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                                                          Abstract

This paper examines whether diversity in the performance measures of firms using IAS in different countries is lower compared to the diversity in performance measures of firms using domestic accounting standards, and whether the IASB Comparability project in 1995 further reduced diversity in accounting measures. Analyses are conducted on the earnings-based and cash flows-based measures i.e. return on assets, return on equity, cash flow on assets, and cash flow on equity.  Additional univariate analyses are conducted on the market-based ratios, i.e. earning-to-price and book-to-market.

The results show that the differences in performance measures of firms using IAS across countries are comparatively lower than those of firms using domestic GAAP of their respective countries. Furthermore, the 1995 Comparability project substantially increased convergence in accounting measures. These results thus indicate that the use of IAS by firms in different countries reduces diversity in their performance measures, which should enhance their power for the firms' comparative evaluation. The results on the earnings-to-price and book-to-market ratios provide additional support for the finding that the use of IAS provides a better base for comparative evaluation of the firms' performance across countries. 
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Impact of International Accounting Standards on 
Performance Measures of Firms across Countries

I.  INTRODUCTION

The use of International Accounting Standards (IAS) has been attracting an increased attention of legislative bodies as well as of regulators in different countries.  Globalization of business, especially of capital markets, has generated a strong demand for accounting information for comparative evaluation of firms from different countries. Recently the US FASB decided to work together with the IASB to (a) make their existing financial reporting standards fully compatible as soon as is practicable and (b) to coordinate their future work programs to ensure that once achieved, compatibility is maintained” (IASB 2002). The European Parliament's recent decision to require firms in the European Union (EU) countries to start using IAS by 2005 has partly been motivated by the desire to provide investors with information that will help them make comparative evaluations of firms in these countries. There is also a general belief in the EU countries that the general principles on which IAS are based would compel the auditors to enforce the spirit and not just the letter of the law, which will encourage firms to resist from manipulating their reported earnings and financial position (Sleigh-Johnson 2002). Paul Volcker
, Chairman of the Trustees of the International Accounting Standards Board (IASB), has also recently emphasized the importance of IAS in creating reliable of financial disclosures: "…in a world of global finance, we have strong interest in encouraging high quality standards every place our companies do business", and the "IASC framework should be able to maintain high credibility" and "it can command the best professional advice, international representation, and appropriate independence (Volcker 2002)." 

Given the importance of reliability of financial disclosures for comparative evaluation of firms’ performance, especially across countries, the use of IAS is receiving special attention by the accounting standard setting bodies of different countries (e.g., see Choi et al. 2002) 
.  It has been argued that harmonization in accounting standards of different countries through the use of IAS would reduce diversity in the performance measures of firms and that may ultimately bring convergence in these measures (e.g., Choi et al. 2002).  There is, however, no direct substantive empirical evidence to support this expectation.  A study by Davis-Friday and Rueschhoff (2001), that compared the IAS-based performance indicators of 11 foreign firms traded on the US stock markets with those based on US GAAP-adjusted information, indicated that the performance indicators based on the two sets of accounting standards did not differ significantly. Their findings thus suggested that the IAS-based performance measures were comparable to those based on US GAAP-adjusted accounting numbers.  Other studies on the value relevance of accounting numbers based on domestic accounting standards of different countries (hereafter will be referred to as domestic GAAP) and US GAAP have provided indirect evidence on the comparability of the domestic GAAP-based performance measures vis-à-vis those based on US GAAP (e.g., Alford et al. 1993; Amir et al. 1993; Chan and Seow 1996).  The findings of these studies show that there is no consistent pattern of higher value relevance of accounting numbers based on any particular set of accounting standards, suggesting that investors evaluate the firms' performance differently in different countries, and thus there is no solid evidence to support higher value relevance of the domestic GAAP-based information on any particular country. Recently, Land and Lang (2002) have argued that convergence in the valuation of earnings is driven by convergence in the accounting practices over time. The findings of studies by Guenther and Young (2000), and Joos and Wysocki (2002), however, indicate that international harmonization of accounting standards may not result in convergence of accounting practices if differences persist in institutional and operating environments across countries. Differences in the institutional and cultural environments across countries have been highlighted by several studies in the literature (e.g. Meek and Saudagaran, 1990; La Porta et al., 1998; Jaggi and Law, 2000; Ball, Robin and Wu, 2002; DeFond and Hung, 2002).  

The objective of this study is two-fold.  First, it compares the differences in performance measures of firms using IAS across countries with the differences in performance measures of firms using domestic GAAP to determine whether the diversity in the domestic GAAP-based performance measures is greater than that based on the IAS measures.  Second, It also examines whether the 1995 Comparability project, which results in a reduction of accounting choices, has brought uniformity in the performance measures of firms across countries.  

The study is based on firms from countries that allowed the firms to choose either IAS or domestic GAAP to prepare their financial statements during the study period from 1988 to 1999.  The sample is selected on the basis of the following constraints: (1) the firms in a country have a choice to use either IAS or domestic GAAP and (2) there are a sufficient number of firms using both IAS and domestic GAAP.  Based on these constraints, we could only include the firms from the following countries in the study: Belgium, France, Germany, Hong Kong, Italy, South Africa, Sweden and Switzerland.  The performance measures are based on the reported earnings and cash flows. The earnings-based measures used are the return on assets (ROA) and return on equity (ROE); and the cash-based measures are the operating cash flows on assets (CFA) and operating cash flows on equity (CFE).

The results based on the IAS-based measures of firms across countries indicate that the differences in their performance are comparatively smaller than the differences in performance measures of firms using domestic GAAP across countries. Furthermore, the results for data after the Comparability project show a substantial reduction in diversity in the accounting measures. These results thus suggest that the IAS-based performance measures provide a better base for comparative evaluation of firms across countries. The results on the earnings-to-price and book-to-market ratios provide additional support for this. Despite comparatively lower diversity in the IAS-based performance measures, the findings indicate the performance measures still differ among firms from different countries, which may be due to differences in the environmental factors in which the firms operate. It, however, can be argued that as the investors become more familiar with the IAS-based information, the use of IAS is likely to increase and this could further reduce diversity in the performance measures based on IAS across countries.

This study makes the following contributions to the accounting literature. First, it shows that the magnitude of difference in the performances measures of IAS and domestic GAAP vary largely due to the relative restrictiveness of IAS and domestic GAAP. Second, the findings indicate that a complete convergence in the performance measures of firms across countries may not be feasible, even though the differences in their performance measures are reduced when IAS are used. Thus, these results support the findings of other recent studies that the use of the same set of standards alone is not sufficient to improve comparability and quality of financial reporting (e.g. Guenther and Young, 2000; Joos and Wysocki, 2002; Ball, Bobin, and Wu 2002). 

The remainder of the paper is organized as follows. The background of the study, including the development of IAS, and literature review are presented in Section 2. Section 3 presents the research design and sample selection. The results are discussed in Section 4 and the conclusion is contained in Section 5.

