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Abstract

This research introduces a novel methodological framework for assessing finan-
cial statement comparability across international jurisdictions, employing a hybrid
approach that integrates principles from computational linguistics, network theory,
and institutional economics. While traditional comparability metrics have focused
primarily on accounting standards harmonization, this study proposes a multi-
dimensional comparability index (MDCI) that captures syntactic, semantic, and
institutional dimensions of financial reporting. The methodology develops a corpus
of financial statements from 500 multinational corporations across 15 jurisdictions
from 1995 to 2004, applying natural language processing techniques to extract and
compare disclosure patterns, measurement practices, and presentation formats. A
key innovation is the application of graph theory to map the relational structures
within financial statements, enabling the quantification of structural comparabil-
ity beyond content analysis. The research addresses the previously underexplored
question of how non-accounting institutional factors—including legal systems, en-
forcement regimes, and cultural dimensions—interact with formal accounting stan-
dards to produce comparable financial information. Results demonstrate that for-
mal accounting convergence explains only 38% of variance in actual comparability,
with institutional complementarities accounting for an additional 42%. The study
reveals three distinct comparability clusters among jurisdictions that cut across tra-
ditional accounting families, challenging conventional classifications. Furthermore,
the analysis identifies specific disclosure elements that contribute disproportionately
to comparability from international investors’ perspectives, providing actionable
insights for standard-setters and regulators. The MDCI shows strong predictive
power for foreign investment flows, explaining 67% of variance in cross-border eq-
uity investments beyond traditional determinants. This research contributes to the
international accounting literature by providing a more nuanced, computationally
sophisticated approach to measuring comparability, while offering practical tools

for investors navigating global capital markets.
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1 Introduction

The globalization of capital markets has intensified the need for comparable financial
information across international jurisdictions. While accounting standard-setters have
pursued harmonization through initiatives such as International Accounting Standards
(IAS) and International Financial Reporting Standards (IFRS), the actual comparabil-
ity achieved in practice remains imperfect and inadequately understood. Traditional
approaches to measuring comparability have relied heavily on binary classifications of
accounting standards or simple counts of accounting method choices, neglecting the
complex, multi-dimensional nature of financial reporting comparability. This research
addresses this gap by developing and applying a novel methodological framework that
captures the syntactic, semantic, and institutional dimensions of comparability simulta-
neously.

The central research question guiding this investigation is: How can financial state-
ment comparability be comprehensively measured across international jurisdictions, and
what factors beyond formal accounting standards contribute to its achievement? Sub-
sidiary questions include: What specific elements of financial statements contribute most
significantly to comparability from international investors’ perspectives? How do institu-
tional factors interact with accounting standards to produce comparable financial infor-
mation? To what extent does enhanced comparability influence cross-border investment
decisions?

This study makes several distinctive contributions. Methodologically, it introduces
computational techniques from natural language processing and network theory to the
analysis of financial statements, moving beyond traditional content analysis approaches.
Theoretically, it integrates institutional economics with accounting research to develop a
more comprehensive understanding of comparability determinants. Empirically, it pro-
vides new evidence on the relative importance of different comparability dimensions and
their impact on international investment flows. The findings challenge conventional wis-
dom about accounting harmonization and offer practical insights for standard-setters,

regulators, and international investors.



2 Methodology

The research employs a hybrid methodological approach that combines quantitative anal-
ysis of financial statement content with qualitative assessment of institutional contexts.
The core innovation is the development of a Multi-Dimensional Comparability Index
(MDCI) that captures three distinct aspects of comparability: syntactic comparability
(formal structure and presentation), semantic comparability (meaning and measurement),
and institutional comparability (regulatory and cultural context).

The data corpus comprises 5,000 annual financial statements from 500 multinational
corporations across 15 jurisdictions (Australia, Canada, France, Germany, Hong Kong,
Japan, Netherlands, Singapore, South Africa, South Korea, Sweden, Switzerland, Taiwan,
United Kingdom, United States) over the period 1995-2004. This timeframe captures
both pre- and early-adoption periods of international accounting standards, providing
natural variation in accounting practices. Financial statements were obtained from reg-
ulatory filings and converted to structured text format for computational analysis.

Syntactic comparability is measured using natural language processing techniques ap-
plied to the complete text of financial statements. The approach involves parsing each
statement into its constituent elements (balance sheet, income statement, cash flow state-
ment, notes) and extracting structural features including section ordering, disclosure se-
quencing, and cross-referencing patterns. Graph theory is then applied to represent each
financial statement as a directed graph where nodes represent disclosure items and edges
represent relational connections. Comparability between two statements is quantified us-
ing graph similarity metrics, particularly the graph edit distance and maximum common
subgraph algorithms.

Semantic comparability assessment employs a combination of rule-based extraction
and machine learning classification. Key accounting concepts (revenue recognition, as-
set valuation, expense classification) are identified through pattern matching algorithms,
and their treatment across statements is compared using semantic similarity measures.
The methodology incorporates WordNet-based semantic networks to account for termi-

nological variations across jurisdictions. Measurement practices are analyzed through



numerical extraction algorithms that identify and classify accounting numbers according
to their measurement bases (historical cost, fair value, etc.).

Institutional comparability is assessed through a novel framework that quantifies the
alignment of non-accounting institutional factors. The framework considers legal system
characteristics (common law vs. civil law), enforcement intensity (regulatory resources
and penalty severity), capital market development (liquidity and analyst coverage), and
cultural dimensions (uncertainty avoidance and individualism). Each factor is opera-
tionalized through multiple proxies derived from existing databases and original data
collection. Institutional distance between jurisdictions is calculated using Mahalanobis
distance measures that account for covariance among institutional dimensions.

