparability between the two firms for
each year. Translation of economic events is captured with y,; and y,; estimates from:
Nlig
MVE;q

= Yoi T Y1iRETq + eiq (1)

where NI is net income, MVE is market value of equity, RET is return, and i and g denote firm and quarter.
The coefficients are measured for each year using 14 to 16 previous quarters from the current year-end and
are used in the next step:

E(ND}, = Po; + 71:RETyq @)
E(ND}, = Pox + 71xRET;q ®)

where firm i’s quarter t return is inserted into the regressions (2) and (3). The predicted values are E(Nl)ﬁq
and E(Nl)fcq, that are firm i’s and k’s expected quarterly earnings when firm i’s quarterly return, whigh
reflects firm i’s economic events, is inserted into each firm’s accounting systems. Superscript on E(NI);,

and E(Nl)fcq indicate the firm whose return is being inserted, and subscripts i and k indicate the firm whose
coefficient estimates are being used. Market-based Comparability is estimated as:
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Market — based Comparability;_y year = — 1—16 X Z§_15|E(NI)::q — E(NI)};q| x100 4

Where i-k is the pair of firm i- and k-years, year and t are the year and fourth quarter of the year whose
Market-based Comparability is being measured.

| estimate Accruals-based Comparability as the similarity in the association between one-year-ahead CFO
and current total accruals. | measure the association by cross-sectionally regressing one-year-ahead CFO
on current total accruals of firm-years from the same country, two-digit SIC industry, and fiscal year:

CFO;t4+1 = Bo + By Total Accruals; ¢ + € (5)

where CFO and total accruals denote cash flows from operations and total accruals, scaled by total assets
of the previous period. i and t denote firm and fiscal year. In the next step, | insert firm i’s year t total
accruals into the equations with o and B1 coefficient estimates for firms i and k and year t, where firms i
and k are from different countries but from the same industry:

E(CFO)f't+1 = PBoi + B1;Total Accruals;, (6)
E(CFO)}'”Jr1 = Box + PixTotal Accruals;, (7)
E(CFO)i-le = Boi + B1iTotal Accrualsy, (8)
E(CFO)ﬁlt+1 = Box + P Total Accrualsy, 9

E(CFO)uw.1 is the expected one-year-ahead CFO when two managers recognize the same level of current
total accruals. Superscripts denotes the firm whose total accruals is being inserted, and the subscripts i or k
denote the firm whose coefficient estimates are being used. Accruals-based Comparability is the absolute
difference in the E(CFO)+1 between firms i and k averaged over a pair of the same firms-years:

Accruals — based Comparability;_j . =
1 . .
—=X{|E(CFO0); 141 — E(CFO) ¢4 | + |E(CFO)f¢ sy — E(CFO)f 141]}%100 (10)

Differences in Trust is the absolute differences between two countries in national mean WVS responses to
Trust. Differences in Materialism and Differences in Risk Aversion are the absolute differences in national
mean WVS responses to Materialism and Risk Aversion. Both Strong Regulatory System and Both Strong
Legal System are dummy variables that equal one when both countries being compared are in the top
quartile for having strong regulatory and legal systems according to Kaufman et al. (2009) indices. Other
variables are defined in Appendix A — Variable Definitions.
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Table 7- Robustness test with variables aggregated at country-survey year level