2. Background and Development of IAS

2.1. Differences in Domestic GAAP 
Differences in the domestic GAAP of different countries, which result in higher deviation in their performance measures, have been the focus of attention of several studies and surveys.
  Some studies have examined the general principles on which the accounting standards and practices of different countries are based, while others have focused on the accounting practices of certain countries, such as, Germany and France (Cairns 1996b; Pape 1997; Dumontier and Labelle 1998). For example, Leftwich (1997) points out that, upward revaluation of fixed long-term assets is allowed in Australia, the U.K. and Hong Kong, but it is not permitted in other countries. Goodwill, which is generally written off against equity in the U.K. and Italy, is amortized through the income statement in France and some other countries. The research and development costs are expensed in Germany, but they are capitalized in Norway and the Netherlands. Whether accounting measures across countries are becoming similar has been the focus of several recent studies, which find conflicting results. For example, Land and Lang (2002) document convergence in earnings measures across countries over time. However, Joos and Wysocki (2002) have found “nonconvergence” in international accrual accounting. 

It has been pointed out in the literature that differences in accounting standards and practices are generally the result of differences in institutional environments. For example, La Porta et al. (1998) and Ball et al. (2000) have argued that legal system may have a significant influence on accounting measures as well as on disclosures contained in the financial statements (also see Ball et al. 2000). As a result of these differences, the reported accounting numbers and their value relevance is likely to differ. Ali and Hwang’s (2000) findings suggest that the value relevance of earnings and book value is likely to be higher for firms from countries that have market-oriented financial systems, where the standard setting takes place in the public sector, the firms follow Anglo-Saxon accounting, tax reporting is separated from financial reporting, and/or expenditures on auditing services are comparatively high. 

In order to improve comparability of the financial statements issued by firms, some countries are allowing their firms also to use IAS and even US GAAP under certain circumstances.  For example, new legislation was passed in Germany and France that permitted their companies to prepare consolidated financial statements according to IAS. Some French companies, however, still produce two distinct sets of financial statements, whereas some other French companies publish only one set of the financial statements based on French GAAP, that also provides reconciliation with IAS or US GAAP. The differences in the practices of French firms thus show that these companies still engage in ‘accounting principle shopping’ between French GAAP and IAS (Pijper 1999). 

2.2. Development and Use of IAS 

Globalization trends in the capital markets have generated a great demand by investors for comparable financial information. Differences in the domestic accounting standards and practices of different countries, however, restrict the availability of information that can be used for comparative evaluation of firms in the global financial market. Consequently, there has been tremendous pressure on the standards setting bodies in different countries to reduce the differences in accounting standards and practices so that the diversity in the firms' performance measures can be reduced (Schweikert et al., 1996). Choi et al. (2002, 295) argue that “the goal of international harmonization of accounting, disclosure, and auditing has been so widely accepted that the trend towards international harmonization will continue or accelerate." Results from Land and Lang (2002) supports the effort of these regulators. 

The IASB has taken a set of efforts to facilitate the demand for comparable statements. Its comparability project, effective January 1995, eliminated 16 out of the 24 alternatives in the 10 revised standards. Thus, the revised standards significantly reduced the alternative treatments, effective January 1995. In October 2002, the FASB and the IASB agreed to undertake a short-term project aimed at removing a variety of individual differences between U.S. GAAP and IAS and the remaining difference will be removed through coordination of their future work programs (IASB website).

The findings of some studies indicate that the use of IAS will improve earnings predictability and performance measures, and reduce information asymmetry. For example, Ashbaugh and Pincus’ (2001) findings indicate that the accuracy of financial analysts’ earnings forecasts improved when the firms switched from domestic GAAP to IAS. Davis-Friday and Rueschhoff’s (2001) findings indicate that the IAS-based return on equity compared well with that based on the US GAAP-reconciled accounting numbers. Leuz and Verrecchia’s (2000) findings indicate that information asymmetry was reduced after a sample of German firms switched from German GAAP to IAS or US GAAP.

3. Research Design and Sample Selection

3.1. Research Methodology


Our main research question is has the use of IAS improved convergence across countries? Pownall and Schipper (1999) expressed concerns on research studies that compare different standards in different countries. In this paper, we hold the standard constant when varying the countries. Therefore, whether the application of the same set of standards (i.e. IAS) will result in more convergence depend up the relative restrictiveness of IAS as compared to domestic GAAP of different countries. In light of the diversity in the domestic accounting standards across countries, the accounting numbers reported by firms based on their respective domestic GAAP are likely to differ and they would result in differences in the firms’ reported operating performance. Consequently, the domestic GAAP-based accounting information may not serve the useful purpose for comparative evaluation of the firms’ performance across countries. On the other hand, the use of IAS will reduce these differences, especially because they are more restrictive in the choice of accounting methods and also require more detailed disclosures. For example, Ashbaugh (2001) finds that IAS are more restrictive and require more disclosure than domestic GAAP in 16 out of the 17 sample countries
. Similar to the approach used in Land and Lang (2002) that use the period before 1993 as a benchmark in examining convergence of international earnings, we use the differences in the domestic GAAP-based measures as a benchmark in order to examine the reduction of divergence across countries by the use of IAS. As a result of comparatively higher restrictiveness in the accounting choices and more disclosure requirements, the IAS-based information is expected to exhibit lower diversity compared to that based on domestic GAAP of different countries. We therefore expect that the magnitude of differences in the performance measures of firms using IAS across countries is smaller than those of firms using the domestic GAAP of their respective countries.

It, however, needs to be recognized that despite the fact that the use of IAS provides a common set of standards for firms in different countries, the IAS still retain their flexibility in the choice of accounting methods. Managers will decide on the choice of accounting methods by considering different environmental factors under which the firms operate. Because of differences in the environmental factors across countries, the choice of accounting methods is likely to differ between different countries. As a result of differences in the accounting methods, we do not expect uniformity in the reported accounting numbers. For example, Guenther and Young (2000) report that the association of earnings with real economic activity for French and German firms is not as high as that of UK or US firms because of the differences in the underlying economic environment. Similarly, Ball, Robin and Wu (2002) find that despite adoption of IAS, the reported earnings of different countries do not have the same level of transparency.

We then ask that whether the IAS Comparability project, which took effect in 1995, result in more convergence in accounting measures across countries. If the elimination of measurement choices restricts firms’ opportunistic behavior, the differences in the resulting measures will be even smaller than the domestic GAAP counterparts after 1995. This second test also will examine if domestic GAAP measures are becoming similar across countries.  

We use the following performance measures: accounting return on common equity (ROE), accounting return on total assets (ROA), operating cash flows to common equity (CFE) and operating cash flows on total assets (CFA). Because the choice of accounting methods may result in manipulation of reported earnings, it may distort the real economic performance of the firm. Consequently, the performance measures based on net income may not be appropriate for cross-country comparisons.  The cash flow, which is a "hard" figure and not subject to managerial manipulation, may provide an alternative performance measure of the firm. Therefore, in addition to earnings-based performance measures, we also use the performance measures based on cash flows.  Because of weaknesses in the accounting-based measures, investors, especially the institutional investors, may prefer the cash flows-based performance measures (Keegan and King 1996, 65). 

Because the principle of conservatism may affect, to a large degree, the firm’s common equity, which is used as the denominator for equity-based ratios, i.e. ROE and CFE, we also use the total assets-based ratios, i.e. ROA and CFA. Thus, the return on assets and cash flows ratios complement the ratios based on common equity.

We use non-parametric Wilcoxon rank sum tests to compare the ratios based on IAS and domestic GAAP. Because of the distributional properties of ratios, non-parametric tests are considered to be more appropriate to determine whether there are significant differences in the performance ratios. Similar statistical tests have been used by earlier studies (Joos and Lang 1994; Davis-Friday and Rueschhoff 2001).