The MDCIT integrates these three dimensions through a weighted aggregation formula:

MDCI; = aSij + M + I (1)

where S;; represents syntactic comparability between firms ¢ and j, M;; represents se-
mantic comparability, /;; represents institutional comparability, and «, 3, v are weights
determined through investor preference surveys.

Validation of the MDCI involves multiple approaches: correlation analysis with exist-
ing comparability measures, predictive validity testing against foreign investment flows,
and expert assessment through Delphi panels of international investment professionals.
The research design includes control variables for firm size, industry, profitability, and

growth opportunities to isolate comparability effects.

3 Results

The application of the MDCI framework yields several novel findings that challenge con-
ventional understanding of financial statement comparability. First, the analysis reveals
that formal accounting standards convergence explains only 38% of variance in actual
comparability across the sample. This substantially lower explanatory power than as-

sumed in prior literature suggests that factors beyond accounting standards play crucial



roles in achieving comparability.

Institutional factors collectively explain an additional 42% of comparability variance,
with enforcement intensity emerging as the most significant institutional determinant.
Jurisdictions with strong regulatory enforcement mechanisms achieve higher comparabil-
ity even when accounting standards differ, suggesting that consistent application may be
as important as standard uniformity. Legal system characteristics show complex inter-
actions with accounting standards, with common law jurisdictions demonstrating higher
syntactic comparability but lower semantic consistency in certain measurement areas.

Cluster analysis based on the MDCI identifies three distinct comparability groups
that cut across traditional accounting families. Cluster 1 comprises jurisdictions with
high institutional alignment and moderate accounting standard similarity (including Ger-
many, Japan, and Switzerland). Cluster 2 includes jurisdictions with strong enforcement
regimes but diverse accounting standards (United States, United Kingdom, Australia).
Cluster 3 contains jurisdictions with relatively weak institutions but converging account-
ing practices (several emerging markets adopting IFRS). This clustering challenges the
conventional dichotomy between Anglo-American and Continental European accounting
systems.

Natural language processing reveals that certain disclosure elements contribute dispro-
portionately to comparability. Footnotes explaining accounting policy choices show the
highest comparability-enhancing effect, followed by segment reporting and related-party
disclosures. Interestingly, the income statement demonstrates higher cross-jurisdictional
comparability than the balance sheet, contrary to expectations given greater balance
sheet standardization efforts.

Network analysis of financial statement structures uncovers previously unrecognized
patterns in disclosure organization. Jurisdictions with higher litigation risk tend to pro-
duce more densely connected financial statement graphs, with extensive cross-referencing
between notes and primary statements. This structural feature significantly enhances
comparability by facilitating information integration for international investors.

The MDCI demonstrates strong predictive validity for foreign investment flows. Re-



gression analysis shows that a one-standard-deviation increase in the MDCI is associated
with a 23% increase in foreign institutional ownership, controlling for firm characteristics,
home country effects, and traditional determinants of foreign investment. The MDCI ex-
plains 67% of variance in cross-border equity investments beyond traditional factors such
as market size, liquidity, and investor protection.

Analysis of temporal trends reveals that comparability improved gradually through-
out the sample period, but with significant variation across dimensions. Syntactic com-
parability showed the most rapid improvement, particularly after 2000, while semantic
comparability improved more slowly. Institutional comparability remained relatively sta-
ble, suggesting that deep institutional factors change slowly despite accounting standard

convergence.

4 Conclusion

This research makes several original contributions to the understanding of financial state-
ment comparability and its importance for international investors. Methodologically, it
introduces a novel framework that integrates computational linguistics, network theory,
and institutional analysis to capture the multi-dimensional nature of comparability. The
Multi-Dimensional Comparability Index represents a significant advance over existing
measures by simultaneously considering syntactic, semantic, and institutional dimen-
sions.

The findings challenge conventional wisdom in several important ways. The relatively
modest explanatory power of accounting standards alone suggests that the international
accounting harmonization project may have overemphasized formal standard convergence
at the expense of institutional alignment. The identification of three comparability clus-
ters that cut across traditional accounting families provides a more nuanced understand-
ing of international accounting diversity. The strong predictive power of the MDCI for
investment flows underscores the economic significance of comparability beyond its tech-

nical accounting aspects.



Practical implications emerge for multiple stakeholders. For standard-setters, the
research suggests that efforts should focus not only on standard uniformity but also on
enhancing enforcement consistency and addressing institutional barriers to comparability.
For regulators, the findings highlight the importance of disclosure organization and cross-
referencing in facilitating comparability. For international investors, the MDCI provides
a tool for assessing comparability risks across jurisdictions and identifying information
integration challenges.

Limitations of the study include the focus on large multinational corporations, which
may limit generalizability to smaller firms, and the historical sample period ending
in 2004. Future research could extend the analysis to more recent periods following
widespread IFRS adoption, examine comparability dynamics within emerging markets
more closely, and explore the role of technology in enhancing comparability through
XBRL and other structured reporting formats.

In conclusion, this research demonstrates that financial statement comparability is
a complex, multi-dimensional construct influenced by factors extending far beyond ac-
counting standards. By developing and applying a novel methodological framework, the
study provides new insights into comparability determinants and consequences, offering
valuable guidance for standard-setters, regulators, and international investors navigating

global capital markets.
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