Dependent variable: Dependent variable:
To the right: Cultural Market-based Comparability Accruals-based Comparability
aspects that differ across Trust Materialism R'Sl.( All Aspects Trust Materialism R'SI.( All Aspects
countries Aversion Aversion
Differences in Trust -0.841*** -0.768** -6.009*** -5.611***
(-2.837) (-2.397) (-6.915) (-5.901)
Differences in Materialism -0.289*** -0.239** -1.099*** -0.745**
(-3.149) (-2.524) (-3.313) (-2.576)
Differences in Risk Aversion -0.123 -0.085 -1.429** -1.605***
(-0.688) (-0.457) (-2.584) (-3.137)
Log of Total Assets-i  0.307** 0.291 0.289 0.305* -0.118 0.224 0.122 0.057
(2.033) (1.607) (1.587) (1.681) (-0.293) (0.509) (0.285) (0.146)
Log of Total Assets-k  0.370** 0.368** 0.358** 0.373** 0.452 0.624 0.459 0.550
(2.503) (2.099) (2.025) (2.128) (0.803) (1.019) (0.745) (0.927)
MB-i 0.084 0.088 0.094 0.037 -1.452%** -1.092** -1.021** -1.314%**
(0.613) (0.634) (0.667) (0.265) (-3.317) (-2.313) (-2.105) (-2.946)
MB-k 0.128 0.139 0.144 0.087 -1.287*** -1.166*** -1.201%** -1.154***
(0.959) (1.045) (1.056) (0.644) (-4.371) (-3.322) (-3.416) (-3.562)
Leverage-i -3.416** -3.584** -3.536** -3.729** 6.926 6.643 6.820 7.778*
(-2.258) (-2.106) (-2.084) (-2.224) (1.578) (1.288) (1.329) (1.696)
Leverage-k -3.813** -3.826** -3.711** -3.957** 9.816** 15.079*** 14.070*** 9.405**
(-2.508) (-2.249) (-2.184) (-2.363) (2.331) (3.456) (3.118) (2.180)
ROA-i 11.443*** 12.526*** 12.048*** 12.223*** -1.879 -7.418 -8.512 -4.973
(4.136) (3.275) (3.119) (3.266) (-0.204) (-0.765) (-0.888) (-0.565)
ROA-k 9.909*** 10.729*** 10.299*** 10.424*** 11.276* 10.679 10.923 11.422*
(3.706) (2.854) (2.704) (2.834) (1.823) (1.494) (1.566) (1.796)
Enforcement-i  -1.944 -5.121 -0.284 0.558 -4,991** -4.365* -4.311* -4.491*
(-0.155) (-0.359) (-0.021) (0.042) (-1.990) (-1.685) (-1.662) (-1.737)
Enforcement-k  -3.762 -6.479 -5.356 -4.037 -0.544 -0.922 -1.174 -0.872
(-0.279) (-0.583) (-0.485) (-0.357) (-0.224) (-0.363) (-0.457) (-0.357)
Legal Strength-i  7.642*** 8.006*** 8.033*** 8.506*** 10.640** 10.731** 11.633** 10.522**
(3.654) (2.834) (2.732) (2.884) (2.181) (2.020) (2.274) (2.187)
Legal Strength-k ~ 5.715*** 7.204** 6.906** 7.794%* 10.781** 14.649*** 15.832*** 13.147**
(2.834) (2.523) (2.370) (2.591) (2.131) (2.732) (2.837) (2.465)
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Regulatory Strength-i  -1.395 -2.931 -3.114* -2.943 -3.825 -7.735** -8.927** -6.894*
(-1.056) (-1.613) (-1.663) (-1.595) (-1.312) (-2.039) (-2.300) (-1.913)
Regulatory Strength-k  -0.784 -3.132 -2.970 -3.031 -0.852 -4.596 -5.683* -2.908
(-0.583) (-1.612) (-1.521) (-1.529) (-0.329) (-1.373) (-1.662) (-0.920)
Log of GDP-i -0.118 -1.011 0.392 1.133 -18.114 -34.009 -36.359* -26.483
(-0.014) (-0.113) (0.044) (0.126) (-0.857) (-1.594) (-1.714) (-1.290)
Log of GDP-k -1.139 -3.012 -2.071 -0.677 -13.819 -17.953 -20.263 -16.792
(-0.132) (-0.321) (-0.221) (-0.071) (-0.557) (-0.693) (-0.775) (-0.675)
Log of GDP Per Capita-i -1.313 -0.442 -1.936 -2.923 22.166 40.084* 43.141* 32.159
(-0.144) (-0.046) (-0.200) (-0.304) (0.982) (1.744) (1.883) (1.460)
Log of GDP Per Capita-k -0.946 1.951 0.712 -0.854 16.555 21.893 25.550 20.194
(-0.107) (0.200) (0.073) (-0.088) (0.635) (0.795) (0.918) (0.764)
Constant  12.692 -5.078 8.181 18.960 -227.091** -338.931***  -377.065***  -291.915***
(0.246) (-0.091) (0.145) (0.345) (-2.295) (-3.267) (-3.621) (-2.821)
Observations 385 303 303 303 378 326 326 326
R-squared 0.723 0.726 0.719 0.731 0.694 0.672 0.669 0.716
Survey Year i fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Survey Year k fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country i fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country k fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Clustered errors By coqntry— By coqntry— By coqntry— By coqntry— By cogntry- By cogntry- By coqntry- By cogntry-
pair pair pair pair pair pair pair pair

Robust t-statistics in parentheses. *** p<0.01, ** p<0.05, * p<0.1

The sample observations come from countries that have adopted IFRS between 2005-2015. The dependent variable is either Accruals-based
Comparability or Market-based Comparability, which is measured for a pair of firm-years and then averaged over a pair of country-survey years.
The values for Cultural Difference differ for each pair of country-survey years, and other control variables are also averaged over a country-
survey year. | include country-i, country-k, survey year-i, and survey year-k fixed effects, and cluster standard errors by the pair of countries
under comparison. More variable definitions are provided in Appendix A — Variable Definitions.
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Table 8- Robustness test controlling for absolute differences of control variables

Dependent variable:

Market-based Comparability

Dependent variable:

Accruals-based Comparability

Tot;gi (rillgpetr ;:curggsriloisr?tifetz Trust Materialism Avilrssli(on All Aspects Trust Materialism Avr\;lrssii(on All Aspects
Differences in Trust -0.950*** -0.750** -4.276%** -3.443%**
(-3.387) (-2.555) (-3.734) (-3.039)
Differences in Materialism -0.108* -0.102* -0.945%** -1.040%**
(-1.969) (-1.900) (-2.798) (-3.188)
Differences in Risk Aversion -0.158* -0.158* -1.550** -1.743%**
(-1.915) (-1.923) (-2.555) (-2.965)
Log of Total Assets-i&k 0.032*** 0.054*** 0.054*** 0.054*** -0.074** -0.079** -0.077** -0.078**
(2.620) (4.320) (4.328) (4.308) (-2.557) (-2.597) (-2.498) (-2.538)
MB-i&k 0.060*** 0.059*** 0.059*** 0.059*** -0.023** -0.024** -0.025** -0.025**
(10.273) (8.821) (8.831) (8.841) (-2.348) (-2.243) (-2.299) (-2.350)
Leverage-i&Kk -3.170*** -3.155%** -3.155%** -3.159%** -0.852*** -0.899%*** -0.906*** -0.919%**
(-22.626) (-20.688) (-20.659) (-20.747) (-5.699) (-5.971) (-6.024) (-6.044)
ROA-i&k -4.297*** -4.204*** -4.202%** -4.202%** -7.992%** -7.904*** -7.879*** -7.861***
(-17.048) (-16.437) (-16.452) (-16.439) (-12.604) (-12.186) (-12.198) (-12.227)
Both Strong Enforcement-i&k -0.538** -0.502** -0.511** -0.560** 0.065 0.629 0.633 0.496
(-2.213) (-2.165) (-2.257) (-2.445) (0.116) (1.097) (1.125) (0.926)
Both Weak Enforcement-i&k  0.555** 0.505** 0.502** 0.552** -1.378** -1.807%*** -1.847%** -1.538**
(2.267) (2.237) (2.267) (2.433) (-2.218) (-2.759) (-3.000) (-2.549)
Regulatory Strength-i&k 0.672*** 0.484*** 0.436*** 0.545*** -0.710 -0.907 -1.226 -1.034
(4.887) (3.823) (3.324) (4.071) (-0.685) (-0.879) (-1.203) (-1.003)
Legal Strength-i&k -0.481*** -0.544%** -0.512%** -0.454%** -1.182* -2.125** -1.942%* -1.380
(-4.133) (-4.798) (-4.361) (-4.070) (-1.715) (-2.408) (-2.193) (-1.595)
Log of GDP-i&k -0.019 -0.018 -0.028 -0.023 0.087 0.133 0.033 0.094
(-1.007) (-0.976) (-1.517) (-1.166) (0.671) (1.066) (0.265) (0.829)
Log of GDP Per Capita-i&k 0.034 0.041* 0.040 0.046** 0.305* 0.391** 0.377** 0.392**
(1.431) (1.725) (1.624) (2.043) (1.959) (2.004) (2.008) (2.109)
Constant  -3.804*** -4.267*** -4,142%** -4.093*** -13.912***  -14.908***  -13.591***  -13.345***
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(-11.875) (-14.254) (-13.105) (-13.417) (-7.516) (-6.519) (-6.075) (-6.164)

Observations 2,370,371 2,100,646 2,100,646 2,100,646 2,114,646 1,967,074 1,967,074 1,967,074

R-squared 0.151 0.158 0.158 0.158 0.326 0.326 0.327 0.330
Year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country i fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country k fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Clustered errors By country- By country- By country- By country- By country- By country- By country- By country-

pair pair pair pair pair pair pair pair
Robust t-statistics in parentheses. *** p<0.01, ** p<0.05, * p<0.1

The sample observations come from countries that have adopted IFRS between 2005-2015. The dependent variables are one of the two measures
of accounting comparability: Market-based Comparability or Accruals-based Comparability. The independent variables of interest are the three
measures of differences in cultural aspects: Differences in Trust, Differences in Materialism, and Differences in Risk Aversion. Continuous control
variables are the absolute differences in the variables between firm-i and -k or between the countries where firm-i and -k are headquartered in.
For example, ROA-i&k = [ROA-i - ROA-k |. The dummy variables Both Strong Enforcement and Both Weak Enforcement equal one when the two
countries being compared both have strong or weak enforcement of IFRS, respectively. I include country-i and -k fixed effects, year fixed effects,
and cluster standard errors by the pair of countries under comparison. More variable definitions are provided in Appendix A — Variable Definitions.
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