Let V represent the median value of an accounting measure for pooled cross-sectional and time-series observations, then we have the following measures:

VxDS   =   Value of an accounting measure using domestic GAAP (DS) in country x.

VyDS   =   Value of an accounting measure using domestic GAAP (DS) in country y.

VxIAS  =  Value of an accounting measure using IAS in country x,

VyIAS  =  Value of an accounting measure using IAS in country y,

|    |   = Absolute values

We compare the Z-values from Wilcoxon tests for IAS and DS observations. If the Z-values for comparing IAS observations between two countries are smaller than the Z-values for comparing DS observations for the same countries, we infer that the differences in the accounting measures of firms using IAS are smaller compared to those of firms using domestic GAAP of their respective countries, and vice versa. The test is then repeated for data after 1995. 

3.2. Sample Selection

Identification of firms using IAS is a complex issue because the use of IAS is not mandated and no enforcement mechanism exists. Prior to revision of IAS 1
, there was no requirement for full compliance with IAS; firms could use a few selected IAS or they could fully comply with all IAS. Consequently, prior to revision of IAS 1, i.e., July 1, 1998, a wide variety of practices were used (Ashbaugh 2001).  Some firms mentioned that their financial statements were based on IAS, while others stated that their financial statements were either in compliance with all the requirements of IAS or with a significant number of IAS. There were also cases where the companies stated that their financial statements complied with IAS with certain exceptions.
 Thus, there was no clarity with regard to the extent of compliance with IAS.

In some countries, where the domestic GAAP did not have strict disclosure requirements, the firms produced dual financial statements, one based on domestic GAAP and the other based on IAS. As a result of the difficulties associated with identifying the firms that use IAS, earlier studies have used different methods to select their samples. Ashbaugh (2001) includes all firms with voluntary reference to IAS, whether they are in full or partial compliance with IAS. Other studies, however, limit the IAS sample to only those firms that are deemed to be in compliance with IAS after the authors examined the firms’ annual reports (e.g., Harris and Muller, 1999; Davis-Friday and Rueschhoff, 2001; and Ashbaugh and Pincus, 2001). Thus, these prior studies on IAS were based on a relatively small sample. 

In this paper, we use a slightly modified approach to identify IAS firms for the period from 1988 to 1999.  First, we examine 12 accounting standard codes used by the Compustat Global Vantage database to identify the firms using different accounting standards. The following three codes identify the firms using IAS: DI, DA and DT. The code “DI” identifies the firms which use only IAS; DA identifies the firms which satisfy both IAS and OECD standards, and DT identifies the firms which satisfy IAS, OECD and US standards. We select all firms using all three codes for the study. According to Global Vantage, a firm is classified a as DI firm if it made full disclosures using IAS in the financial statements. However, as discussed above, it is possible that the disclosures may not ensure full compliance with IAS as specified in the revised IAS 1. Thus this step includes all firms that generally satisfy IAS requirements. As a result, our initial sample consisted of 290 firms using IAS. 

In the second step, we verify the validity of Global Vantage’s classification of IAS firms by comparing them with the IASC list. Of the 290 firms from the Global Vantage data base, we could identify only 156 firms on the IASC list. It should be noted, however, that the IASC’s list is not a comprehensive one. It may leave out firms that are actually in full compliance. For example, Hoechst, a German firm, reported full compliance with IAS and was correctly classified by Global Vantage under the DI category, but it was not included in the IASC list. We also found that out of the 830 firms on the IASC list for the same period, 248 were covered in the Global Vantage industrial/commercial database, but only 156 of them were coded as either DI, DA or DT. This meant that 92 firms that appeared on the IASC list were not properly coded as IAS firms in the database. Some of these 92 firms were coded as DS firms (domestic GAAP firms) if they produced double sets of the financial statements. We exclude these firms from either DI or DS. 

Out of eight Hong Kong firms identified by the IASC and included in the database, six are classified as being from Bermuda by the Global Vantage data base. These Hong Kong firms are registered in Bermuda, which does not have its own accounting standards. We, however, included these six firms in Hong Kong.  One firm, which is classified as from P.R. China by the IASC, is excluded from the Hong Kong list and is grouped under P.R. China.  Additionally, we compared the cross-listed firms disclosing IAS information in their 20-F filings with their Global Vantage classification and the IASC list. As a result of the screening process, we included 1,104 firm-year IAS observations and 9,846 domestic-GAAP observations from eight countries for a 12-year period. 

4.   Empirical Findings

Table 1 lists the number of firm-year observations by standard, country, year and industry.  Panel A shows that Switzerland and France have the most IAS observations, whereas Germany and France have the most domestic GAAP observations. From Panel B (1), we see that, except for Germany, IAS observations have a fairly even distribution across the years before and after 1995. Domestic GAAP observations are also evenly distributed across the time period in Panel B (2). Panel C lists the frequency of industry distribution by 2 digit SIC code between IAS observations and domestic-GAAP observations. We observe that almost all the industries of IAS observations can be found in the domestic GAAP observations, except for 5 cases across the 8 countries. In addition, of those with matching industries, the number of domestic-GAAP observations almost always outweighs that of IAS observations, except for 3 cases. There does not appear to be any significant industry concentration for the IAS observations.   




----------------------------

                                               Table 1




            ---------------------------

Descriptive statistics on ROE, ROA, CFE and CFA of sample firms for each country are presented in Tables 2.

                                          -------------------------

                                                      Table 2

                                          -------------------------

The results in Panel A for IAS observations show that the median values of ROE range from 8.3% in Italy to 12.8% in Germany, of ROA range from 1.8% in Belgium to 5.7% in South Africa, of CFE range from –54% in Germany to 12.8% in Hong Kong, and of CFA range from –15.4% in Germany to 8.3% in Hong Kong. For domestic GAAP observations (denoted as “DS”), median values of ROE range from 7.2% in Italy to 16% in South Africa, ROA range from 2.3% in Italy to 7.4% in South Africa, values of CFE range from –55.2% in Germany to 7.5% in South Africa, and of CFA range from –17.6% in Germany to 4.9% in South Africa. Panel B of Table 2 summarizes the change in the ranges of medians for the 4 variables from domestic GAAP (hereafter “DS”) to IAS. There is a 49% (24%) reduction in the ROE (ROA) ranges from DS to IAS observations, but a .16% (5.3%) increase in the CFE (CFA) ranges from DS to IAS observations. 

The above results thus show that the range of income-based ratios is substantially smaller for IAS-based observations than domestic GAAP-based observations, suggesting that diversity in the income-based ratios is comparatively higher for firms using domestic GAAP. The difference in the ranges of cash flows-based ratios between the IAS-based and domestic GAAP-based observations is very small, suggesting that there is no significant difference in the diversity of cash flows-based ratios of firms using IAS and domestic GAAP.

Pair-wise comparisons are conducted on the four ratios of IAS and domestic GAAP observations. The analyses provide 112 comparisons (28 country pairs for each of 4 ratios) for IAS-based measures and 112 comparisons for domestic GAAP-based measures. Wilcoxon Rank Sum tests are conducted to determine the statistical significance of the differences in ratios based on the two sets of standards, and the Z values are shown in Table 3. For example, in the first cell of Table 4 for the variable ROE, CHE vs. ITA indicates that the comparison is between Switzerland and Italy. The row denoted by IAS shows that the Z value for comparison of the IAS observations between the two countries is -2.8791, whereas the Z value for the comparison of the domestic GAAP (row denoted by “DS”) observations between the same country pair is -4.5959. Although both Z values are highly significant, the magnitude is larger for the domestic GAAP observations between Switzerland and Italy. 

                                    -------------------------------

                                           Table 3

                                    -------------------------------

As expected, the absolute Z-values for IAS comparisons are smaller than those for DS comparisons in 92 out of the 112 cases. For 16 country pairs (out of the total 28 pairs), the Z- values for all 4 IAS-based ratios are smaller than the domestic GAAP-based ratios, and for an additional six country-pairs, the absolute Z-values are comparatively smaller for three IAS-based ratios. The overwhelmingly higher number of larger differences for domestic GAAP-based ratios indicates that there is significantly higher diversity in the domestic GAAP-based performance measures compared to IAS-based performance measures.
We then perform our comparative analysis for data after 1995, when the revised IAS became effective. The results are reported in Table 4. Comparing Table 4 with Table 3 for all the data, we find that the Z values for IAS comparisons become smaller for data after 1995, thus confirming our expectation that IAS comparability project has reduced divergence in accounting measures.

   ----------------------

                                             Table 4

                                       ---------------------

In order to give a better insight into the number of significant differences in the IAS-based and domestic GAAP-based ratios for data across all years and after 1995, we categorized the differences based on the significance level for each ratio. The results are contained in 
Table 5.

                                        ----------------------

                                             Table 5

                                       ---------------------

In Table 5, the columns denoted “all” (“after 1995”) represent data for all the years (after 1995). In both Panels A and B, we first compare changes in the significance of Z values for IAS versus domestic GAAP observations for data spanning all 12 years under the “all” columns. We find that the differences in 35 comparisons of the IAS-based performance measures are insignificant, whereas the number of insignificant differences for domestic GAAP-based performance measures is only 13. On the other hand, the number of comparisons with significant differences in the performance measures at the 1% level for firms using domestic GAAP is 89 compared to 59 for firms using IAS. An evaluation of individual ratios indicates that the differences are especially significantly higher for the ROE ratios for firms using domestic GAAP; 20 comparisons for domestic-GAAP observations are significant at the 1% level compared to ten for IAS observations. These results thus support our expectation that the magnitude of differences in the ratios of firms using IAS is much smaller than that of firms using domestic GAAP across countries, indicating lower diversity in the IAS-based performance measures compared to domestic GAAP-based measures. 

The effect of the 1995 revision is depicted by comparing the change of significance for only IAS observations in Panel A of Table 5. Comparing the columns under “all” with those under “after 1995”, we find that for all 4 ratios, the number of comparisons that are significant at the 1% level have dramatically decreased for data after 1995. In total, the number has decreased from 59 to 33. In the mean time, the number of insignificant comparisons has increased from 35 to 55. To investigate whether there is increased similarity in international earnings as depicted by Land and Lang (2002), we also compare the change in significance for domestic GAAP observations. In Panel B of Table 5, we find that the number of comparisons that are significant at the 1% level did not change much, from 89 to 83. The number of insignificant comparisons has increased from 13 to 25.  This increased similarity in domestic GAAP measures over time, however, is not sufficient to explain the substantial decrease in divergence in the IAS measures. For example, in Panels A and B for data after 1995, 74% of domestic GAAP comparisons are significant at the 1% level, yet only 29% of IAS comparisons are significant at the 1% level. These results suggest that the 1995 Comparability project has increased convergence through tighter standards. 

We conducted additional comparative analyses on the earnings-to-price and book-to-market ratios on firms from countries where enough observations were available for the analyses. We could identify 4 out of 8 sample countries which had enough observations for calculation of these ratios. These ratios have been used by Joos and Lang (1994) to study the harmonization effect of the EU directives. Our results (not reported here) show that the absolute values of Z-scores are smaller for IAS observations than for domestic GAAP observations in 10 out of 12 comparisons. These findings thus support our earlier findings that there are more differences in the ratios based on domestic GAAP than those based on IAS. 

5. Conclusion

This paper has evaluated whether the use of IAS reduces differences in the performance measures of firms across countries. The results indicate that the differences in the ratios of firms from different countries using IAS are much smaller than those of firms using domestic GAAP. Thus, there is relatively higher diversity in the performance measures of firms using domestic GAAP. More importantly, results for data after the 1995 Comparability project show that there is substantial reduction in diversity for IAS measures. This reduction cannot be explained by the increased similarity among domestic GAAP earnings. The results also show that the performance measures of firms using IAS still exhibit significant diversity though it is comparatively much smaller than that of domestic GAAP-based measures. The diversity in the IAS-based performance measures is probably due to flexibility in the choice of accounting methods and also due to differences in the cultural environment of different countries. It can be argued that rigorous application of IAS by firms in different countries and appropriate enforcement mechanism is likely to ensure higher reliability of performance measures of IAS-based information. Choice of similar accounting methods by firms in different countries would make their performance measures less diverse and more comparable across countries. The EU countries are already moving in this direction. Results form Land and Lang (2002) further supports this conjecture.

Furthermore, the acceptability of IAS by the investment community will also play a greater role in reducing the differences in the IAS-based measures. As investors become more familiar with IAS, they would be encouraged to use the IAS-based accounting information for comparative analyses of firms across countries and demand more relevant information for such analyses. As the demand for comparative information increased, the firms would be encouraged to reduce diversity in their performance measures by synchronizing the choice of accounting methods and this would result in higher convergence in the performance measures. 

The data used in this paper are mostly from the period before the implementation of the revised IAS 1, but we carefully verified compliance with IAS through the screening process. Moreover, with the issuance of revised IAS 1, the standard shopping practice may not exist any more, which will provide cleaner compliance data for the analyses. Therefore, a follow-up study based on full compliance firms after revision of IAS 1 could validate the findings of this study.
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Table 1.  Sample distribution by country, year and industry

Panel A: Number of firms and observations for IAS and domestic GAAP sample

	Country
	IAS
	Domestic GAAP (DS)

	
	Number of firms
	Number of observations
	Number of firms
	Number of observations

	Belgium
	8
	43
	87
	463

	Switzerland
	74
	373
	122
	644

	Germany
	19
	49
	419
	2777

	France
	58
	360
	330
	2242

	Hong Kong
	9
	58
	114
	580

	Italy
	39
	109
	124
	507

	Sweden
	14
	75
	97
	620

	South Africa
	10
	37
	70
	413


Panel B (1): Number of observations per year by country: IAS observations

	
	Number of Observations

	
	BEL
	CHE
	DEU
	FRA
	HKG
	ITA
	SWE
	ZAF
	Total

	1988
	
	
	
	
	
	1
	
	
	1

	1989
	3
	13
	1
	26
	3
	7
	6
	2
	61

	1990
	3
	15
	
	29
	4
	7
	4
	2
	64

	1991
	3
	17
	
	32
	6
	7
	7
	2
	74

	1992
	3
	23
	
	31
	6
	13
	9
	2
	87

	1993
	3
	33
	
	33
	6
	11
	9
	2
	97

	1994
	4
	41
	5
	40
	7
	8
	8
	2
	115

	1995
	4
	48
	6
	43
	7
	6
	7
	5
	126

	1996
	6
	60
	7
	48
	7
	19
	9
	5
	161

	1997
	9
	63
	12
	49
	8
	22
	8
	10
	181

	1998
	5
	59
	17
	29
	4
	8
	8
	5
	135

	1999
	
	1
	1
	
	
	
	
	
	2

	Total
	43
	373
	49
	360
	58
	109
	75
	37
	1104


Panel B (2): Number of observations per year by country: Domestic GAAP Observations

	
	Number of Observations

	
	BEL
	CHE
	DEU
	FRA
	HKG
	ITA
	SWE
	ZAF
	Total

	1988
	
	
	2
	2
	
	
	1
	
	5

	1989
	33
	66
	245
	162
	35
	22
	51
	28
	642

	1990
	34
	64
	259
	168
	38
	25
	53
	34
	675

	1991
	34
	63
	256
	166
	40
	24
	52
	34
	669

	1992
	32
	57
	247
	166
	42
	30
	56
	33
	663

	1993
	33
	49
	252
	168
	44
	41
	56
	38
	681

	1994
	53
	57
	267
	237
	58
	67
	62
	51
	852

	1995
	58
	57
	275
	266
	68
	73
	66
	56
	919

	1996
	77
	82
	359
	374
	66
	108
	76
	57
	1199

	1997
	70
	84
	355
	364
	110
	103
	84
	47
	1217

	1998
	39
	64
	259
	169
	78
	14
	63
	35
	721

	1999
	
	1
	1
	
	1
	
	
	
	3

	Total
	463
	644
	2777
	2242
	580
	507
	620
	413
	8246


Panel C (1): Number of observations by industry group: IAS observations

	
	Number of Observations

	1st two digit
	BEL
	CHE
	DEU
	FRA
	HKG
	ITA
	SWE
	ZAF
	Total

	01-09
	0
	0
	0
	10
	8
	5
	0
	0
	23

	10-17
	0
	14
	0
	5
	0
	1
	0
	3
	23

	20-29
	3
	74
	17
	104
	2
	35
	39
	6
	280

	30-39
	12
	139
	19
	136
	0
	18
	24
	15
	363

	40-49
	10
	41
	2
	27
	5
	22
	2
	9
	118

	50-59
	9
	22
	5
	26
	34
	1
	2
	4
	103

	60-69
	0
	0
	0
	0
	9
	0
	8
	0
	17

	70-79
	2
	22
	4
	31
	0
	5
	0
	0
	64

	80-89
	0
	41
	0
	0
	0
	1
	0
	0
	42

	90-99
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Total
	36
	353
	47
	339
	58
	88
	75
	37
	1033

	
	
	
	
	
	
	
	
	
	


Panel C (2): Number of observations by industry group: Domestic GAAP Observations

	
	Number of Observations

	1st two digit
	BEL
	CHE
	DEU
	FRA
	HKG
	ITA
	SWE
	ZAF
	Total

	01-09
	3
	0
	9
	23
	1
	9
	0
	0
	45

	10-17
	49
	13
	145
	101
	10
	31
	65
	173
	587

	20-29
	102
	79
	602
	460
	82
	130
	75
	85
	1615

	30-39
	113
	209
	1063
	676
	116
	191
	186
	59
	2613

	40-49
	35
	94
	261
	191
	128
	54
	136
	11
	910

	50-59
	48
	85
	277
	308
	53
	26
	62
	35
	894

	60-69
	47
	12
	31
	86
	41
	3
	2
	8
	230

	70-79
	14
	70
	42
	226
	60
	17
	14
	0
	443

	80-89
	0
	6
	41
	67
	1
	9
	22
	2
	148

	90-99
	0
	0
	0
	1
	0
	0
	0
	0
	1

	Total
	411
	568
	2471
	2139
	492
	470
	562
	373
	7486


Note for Panel C: missing values in industry classifications account for the difference in the total number of observations from other panels. 

01-08—natural resource

10-17—minerals and mining

20-29—consumer goods

30-39—industrials

40-49—transportation and communication

50-59—wholesale and retail

60-69—agricultural products and financial services

70-79—hotels and business services

80-89—health service

90-99—administration and human resource

Data from Global Vantage 1988-1999.

Variable definitions: ROE is net income before extraordinary items (IC data 32) divided by the book value of common equity (IC data 146). Observations with negative common equity and the two extreme percentiles of firm/year observations are excluded. ROA is net income before extraordinary items (IC data 32) divided by total assets (IC data 89). The two extreme percentiles of firm/year observations are excluded. CFE is operating cash flow divided by book value of common equity (IC data 146). Observations with negative common equity and the two extreme percentiles of firm/year observations are excluded. CFA is operating cash flow divided by total assets (IC data 89). The two extreme percentiles of firm/year observations are excluded. Operating cash flow is defined as net income before extraordinary items (IC data 32) plus depreciation (IC data 11), minus the change in non-cash current assets (IC data 75 minus data 60), plus the change in current liabilities other than the current portion of long-term debt (IC data 104 minus data 94). Firm and time subscripts are omitted.

Country abbreviations: BEL=Belgium, CHE=Switzerland, DEU=Germany, FRA=France, HKG=Hong Kong, ITA=Italy, SWE=Sweden, ZAF=South Africa.

Table 2.  Descriptive statistics of earnings-based and cash flow-based performance ratios

Panel A

	Country
	Accounting

Standard
	Number
	Mean
	Median
	3rd Qu.
	1st Qu.
	Std. Dev.

	
	
	
	
	
	
	
	

	Return on Equity
	
	
	
	
	
	

	Belgium


	IAS
	43
	0.079
	0.092
	0.125
	0.022
	0.13

	
	DS
	463
	0.097
	0.106
	0.164
	0.043
	0.137

	
	
	
	
	
	
	
	

	Switzerland


	IAS
	373
	0.087
	0.105
	0.171
	0.051
	0.182

	
	DS
	644
	0.095
	0.087
	0.14
	0.049
	0.132

	
	
	
	
	
	
	
	

	Germany


	IAS
	49
	0.158
	0.128
	0.179
	0.09
	0.15

	
	DS
	2777
	0.074
	0.087
	0.144
	0.036
	0.178

	
	
	
	
	
	
	
	

	France


	IAS
	360
	0.067
	0.103
	0.15
	0.046
	0.187

	
	DS
	2242
	0.085
	0.104
	0.159
	0.046
	0.167

	
	
	
	
	
	
	
	

	Hong Kong


	IAS
	58
	0.135
	0.11
	0.17
	0.069
	0.166

	
	DS
	580
	0.111
	0.103
	0.189
	0.045
	0.139

	
	
	
	
	
	
	
	

	Italy


	IAS
	109
	0.053
	0.083
	0.129
	0.019
	0.186

	
	DS
	507
	0.06
	0.072
	0.124
	0.018
	0.148

	
	
	
	
	
	
	
	

	Sweden


	IAS
	75
	0.143
	0.121
	0.2
	0.075
	0.114

	
	DS
	620
	0.106
	0.124
	0.191
	0.043
	0.184

	
	
	
	
	
	
	
	

	South Africa
	IAS
	37
	0.126
	0.124
	0.155
	0.083
	0.053

	
	DS
	413
	0.158
	0.16
	0.211
	0.107
	0.093

	
	
	
	
	
	
	
	

	Return on Assets
	
	
	
	
	
	

	Belgium


	IAS
	43
	0.032
	0.018
	0.038
	0.005
	0.056

	
	DS
	463
	0.04
	0.04
	0.064
	0.013
	0.048

	
	
	
	
	
	
	
	

	Switzerland


	IAS
	373
	0.041
	0.037
	0.068
	0.017
	0.054

	
	DS
	644
	0.037
	0.033
	0.057
	0.013
	0.04

	
	
	
	
	
	
	
	

	Germany


	IAS
	49
	0.047
	0.037
	0.055
	0.024
	0.045

	
	DS
	2777
	0.027
	0.024
	0.044
	0.008
	0.044

	
	
	
	
	
	
	
	

	France


	IAS
	360
	0.029
	0.032
	0.054
	0.01
	0.046

	
	DS
	2242
	0.036
	0.033
	0.06
	0.011
	0.049

	
	
	
	
	
	
	
	

	Hong Kong


	IAS
	58
	0.063
	0.05
	0.081
	0.039
	0.047

	
	DS
	580
	0.063
	0.053
	0.105
	0.025
	0.067

	
	
	
	
	
	
	
	

	Italy


	IAS
	109
	0.028
	0.029
	0.049
	0.006
	0.049

	
	DS
	507
	0.026
	0.023
	0.047
	0.005
	0.04

	
	
	
	
	
	
	
	

	Sweden


	IAS
	75
	0.068
	0.051
	0.101
	0.027
	0.062

	
	DS
	620
	0.043
	0.041
	0.07
	0.01
	0.053

	
	
	
	
	
	
	
	

	South Africa
	IAS
	37
	0.058
	0.057
	0.069
	0.044
	0.025

	
	DS
	413
	0.082
	0.074
	0.113
	0.047
	0.055

	
	
	
	
	
	
	
	

	Cash Flow on Equity
	
	
	
	
	
	

	Belgium


	IAS
	43
	-0.103
	-0.115
	0.206
	-0.376
	0.393

	
	DS
	463
	-0.204
	-0.073
	0.14
	-0.445
	0.688

	
	
	
	
	
	
	
	

	Switzerland


	IAS
	373
	-0.204
	-0.178
	0.029
	-0.413
	0.528

	
	DS
	644
	-0.227
	-0.152
	0.143
	-0.463
	0.686

	
	
	
	
	
	
	
	

	Germany


	IAS
	49
	-0.574
	-0.54
	-0.081
	-0.771
	0.905

	
	DS
	2777
	-0.67
	-0.552
	-0.038
	-1.132
	1.015

	
	
	
	
	
	
	
	

	France


	IAS
	360
	-0.307
	-0.149
	0.087
	-0.637
	0.81

	
	DS
	2242
	-0.199
	-0.168
	0.147
	-0.539
	0.731

	
	
	
	
	
	
	
	

	Hong Kong


	IAS
	58
	0.129
	0.128
	0.278
	0.025
	0.358

	
	DS
	580
	-0.038
	0.029
	0.175
	-0.204
	0.422

	
	
	
	
	
	
	
	

	Italy


	IAS
	109
	-0.329
	-0.164
	0.114
	-0.565
	0.789

	
	DS
	507
	-0.345
	-0.254
	0.051
	-0.674
	0.795

	
	
	
	
	
	
	
	

	Sweden


	IAS
	75
	-0.058
	-0.095
	0.185
	-0.316
	0.403

	
	DS
	620
	-0.233
	-0.074
	0.2
	-0.454
	0.916

	
	
	
	
	
	
	
	

	South Africa
	IAS
	37
	0.011
	0.041
	0.231
	-0.163
	0.236

	
	DS
	413
	0.047
	0.074
	0.22
	-0.132
	0.356

	
	
	
	
	
	
	
	

	Cash Flow on Assets
	
	
	
	
	

	Belgium


	IAS
	43
	-0.045
	-0.065
	0.042
	-0.111
	0.103

	
	DS
	463
	-0.047
	-0.027
	0.064
	-0.153
	0.166

	
	
	
	
	
	
	
	

	Switzerland


	IAS
	373
	-0.068
	-0.06
	0.011
	-0.157
	0.135

	
	DS
	644
	-0.059
	-0.057
	0.056
	-0.16
	0.163

	
	
	
	
	
	
	
	

	Germany


	IAS
	49
	-0.136
	-0.154
	-0.024
	-0.223
	0.162

	
	DS
	2777
	-0.161
	-0.176
	-0.011
	-0.311
	0.199

	
	
	
	
	
	
	
	

	France


	IAS
	360
	-0.074
	-0.048
	0.034
	-0.179
	0.162

	
	DS
	2242
	-0.065
	-0.059
	0.049
	-0.177
	0.173

	
	
	
	
	
	
	
	

	Hong Kong


	IAS
	58
	0.068
	0.083
	0.112
	0.013
	0.081

	
	DS
	580
	0.003
	0.02
	0.108
	-0.11
	0.17

	
	
	
	
	
	
	
	

	Italy


	IAS
	109
	-0.074
	-0.063
	0.047
	-0.19
	0.166

	
	DS
	507
	-0.093
	-0.085
	0.021
	-0.215
	0.162

	
	
	
	
	
	
	
	

	Sweden


	IAS
	75
	-0.015
	-0.029
	0.101
	-0.112
	0.134

	
	DS
	620
	-0.031
	-0.02
	0.073
	-0.138
	0.159

	
	
	
	
	
	
	
	

	South Africa
	IAS
	37
	0.01
	0.032
	0.075
	-0.053
	0.09

	
	DS
	413
	0.04
	0.049
	0.147
	-0.058
	0.149


Panel B: Differences in the ranges of medians across countries between IAS and Domestic GAAP 

	
	IAS

Range %
	Domestic GAAP

Range %
	% change from domestic GAAP to IAS

	ROE
	4.5
	8.8
	49% reduction

	ROA
	3.9
	5.1
	24% reduction

	CFE
	62.8
	62.7
	.016% increase

	CFA
	23.7
	22.5
	5.3% increase


See Table 1 for variable definitions.

Table 3. Magnitude of z-values of Wilcoxon rank sum test on IAS and DS comparisons
 across countries

	
	1. ROE
	2. ROA
	3. CFE
	4. CFA

	CHE vs. ITA
	
	
	
	

	IAS
	-2.8791***
	-3.0346***
	-0.3252
	-0.0016

	DS
	-4.5959***
	-5.6211***
	-3.7083***
	-3.6079***

	CHE vs. FRA
	
	
	
	

	IAS
	-1.3835
	-2.792***
	-0.437
	0.4779

	DS
	-2.1527**
	0.4798
	0.6362
	0.846

	CHE vs. SWE
	
	
	
	

	IAS
	2.16**
	2.8697***
	2.3077**
	2.9577***

	DS
	4.5148***
	2.0487**
	1.8252*
	3.0464***

	CHE vs. DEU
	
	
	
	

	IAS
	2.2986**
	0.3638
	-3.684***
	-3.2442***

	DS
	1.3543
	6.3732***
	12.5253***
	12.3818***

	BEL vs. CHE
	
	
	
	

	IAS
	-1.8431*
	-2.5678**
	1.5257
	1.3341

	DS
	1.7019*
	1.408
	1.1444
	1.7685*

	CHE vs. HKG
	
	
	
	

	IAS
	1.2085
	3.383***
	6.9931***
	7.9506***

	DS
	2.6314***
	8.4876***
	6.0066***
	6.5166***

	CHE vs. ZAF
	
	
	
	

	IAS
	1.4109
	3.0559***
	3.7613***
	4.1453***

	DS
	11.2866***
	14.9508***
	8.0988***
	9.9117***

	FRA vs. ITA
	
	
	
	

	IAS
	-1.9791**
	-1.2144
	-0.0407
	-0.1593

	DS
	-6.6665***
	-5.7356***
	-3.7529***
	-3.4089***

	FRA vs. SWE
	
	
	
	

	IAS
	2.9285***
	4.4661***
	2.3954**
	2.6074***

	DS
	4.0285***
	2.8584***
	2.473**
	4.4395***

	DEU vs. FRA
	
	
	
	

	IAS
	2.9916***
	1.8439*
	-2.6979***
	-2.8448***

	DS
	4.9672***
	8.2696***
	18.4567***
	17.504***

	BEL vs. FRA
	
	
	
	

	IAS
	-1.2765
	-1.4704
	1.566
	0.9329

	DS
	0.3565
	1.9026*
	1.7794*
	2.6829***

	FRA vs. ZAF
	
	
	
	

	IAS
	2.14**
	4.588***
	3.2565***
	3.4897***

	DS
	11.3582***
	16.8026***
	9.5119***
	11.7973***

	FRA vs. HKG
	
	
	
	

	IAS
	1.7421*
	4.9734***
	6.0707***
	7.3005***

	DS
	2.0492**
	10.2542***
	7.6543***
	8.4758***

	ITA vs. SWE
	
	
	
	

	IAS
	3.8591***
	4.445***
	1.86193*
	2.1802**

	DS
	-7.5847***
	-6.2787***
	-4.763***
	-6.3259***

	DEU vs. ITA
	
	
	
	

	IAS
	4.0222***
	2.6314***
	-2.3983**
	-2.3795**

	DS
	-3.9364***
	-1.3253
	7.428***
	7.6174***

	BEL vs. ITA
	
	
	
	

	IAS
	0.0082
	-0.6831
	1.5177
	0.8999

	DS
	5.2526***
	5.7718***
	4.3033***
	4.7943***

	HKG vs. ITA
	
	
	
	

	IAS
	3.0033***
	5.0873***
	5.1479***
	5.9512***

	DS
	-6.4065***
	-11.6601***
	-9.1077***
	-9.2292***

	ITA vs. ZAF
	
	
	
	

	IAS
	3.4463***
	4.9849***
	2.9424***
	2.9469***

	DS
	13.3887***
	16.7575***
	10.6078***
	12.0938***

	DEU vs. SWE
	
	
	
	

	IAS
	0.3629
	-1.748*
	-4.6664***
	-4.5028***

	DS
	6.6833***
	7.6854***
	12.6068***
	15.1089***

	BEL vs. SWE
	
	
	
	

	IAS
	-2.9189***
	-3.8695***
	0.0391
	-1.1407

	DS
	-2.5573**
	0.7228
	-0.6206
	-1.0075

	HKG vs. SWE
	
	
	
	

	IAS
	-0.4878
	0.3153
	3.809***
	3.6094***

	DS
	-1.0201
	5.8501***
	3.3742***
	3.7508***

	SWE vs. ZAF
	
	
	
	

	IAS
	-0.464
	0.73
	1.5837
	0.8784

	DS
	5.7431***
	11.4454***
	5.4642***
	7.3504***

	BEL vs. DEU
	
	
	
	

	IAS
	-3.2868***
	-2.872***
	3.5372***
	3.4667***

	DS
	3.0968***
	6.7132***
	11.3138***
	11.9614***

	DEU vs. HKG
	
	
	
	

	IAS
	1.0911
	-2.6042***
	-6.2871***
	-6.8748***

	DS
	4.6504***
	14.8883***
	17.8306***
	17.7029***

	DEU vs. ZAF
	
	
	
	

	IAS
	-0.5844
	2.8871***
	4.9456***
	5.0241***

	DS
	13.7383***
	20.8663***
	17.5889***
	19.0125***

	BEL vs. HKG
	
	
	
	

	IAS
	-2.4004**
	-4.4952***
	-3.307***
	-5.1477***

	DS
	-1.3258
	-6.382***
	-4.2244***
	-4.4461***

	BEL vs. ZAF
	
	
	
	

	IAS
	3.0107***
	4.4099***
	1.2641
	2.2773**

	DS
	8.4142***
	12.2347***
	6.3823***
	7.7442***

	HKG vs. ZAF
	
	
	
	

	IAS
	0.561
	0.3091
	-2.2171**
	-3.0261***

	DS
	6.8964***
	5.4235***
	2.9635***
	3.6565***


*** (**, *): statistically significant at the 1% (5%, 10%) level.

See Table 1 for variable definitions.

Country abbreviations: BEL=Belgium, CHE=Switzerland, DEU=Germany, FRA=France, HKG=Hong Kong, ITA=Italy, SWE=Sweden, ZAF=South Africa.

Table 4. Magnitude of z-values of Wilcoxon rank sum test on IAS and DS comparisons
 across countries for data after 1995

	
	1. ROE
	2. ROA
	3. CFE
	4. CFA

	CHE vs. ITA
	
	
	
	

	IAS
	-1.4694
	-1.0431
	-0.156
	-0.3755

	DS
	2.7768***
	3.4854***
	2.5781***
	2.3180**

	CHE vs. FRA
	
	
	
	

	IAS
	-1.7940
	-2.8787***
	0.3345
	0.9429

	DS
	-0.1395
	0.5736
	-.2674
	0.2199

	CHE vs. SWE
	
	
	
	

	IAS
	2.6818***
	3.1952***
	1.6552
	2.2876**

	DS
	-4.5666***
	-4.9747***
	-2.6927***
	-2.9085***

	CHE vs. DEU
	
	
	
	

	IAS
	1.5070
	-0.1823
	-3.0140***
	-2.5152**

	DS
	0.1099
	3.7079***
	8.1773***
	7.9150***

	BEL vs. CHE
	
	
	
	

	IAS
	-2.2521**
	-2.1619**
	1.2285
	0.8592

	DS
	0.7735
	0.2974
	0.4163
	-0.1633

	CHE vs. HKG
	
	
	
	

	IAS
	-0.6136
	0.3687
	3.6080***
	4.4818***

	DS
	0.9781
	-2.6277***
	-2.8403***
	-2.8348***

	CHE vs. ZAF
	
	
	
	

	IAS
	1.3848
	2.5392**
	1.9364*
	2.3885**

	DS
	5.5105***
	8.1816***
	5.7956***
	6.9623***

	FRA vs. ITA
	
	
	
	

	IAS
	-0.2874
	0.9102
	-0.3186
	-0.7450

	DS
	-3.3581***
	-3.4384***
	-3.3945***
	-2.5813***

	FRA vs. SWE
	
	
	
	

	IAS
	3.6673***
	4.7014***
	1.1782
	1.5793

	DS
	5.7334***
	6.6397***
	2.9802***
	3.6976***

	DEU vs. FRA
	
	
	
	

	IAS
	2.737***
	1.7625*
	-2.3806**
	-2.5059**

	DS
	0.1951
	4.5744***
	13.1155***
	11.7294***

	BEL vs. FRA
	
	
	
	

	IAS
	-1.6109
	-1.1579
	0.7791
	0.2167

	DS
	0.9880
	0.8497
	-0.7445
	-0.0807

	FRA vs. ZAF
	
	
	
	

	IAS
	2.8165***
	4.1141***
	1.3129
	1.5304

	DS
	6.6674***
	9.8395***
	6.3612***
	7.9666***

	FRA vs. HKG
	
	
	
	

	IAS
	0.0915
	1.8571*
	2.7007***
	3.5331***

	DS
	-0.7521
	3.8768***
	3.2021***
	3.6787***

	ITA vs. SWE
	
	
	
	

	IAS
	3.2876***
	3.3581***
	1.1047
	1.8089*

	DS
	6.7528***
	7.3567***
	5.2226***
	5.3384***

	DEU vs. ITA
	
	
	
	

	IAS
	2.5558**
	0.7087
	-1.5320
	-1.1741

	DS
	-3.0671***
	-0.6355
	5.3723***
	5.3813***

	BEL vs. ITA
	
	
	
	

	IAS
	-1.2845
	-1.6896*
	1.0927
	0.7515

	DS
	3.1873***
	3.2210***
	1.9491*
	1.9177*

	HKG vs. ITA
	
	
	
	

	IAS
	0.2276
	0.8750
	2.4431**
	3.3130***

	DS
	-1.4476
	-5.0301***
	-5.5356***
	-5.0091***

	ITA vs. ZAF
	
	
	
	

	IAS
	2.6780***
	3.2386***
	1.3286
	1.6816

	DS
	7.4156***
	9.9617***
	7.9606***
	8.6912***

	DEU vs. SWE
	
	
	
	

	IAS
	1.2480
	2.9083***
	3.5725***
	3.4654***

	DS
	5.5264***
	8.9550***
	10.5802***
	10.8623***

	BEL vs. SWE
	
	
	
	

	IAS
	-3.6342***
	-3.7666***
	-0.0248
	-1.0845

	DS
	-3.3925***
	-4.2855***
	-2.5852***
	-2.6552***

	HKG vs. SWE
	
	
	
	

	IAS
	-2.4000**
	-2.1498**
	1.7746*
	1.4775

	DS
	4.3500***
	1.5428
	-0.0179
	-0.1736

	SWE vs. ZAF
	
	
	
	

	IAS
	-1.2463
	-0.3297
	0.4262
	-0.0563

	DS
	1.4352
	3.5827***
	3.7218***
	4.8125***

	BEL vs. DEU
	
	
	
	

	IAS
	-3.2757***
	-2.4911*
	2.6480***
	2.4649**

	DS
	1.0899
	3.5103***
	6.5190***
	6.5272***

	DEU vs. HKG
	
	
	
	

	IAS
	-1.6779*
	0.3529
	3.9687***
	4.5755***

	DS
	-0.6779
	6.0309***
	11.3351***
	10.8247***

	DEU vs. ZAF
	
	
	
	

	IAS
	0.4452
	2.8873***
	3.4978***
	3.5614***

	DS
	6.3652***
	11.5850***
	11.8324***
	12.7177***

	BEL vs. HKG
	
	
	
	

	IAS
	-1.4661
	-2.0875**
	-1.6214
	-2.9030***

	DS
	1.2196
	-2.2432**
	-2.7335***
	-2.7718***

	BEL vs. ZAF
	
	
	
	

	IAS
	-3.3700***
	-3.4900***
	-0.2900
	0.9900

	DS
	4.4559***
	7.3283***
	5.4083***
	6.4728***

	HKG vs. ZAF
	
	
	
	

	IAS
	1.6864*
	1.856*
	-1.5733
	-1.6864

	DS
	5.3148***
	4.5187***
	3.8564***
	4.2454***


*** (**, *): statistically significant at the 1% (5%, 10%) level.

See Table 1 for variable definitions.

Country abbreviations: BEL=Belgium, CHE=Switzerland, DEU=Germany, FRA=France, HKG=Hong Kong, ITA=Italy, SWE=Sweden, ZAF=South Africa.

Table 5. Summary of Wilcoxon rank sum test on pair-wise comparisons across countries

   for 

	
	Number of comparisons



	Panel A: IAS observations

                                 

	
	1.  ROE
	2. ROA
	3. CFE
	4. CFA
	Total

	
	all
	after95
	all
	after95
	all
	after95
	all
	after95
	all
	after95

	Different at 1% significance level
	10
	9
	18
	10
	14
	7
	17
	7
	59
	33

	Different at 5% significance level
	5
	3
	1
	4
	4
	2
	3
	5
	13
	14

	Different at 10% significance level
	2
	2
	2
	5
	1
	2
	0
	1
	5
	10

	Not significantly different
	11
	14
	7
	9
	9
	17
	8
	15
	35
	55

	Total
	28
	28
	28
	28
	28
	28
	28
	28
	112
	112

	
	
	
	
	
	

	Panel B: Domestic GAAP observations



	
	1.  ROE
	2. ROA
	3. CFE
	4. CFA
	Total

	
	all
	after95
	all
	after95
	all
	after95
	all
	after95
	all
	after95

	Different at 1% significance level
	20
	16
	22
	22
	22
	23
	25
	22
	89
	83

	Different at 5% significance level
	3
	0
	1
	1
	1
	0
	0
	1
	5
	2

	Different at 10% significance level
	1
	0
	1
	0
	2
	1
	1
	1
	5
	2

	Not significantly different
	4
	12
	4
	5
	3
	4
	2
	4
	13
	25

	Total
	28
	28
	28
	28
	28
	28
	28
	28
	112
	112

	
	
	
	
	
	


� Paul Volcker was also Chairman of Arthur Andersen's Independent Oversight Board and former Chairman, Board of Governors of the Federal Reserve System.


� Choi et al. (2002) have summarized arguments on harmonization of accounting standards of different countries through the use of IAS in their latest edition of the book on International Accounting.


� Difference in the accounting standards of different countries have been extensively discussed by Choi et al. (2002).  Also see Leftwich (1997).


� US GAAP is widely regarded as restrictive and require extensive disclosure. In addition, because US does not allow the use of IAS, we do not consider US GAAP in developing our hypothesis.


� The new IAS 1 requires that "An enterprise whose financial statements comply with International Accounting Standards should disclose that fact. Financial statements should not be described as complying with International Accounting Standards unless they comply with all the requirements of each applicable Standard and each applicable Interpretation of the Standing Interpretations Committee."


� The examples for such statements are as follows: "the consolidated financial statements are in accordance with internationally-accepted accounting principles, as recommended by the IASC, except for revised IAS 8, IAS 9 and IAS 32” or  " the consolidated financial statements are prepared in accordance with the German Commercial Code and that the standards of the IASC which apply for 1997 are also observed where they do not conflict with the accounting and valuation principles of the German Commercial Code (1997 financial statement of Shering AG, a German firm)".
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